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Introduction: The global race has begun
Dear reader,

Man-made climate change is a threat to humanity
and nature. Despite all the progress, our national
economies are still largely based on oil, coal and nat-
ural gas. A rapid and decisive switch towards climate
neutrality is urgently required. Otherwise, the com-
mitments and goals of the Paris Agreement — limita-
tion of global warming to significantly less than 2
degrees and preferably 1.5 degrees compared to the
pre-industrial level — cannot be achieved.

Climate change mitigation requires global action. The
three large economic areas of the world, China, the
USA and Europe have agreed a goal of climate neu-
trality by the middle of the century. We are at the
start of an international competition for the best
strategy: something that will also determine success
on the markets of the future.

Germany has a particular responsibility for this, as
the largest member state within the EU and its larg-
est producer by far of greenhouse gases (GHG). Eu-
rope can only be successful in mitigating climate
change if Germany is.

In this paper the Stiftung Klimaneutralitat, Agora
Energiewende and Agora Verkehrswende wish to
put forward recommendations for a targeted climate
change mitigation policy in the legislative period
2021-2025.

We wish you a pleasant reading!

Rainer Baake

Director, Stiftung Klimaneutralitdt

Dr. Patrick Graichen
Director, Agora Energiewende

Christian Hochfeld
Director, Agora Verkehrswende
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Figure 1: The seven largest emitters of greenhouse gases worldwide (2018, in billion t CO2eq)
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Figure 2: The seven largest emitters of greenhouse gases in the EU (2018, in million t CO2eq)
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1 Long-term strategy with targets
and interim targets

Germany wants to become climate neutral by 2045
and, in an intermediate step, to reduce its green-
house gas emissions by 2030 to at least 65 per cent
below the 1990 level. The German Federal Govern-
ment decided this course of action from the April
2021 ruling of the Federal Constitutional Court on
the Climate Change Act (Klimaschutzgesetz); the
necessary amendment to the Climate Change Act
will be passed by the Federal Government in summer
2021

The new German 2030 climate goal also matches the
German contribution to the new EU climate mitiga-
tion goal for 2030, which aims to reduce greenhouse
gas emissions in Europe by 55 percent below the
1990 level.

Over the last few months we commissioned Prognos,
the Oko-Institut and the Wuppertal Institut to de-
velop two scenarios for practical routes to a climate-
neutral Germany — with core criteria of cost effec-
tiveness, safeguarding investment cycles and ac-
ceptance. The second study, published on 26 April
2021, describes the exact route that the Climate
Change Act now indicates: minus 65 per cent green-
house gases by 2030, climate neutrality by 2045.

These higher goals can be implemented but they re-
quire a completely new character and a significantly
greater tempo in climate policy. Our study Towards a
Climate-Neutral Germany 2045 demonstrates an

internally consistent scenario and describes the
technological pathways that need to be followed in
order to reach the targets in the different sectors.

Figure 3: Measures to reduce greenhouse gases by 65 per cent by 2030

(greenhouse gas emissions in million t COzeq)
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Prognos, Oko-Institut, Wuppertal Institut (2021): Towards a Climate-Neutral Germany by 2045
Note: H2= hydrogen; RE = renewable energy; 65% reduction in greenhouse gases compared to 1990
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In this report we take things a stage further and pre-
sent practical proposals for the instruments that
need to be agreed in the next legislative period in or-
der to attain the upgraded interim goal for 2030.

One thing is clear: even if the EU Commission pre-
sents a comprehensive legislative package under the
title "Fit for 55" in July 2021, this cannot be a re-
placement for decisive action by the next German
Federal Government. European measures are neces-
sary for reaching the goals but are not sufficient -
many environmental policy competencies now lie at
national level.

Our approach is based on a mixture of instruments:
by means of CO, pricing, regulatory law, funding
measures and tax incentives, an innovative and at
the same time socially fair transformation of the
German economy towards climate neutrality can
succeed.

Some of the proposals appear radical and there are of
course alternatives. Those who wish to make some
instruments less stringent will need to propose cor-
respondingly stronger measures in other places. For,
since the ruling of the Federal Constitutional Court,
there is one option no longer available: leaving the
necessary reduction in emissions to the next gener-
ation. Climate change mitigation is the task of our
generation - and the next legislative period will
largely decide success or failure in reaching the
2030 climate targets.
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Table 1: Overview of sectoral measures and reduction targets by 2030
(greenhouse gas emissions in million t COzeq)

Sectoral target 2030
Required Sectoral according to the amend-
Emissions  reduction target ment to the Federal Climate
Sector/Measures 2019 2019-2030* 2030* Change Act (2021)**
Energy sector 258 160 98 108
- National carbon floor price in the
ETS

- Expansion of RE electricity gen-
eration to 70%

- Green district heating increases
by 50%

- Hydrogen in electricity and dis-
trict heating

Industry 187 64 123 118
- Introduction of direct reduction
for steel manufacture
- End of coal utilization
- Hydrogen in steam generation

Transport 164 75 89 85
- 14 million electric cars
- 30% of road freight kilometers
electric
- More public transport, cycling
and rail

Buildings 123 58 65 67
- Renovation rate 1.6%
- 6 million heat pumps
- Greater expansion of heat net-
works

Agriculture 68 10 58 56
- Reduction of animal stocks

- Reduction of fertilizers

- Fermentation of farm manure

Other 9 4 5 4
Total 810 372 438 438
Reduction compared to 1990 -35 -65 -65%

* according to Prognos, Oko-Institut, Wuppertal Institut (2021): Towards a Climate-Neutral Germany by 2045
** according to the German Federal Government cabinet decision of 12.05.2021
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2 Policy proposals

Cross-Cutting

1 Make Climate the Federal Change Act
more effective

If the sectoral targets fail to be met, an automatic ad-
justment mechanism will be introduced to the Fed-
eral Climate Change Act (raising the CO, price ora
measure with comparable effect) in order to avoid
shifting attainment of the climate goals onto later
generations, in line with the ruling of the Federal
Constitutional Court. For public authorities a
CO,shadow price at the level of the CO, damage costs
of EUR 195 per ton CO, will be introduced and will be
applied to all government planning and profitability
calculations.

2 Reform taxes, levies, fees and CO; pricing

The current system of taxes, levies, fees and CO,
pricing will be fundamentally reformed in order to
offer market incentives to switch to climate-
friendly technologies. The Renewable Energy
Sources Act (EEG) surcharge will be abolished, at the
earliest by 1 January 2023 and latest by 1 January
2025, and the EEG costs financed entirely from the
German Energy and Climate Fund. Proceeds from the
EU Emissions Trading System and the German Fuel
Emissions Trading System will be used to offset this
funding. For this purpose, the CO, fixed prices in the
Fuel Emissions Trading Act (Brennstoffemission-
shandelsgesetz) will be raised to EUR 60 on 1 January
2023 and emission trading with a price corridor will
be brought forward to 2024 and set to EUR 60-80.
From 2025 the carbon floor price will be set to EUR
80. To avoid social upheaval, the maximum price will
be EUR 100, rising in subsequent years by EUR 10
per year.

3  Avoid stranded assets

In order to avoid stranded assets and claims for com-
pensation from private parties against the commu-
nity of taxpayers, the use of fossil fuels in all areas of
the national economy will be legally restricted to 1
January 2045. A law to this effect will be passed in
2022, in order to give all those involved 22 years to
adjust.

4  Accelerate the market ramp-up of hydrogen

The hydrogen strategy will be revised in 2022. The
aim of this is a faster market ramp-up. Domestic
production based on renewable energies is the first
priority and imports from neighboring European
countries the second priority. This requires the rapid
implementation of hydrogen pipelines (starter net-
work) and storage capacity as well as a robust certi-
fication system. The revision will take into account
that hydrogen will only be available in limited quan-
tities in the foreseeable future and will be signifi-
cantly more expensive than fossil energy carriers.
State funding will therefore be used for a rapid mar-
ket ramp-up in the steel and chemicals industry, for
high-temperature processes and in cogeneration
plants as a replacement for natural gas.

5 Increase public investment in climate
change mitigation and cut environmentally
harmful subsidies

The financial policy framework will continue to be
developed so that the required scale of climate
change mitigation investments can be made. Re-
sources for public investment in climate change mit-
igation will be significantly increased over the next
few years. Environmentally damaging subsidies will
be gradually removed and the resources freed up by
this used for environmental modernization.
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6 Make public finances sustainable

Public funding and investment decisions will be
aligned with the EU taxonomy for sustainable fi-
nances. Foreign trade promotion will be developed so
as to be consistent with the goal of global climate
neutrality.

7 Expand sustainability reporting obligations

In accordance with the sustainability reporting obli-
gation, large companies and financial market actors
will be obliged to report on climate risks and risks
due to a CO,-intensive business model in accordance
with the framework of the Task Force on Climate-
related Financial Disclosures. This requires the crea-
tion of scenarios with CO, damage costs of EUR 195
per ton.

Energy sector

8 Raise expansion goals for renewable energies

The share of renewable energies in electricity gener-
ation will be increased to at least 70 per cent by
2030. This requires an expansion of 80 GW onshore
wind energy, 25 GW offshore wind energy and 150
GW photovoltaics (PV).

9 Introduce a carbon floor price in the
electricity sector

A national carbon floor price will be introduced for
the electricity sector, with the aim of creating plan-
ning security for the necessary reduction of fossil
energy generation for all concerned. This protects
the lower limit of the CO; price under the European
emissions trading: it starts at EUR 50 in 2025 and
rises to at least EUR 65 by 2030. This will end coal-
fired power generation by 2030 and reduce the need

for subsidies under the Renewable Energy Sources

Act to a minimum.

10 Make areas available for wind energy

An average of two per cent of the area in all federal
states will be provided for the expansion of onshore
wind energy. The regulations on the concentration
zones in the German Federal Building Code
(Baugesetzbuch) will be defined with the aim of giv-
ing wind energy adequate space.

11 Reconcile species conservation and
climate change mitigation

In order to resolve the conflict of objectives between
climate change mitigation and species conservation
for the expansion of wind energy, the Federal Nature
Conservation Act (Bundesnaturschutzgesetz) will
define safety distances to breeding sites for all rele-
vant bird species: these will then define where tur-
bines are permitted, where they are permitted with
measures and where they are prohibited. The safety
distances ensure that the expansion of wind energy
will not endanger the bird populations. As the con-
servation status of many bird species is under pres-
sure from a large number of other factors, the Federal
Government and federal states will start a program
under the Joint Task for the Improvement of Agricul -
tural Structures and Coastal Protection (GAK) with an
annual budget of at least EUR 100 million.

12 Accelerate approval procedures, define upper
minimum distances and simplify repowering

The approval procedures will be redrafted in an on-
shore wind energy act. The maximum processing
time after the application has been deemed to be
complete will be limited to 10 weeks without public
consultation and 22 weeks with. If no decision is is-
sued within the deadline, the application will count
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as approved. While maintaining the environmental
standards, the threshold for formal environmental
impact assessments for wind parks will be increased
from three to seven turbines. The upper minimum
distances of wind turbines to residential areas (Sec-
tion 249 German Federal Building Code, BauGB) will
be uniformly set for all federal states to three times
the turbine height (3H) and for the renewed use of
existing sites (repowering) to 2H.

13 Promote offshore wind energy

The land-use development plans for the German ex-
clusive economic zone (EEZ) and the site develop-
ment plans for offshore wind energy will be adapted
to the new long-term expansion targets for achiev-
ing climate neutrality (2030: 25 GW, 2035: 40 GW,
2040: 60 GW, 2045: 70 GW). In the case of compe-
tition for space, wind energy will be given priority as
it is an essential requirement for climate neutrality.

14 Expand ground-mounted solar PV parks

The sites for subsidized and non-subsidized
ground-mounted PV parks will be decided in future
solely by local authorities through their development
plans: all regulations on eligible areas in the Renew -
able Energy Sources Act will be abolished. Size limi-
tations are also no longer applicable. Similar to wind
energy, payments will also be introduced to local au -
thorities for ground-mounted PV parks. Agricultural
PV will be expanded.

15 Encourage prosumers

The rules for prosumers (for example, buildings with
PV panels, heat pumps, electric cars and storage) will
be radically simplified. Regulations for grid connec-
tion will be unified throughout Germany.

16 Introduce PV obligation

A duty to install solar panels will be introduced for

new buildings and roof renovations.

17 Adapt network expansion to climate goals

Transmission grid planning will be quickly adapted
to the new climate goals.

18 Accelerate energy complaint procedures

Two senates will be set up in the Federal Adminis-
trative Court to accelerate proceedings for turbine
installation and power line construction. These will
deal solely with decisions on energy law.

19 Decarbonize district heating

The use of district and local heating will be increased
by 50 per cent to over eight million connected
households by 2030. The share of climate-friendly
heat generation will be doubled through the in-
creased use of large-scale heat pumps, solar thermal
energy, geothermal energy, industrial waste heat and
green hydrogen. The expansion of district heating
and its decarbonization will be funded to the sum of
EUR 1.5 billion per annum. A price regulation will be
introduced due to the monopoly position of district
heating network operators.

20 Ensure security of supply

The security of supply will be ensured through the
existing electricity market design, the reserves and
continuous monitoring by the Federal Network
Agency. All new gas-fired power plants must be hy-
drogen-ready so that in future the fuel can be con-
verted from natural gas to hydrogen.

10
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Industry

21 Introduce Carbon Contracts for Difference

In order to finance climate-neutral technologies in
the raw materials industry, climate change mitiga-
tion contracts in the form of Carbon Contracts for
Difference (CCfD) will be introduced by law. These
will fund the cost differences between the climate-
neutral technology and the proceeds which could be
generated on the market. Refinancing the Carbon
Contracts for Difference will be permanently en-

sured via a suitable instrument.

22 Promote investment through
accelerated depreciation

Investment in climate change mitigation and high-
efficiency technologies in industry will be promoted
through investment grants and accelerated depreci-
ation.

23 Reform network charges

The electricity network charges will be reformed in
such a way as to provide incentives to industry for

large scale heat pumps, Power-to-Heat and flexible
load management.

24 Develop a circular economy strategy

A national circular economy strategy will be devel-
oped that reduces CO,-intensive primary production
of raw materials as well as waste incineration and
closes resource and carbon cycles.

25 Introduce product-specific sustainability criteria

By introducing product-specific sustainability cri-
teria and requirements for product design and recy-
clability, product downcycling and greenhouse gas
emissions will be reduced. Digital marking on mate-
rials and products will make sustainability charac-
teristics comparable and transparent.

26 Create lead markets for green materials

In order to create lead markets for green materials
and products, particularly in the construction indus-
try, public sector procurement will be consistently
aimed at climate change mitigation and sustainabil -
ity. This can be complemented by quotas for cli-
mate-neutral materials and other demand-side in-
struments.

27 Develop a CCS strategy

A strategy will be developed for carbon capture and
storage (CCS) which, in cooperation with other Euro-
pean countries, will compensate for the unavoidable
residual emissions (maximum 5 per cent) from 2030
and pave the way for negative emissions, so that cli-
mate neutrality can be achieved by 2045.

28 Develop a biomass strategy

Abiomass strategy will be developed, based on an
analysis of the sustainable biomass potential in Ger-
many, which takes account of competing alternative
uses and so regulates the application of bioenergy
utilization in industry with CCS (BECCS).

n
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Transport

29 Increase the stock of electric passenger cars

The necessary instruments will be created to in-
crease the stock of electric cars to at least 14 million
by 2030. The motor vehicle tax for newly registered
vehicles will be changed so as to develop a clear
steering effect towards electric cars through a visible
price signal when buying a car. The company car
taxation will be reformed in order to remove the
negative subsidy effects on the climate due to com-
bustion engine vehicles. At European level, the Ger-
man Federal Government will support highly ambi-
tious CO; fleet emission standards.

30 Electrify road kilometers for lorries

Electrification of lorries will be accelerated, with the
aim of achieving one third CO,-free road kilometers
forlorries by 2030. This will be achieved through
relief from the lorry toll for zero emission vehicles, a
tightening of CO, fleet emission standards by the EU
and innovation corridors for the lorries of the future.
The lorry toll will be extended to all roads.

31 Ensure the required expansion of the
charging infrastructure

The charging infrastructure master plan will be fur-
ther developed. This contains a vision for the expan-
sion of the charging infrastructure and a package of
instruments that will enable the targets to be
reached. The vision includes the gradual expansion
of Vehicle-to-Grid, that is, the capacity for bidirec-
tional charging.

32 Expand the rail network

The rail network will be expanded with the aim of
doubling passenger numbers and achieving a 25 per
cent share of freight traffic. Funding will be provided
for technologies for digitalization, automation and
electrification of rail transport and additional load-
ing and unloading facilities will be created for freight
transport across the country.

33 Improve local public transport (LPT)

Local public transport will be improved with the aim
of doubling passenger numbers by 2035 at the latest.
This requires a joint effort from the Federal Govern-
ment, federal states and local authorities who are re-
sponsible for local services. The aims include an in-
crease in attractiveness, particularly through fast
and coordinated connections, as well as a switch to

buses and trains with zero emission drives.

34 Plan sustainable transport infrastructure

The Federal Transport Infrastructure Plan (FTIP) will
be adapted to the requirements of a climate-neutral
Germany in 2045. The review of the requirements
plan set for December 2021 will be used to introduce
areorientation. Priority will be given to maintaining
the substance of the transport infrastructure. The
available budget resources will be primarily used for
expanding the rail network. The review of the re-
quirements plan will be completed in 2023. In 2024
the expansion legislation will be adapted for the dif-
ferent modes of transport.

35 Abolish environmentally damaging
privileges for air transport

Financial privileges for air transport will be re-
moved. Aviation Tax (Luftverkehrsteuer) rates will
be raised to the level of the value added tax rate of 19

12
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per cent. At EU-level, the German Federal Govern-
ment will advocate a tax on jet kerosene under the
EU Energy Tax Directive and the removal of the free
allocation of certificates in the EU Emissions Trading
Scheme (EU ETS) for internal European air transport.

36 Support local authorities for the mobility
transition in towns and cities

Initial changes to road traffic legislation will be made
via an immediate action program. The regulatory
purpose of road traffic legislation will be expanded
and in future will include climate and environmental
protection, health protection, the safety of all road
users and support for sustainable urban develop-
ment. The scope for action by local authorities will be
expanded. They will obtain better options for con-
trolling the traffic according to their own objectives,
re-allocating public spaces and giving weaker road
users priority.

37 Introduce maximum speeds
throughout the country

The maximum speed on all German motorways will
be set to 130 km/h and in built-up areas to 30 km/h.
Local authorities can deviate from this rule in special
circumstances and prescribe a speed limit of 50 in
built-up areas.

Buildings

38 Establish climate neutrality in the building sector

All funding programs, building energy efficiency law
and property management for federally owned
buildings will be systematically directed towards the
aim of climate neutrality by 2045. This also applies
to the Administrative Agreement between the

German Federal and State Governments on urban
development and to social housing development.

39 Raise energy standards for new and old build-
ings

In the Building Energy Efficiency Act (Gebdudeener-
giegesetz, GEG) the energy requirement for new
buildings from 2024 is specified as the level "Effi-
ciency house 40". After this date it will no longer be
permitted to install heating systems that use fossil
fuels. The GEG lays down increased energy effi-
ciency requirements for any significant alterations
to existing buildings: replacement building compo-
nents must conform to the target level of an "Effi-
ciency house 70". The installation of heating systems
operated with fossil fuels in detached or semi-de-
tached houses is likewise not permitted after 2024.
Exceptions will be permitted in special cases.

40 Expand and further develop building subsidies

Twelve billion euros per annum will be provided for
funding climate-neutral new buildings and building
renovation. In future, compliance with the legal re-
quirements will form an explicit part of the funding
framework.

41 Make renovation roadmaps obligatory

Building-specific renovation roadmaps will be given
more weight as an advisory instrument. Setting up
renovation roadmaps will become mandatory with a
change in the owner or a new tenancy agreement. A
minimum energy efficiency standard will be intro-
duced so that existing buildings with the worst en-
ergy efficiency amongst the commercial property
are renovated quickly. These renovations will be
funded separately.

13
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42 Provide CO; price relief to tenants

From 2023 it will no longer be permitted to pass on
the costs arising from CO; pricing under the Fuel
Emissions Trading Act (Brennstoffemissionshan-
delsgesetz, BEHG) to tenants, so that landlords have
an incentive to carry out energy efficiency renova-
tions and switch to zero CO; heating systems. Legal
conditions will be created for a gradual expansion of
all-inclusive rents for new and existing tenancies in
order to further strengthen this incentive.

43 Lower the modernization allocation

The modernization levy for energy efficiency reno-
vation will be lowered to 1.5 per cent. In future,
grants do not have to be deducted from the appor-
tionable costs, thus remaining with the building
owner ("thirds model").

44 Introduce compulsory municipal heat planning

Following the example of Baden-Wirttemberg, all
federal states will be obliged to introduce compul -
sory municipal heat planning for all the larger local
authorities. Seasonal heat accumulators and the lim-
ited potential of biomass and green hydrogen must
be included in the plans.

45 Funding serial renovation

A one-off EUR 10 billion funding program will her-
ald the market introduction of industrial energy ef-
ficiency renovation (Energiesprong). In order to meet
the lack of skilled tradespeople, new apprenticeships
will be introduced at the interface between trades,
planners and architects, and support given for re-
training.

46 Increase incentives for heat pumps

Heat pumps are a key technology for the heat transi-
tion. Funding and restructuring of the levies, fees
and payments on electricity make the installation
and operation of a heat pump almost as cheap nowa-
days as oil or gas heating. They will therefore be-
come cost-effective and efficient standard solutions
in new buildings and for detached and semi-de-
tached houses in the building stock when, in 2024,
the installation of new fossil fuel heating systems is
no longer legal except in special cases.

Agriculture

47 Introduce nutrient accounting

Nutrient accounting will be introduced at individual
farm level in order to limit balance surpluses. This
will be supported by a future tax on mineral nitro-
gen.

48 Increase VAT on animal products

The privileged treatment of animal products in rela-
tion to VAT will be ended. In future animal products
will be subject to the standard rate of 19 per cent. The
additional revenue will be used to support climate -
friendly agriculture.

49 Develop a future vision for livestock farming

Along-term sustainable vision for livestock farming
will be developed in cooperation with livestock
farmers, trade and consumer associations. The aim
for the future is fewer animals, improved animal
welfare, stable incomes and good food.

14
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50 Develop a peatland conservation strategy

As peatlands used for agriculture are responsible for
alarge proportion of the greenhouse gas emissions
by agriculture, a peatland conservation strategy will
be developed. This will pursue the aim of extensive
rewetting by 2045 and the environmentally friendly
economic use of the rewetted peatlands.

