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EU ETS - The 2026 review

Executive summary

Proposed changes to the EU ETS

In mid-July, the EU Commission presented its revision of the European
Emissions Trading System (EU ETS). The revision was expected following
the EU's adoption of a binding 2040 climate target earlier this year. Still,
some interesting changes were suggested related to the expected carbon
budget, funding mechanisms and sector expansions.

According to the proposal, companies with high emissions in energy-
intensive industries - such as steel, cement, aluminium, fertilisers and
chemicals - will be provided with additional time to reduce their
emissions. With more free carbon allowances, frontrunners will be faced
with a lower cost-saving advantage than previously expected.

To compensate for this, the frontrunners will gain access to new and
expanded subsidy pools and some regulatory and operational
advantages. From 2031, free allowances will be dependent on companies
having verified decarbonisation investment plans. In addition, EU member
states will be required to spend 50% of ETS revenues on prioritised
decarbonisation projects. An Industrial Decarbonisation Bank (IDB) will
also be established, aiming to provide EUR100bn in funding to industrial
decarbonisation projects.
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Potential impact on Nordic companies

A selection of larger Nordic companies that currently have significant
direct exposure to the ETS system are Yara, SSAB, AP Moller Maersk and
Equinor.

As the proposed measures have mixed effects on the carbon price, it is
difficult to say exactly how the EU Commission’s proposals may impact
individual companies. However, in a scenario where free allowances have
been fully phased out, the potential carbon cost could be significant for
high-emitting companies if emissions remain at 2025 levels.

To limit the impact of increased carbon costs, as free allowances are
phased out, high emitting companies must deliver on their transition
plans. In a forthcoming report we will look closer at the transition
progress of ca 120 Nordic companies under our coverage.

What's next? The European Parliament and the Council will agree on their
negotiating positions, after which “trilogue” negotiations will begin. Full
implementation is expected around 2028.
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EU ETS - The basics Recent development

* The EU ETSis the cornerstone of the EU’s climate agenda. The regulation * The EU adopted a new climate target in April 2026, aiming to reach a 90%

has applied to power generation and energy-intensive industries
(electricity, heat generation, industrial manufacturing) since 2005. In
2012 it was expanded to aviation, followed by maritime transport in 2024.

emission reduction by 2040 vs 1990 levels. This complements the
already established 2030 (-55%) and 2050 neutrality targets.

On 17 July 2026 the European Commission presented its proposal for

It operates in all EU countries, as well as Iceland, Norway and

: : : _ Sy _ phase 5, 2031-40, of the EU ETS, aligning the system with the EU’'s 2040
Liechtenstein. It is also connected to the Swiss Emission Trading System.

climate target.
* The EU ETS operates on a cap-and-trade model. The cap sets a limit on the

total emissions the in-scope installations and operators may emit, and it is

reduced each year in line with the EU climate target. The cap is

represented by tradeable emission allowances. As the cap falls, the

supply of allowances decreases.

* Installations in scope must surrender one European Emission Allowance,
EUA, per metric tonne of carbon dioxide equivalent it emits at the end of
each year. If companies fail to fulfil the requirement, fines are imposed.

* Currently free allowances cover a large share of emissions in scope.
However, free allowances will be phased out over the coming years.

Source: European Commission and Danske Bank Sustainability Research Danske Bank 4



EU ETS - The 2026 review

The EU ETS sectors - Emission and carbon price development

EU ETS emissions down 50%
since 2005

* EUETS sector emissions have
been reduced by 50% since
2005 and the system has
generated over EUR270bn in
revenues.

* Inthe Nordics, Finland has
reduced EU ETS sector
emissions by ~64% since 2010,
followed by Denmark at ~42%
and Sweden at ~10%. Norway's
ETS sector emissions have
increased by ~10% since 2010.

* The average EU carbon price in
2026 is 78 EUR/tCO2e. Since
2020 the carbon price has
increased by ~200%.

EU ETS emission
development
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Who are the main emitters?

