Steelmakers rejig production system as CBAM Kicks in

Companies secure emission verification, shift to low-carbon routes even as lawyers flag risks for small exporters
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Indian steel exporters supplying to the
European Union (EU) are reworking
production processes, certification sys-
tems, and supply chains to deal with the
EU’s Carbon Border Adjustment Mech-
anism (CBAM), even as lawyers warn
that legal, compliance, and commercial
risks could intensify sharply now that
the levy has entered its payment phase
from January 1, 2026.

A senior executive at a top Indian
steelmaker told Business Standard that
the company has secured EU-recognised
plant-level emissions verification and
begun exporting lower-emission steel to
Europe, aligning shipments in advance
with CBAM requirements. “Our com-
pany has tied up with an international
certification body to issue environ-
mental product declarations (EPDs),
documents that disclose the embedded

carbon, or total greenhouse gas
emissions generated during steel pro-
duction,” said the executive, who did not
wish to be identified. “EU customers had
started pushing much earlier. We
did not want to wait till 2026.”
Under CBAM, exporters
must  report  verified
emissions data for steel and
aluminium sold into the
EU. If data is not verified by
EU-accredited agencies, '
authorities apply default
values based on the worst-per-
forming producers in Europe,
raising the payable carbon levy. “If data
is not available, default values get ap-
plied and that can make exports unvi-
able. That risk ultimately gets passed
backto the exporters,” the executive said.
To limit exposure, the company is
segmenting production based on desti-
nation markets. It is exporting steel pro-
duced through electric arc furnaces

P

(EAFs), which use steel scrap and emit
less carbon, to Europe while using tradi-
tional blast furnace routes for other re-
gions. The firm has also invested in
rooftop solar installations and coal
gasification units to reduce

) emissionsintensity, and is de-
\ signing new plants as low-
emission facilities. However,

. the executive acknowledged
that CBAM compliance will

., raise costs, particularly for
" EAF-based steel. “There will
be an increase in production
costs, particularly when steel is
made through EAFs, although it is diffi-
cult to quantify the impact at this stage.”
Executives at Tata Steel echoed simi-

lar pressures in an analyst call recently
following the company’s results for the
second quarter of 2025-26, highlighting
that carbon costs are already becoming a
material factor in European steelmaking,.
“There is already a carbon cost coming in,

and as carbon prices rise, the economic
case for electric arc furnaces becomes
stronger. Typically, the cost difference
between an EAF route and a blast furnace
route is about $100 per tonne,” said T V
Narendran, managing director and chief
executive officer of Tata Steel.

Legal experts advising exporters on
CBAM warn that not all companies are
equally prepared and that compliance
involves significant complexity. “From
the firms we are advising, determining
‘embedded carbon’ is far from straight-
forward. We are seeing that differences
in ‘accounting boundaries’ — what is in-
cluded versus excluded — can lead to di-
vergent numbers between the exporter,
the importer, and the EU verifier,” said
Ankur Arora, partner at Argus Partners.

Stress is already visible among ex-
porters, prompting a rise in legal consul-
tations. “We have seen an increased
number of queries from clients. Contract
renegotiation is becoming imperative as

CBAM’s payment phase fundamentally
alters the economics of EU-India trade,”
said Shashi Mathews, partner at CMS IN-
DUSLAW. Without protective pricing
and indemnity clauses, exporters, par-
ticularly smaller firms, may be forced to
absorb carbon costs, squeezing margins,
Mathews added.

Arora flagged what he described as a
looming “verification vacuum”, citing a
severe shortage of EU-accredited
emissions verifiers in India. Once CBAM
enters its definitive phase, self-reported
emissions data will no longer be ac-
cepted. “If exporters cannot secure a
verification slot, their data gets rejected,
triggering default values that make ex-
ports commercially unviable,” he said. If
actual data is not verified, the EU applies
punitive default values based on the
worst-performing European producers,
legally binding importers to pay higher
taxes that are inevitably passed down to
Indian exporters.