15
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3 Detailed description of proposals

1 Make the Federal Climate Change Act
more effective

If the sectoral targets fail to be met, an automatic ad-
justment mechanism will be introduced to the Fed-
eral Climate Change Act (raising the CO; price or
measure with comparable effect) in order to avoid
shifting attainment of the climate goals onto later
generations, in line with the ruling of the Federal
Constitutional Court. For public authorities a CO,
shadow price at the level of the CO, damage costs of
EUR 195 per ton CO, will be introduced and will be
applied to all government planning and profitability
calculations.

Background:

The amendment to the Climate Change Act following
the ruling by the Federal Constitutional Court pro-
vides for a reduction in greenhouse gas emissions by
at least 65 per cent by 2030 and climate neutrality
by 2045. However, there are no annual sectoral tar-
gets for the energy industry for 2030 nor an effec-
tive adjustment mechanism in case the annual tar-
gets are not met. The Federal Constitutional Court's
provision not to transfer too much of the emission
reduction burden to the younger generation is
therefore in jeopardy.

Current CO; prices are still a long way from reflect-
ing the costs actually generated. Many companies
have therefore moved to working with CO, shadow
prices in their internal profitability calculations. The
German Federal Environment Agency (UBA) has cal-
culated damage costs of EUR 195 per ton CO,.

Regulation proposal:

For the period to 2030 the Climate Change Act will
formulate annual sectoral targets, including for the
energy industry. In addition, an automatic adjust-
ment mechanism will be introduced: if buildings and
transport do not both reach their sectoral targets, the
CO, floor price in the Fuel Emission Trading Act
(Brennstoffemissionshandelsgesetz, see Item 2) will
increase automatically by EUR 15 at the start of the
following year.

The same applies to the CO; floor price in the elec-
tricity sector if the energy industry sectoral target is
missed. The German Federal Government can over -
ride this automatic effect by presenting the Bundes-
tag with other effective measures to close the climate

gap-

In addition, a CO, shadow price equal to the CO,
damage costs of EUR 195 per ton will be set for the
public sector. This price will be applied to all profita-
bility calculations, such as for public procurement or
the quantification of the climate impacts of planned
investments.

Explanation:

Our study Towards a Climate-Neutral Germany by
2045 has demonstrated an internally consistent sce-
nario for achieving the interim goal of at least minus
65 per cent by 2030, from which the annual sectoral
targets can be inferred for the energy industry up to
2030.

The proposal is based on the following publications:

Agora Energiewende (2021): Sechs Eckpunkte fiir
eine Reform des Klimaschutzgesetzes

Prognos/Oko-Institut/Wuppertal Institut (2021):
Towards a Climate-Neutral Germany by 2045. Study

16
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commissioned by the Stiftung Klimaneutralitét, Ag-

ora Energiewende and Agora Verkehrswende

2 Reform taxes, levies, fees and CO; pricing

The current system of taxes, levies, fees and CO,
pricing will be fundamentally reformed in order to
offer market incentives to switch to climate-
friendly technologies. The Renewable Energy
Sources Act (EEG) surcharge will be abolished, at the
earliest by 1 January 2023 and latest by 1 January
2025, and the EEG costs financed entirely from the
German Energy and Climate Fund. Proceeds from the
EU Emissions Trading System and the German Fuel
Emissions Trading System will be used to offset this
funding. For this purpose, the CO, fixed prices in the
Fuel Emissions Trading Act (Brennstoffemission-
shandelsgesetz) will be raised to EUR 60 on 1 January
2023 and emission trading with a price corridor will
be brought forward to 2024 and set to EUR 60-80.
From 2025 the carbon floor price will be set to EUR
80. To avoid social upheaval, the maximum price will
be EUR 100, rising in subsequent years by EUR 10
per year.

Background:

The EEG funding surcharge has guaranteed a stable
framework for the expansion of renewable energies
for over two decades. In order to progress to climate
neutrality, a far-reaching electrification of the other
economic sectors will be essential. The EEG sur-
charge stands in the way of this development as it
increases the cost of using electricity. It therefore
requires a fundamental reform of the system of
taxes, levies and fees and the CO; pricing. The use of
electricity must become cheaper and the use of fossil
energies more expensive. In future the EEG should
be financed from the Federal budget (Energy and Cli-
mate Fund, ECF).

On 1]January 2021 a CO; price of EUR 25 per ton was
introduced under the Fuel Emission Trading Act
(BEHG) for the transport and heat sectors in Ger-
many. The EU Emissions Trading System has pro-
vided CO, pricing for the energy industry and other
sectors of industry since 2005.

The BEHG sets a fixed price for 2021 to 2025 that
rises to EUR 30 per ton by the start of 2022 and EUR
55by 2025. Certificates can be traded from 2026 and
the price then forms in a price corridor between EUR
55 and EUR 65; from 2027 a decision will be taken
about free trade. The revenue goes into the Energy
and Climate Fund and currently ensures that the EEG
surcharge is stabilized or lowered slightly: from
2024 it will also contribute to offsetting the funding
of the increased commuting allowance.

CO, pricing is an important instrument for achieving
national and international climate goals. However,
the current level in the BEHG is insufficient to pro-
duce the required incentives. The price must there-
fore be rapidly increased.

Regulation proposal:

The Renewable Energy Sources Act (EEG) surcharge
will be abolished, at the earliest by 1 January 2023
and latest by 1 January 2025, and the EEG costs fi-
nanced entirely from the German Energy and Cli-
mate Fund.

An amendment to the BEHG will allow a gradual in-
crease in the CO; price. The level of this will be de-
termined by the necessary climate policy incentive
effect, but will take account of social factors and a
targeted use of the income. This means that:

The CO; fixed prices in the Fuel Emissions Trading
Act (Brennstoffemissionshandelsgesetz) will be
raised to EUR 60 on 1 January 2023 and emission
trading with a price corridor will be brought forward
to 2024 and set to EUR 60-80. From 2025 the

17


https://www.stiftung-klima.de/app/uploads/2021/05/2021_KNDE2045_Zusammenfassung_DE_WEB.pdf
https://www.stiftung-klima.de/app/uploads/2021/05/2021_KNDE2045_Zusammenfassung_DE_WEB.pdf

Stiftung Klimaneutralitdt, Agora Energiewende, Agora Verkehrswende | Policy instruments for a climate-neutral Germany

carbon floor price will be set to EUR 80. To avoid so-
cial upheaval, the maximum price will be EUR 100,
rising in subsequent years by EUR 10 per year.

In order to avoid any additional hardship for lower
income groups, climate housing allowance will be
raised in line with the increasing CO, price. A sepa-
rate transformation fund will also be set up for low-
income households to enable them to change over to
heat pumps and electromobility through increased
subsidy rates.

Explanation:

This reform will make electricity cheaper and fossil
energies more expensive. Market forces are working
in the right direction.

Every member of the public will benefit from the
lowering of the EEG surcharge. It is also socially pro-
gressive, in other words, lower income groups will
benefit more than higher ones. At the same time the
use of electricity-based technologies in transport,
buildings and industry will be more economically at-
tractive. The increasing use of these technologies is
essential for achieving the climate neutrality targets.
A rise in the CO; price means that the Government
will no longer need to subsidize in the face of dis-
torted market forces using scarce tax revenues. The
climate housing allowance and transformation fund
will offset particular social hardships. Funding for
climate-friendly replacements will ensure that these
households benefit from low electricity prices.

The higher CO, price enhances the climate policy in-
centive effect and sends a clear signal for investment
in climate-neutral technologies as well as climate-
friendly consumption behavior. The early resolution
creates clarity and planning security for the econ-
omy.

Account must be taken of the further development of
measures in the context of the European Green Deal.

The EU Commission is currently working on a pack-
age of measures with the title Fit for 55. There is dis-
cussion on the further development of the EU ETS
with a possible inclusion of additional sectors such
as transport and heating, and the setting up of a sep-
arate trading system for these sectors. A system of
this kind, if it is proposed by the Commission, would
likely only be launched in 2025 at the earliest. Na-
tional measures will continue to be necessary at least
until then and therefore a further development of the
BEHG.

The proposal is based on:

Agora Energiewende (2018): Eine Neuordnung der
Abgaben und Umlagen auf Strom, Wdrme, Verkehr.
Optionen fiir eine aufkommensneutrale CO;-Beprei-
sung von Energieerzeugung und Energieverbrauch

Agora Verkehrswende/Agora Energiewende (2019):
Klimaschutz auf Kurs bringen: Wie eine CO,- Be-
preisung sozial ausgewogen wirkt

Matthes, Felix Chr./Schumacher, Katja et al. (2021):
CO;-Bepreisung und die Reform der Steuern und
Umlagen auf Strom: Die Umfinanzierung der Umlage
des Erneuerbare-Energien-Gesetzes. Study by the
Oko- Institut on behalf of the Stiftung Klimaneutral-
itat

3 Avoid stranded assets

In order to avoid stranded assets and claims for com-
pensation from private parties against the commu-
nity of taxpayers, the use of fossil fuels in all areas of
the national economy will be legally restricted to 1
January 2045. Alaw to this effect will be passed in
2022, in order to give all those involved 22 years to
adjust.

18


https://static.agora-energiewende.de/fileadmin/Projekte/2017/Abgaben_Umlagen/147_Reformvorschlag_Umlagen-Steuern_WEB.pdf
https://static.agora-energiewende.de/fileadmin/Projekte/2017/Abgaben_Umlagen/147_Reformvorschlag_Umlagen-Steuern_WEB.pdf
https://static.agora-energiewende.de/fileadmin/Projekte/2017/Abgaben_Umlagen/147_Reformvorschlag_Umlagen-Steuern_WEB.pdf
https://static.agora-energiewende.de/fileadmin/Projekte/2017/Abgaben_Umlagen/147_Reformvorschlag_Umlagen-Steuern_WEB.pdf
https://static.agora-energiewende.de/fileadmin/Projekte/2017/Abgaben_Umlagen/147_Reformvorschlag_Umlagen-Steuern_WEB.pdf
https://static.agora-energiewende.de/fileadmin/Projekte/2017/Abgaben_Umlagen/CO2-Rueckverteilungsstudie/Agora-Verkehrswende_Agora-Energiewende_CO2-Bepreisung_WEB.pdf
https://static.agora-energiewende.de/fileadmin/Projekte/2017/Abgaben_Umlagen/CO2-Rueckverteilungsstudie/Agora-Verkehrswende_Agora-Energiewende_CO2-Bepreisung_WEB.pdf
https://static.agora-energiewende.de/fileadmin/Projekte/2017/Abgaben_Umlagen/CO2-Rueckverteilungsstudie/Agora-Verkehrswende_Agora-Energiewende_CO2-Bepreisung_WEB.pdf
https://static.agora-energiewende.de/fileadmin/Projekte/2017/Abgaben_Umlagen/CO2-Rueckverteilungsstudie/Agora-Verkehrswende_Agora-Energiewende_CO2-Bepreisung_WEB.pdf
https://www.stiftung-klima.de/de/themen/reform-co2-preise/
https://www.stiftung-klima.de/de/themen/reform-co2-preise/
https://www.stiftung-klima.de/en/themen/carbon-pricing-reform/
https://www.stiftung-klima.de/en/themen/carbon-pricing-reform/
https://www.stiftung-klima.de/de/themen/reform-co2-preise/
https://www.stiftung-klima.de/de/themen/reform-co2-preise/
https://www.stiftung-klima.de/de/themen/reform-co2-preise/
https://www.stiftung-klima.de/de/themen/reform-co2-preise/
https://www.stiftung-klima.de/de/themen/reform-co2-preise/
https://www.stiftung-klima.de/de/themen/reform-co2-preise/

Stiftung Klimaneutralitdt, Agora Energiewende, Agora Verkehrswende | Policy instruments for a climate-neutral Germany

Background:

In Germany 80 per cent of the primary energy con-
sumption is still based on the fossil energy carriers
petroleum, coal and natural gas. The aim of climate
neutrality by 2045 means that Germany must end
the use of fossil fuels over this period.

As many plants have depreciation periods of 20
years or more, an end date for the use of fossil fuels
must be legally established without delay in order to
prevent bad investments and claims for damages by
companies and private individuals against the state.
This applies in particular to the use of fossil energy
carriers in electricity generation, industrial plants,
transport and heating systems.

Regulation proposal:

The use of fossil fuels for electricity generation and
in industrial plants will no longer be permitted after 1
January 2045. An exception to this is the use of
CCS/CCU (Carbon Capture and Storage, Carbon Cap-
ture and Utilization), as long as the operator guaran-
tees that greenhouse gases released during use are
completely captured and permanently stored. The
use of fossil fuels in transport and heating systems is
also not permitted after 1 January 2045.

No natural gas will be allowed to be transported in
gas pipelines after 1 January 2045. The depreciation
periods under the gas network regulation must be
adjusted accordingly. An exception to this exists for
the supply of systems in which greenhouse gases re-
leased by using natural gas are completely captured
and permanently stored.

The above-named deadlines will be embodied in the

relevant laws.

Explanation:

Climate neutrality means that Germany must com-
pletely end the use of the fossil energy carriers coal,
natural gas and petroleum by 2045. Bad investments
in fossil-driven systems that run over several dec-
ades and could lead to an expensive lock-in should
therefore be avoided.

There is a need for a clear and long-term regulatory
framework, especially in the areas with long-lived
capital goods, in order to prevent stranded assets on
the way to a climate-neutral economy. This needs to
be codified in law by 2022 because, from an eco-
nomic and legal perspective, it is crucial that the
transitional period between the date the objective is
set in law on the one hand and the date for achieving
the objective on the other is a long as possible. This
will give companies and members of the public
enough time to make the changeover. A legal dead -
line for the use of fossil fuels creates planning secu-
rity and legal compliance for the businesses in-
volved, so that they can direct their investments
towards climate-neutral technologies in good time.

The proposal is based on:

Becker Biittner Held (2021): Fehlinvestitionen ver -
meiden - Eine Untersuchung zu den rechtlichen
Moglichkeiten und Grenzen zur Defossilisierung der
deutschen Volkswirtschaft bis 2045. Legal opinion on
behalf of the Stiftung Klimaneutralitét

4 Accelerate the market ramp-up
of hydrogen

The hydrogen strategy will be revised in 2022. The
aim of this is a faster market ramp-up. Domestic
production based on renewable energies is the first
priority and imports from neighboring European
countries the second priority. This requires the rapid
implementation of hydrogen pipelines (starter net-
work) and storage capacity as well as a robust

19


https://www.stiftung-klima.de/de/themen/klimaneutralitaet/fehlinvestitionen-vermeiden/
https://www.stiftung-klima.de/en/themen/climate-neutrality/avoiding-stranded-assets/
https://www.stiftung-klima.de/en/themen/climate-neutrality/avoiding-stranded-assets/
https://www.stiftung-klima.de/en/themen/climate-neutrality/avoiding-stranded-assets/
https://www.stiftung-klima.de/de/themen/klimaneutralitaet/fehlinvestitionen-vermeiden/
https://www.stiftung-klima.de/de/themen/klimaneutralitaet/fehlinvestitionen-vermeiden/
https://www.stiftung-klima.de/de/themen/klimaneutralitaet/fehlinvestitionen-vermeiden/

Stiftung Klimaneutralitdt, Agora Energiewende, Agora Verkehrswende | Policy instruments for a climate-neutral Germany

certification system. The revision will take into ac-
count that hydrogen will only be available in limited
quantities in the foreseeable future and will be sig-
nificantly more expensive than fossil energy carri-
ers. State funding will therefore be used for a rapid
market ramp-up in the steel and chemicals industry,
for high-temperature processes and in cogeneration
plants as a replacement for natural gas.

Background:

Hydrogen is a key technology for climate neutrality.
On cost and efficiency grounds it should be used pri-
marily where a direct use of electricity is not techni-
cally possible. It is used for production processes in
the steel and chemicals industries, for generating
electricity and district heating if renewable energies
cannot meet the demand, and in shipping, aviation
and heavy vehicle transport. In 2030 this will re-
quire approx. 60 TWh of hydrogen. By 2030 the in-
stallation of 10 GW electrolyzers as well as a reliable
import infrastructure and incentives for interna-
tional H2 supplies will be required.

Regulation proposal:

A hydrogen strategy 2.0 builds on the existing Fed-
eral Government hydrogen strategy and expands
and details the measures laid out there.

Key generation points are:

- raising the electrolyzer target to 10 GW in 2030
linked to funding programs (investment grants
for electrolyzers, on-site generation programme);

- development of a hydrogen starter network to
prioritize supplies to industrial centers;

- setting up a forum of hydrogen neighbors as a
coordination platform for questions in relation
to supply (particularly the North Sea) and in-
frastructure and

- sector-specific supply contracts to fund do-
mestic and imported hydrogen through competi-
tion.

Key points for demand are:

- developing a robust certification system;

- hydrogen use in steel and chemicals produc-
tion through Carbon Contracts for Difference;

- transforming the Combined Heat and Power
Act (Kraft-Warme-Kopplungsgesetz, KWKG)
into a market ramp-up instrument for hydro-
gen in CHP plants and

- introduction of a PtL quota (PtL — Power-to-

Liquid) in aviation.

Explanation:

Large amounts of hydrogen will be required quickly
in order to enable industry to transform in the direc-
tion of climate neutrality. The aim now in the iron
and steel industry is to guide reinvestment from the
emission-intensive blast furnace route based on coal
coke towards a hydrogen-driven direct reduction
plant (DRI plants). In the raw materials industry,
around half of all industrial plants are due for rein-
vestment in the next ten years. Production processes
such as steam generation based on fossil energy car-
riers need to be converted to renewable energies and
hydrogen.

However, renewable hydrogen currently costs two to
three times as much to produce as hydrogen gener-
ated from fossil fuels. Increasing the CO; price in the
BEHG and reforming the levies and fees on electric-
ity are important levers to reduce this cost differ-
ence to some extent. Funding instruments will also
be required, particularly in the market ramp-up
phase, in order to reduce the cost difference between
natural gas and renewably generated hydrogen. Iron
and steel production, the basic chemicals industry
and electricity and district heating generation also
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require funding instruments on the demand side so

that hydrogen can replace fossil energy carriers.

Funding for hydrogen will be mainly focused on the
steel and chemicals industry sectors, electricity and
district heating generation and shipping, aviation
and heavy goods transport. Other sectors such as
heating and car transport have much more efficient
alternatives to using hydrogen. Using synthetic me-
thane in the gas-fired condensing boiler requires
about six times the amount of renewable energy
compared to an electric heat pump. Running an in-
ternal combustion vehicle using synthetic fuel re-
quires around five times as much RE electricity as is
needed for its use in an electric car. Scarce govern-
ment resources should therefore be used where there
is no alternative to hydrogen.

The proposal is based on:

Agora Energiewende/AFRY Management Consul-
ting (2021): No-regret hydrogen: Charting early
steps for H, infrastructure in Europe

Guidehouse (2021): A regulatory architecture for hy-
drogen. Study on behalf of Agora Energiewende

Matthes, Felix Chr./Braungardt, Sibylle et al. (2021):
Die Wasserstoffstrategie 2.0 fiir Deutschland. Study
by the Oko-Institut on behalf of the Stiftung
Klimaneutralitat

5 Increase public investment in climate
change mitigation and cut environmentally
harmful subsidies

The financial policy framework will continue to be
developed so that the required scale of climate
change mitigation investments can be made. Re-
sources for public investment in climate change mit-
igation will be significantly increased over the next
few years. Environmentally damaging subsidies will

be gradually removed and the resources freed up by
this used for environmental modernization.

Background:

Transforming the German economy requires annual
public investments in the mid two-digit billion Euro
range, something not adequately taken into account
in current financial planning. Accelerating the
transformation requires greater fiscal scope. The re-
payments of the public debt taken on to limit the Co-
rona pandemic and earmarked under the debt brake,
as well as state investment requirements in other
growth fields (for example digitalization) must not be
allowed to hold up climate protection under any cir-
cumstances.

An important step to safeguard income in this con-
text is the overdue phase-out of environmentally
damaging subsidies, which also gives a stimulus to
accelerated climate neutrality. If the transformation
is not to be funded by new or higher taxes, then fur-
ther room for maneuver must be created by reform-
ing the debt rules and/or the development of invest-
ment budgets.

Regulation proposal:

The German Federal Government will present a
comprehensive plan that earmarks adequate funds
for state investments for transforming the German
economy and for climate neutrality by 2045, and is
based on an independent quantification of the total
economic investment required. The possibility of le-
gally independent investment budgets will be used
for this. Changes in the German fiscal regulations re-
quired for this transformation will be carried out as
quickly as possible.

Environmentally damaging subsidies will be gradu-
ally phased out:
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- The commuting allowance will first be reduced
and then transformed into a uniform tax credit
per kilometer distance, deductible from the in-
come tax liability ("mobility payment").

- Taxation on the private use of service and com-
pany cars will be reformed in line with environ-
mental goals (see [tem 29).

- The energy tax rebate for diesel (diesel privilege)
will be gradually phased out during the legislative
period.

- The energy tax exemption for kerosene will be
abolished in the European context under the EU
Energy Tax Directive.

- The German Federal Government will support
this as part of the current reform (see Item 35).

- The Value Added Tax exemption for international
flights will be offset by an appropriate increase in
the Aviation Tax (see Item 35).

- Environmentally harmful agriculture subsidies
(for example, a reduced tax rate on animal prod-
ucts and tax relief on agricultural diesel) will be
abolished (see Item 48).

Explanation:

The German national debt has risen sharply in recent
months as a result of the Covid-19 pandemic. This is
basically not a problem given the current negative
interest on German Government securities and a rel-
atively low interest rate. However, due to the debt
brake, the repayment obligations on these debts
threaten to severely restrict the financial scope for
the necessary investments after 2023.

A key aim of the next Federal Government must be
to put forward a funding plan as quickly as possible
that enables the German economy to transform in
the direction of climate neutrality. One option for
this is to set up legally independent investment
budgets which would be able to make public funds
available for climate protection investments. A fun-
damental reform of the national debt regulations
might be considered. The argument that additional

debts are not compatible with the principle of inter-
generational equity does not hold, because the ne-
glect of climate protection is a significantly greater
burden for future generations compared to debt re-
payment obligations.

Environmentally damaging subsidies thwart at-
tempts to achieve the climate change objectives. At
present Germany is subsidizing environmentally
damaging activities by over EUR 50 billion per year.
Removing these will contribute to reducing emis-
sions by up to 100 million tons CO,-equivalents per
year. Phasing out the above-mentioned subsidies
will release additional funds for environmental
transformation.

Amongst other sources, the proposal is based on:

Agora Verkehrswende und Agora Energiewende
(2019): Klimaschutz auf Kurs bringen: Wie eine CO,-
Bepreisung sozial ausgewogen wirkt

Forum Okologisch-Soziale Marktwirtschaft e. V.
(2020): Zehn klimaschddliche Subventionen im Fo-
kus. Wie ein Subventionsabbau den Klimaschutz vo-
ranbringt und den Bundeshaushalt entlastet

Global Climate Forum (2021, i. E.): Wie finanziert
man die notwendigen Klima-Investitionen? Die Rolle
der auflerbilanziellen Finanzierung in der deutschen
Klimapolitik. Study on behalf of Agora Energiewende

6 Make public finances sustainable

Public funding and investment decisions will be
aligned with the EU taxonomy for sustainable fi-
nances. Foreign trade promotion will be developed so
as to be consistent with the goal of global climate
neutrality.