EU ETS 2025 emissions split by country
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EU ETS 2025 emissions split by sector Selection of top emitters by sector
Power / Industrial heat
®|Power * RWE (Germany)
B Industrial heat ¢ PGE_[PoIand]
* Engie (France)
Metals
Refining Metals
mCement * Thyssenkrupp (Germany)
 Maritime * ArcelorMittal (Luxembourg)
* Voestalpine (Austria)
Other
7% ®41% Refining / Chemicals
» TotalEnergies (France)
. 7% * Shell (UK)
« BP(UK)
* Eni SpA (ltaly)
9% * Repsol (Spain)
10% ® 10% Cement
* HeidelbergCement (Germany)
* Holcim (Czech Republic])
* CRH (Ireland]
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Proposed changes to the ETS system

Softened emission reduction
curve

* Since 2013 there has beenan EU
wide cap for emissions in scope of
the EU ETS. The cap is reduced by
alinear reduction factor, LRF,
annually. Under the current
regulationthe LRF is set at 4.3%
until 2027 and 4.4% from 2028
onwards.

* Therevision proposes an LRF of
3.7% between 2031 and 2035 and
1.7% from 2036 onwards. As a
result, allowances will be issued
into the 2040s, rather than ending
around 2039 as set out in the
current rules. The proposal alighs
the ETS with the EU 2040 climate
target.

*CBAM: Carbon Border Adjustment Mechanism,** CBAM initially applies to cement, iron and steel, aluminum, fertilizers, electricity and hydrogen.

EU ETS Linear Reduction
Factor
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Source: European Commission, Bloomberg and Danske Bank Sustainability Research

Delayed phase out of free
allowances

e Thefree allocation level is set based on
installation-level benchmarks. The
benchmarks represent the top 10%
most effective installations in each
sector in the EU.

+ The revision propose lowering the
maximum annual reduction of free
allowances from 2.5% to 2%.

* It also proposes that from 2031, free
allocation is made fully conditional on
operators submitting a verified EU
decarbonisation plan, with 80% of
allowances released upon plan
approval and 20% contingent on
demonstrated emission reductions as
well as investments equal to 100% of
the economic value of the free
allowances invested in
decarbonisation projects by the end of
each 5-year period. Multiple
installations can pool their investment
obligations.

e Installations in the top 10% are exempt
from the requirements and will receive
100% of their free allowances.

e [t will also increase the free allowances
under the heat & fuel benchmarks for
2026-30 (~80m additional allowances).

.
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Slower CBAM phasein

* The EU CBAM* aims to reduce
carbon leakage. It places a carbon
price on imports to the EU based
on their embedded emissions,
adjusted for any carbon price paid
in the country of origin. To level
the playing field, a CBAM factor is
applied to reduce the free
allocation for CBAM sectors**.

* The proposal extends the phase-
out of free allocation for CBAM
sectors from 2034 to 2038.
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Revenue collected through the ETS system

Where does the money go?

* Therevenue generated from sale of carbon
allowances are directed towards financing
climate initiatives.

* The proposal formalises the obligation of
directing the revenue to climate initiatives,
mandating 50% of revenue to be invested in
defined priority areas, including clean energy,
grids, low-carbon transport, industrial
decarbonisation and waste management.

Source: European Commission and Danske Bank Sustainability Research

Establishment of the industrial
decarbonisation bank

* Therevision proposes establishing an

Industrial Decarbonisation Bank. The first
phase is called the investment booster. The
scheme is funded with 400 million ETS
allowances and will open between 2028 and
2030. The booster offers fixed support
payments enabling investments in the scale-
up and deployment of emissions reduction
technologies

The second phase starts in 2031 and is the
establishment of the bank. It will provide
Carbon Contracts for Difference (CCfDs) and
fixed support payments. The bank will be
funded through 400 million allowances
between 2031 and 2040.

.
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The introduction of carbon credits and
new sectors

Carbon credits

* The proposal presents “flexibility”
mechanisms. For the first time permanent
domestic carbon removals are integrated in
the system, with up to 250 million removals
entering the system between 2031 and 2040.

* It also proposes allowing up to 260 million
high-integrity international carbon credits to
be used after 2035, provided strict criteria
are met.

* The credits will be purchased by the EU and
added to the ETS allowances for companies
to purchase.

Sector additions

* The proposal expands the ETS to gradually
include municipal waste incineration from
~2031, expanding the shipping coverage to
smaller vessels from 2029 and some
international flights from 2029 (<5,000 km
radius from the EU).

Danske Bank 8



Other emission trading systems

Chinais phasingin a national ETS

China adopted its own emission trading system in
2021. It is the world’s largest carbon market,
covering ~60% of the country’s emissions.

