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Executive Summary

Given the scale of industrial hydrogen use in the EU within the scope of the REDIII industry target,
meeting the Directive’s requirements would require approximately 1.3 million tonnes (Mt) of RFNBO
hydrogen per year. Yet, more than a year after the transposition deadline has passed, its
implementation across the EU remains largely incomplete. Even where relevant provisions have been
adopted, they frequently either fall short of the level of ambition required by the directive or lack
credible enforcement mechanisms.

The key reason for the struggling implementation of RED Ill provisions for industry, often cited by
national governments, is the risk of carbon leakage. As industries affected by the obligation are heavily
exposed to global competition, enforcing 42% RFNBO share on these industries would compromise
their competitiveness on global markets and could lead to plants relocations or closures. And covering
the cost gap with subsidies alone for the whole volume would be too costly for European taxpayers.

However, there are several policy options available to Member States to help achieve the RED llI
industrial target, within the current framework and without any interventions at EU-level. None of
the options is ideal, offering both advantages and drawbacks. And because Member States face
different challenges in terms of access to low-cost energy, size of hydrogen-consuming industries, etc.,
options can present very different impacts and challenges.

Hydrogen Europe is not advocating for any particular option, but rather encouraging countries to
assess them all and implement those measures that better align with their national energy systems
and industrial ecosystem. Depending on national circumstances, some approaches may prove more
suitable than others. Instead of making recommendations, the briefing describes each option and
highlights their strengths and weaknesses in delivering the RED Il industry objectives.

The analysed options to support Member States in reaching their RED Il obligation for the use of
RFNBO in industry, covered in the briefing, include:

= Shifting the obligation upstream by creating an obligation on gas suppliers (based on the
Green Gas Quota system discussed in Germany);

= Shifting the cost burden to a sector less exposed to carbon leakage by including industrial use
of RFNBO as a compliance option for fuel suppliers within the national RED3 framework for
transport;

= Statistical transfer between Member States;
= National RFNBO import strategy;
=  Creation of local lead markets;

= No regrets options facilitating the uptake of RFNBO in industry, including a limited Book &
Claim system, indirect cost compensation, grid fees reduction and infrastructure
development.
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1 Introduction

On 20 November 2023, Directive (EU) 2023/2413 on the promotion of energy from renewable sources
(RED 11I) entered into force, amending the previous Directive (EU) 2018/2001 (RED II). The revised
directive sets an overall binding target of at least 42.5% renewable energy in the EU’s energy mix by
2030 but is aiming for 45%. It also introduces binding targets for different sectors to reduce
dependence on fossil fuels and reduce emissions. A key component of this effort is the gradual
replacement of fossil-based hydrogen used in industry with renewable fuels of non-biological origin
(RFNBOs).

Pursuant to Article 22a(1), paragraph 5, Member States (MS) are required to ensure that, by 2030,
RFNBOs account for at least 42% of hydrogen used for final energy and non-energy purposes in
industry, increasing to 60% by 2035. While the directive establishes the overall targets, the choice of
instruments for their transposition into national law is left to the Member States, which were required
to complete this process by 21 May 2025.

More than a year after the transposition deadline has passed, implementation across the EU remains
largely incomplete. Even where relevant provisions have been adopted, they frequently either fall
short of the level of ambition required by the directive (e.g. in Czechia) or lack credible enforcement
mechanisms (e.g. in Italy).

One of the underlying reasons for the lack of progress is the fact that, contrary to the transport sector,
industrial consumers of hydrogen are usually producing global commodities that are heavily
exposed to international competition. In these circumstances an increase of production costs from
replacing grey hydrogen with RFNBO could lead to critical loss of competitiveness. Therefore, creating
an outright obligation on industry could see stakeholders cease domestic production and use of
hydrogen and instead opt for imports of products like ammonia or methanol, which would be
disastrous for domestic production. Furthermore, underdeveloped hydrogen infrastructure is proving
to be a significant barrier for industrial offtake of clean hydrogen —given that countries with the lowest
production costs (e.g. Spain, Denmark) are not the same as the countries with the highest demand
(e.g. Germany, Poland), and the need to transport the molecules between them.

To reduce the cost burden on industry and limit the negative impact of the REDIII target on its
competitiveness, some Member States decided not to apply any obligation at company level. Some
Member States, like Czechia and the Netherlands (draft) are imposing a lower industry-level obligation
than the 42% required by the Directive. This helps address a practical challenge: that replacing 42% of
hydrogen, at some individual plants, may not be technically or economically feasible without fully
decarbonising the entire supply all at once, which for many industrial players is not economically
feasible. Thus, enabling modular and incremental decarbonisation approaches, including retrofit
solutions and hybrid configurations could help alleviate the problem.