AND
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7 Expand sustainability reporting obligations

In accordance with the sustainability reporting obli-
gation, large companies and financial market actors
will be obliged to report on climate risks and risks
due to a CO,-intensive business model in accordance
with the framework of the Task Force on Climate-
related Financial Disclosure. This requires the crea-
tion of scenarios with CO, damage costs of EUR 195
per ton.

Background:

The financial sector plays a crucial part in enabling
and accelerating the transition to climate neutrality:
up to now the climate risks linked to investment and
financial decisions by private and public actors have
been largely ignored. This results in funds being
misdirected and the threat of failed investment

worth billions in the medium term.

At the European level the development of a sustaina-
ble financial sector is slowly gaining momentum. A
key instrument is the EU Sustainable Finance Tax-
onomy passed in 2020. However, the regulation
submitted in April 2021 for the climate-related as-
pects of the taxonomy is not consistent with the
Paris Climate Goals in its current form for all sectors.
Along with the Taxonomy Regulation, the EU Com-
mission has published a proposal for a revision of the
Non-Financial Reporting Directive. Corporate sus-
tainability reporting obligations will be significantly
expanded and made subject to audit.

Germany is also aiming to speed up conversion of
the financial sector. In a final report presented in
February 2021, the Sustainable Finance Committee
set up by the German Federal Government proposed
far-reaching measures to bring the German financial
sector into line with the Paris Climate Goals and
other sustainability goals. However, only some of the
recommendations are contained in the Sustainable

Finance Strategy presented in May 2021 by the Fed -
eral Ministry of Finance.

Regulation proposal:

The Federal Government will present an ambitious
action plan for expanding sustainable financial ac-
tivities in Germany at the earliest opportunity. The
action plan is based on the recommendations by the
Sustainable Finance Committee.

The EU Taxonomy which will be continuously de-
veloped at European level will be applied as a screen-
ing instrument (minimum standard) for public in-
vestment and funding programs. Expansion of the
taxonomy to the requirements of the whole eco-
nomic transformation will be developed in Germany
as quickly as possible and included in the European
discussion. A climate reporting duty for public ex-
penditure will be introduced, based on the EU Tax-
onomy. All activities by public financial institutions
such as the Kreditanstalt fiir Wiederaufbau (KfW)
will be orientated towards the Paris Climate Goals as
well as the Sustainable Development Goals (SDGs);
the KfW mandate as a "transformation bank" will be
adapted accordingly. The investment policy for the
Government's special funds as well as foreign trade
promotion will be brought into line with the Paris
Climate Goals.

Sustainability reporting duties for companies will be
expanded. The area of application will be extended to
all companies with a relevant risk and impact effect.
A forward-looking climate reporting duty based on
the recommendations of the Task Force on Climate-
related Financial Disclosures (TCFD) will be intro-
duced from the 2022 reporting year. Sustainability
reporting duties will be subject to audit and inte-
grated in the planned European Single Access Point
(ESAP). In order to make transformation risks and
opportunities comparable, companies with a rele-
vant risk and impact effect as well as large financial
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market actors will be obliged to use a CO; shadow
price of EUR 195 for stress tests.

Explanation:

The public sector has a pioneering and signal func-
tion in its capital spending and investment behav-
iour. Pension and special funds must be restructured
accordingly and tax revenues may not be used to
subsidise investments that are not in line with the
goals of the Paris Agreement, either at home or
abroad.

The EU Taxonomy Regulation is an important step
but one which is not consistent with the Paris Cli-
mate Goals in its current form. The underlying
threshold values for emission-intensive transfor-
mation sectors are not yet fully consistent with the
goal of a climate-neutral EU in 2050. In addition, the
first delegated act only covers about 80 per cent of
European emissions. The aim must be for the EU
Taxonomy to assign threshold values for all sectors
that are consistent with the European Climate Goals
and complement this with sectoral transformation
paths as well as other sustainability criteria (for ex-
ample, the circular economy and biodiversity). This
is a prerequisite for permanently redirecting finan-
cial flows.

In order to bring transparency to the transformation
opportunities and risks of individual companies and
economic activities, a "climate neutrality" scenario
needs to become part of the forward-looking report-
ing obligations in the framework of stress tests. To
achieve this, companies falling within the scope of
the Non-Financial Reporting Directive (NFRD), in
future the Corporate Sustainability Reporting Di-
rective (CSRD), and within the framework of the ob-
ligatory stress tests in the financial system, will be
subject to a simplified CO, shadow price of EUR 195.

8 Raise expansion goals for
renewable energies

The share of renewable energies in electricity gener-
ation will be increased to at least 70 per cent by
2030. This requires an expansion of 80 GW onshore
wind energy, 25 GW offshore wind energy and 150
GW photovoltaics.

Background:

Sufficient amounts of electricity from renewable en-
ergies are an essential requirement for climate neu-
trality. Beyond the traditional use of electricity, large
amounts of renewable energy are required for con-
verting the industry, buildings and transport sectors.

By 2030, 80 GW onshore wind energy, 25 GW off-
shore wind energy and 150 GW PV will be needed,
which in total will generate 435 TWh of electricity.
The expansion targets currently laid down by the
EEG 0f 100 GW PV and 71 GW onshore wind energy,
and the 20 GW set in the Offshore Wind Energy Act
(Windenergie-auf-See-Gesetz, WindSeeG) are in-
sufficient and must be increased. The same applies to
the electricity output trajectory in the EEG that cur-
rently has no target for 2030 and one of 376 TWh for
2029.

Regulation proposal:

For 2030 the EEG will set a share of at least 70 per
cent of the gross electricity consumption for renew -
able energies (instead of the current 65%).

The EEG will define an expansion trajectory with a
2030 target of 80 GW of onshore wind energy and
150 GW of PV. The electricity trajectory will be
raised and a target of 435 TWh set for 2030. The an-
nual interim targets will be adapted accordingly. The
WindSeeG will specify a target of 25 GW for 2030
and 60 GW for 2040.

24



Stiftung Klimaneutralitdt, Agora Energiewende, Agora Verkehrswende | Policy instruments for a climate-neutral Germany

Explanation:

The measures adapt the targets set out in the EEG
and WindSeeG in terms of RE share, installed capac-
ity and quantity of electricity generated to the goal
of climate neutrality by 2045, and a reduction in
greenhouse gases of at least 65 per cent by 2030. The
increase in the targets is needed on the one had for
reasons of consistency with other measures (ramp-
up of hydrogen, phase-out of coal, expansion of
electromobility and heat pumps). On the other hand,
a clear stipulation of the expansion quantities and
electricity generation targets is essential in order to
create adequate planning security for all those in-
volved. Due to the particularly long planning period
for offshore wind energy, target setting is essential
up to 2040.

The proposal is based on:

Agora Energiewende/Wattsight (2020): Die
Okostromliicke, ihre Strommarkteffekte und wie die
Liicke gestopft werden kann

Prognos/Oko-Institut/Wuppertal Institut (2021):
Towards a Climate-Neutral Germany by 2045. Study
commissioned by the Stiftung Klimaneutralitat, Ag-
ora Energiewende and Agora Verkehrswende

9 Introduce a carbon floor price in the
electricity sector

A national carbon floor price will be introduced for
the electricity sector, with the aim of creating plan-
ning security for the necessary reduction of fossil
energy generation for all involved. This protects the
lower limit of the CO, price under the European
emissions trading: it starts at EUR 50 in 2025 and
rises to at least EUR 65 by 2030. This will end coal-
fired power generation by 2030 and reduce the need
for subsidies under the EEG to a minimum.

Background:

The energy industry is still the sector with the high-
est greenhouse gas emissions in Germany. The prin-
cipal sources are coal-fired power plants. The Coal-
fired Power Generation Termination Act (Kohlever-
stromungsbeendigungsgesetz, KVBG) has stipulated
the end of coal-fired power generation in Germany
by 2038 at the latest. For 2030 the decommissioning
path is based on the superseded sectoral target for
the energy industry in the 2019 Climate Change Act.
The amendment to the Climate Change Act currently
submitted for resolution in the Bundestag provides
for an increase to the 2030 climate target of at least a
65 per cent reduction in greenhouse gases.

This implies a significant reduction to the 2030 sec-
toral target set by the energy industry. The result is
an end to coal-fired power generation by 2030.

The EU Commission has announced that it will pre-
sent a reform proposal for the EU Emissions Trading
System (EU ETS) in July of this year, in order to adapt
it to the new EU climate goals. This will likely result
in a further rise in CO, prices. However, the reliabil -
ity and predictability of the CO, price signal plays a
crucial role in the decarbonization of the electricity
sector. Experience since the introduction of emis-
sions trading in 2005 shows that the price develop-
ment was very irregular and difficult to predict. This
can result in the necessary investments in climate-
friendly technologies failing to take place.

Regulation proposal:

A national carbon floor price will be introduced for
greenhouse gas emissions from electricity genera-
tion. This applies from 1 January 2025 and is EUR 50
per ton CO, in the first year. The trajectory for the
carbon floor price will reach at least EUR 65 per ton
CO, in 2030. The carbon floor price will be intro-
duced by adjusting energy taxation (Energy Tax Act,
EnergieStG). Tax rates for the use of coal, natural gas
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and petroleum to generate electricity are set down in
the EnergieStG and apply in addition to the EU ETS,
where the current CO, price in the EU ETS is calcu-
lated at the level of the tax rate. The regulation for
electricity price offsetting for energy-intensive
companies will be adjusted in order to take account
of the potentially higher CO, " costs due to the carbon
floor price. The potential financial revenue will ben-
efit the German Energy and Climate Fund (Energie-
und Klimafond, EKF) and will be used to cancel al-
lowances in the EU ETS if this is not already guaran-
teed through the market stabilization reserve. This
will prevent extra emissions in other places. The
level of the trajectory for the carbon floor price will
be regularly checked for its effectiveness in reaching
the climate goals in the electricity sector. In addition,
Germany will try to cooperate with neighboring Eu-
ropean states on the carbon floor price.

Explanation:

In order to reach a higher climate target for 2030, it
is essential that all sectors make their contributions
to reducing emissions. However, without resolute
decarbonization in the electricity sector, the electri-
fication of the other sectors will achieve nothing be-
cause no overall reduction in greenhouse gases will
occur. The carbon floor price will back up the ex-
pected emission reductions in the electricity sector
through reforms at the European level. It ensures an
ambitious price trajectory, thus creating planning
security for the necessary investments in the elec-
tricity market. A two year transition period will al-
low for any forward transactions which have al-
ready been made. The planned cancellation of
certificates will ensure that a waterbed effect is
avoided. The method conforms with European law
and is constitutionally sound by being based on the
established energy tax. As a result, through raised
targets at European level and this proposal, the coal
phase-out in electricity generation can be brought
forward to 2030. Unlike setting new specific shut-
down dates for individual lignite power plants,

introducing the carbon floor price removes the need
to renegotiate the public-law contract with the lig-
nite companies.

The proposal is based on:

Agora Energiewende (2018): Eine Neuordnung der
Abgaben und Umlagen auf Strom, Wdrme, Verkehr.
Optionen fiir eine aufkommensneutrale CO;-Beprei-
sung von Energieerzeugung und Energieverbrauch

Hermann, Hauke/Matthes, Felix Chr./Keimeyer,
Friedhelm (2021): Konzept fiir die Einfiihrung eines
CO,-Mindestpreises im Stromsektor in Deutschland.
Study by the Oko-Institut on behalf of the Stiftung
Klimaneutralitit

Kahl, Hartmut (2021): Zur Umsetzbarkeit eines nati-
onalen CO,-Mindestpreises im Stromsektor. Legal
opinion by the Stiftung Umweltenergierecht on be-
half of the Stiftung Klimaneutralitat

Weyer, Hartmut (2018): Rechtliche Bewertung einer
COz-orientierten Energie- und Strombesteuerung
sowie einer Ausweitung der EEG-Umlage auf Ver-
braucher im Wdrme- und Verkehrssektor, Anhdnge
6.3 und 6.4; in: E-Bridge/ZEW/TU Clausthal, Neue
Preismodelle fiir die Energiewirtschaft. Reform der
Struktur von Netzentgelten und staatlich veranlass-
ter Preisbestandteile. Expert report on behalf of
Agora Energiewende

10 Make areas available for wind energy

An average of two per cent of the area in all federal
states will be provided for the expansion of onshore
wind energy. The regulations on the concentration
zones in the German Federal Building Code
(Baugesetzbuch) will be defined with the aim of giv-
ing wind energy adequate space.
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Background:

Wind energy is Germany's most important energy
source for reaching the climate goals. The demand
for onshore installed wind energy capacity will rise
to 80 GW by 2030 and 145 GW by 2045. The ten-
dered quantities for wind energy need to be raised to
6.5 GW per year. At the end of 2020 there were only
55 GW installed. Expansion of onshore wind energy
has slumped massively over the last three years. One
of the major reasons for this is a lack of available
sites.

According to current estimates, an average share of
the regional and municipal land surface of 2 per cent
will be require for wind energy in the transformation
to climate neutrality. With the present-day 0.9 per-
cent we are still a long way from this. The current
regulatory structure of the German Federal Building
Code, its application in local authority areas and the
administrative court rulings on this have not re-
sulted in the provision of enough land.

Regulation proposal:

A revision of what is known as concentration zone
planning will be codified in the German Federal
Building Code (Section 35 BauGB). This will set out
the area requirement for wind energy utilization in
Germany. This averages 2 per cent of the regional
and municipal land areas in order to reach the target
of climate neutrality. The legislator will apply uni-
form rules for calculating a share of each federal
state and local authority area. This is the wind en-
ergy contribution value. It will be determined in an
annex to the Act in the unit of measurement of km?
for all local authority areas. In future, concentration
zone planning will only be permissible if wind en-
ergy is assigned sufficient space.

Explanation:

This proposal is based on the assumption that all lo-
cal authorities and federal states will make an ap-
propriate contribution to climate neutrality and
none of them fail to participate. The proposed regu-
lation will enable local authorities and federal states
to control the spatial distribution of wind turbines.
However, they must provide wind energy with suf-
ficient land area. In order to avoid arguments in
court as to what constitutes "sufficient", it is pro-
posed that the requirement is determined by the
Federal legislator. The areas of land required will be
distributed amongst the regional and local authori-
ties according to a standard procedure. Each local
authority will receive a minimum share which takes
particular account of differences in population den-
sity and wind abundance.

No obligation to plan and identify concentration
zones for wind energy will be introduced for either
the local or regional authorities. However, only this
kind of concentration zone planning, whose total
area is at least equal to the wind energy contribution
value, will avoid the need for wind turbines in the
remaining external area. This will create a positive
incentive to provide sufficient land area for wind
energy generation.

The decision about who plans concentration zones
will continue to be made at the local level. This could
be the local authorities through land use plans, sev-
eral local authorities jointly or the federal states by
means of the regional plan.

The proposal is based on:

Agora Energiewende/Reiner Lemoine Institut
(2021): Der Windfldchenrechner - ein Beitrag zur
Diskussion um die Ausweisung von Fldchen fiir
Windenergieanlagen

Kment, Martin (2020): Sachdienliche Anderungen
des Baugesetzbuchs zur Forderung von
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Fldchenausweisungen fiir Windenergieanlagen. Le-
gal opinion on behalf of the Stiftung Klimaneutralitat

Stiftung Klimaneutralitat (2021): Wie kann die Ver-
fiigbarkeit von Fldchen fiir die Windenergie an Land
schnell und rechtssicher erh6ht werden? Regulation
proposal

T Reconcile species conservation
and climate change mitigation

In order to resolve the conflict of objectives between
climate change mitigation and species conservation
for the expansion of wind energy, the Federal Nature
Conservation Act (Bundesnaturschutzgesetz) will
define safety distances to breeding sites for all rele-
vant bird species: these will then define where tur-
bines are permitted, where they are permitted with
measures and where they are prohibited. The safety
distances ensure that the expansion of wind energy
will not endanger the bird populations. As the con-
servation status of many bird species is under pres-
sure from a large number of other factors, the Federal
Government and federal states will start a pro-
gramme under the Joint Task for the Improvement of
Agricultural Structures and Coastal Protection (GAK)
with an annual budget of at least EUR 100 million.

Background:

Expansion of onshore wind energy has slumped
massively over the last three years. Besides the
shortage of available sites and excessively long ap-
proval procedures, one of the major reasons for this
collapse is the unsolved conflict of interests with
species conservation. Disputes increasingly end up
in court: so far there has been no success in harmo-
nizing climate change mitigation and species con-
servation. All European Union member states are
bound by the Birds Directive and the ban on killing
established there. However, the current provisions
do not create the necessary legal clarity for all those

involved. The requirements of species conservation
are checked in individual cases and the federal states
have numerous comprehensive guides to this. De-
spite years of work within the Conference of Envi-
ronmental Ministers, there has been no success in
unifying the standards.

Regulation proposal:

In order to simplify and accelerate the approval of
wind turbines, an exception will be regulated under
species protection law, taking account of the provi-
sions of Article 9 of the Birds Directive. This excep-
tion will be for a limited period until climate neutral-
ity is achieved. It is justified on the basis of the
importance of onshore wind energy for climate
change mitigation, the security of supply and there-
fore public security in Germany. The exception from
the species protection killing ban will be clearly lim -
ited through safety distances to documented nesting
places so that it does not cause declines in bird spe-
cies populations.

For bird species at risk of collisions, the Federal Na-
ture Conservation Act defines a species-specific
lower safety distance, below which wind turbines
are not permissible under species protection law.
There is also a species-specific upper safety dis-
tance. Species protection law permits wind turbines
in the area between the lower and upper safety dis-
tances, provided that clearly defined measures are
adhered to (for example, anti-collision systems).
Outside the upper safety distance wind turbines are
always permitted under species protection law. The
Federal Government and federal states monitor the
conservation status of the relevant bird species in
Germany at regular intervals. Considering that the
conservation status of many species of birds is under
pressure due to a range of other factors, the Federal
Government and federal states will set up a protec-
tion program for bird species sensitive to wind
power, for instance under the GAK, with an annual
budget of at least EUR 100 million.
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explanation:

Enroute to climate neutrality, we can no longer af-
ford the current legal uncertainties and resulting de-
lays to the expansion of wind energy. A clear and
conclusive legal framework is required that con-
structively resolves the conflict of interests between
climate protection and species conservation for
wind turbine approval and serves both interests. In
future all those involved need clarity over the sites at
which wind turbines are either permitted, permitted
with measures or not permitted under species pro-
tection law. This will considerably speed up the ap-
proval procedures.

The regulation is compatible with European law.
Suitable measures will be used to ensure that the ob-
jectives of the Birds Directive are not undermined.
According to the provisions of the constitution, the
Federal legislator is authorized to make a regulation
that applies throughout Germany. Under the consti-
tution, the federal states have no right to deviate
from Federal law in matters of species protection

law.
The proposal is based on:

Reichenbach, Marc/Aussieker, Tim (2021):
Windenergie und der Erhalt der Vogelbestdnde — Re-
gelungsvorschldge im Kontext einer gesetzlichen
Pauschalausnahme. Expert opinion from the Ar-
beitsgruppe fiir regionale Struktur- und Umweltfor-
schung GmbH (ARSU) on behalf of the Stiftung Kli-
maneutralitdt

Scharfenstein, Clara/Bringewat, J6rn (2021): Welche
Moglichkeiten bietet das europdische Artenschutz-
recht, das deutsche Artenschutzrecht zur Verbesse-
rung der Zulassungsfdhigkeit von Windenergieanla-
gen anzupassen? Legal opinion from the law firm
von Bredow Valentin Herz on behalf of the Stiftung
Klimaneutralitat

Stiftung Klimaneutralitét (2021): Klimaschutz und
Artenschutz — Wie der Zielkonflikt beim Ausbau der
Windenergie konstruktiv aufgelést werden kann

12 Accelerate approval procedures,
define upper minimum distances
and simplify repowering

The approval procedures will be redrafted in an on-
shore wind energy act. The maximum processing
time after the application has been deemed to be
complete will be limited to 10 weeks without public
consultation and 22 weeks with. If no decision is is-
sued within the deadline, the application will count
as approved. While maintaining the environmental
standards, the threshold for formal environmental
impact assessments for wind parks will be increased
from three to seven turbines. The upper minimum
distances of wind turbines to residential areas (Sec-
tion 249, BauGB) will be uniformly set for all federal
states to three times the turbine height (3H) and for
the renewed use of existing sites (repowering) to 2H.

Background:

Expansion of onshore wind energy has slumped
massively over the last three years. Besides the
shortage of available land and the unresolved conflict
of interests with species conservation, the long ap-
proval procedures are a major reason for the collapse.
The length of the procedure also often means that
applications made for specific types of turbines have
to be completely rewritten if the turbines applied for
are no longer available or the applicant wishes to
switch to more modern turbines. In addition, restric-
tive distance regulations to residential areas in the
federal states constrain the process of identifying
land. Without a fundamental reform of the approval
legislation with a significant acceleration of the ap-
proval procedures, neither the expansion targets for
wind energy nor the climate goals will be achieved.
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Regulation proposal:

The approval procedures will be removed from the
Federal Immission Control Act (Bundesimmis-
sionsschutzgesetz) and transferred to an approval
regime adapted to the particular technological fea-
tures of onshore wind energy (Onshore Wind Energy
Act - Windenergie-an-Land-Gesetz). In future ap-
plications must be decided within a period of ten
weeks from completion of the documentation. Pro-
cedures with public consultation must be decided
within 22 weeks. If the authorities have not ap-
proved or rejected the application by the deadline,
then it counts as approved (constructive approval).
The approval authorities must inform the applicant
of the completeness of the documentation within a
period of six weeks. The approval procedures in-
cluding public consultation will be carried out online.
The upper minimum distances of wind turbines to
residential areas (Section 249, BauGB) will be uni-
formly set for all federal states to three times the tur-
bine height (3H) and for the renewed use of existing
sites (repowering) to 2H. The replacement of turbines
at existing sites is always permitted under species

protection law.

Explanation:

An approval regime specifically designed for on-
shore wind energy will make appropriate allowance
for the special features of this technology. The stipu-
lated deadlines will tighten up the timing and ensure
greater legal and procedural security without reduc-
ing the material requirements of environmental pro-
tection or other public interests. The constructive
approval will effectively limit the duration of the ap-
proval process. This will also significantly ease the
repowering process. Changing the approval process
to purely online documentation and workflows
makes it simpler and quicker and reduces the likeli-
hood of errors.

