Carbon Border Adjustment Mechanism (CBAM)
Overview

To accelerate the EU’s green transition, the Carbon Border Adjustment Mechanism (CBAM) was
introduced as a tool to align the carbon costs of imported and domestically produced goods.
CBAM targets carbon-intensive imports, ensuring they face a comparable carbon price to products
manufactured within the EU.

Its primary objectives are to:

¢ Prevent carbon leakage, where companies relocate production to countries with weaker
climate policies to avoid carbon costs.

¢ Promote fair competition by ensuring imported goods face equivalent carbon pricing.
e Encourage global decarbonisation by incentivising low-carbon production outside the EU.

The EU’s CBAM entered its transitional phase in October 2023, with financial obligations
beginning in January 2026. A similar UK CBAM is expected to commence on 1 January 2027.

What CBAM Is

CBAM is a carbon pricing mechanism that applies to selected imported goods based on the
greenhouse gas emissions released during their production.

Itis designed to:

e Apply acarbon cost to imports of high-emission goods such as cement, aluminium, iron
and steel, fertilisers, electricity, and hydrogen.

¢ Prevent carbon leakage, ensuring that producers cannot evade carbon costs by
manufacturing in countries with lower environmental standards.

e Create a level playing field between EU/UK producers and overseas suppliers.

How CBAM Works

e Reporting obligations: Importers of covered goods must report the embedded (direct and
indirect) emissions associated with those goods.

e Financial obligations: From January 2026, EU importers must purchase and surrender CBAM
certificates to cover these emissions.

e Adjustments: If a carbon price has already been paid in the country of origin, that amount
will be deducted from the total due under CBAM.
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Key Details: EU and UK CBAMs
EU CBAM:

e Transitional phase: 1 October 2023 — 31 December 2025 (reporting only).

¢ Definitive phase: Begins 1 January 2026 (financial obligations apply).

e Sectors covered: Iron and steel, aluminium, cement, fertilisers, electricity, and hydrogen.
UK CBAM:

e Launchdate: 1 January 2027.

e Sectors covered: Aluminium, cement, ceramics, fertilisers, glass, hydrogen, and iron &
steel.

¢ Designed to mirror the EU approach, applying carbon costs to imports from countries
without equivalent carbon pricing.

Implications for UK Businesses Exporting to the EU

Although CBAM obligations fall legally on EU importers, UK exporters supplying covered products
will play a critical role by providing emissions data. Accurate, verified data will allow EU importers
to comply and maintain smooth trade flows after 2025.

From January 2026, EU importers must buy CBAM certificates to cover carbon costs. UK exporters
that provide complete emissions data will help their EU partners reduce compliance risks and
avoid penalties.

Key Requirements for UK Exporters
¢ Provide verified emissions data

o Report both direct emissions (from fuel combustion or on-site processes) and
indirect emissions (from electricity use).

o Data must be verified and accurate; estimated or default values will no longer be
sufficient after July 2024.

¢ Ensure data quality and consistency

o EUimporters must use actual emissions data from 2024 onward, increasing the need
for reliable measurement and documentation by UK suppliers.

¢ Collaborate with EU partners

o Work closely with EU importers to understand their CBAM reporting needs and align

data formats and verification requirements.
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Understand the timeline

o Transitional phase (Oct 2023 — Dec 2025): EU importers file quarterly emissions

reports. UK exporters should use this time to establish carbon accounting systems
and prepare verified data.

o Definitive phase (from Jan 2026): EU importers purchase CBAM certificates based on
verified embedded emissions.

Value and Weight Thresholds (EU CBAM)

Type 1-Consignment Value Threshold (until 2025):
Shipments valued under €150 per consignment are exempt from reporting obligations
during the transition phase. Businesses should, however, retain accurate records.

Type 2 - Annual Tonnage Threshold (from 2026):

From 1 January 2026, a 50-tonne annual import threshold applies. Importers bringing in less
than 50 tonnes of CBAM-covered goods per year will be exempt from reporting and
certificate requirements.

This exemption is expected to remove roughly 90% of importers from the system while still
capturing the majority of emissions.

Implications for UK exporters:

If your exports to a particular EU importer consistently fall below 50 tonnes per year, that
importer may be exempt from CBAM reporting and certificate obligations.

However, most UK exporters will still need to calculate and share verified emissions data so
EU importers can comply with CBAM requirements.

Key Actions for UK Businesses

1.

2.

Communicate: Engage with EU customers early to clarify their CBAM data requirements.

Measure and track: Develop reliable systems to calculate and verify direct and indirect
emissions across your product lines.

Provide data: Supply verified emissions information to EU partners — particularly important
from 2025 when default values become restricted.

Prepare for the UK CBAM (2027): Build internal capacity now to comply with both EU and
upcoming UK carbon border requirements.

Conclusion
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CBAM represents a major shift in international trade and climate policy. By linking market access
to verified emissions data, it extends carbon pricing beyond EU and UK borders. For UK exporters,
early preparation — including accurate carbon accounting, verification, and collaboration with EU
partners — will be key to maintaining competitiveness and compliance in a low-carbon global
economy.
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