To ensure that the overall 42% target set out in the REDIII Directive is achieved, a lower company-level
obligation would need to be complemented by a state-aid support scheme targeting industrial
hydrogen consumption (e.g. the German klimaschutzvertrdge CCFD schemel). Supporting the
industrial consumption of RFNBO hydrogen through state aid has the advantage of reducing the cost
burden on industry while ensuring that Member States meet their obligations. Nevertheless, this
approach also has several significant drawbacks.

Any national state-aid scheme must be approved by the European Commission, a process that can
take many months and could jeopardise compliance with the 2030 deadline in the event of delays.
Moreover, in Member States where industrial hydrogen use is limited to a single plant or company, it
could potentially raise concerns under EU state-aid rules. The most significant limitation of this

L https://www.co2-differenzvertraege.info/en/home
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approach, however, is its potentially high cost to taxpayers, as it places the greatest burden on public
budgets.

Given the scale of industrial hydrogen use in the EU within the scope of the REDIII industry target,
meeting the Directive’s requirements would require approximately 1.3 million tonnes (Mt) of RFNBO
hydrogen per year. Assuming a cost gap of €5/kg, this would translate into a cost of roughly €6.5billion
per year for European taxpayers.

Furthermore, unharmonized reduction of the RFNBO targets could disadvantage industries in
stricter countries, as Dutch firms warn when neighbours like Germany do not apply similar rules. Such
divergence risks internal market fragmentation and regulatory arbitrage. Even more importantly,
individual companies have limited control over RFNBO availability by 2030, as supply depends also
on timely infrastructure buildout. Companies without physical hydrogen access would risk penalties,
pushing them towards accounting solutions rather than real emissions cuts.

One remedy could be to shift the obligation further downstream: to economic operators placing final
products - such as steel or chemicals - on the EU market, requiring that a defined share of these
products was produced using clean hydrogen. This would create real demand for RFNBOs while
avoiding the risk that European producers become less competitive by applying the requirement to
products placed on the EU market, regardless of where they were produced. This would create a level
playing field between EU and non-EU producers and make the clean hydrogen requirement a market-
access condition rather than a cost imposed on domestic industry. This would however require EU-
level action and could not be done unilaterally at Member State level —and is therefore outside of the
scope of this document.

In light of these challenges, the objective of this briefing is to provide an overview of the principal
policy options available to Member States to help achieve the RED lll industrial target. The paper
will outline pragmatic pathways that could accelerate compliance while supporting Member States in
designing workable and credible implementation frameworks.

REDIII Industry Target: Implementation options for Member States | 5
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2 Implementation Options available to Member States

Given that the challenges faced by Member States vary considerably based on their hydrogen industry
profile and differences in the availability of renewable energy - the options presented should not be
interpreted as universal recommendations. Depending on national circumstances, some approaches
may prove more suitable than others. Furthermore, while revising the RFNBO regulatory framework
or creating lead markets for products made with clean hydrogen could significantly support the uptake
of RFNBOs—either by reducing costs or increasing willingness to pay—such measures would however
be more efficient if adopted at the EU level and therefore were not covered in detail.

Accordingly, and considering the relatively short time horizon to 2030, this briefing focuses
exclusively on actions that can be implemented at the national level without requiring amendments
to EU legislation.
The options considered include:

Creating an obligation on gas suppliers

Covering industrial use of RFNBO as a compliance option for fuel suppliers within the national
RED3 framework for transport sector

Statistical transfer
National RFNBO import strategy
Creation of local lead markets

Facilitating the uptake of RFNBO in industry through a limited Book&Claim system, indirect
cost compensation and grid fees reduction.

It should also be noted that the various proposed options could be implemented at the same time —
each designed to deliver a portion of the RED3 industry target while limiting the cost impact on any
particular group of stakeholders.

Given significant variability in specific circumstances pertinent to the implementation of REDIII
obligation in industry between Member States, Hydrogen Europe is not advocating for any
particular option, but rather encouraging countries to assess them all and implement those
measures that better align with their national energy systems and industrial ecosystem.

REDIII Industry Target: Implementation options for Member States | 6
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One of the main challenges in implementing the REDIII target in industry is the high cost of compliance,
which risks undermining the cost competitiveness of European industry. One possible approach to
facilitate the uptake of RFNBOs in industry would be to reduce the cost burden by spreading it across
the entire gas-consuming sector. This could be achieved by introducing a mandate for gas suppliers?
to gradually reduce the greenhouse gas (GHG) intensity of the energy they supply to the market, or
to progressively increase the share of renewable energy in their gas supply mix.