The proposal is based on:

Stiftung Klimaneutralitidt und Bringewat, J6rn/
Scharfenstein, Clara (2021): Entwurf fiir ein Wind-
energie-an-Land-Gesetz. A proposal by the Stiftung
Klimaneutralitdt, with the technical detail prepared
by the law firm von Bredow Valentin Herz

13 Promote offshore wind energy

The land-use development plans for the German ex-
clusive economic zone (EEZ) and the site develop-
ment plans for offshore wind energy will be adapted
to the new long-term expansion targets for achiev-
ing climate neutrality. (2030: 25 GW, 2035: 40 GW,
2040: 60 GW, 2045: 70 GW). In the case of com-
petition for space, wind energy will be given pri-
ority as it is an essential requirement for climate
neutrality.

Background:

Offshore wind energy is characterized by relatively
high public acceptance and attractive electricity
costs. It has already become an important pillar of
the maritime economy in Germany and Europe. Its
expansion requires sufficient available areas in the
North and Baltic Seas. These need to be identified
and developed in good time due to the very long
planning processes. The target of climate neutrality
requires offshore wind energy amounting to 25 GW
in 2030, 40 GW in 2035, 60 GW in 2040 and 70 GW
in 2045.

Regulation proposal:

The Federal Regional Planning Act (Raumord-
nungsge-setz) establishes the use of offshore wind
energy as a measure for climate protection. In com-
piling and revising the land-use development plans
for the EEZ, the exploitation of wind energy is given
priority. Priority and restricted areas need to be
identified that will be sufficient for 70 GW offshore
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generation in the long-term. Revision of the area de-
velopment plans must identify areas in time and
space that ensure that interim targets are reached
and the necessary infrastructure links installed in
good time. Joint use with other interest areas will be
expanded (co-use).

Explanation:

Regional land-use planning will set specific goals
and principles in the regional plans for areas in the
EEZ and identify appropriate priority and restricted
areas. For the site development plan
(Flachenentwicklungsplan FEP), in accordance with
the Offshore Wind Energy Act, the targets set in the
regional plan for the EEZ are generally binding and
the basic principles must be included.

The priority and restricted areas identified so far are
not adequate for reaching the targets. In order to
make the necessary areas available for expansion,
the land-use development plans for the German EEZ
must be modified accordingly. Following this, the
site development plans must be adequately defined
in time and space for the preliminary examination of
areas, to enable tendering, construction and connec-
tion of the generation capacity to be carried out in
good time.

The proposal is based on:

Prognos/Oko-Institut/Wuppertal Institut (2021):
Klimaneutrales Deutschland 2045. Study on behalf of
Stiftung Klimaneutralitat, Agora Energiewende and
Agora Verkehrswende

14 Expand ground-mounted solar PV parks

The sites for subsidized and non-subsidized
ground-mounted PV parks will be decided in future
solely by local authorities through their development
plans: all regulations on eligible areas in the

Renewable Energy Sources Act will be abolished.
Size limitations are also no longer applicable. Similar
to wind energy, payments will also be introduced to
local authorities for ground-mounted PV parks. Ag-
ricultural PV will be expanded.

Background:

Alongside wind energy, photovoltaics is the most
important energy source for achieving climate neu-
trality. The required installed photovoltaic capacity
will rise to 150 GW by 2030 and 385 GW by 2045. In
order to achieve half of the necessary gross expan-
sion in photovoltaics by 2030 via ground -mounted
PV under the Renewable Energy Sources Act, the
tendered quantity must be increased to at least 5 GW
per year. Ground-mounted PV is of major im-
portance for achieving the targets. It is the cheapest
form of PV generation and can be ramped up quickly.
Experience with wind energy shows that proac-
tively ensuring acceptance is essential for achieving
consistently high expansion rates.

Regulation proposal:

The restrictions for land access for ground-mounted
PV and the size limitations will be removed from the
Renewable Energy Sources Act. Local authorities
will therefore have sole responsibility for deciding
the location and size of all solar plants.

A special levy will be introduced, to be paid by the
operator of the ground-mounted PV plant (GMPV
plants) to the local authority/ies. A tendering cate-
gory will be created for agricultural PV with a ten-
dered quantity rising to 400 MW in 2025. Regula-
tions for agricultural subsidies will be adjusted so
that agricultural use in combination with agri-PV
will not be at a disadvantage. A separate support
structure will be introduced for peatland PV plants
that conserve or rewet peatlands.
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Explanation:

The EEG contains a series of regulations that link the
entitlement to payment for ground-mounted solar
plants to specific types of land, plus a maximum size
of 20 MW. The proposed revision will remove these
general restrictions and enable an accelerated ex-
pansion. The regulation will therefore treat GMPV
plants in the EEG equally to plants in Power Pur-
chase Agreements. The decision onlocation and size
remains completely in the hands of local authorities
via development planning. In addition, federal states
can control the eligible areas for expansion through
the regional plan if needed.

The introduction of a special municipal levy will im-
prove the required acceptance locally on a perma-
nent basis. Agri-PV enables the combination of agri-
culture and energy generation. This improves
acceptance and can be cost-effective in the long
term. A separate tendering segment will enable tech-
nology to be applied in practice and cost reduction
potentials to be increased. In order to prevent finan-
cial penalties, the agricultural subsidies need to be
adjusted so that a double use of the land does not re-
sult in a loss of agricultural subsidy. Particular at-
tention needs to be paid in this context to peatland
PV plants as they provide a double climate protection
effect: conservation and rewetting of peatland stores
CO; in the soil while solar plants generate zero car-
bon electricity.

The proposal is based on, for example:

Agora Energiewende (2018): Wie weiter mit dem
Ausbau der Windenergie? Two strategy proposals to
ensure site acceptance of onshore wind energy

15 Encourage prosumers

The rules for prosumers (for example, buildings with
PV panels, heat pumps, electric cars and storage) will

be radically simplified. Regulations for grid connec-
tion will be unified throughout Germany.

Background:

Half of the PV expansion by 2030 of around 100 GW
can be achieved through PV panels on roofs. Resi-
dential buildings in particular offer considerable po-
tential — PV electricity can be directly used locally
and also fed into the grid (what is known as prosum-
ing). Residential buildings are also crucial for reach-
ing the targets in the heating and mobility sectors:
most heat pumps supply residential buildings.
Charging points for electric vehicles in and on resi-
dential buildings are indispensable. There is also
major potential in the commercial sector, particu-
larly for large-scale roof-top installation.

Current framework conditions for prosumers are
highly complex and generally hinder expansion. The
high price of electricity for the end customer with
invariable tariffs, fees and taxes makes home con-
sumption excessively attractive while it is unattrac-
tive to feed into the grid due to low EEG payments.
Roof potential is therefore not fully exploited and
battery banks are more economically attractive to
prosumers than their intrinsic value. Current regu-
lations for landlord-to-tenant electricity are also
very unattractive and the planned expansion quan-
tities have not materialized.

Regulation proposal:

The regulations for prosumers will be radically sim-
plified. The technical connection requirements will
be uniformly regulated and simplified throughout
Germany, with all regulations being carefully
checked for their suitability for use in relatively
small photovoltaic systems. The proviso will be that a
small PV system may not be more complicated to
connect than a heat pump. Regulations will also en-
sure that the costs for electricity purchase from the
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grid and payments for feeding into the grid will be
independent of the use or source of the electricity.
The current funding for electricity fed in from roof -
mounted PV systems will be reviewed and will be
implemented in future as an investment grant, at
least in the small roof sector. Levies, fees and taxes
will be changed so that electricity is particularly
cheap when large amounts of RE electricity are
available locally and bottlenecks in the distribution
network are reflected in the price. Conditions for
landlord-to-tenant electricity will be simplified and
revised to make it attractive to cover the roofs of
rental housing completely with PV panels.

Explanation:

Framework conditions for prosumers must be as
simple as possible and be able to be understood by
laypersons. It is currently very challenging for ex-
perts and practically impossible for non-experts to
have an overview of the entire regulatory frame-
work. This causes problems when the regulations
change as interactions are not easy to identify. In
addition, regulations that were originally developed
forlarge power plants and commercial electricity
providers are being applied to small systems. In this
situation specific changes to legal standards are not
helpful and what is needed is a nationally unified
and simple regulation of the connection require-
ments as well as the prosumer and landlord-to-ten-
ant electricity regulations.

One major reason for the high degree of complexity
is the privileged treatment of particular forms of
generation and consumption. This point is addressed
by the requirement for a unified treatment of quan-
tities of electricity. As funding per kilowatt hour is a
major reason for the limitation of electricity quanti-
ties, this requirement can be much better achieved if
it is applied as an investment grant. The possibility
of a KWh payment for full feed-in is unaffected. In-
telligent control and dynamic price signals are nec-
essary in order to reach a coordinated operation of

the various components that benefit the system
(storage, e-mobility, heat pumps), particularly with
the aim of limiting the required expansion of the grid
to an efficient level. This can be achieved via a suita-
ble reform of the levies, fees, charges and taxes.

16 Introduce PV obligation

A duty to install solar panels will be introduced for
new buildings and roof renovations.

Background:

PV roof panels enjoy a very high level of acceptance
and produce very little conflict with environmental
and nature conservation.

At the same time, it can be noted that there are still
many buildings with no PV panels. Surveys for the
new build sector for 2018 show that PV panels were
only installed on seven per cent of new buildings.
Voluntary installation of PV panels therefore re-
mains essentially limited to the initiative of owners.
The Buildings Energy Act (Gebdudeenergiegesetz,
GEG) contains regulations that aim to provide build-
ings with renewable energy. However, increasing
the share of renewable energies in the public elec-
tricity supply is not one of the aims of the GEG so far.

The result is that large parts of the PV potential on
roofs remains unused. This puts the achievement of
the climate protection targets at risk and is a missed
opportunity for local value creation.

Regulation proposal:

In future there will be an obligation to install a pho-
tovoltaic system of appropriate minimum size on all
new buildings and for roofs undergoing significant
renovation. This applies to both residential and com-
mercial buildings.
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It will be ensured that the cost for meeting the obli-
gation is within limits and that the cost effectiveness
of the investment is guaranteed. This requires a sim-
plification and standardization of the processes for
grid connection, the removal of tax restrictions on
the operation of PV systems, and minimal adminis-
trative requirements.

Explanation:

Atregionallevel, some federal states have already
adopted a photovoltaic obligation or are aiming for
this (for example, Bavaria, Baden-Wirttemberg,
Berlin, Bremen, Hamburg, Lower Saxony and
Schleswig-Holstein). This illustrates the basic pro-
portionality of the instrument. A national regulation
simplifies the application under regional law and
creates additional clarity and equal conditions
across the whole of Germany.

The expansion of PV should be carried out on roofs
particularly because there are no competing uses for
the same surface. At the same time, experience over
the past few decades shows that photovoltaics are
only installed on a very small proportion of new
buildings and renovation projects — although this is
cost-effective. A solar obligation is therefore a suit-
able instrument for exploiting the otherwise unused
area on roofs for the energy transition.

17 Adapt network expansion to climate goals
Transmission grid planning will be quickly adapted
to the new climate goals.

Background:

In order to achieve climate neutrality, electricity
generation must be converted completely to renewa-

ble energies by 2045 at the latest. The large-scale
electrification required will lead to an approximate

doubling of the electricity demand, despite consider-
able increases in efficiency. At the same the share of
decentralized generation technologies in the distri-
bution networks is increasing and sector coupling
increases the interaction with heat and hydrogen
networks. These in part fundamental changes have
not been adequately taken into account in the design
of the network to date. There is not only a lack of
planning for a long-term target network for a 100
per cent renewable electricity supply, but also no
consistent interlocking with gas network planning
in terms of an integrated system development plan.

Regulation proposal:

Planning the electricity and gas networks will be
better integrated through a newly created system
development plan. Electricity network planning
must be aimed without delay at the goal of climate
neutrality in 2045 and a completely renewable
power supply. As an emergency measure, the net-
works in the current electricity network develop-
ment plan (NDP) identified as necessary for 2035
must be codified in an amendment to the Federal Re-
quirements Plan Act (Bundesbedarfs-plangesetz,
BBPIG). In order to avoid predictable cost-intensive
and time-consuming extension and conversion
works, the expansion of the planned high-voltage,
direct current (HVDC) electric power transmission
system must be resolved quickly and decisively.

Explanation:

Network planning for long-term needs is essential in
order to cost-effectively implement the necessary
expansion in time. The strategy followed so far of
making incremental design changes is neither con-
ducive to acceptance nor cost-saving. In addition,
better planning coordination across sectors is re-
quired in order to enable a needs-based infrastruc-
ture.
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Action is also needed in the short term: the antici-
pated further demand for north-south HVDC trans-
mission lines must not first be identified in the fu-
ture NDP process as planned nor through the BBPIG
revision in 2024, exactly when the previously
agreed HVDC transmission project SuedLink (as well
as A-Nord and SuedOstLink) are under construction.
It is essential that the Federal Network Agency takes
the necessary steps under the coalition agreement
for an audit of the energy sector requirement under
Section 12¢, Clause 4 of the German Energy Industry
Act (Energiewirtschaftsgesetzes, EnWG) within
three months, as well as the priority requirement for
SuedLink 3 and 4, in order to create the basis for the
expansion of the HVDC transmission project in the
Federal Requirements Plan Act.

18 Accelerate energy complaint procedures

Two senates will be set up in the Federal Adminis-
trative Court to accelerate proceedings for turbine
installation and power line construction. These will
deal solely with decisions on energy law.

Background:

The legislator has recognised that the procedures for
implementing larger infrastructure measures must
be handled more rapidly. The Investment Accelera-
tion Act (Gesetz zur Beschleunigung von Investitio-
nen) of 3 December 2020 and the Act Amending the
Federal Requirements Plan Act and other Provisions
(Gesetz zur Anderung des Bundesbedarfsplang-
esetzes u. a. V.) of 25 February 2021 are the main in-
struments in this context. While the first-mentioned
law has transferred the first instance jurisdiction for
the construction, operation and modification of wind
turbines to the higher administrative courts (Ober-
verwaltungsgerichte, OVG) and has thus shortened
the appeal process, the Act Amending the Federal
Requirements Plan (Gesetz zur Anderung des Bun-
desbedarfsplangesetzes) has incorporated 35 new

national network expansion projects linked to the
energy transition into the legislative programme. At
the same time, besides the simplification of planning
permission, both the first and final instance jurisdic-
tion have been assigned to the Federal Administra-
tive Court (Bundesverwaltungsgericht, BVerwG). In
these cases, the BVerwG makes the final decision so
that a prolonged legal process is avoided and the pro-
cedure can be dealt with more rapidly. The changes
reduce the administrative court instances, but they
considerably increase the workload for the OVG and,
in particular, for the Federal Administrative Court.

Regulation proposal:

In order to take account of the extra workload for the
higher Administrative Court and the Federal Ad-
ministrative Court that have to act as both the first
and second instance, two additional senates will be
created for the Federal Administrative Court that
deal solely with complaint procedures under energy
law. This is the only way in which suitable provision
can be made for the fundamental procedural rights to
granting effective legal protection (Section 19 (4)1
German Constitution) in the area of energy law.

Explanation:

According to established case law, the state must en-
dow the judiciary so that the pending procedures can
be processed and decided without avoidable delays,
with due dispatch and in reasonable time. However,
the predictable increase in workload for the higher
administrative courts and the Federal Administra-
tive Court creates the danger that, because of the ex-
isting workload, the Federal Administrative Court
will in future become a bottleneck for complaint pro-
cedures. In view of the increased demands for the
energy transition, the constitutionally protected en-
titlement to the granting of effective legal protection
can only be met through additional senates focused
solely on energy law.
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19 Decarbonize district heating

The use of district and local heating will be increased
by 50 per cent to over eight million connected
households by 2030. The share of climate-friendly
heat generation will be doubled through the in-
creased use of large-scale heat pumps, solar thermal
energy, geothermal energy, industrial waste heat and
green hydrogen. The expansion of district heating
and its decarbonization will be funded to the sum of
EUR 1.5 billion per annum. A price regulation will be
introduced due to the monopoly position of district
heating network operators.

Background:

The expansion of collective heating networks is a
key element in reducing final energy consumption in
the building stock. Heating networks enable socially
acceptable transport of environmentally friendly
heat in densely populated urban areas where indi-
vidual zero carbon heating solutions reach their lim-
its. They also present an economical option for using
electricity from renewable energies flexibly over
time and allow the use of waste heat from industry,
waste incineration and geothermal energy. However,
the Directive on the General Conditions for the Sup-
ply of District Heating (Verordnung iber Allgemeine
Bedingungen fiir die Versorgung mit Fernwérme,
AVBFernwarmeV) has remained practically un-
changed since the 1980s. The provisions of the Ger-
man Energy Act (Energiewirt-schaftsgesetzes,
EnWG) and the Basic Supply Ordinances for Power
(Grundversorgungsverordnungen fiir Strom,
StromGVV) and Gas (GasGVV) were not taken up,
which is why there are no guidelines for the devel-
opment and nature of the networks, for heat genera-
tion or for price formation. These need to be formu-
lated before the district heating share of final energy
consumption in residential buildings can be in-
creased to 16 per cent by 2030 (26 per cent by 2045)
and in the non-residential building sector to 14 per
cent by 2030 (32 per cent by 2045).

Regulation proposal:

The Federal Government will agree an expansion
target for district and local heating where the share
of living space heated by district heating will in-
crease by almost 50 per cent by 2030 to over eight
million household connections, and by almost 140
per cent by 2050. The minimum percentages of re-
newable energies and waste heat in heating net-
works will be regulated and the use of biomass lim-
ited to 20 per cent. Heating providers will be obliged
to develop and implement strategic network trans-
formation plans. Requirements for the methodology
to be used, for inspecting and approving the plans
and for monitoring the measures need to be con-
trolled by means of a regulation. The division of net-
work and operations and the opening up of the net-
works contribute to accessing alternative and
renewable heat sources, particularly if the operators
of heat generated in an environmentally friendly
way receive priority for network connection as well
as for the purchase and payment of their heat from
the network operator.

The expansion of heating networks and their decar-
bonization, particularly in urban areas, will be
funded to the sum of EUR 1.5 billion per annum. A
competitive tendering model (funded volume EUR
200 million per auction) with several targeted
tranches (for example network connection) will be
introduced. To avoid significant increases in elec-
tricity prices, funding will come from outside the
Combined Heat and Power Act (Kraft-Wérme-Kop-
plungsgesetz, KWKG). The fossil KWK payment will
be redirected into climate-neutral fuels. Monitoring
abuses and independent price control will be intro-
duced to ensure that the pricing strategy is socially
acceptable.

Explanation:

Local and district heating networks offer great po-
tential for decarbonizing the building stock if the
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statutory, institutional and administrative condi-
tions are created for effective regulation of the dis-
trict heating network operators. A regulatory safe-
guarding of the expansion of renewable energies in
district heating, particularly through a minimum
share for renewable energies and waste heat, com-
bined with adequate funding rates to secure their
rapid growth will support the socially and environ-
mentally compatible extension and conversion of the
collective network infrastructure while at the same

time strengthening competition.

Removing the funding from the KWKG will prevent
any significant increase in the electricity price. In-
struments such as government price regulation and
transparency obligations for the district heating
providers (for example for the environmental quality
of the district heating) guarantee public acceptance
of the energy carrier district heating, particularly if
building owners are obliged to purchase it.

The proposal is based on:

Agora Energiewende (2021): Ein Gebdudekonsens
flir Klimaneutralitdt. 10 Eckpunkte wie wir bezahlba -
ren Wohnraum und Klimaneutralitdt 2045 zusam-
men erreichen

Oko-Institut/Hamburg-Institut (2021): Agenda
Widrmewende 2021. Study on behalf of the Stiftung
Klimaneutralitat and Agora Energiewende

20 Ensure security of supply

The security of supply will be ensured through the
existing electricity market design, the reserves and
continuous monitoring by the Federal Network
Agency. All new gas-fired power plants must be hy-
drogen-ready so that in future the fuel can be con-
verted from natural gas to hydrogen.

Background:

In the course of phasing out coal, there will be a need
for an additional 20 GW of gas capacity by 2030 in
order to guarantee security of supply. The current
electricity market design is planned so that these
new capacities can be added to the market. There
will also be several reserves available to ensure se-
curity of supply. The volume of these will be con-
stantly monitored and adjusted by the Federal Net-
work Agency. In future this will also be guaranteed
under the European internal electricity market, as
clarified by an expert report by Prognos AG that
studied the conversion of electricity generation in
line with the climate goal of at least minus 65 per
cent greenhouse gas emissions by 2030.

Regulation proposal:

There is currently no requirement for any changes to
the design of the electricity market: electricity pro-
viders will continue to only be able to sell electricity
that they are certain of being able to buy on the elec-
tricity markets. Due to the obligation to the balanc-
ing zones combined with very high penalties, there

is an effective incentive to guarantee capacities. This
triggers the necessary investments in new gas power
plants. Added to this is the subsidized expansion of
new gas CHP plants required by the CHP law.

In order that all new power plants will be able to pro-
duce electricity on the basis of hydrogen from 2040,
the provisions in the Federal Immission Control Act
and the Cogeneration Act (KWK-Gesetz) will be
amended so that funding of CHP plants and approv-
als for new power plants will only take place if the
plant can technically also use hydrogen as a fuel.

Explanation:

Bringing the phase-out of coal forward to 2030 at
the latest creates a more urgent need for action,
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particularly in the field of cogeneration for district
heating. Existing instruments to guarantee the sup-
ply safeguard the system from generation bottle-
necks. The electricity market design produces eco-
nomically effective incentives for remaining loyal to
the balancing zone, in other words, in the case of a
shortfall, suppliers are subject to very high costs and
therefore have a sufficiently high willingness to pay,

including for funding new investments.

However, there is a risk of bad investments if newly
built power plants are not compatible with complete
climate neutrality. At the same time, renewable hy-
drogen is in short supply for the present and is com-
paratively expensive, so that starting electricity
production from hydrogen now in all new power
plants would be neither practical nor economically
efficient. Specifying hydrogen compatibility there-
fore avoids any potential stranded assets.

The proposal is based on:

Prognos (2021): Klimaneutralitdt und Versorgungs-
sicherheit im Strommarkt: Bewertung der Versor -
gungssicherheit bis zum Jahr 2030 der Szenarien
KN2050 und KN2045 aus der Studie ,Klimaneutrales
Deutschland. Study on behalf of Stiftung Klimaneu-
tralitat

21 Introduce Carbon Contracts for Difference

In order to finance climate-neutral technologies in
the raw materials industry, climate change mitiga-
tion contracts in the form of Carbon Contracts for
Difference (CCfDs) will be introduced by law. These
will fund the cost differences between the climate-
neutral technology and the proceeds which could be
generated on the market. Refinancing the Carbon
Contracts for Difference will be permanently en-
sured via a suitable instrument.

Background:

Massive reinvestments are due in the energy-inten-
sive industries by 2030. In order to reach the climate
goals in the industrial sector, these reinvestments
must be used to introduce climate-neutral key tech-
nologies and to prevent an extension to the service
life of large CO, -intensive plants. However, the use
of new technologies is often not cost-effective now-
adays due to high acquisition and operating costs, as
their production costs lie significantly above those
of traditional reference plants. The CO; reduction
costs for most technologies are considerably above
EUR 100 per tonne CO; and therefore far above the
CO; price in the EU ETS.

