SPECIAL REPORT 11/2026 EN

Innovation Fund

High potential, but slow progress and little impact
on emissions reduction

EUROPEAN
COURT
OF AUDITORS




Contents

Paragraph

01-15
01-06

07-15

16-66
16-36
16-20
21-24
25-29

30-36

37-52
38-40
41-44
45-47
48-52

53-66

56-60

61-64
65-66

Main messages
Why this area is important

What we found and recommend

A closer look at our observations

The Innovation Fund covers specific funding needs and emerging
EU priorities, but the level of available resources is uncertain

The Innovation Fund targets specific funding needs, but its objectives partially
overlap with those of other funding sources

Funding is conditional on results, with disbursement anticipated at financial
close

The Commission steered Innovation Fund resources without a structured
analysis

Uncertainty leads to the accumulation of financial resources

Projects face delays, and one in five has failed

One in five initially awarded projects cancelled — so far

Postponed deadlines and delays in project implementation are common
Selection processes were generally timely and well documented

Project maturity was assessed positively, but projects face delays and

cancellations

Early indicators show poor results in terms of greenhouse gas
emissions reductions

Projects delivered the intended technologies, but smaller reductions in
greenhouse gas emissions

Greenhouse gas avoidance potential may be overstated

The Innovation Fund portfolio has delivered lower-than-anticipated results



Annexes
Annex | — About the audit
Annex Il - Financial overview of the Innovation Fund (30 June 2025)

Annex Il — Overview of project status, Innovation Fund support and call
year

Annex IV - Evolution of the weighting of award criteria
Annex V — Assessment of maturity criterion in the 2020 call

Annex VI — Assessment of projects visited on the spot
Abbreviations

Glossary

Replies of the Commission

Timeline

Audit team



Main messages

Why this area is important

01 The EU Emissions Trading System (ETS) — a market-based mechanism for regulating
emission rights —is the cornerstone of the EU's climate policy and its key tool for reducing
greenhouse gas emissions in a cost-effective way. The Innovation Fund complements the
ETS by supporting targeted investments in innovative technologies with the potential to
significantly reduce greenhouse gas emissions, including low- and zero-carbon techniques
and processes. Such technologies have the potential to contribute significantly to the
decarbonisation of key sectors within the EU economy.

02 The Innovation Fund is financed by the sale of ETS allowances. The Commission expects to
generate about €40 billion based on the sale of 530 million ETS allowances for the period
2020 to 2030 (Figure 1).


https://climate.ec.europa.eu/eu-action/carbon-markets/eu-emissions-trading-system-eu-ets_en

Figure 1 | Innovation Fund
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Source: ECA, based on DG CLIMA website.

03 Support for innovation, research and investment in critical technologies and strategic
sectors, might significantly increase under the proposed multiannual financial framework
(MFF) for 2028-2034. This is reflected in the Commission’s proposal of €451 billion for the
establishment of a major new European Competitiveness Fund (ECF), which will
complement the Innovation Fund. The ECF is expected to more than double EU funding for
competitiveness and research compared to the 2021-2027 period.

04 The Commission Directorate-General for Climate Action (DG CLIMA) is responsible for the
overall implementation of the Innovation Fund. The European Climate, Infrastructure and
Environment Executive Agency (CINEA) is responsible for managing the grant agreements
and organising calls for proposals. The European Investment Bank (EIB) is responsible for
the sale of ETS allowances and the management of Innovation Fund assets.

05 We carried out this audit because the Innovation Fund is important to the EU's
decarbonisation efforts as well as the EU’s competitiveness in clean technologies and its
efforts to scale up their development. We consider it vital to assess whether the significant
amount of funding allocated to the Innovation Fund was delivering relevant results. We
expect that our audit will contribute to the assessment of the Innovation Fund and identify
areas for improvement. As the ECF is being designed, the lessons emerging from the
evaluation of the Innovation Fund can provide relevant inputs to funds designed in the


https://climate.ec.europa.eu/eu-action/eu-funding-climate-action/innovation-fund/what-innovation-fund_en
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52025PC0571&qid=1753801194712
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52025PC0571&qid=1753801194712
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52025PC0555R%2801%29&qid=1754057198136
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52025PC0555R%2801%29&qid=1754057198136
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new multiannual framework, and thus inform the governance, implementation approach,
and overall effectiveness of the ECF.