A similar concept has recently been discussed in Germany under the name of a Green Gas Quota
(GGQ). One proposal for such an instrument was presented by Gas- und Wasserstoffwirtschaft e.V.,
based on a study carried out by Frontier Economics®. The key elements of this concept include:
Quota for % GHG reduction instead of green gas share (this promotes gases with low GHG
footprint and rewards biogases with potentially negative emissions);
Penalty of €600/tCO2 (same as in the German REDIII framework for the transport sector);
Completely technologically neutral (RFNBOs are a valid compliance option but would have to
compete with other compliance options on costs);
Gas supplied to consumers covered by ETS1 excluded.
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Although the primary objective of such a system would be to decarbonise the gas sector, with
certain design adjustments it could also serve as an effective instrument to facilitate the use of
RFNBOs in industry. Key design elements of the system and their impact are indicated below.

First, compliance options for gas suppliers should not be limited to gas delivered via the gas grid, as
this would restrict RFNBO compliance options to e-methane*. Instead, gas suppliers should also be
able to comply through the delivery of pure RFNBO hydrogen via dedicated hydrogen infrastructure,
as well as through the purchase of certificates from industrial sites that both produce and consume
RFNBOs on site.

Another key element to decide upon would be the scope of the obligation. In the German example
highlighted above, gas consumers covered by ETS1 are excluded from the scope of the measure.

2 Gas suppliers defined as companies who are supplying natural gas to final consumers — neither gas importers or traders
nor infrastructure operators.

3 “Concept of a Green Gas Quota: A GHG reduction quota for the gas sector”

Report for Die Gas- und Wasserstoffwirtschaft e.V, April 2025, available here

4 According to the Commission’s communication of 27 May on the implementation of RFNBO targets in industry and
transport - allocation of the sustainability characteristics and greenhouse gas (GHG) emission savings of RFNBO hydrogen
injected into the gas network is only possible where the hydrogen is physically separated from the gas mixture at the point
of consumption. As physical separation of hydrogen will be impractical given its very low concentration levels, this effectively
prevents blending RFNBO hydrogen from being a viable option. Mass balancing would still be possible in case RFNBO e-
methane would be injected into the gas grid.
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Should it be implemented in such form, its usefulness in helping achieve national REDIII targets would
be limited. Extending the coverage to industry would change that — however, depending on the size
of the hydrogen producing sector relative to the overall gas market size, the measure could still end
up adding a non-trivial cost to industry.

In order to support the objectives of REDIII, the system design should include mechanisms that ensure
RFNBO delivery to industry despite its current cost profile compared to other decarbonisation
solutions. This could be achieved through:
Multipliers: e.g. a 3x multiplier for every MJ of RFNBO delivered (or gCO2 saved) to an
industrial offtaker.
An RFNBO sub-target, ensuring that at least part of the obligation is fulfilled with RFNBOs
irrespective of the price competitiveness of RFNBO vs other compliance options.

Given that the gas market in many countries is significantly larger than industrial hydrogen
consumption, such a sub-target could be set at a relatively low level. For example, in Germany, a sub-
target of around 1.2% would be sufficient to stimulate the supply of enough RFNBOs to meet the
country’s REDIII industrial target.

Nevertheless, this option has several significant drawbacks. The main limitation of this option is that,
although it would dilute the cost impact on hydrogen-consuming, energy-intensive industries, it
would still lead to higher gas prices for all gas consumers. As a result, energy-intensive
manufacturers could still face higher natural gas bills, eroding their competitiveness. At a time when
energy prices in Europe are already very high — and likely to go up even higher (as a result of
geopolitical upheavals and when gas consumers are expected to face further increases following the
introduction of ETS2 (effectively entering into force in 2028), additional price increases may prove
politically difficult to accept.

The impact on gas prices would be particularly significant in countries with relatively small gas
markets where industrial hydrogen production accounts for a large share of total gas consumption.
For example, in Lithuania, pursuing the REDIII objective through a Green Gas Quota mechanism could
increase domestic gas prices by more than €13/MWh. By contrast, in countries such as Spain or
France—where the REDIII industrial obligation is small relative to the size of the gas market—the
resulting gas price increase could be below €1/MWh and therefore worthwhile.
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Furthermore, as the European Commission’s guidance on implementing the REDIII industry target
specifies that hydrogen injected into the natural gas grid cannot count towards the 42% industrial
target unless it is physically separated and used at the industrial site, this approach seems to be
impractical at low blend levels. As a result, compliance would require dedicated hydrogen
infrastructure, which might not always be in place by 2030, given current regulatory uncertainty and
early stage of market development.

Advantages Weaknesses

Limits costs on the industry by enlarging the
group of affected stakeholders, provided the
gas market is sufficiently large

Flexible enough to allow a design that would
only deliver parts of the required RFNBO
guantities in order to limit cost impact.