This dilemma can be resolved by introducing pro-
ject-specific climate protection contracts (Carbon
Contracts for Difference). Carbon Contracts for Dif-
ference are project-related contracts between a
company and the public authorities, which guaran-
tee the company a payment for achieving emission
reductions in order to enable the procurement and
operation of environmentally friendly key technolo-
gies. As part of the national hydrogen strategy, the
Ministry of the Environment, Nature Conservation
and Nuclear Safety is currently developing a pilot
project for carbon contracts for difference. Climate
Contracts are planned as an instrument to cover the
additional operational costs where a cumulation
with investment funding programs will be aimed for.

Regulation proposal:

Within the first half of the next legislative period, a
national legal framework will be created for the
broad application of climate contracts. The pilot pro-
gram by the Ministry of the Environment, Nature
Conservation and Nuclear Safety currently under
development will be transferred to this new legal
framework. The award of climate contracts will be
gradually developed into a model of cross-sector
tenders. Initially, each sector will have a two-stage
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award procedure with competitive elements like a
tender. The medium-term aim is to organize the
award of climate contracts via cross-sector tenders
and to transfer the instrument to an EU-wide mech-
anism.

The term and design of the climate contracts will
be based on the economic efficiency of the different
plants. The legal framework will determine how cap-
ital costs (CapEx) and operating costs (OpEx) can
each be funded efficiently. Climate contracts will be
designed in such a way that they can be quickly in-
corporated in the existing regulatory framework but
at the same time are compatible with the anticipated
reforms of the EU ETS, such as an adjustment of the
free allocations or the introduction of a Carbon Bor-
der Adjustment Mechanism (CBAM). The annual
funding level will be dynamically adjusted so as to
reflect varying operating costs and falling technol-
ogy costs. The incentive effect of the climate con-
tracts on the manufacture and supply of climate-
neutral hydrogen in particular must be adequately
reflected. Compatibility of the legal framework with
the EU State Aid law will be ensured.

Refinancing the climate contracts will be perma-
nently guaranteed. The options are a third value
added tax rate on the various end products, a climate
fee on the domestic consumption of these end prod-
ucts or legally secured budget financing.

Explanation:

The introduction of key technologies will enable the
widespread application of climate-neutral key tech-
nologies in industry that have no business case in
the current market environment. Climate contracts
will supplement existing funding instruments, in
particular funding programs to finance the capital
costs of climate-neutral technologies.

Two versions of the design for CCED are particularly
suitable: CCfD that balance the cost difference on the

product side of the transformative production pro-
cess and CCD that apply to the input side. The latter
focus on the operating costs and balance the cost
difference for the use of climate-neutral hydrogen
compared to the other materials used, such as natural
gas. The availability of proof of origin is a key re-
quirement, so that the reference costs to be applied
can be clearly identified. These CCfD will be supple-
mented by investment funding for plant investments
in transformative technologies, for example for di-
rect reduction plants in the steel industry.

For product-related CCED, the basic suitability of in-
dividual technologies for funding via climate con-
tracts should be made dependent on various criteria.
These include the availability and level of maturity
of the technology, synergy with the development of
the necessary infrastructure and the energy transi-
tion in general, the level of the CO; saving potential
and CO; reduction costs as well as interactions with
existing funding instruments and regulations for
specific technologies. Funding through climate con-
tracts is suitable for such sectors as steel manufac-
ture based on direct iron reduction with renewable
hydrogen via a start with natural gas and CCS-based
hydrogen if necessary, the use of renewable hydro-
gen to manufacture ammonia as well as the use of
CO, capture based on the oxyfuel process for cement
production plants. Besides the above-named pro-
cesses for the direct avoidance of CO,, climate con-
tracts can also be used to fund electrification of large
industrial plants, such as steam crackers and other
technologies.

In relation to financing the additional operational
costs, the often long duration of climate contracts
demands financial planning security - irrespective
of economic trends and legislative periods. A perma-
nent guarantee of the refinancing of the climate con-
tracts is therefore key. Besides funding via the gen-
eral national budget, two polluter pays options are
possible: a climate surcharge on selected materials
and their products (steel, plastic, aluminum and ce-
ment) or a third, higher value added tax rate on these
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products. It is always important that, for competitive
reasons, the consumption of the materials should be
used for refinancing - irrespective of whether the
products were produced at home or were imported.
The additional costs for the end consumers would be
minor in comparison to the product: a climate sur-
charge for steel of EUR 100 per ton would increase
the price of a small passenger car with a ton of steel
by EUR 100 (< 1 per cent).

The proposal is based on:

Agora Energiewende, FutureCamp, Wuppertal Insti-
tut und Ecologic (2021, i. E.): Klimaschutzvertrdge
fiir die Industrietransformation

Matthes, Felix Chr./Braungardt, Sibylle et al. (2021):
Die Wasserstoffstrategie 2.0 fiir Deutschland. Study
by the Oko-Institut on behalf of the Stiftung
Klimaneutralitét

22 Promote investment through
accelerated depreciation

Investment in climate change mitigation and high-
efficiency technologies in industry will be promoted
through investment grants and accelerated depreci-
ation.

Background:

Significantly improved energy efficiency and the
replacement of fossil energy carriers by renewable
electricity are important levers for reaching the cli-
mate goals in the industrial sector. However, the
track record over the last few years is not very
promising: energy consumption by industry has
risen by over ten per cent since the year 2000. In
addition, gross capital investment in Germany has
been growing more slowly than economic output for
years. Existing industrial plant is getting progres-
sively older. There is therefore a need to provide

incentives for investments in particularly efficient

and flexible technologies.

Regulation proposal:

The "Federal Funding for Energy Efficiency in the
Economy - subsidies and loans" will be increased to
EUR 500 million per year and the continued over a
longer period. High-efficiency cross-cutting tech-
nologies will receive targeted funding. The "Federal
Funding for Energy Efficiency in the Economy -
funding competition" will be tripled. The tax writing
down deadlines on climate-neutral efficiency in-
vestments will be shortened by five years as long as
these reduce specific CO, emissions by more than 20
per cent or reduce specific energy use by 15 per cent.
The reduction also applies if the measure replaces
fossil fuels by electricity or waste heat, or if the elec-
tricity demand becomes more flexible, thus benefit-
ing the system.

Explanation:

Existing funding programs such as the "Federal
Funding for Energy Efficiency in the Economy -
funding competition" are often significantly over-
subscribed. The program therefore needs extra fund-
ing. Retrofitting and high-efficiency cross-cutting
technologies such as pumps, fans and compressors
as well as the switch to renewable process heat will
permanently strengthen Germany as a business lo-
cation. Accelerated depreciation is a proven means
of stimulating investments quickly and effectively.
The link to clear criteria and guidelines ensures that
knock-on effects are minimized and investments

are fully compatible with the goal of climate neutral -
ity.
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23 Reform network charges

The electricity network charges will be reformed in
such a way as to provide incentives to industry for

large scale heat pumps, Power-to-Heat and flexible
load management.

Background:

Raising flexibility in the industrial electricity de-
mand is an important contribution for integrating
higher amounts of wind energy and PV electricity in
the system. This applies in particular to the econom-
ically efficient use of production peaks, for example
for heat generation (Power-to-Heat). Electricity
must be used when it suits the system. Network
availability and network charges play a correspond-
ingly important role.

However, the current design of the network charge
system is mainly directed at inflexible consumption:
the purchase of constant capacity is rewarded and
flexibility penalized. The resulting distortions are so
great that orientation of consumption to the whole-
sale electricity prices — and therefore the supply of
RE - is almost completely eliminated. These regula-
tions stand in the way of industrial companies who
want to switch to greater electrification. Similar dif-
ficulties exist in relation to the private development
of a public charging infrastructure. Due to low ex-
ploitation (particularly during start-up), high charg-
ing capacities result in high network charges, which

ruin every business case.

Regulation proposal:

Network charges will be fundamentally reformed.
Besides clarifying the basic question of which group
of customers (including within industrial consum-
ers) have to bear which network costs, the tariff
structure must be transformed so that it creates in-
centives for flexible behavior that supports the

system: grid-relieving electricity purchase when RE
generation is higher must become cheaper. Users'
contributions to network costs will be represented
less through annual demand prices and more by the
unit prices that reflect a variable use of the distribu-
tion grid over time. Energy-intensive industrial
businesses need internationally competitive elec-
tricity prices.

Explanation:

Network costs are currently collected via a con-
sumption-related component (unit price) and ac-
cording to the annual consumption peaks (demand
price). The larger the electricity consumption, the
more dominant the demand prices become. Including
the exemptions means it is not economically attrac-
tive for the industry to operate (new) consumption
equipment flexibly. The occurrence of network bot-
tlenecks and the need for expansion, their location
and extent, is nowadays completely unconnected to
pricing — meaning that the connection only exists
via all the network customers without regard to the

location and actual use over time.

The regulations are currently such that it can be eco-
nomically disadvantageous to exploit industrial
plant capacity in line with wholesale electricity
prices, although this would make sense in terms of
the whole system. A particular obstacle is the regu-
lations for the network charge discounts (for exam-
ple, the 7,000 hour threshold). A reform of the net-
work charging structure will make a corresponding
contribution to removing the obstacles to a flexible
electricity use and at the same time support integra-
tion of renewable energies in a cost-efficient man-

ner.

24 Develop a circular economy strategy

A national circular economy strategy will be devel-
oped that reduces CO,-intensive primary production
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of raw materials as well as waste incineration and

closes resource and carbon cycles.

AND

25 Introduce product-specific
sustainability criteria

By introducing product-specific sustainability cri-
teria and requirements for product design and recy-
clability, product downcycling and greenhouse gas
emissions will be reduced. Digital marking on mate-
rials and products will make sustainability charac-
teristics comparable and transparent.

Background:

Materials management causes around 50 per cent of
global greenhouse gas emissions. A significant part
of these emissions and the raw material requirement
can be avoided by using materials more efficiently
and closing material flows as far as possible as part of
acircular economy. In CO,-intensive raw materials
industries (cement, steel, plastics and aluminum),
greenhouse gas emissions can be reduced by this
means by an estimated 40 per cent.

The European Commission underlines the im-
portance of the circular economy in the European
Green Deal and the new Circular Economy Action
Plan: before the end of 2021 the area of application of
the Ecodesign Directive is due to be expanded be-
yond products of relevance for energy consumption.
Germany has had a Circular Economy Act (Kreis-
laufwirtschaftsgesetz) since 2012 that was only re-
vised at the end of 2020. However, its main purpose
is to control the disposal of wastes. Germany first
produced guidelines for conserving natural re-
sources in 2012 with the German Resource Effi-
ciency Program (Deutsches Ressourceneffizienzpro-
gramm, ProgRess). The second revision of this
program, ProgRess III, was passed by the Federal

cabinet in 2020, but the package of measures is
vague in many places. Despite important progress in
the last few years, a comprehensive strategy and
specific measures for developing a resource-effi-
cient circular economy are lacking.

Regulation proposal:

A comprehensive circular economy strategy will be
submitted by 2023. This will create a framework for
action for the accelerated development of a re-
source-efficient circular economy, and priorities
and implementation measures will be defined for the
next few years.

The recycling and reuse of raw materials, for exam-
ple steel, plastics and cement, will be simplified via
recycling regulations. The scope of the Ecodesign
Directive will be extended and in future will cover
products of the CO,-intensive raw materials indus-
tries. Requirements for product design, material effi-
ciency and recyclability will be increased. Higher
recycling quotas of raw materials will be enabled
through the regulatory inclusion of new processes
such as chemical recycling and cement recycling.
Regulations and standards will be thoroughly re-
viewed in order to increase the recirculation of
building materials as well as material efficiency and
substitution. Landfill bans or fees will be applied to
specific material streams.

A digital product pass with standardized product and
sustainability information will be established for as
many products as possible.

Explanation:

Product design at present pays scarcely any atten-
tion to the material use after the product's end of life,
something that severely limits recycling and reuse of
building components. Product-specific provisions
for recyclability and reusability of
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materials/products are therefore required. This will
enable material cycles to be closed and CO,-inten-
sive primary production reduced. One of the greatest
challenges for recirculation is the poor quality and
availability of product and sustainability data, for
example on the recyclability and CO,-intensity of
product inputs. A digital product pass that summa-
rizes information on the materials and components
used, life cycle emissions, repairability and disposal
in a standardized and comparable format can enable
actors in the value creation and supply chains to
work together towards a circular economy. Digital
product passes should therefore be rapidly addressed
at European level.

The proposal is based on:

Agora Energiewende und Wuppertal Institut (2020):
Breakthrough Strategies for Climate-Neutral Indus-
try in Europe

26 Create lead markets for green materials

In order to create lead markets for green materials
and products, particularly in the construction indus-
try, public sector procurement will be consistently
aimed at climate change mitigation and sustainabil -
ity. This can be complemented by quotas for cli-
mate-neutral materials and other demand-side in-
struments.

Background:

Climate-neutral basic materials will be more expen-
sive than conventionally produced basic materials
for the foreseeable future. There is currently still no
willingness on international markets to pay these
price differences - something that is also due to an
inadequate definition of climate-neutral products
and the lack of appropriate transparent labelling.
Although the government can meet part of the price
difference in the short or medium-term through

supply-side instruments thus stimulating produc-
tion, in the long-term lead markets for green materi-
als and products need to be established. Through the
complementary use of demand-side instruments,
lead markets can be developed, public expenditure
reduced and the introduction of new production
methods accelerated.

Public procurement can make an important contri-
bution to this, with an expenditure volume of around
EUR 500 billion per year. Public buyers already have
to meet environmental requirements in some in-
stances when procuring specific services or prod-
ucts, for example sustainability criteria must be met
when buying road vehicles. However, existing pro-
visions are far from adequate in order to achieve a
climate-neutral Federal administration by 2030.

Regulation proposal:

As afirst step, environmental declarations for se-
lected value chains as well as a standardized evalua-
tion system for comparing the CO, content of basic
materials will be made mandatory in order to obtain
emission data from materials and intermediate
products along the value chains. This data will enable
the creation of voluntary lead markets for climate-
neutral products and value chains. As a second step,
policy instruments to create green lead markets at
national and European level will be prepared, re-
viewed and implemented. Options for this are limit
values for life cycle emissions of material-intensive
end products, quotas for the proportion of climate
neutral/recycled materials in end products, and
modified building and product standards.

With the aim of a climate-neutral public admin-
istration by 2030, procurement by the public ad -
ministration will be gradually but systematically
oriented towards sustainability across all sectors.
Sustainability criteria must be complied with for the
award of contracts. The relevant laws will be
amended as necessary. Priority will be given to the
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building (components) and transport sectors. Spe-
cific criteria for building materials will be introduced
for Federal Government building and infrastructure
programs, such as increasing minimum quotas for
the use of climate-neutral or recycled materials.

Explanation:

To effectively implement measures for the acceler-
ated development of green lead markets, emission
data from materials and intermediate products along
the value chains must be available. This can take
place as a first step through the obligatory applica-
tion of environmental declarations for selected value
chains as well as the introduction of a standardized
evaluation system for comparing the CO, content of
basic materials. This is particularly important for
small and medium-sized enterprises (SMEs) which,
without a reliable and standardized label or another
information tool, are rarely in a position to carry out
detailed market research and to judge whether sup-
pliers deliver the best sustainability performance.
Creating appropriate clear labelling is therefore an
important first step before policy instruments can
deal with the value chain as a whole in a second step.
Both proposals should be linked to the introduction
of digital product passes (see Item 25).

Mandatory sustainability criteria for public pro-
curement complement the introduction of a CO,
shadow price for public administration. Even with
high shadow prices, the CO, cost can be very small as
a proportion of total project costs. This is why bind-
ing criteria for the award of public contracts is re-
quired in order to speed up structural changes.

The proposal is based on, for example:

University of Cambridge Institute of Sustainabil-
ity Leadership (CISL) und Agora Energiewende
(2021): Tomorrow's markets today: Scaling up de-
mand for climate neutral basic materials and prod-
ucts

27 Develop a CCS strategy

A strategy will be developed for carbon capture and
storage (CCS) which, in cooperation with other Euro-
pean countries, will compensate for the unavoidable
residual emissions (maximum 5 per cent) from 2030
and pave the way for negative emissions, so that cli-
mate neutrality can be achieved by 2045.

Background:

Climate neutrality requires that unavoidable process
emissions, for example in the cement industry, are
captured and stored: this will amount to 16 million
tons of COgzqin 2045. Moreover, unavoidable resid -
ual emissions that cannot be captured must be com-
pensated. These residual emissions will amount to 63
million tons of COzq in 2045, corresponding to five
per cent of the 1990 emissions. These result mainly
from agriculture (41 million tons COqq) and industry
(14 million tons COgy).

These emissions are compensated using technologies
and strategies to achieve negative emissions. This
includes the use of bioenergy with carbon capture
and storage (BECCS), direct carbon capture from the
air followed by storage (DACCS) and carbon storage
in long-lasting products.

The annual storage requirement will amount to a to-
tal of 73 million tons of CO,. Dealing with this annual
amount in a responsible and environmentally com-
patible manner requires a long-term well-thought-
out approach that is agreed at European level.

Regulation proposal:

A CCS strategy will be developed that, in cooperation
with other European countries, will compensate the
unavoidable residual emissions (maximum 5 per
cent) from 2030.
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Developing a European CO; infrastructure will be
started as soon as possible. Germany supports the
inclusion of CO; storage sites in the TEN--E Regula-
tion and the rapid development of a European legal
framework for CO, storage.

Explanation:

In order to enable the capture, transport and long -
term storage of the anticipated quantities of emis-
sions, there is a need — in addition to the capture
technologies at industrial sites themselves - for a
cross-border CO; infrastructure, suitable storage ca-
pacities and a European legal framework. In particu-
lar, to date there are no contracts between the EU
and states such as Norway and Great Britain to pro-
tect against the long-term risks of storing COg out-
side the EU. Close cooperation within Europe and a
long-term strategy which has broad public support
are essential for this.

28 Develop a biomass strategy

A biomass strategy will be developed, based on an
analysis of the sustainable biomass potential in Ger-
many, which takes account of competing alternative
uses and so regulates the application of bioenergy
utilization in industry with CCS (BECCS).

Background:

As an energy carrier and raw material with many
uses, biomass has a key role for achieving the cli-
mate neutrality goal. Growing various forms of bio-
mass removes CO; from the atmosphere which can
then be stored in plants, soils and long-lasting prod-
ucts. Amongst the possible future applications are
long-term material use through application as a
building and insulating material and the manufac-
ture of chemical products, and the use of vegetable
charcoal to improve soils in agriculture and forestry,

as well as its use as a fuel with subsequent CO, cap-
ture and storage (BECCS). The current use as a biofuel
will be gradually phased out over the coming years
because the transport sector will switch completely
to electromobility and ships and aircraft to hydro-
gen/Power-to-Liquid.

But there are various challenges: the supply of sus-
tainable biomass is severely limited. In addition, se-
questration by forested areas in Germany will prob-
ably significantly decline in the 2020s, not least due
to advancing climate change.

Regulation proposal:

Based on an analysis of the sustainable biomass po-
tential in Germany, a comprehensive strategy for
producing, using and funding sustainable biomass
will be developed that takes account of competing
alternative uses and therefore regulates the applica-
tion of bioenergy use with CCS (BECCS) in industry.

Explanation:

The current production and utilization of biomass is
not compatible with the requirements of climate
neutrality. There is therefore a need for a strategy
that creates a binding framework for action and
identifies measures. This strategy must be based on
an analysis of the sustainable biomass potential in
Germany and take account of competing alternative
uses. [t must also address the conflicting interests of
land conservation and the energetic and material
utilization of biomass, against the background of
limited land availability. Former uses of biomass for
energy such as biofuels and biogas will be replaced
by short-rotation plantations and the application of
biomass CCS. There is also a need to define strict
sustainability criteria for biomass, otherwise there is
no guarantee that the use of large quantities of bio-
mass is not at the cost of nature and species diver-
sity, including in an international context.
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29 Increase the stock of electric passenger cars

The necessary instruments will be created to in-
crease the stock of electric cars to at least 14 million
by 2030. The motor vehicle tax for newly registered
vehicles will be changed so as to develop a clear
steering effect towards electric cars through a visible
price signal when buying a car. The company car
taxation will be reformed in order to remove the
negative subsidy effects on the climate due to com-
bustion engine vehicles. At European level, the Ger-
man Federal Government will support highly ambi-

tious CO; fleet emission standards.

Background:

With a share of around two thirds of GHG emissions,
passenger vehicle traffic plays a key role for achiev-
ing the reduction targets in the transport sector. In
order to reach the sectoral target in transport by
2030, at least 14 million electric cars are needed in
the vehicle fleet. Current instruments are not suffi-
cient for reaching this target. At national level these
include the purchase premium for battery electric
vehicles and the tax privileges for the private use of
electric company cars. The motor vehicle tax was
subject to a CO,-oriented reform that had little effect.
A further reform towards a greater distinction ac-
cording to CO; has been announced by the German
Federal Government as part of its "Climate Pact Ger-
many" (Klimapakt Deutschland).

The European CO, emission standards are the central
supply -side instrument to reduce the average CO,
emissions of new private and commercial vehicles.
In the current version, the reduction targets for pas-
senger cars and light commercial vehicles are 15 per
cent by 2025 and 37.5 per cent and 31 per cent re-
spectively by 2030. Under the EU Green Deal, the
European Commission has announced that it will
bring forward the review of the fleet limit values
planned for 2023 and put forward a proposal for a
revision by June 2021. The German Federal

Government will play a key role in the subsequent
negotiations in the EU Council.

Regulation proposal:

Starting from 2023, vehicle tax will be changed for
newly registered vehicles in such a way that it sets a
clear and visible price signal for vehicle purchase.
The crucial factor for the level of annual tax rate for
motor vehicles will be the specific CO; emissions
(cubic capacity no longer counts). Purely battery
electric vehicles with an output of zero grams of CO,
are exempt from the motor vehicle tax; the current
tax exemption deadline of 31 December 2030 will be
removed. In combination with degressive sales pre-
miums for low- and zero-emission vehicles, this
produces a powerful bonus-malus system that
works without additional tax revenues. The financial
subsidy for buying a plug-in hybrid vehicle will be
stopped or linked to the proof of actual emissions re-
sulting from driving or the electric share of the driv-
ing.

Taxation of the private use of service and company
cars will be reformed in line with environmental
considerations. Existing implicit subsidy effects for
combustion passenger cars will be removed. The fi-
nancial incentives for choosing low-emission vehi-
cles and for low-mileage usage will be increased,
both on the business side and that of private users.

In future a distance-based road user charge for pri-
vate vehicles will be introduced on all roads, which
will compensate the falling revenue from the road
transport energy tax and create additional funds for
expanding the EcoMobility Alliance. At the same
time the road user charge provides an incentive for
switching to low-emission transport.