The system is structured around intensity-based
caps, with allowances allocated based on output-
intensity benchmarks rather than a total cap on
carbon volumes. However, it is transitioning to
absolute caps for major industries from 2027,
with full implementation by 2030.

Companies currently receive the allowances for
free. By 2030 the planis to have a system with a
mix of free and paid allowances.

The scope of the ETS was first limited to power
generation, with extension to steel,cement and

aluminium in 2025. The ETS is set to cover 80% of

national emissions, with implementation planned
by 2027. Additional sectors include chemicals,
petro-chem, building materials, pulp and paper
and aviation.

Source: IEEFA, Chinese government and Danske Bank Sustainability Research

UK and California also have ETS

Following the UK’s departure from the EU, it
adopted a national ETS in 2021. It covers
heavy industry, power generation, aviation
and domestic maritime sectors.

California launched an ETS in 2013. The
system is part of the state’s strategy to
reduce emissions by 40% by 2030 and 80%
by 2050 vs 1990 levels. It covers power
generation, large industrial plants and fuel
distribution. Companies currently receive
allowances for free, but free allocation is
expected to decline after 2033.

Quebec and Washington state are also linked
to the California ETS.

.
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ETS price developement
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Nordic corporate universe’s exposure to the EU ETS

High transparency on ETS exposure

* Of the ~120 Nordic companiesin our
universe, 32% disclose some EU ETS
exposure. A further 29% of companies report
0% exposure to the EU ETS in terms of scope
1 emissions. The remaining 39% of
companies do not disclose whether or not
they have exposure to the EU ETS.

* Intotal, 45% of aggregated scope 1 2025
emissions in our universe are covered by the
EU ETS. Ca 51% are not directly exposed to
the EU ETS, while the remaining 4% of
emissions are not reported.

Source: Company data and Danske Bank Sustainability Research

Share of Nordic companies in our
universe with EU ETS exposure
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Aggregated scope 1 emissions covered

by the EU ETS

4%

M Aggregated scope
1 covered by the
EUETS

W Aggregated scope
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No EU ETS
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Aggregated
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Status quo scenario - Potential EU ETS cost

Net financial impact is difficult to estimate

* The financial impact of the EU ETS proposal is difficult to estimate, as the
individual measures proposed have mixed impact on the carbon price.

* However, we note that in a scenario where free allowances have been
fully phased out, the potential carbon cost could be significant for high-
emitting companies if emissions remain at 2025 levels.

* Inthis scenario we have used the average 2025 carbon price, but as free
allowances are phased out it is likely the carbon price will increase in the
coming years.

* Inabsolute cost terms, Yara, SSAB, Maersk and Equinor would have the
highest ETS related cost.

* Electricity generation and maritime transport are exempt from free
allowances, which means companies in these sectors are already
purchasing allowances in the market.

* Itis worth noting that depending on sector, it is likely companies will pass
on the carbon cost to their customers either in parts or in full.

Source: Company Data and Danske Bank Sustainability Research
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Potential cost with flat 2025 emissions and no free allowances
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Potential impact of the proposed revision of the EU ETS

Update to the emission trading system

Softened emission reduction curve

» All else equal, we expect the measure to generate lower carbon prices
compared with the current ETS settings.

Delayed phase out of free allowances

* We expect the measure to benefit “early adopters” and increase the
financial impact of non-action from 2031, as companies must have
verified investment plans and deliver progress to receive their free
allowances.

Extended phase out for CBAM sectors

* We believe this to have a slightly negative impact on early-adopters in the
CBAM sectors, including steel, iron and fertilisers. However, the main delta
compared to the current phase out trajectory occurs after 2030, hence
we assess the impact as limited in the short term.

Source: Danske Bank Sustainability Research
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Updates regarding financial support

The Industrial Decarbonisation Bank and focus on climate initiatives

* Phase 1 -the investment booster

* Phase 2 - the Industrial Decarbonisation Bank

* 50% of revenues directed to climate initiatives

* Inclusion of domestic and international carbon credits

* We believe the availability of increased funding for emission reduction

technologies will benefit early adopters. However, the inclusion of
additional allowances and credits should have a negative impact on the
carbon price, somewhat limiting the positive impact.

What's next?
The European parliament and the council will agree on their negotiation positions, after

which “trilogue” negotiations will begin. A final legislative agreement is expected in
2027, with full implementation around 2028.

Danske Bank 115
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