Increase of gas prices in time of already high
energy prices in Europe

Moving the costs upstream means part of
the compliance cost will still end up in
industry

In countries where the hydrogen consuming

industry is the main consumer of gas, the
instrument would not be effective (if
industry is included in its scope) or
acceptable (if it isn’t)

Depending on the size of the hydrogen
consuming industry relative to other gas
purchasing industries, the cost increase of
gas can be significant and might result in
negatively affecting cost competitiveness of
the entire industrial sector

In case of a lack of hydrogen infrastructure
by 2030, the effectiveness of the tool would
be limited.

An alternative to spreading the additional costs over the entire gas market would be to shift the cost
(or parts of it) to the transport sector — which is less exposed to international competition and
therefore better placed to absorb the extra cost.

Such an option has been partially introduced by the Spanish government in the draft legislation for
the implementation of REDIII in transport. According to the latest draft law®, any RFNBO delivered to
industrial offtakers can be accounted towards the fuel suppliers obligations for the minimum RFNBO
share in transport fuels placed on the market. Making the delivery of RFNBO to industry a valid
compliance option could, in theory, shift the compliance cost for REDIII industy target to the
transport sector.

While this could be an effective REDIII industry implementation option, there are a number of
elements that need to be taken into account when designing such a framework to, on one hand,
ensure its effectiveness and, on the other, avoid overburdening fuel suppliers. These are:

Size of the transport obligation must be sufficiently high. Irrespective of the national
framework, Member States will only be able to count the quantity of RFNBO factually used in
the transport sector towards national REDIIl transport obligations. To ensure that this
mechanism does not jeopardise the obligations of Member States to reduce transport sector
emissions, the mandate put on fuel suppliers would have to be set at a level higher than the
minimum 1% RFNBO share in 2030. The fuel supplier obligation needs to be high enough to

> Draft Royal Decree available at: Link.
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cover both the minimum use for RFNBO use in transport and all, or at least parts of, industrial

use.

Additional reward for fuel suppliers. If delivery of RFNBO to industry would just be one of
many compliance options, in order to make sure it is an attractive one for fuel suppliers, and
facing low willingness to pay from industry, the design needs to include a reward factor —

possibly in the form of an extra multiplier.

Similarly to the Green Gas quota option, shifting the obligation (or parts of it) to the transport sector
could be problematic in case of smaller countries with large energy intensive industry sectors. This is
the case in Lithuania or the Netherlands, where the additional obligation on fuel suppliers by 2030
would have to be 6% and 4% respectively. The option could be however combined with a green gas
quota type instrument to limit the extra cost burden on any single sector/industry.
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Advantages

Weaknesses

Limits costs on the industry by shifting the
cost to a different sector, which is also less
exposed to carbon leakage
Flexible enough to allow a design that would
only deliver parts of the required RFNBO
guantities to limit cost impact
Relatively easy to implement, piggybacking
on an existing framework for REDIII
implementation in transport.
In countries with a very large transport
sector compared to the industry base which
consumes hydrogen, the impact on final fuel
costs would be insignificant.

Increase of fuel prices in time of already high
energy prices in Europe

In countries with a large size of the hydrogen
consuming industry relative to the transport
sector, the additional obligation (i.e. cost
increase of fuel) can be significant
Additional burden on fuel suppliers who are
already facing obligations stemming from
REDIIl transport and RefuelEU Aviation
obligations.
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Imports are one of the most obvious strategies Member States can opt for to ensure sufficient
supply of cost-competitive RFNBO for industrial consumption. Imports allow the sourcing of RFNBO
from the most cost competitive production locations globally — thus reducing the required subsidies
and the burden on taxpayers. Large scale storage infrastructure at port import terminals would also
help manage the energy intensive industries' need for a flat supply profile. Imports could be based on
a mix of extra-EU and intra-EU sources to balance cost optimization and supply resilience needs. To
unlock the potential benefit of RFNBO trade, countries need to invest in infrastructure, such as
terminals and dehydrogenation infrastructure (e.g. ammonia crackers).

Furthermore, the way the target has been designed favours compliance via RFNBO imports versus
domestic RFNBO production. As the denominator of the target compliance formula only includes
hydrogen and the numerator includes all RFNBO (including H2 derivatives), replacing domestic
methanol or ammonia production with imports would have an extra advantage — the entire energy
content of imports would count towards the target, while also reducing the target as a whole
(assuming the imported quantity would be replacing domestic production and not satisfy demand in
new applications).