As part of the revision of the EU regulation for set-

ting CO, emissions standards for new passenger and
light commercial vehicles, the German Federal Gov-
ernment is supporting the EU-wide lowering of CO,

46



Stiftung Klimaneutralitdt, Agora Energiewende, Agora Verkehrswende | Policy instruments for a climate-neutral Germany

limit values for 2030 of up to minus 75 per cent in
comparison to 2021. A further reduction to zero, in
other words, phasing out internal combustion en-
gines, will be implemented by 2032 at the latest. The
limit value for 2025 will be adjusted in line with the
more stringent limit value for 2030. For the period
after 2025, efforts will also be made towards intro-
ducing an annual reduction trajectory and additional
limit values for combustion vehicles. Synthetic fuels
will not be counted towards the fleet limit values and
a realistic level will be set for the assumptions used
in the official test procedure for CO; emissions for
the electric driving share for plug-in hybrids.

Explanation:

The most recent reform of the motor vehicle tax for
new registrations from 2021 can at best be viewed as
the start of an effective bonus-malus system. Due to
the minor tax increase, it cannot be assumed that
any real influence on purchasing decisions will be
achieved. In terms of the necessary improvement in
efficiency and electrification of the private vehicle
fleet, experiences from other European countries
show that the demand for electric and high-effi-
ciency passenger cars can be effectively stimulated
by applying financial incentives to the purchase of
the vehicle.

A significant increase in the passenger car tax for
new vehicles, based on the vehicle's CO; emissions,
can have a noticeable steering effect towards the ac-
quisition of an electric car. The efficiency of passen-
ger vehicles with combustion engines will also be
encouraged. Vehicle owners who made their pur-
chase decisions in the past are not affected.

The adaptation of the CO; limit values for 2025 and
2030 and a phasing out of combustion engines by
2032 at the latest are required in order to reach the
raised climate target for 2030 and the climate neu-
trality goal for 2045. This requires considerable ef -
forts in the years prior to 2030 in order to put a

rapidly rising share of zero- and low-emission ve-
hicles onto the market. Including fuels with no or low
greenhouse gas emissions in vehicle standards could
inhibit technical progress with vehicles and lead to a
mixing of different statutory regulation levels (vehi-
cles and fuels). In addition, low carbon fuels will re-
main in short supply in the foreseeable future. They
should therefore be used in sectors where no alter-

natives are available.

The proposal is based on, for example:

Agora Verkehrswende (2021): Notes on the revision
of the EU CO, emission performance standards for
cars and light commercial vehicles (Regulation (EU)
2019/631)

Becker Biittner Held (2021): Europa- und verfas-
sungsrechtliche Fragestellungen bzgl. ausgewdhlter
klimapolitischer Instrumente im Verkehrssektor. Le-
gal opinion on behalf of the Stiftung Klimaneutralitat

30 Electrify road kilometers for lorries

Electrification of lorries will be accelerated, with the
aim of achieving one third CO,-free road kilometers
forlorries by 2030. This will be achieved through
relief from the lorry toll for zero emission vehicles, a
tightening of CO, fleet emission standards by the EU
and innovation corridors for the lorries of the future.
The lorry toll will be extended to all roads.

Background:

In heavy goods vehicle transport, operating costs
play a key role for investment. Electric lorries are al-
ready exempt from tolls. Under the new Eu-
rovignette Directive, on the one hand zero emission
vehicles should be exempt as far as possible and on
the other heavy goods vehicles with combustion en-
gines should be more heavily penalized via a new
CO, component. While a rapid electrification can be
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anticipated for small and medium-sized lorries,
truck trailers and articulated lorries are practically
unavailable in electric versions. In order for manu-
facturers to supply them sooner, the EU target level
for CO; fleet limit values must be raised and the off-
setting of synthetic fuels rejected.

A decision about the route for designing overhead
lines, fast charging points and/or hydrogen filling
stations for electric truck trailers and articulated lor -
ries can best be made on the basis of practical expe-
rience. Innovation corridors for electric lorries of the
future should therefore be established.

Regulation proposal:

As part of the German implementation of the Eu-
rovignette Directive, a CO, component of around
EUR 200/ton CO; will be aimed for. In addition, the
infrastructure component of the toll for electric lor-
ries will be reduced to the planned minimum in the
Eurovi-gnette Directive. The toll exemption for nat-
ural gas vehicles will be removed.

The German Federal Government will vote at EU
level for the increase of the CO, reduction target for
heavy commercial vehicles and against the offset-
ting of electricity-based synthetic fuels and biofuels.

300 to 500 kilometers long innovation corridors for
electric lorries of the future will be fitted out with
overhead lines, fast charging points and hydrogen
filling stations and their operation coordinated.

Explanation:

For lorry transport, the introduction of a CO; compo-
nent in the heavy goods vehicle toll is the key pa-
rameter for guaranteeing a CO, price that includes
transit traffic through Germany. In order to produce
the biggest possible incentive for the technology
transition, the German implementation of the

Eurovignette Directive should aim for a CO, compo-
nent of around EUR 200/ton CO,. Along with the re-
duction in the infrastructure component of the toll
for electric lorries to the minimum amount planned
for the Eurovignette Directive, additional cost in-
centives for using electric lorries can be created.

The CO; fleet limit values for heavy commercial ve-
hicles were not set with the prospect of a large-scale
electrification of this vehicle segment. It is likely
that small and medium-sized lorries as well as buses
will quickly make a substantial switch to electric
drives. This weakens the CO, reduction for combus-
tion vehicles and electrification, especially in the
truck trailer and articulated lorry segment. Raising
the target level will guarantee the effectiveness of
the regulation. The two targets of electrification and
raising efficiency for combustion engines would be
weakened by offsetting particularly electricity-in-
tensive synthetic fuels and biofuels. Offsetting
should therefore be rejected.

Each of the three options supplying energy to elec-
tric truck trailers and articulated lorries brings chal-
lenges and high investment requirements. What is
now needed is to gather practical experience and
gain a better understanding of the technical and or-
ganizational options so that a decision about which
path to follow can be made as quickly as possible.

The proposal is based on, for example:

Agora Energiewende/Agora Verkehrswende
(2020): Dual-Benefit Stimulus for Germany: A Pro-
posal for a Targeted 100 Billion Euro Growth and In-
vestment Initiative

31 Ensure the required expansion
of the charging infrastructure

The charging infrastructure master plan will be fur-
ther developed. This contains a vision for the expan-
sion of the charging infrastructure and a package of
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instruments that will enable the targets to be
reached. The vision includes the gradual expansion
of Vehicle-to-Grid, that is, the capacity for bidirec-
tional charging.

Background:

The development of the charging infrastructure was
significantly accelerated over recent years and given
considerably higher funding. However, it is still pro-
gressing too slowly to keep pace with the share of
electromobility in the vehicle fleet predicted for
2030. There are currently around 40,000 publicly
accessible charging points. This compares to the
need for a publicly accessible charging infrastruc-
ture of 440,000 to 840,000 charging points in 2030
(depending on the charging infrastructure develop-
ment scenario).

Expanding the charging infrastructure requires the
coordinated action of many actors: the German Fed -
eral Government and the federal states need to act in
unison, agreement is needed between various de-
partments of municipal administration bodies, the
actors in the energy industry have to agree with
those in the transport sector about appropriate en-
ergy framework conditions for charging current: the
planning processes for developing the charging in-
frastructure are complicated and often take too long.

Establishing the National Centre for Charging Infra-
structure (Leitstelle-Ladeinfrastruktur) in 2020 was
an important step for adopting a more strategic ap-
proach to the framework conditions for and funding
of the charging infrastructure in the long term. Many
of the laws that relate to electromobility and the
charging infrastructure are not well adapted to each
other so far. This gives rise to legal uncertainties and
obstacles that further complicate and delay the de-
velopment of the charging infrastructure. The former
Charging Infrastructure Master Plan was a good first
step but has not yet been fully implemented.

Regulation proposal:

The Charging Infrastructure Master Plan will be re-
vised and developed further — with a mission state-
ment for expanding the charging infrastructure and
a wide-ranging package of instruments - in order to
reach the stated objectives. The following elements
need to be taken into account:

- Companies: The legal delimitation of different
charging processes at company and residential
locations will be radically simplified.

- Companies: Companies will be systematically
included in charging infrastructure funding pro-
grams.

-~ Demand prices: The very different and, for the
fast charging infrastructure, generally obstruc-
tive network demand prices will be replaced by a
country-wide unified average network unit
price.

- Smart Charging and Vehicle to Grid: Time-of-
use tariffs for end customers will be introduced
in the German Network Charges Ordinance
(Stromnetzentgeltverordnung, StromNEV) and
the German Energy Industry Act (EnWG), in or-
der to enable Smart Charging. The technical con-
ditions will also be created to rapidly establish
bidirectional charging.

- E-carsharing: The German Federal Govern-
ment's funding regulations will be reviewed, so
that they enable funding of e-mobility for car-
sharing parking spaces in public areas. The Fed -
eral Government will also provide support to local
authorities for developing plans to facilitate and
fund further electrification of the carsharing
fleets.

Explanation:

- Companies: Current regulations related to the
EEG complicate the development of charging in-
frastructure in companies because, for compa-
nies with EEG privileged treatment, it produces
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financial and legal uncertainties. However, com-
panies are an important actor when developing a
comprehensive charging infrastructure.

- Demand prices: The demand price for the net-
work charge is applied for the maximum power
used in the year (peak demand) - irrespective of
whether only one vehicle is charged once or
many vehicles are charged frequently. Rapid
charging, in other words charging using high
power, is therefore expensive and unattractive
for providers, especially during the ramp-up of
electromobility. In addition, the very variable
network charges from over 800 distribution net-
work operators lead to differing investment con-
ditions for rapid charging infrastructure in dif-
ferent regions.

- Smart Charging and Vehicle to Grid: The origi-
nally attempted reform of Section 14a of the Ger-
man Energy Industry Act (EnWG) via the draft
for the "Flexible appliances Act" (Steuerbare-
Verbrauchseinrichtungen-Gesetz, SteuVerG)
would have been counterproductive for electric
car owners as they would have been affected by a
binding electricity limitation under certain cir-
cumstances. At the same time, it fails to enable
the essential flexible tariffs for sector coupling,
i.e. the introduction of Smart Charging. In the
long-term, bidirectional charging is important for
sector coupling.

- Carsharing: The Charging Station Ordinance
(Ladesdulenverordnung, LSV) and the German
Federal Government charging guidelines do not
take any account of the development of charging
infrastructures for station-based carsharing on
public land. What is more, under the Carsharing
Act and the regional carsharing legislation, local
authorities only assign parking spaces to a car-
sharing provider for a maximum of eight years.
The contracts that local authorities conclude with
charging infrastructure operators sometimes run
for up to 20 years. This means a lack of planning
security and a hurdle for the development and
operation of charging infrastructure for a partic-
ularly useful type of car use.

The proposal is based on, for example:

Agora Verkehrswende (2021): Unternehmens-Lade-
sdulen fiir alle Fille. Wie Bund und Ldnder den Aus-
bau der Ladeinfrastruktur fiir Elektromobilitdt an
Unternehmens-- und Wohnstandorten voranbrin-
gen konnen

Regulatory Assistance Project/ Agora Verkehrs-
wende/Agora Energiewende (2021): Ladeblockade
Netzentgelte. Wie Netzentgelte den Ausbau der
Schnellladeinfrastruktur fiir Elektromobilitdt ge-
fdhrden und was der Bund dagegen tun kann

Agora Verkehrswende/Agora Energiewende/ Regu-
latory Assistance Project (2021): Stellungnahme zum
Entwurf des Steuerbare-Verbrauchseinrichtungen-
Gesetz (SteuVerG)

32 Expand the rail network

The rail network will be expanded with the aim of
doubling passenger numbers and achieving a 25 per
cent share of freight traffic. Funding will be provided
for technologies for digitalization, automation and
electrification of rail transport and additional load -
ing and unloading facilities will be created for freight
transport across the country.

Background:

The aim is to double public transport by 2035 com-
pared to 2016. For the railway network this means
an increase of 70 per cent for passenger transport
and 50 per cent for freight by 2030. Besides a rapid
acceleration in the development of the rail infra-
structure, this requires support for technologies for
digitalization, automation and electrification as well
as additional loading and unloading facilities across
the country.
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Regulation proposal:

The clear shift of transport onto the railways will
take place by orientating the infrastructure towards
the "Deutschlandtakt" — a clock-face timetable for
the whole of the country - and the system train
paths for freight transport included there. The Ger-
man Federal Government allocates at least EUR 3
billion annually for new and upgraded lines. The
Federal Transport Infrastructure Plan will prioritize
investment in the rail infrastructure (cf. Item 34).

Technologies for digitalization, automation and elec-
trification of rail transport will be given more fund-
ing and accelerated. Additional loading and unload-
ing facilities will be created for freight transport
across the country. The Federal financial resources
required for this will be earmarked at an adequate
level over a number of years.

The train path prices for freight transport and parts
of passenger transport will be permanently reduced
so as to cover the fixed infrastructure costs. The
Federal Government will close the resulting gaps in
the infrastructure funding, thus obtaining better op-
portunities for quality control.

Explanation:

In order to achieve a major shift in freight and pas-
senger transport demand in favor of rail, railways
must offer an attractive alternative to road in the
eyes of their (potential) users. The crucial elements
both for passenger and freight transport are primar-
ily price, availability, reliability and flexibility.

The key factor for the improvement of rail transport
up to 2030 is the gradual implementation of the
"Deutschlandtakt" program. This aims to synchro-
nize long-distance and local transport so as to enable
a train service with short connection times. This will
shorten journey times and make passenger access to
rail and the public transport system easier. By

developing what are known as system train paths,
Deutschlandtakt is also improving rail freight
transport.

There is an increase in efficiency of the rail infra-
structure thanks to the faster roll-out of the digital
train control system ETCS to the infrastructure and
rolling stock, as well the electrification of routes
which previously required diesel locomotives.

Additional rail links across the country, multimodal
transshipment facilities and terminals for combined
transport as well as increasing electrification of
freight wagons and fitting them with automatic cou-
plings will shorten the loading, shunting and
transport times for rail freight.

The proposal is based on, for example:

KCW GmbH (2019): Railmap 2030 — Bahnpolitische
Weichenstellungen fiir die Verkehrswende (Langfas-
sung). Study on behalf of Agora Verkehrswende

33 Improve local public transport (LPT)

Local public transport will be improved with the aim
of doubling passenger numbers by 2035 at the latest.
This requires a joint effort from the Federal Govern-
ment, federal states and local authorities who are re-
sponsible for local services. The aims include an in-
crease in attractiveness, particularly through fast
and coordinated connections, as well as a switch to
buses and trains with zero emission drives.

Background:

The transport sector climate goals and a sustainable
transport transition mean that an increasing share of
transport services will need to be performed by
buses and trains. This requires a doubling of passen-
ger numbers in the medium-term. In future local
public transport should account for a considerable
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share of the transport that is currently done by pas-
senger cars, particularly in urban areas and for com-
muter traffic. Local public transport routes in inner
cities are already often overloaded with the existing
services. In more rural areas, the local public
transport system first has to become established as
an alternative to the private car, along with carshar-
ing and car-pooling schemes. However, local public
transport companies and their operating authorities
are under major cost pressures, not least due to the
slump in passenger numbers during the Covid-19
pandemic. This makes it harder to expand services.

Regulation proposal:

The Federal Government will take on a greater share
of the operating costs of the local public transport
system. The regionalization funds instrument will be
used to enable operating cost subsidies for buses and
trams (with the focus on regional transport) in fu-
ture. The financial resources need to increase along
with the additional funding objects.

A revision of the Municipal Transport Financing Act
(Gemeindeverkehrsfinanzierungsgesetz, GVEG) will
facilitate investments in railway station surround-
ings and the bus infrastructure. Routes to stations
will also be taken into account. The quality of re-
gional stations and tram terminus stations will be
improved by developing safe footpaths and cy-
cleways and bicycle storage facilities. In regions
where the development of railways is not a feasible
option, the infrastructure for high-class and rapid
regional bus services should become eligible for
funding. In order for the growing investment oppor-
tunities not to adversely affect existing project plans,
the agreed increase in financial assistance for 2025
should be brought forward.

Explanation:

Direct responsibility for expanding services in LPT
rests with the federal states and local authorities.
However, in the current financial situation, not all
regions will be able to afford a public transport cam-
paign at the necessary pace. Additional support from
the Federal Government is therefore necessary.

There are already two proven instruments with
which the Federal Government can support the re-
gions, these being the Municipal Transport Financ-
ing Act (Gemeindeverkehrsfinanzierungsgesetz) for
expanding the infrastructure and the Regionaliza-
tion Act (Regionalisierungsgesetz) for the running
costs. The proposed expansion of the funding objects
with corresponding increase in funds offers several
benefits: the pace of developing the services will be
increased.

The improved services can be financed without in-
creasing fares for passengers. The focus will be re-
moved from the railways to a certain extent, without
the planned rail projects being put at a disadvantage.
Greater attention will be given to the approach
routes to stations that are so important for ac-
ceptance and journey times. Faster bus services and
a suitably efficient bus infrastructure can quickly
lead to improvements in areas where railways will
not be available in the foreseeable future. This will
enable busy commuter routes between cities and
their rural surroundings to be better managed.

34 Plan sustainable transport infrastructure

The Federal Transport Infrastructure Plan (FTIP) will
be adapted to the requirements of a climate-neutral
Germany in 2045. The review of the requirements
plan set for December 2021 will be used to introduce
areorientation. Priority will be given to maintaining
the substance of the transport infrastructure. The
available budget resources will be primarily used for
expanding the rail network. The review of the
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requirements plan will be completed in 2023. In
2024 the expansion legislation will be adapted for
the different modes of transport.

Background:

The Federal Transport Infrastructure Plan represents
an important planning instrument for infrastructure
in the area of roads, rail and water. Although
transport is a major contributor to greenhouse gas
emissions, the FTIP is not aimed at the legally pre-
scribed climate goals but is based on the historical
traffic volume without a distinction according to en-
vironmental damage. In addition, the Federal
Transport Infrastructure Plan is not a legally binding
instrument. Nevertheless, it has a large practical im-
pact and, with a term of 15 years, it sets the trend for
the medium- to long-term infrastructure develop-
ment.

Regulation proposal:

In order to formulate the Federal Transport Infra-
structure Plan which is currently very focused on
road development to be more climate friendly and
take account of environment policy, a realignment
will be implemented during the upcoming review of
the requirements plan in December 2021. The re-
quirement plans in the current Federal Transport In-
frastructure Plan will be evaluated on the basis of the
new climate change objectives: structural mainte-
nance will be given precedence over expansion and
new construction. The available budgetary resources
will be used primarily for the expansion of the rail
network. If bottlenecks in the road network are pre-
dicted, the expansion of parallel railways will be ex-
amined. The review will be concluded by 2023 so
that the expansion legislation of the different modes
of transport can be adapted in 2024 based on the re-

View.

Explanation:

The FTIP, which in itself is not binding, will develop
binding force via the expansion legislation based on
it. The upcoming reviews of the requirements plan
are an opportunity for a revision of the FTIP. Based
on the new climate change objectives, the current
requirement plans will be evaluated and adapted us-
ing clear and binding criteria.

The proposal is based on:

Becker Biittner Held (2021): Der Bundesverkehrs-
wegeplan. Status Quo, Reformbedarf und Anderungs-
mdglichkeiten. Legal opinion on behalf of the Stif-
tung Klimaneutralitdt and Agora Verkehrswende

35 Abolish environmentally damaging
privileges for air transport

Financial privileges for air transport will be re-
moved. Aviation Tax (Luftverkehrsteuer) rates will
be raised to the level of the value added tax rate of 19
per cent. At EU-level, the German Federal Govern-
ment will advocate a tax on jet kerosene under the
EU Energy Tax Directive and the removal of the free
allocation of certificates in the EU ETS for internal
European air transport.

Background:

Aviation is the most harmful form of travel for the
climate. GHG emissions from aviation have risen
steeply over the last 20 years while total greenhouse
gas emissions in Germany have fallen significantly
from 1990 to 2019. Notwithstanding this, aviation
enjoys exemption from numerous taxes and levies
compared to other modes of transport such as rail
and road as well as other sectors. The national budget
misses out on billions as a result. This affects the fol-
lowing areas in particular: 1. While other modes of
transport (for example road and rail transport) are
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subject to energy taxes, aviation is exempt from en-
ergy taxation. 2. Value added tax at the rate of 19 per
cent is currently only levied on domestic flights in
Germany. There is no VAT payable on cross-border
flights between two countries within the EU nor on
international flights to non-EU countries, which are
responsible for around 94 per cent of the emissions
from air transport. 3. The EU Emissions Trading
Scheme only covers internal European flights. In ad-
dition, 85 per cent of the certificates are allocated
free of charge and only 15 per cent auctioned. In or-
der to reach the climate neutrality targets, this privi-
leged treatment must be removed.

Regulation proposal:

In order to compensate the lost value added tax on
international flights, the Aviation Tax in the three
existing distance classes will be raised to the level of
the VAT rate of 19 per cent of the average ticket price
and a distinction made between economy and busi-
ness class. The tax will be extended to incoming
flights. This requires an examination of how the
Aviation Tax can be offset against the existing ticket
levies of other states. The Aviation Tax will be ex-
tended to air cargo. An assessment will be made of
how high the tax levels need to be in order to com-
pensate the lost VAT on international freight, and
these will then be introduced in stages.

At European level, under the current reform of the
EU Energy Taxation Directive, efforts will be made
towards introducing an EU-wide taxation of kero-
sene on internal European flights at the level of the
minimum tax rate of 33 cents/liter. As part of the
upcoming revision of the EU ETS Directive, work
will be started towards ending the free allocation of
certificates and auctioning all certificates. The cap
for aviation will be adjusted to the new EU climate
goal for 2030. Parallel to this, the inclusion of non-
CO; effects will be initiated through systematic
monitoring.

Explanation:

In order to remove the existing privileges of the avi-
ation industry in terms of energy- and climate-re-
lated levies, there is a range of options at national
and European level whose implementation varies in
terms of effectiveness and practically. An extension
of VAT to cross-border flights is technically and po-
litically difficult to implement as, amongst other rea-
sons, this would require a change to the EU VAT Di-
rective and the agreement of all EU member states.

Replacing the lost VAT on cross-border air transport
by an increase in Aviation Tax can be quickly imple-
mented and is legally admissible. The implementa-
tion is not dependent on either a change in the law at
European level nor on bilateral aviation agreements.
Increasing the Aviation Tax which compensates the
exemption on VAT generates a considerable sum of
lost budgetary revenue, which will be required for
the transformation of the economy - including the
aviation sector — towards climate neutrality.

In parallel the ongoing reform processes to the EU
Energy Taxation Directive and the EU Emissions
Trading Directive should be used to remove the cur-
rent privileged treatment for energy taxation and
CO; pricing.