The objective of the audit was to assess whether the Innovation Fund is helping to scale up
innovative demonstration projects which contribute effectively to the EU's decarbonisation
objectives. In particular, we assessed whether its design adequately addressed funding
needs and ensured the availability of resources, whether the projects were effectively
selected, assessed and implemented, and whether it contributes effectively to the EU's
decarbonisation objectives. Our audit covered the period from 2020 to June 2025. We
obtained audit evidence from the Commission, CINEA and the EIB. We interviewed project
applicants and grant beneficiaries, and we visited seven projects in Denmark, Germany,
Spain (2), France (2) and Italy. For further background and details on the scope and
methodology of the audit, see Annex |.

What we found and recommend

We found that the Innovation Fund promotes large-scale innovative technologies.
However, it is not delivering the expected level of reductions in greenhouse gas emissions.

The Innovation Fund targets pre-commercial demonstration activities within the sectors
covered by the ETS Directive, particularly for large-scale projects, for which few alternative
sources of funding were available at the time of its design. The Innovation Fund was
devised as a complement to other funding sources. The objectives of RePowerEU partially
overlap those of the Innovation Fund; this reduces complementarity and makes the
available sources of funding less clear. See paragraphs 16 to 20.

Under the Innovation Fund, grants are disbursed when milestones are reached. These
must include a project's financial close (when beneficiaries complete the project’s planning
and start construction) and its entry into operation, as well as a verification of the actual
reduction in greenhouse gas emissions that the project has delivered. Therefore, funding is
conditional on the delivery of results; the Commission has little flexibility in the way it
administers financing and disbursement under the Fund. See paragraphs 21 to 24.

The Commission has been adapting calls for proposals (and their budgets) to
accommodate emerging policy priorities, without a structured analysis covering the
technologies’ potential for greenhouse gas emission reductions and their contribution to
the EU’s industrial and strategic objectives. We found examples of divergence between
priority-setting and industry response. See paragraphs 25 to 29.
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>> Recommendation 1

Establish a structured analysis to guide the allocation of Innovation
Fund resources

The Commission should ensure that decisions on the allocation of resources to
decarbonisation pathways and emerging policy priorities are guided by a structured
and forward-looking analysis of the technological landscape. This analysis should
consider the evolution of both mature and breakthrough innovative technologies.

Target implementation date: 2027

The sources of funding of the Innovation Fund are inherently volatile, because they are
linked to the ETS's auctioning system. There is no mechanism to ensure a minimum level of
financial resources for the Innovation Fund, which leads to uncertainty as to the level of
resources that will ultimately be available for calls. This, together with the long-term
nature of the projects, has led to significant amounts of assets being accumulated for
long periods of time. Even though the changes introduced in 2023 reduced the need for
this accumulation, by the end of June 2025, the Innovation Fund had accumulated around
€12.3 billion that was available for projects. Actual payments to projects amounted to
€331.8 million (2.7 % of the total amount and less than 1 % of the expected budget of the
Fund). % %See paragraphs 30 to 36.

>> Recommendation 2

Examine additional measures to contribute to the faster deployment
of funds

Taking into account the long-term nature of the projects financed by the Innovation
Fund, the Commission should consider additional measures to improve the budgetary
planning of calls for proposals and with a view to allowing funds to be deployed
earlier. This should contribute to achieving faster results and reduce the accumulation
of assets. Such measures should be applicable for the period after 2030, follow a
careful risk analysis of the Fund’s exposure to the evolution of the carbon market, and
be based on reasonable expectations on project termination.

Target implementation date: 2030
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The Commission applies the selection criteria required by the Regulation, and the
processes are generally timely and well documented. The Commission selected these
projects based on a positive assessment of project maturity by independent experts during
the selection phase, but a significant number of projects face delays, and one in five fails
before entering operation. The Commission has little scope for flexible interpretation of
the requirements for financial close based on its own assessment of the complexity or the
size of funded projects. See paragraphs 37 to 52.

The projects that we visited had been successful in supporting the development of
innovative technologies. However, all but one of them had delivered smaller-than-
expected reductions in greenhouse gas emissions. For projects in operation, the part of
financial support based on the reduction in greenhouse emissions is established and
disbursed according to the verification of the results, which typically take place in the first
three or five years of project implementation (the monitoring period). The period used for
verifying actual reductions of greenhouse gas emissions is short compared to the overall
ten-year reference period used for the assessment of emission avoidance potential at
project selection. See paragraphs 53 to 60.