A number of positive examples of using imports to ensure sufficient supply of RFNBO are coming
from Germany. Germany is a first country that is utilizing the European Hydrogen Bank’s (EHB)
"Auctions-as-a-Service" mechanism to fund intra-EU hydrogen import. Under the German-Danish
funding window, only eligible projects are those which feed RFNBO hydrogen into the Danish
Hydrogen Backbone and deliver the hydrogen to offtakers connected to the German hydrogen
backbone. As such the mechanism is not only allowing sufficient RFNBO hydrogen for offtakers in
Germany but also unlocking investment in cross-border hydrogen infrastructure - in this case the
Danish Hydrogen Backbone that will connect Denmark and Germany.®

Another option would be to use a double-sided auction scheme similar to H2Global, where a state-
budget-backed market-intermediary organises a double-sided auction offering to enter into long-term
(10 year) agreements with RFNBO suppliers from around the world. The fund would then auction off
the contracted volume on the domestic market for industry based on short-term (1 year) contracts.
Such a scheme has multiple advantages, including:

Cost optimisation: Opening the supply side to the entire world enables the purchase of RFNBO
at the cheapest possible price and therefore reduces the costs burden for the state budget.

Market creation #1: Offering a long-term offtake agreement to a RFNBO supplier reduces the
offtake risk of the project and enables the project to reach financial close, hence creating the
global RENBO market.

Market creation #2: Offering contracted RFNBO based on a short-term basis reduces the price
risk for RFNBO offtakers and helps create a domestic liquid market for RFNBO.

Price discovery: The double-sided auction promotes price discovery by publishing the lowest
price of supply and the willingness-to-pay on the demand side.

Infrastructure development boost: Large volumes contracted via the scheme with a limited
number of entry points to the national hydrogen system would facilitate the creation of
national infrastructure backbones to enable absorption and distribution of the volumes to the
industry.

Supply resilience. Securing supplies from multiple directions and via multiple RFNBO types
(LH2, ammonia, LOHC, eSAF, etc) creates supply diversification, which ensures high resilience
and supply security.

6 See also: link
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Beyond price discovery, trading by market intermediaries will support market development.
Intermediaries will require subsidies to bridge the gap between global production costs of already
available volumes in the global market and downstream customers’ ability to pay. At the same time,
they will facilitate market development along the entire value chain, including infrastructure, by
continuous market making and risk management within pre-defined volume limits.

Another possibility would be to enter into bilateral agreements with governments of exporting
countries. This creates a closer link between two countries, which might not be optimal from the cost
or security of supply perspectives but could lead to a more tailored approach better considering both
countries strengths and needs. Furthermore, as the exporting country receives significant benefits
from the trade (e.g. domestic economic activity, investments and jobs), it is possible to work out an
arrangement that allows to share the cost burden between the two partners.

An example of such an arrangement is the recent agreement between the German and Canadian
governments to agree on a joint funding of €400 million (€200 million from each country), expected
to support the construction of approximately 300 MW of electrolysis capacity in Canada to produce
RFNBO products which would then be imported into Germany.

Cost sharing. Joint funding means that while the importing country receives the molecules
needed to meet their national objectives, the cost premium needed to facilitate the trade is
split between two governments — meaning a reduced cost for the state budget of the
importing country compared to the standard approach (or supporting domestic production
via state aid).

Higher immediate impact. The auction on the supply and demand side is run simultaneously,
which means that the budget goes into funding only the cost gap. In case of the standard
approach of the demand side auctions following supply auctions later, the budget needs to be
first reserved for the total supply cost and is then gradually released once the demand side
auction is successfully concluded. While the total supported supply in both approaches can be
similar, the time lag between the two auctions means that the standard approach takes a
longer time.

Lower risk. Auctioning the supply and offtake volumes simultaneously significantly reduces
the risk of over contracting supply, which then does not find an off taker.

Advantages Weaknesses
Allows for supply cost optimization (finding Economic activity (investments, jobs)
cheapest suppliers globally) related to RFNBO production (including
Allows for cost sharing with exporting potentially also derivatives) are offshored
country. out of the EU (although counteracted by EU
Diversifying supply will increase energy investments and job creation in import
security terminals)
Gives leverage to export EU technologies Requires a solid national strategy for

development of the infrastructure necessary
to absorb and distribute imported volumes
of RFNBO

While costs are lower, the cost gap still
needs to be covered from the state budget
Incentives on demand side to use RFNBO still
needed (e.g. funding to support willingness
to pay — otherwise the full cost gap will rest
on taxpayers).
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Statistical transfers are a tool already used by Member States transfering renewable energy use for
EU regulatory compliance purpose. Within the REDIII framework this tool is defined in Article 8:

Member States may agree on the statistical transfer of a specified amount of energy from renewable
sources from one Member State to another Member State. To facilitate it the Commission shall
establish a Union renewable development platform (‘URDP’) Member States may, on a voluntary basis,
submit to the URDP [...] amount by which they expect to fall short of or exceed their contribution, and
an indication of the price at which they would accept to transfer any excess production of energy from
renewable sources from or to another Member State. The price of those transfers shall be set on a
case-by-case basis based on the URDP demand-and-supply matching mechanism.