The proposal is based on:

Siemons, Anne et al. (2021): Options for regulating
the climate impacts of aviation. Study by the
Oko-Institut on behalf of the Stiftung Klimaneutral-
itat

36 Support local authorities for the mobility
transition in towns and cities

Initial changes to road traffic legislation will be made
via an immediate action program. The regulatory
purpose of road traffic legislation will be expanded
and in future will include climate and environmental
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protection, health protection, the safety of all road
users and support for sustainable urban develop-
ment. The scope for action by local authorities will be
expanded. They will obtain better options for con-
trolling the traffic according to their own objectives,
re-allocating public spaces and giving weaker road
users priority.

Background:

Up until now, road traffic law has put passenger car
traffic center stage. This applies to both the Road
Traffic Act (Strallenverkehrsgesetz, StVG) and the
Road Traffic Regulations (Strallenverkehrsordnung,
StVO) as well as to subordinate regulations. This leg-
islation deals with a regulatory law limited in scope
to averting dangers. Under case law, its aim is to en-
sure the "safety and smooth flow" of traffic. There is
no basis in it for an overall regulation in terms of
controlling road traffic. Aspects such as the protec-
tion of the environment, climate and health are
missing or are at least not central aims of the body of
legislation. Even the last 2020 amendment to the
StVO did not question the overall orientation of road
traffic law. The necessary transformation of the
transport system is not possible with these legal pro-
visions.

Regulation proposal:

The regulatory purpose of the road traffic law will be
expanded and will in future include: 1. the safety of
all road users; 2. the protection of the climate, envi-
ronment and health and 3. urban development. The
scope of activity for local authorities in shaping the
mobility transition will be expanded. A revision of
Section 45 StVO will make it easier in future for local
authorities to take measures to reallocate public
space and to boost sustainable transport (such as the
certification of cycle paths).

Explanation:

Success in reducing transport-related greenhouse
gas emissions will only be achieved when mobility
behaviour changes - in favour of a mobility network
(LPT, walking and cycling, complemented by sharing
services such as carsharing and ride-pooling). Local
authorities play an important role in expanding the
mobility network as many planning decisions can
only be sensibly made at local level.

In accordance with the current legal situation and
particularly the general condition of Section 45 of
the StVO, measures may essentially only be taken
when they serve the smooth flow of the traffic.
Added to this is the structural alignment of Road
Traffic law towards car traffic. A holistic decision
based on climate and environmental protection, sus-
tainable urban development and attention to partic-
ularly vulnerable groups is not actually wanted.

In order to meet the requirements of environmen-
tally friendly urban planning and traffic manage-
ment as well as health and safety, there is a need for
clearer and more conclusive regulations in the road

traffic law at Federal Government level.

The proposal is based on:

Becker Biittner Held (2021): Sofortprogramm Mobi-
litdtswende. Stdrkung kommunaler Handlungsmég -
lichkeiten im Straflenverkehrsrecht. Legal opinion on
behalf of the Stiftung Klimaneutralitit and Agora
Verkehrswende

37 Introduce maximum speeds throughout
the country

The maximum speed on all German motorways will
be set to 130 km/h and in built-up areas to 30 km/h.
Local authorities can deviate from this rule in special
circumstances and prescribe a speed limit of 50 in
built-up areas.
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Background:

The Road Traffic Regulations (StVO) regulate maxi-
mum speeds in and outside built-up areas. Up to
now, deviations from these locally restricted maxi-
mum speeds could only be mandated through road
signs. In contrast, there is no maximum speed for
motorways, but only a non-binding recommended
maximum speed of 130 km/h. Germany is one of
only a few countries in the world without a general

speed restriction on motorways.

Regulation proposal:

Under the Road Traffic Regulations, a maximum
speed of 130 km/h will be introduced on all German
motorways. The maximum speed in built-up areas
will be set to 30 km/h. In justified exceptions a 50
km/h speed limit may be allowed.

Explanation:

Motorized road traffic is responsible for 94 per cent
of greenhouse gas emissions in the transport sector.
By introducing a general speed limit for passenger
cars on German motorways, CO; emissions from
road traffic will be reduced quickly and without any
notable additional costs. The risk of serious acci-
dents will be reduced and the sense of safety of all
road users increased.

Reducing the maximum speed in built-up areas in-
creases safety for pedestrians and cyclists who are
particularly at risk from the excessive speed of mo-
torized traffic. The change in the law will also pro-
vide an opportunity to reduce the "forest of road
signs".

The proposal is based on:

Becker Biittner Held (2021): Sofortprogramm Mobi-
litdtswende. Stdrkung kommunaler

Handlungsméglichkeiten im StrafSenverkehrsrecht.
Legal opinion on behalf of the Stiftung Klimaneutra-
litat and Agora Verkehrswende

38 Establish climate neutrality in the
building sector

All funding programs, building energy efficiency law
and property management for federally owned
buildings will be systematically directed towards the
aim of climate neutrality by 2045. This also applies
to the Administrative Agreement between the Ger-
man Federal and State Governments on urban devel-
opment and to social housing development.

Background:

Along with urban development, the building sector
plays a key part on the route to climate neutrality. By
2030 the current annual quantity of emissions of
120 million tons of COzq4 needs to fall to 65 million
tons of COgeq (Study Towards a Climate-Neutral Ger-
many by 2045) or 67 million tons of CO, (Draft Cli-
mate Change Act 2021). In order to reach this goal, by
2030 the use of heating oil must be at least halved,
the use of natural gas reduced by over 40 per cent
and the share of renewable heat increased to at least
40 per cent. The annual renovation rate must be in-
creased to 1.6 per cent. However, there are already
indications that, without additional measures, the
previous sectoral targets for 2030 will be missed -
despite the introduction of CO; pricing for fossil
fuels and an improvement in the funding conditions
for motor vehicles, market incentives and renova-
tion programs. This applies even more to the new
higher target levels.

Regulation proposal:

The aim of climate neutrality by 2045 will be estab-
lished in the Building Energy Efficiency Act
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(Geb&udeenergiegesetz, GEG). All funding programs,
property management for federal buildings and ad-
ministrative agreements between the German Fed -
eral Government and the federal states on urban de-
velopment funding and social housing must be
directed towards this. In addition, grants in the Fed-
eral Funding for Efficient Buildings (Bundesférder-
ung fir effiziente Gebdude, BEG) program will be cut
for heating systems run on fossil fuels that are not
operated to a significant degree on renewable ener-
gies. In addition, administrative agreements on so-
cial housing and urban development funding will be
designed to be environmentally friendly and coordi-
nation meetings quickly set up with the federal
states.

Explanation:

In order to make progress with decarbonizing the
building sector and at the same time safeguarding
the economic viability of the transformation process,
it must be ensured that all the specified instruments
and programs are committed to the aim of climate
neutrality. This is important because the building
sector is very slow to respond due to long investment
cycles. Heating systems installed now will in general
only be replaced in 20 years or more. If these are run
on fossil fuels, they not only cement medium- and
long-term structures that are harmful to the climate
but require infrastructures (for example, gas pipes)
that will no longer exist in a climate-neutral future
or will only be able to be operated uneconomically
due to the declining number of users. Misplaced in-
centives and therefore stranded assets as well as
lock-in effects must be prevented and the heat tran-
sition designed to be socially acceptable. In 2020 the
German Federal Government provided funding to the
federal states of EUR one billion for the construction
of social housing. However, up to now the Govern-
ment has not laid down energy and climate change
mitigation criteria for this sector, and for urban de-
velopment this has only happened at an inadequate
level. The German Federal Government should in

future call for nationally unified strict climate
change mitigation criteria when allocating financial
resources to the federal states.

The proposal is based on:

Agora Energiewende (2021): Ein Gebdudekonsens
fiir Klimaneutralitdt. 10 Eckpunkte wie wir bezahlba-
ren Wohnraum und Klimaneutralitdt 2045 zusam-
men erreichen

Oko-Institut/Hamburg-Institut (2021): Agenda
Widrmewende 2021. Study on behalf of the Stiftung
Klimaneutralitiat and Agora Energiewende

39 Raise energy standards for new
and old buildings

In the Building Energy Efficiency Act (Gebdudeener-
giegesetz, GEG) the energy requirement for new
buildings from 2024 is specified as the level "Effi-
ciency house 40". After this date it will no longer be
permitted to install heating systems that use fossil
fuels. The GEG lays down increased energy effi-
ciency requirements for any significant alterations
to existing buildings; replacement building compo-
nents must conform to the target level of an "Effi-
ciency house 70". The installation of heating systems
operated with fossil fuels in detached or semi-de-
tached houses is likewise not permitted after 2024.
Exceptions will be permitted in special cases.

Background:

The Building Energy Efficiency Act (GEG) regulates
the minimum energy requirements for new and ex-
isting buildings. However, the current provisions of
the GEG are insufficient to achieve the required re-
duction targets in the building stock. While the GEG
requirement level for new buildings currently corre-
sponds to the KfW standard of Efficiency house 70,
the requirements for existing buildings have
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scarcely changed over the last ten years. For exam-
ple, the so-called "140 per cent rule" still relates to
the new build level in the German Energy Savings
Act (Energieeinsparverordnung, EnEV) of 2009. This
results in the situation where a complete renovation
already meets the requirements of the GEG when the
building achieves a minimum standard that is
around 85 per cent worse than a comparable new
build. What is more, other exemptions prevent reno-
vation cases from being set in motion, both in terms
of the external envelope as well as the heating sys-
tem, something which further delays the phase-out
of fossil fuels in the heat supply.

Regulation proposal:

The goal of climate neutrality will be established in
the GEG. From 2024, installation of heating systems
run on fossil fuels will no longer be permitted in new
and old buildings. From 2024 the "Efficiency House
40" level will apply to new buildings while renova-
tions in and of old buildings will be to the "Efficiency
House standard 70". The energy performance certif-
icate will be designed to be legally admissible.

Explanation:

In view of the longer investment cycles in the build-
ing sector, the standards for energy efficiency reno-
vation must be more ambitions, and heating systems
need to be replaced more quickly than previously.
Clear regulatory provisions will help to limit the nec-
essary price level in the Fuel Emissions Trading Act,
thus making an important contribution to social
compatibility and acceptance. In order to establish
climate neutrality, the GEG must play a greater part
in the instrument mix for decarbonizing the building
sector than is currently the case. The GEG therefore
needs to be further developed so as to trigger more
renovation cases, both for the building envelope and
for replacement of heating systems so that, for in-
stance, fossil heating systems that currently

dominate the heating market can be rapidly replaced
by heat pumps or local and district heating connec-
tions. This requires a revision of the renovation pro-
visions in terms of the trigger conditions, the re-
quirement level and the exceptions for existing
buildings.

The proposal is based on:

Agora Energiewende (2021): Ein Gebdudekonsens
flir Klimaneutralitdt. 10 Eckpunkte wie wir bezahlba -
ren Wohnraum und Klimaneutralitdt 2045 zusam-

men erreichen

Oko-Institut/Hamburg-Institut (2021): Agenda
Widrmewende 2021. Study on behalf of the Stiftung
Klimaneutralitiat and Agora Energiewende

40 Expand and further develop
building subsidies

Twelve billion euros per annum will be provided for
funding climate-neutral new buildings and building
renovation. In future, compliance with the legal re-
quirements will form an explicit part of the funding
framework.

Background:

InJanuary 2020 the funding conditions for building
funding programs were considerably improved. In
2021 funding programs for energy efficiency and
renewable energies in the building sector were also
restructured through the Federal Funding for En-
ergy-Efficient Buildings (Bundesforderung fir effi-
ziente Gebdude, BEG). In future, when regulatory law
is systematically aimed at climate neutrality and
funding is only granted for standards that meet the
targets, building owners must not be left alone with
the associated (higher) costs. In future funding prac-
tice needs to be directed more to economic necessity
and less to regulatory law. This would mean that
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measures prescribed under the regulations would
also be eligible for funding. A similar link already ex-
ists between regulatory law and funding in the area
of tax depreciation of renovation measures in listed
buildings. The authorities responsible for the protec-
tion of historical monuments dictate how a building
is to be renovated and which measures are not per-
mitted (for example, no exterior insulation on listed
building facades, but instead the considerably more
expensive interior wall insulation). As a compensa-
tion for the restrictions (and additional costs) this
entails, the owners affected can set the costs against

tax.

Regulation proposal:

Twelve billion euros per annum will be provided for
funding climate-neutral new buildings and building
renovation. In future, compliance with the legal re-
quirements will be explicitly part of the funding
framework so that statutory standards at the level of
the proven funding shortfall for achieving profitabil -
ity are eligible for funding. The BEG will also imple-
ment differentiated support which, depending on the
rent level, the proportion of low-income households
or other defined indicators, will enable additional
funding for buildings in difficult situations. All
grants will be focused solely on measures that are
compatible with the target of climate neutrality by
2045

Explanation:

Funding of energy efficiency and renewable ener-
gies in buildings can make an important contribu-
tion to decarbonization of the heat supply if designed
appropriately. The reorientation of the principle of
support and regulate, which in the building sector up
to now has tended to be interpreted as support or
regulate, provides important renovation incentives
and increases the acceptance of more stringent pro-
visions in the building stock. It enables building

owners to gain funding for the renovation work re-
quired by regulatory law and provides incentives for
renovation that meets the targets. For this reason,
the efficiency requirement for standards in the
Building Energy Efficiency Act should be socially
designed and directed towards the climate neutrality
goal as well as the actual damage costs of EUR
195/ton CO,. The changeover to the BEG plus the in-
crease in funding for non-residential buildings as
well as in the rented housing stock makes the in-
strument more important as funding is no longer
limited to private home owners.

The proposal is based on:

Agora Energiewende (2021): Ein Gebdudekonsens
fiir Klimaneutralitdt. 10 Eckpunkte wie wir bezahlba-
ren Wohnraum und Klimaneutralitdt 2045 zusam-
men erreichen

Oko-Institut/Hamburg-Institut (2021): Agenda
Widrmewende 2021. Study on behalf of the Stiftung
Klimaneutralitdt and Agora Energiewende

41 Make renovation roadmaps obligatory

Building-specific renovation roadmaps will be given
more weight as an advisory instrument. Setting up
renovation roadmaps will become mandatory with a
change in the owner or a new tenancy agreement. A
minimum energy efficiency standard will be intro-
duced so that existing buildings with the worst en-
ergy efficiency amongst the commercial property
are renovated quickly. These renovations will be
funded separately.

Background:

On the route to climate neutrality a crucial factor in
the building sector is to increase the renovation rate
of currently around 1 per cent to 1.6 per cent by 2030
and at the same time to ensure that the renovations
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are undertaken in compliance with the objectives.
Not every home owner is in a position to manage a
full renovation of the whole building at short notice.
It is often sensible to carry out the renovation in
stages. The renovation roadmap provides an indi-
vidualized advisory instrument for the home owner
that ensures compliant renovation and avoids excess
financial burdens. In Germany around 280,000 ex-
isting buildings change owner per year. In addition,
around 280,000 buildings are inherited per year. In
the detached and semi-detached house segment
there are around 250,000 new lettings per year.
Renovation decisions are made in most of the
above-named cases, so a change of ownership and
new lettings are appropriate points for setting up a
renovation roadmap. The example of the Nether-
lands also shows that the introduction of Minimum
Energy Performance Standards (MEPS) for existing
buildings can contribute to increasing the renova-
tion rate. In this case owners are obliged to under-
take renovations by a particular deadline or mile-
stone, such as the sale of the house or the
replacement of a fossil fuel boiler.

Regulation proposal:

In the case of a transfer of ownership (sale or inher-
itance) of a building, the buyer or inheritor and
therefore new owner is obliged to submit an individ -
ual renovation roadmap for the building by a specific
deadline. This obligation does not apply if only one
flat in a multi-family house changes ownership. A
similar regulation applies in the case of the reletting
of detached and semi-detached houses. In this case
the tenant is obliged to submit an individual renova-
tion roadmap. Implementing the proposed measures
in the individual building renovation roadmap is
voluntary, although for larger-scale alterations, the
renovation obligations in accordance with the
Building Energy Efficiency Act apply.

In addition, a minimum energy efficiency standard
will be introduced so that existing buildings with the

worst energy efficiency amongst the commercial
property are renovated quickly. These renovations
will be funded separately.

Explanation:

Compared to an energy performance certificate, the
individual renovation roadmap has the advantage
that, besides the survey of the actual condition, it
defines coordinated renovation stages for the af-
fected building that lead to an energy efficiency level
corresponding to the ambitious KfW efficiency
house standard 70. The proposed introduction of the
obligation would increase the demand for an indi-
vidual renovation roadmap by around 200,000
cases per year. This corresponds to more than ten
times the number of renovation roadmaps requested
in 2020. This guidance would have a large impact:
for the current on-site advisory sessions, four out of
five result in at least one material renovation meas-
ure. Even if the implementation rate for an obliga-
tory renovation consultation were lower, the meas-
ure would significantly increase the demand for
renovation measures.

The introduction and gradual implementation of ob-
ligatory minimum energy efficiency standards in
the commercial property sector contributes —
through the setting of a target and endpoint, accom-
panied by flexibility options and socio-political
support - to renovation of commercial buildings and
therefore significantly to raising the overall renova-
tion rate. As building classification will be measured
via the energy performance certificate in particular,
this must be further developed to be legally admissi-
ble.

The proposal is based on:

Agora Energiewende (2021): Ein Gebdudekonsens
flir Klimaneutralitdt. 10 Eckpunkte wie wir bezahlba -
ren Wohnraum und Klimaneutralitdt 2045 zusam-
men erreichen
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Oko-Institut/Hamburg-Institut (2021): Agenda
Widrmewende 2021. Study on behalf of the Stiftung
Klimaneutralitit and Agora Energiewende

42 Provide CO; price relief to tenants

From 2023 it will no longer be permitted to pass on
the costs arising from CO, pricing under the Fuel
Emissions Trading Act (Brennstoffemissionshan-
delsgesetz, BEHG) to tenants, so that landlords have
an incentive to carry out energy efficiency renova-
tions and switch to zero CO; heating systems. Legal
conditions will be created for a gradual expansion of
all-inclusive rents for new and existing tenancies in
order to further strengthen this incentive.

Background:

The specific framework conditions in the building
sector such as long investment cycles, low price
elasticity and the distribution of the incentives be-
tween landlords and tenants lead to the situation
where effective climate protection in the building
sector can only be achieved with a broad mix of in-
struments. The CO; price is a key instrument in this
mix. A higher CO, price stimulates investment in cli-
mate-neutral heating systems and other measures
for building renovation. In Germany, however, over
40 per cent of the population live in rented accom-
modation. As, under the regulations in force, heating
costs are borne by the tenants, CO, pricing does not
produce a direct incentive for landlords to renovate
their properties. Tenants can themselves only make
alimited contribution to CO, reduction by adapting
their heating behavior. There is a danger that the
landlord-tenant dilemma will increase due to CO;
pricing because tenants are penalized more heavily
but have very little opportunity to make savings.
This is a problem especially for low-income house-
holds.

Regulation proposal:

From 2023, the costs resulting from CO; pricing
should no longer be transferred to tenants. For local
heating systems such as single-storey heating sys-
tems or in rented detached houses, an appropriate
tenants' reimbursement requirement from the land-
lord will be introduced. The legal conditions will be
created for a legally admissible definition and a
gradual expansion of all-in rents for new and exist-
ing rental agreements. As part of the revision of the
EU Energy Efficiency Directive, approval will be
given for all-in rents with the option of tempera-
ture-based billing. It will then be possible to adjust
the Heating Costs Ordinance (Heizkosten-
verordnung) so that all-in rents will be set as stand-
ard for new rental agreements.

Explanation:

The costs associated with decarbonizing the housing
stock must be allocated in a socially fair manner. Re-
stricting the right to apportion the CO, pricing will
address the issue that the decision to implement en-
ergy efficiency modernization measures usually lies
with the building owner, while the costs incurred
through CO, pricing are borne by the tenants under
the current legal situation. In order to provide an in-
centive for landlords for energy efficiency renova-
tion and conversion to zero CO; heating systems, and
for CO; pricing as a climate policy instrument in
rented buildings to develop a steering effect, these
costs should no longer be able to be transferred to the

tenants.

The inefficiencies that arise from the landlord -ten-
ant dilemma could be further removed with the in-
troduction of all-inclusive rents. Temperature-in-
dexed all-in rents have the advantage that tenants
only pay for a specific temperature in the flat and
therefore have an incentive to use less electricity. If
the heating costs are included in the rent, then land-
lords will try to reduce their heating and CO; costs, as
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each cost reduction generates an additional monthly

income, which can be used to refinance the measure.

It is then not possible to adjust the all-in rent due to
rising energy or CO; prices or modernization
measures put in place. The higher the CO, prices, the
more economical the measures become. In this way
CO; pricing can also develop a dynamic on the rental
market.

The proposal is based on:

Agora Energiewende (2021): Ein Gebdudekonsens
flir Klimaneutralitdt. 10 Eckpunkte wie wir bezahlba -
ren Wohnraum und Klimaneutralitdt 2045 zusam-

men erreichen

Agora Energiewende/Universitédt Kassel (2020): Wie
passen Mieterschutz und Klimaschutz unter einen
Hut?

Oko-Institut/Hamburg-Institut (2021): Agenda
Widrmewende 2021. Study on behalf of the Stiftung
Klimaneutralitat and Agora Energiewende

43 Lower the modernization allocation

The modernization levy for energy efficiency reno-
vation will be lowered to 1.5 per cent. In future,
grants do not have to be deducted from the appor-
tionable costs, thus remaining with the building
owner ("thirds model").

Background:

With the current form of the modernization alloca-
tion in accordance with the German Civil Code (Biir-
gerliches Gesetzbuch, BGB), Section 559(1), after car-
rying out energy efficiency modernization measures
described under Section 555b, landlords can increase
the annual rent by eight per cent of the costs in-
curred. The level of the allocatable costs is therefore

determined solely by the costs of the measure and is
independent of the energy savings achieved by the
measure. Moreover, there is only a limited incentive
forlandlords to take up grants as the grant must be
subtracted from the allocation to the tenants. There
is therefore only a limited incentive for landlords to
invest in ambitious renovation measures and in ad -
dition, the modernizations often do not result in en-
ergy savings that offset the costs for all-in rents.

Regulation proposal:

The revision of the modernization levy includes
three components (“thirds model”): first the modern-
ization levy is reduced to 1.5 per cent, whereby, con-
trary to the current regulation, grants must not be
deducted from the allocatable costs. In addition, the
funding conditions for targeted grants will be im-
proved (subsidy share for efficiency house 55 (EH
55) up to 40 per cent and for individual measures up
to 30 per cent) along with elimination of non-tar-
geted funding objects (EH 85, 100, 115 and subsidies
for fossil fuel boilers). Finally, undue hardship will be
alleviated through the provision of public resources,
for example if energy efficiency modernization
causes a significant and undue increase in the all-in
rent for tenants.

