Glossary in images and equations

Incremental costs are incurred when converting
production from a reference to a low-carbon plant:
Transformation costs.
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The CO; reduction costs are the quotient of the incremental
costs (€/tgy) and the CO, reduction resulting from the
conversion of production from reference [x] — to low-car-
bon technology [y].
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Based on this contract price, a carbon contract is negotiated
between the public sector and the company.
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Figure 2

Converting the transformation costs to the tonne of basic
material results in the incremental costs (€/ty). INcremental
costs for investments [ACAPEX] can be supported directly or
annualised and allocated to the production volume together
with the incremental operational cost [AOPEX] for energy,
raw materials and other operating resources.

Incremental costs (€/tgy) = ACAPEX*/ts, + AOPEX/tgy

* If ACAPEX shall be covered, annualisation is performed using a suitable
interest rate over the amortisation period.

The projection of the average CO; reduction costs yields
the contract price.
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The contract price is the basis for calculating a dynamic carbon
contract premium. The dynamic adjustment is intended to
compensate for the influence of fluctuating incremental costs.
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The carbon contract can take different forms:

Carbon contract (CC) for the case that the CO, market
price plays no or only a minor role

Dynamic CC* premium (€/tC0O;) x
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* CC = carbon contract

Carbon Contract for Difference (CCfD) for the case of equiva-
lent free allocation* for reference and low-carbon plant

* Dynamic CC* premium (€/tC0z) x
e e ) verified CO; reduction (tCO;) p. a.
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* Equivalence of free allocations is given also in case of abolition.
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