As Hydrogen Europe’s 2030 outlook shows, while the supply of RENBO will not be sufficient in many
MS to meet their REDIII obligations, there are some MS where we expect a surplus of RFNBO supply
compared to regulatory demand. The system oulined above would open the way for those MS to
transfer part of their overcompliance to other MS.
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The system, however, is designed for a retrospective trade of compliance surplus and would
therefore be completely ineffective in stimulating any additional RFNBO supply and consumption.
For that to change, the system would have to provide clear market signals that the project developers
and RFNBO offtakers could bank on.

In order to achieve that objective, two (or more) interested Member States would have to sign a
binding agreement committing to future statistical transfers, as well as create a mechanism upon
which industry can base their project’s business cases with relative certainty. At a minimum, Member
States would have to enter a binding agreement that would at least specify:

Boundary conditions projects developers need to meet in order to qualify, including type of
hydrogen (RFNBO or broader), minimum and maximum delivery volumes, duration of the
supply contracts, risk sharing principles in case of under- (or over-) delivery or project
execution delays, etc.
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Budget and payment details, either in total monetary terms or ceiling price per kg of
hydrogen.

Application procedure, for interested parties to participate in the programme.

An example arrangement could take the following shape:

1)

The Spanish and Polish government sign an agreement wherein the Polish government
commits to purchasing a total RFNBO compliance in industry up to the total volume of 12 PJ
per year for a total value of up to €6bn.

The Spanish government commits to transfer the renumeration received from Poland to
industry in Spain, considering they meet the conditions specified in the programme
documentations

The delivery of RFNBO should start no later than 2030 and will be supported by the
programme by no longer than 10 years

The minimum volume of RFNBO delivery is 1 PJ per year

The RFNBO needs to be consumed for energy or non-energy purposes in industrial sectors
excluding production of conventional fuels or biofuels

The Spanish government agrees to accept and process applications for the participation in the
programme in 2 calls per year on a rolling basis until the limits specified in point 1 are reached.

Covering the cost gap tatistical transfer |
M5 1 MS 2
Application—— government [———————Fayment up to the agreed budget government
RFNBO RFNBO
developer in Delivery of RFNEC—— consumer in
M5 1 Ms1
Payment based on market pﬁcesé

The main limitations of such a setup would be that while MS2 effectively covers the entire cost gap,
MS1 gets the economic activity benefits generated by the scheme. Furthermore, the statistical
transfer would have an effect only for the purpose of MS2 proving its RED3 compliance. The actual
“green” characteristics of hydrogen and products made from hydrogen would also fully remain in MS1
and benefit the company factually consuming RFNBO hydrogen. The benefit for MS2 would be that
the total cost of REDIII compliance for tax payers of that country could be lower than if the same
volume of RFNBO hydrogen would be produced locally.

The cost burden on the budget of country buying the statistical transfer could be reduced in case the
country would introduce a domestic RFNBO quota on industry and allow for domestic industry
participation in the statistical transfer scheme. For example:
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MS51 MS2

Cowvering the cost ga)p——————— Statistical transfer: |
M5 1 M5 2

Application——fp| SOVErNMENt e o rentup tothe agreed budget— | Bovernment

Proving compliance for domestic RFMBO obligation

RFNBO RFNBO |

consumer in consumer in
M5 1 M5 2

RFNBO
developer in
M5 1

re
Payment based on market prices

Partial payment - e.z. egual to avoided penalty for RFNBO non-compliance

For the system to work effectively (and make sense) the MS doing the statistical transfer of its
domestic RFNBO consumption in industry to another MS needs to meet at least two conditions :

Low RFNBO production costs. The costs of producing RFNBO in the country selling the
overcompliance need to be low enough to offset the fact that country buying the compliance
gets no economic activity as a result of it - other than protecting existing domestic industries
from extra costs. In case of comparatively similar costs, it would make much more sense to
use taxpayers’ money to stimulate local RFNBO production.

High domestic potential for industrial RFNBO consumption. The country doing the statistical
transfer needs to have an industrial base able to absorb the additional volumes of RFNBO
hydrogen in industrial applications covered by the REDIII industry target (i.e. excluding
refining). This would be a challenge in most countries expected to have an RFNBO surplus and
might need new emerging RFNBO hydrogen consuming industries (e.g. greenfield steel plant
in Sweden).

It should be noted that the existence of such an arrangement would undermine the need for
development of interconnected hydrogen infrastructure (while increasing the need for national grid
development in the country selling compliance) and should be used only as a short term solution.