Explanation:

The reduction in the modernization levy contributes
to relief for tenants when energy efficiency modern-
ization measures are implemented. At the same time,
through the significant reduction in refinancing op-
portunities, it creates an incentive for landlords to
take up grants. Changing the funding conditions as
well as the phasing out of grants for non-target-
compliant measures will ensure that the measures
undertaken meet the objectives.
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The proposal is based on:

Agora Energiewende (2021): Ein Gebdudekonsens
flir Klimaneutralitdt. 10 Eckpunkte wie wir bezahlba -
ren Wohnraum und Klimaneutralitdt 2045 zusam-

men erreichen

Ifeu-Institut (2019): Sozialer Klimaschutz in Miet-
wohnungen. Short expert report on the socially and
climate-compatible allocation of the costs for energy
efficiency modernization in the housing stock

Oko-Institut/Hamburg-Institut (2021): Agenda
Widrmewende 2021. Study on behalf of the Stiftung
Klimaneutralitiat and Agora Energiewende

44 Introduce compulsory municipal
heat planning

Following the example of Baden-Wiirttemberg, all
federal states will be obliged to introduce compul -
sory municipal heat planning for all the larger local
authorities. Seasonal heat accumulators and the lim-
ited potential of biomass and green hydrogen must
be included in the plans.

Background:

Local authorities and city councils have a key role to
play in decarbonizing the building sector. With the
help of heat plans at municipality level they can en-
sure that both investment decisions for buildings as
well as decisions on infrastructure development in
neighborhoods, city districts and whole towns follow
an overriding strategy that links the goal of climate
neutrality to heat supply measures. This is all the
more important because, by 2045, heating will have
had to undergo a fundamental transformation. By
2030, around six million heat pumps will be installed
and 220,000 flats will be connected to the district
and local heating supply annually in order to meet
the ban on heating systems run on fossil fuels in both

new and existing buildings. This requires both an
acceleration of the expansion of the network-based
heat supply while simultaneously planning and
monitoring the dismantling of the local gas grid.

Local authority heat plans have been successfully
developed in European countries for years, espe-
cially in Denmark, Switzerland and Austria. In Ger-
many there has so far been no national obligation to
establish them. The German Constitution (Section
85, clause 1 (7)) prohibits the Federal Government
from delegating functions directly to the municipali-
ties. At federal state level, the Land Baden-Wirt-
temberg has, with the help of a climate change act,
obligated large district towns and municipal districts
to submit municipal heat plans by 31 December
2023, while the Free and Hanseatic City of Hamburg
created a climate change act itself in 2020 along the
lines of the Climate Change Act 2020.

In order to ensure that all local authorities success-
fully plan and implement the technology and infra-
structure transformation that accompany the energy
transition, the Federal Government must hold all
federal states responsible for undertaking heat plan-
ning in their area of authority. The federal states can
either do this themselves or entrust this task to the
local authorities or regional planning associations

via their own state legislation.

Regulation proposal:

Following Baden-Wi{rttemberg's example, the fed-
eral states will be legally obliged to introduce binding
heat planning for all larger local authorities. Seasonal
heat accumulators and the limited potential of bio-
mass and green hydrogen must also be considered in
the plans. The funds provided by the Federal Gov-
ernment can only be used for measures and technol-
ogies that fit with the transformation strategies de-
tailed in the heat plan and the goal of a climate-
neutral building stock. Local authorities will be ena-
bled to transfer local heat networks to public hands
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and to determine the content of municipal heat plans
to be legally binding under external law.

Explanation:

The heat transition in the building sector is charac-
terized by very long investment cycles (for example
for heat, electricity and gas distribution networks) as
well as by the need to convince many millions of
house owners to retrofit their heating systems. With
the help of analyses of the building stock and poten-
tial as well as formulating target scenarios, town and
municipal authorities can produce concepts and
plans to guide the transformation process towards a
climate-neutral heat supply. Municipal heat plans
supply the framework for a series of local authority
taxation instruments, such as the identification of
priority areas for expanding district heating and
building renovation, securing sites for such things as
seasonal heat stores and determining gas withdrawal
areas while taking account of the limited potentials
of biomass and green hydrogen.

The proactive identification of green collective heat
districts and of areas with anticipated climate-neu-
tral individual heating solutions (especially heat
pumps), creates planning security for both compa-
nies and building owners and guarantees the intelli-
gent, resource-saving and cost-efficient conversion
of the local authority and regional heat supply by
2045 while at the same time ensuring public ac-
ceptance for the goals of the energy transition.

The proposal is based on:

Agora Energiewende (2021): Ein Gebdudekonsens
flir Klimaneutralitdt. 10 Eckpunkte wie wir bezahlba -
ren Wohnraum und Klimaneutralitdt 2045 zusam-

men erreichen

Oko-Institut/Hamburg-Institut (2021): Agenda
Widrmewende 2021. Study on behalf of the Stiftung
Klimaneutralitat and Agora Energiewende

45 Funding serial renovation

A one-off EUR 10 billion funding program will her-
ald the market introduction of industrial energy ef-
ficiency renovation (Energiesprong). In order to meet
the lack of skilled tradespeople, new apprenticeships
will be introduced at the interface between trades,
planners and architects, and support given for re-
training.

Background:

The renovation requirements and incentives set by
the Federal Government will only produce an impact
if the measures are implemented quickly and there is
enough skilled labour. Besides boosting trades, serial
renovation offers great potential for achieving a cli-
mate-neutral building stock. In the Netherlands, for
example, houses are renovated within a few weeks
to a zero-energy standard according to the Ener-
giesprong principle with the help of prefabricated
fagade panels in combination with heat pumps and
solar roof panels. However, the structure of privately
owned buildings is much more diverse in Germany.
Energy efficiency renovation is often technically
and financially complex. The difficulty in generating
large volumes could be a reason why Germany has
not so far succeeded in achieving large-scale effects
with projects based on the Energiesprong concept.
Serial renovation in Germany lacks market-readi-
ness although there is an Energiesprong potential of
five million flats.

In addition, increasing the statutory requirements
stimulates a structural transformation in the build-
ing sector. While most of the 750,000 boilers in-
stalled per year have so far been for fossil fuels, in
future it will mainly be heat pumps. In addition, the
aim is to connect 220,000 flats annually to the dis-
trict heating supply by 2030 and 340,000 by 2045.
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Regulation proposal:

To meet the lack of skilled tradespeople, new skilled
occupations will be introduced at the interface be-
tween trades, planners and architects. The skills
shortage will be mitigated by individual measures
such as transformation short-time working benefit,
the increase and alignment of training allowances,
reaching new target groups by adapting sectoral leg-
islation and retraining programs as well as attractive
further education and training opportunities.

A EUR 10 billion funding program will provide in-
centives for the development of cost-reducing seri-
ally -produced renovation components. A risk fund
will support companies and start-ups that provide
digitalized, highly process-optimized trade services.
Preconfigured high quality elements will be defined
for standardizable components and put out to tender
in different lots.

Explanation:

Building renovations should not be seen as a purely
individual task for building owners but also as a task
for the whole of society. Around 19 million residen-
tial buildings in Germany require to be renovated of
which many do not come under the care of profes-
sional housing companies. For these projects this
means that there is generally no detailed information
on energy efficiency and heat supply technologies,
funding programs or the markets for energy, build-
ing and trade services. It is important to support all
the trades involved in renovating a house, so that the
regulatory provisions can be complied with and the
funding used efficiently. Government must send out
reliable signals in order to motivate the companies
operating in Germany to develop the skills and (digi-
tal) processes necessary for serial renovation. The
Federal Government is accelerating the development
of standardized house and efficiency technology at
cost-effective prices by means of a one-off EUR 10
billion funding program. This includes the

development of prefabricated package solutions such
as heating systems for multiple family dwellings and
prefabricated fagcade units that combine insulation,
heating and ventilation components. Bundling the
needs of public buildings generates additional econ-
omies of scale and investment incentives for compa-

nies.
The proposal is based on:

Agora Energiewende (2021): Ein Gebdudekonsens
fiir Klimaneutralitdt. 10 Eckpunkte wie wir bezahlba-
ren Wohnraum und Klimaneutralitdt 2045 zusam-

men erreichen

Deutsche Energie-Agentur (2021): NetZero- Stan-
dard nach dem Energiesprong-Prinzip

Oko-Institut/Hamburg-Institut (2021): Agenda
Widrmewende 2021. Study on behalf of the Stiftung
Klimaneutralitdt and Agora Energiewende

46 Increase incentives for heat pumps

Heat pumps are a key technology for the heat transi-
tion. Funding and restructuring of the levies, fees
and payments on electricity make the installation
and operation of a heat pump almost as cheap nowa-
days as oil or gas heating. They will therefore be-
come cost-effective and efficient standard solutions
in new buildings and for detached and semi-de-
tached houses in the building stock when, in 2024,
the installation of new fossil fuel heating systems is
no longer legal except in special cases.

Background:

Heat pumps are central to decarbonizing the building
sector. In order for the change to zero CO, heating
technologies to succeed, the share of living space
heated with a heat pump needs to increase to around
24 per cent by 2030 (approx. 6 million heat pumps)
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and to 60 per cent by 2045 (approx. 14 million heat
pumps). In addition to the broad ban on installing
fossil heating technologies in the building energy ef -
ficiency law (see Item 39), for heat pumps to become
established alongside district heating as the pre-
ferred environmental and economical heating tech-
nology for detached and semi-detached houses and
multiple family dwellings in new build and the hous-
ing stock, levies, taxes and fees on the electricity
price must be systematically reduced and more flex-
ibly designed as quickly as possible. Currently the
price for the electricity required for operating heat
pumps is just under four times as much as the price
for heating oil and natural gas due to differences in
taxation. This represents a massive distortion of
competition in favor of gas heating at the expense of
heat pumps.

Regulation proposal:

The competitive distortions at the expense of heat
pumps will be ended. The restructuring of the levies,
fees and charges (particularly the Renewable Energy
Sources Act, the CHP levy, electricity tax and net-
work charges) means that the electricity used for op-
erating heat pumps will be more economical. The
funding programs for heat pumps will also be de-
signed in such a way that the use of heat pumps in
the building stock is also financially attractive and
economies of scale will drive down costs. The broad
ban on installing fossil fuel heating systems in the
building energy efficiency law then creates a dy-
namic and cost-effective market ramp-up for heat
pumps.

Explanation:

Up until now the market share of fossil heat genera-
tors has been around 85 per cent. The phasing out of
fossil fueled natural gas and oil heating will result in
renovation of the heating systems. The high electric-
ity prices in comparison to fossil fuels resulting from

levies and fees, puts heat pumps at a disadvantage
and prevents the necessary rapid roll-out and in-
stallation of heat pumps in the building stock. While
the broad ban on installing heating systems run on
fossil fuels will create a clear increase in the demand
for heat pumps, particularly in detached and semi-
detached houses, this will have to be backed up by a
reform of the cost structures. Besides a clear and
constantly rising CO; price, the electricity price
components — particularly the EEG and CHP levies -
must be reduced and made more dynamic so that us-
ing heat pumps represents the most economic form
of heat supply, not only in new buildings but also in
(partially) renovated buildings. In order to enable a
flexible control and operation adapted to the supply
of fluctuating electricity generation, the funding re-
quirements for heat pumps must also be gradually
adapted to the requirements (for example, control
systems, heat stores).

The proposal is based on:

Agora Energiewende (2021): Ein Gebdudekonsens
fiir Klimaneutralitdt. 10 Eckpunkte wie wir bezahlba -
ren Wohnraum und Klimaneutralitdt 2045 zusam-

men erreichen

Oko-Institut/Hamburg-Institut (2021): Agenda
Widrmewende 2021. Study on behalf of the Stiftung
Klimaneutralitdt and Agora Energiewende

47 Introduce nutrient accounting

Nutrient accounting will be introduced at individual
farm level in order to limit balance surpluses. This
will be supported by a future tax on mineral nitro-
gen.

Background:

In Germany, over half the emissions of reactive ni-
trogen compounds come from agriculture. This
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results in many negative environmental impacts in
relation to the quality of surface waters and ground -
water, biodiversity, the quality of breathing air and
greenhouse gas emissions. Nitrous oxide in particu-
lar (N0) is a powerful greenhouse gas. In order to re-
duce the emissions of reactive nitrogen compounds,
nutrient cycles need to be more efficiently closed.
The main approach to this is the fertilizing policy.
This is currently aimed particularly at conservation
goals for water bodies and does not contribute
enough to the necessary improvement in the utiliza-
tion of nitrogen and reduction of surpluses in agri-
culture. The present German Fertilizer Ordinance
(Dingeverordnung) is the result of decades of politi-
cal refusal to initiate effective measures to reduce
nitrogen surpluses in agriculture. The existing regu-
lations have little effect and are not specific enough.

Regulation proposal:

Nutrient accounting will be introduced at individual
farm level (farm gate accounting or nutrient flow ac-
counting). In future 1. a reliable, transparent and ver-
ifiable (e.g., evidence-based) balance calculation will
be required; 2. adequately ambitious nitrogen bal-
ances including binding milestones for achieving the
German sustainability strategy (max. 70 kg N/ha)
will be defined; and 3. legally secured access to data
on the substance flows of relevance for nitrogen bal-
ances guaranteed to the monitoring authorities.

A nitrogen tax will be introduced to support this
system in the form of a quantity-related purchase
tax on the nitrogen content of mineral fertilizers, in-
itially with a moderate tax rate (50 cents/kg nitro-
gen). The tax on synthetic nitrogen is charged in the
retail trade. Revenue will be fed back to support en-
vironmentally -compatible agricultural conversion
(innovation funds, refund model).

Explanation:

Nutrient flow accounting offers a major opportunity
for understanding and assessing the nutrient flows
into and out of the farm more accurately, in order to
effectively reduce surpluses in the farms and in the
entire agricultural sector. Its implementation will be
supported by the establishment and utilization of a
systematic digital accounting log. The inability to
check fertilizer quantities casts doubt on every at-
tempt to regulate fertilizer levels, irrespective of
whether this is to be done via the assessment of fer-
tilizer demand or the material flow balance. How-
ever, implementing it in its entirety requires some
preparation time.

The accompanying introduction of a nitrogen tax
will take immediate effect. It functions as a kind of
"safety belt" in case of further delays for balancing
and limiting balance surpluses. If the accounting is
not carried out thoroughly, the tax should be raised
further.

A tax on nitrogen would also have positive effects on
other sustainability factors. It would lead to an in-
crease in growing leguminous plants, more crop ro-
tations and a reduced application of fungicides (due
to less dense crops) as well as incentives for the bet-
ter spatial distribution of organic fertilizers.

The proposal is based on:

Grethe, Harald et al. (2021): Klimaschutz im Agrar-
und Erndhrungssystem Deutschlands: Die drei zent -
ralen Handlungsfelder auf dem Weg zur Klimaneut-
ralitdt. Expert report on behalf of the Stiftung Kli-
maneutralitét.

48 Increase VAT on animal products
The privileged treatment of animal products in rela-

tion to VAT will be ended. In future animal products
will be subject to the standard rate of 19 per cent. The
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additional revenue will be used to support climate-

friendly agriculture.

Background:

The production of plant-based food is significantly
more resource-efficient than the production of food
based on animal products. The latter require more
agricultural acreage, create significantly higher GHG
emissions per nutritional unit and have other nega-
tive environmental effects, such as on water and air
quality. Around 58 per cent of agricultural land in
Germany is used for animal feed production. Ger-
many also imports large quantities of animal feed
that comes from environmentally damaging manu-
facture. Reducing GHG emissions from animal pro-
duction through technological improvements alone
is not sufficient to guarantee an adequate contribu-
tion by agriculture to implementing the climate
change objectives. The necessary reduction in GHG
emissions from livestock farming therefore requires
a significant reduction in the amount of food of ani-
mal origin produced and consumed in Germany.

Regulation proposal:

The reduction in the production and consumption of
animal products will be achieved via a broad mix of
instruments. Raising awareness about the links will
support informed decision-making: price incentives
will target consumption and better labelling will
strengthen consumer sovereignty. The German
Value Added Tax Act (Umsatzsteuergesetz) will be
changed so that in future the basic rate of 19 per cent
will be payable on animal products. The additional
revenue will be used to support climate-friendly ag-
riculture. To achieve long-term stable changes, sup-
port will be given to educational programs in nurse-
ries and schools along with sustainable catering.
Moreover, a government climate label for foodstuffs
will provide consumers with clear information on
the climate impact of their consumer choices.

Explanation:

In Germany a reduction in the consumption of ani-
mal products has been recommended for a long time
by numerous scientific committees, including vari-
ous advisory boards of the German Federal Ministry
of Food and Agriculture (BMEL). In relation to human
health, there are clear indications of a link between
the consumption of processed meat products or red
meat and the occurrence of some types of cancers.
The German Nutrition Society (Deutsche Gesell -
schaft fiir Erndhrung, DGE) recommends that current
consumption levels should be reduced by half.

In terms of the animal welfare situation in Germany,
the minimum requirements of current livestock
management are deemed unsatisfactory, both from
society's viewpoint as well as that of animal welfare.
Reducing overall animal numbers as part of im-
proved livestock management would produce syner-
gies with climate protection.

The specific GHG emissions per product or nutri-
tional unit are higher for animal products than plant
ones. In terms of the acreage per capita requirement,
it is clear that our type of diet cannot be transferred
to the whole world. Ultimately, reducing the num-
bers of domestic livestock by limiting the require-
ments for feed acreage opens up a higher level of
freedom for further developing land use for climate
protection.

The proposal is based on:

Grethe, Harald et al. (2021): Klimaschutz im Agrar-
und Erndhrungssystem Deutschlands: Die drei zent -
ralen Handlungsfelder auf dem Weg zur Klimaneut-
ralitdt. Expert report on behalf of the Stiftung Kli-
maneutralitat.
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49 Develop a future vision for livestock farming

Along-term sustainable vision for livestock farming
will be developed in cooperation with livestock
farmers, trade and consumer associations. The aim
for the future is fewer animals, improved animal
welfare, stable incomes and good food.

Background:

Although the necessity of reducing consumption and
production of animal products is already the subject
of socio-political debate, so far there has been a great
reluctance to act both amongst policy makers and in
the sector. Examples of this are the recommenda-
tions of the Kompetenznetzwerk Nutztierhaltung
(2021) (Network of expertise on livestock farming)
that focuses on a significant increase in animal wel -
fare but envisages constant numbers and does not
address the necessary reduction. Although the
BMEL's livestock farming strategy (2019) puts for-
ward technological optimization options, it likewise
fails to address the necessary reduction of consump-
tion and production. The fundamental truth is that
we need a long-term plan for livestock farming in
Germany. This includes not only society's agreement
on the issue of how animals should be kept (animal
welfare, environmental effects) but also on the issue
of how many and which animals should be kept in
future in Germany from a broad sustainability view-
point and what consumption volumes match this.
Clear policy goals and sustainable perspectives are
necessary in order to provide those involved with
orientation for future investments.

Regulation proposal:

Along-term plan for livestock farming in Germany

will be developed by means of a large-scale commu-
nication process.

Explanation:

Climate neutrality cannot be achieved without a
drastic reduction of emissions in agriculture. This
will inevitably have fundamental effects on agricul -
tural products and production structures. Agricul -
ture is in any case under increasing pressure to
transform in relation to other sustainability aspects.
The restructuring process required on various
grounds must be understood and shaped as a task for
society.

The proposal is based on:

Grethe, Harald et al. (2021): Klimaschutz im Agrar-
und Erndhrungssystem Deutschlands: Die drei zent-
ralen Handlungsfelder auf dem Weg zur Klimaneut-
ralitdt. Expert report on behalf of the Stiftung
Klimaneutralitat.

50 Develop a peatland conservation strategy

As peatlands used for agriculture are responsible for
alarge proportion of the greenhouse gas emissions
by agriculture, a peatland protection strategy will be
developed. This will pursue the aim of extensive re-
wetting by 2045 and the environmentally friendly
economic use of the rewetted peatlands.

Background:

Organic soils used for agriculture (peatlands and
mires) account for around 1.3 billion hectares and
therefore just under eight per cent of the agricultural
acreage of Germany. Drained areas emit around 41
million tons of COzq per year. This equals around 40
per cent of the entire GHG emissions from agricul-
ture and agricultural land use, even if these emis-
sions are largely not counted in the national climate
goals. In view of the large contribution by drained
peatlands to the total GHG emissions from agricul-
tural land use, a very extensive re-wetting program
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is economically extremely sensible. After re-wet-
ting, the current conventional agricultural use of
these areas is no longer possible. In view of climate
change objectives and the very high emissions from
drained peatland soils, new more sustainable forms
of land use must be developed on the affected areas.

Regulation proposal:

The aim of almost complete re-wetting of the organic
soils currently used for agricultural (peatlands and
mires) by 2045 is politically established. There will
be a gradual transition process that will begin with
positive incentives and voluntary participation.
However, in the medium- and long-term, peatland
conservation will be compulsory through emission
pricing and planning instruments. There will also be
greater investment in creating economic options for
"wet use" (photovoltaics, paludiculture). Financial
incentives in the initial phase will make use of a na-
tional peatland conservation fund or the Joint Task
for the Improvement of Agricultural Structures and
Coastal Protection. Through the peatlands conserva-
tion strategy, the targets will be adapted to different
regional conditions, funding secured, the institu-
tional basis for peatland conservation strengthened
and data collection improved. The peatland conser-
vation strategy will include a package of measures
with incentive systems as well as planning and reg-

ulatory components.

Explanation:

The rewetting of peatland currently used for agricul-
ture is a long-term task for the whole of society that
requires clear aims and cooperation with land own-
ers, residents and users of peatland areas. A staged
and long-term strategy with clear communication of
the aims is important to: 1. be credible in terms of
climate policy; 2. prevent further bad investments;
provide incentives for research and development on
the wet utilization of organic soils as well as

utilization of suitable biomass; allow adequate time
for agricultural adaptation and 5. have enough time
for the staged use of instruments that will clearly
benefit those "pioneers" who respond quickly. This is
necessary for the acceptance of rewetting in the af-
fected areas.

One important aspect of the discussion about the
economic prospects of the affected areas relates to
the options for the "wet use" of restored peatlands.
Up until now, methods for a "wet agriculture", what
is known as paludiculture (for example sphagnum
moss, reeds, reedmace and alders), have been at the
forefront. They could become increasingly interest-
ing economically in future in view of new options for
using these materials (building materials, insulation).
However, considerable investment in research and
development of "wet agriculture" is necessary as well
as in processing structures and a corresponding
cluster formation.

These areas can also be used for generating renewa-
ble energies, especially photovoltaics (cf. Item 14).

The proposal is based on:

Grethe, Harald et al. (2021): Klimaschutz im Agrar -
und Erndhrungssystem Deutschlands: Die drei zent-
ralen Handlungsfelder auf dem Weg zur Klimaneut-
ralitdt. Expert report on behalf of the Stiftung Kli-
maneutralitat.
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