A decisive factor for the selection of Innovation Fund projects is potential reduction in
greenhouse gas emissions: it is used to assess two of the five award criteria. The
methodology for calculating reductions in greenhouse gas emissions has evolved over time
owing to limitations that the Commission has identified. This calculation is a theoretical
exercise, and may lead to overoptimistic expectations; this may have an impact on project
selection. See paragraphs 61 to 64.

>> Recommendation 3

Improve project assessment and address delays and cancellations

The Commission should:

(@) improve project evaluation methods to allow a more accurate assessment of
potential reductions in greenhouse gas emissions, and of both financial and
technological maturity of projects;

(b) assess the need for increased flexibility regarding the requirements and the
timing of financial close and the period for the verification of reductions in
greenhouse gas emissions.

Target implementation date: 2028



https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:02019R0856-20231121

15 The contribution of the Innovation Fund to reductions in greenhouse gas emissions falls far
short of the Commission's overall estimates. By December 2024, projects within the
Innovation Fund portfolio were expected to achieve a reduction in emissions equivalent to
0.59 million tonnes of CO,. However, by that deadline, the Fund had only achieved 5 % of
the expected amount of reduction. Overall, the Innovation Fund portfolio has delivered
lower-than-anticipated results. See paragraphs 65 and 66.
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A closer look
at our observations

The Innovation Fund covers specific funding
needs and emerging EU priorities, but the level of
available resources is uncertain

The Innovation Fund targets specific funding needs, but its
objectives partially overlap with those of other funding
sources

The Innovation Fund was devised to meet the funding needs of projects which seek to
develop innovative technologies that are not yet commercially viable without support. The
Fund is one of a number of EU instruments aimed at supporting such projects. To ensure
that EU funds are used effectively, the Commission should seek synergies between these
instruments. EU funding instruments should complement each other in targeting low-
carbon energy-demonstration projects®, and overlaps should be avoided.

We checked whether the Innovation Fund had been successful in targeting a stage in the
technology development cycle where few sources of funding are available to
demonstration projects: the "valley of death" (Figure 2). We also analysed whether the
Innovation Fund had provided continuity to previous research or demonstration projects
financed by EU or member state funds.

L Article 10a(8), 11th, 12th and 13th paragraphs of the ETS Directive and special report 24/2018,
recommendations 1 and 4.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02003L0087-20240301
https://www.eca.europa.eu/en/publications?did=47082
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Figure 2 | The role of the Innovation Fund in the technology development

cycle
Technology Innovation Fund
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research

Note: The "valley of death" is the critical phase in the development cycle when new technologies often
struggle to obtain the funding to complete a full-scale demonstration.

Source: ECA, based on various European Commission documents.

18 As shown in Figure 2, we found that the Innovation Fund is positioned to complement
existing EU research funding instruments such as Horizon Europe and LIFE. The relevance
of the Innovation Fund within the EU funding landscape is generally well recognised. Its
goal of targeting large-scale innovative demonstration projects for which financing is not
easily available is widely understood, and companies and industrial associations recognise
that there is no equivalent at EU or national level. For three of the seven projects we
visited, the Innovation Fund had provided continuity of funding to previous member state
or EU-funded research and demonstration projects, demonstrating synergies with other
funding schemes (see example in Box 1).

Box 1

Example of project demonstrating synergies with other funding
schemes

The main objective of Project TOPSOEC was to build the world’s first industrial-scale
solid oxide electrolysis cell (SOEC) stack module factory. At the time of our visit, the
project was about to start operations.

The project is a scaled-up version of an existing pilot production facility for first-
generation solid oxide fuel cell stacks (SOFC — later converted into SOEC production).
This facility had been partly financed by the EU funding through the LIFE programme
(Project DEMO SOFC).


https://realize-project.eu/wp-content/uploads/2025/06/D7.4_Advice_Design_IF_v5-online.pdf
https://realize-project.eu/wp-content/uploads/2025/06/D7.4_Advice_Design_IF_v5-online.pdf
https://climate.ec.europa.eu/news-other-reads/news/topsoec-fuelling-europes-renewable-hydrogen-ambitions-energy-efficient-electrolyser-components-2024-09-30_en
https://webgate.ec.europa.eu/life/publicWebsite/project/LIFE06-ENV-DK-000226/development-and-demonstration-of-manufacturing-and-operation-of-clean-and-efficient-power-generation-based-on-solid-oxide-fuel-cells
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This project TOPSOEC illustrates the positioning of the Innovation Fund in the EU’s
funding landscape, as it provides continuity to previous EU-funded research and
demonstration projects at a significantly higher scale.

