Ref. Ares(2021)4553952 - 14/07/2021


https://www.eurofer.eu/publications/position-papers/a-green-deal-on-steel-update/

Funding of investment cost and aid intensities are also very important. As decarbonizing energy-
intensive industries requires massive investments, there is a necessity to increase aid intensities to
100% the full financial needs.

In some cases, the current aid intensities are too low and this can block future decarbonisation
projects. For example, if investment into low-carbon production process is considered as “Aid for
undertakings increasing the level of environmental protection in the absence of Union standards, 40
% aid intensity for large company (50 % if eco-innovation) is certainly not sufficient compared to the
important amounts needed to invest in such decarbonisation measures; nothing is envisaged in the
current EEAG for dismantling CO, heavy production sites after transformation while 100% aid intensity
is possible for the remediation of contaminated sites or 50% for relocation of undertakings ..."

Some other aid intensities are even lower (even only around 20 — 30 %); too low to trigger these high-
volume investments. The reason is, that there remain still considerable uncovered funding gaps which
inhibit the required decarbonisation projects necessary to enable the Green Deal.

Decarbonizing processes and products often require more expensive input materials and/or energy
mixes. Therefore, it is crucial to allow funding for additional operation costs unit to establish a working
market for “green products”. Therefore — accompanying the staid-aid reform — necessary legal
measures (e.g. obligatory quotas for green-products; enhancing green public procurement etc.) must
be taken to establish a “lead market for green products” which will cover the higher costs (investment
and operational cost) by itself at the long run. Until this has been achieved, state-aid is the only option
to stimulate and enable the Green Deal.

The objective of the support is to bring low CO; processes to the market on a large industrial scale, a
large part of which is already available. The criterion for approval under the state aid rules will
therefore not only be the degree of innovation, but particularly the achievable far-reaching reduction
volumes of greenhouse gas emission of such projects; similar to the ETS Innovation fund.

Recycling waste streams into products which currently are incinerated is highly beneficial for
decarbonization. It is therefore required to stop incentives and aid for incineration plants. At the same
time, EUROFER requests that the reuse of waste as secondary material resource, in a cradle-to-cradle
way, should be eligible for state aid under EAAG.

In particular, the upcoming revision of the Guidelines on EEAG should set the right framework for
ambitious CCfDs to be implemented at national and sectorial level. In this context, the EEAG shall be
revised and introduce CCfDs, factoring in criteria that are necessary for the transformation of
industrial sectors such as steel.

We propose the following adjustments to the environmental and energy aid guidelines, in order to
implement the requirements:

e Definition of a general compatibility criterion “conversion to low CO, or CO;-neutral
production”, according to which support for additional investment and operating costs with
an aid intensity of 100% is expressly permitted under the state aid rules;

* Inclusion of a special rule on the compatibility of carbon contracts for difference (CCfD) as a
key instrument for the promotion of projects to introduce low carbon production processes.
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generation. Such policy interventions will increase the impact of regulatory costs on the electricity bill.
Therefore, EIUs should be shielded from such costs in order to preserve their competitiveness against
third countries’ competition that is not subject to equivalent climate constraints.

Question 131

The aid for EIUs in the form of reductions in or exemptions from environmental taxes and funding
support for electricity from renewable sources has proven to be effective against the risk of carbon
leakage, hence retaining sufficient tax base in Europe while avoiding increase of emissions in third
countries without comparable legislation. Yet, in order to remain effective in the future, such aid
should be extended to other policy measures that affect the electricity bill, such as regulatory costs
for generation adequacy and transmission and distribution services.

Question 132

Removing aid for EIUs would have a disruptive effect on the competitiveness of these sectors against
competition from third countries without comparable climate and energy legislation. The electricity
bill would increase substantially in all EU member states, without an equivalent situation in third
countries. This would result in carbon, jobs and investment leakage and deterioration of the EU tax
base. With regards the formulation of the question, it shall be clarified that the EU Green Deal
Communication states that carbon leakage occurs “either because production is transferred from the
EU to other countries with lower ambition for emission reduction, or because EU products are replaced
by more carbon-intensive imports”. The question refers only to the first situation (relocation of EU
production) but does not take into account the risk of the second scenario (EU production replaced
by imports).

Question 133

Deep CO; emissions reductions in the steel sector are possible through a combination of technological
pathways, including steel recycling, carbon capture utilisation and storage, process integration, and
electricity/hydrogen-based metallurgy. Most of these pathways require direct or indirect (via
hydrogen) electrification. According to the EUROFER 2050 Roadmap, additional energy requirements
will be about 400TWh of electricity by 2050 — about seven times what the sector purchases currently,
Therefore, the increase of taxes and levies on the electricity bill would impair significantly the
decarbonisation of the steel industry.

Question 134

After the quick development of renewable energy in the last decades, it is essential that
decarbonisation schemes priorities investments in industry with large abatement potential such as
the steel sector. These schemes should not be financed by specific charges or taxes on industry, since
it would increase the risk of carbon leakage in short term, hence being counterproductive both for
environment and industrial competitiveness. Charges on energy sources (electricity and/or fuels) have
a similar effect, since they cause a cost disadvantage against producers in third countries without
comparable climate legislation. Funding of decarbonisation schemes should be supported by
horizontal financial resources, such as the general budget. Similarly, ETS revenues should be used to
finance investment in low carbon technologies in industry.

Question 138-139

The eligibility of EIUs for aid in the current EEAG is defined according to the international trade
intensity and the electro-intensity. Such criteria have proven to be transparent, robust and effective



in identifying the sectors that need to be shielded from the regulatory costs in electricity bill. The
recent ETS Guidelines identify a very short list of eligible sectors; such assessment aims only at
identifying sectors affected by indirect carbon costs passed through in electricity price, which
represent only a specific issue compared to the broader purpose of the EEAG. Therefore, the existing
eligibility criteria and thresholds should be maintained.

Question 140-141

Aid for ElUs is not only aimed at avoiding relocation of production within the EU, but also, and most
importantly, to third countries without comparable climate and energy legislation and costs.
Therefore, the option of granting reductions to EIUs only in those Member States that have reached
a certain EU-wide minimum level of decarbonisation levies (in absolute amount) would be
counterproductive, since it would increase the risk of carbon, jobs and investment leakage to third
countries. This is even more dangerous in the context of increasing regulatory costs dues to
strengthening of EU’s 2030 climate & energy targets.

Questions 142-143

Aid for EIUs should not be made conditional on additional requirements. In fact, this kind of state aid
aims at reimbursing partially ElUs for the regulatory costs in the energy bill. If now state aid is made
conditional to additional measures to be taken by the company (i.e. investments in energy efficiency
or emission reductions), de facto it is not anymore a (partial) reimbursement of incurred costs since it
requires additional expenditure to the company. As the eligible sectors are acknowledged as being at
risk of carbon leakage, the missed reimbursement would create the conditions for the materialisation
of such risk, leading to an increase in global emissions.

It shall be noted that ElUs are already subject to the EU ETS, which is the cornerstone legislation to
reduce emissions in a cost competitive way. In addition, large companies are also subject to
compulsory energy audits foreseen by the Energy Efficiency Directive. Further conditionality criteria
for aid would create another layer of overlapping legislation. Finally, energy efficiency improvements
are a must for industries with high energy costs in order to remain competitive.
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