Advantages Weaknesses
Would allow to limit the compliance cost to Administratively cumbersome — especially
taxpayers in the country receiving the for deciding on risk sharing between
transfer compared to domestic production. multiple stakeholders related to delays,

project cancelations, under delivery etc.
Undermines the need for cross border
hydrogen infrastructure development and
thus can only be used as a temporary fix
Serves only as compliance tool —the country
shouldering the costs gets little economic
activity

Regulatory uncertainty with regard to EU
state aid rules

Limiting the development of the hydrogen
market to fewer countries than would
otherwise be the case and thuscontributing
to prolongation of the use of fossil fuels.
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By creating willingness to pay on the side of industry, creation of lead markets can have a great
effect stimulating RFNBO use in industry and therefore support REDIII objectives. While the biggest
impact can and should be delivered by EU level legislation - elements of which are already in the
Automotive Package’ and the Industrial Accelerator Act (IAA)® - Member States still have several levers
they can pull on national level to incentivize the use of RFNBO in industry.

These are:
Public procurement. Public authorities in the EU spend around 14% of GDP on procurement
— more than €2 trillion per year®. This makes public procurement one of the most powerful
tools to support the goals of the Clean Industrial Deal and the EU’s Net-Zero targets. As
highlighted in the PwC paper on lead markets (18 November 2025)°, public procurement
alone cannot build full markets. However, it can trigger significant early demand for
hydrogen molecules, hydrogen-based products (e.g., clean steel and fertilisers), and
hydrogen-related technologies. When well-designed, and thought in synergy across sectors
and other policy measures, procurement becomes a major accelerator for hydrogen uptake.
Examples where Member States could stimulate demand for industrial use of RENBO include:

o Clean steel for construction, rail, defence, port/airport equipment;
o Low-carbon fertilisers in public food chains or Common Agricultural Policy (CAP)
programmes.

In cases where authorities are frequent, large buyers and even a modest procurement quota
could translate into substantial hydrogen demand. According to the PwC study!!, public
procurement for steel and fertilisers, could indirectly influence ~2-3 Mt H2-equivalent per
year by 2040 — i.e. a volume of hydrogen exceeding total RFNBO hydrogen quantitiy needed
to satisfy the REDIII requirements.

National certification of biofuels. Another way Member States could stimulate demand for
products made with the use of RFNBO hydrogen — in this case specifically ammonia and
fertilisers - would be to introduce a rule that in order for conventional biofuels to be certified
within the national framework and be eligible as a compliance option for REDIII mandates,
they need to be produced from crops cultivated with the use of clean fertilisers.

While the development of lead markets is one of the major missing pieces for the uptake of RFNBO in
energy intensive industries, both initiatives which Member States can undertake at a national level
suffer from similar limitations.

First, given the quantities of hydrogen used in industries such as ammonia/fertilisers and chemicals,
only large Member States could, on their own, create a lead market big enough to warrant large
scale investments into RFNBO production and use. Neither the use of fertilisers in the production of
biofuels nor the use of steel or cement in undertaking where public procurement is relevant, would
create a large enough demand for RENBO hydrogen, that would be comparable to the 42% industrial
use of RFNBO target.

Furthermore, while Member States are free to use climate change mitigation related criteria in public
procurement or set stricter than EU’s biofuels certification requirements, in neither case could they
make sure that the RFNBO would be produced and used to produce downstream products within the

7 https://transport.ec.europa.eu/transport-themes/action-plan-future-automotive-sector/automotive-package_en

8 https://single-market-economy.ec.europa.eu/publications/industrial-accelerator-act_en

9 European Semester factsheet. 2025 https://commission.europa.eu/document/download/e3872422-2adc-4802-a40e-
e0660e622f3d_en?filename=european-semester_thematic-factsheet_public-procurement_en.pdf

10 https://hydrogeneurope.eu/?media_download=182248&d|=1763476705

11 https://hydrogeneurope.eu/wp-content/uploads/2025/11/Hydrogen-lead-markets framework-study.pdf

REDIII Industry Target: Implementation options for Member States | 16


https://hydrogeneurope.eu/?media_download=18224&dl=1763476705
https://hydrogeneurope.eu/wp-content/uploads/2025/11/Hydrogen-lead-markets_framework-study.pdf

; Hydrogen

w Europe

boundaries of the country only. Therefore, it would be entirely possible for the effort in setting up a
lead market to be completely ineffectual in contributing to national REDIII objectives.

Finally, the time required to set up the lead markets would most likely be quite long, as the regulatory
framework would need to be created from scratch. Therefore, all things considered, the concept of
lead markets is more relevant with a view on 2035 objectives, rather than 2030.

Advantages Weaknesses

Creating demand for clean products enables
the cost gap to be covered by end users, thus
creating a willingness to pay for RFNBO by
industries and limits (or even eliminates) the
need for any state aid support

Public procurement has a significant
potential to create demand for clean
hydrogen, and could, indirectly, influence
~2-3 Mt H2-equivalent per year by 2040.