19 The EU funding landscape has significantly changed since the design of the Innovation
Fund. The EU’s response to the COVID-19 outbreak in 2020 led to the adoption of various
stimulus measures, notably the Recovery and Resilience Facility. Following Russia’s invasion
of Ukraine in 2022, the EU launched the REPowerEU Plan and partly financed it under the
Recovery and Resilience Facility. REPowerEU is intended to achieve energy savings,
diversify energy supplies and produce clean energy as put forward in the member states’
Recovery and Resilience Plans, thereby reducing and ultimately eliminating the EU’s
dependency on fossil fuels.

20 The objectives of REPowerEU partially overlap with those of the Innovation Fund. This
creates a risk of competition between funding sources if member states include measures
addressing REPowerEU objectives within their Recovery and Resilience Plans which could
also benefit from the Innovation Fund. We identified one case where the beneficiary
decided to replace approved Innovation Fund support with support from a national
scheme funded under that member state’s Recovery and Resilience Plan, as it judged that
national support to be more attractive (because of higher funding rates) and convenient
(as funds are disbursed earlier) than the Innovation Fund (see example in Box 2).

Box 2

Example of a project replacing Innovation Fund support

The pilot competitive bidding process that the Commission launched in 2023 resulted
in the award of a grant worth €230 million from the Innovation Fund to produce
480 000 tonnes of renewable hydrogen between 2029 and 2039.

In April 2025, the beneficiary requested the termination of the grant. Among other
reasons, it stated that the specifications of the grant agreement were inflexible (entry
into operation of an electrolyser capacity of 500 megawatts in September 2029), and
that financing was available elsewhere on more flexible terms. The project had
obtained €245 million within the framework of its member state's Recovery,
Transformation and Resilience Plan, which was financed under REPowerEU.


https://commission.europa.eu/topics/energy/repowereu_en
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Funding is conditional on results, with disbursement
anticipated at financial close

The financing and disbursement model used by the Innovation Fund should be adequate
to support innovative demonstration projects of a considerable size, which involve a level
of risk?. We analysed the legal framework defining the financing and disbursement model
applicable to Innovation Fund. We also checked whether the Innovation Fund took into
consideration the recommendations made in our special report 24/2018 on carbon
capture, which focused on the Innovation Fund’s predecessor for 2012-2020, the New
Entrants’ Reserve 300 (NER 300).

We found that the Innovation Fund builds on the lessons learned from NER 300, which
used a payment-upon-delivery model under which funding was only provided once the
projects commenced operations. At the time, we concluded that the funding approach
used for NER 300 was failing to fully meet the risk-reducing and financing needs of
demonstration projects>.

The ETS Directive sets out the level of support and the basic financing and disbursement
model to be used by the Innovation Fund. The Innovation Fund Regulation stipulates that
grants are to be disbursed based on milestones (financial close, start of operations), and
on verification of the actual avoidance of greenhouse gas emissions (Figure 3). The
Commission has little flexibility in the way it administers this model. In particular, it cannot
extend financial close beyond the four-year limit set out in legislation, even if it deems this
to be justified based on the degree of innovation of the technology concerned. This
contributed to the number of projects terminated before completion (paragraph 52).

2 Article 10a(8), 12th paragraph of the ETS Directive and special report 24/2018,
recommendations 1 and 4.

3 Special report 24/2018, paragraph 65.


https://www.eca.europa.eu/en/publications?did=47082
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02003L0087-20240301
https://www.eca.europa.eu/en/publications?did=47082
https://www.eca.europa.eu/Lists/ECADocuments/SR18_24/SR_CCS_EN.pdf
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Figure 3 | Innovation Fund financing and disbursement model
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at least
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avoidance avoidance

Source: ECA, based on DG CLIMA’s website.

24 Like NER 300, the Innovation Fund maintains a focus on the delivery of results. Unlike
NER 300, however, it allows part of a grant to be disbursed when beneficiaries complete
the project planning; in other words, at financial close. In addition, the Innovation Fund has
a higher funding rate of 60 %, compared with 50 % for NER 300. During our interviews with
project applicants and beneficiaries, we confirmed that the modified funding approach,
together with the increased funding rate, had made the Innovation Fund more attractive
for project promoters.