Lead markets limited in size only to local
national markets might not be big enough to
stimulate fuel switch in energy intensive
industries

While MS can stimulate the creation of local
lead markets, the single market rules would
prevent them to limit the supply of RENBO
only from domestic production —thus risking
that the costs of setting up a lead market

could benefit RFNBO production value
chains outside of the MS implementing it.
Time required to develop and implement
the concept of lead markets would most
likely mean it is a solution more suitable with
a view of 2035 rather than 2030 REDIII
objectives.

While not directly ensuring compliance with REDIII industry target, there are multiple additional
actions Member States can take to facilitate the development of local RFNBO production and imports
and support industrial decarbonization through the use of RFNBO. These actions are:

Implementing a national Book & Claim system:

Early movers considering large-scale offtake of clean hydrogen face multiple risks. Among those is that
the infrastructure necessary for the delivery of hydrogen is unlikely to be built on time (the
“availability risk”). This is especially acute for industrial off takers for whom, due to large hydrogen
consumption quantities, their own production of clean hydrogen on site will never be an option. In
the initial market development stage, there is a real concern that some companies obligated to use
RFNBO hydrogen (or those that have otherwise an incentive to do so) will not be able to connect to
the hydrogen grid in time (or that the network will not provide sufficient capacity early on).

This risk is causing companies to delay their decision on transitioning towards the use of clean
hydrogen and, therefore, is also jeopardising the Member States’ timely compliance with the
obligation to ensure high penetration of RFNBO use in industry by 2030. To support the policy
objectives and support early movers in the hydrogen sector we are proposing a system that would
allow, for a limited amount of time, that users could claim use of RFNBO hydrogen via a book and
claim system. Electrolytic clean hydrogen that would be claimed would still need to be physically
injected into the hydrogen network, delivered to an off taker and consumed to replace fossil fuels and
generate real emission savings. But the physical delivery and use of hydrogen would be decoupled
from its RFNBO property which would be separately tradeable.

This would also allow customers who are not yet physically connected to the hydrogen network, or
who are not connected to the same part of the network as the hydrogen source, to be supplied with
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RFNBO hydrogen for accounting purposes. For RENBO hydrogen producers this would allow them to
sell, through the network and without the RFNBO attribute, to customers who can use it in their
processes but are not willing to pay a green premium. They could also sell the RFNBO attribute
separately to those that can (or are forced via regulations) pay the premium for it (but are unable to

have H2 physically delivered to them).!?

Reduction of grid fees for electrolysers:

Unlocking hydrogen investments require ensuring access to sufficient RES capacities and lowering
LCOH by tackling regulated electricity supply costs, which currently constitute one of the largest
barriers to RFNBO competitiveness. As more than 70% of the total cost of renewable hydrogen
production is determined by such costs, Member States should strive to reduce these costs to ensure
projects bankability and timely deployment.

Contrary to that, in many Member States electrolysers bear the full costs of various network tariffs
related to grid costs, ancillary services and taxes, which significantly inflates the LCOH of developed
projects. In addition, the current grid capacity allocation framework does not systematically prioritise
the electrolysers projects and RES capacities directly linked to them (RES-PPAs) resulting in significant
delays and making compliance with RFNBO criteria extremely challenging. Electrolysers should only
bear costs related to the production of the electron, reducing considerably regulated electricity costs.
Even if full exemption from grid tariffs (such as the case in DE and AT) might not be sustainable, at
least the portion of grid fees related to financing of RES deployment, capacity markets and costs of
redispatch should not apply for electrolysers.

This is supported by the fact that the existing RFNBO regulatory framework already requires
electrolyser operators to contribute financially to the deployment of new renewables (additionality)
and operate in a load following mode (temporal correlation) and therefore does not create a need for
redispatch or flexible generation.

Indirect cost compensation:

The compensation mechanism for indirect EU ETS costs (i.e., higher electricity prices due to carbon
pricing), governed by the EU ETS State Aid Guidelines, can significantly improve RFNBO production
costs. In Germany, the current ICC scheme would decrease the cost of hydrogen by 1-2 EUR/kg. While
this is not sufficient to bridge to whole cost gap on its own, it would still be a significant boost to the
prospects of RFNBO hydrogen use in energy intensive industries. The current guidelines allow Member
States to compensate indirect carbon costs only for 2021-2030. However, the European Commission
has already indicated political acceptance for ICC to continue beyond 2030.

Accelerating infrastructure development:

Irrespective of any actions, given the quantities of hydrogen used at individual industrial sites, the
uptake of RFNBO used in industry will not pick up until there is at least a backbone hydrogen
infrastructure in place. Therefore, development of such infrastructure should be viewed as a priority.

12 More details available in a recent report from Hinicio, H2 certificate trading in the Netherlands, 2026.
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