The Commission steered Innovation Fund resources without a
structured analysis

25 The Commissions expects that Innovation Fund resources reach about €40 billion
(paragraph 02). To appropriately allocate the fund resources to projects contributing to the
Innovation Fund objectives, as defined in the ETS Directive, the Commission should have a
consistent overall strategy in place. A structured analysis, drawn up in close cooperation
with stakeholders (for example industrial sectors, clean-tech providers, financial
institutions, research organisations), should be applied consistently when designing and
implementing calls for proposals and competitive bidding. We reviewed the general
documentation concerning the design and implementation of calls for applications and
competitive bidding processes implemented under the Innovation Fund, including the
allocation of Innovation Fund funding to specific technological areas and sectors.


https://climate.ec.europa.eu/eu-action/eu-funding-climate-action/innovation-fund/what-innovation-fund_en#award-criteria
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26 The ETS Directive and the Innovation Fund Regulation set out the technological sectors
(energy intensive industries; renewable energies; energy storage; carbon capture, use, and
storage; net-zero mobility and buildings) which are eligible for Innovation Fund support.
Within these sectors, the Commission has discretion to allocate available Innovation Fund
resources to specific technological areas or topics.

27 We identified specific examples of divergence between priority-setting and industry
response. Until 2022, the Commission applied sector neutrality in its calls for proposals,
splitting the budget only according to project size (small-scale and large-scale projects).
However, since the launch of REPowerEU in that same year, the Commission began to
design calls for proposals (and their budgets) to accommodate emerging policy priorities.
Specific examples of this shift include the definition of specific call topics in relation to the
European Hydrogen Bank, the Net Zero Industry Act, and the EU’s industrial policy on
batteries. We found no evidence of the Commission having adopted a specific strategy or
carried out a structured analysis supporting the allocation of Innovation Fund resources to
these emerging priorities. We also found that industry’s response to the calls related to
these policy priorities was low (see examples in Box 3).

Box 3

Examples of divergence between priority-setting and industry response

The European Hydrogen Bank was created to help achieve the REPowerEU’s target to
produce 10 million tonnes of renewable hydrogen in the EU by 2030. The Innovation
Fund allocated €2 billion to the competitive bidding calls for the production of
renewable hydrogen published in November 2023 and December 2024. The response
to these calls fell from 132 proposals in 2023 to 61 in 2024, reflecting diminishing
interest in support from the Innovation Fund in this sector.

The Commission proposed in March 2023 the adoption of a Net Zero Industry Act with
the goal of reaching 40 % EU manufacturing capacity for key strategic net-zero
technologies and their key components by 2030. The Innovation Fund calls for
proposals for 2023 and 2024 included specific topics on clean-tech manufacturing,
with a combined budget of €2.1 billion allocated to supporting projects for
manufacturing innovative clean-tech components for hydrogen production and
consumption, renewable energy, and energy storage. The Commission received

94 proposals and accepted 85 of them. However, only 36 reached the minimum
scores defined in the call. The Commission selected all but 5 of these proposals. While
the Commission awarded all of the available budget, the competitive character of the
process was diminished.

Finally, on 6 December 2023, the Commission announced that the Innovation Fund
would provide €3 billion over three years to incentivise investments in the EU’s


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52023DC0156
https://single-market-economy.ec.europa.eu/publications/net-zero-industry-act_en
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L_202401735
https://ec.europa.eu/commission/presscorner/detail/en/statement_23_6404
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manufacturing capacity for sustainable batteries, considered essential for the green
transition. Accordingly, the 2024 call for proposals allocated €1 billion to the
production of battery cells for electric vehicles. Only 14 proposals were submitted in
response to the call. The Commission selected all 6 projects that had reached the
minimum scores set in the call; as a result, 15 % of the budget remained unused. As of
June 2025, not a single grant agreement has yet been signed.

The Innovation Fund has become both the key funding element for implementing various
EU policies and a testing ground for new policy interventions. The allocation of the
Innovation Fund budget is highly dependent on the emerging policy priorities under
discussion at any given moment. There is therefore a risk that the actions being
undertaken may lack the necessary relevance to the achievement of the Fund's goals. In
addition, the allocation of Innovation Fund budgets to specific technological sectors is
often subject to controversy, mainly from specific industrial associations* representing the
interests of their members, but also from academia®.

The Commission has proposed the creation of a European Competitiveness Fund (ECF) as
part of the 2028-2034 MFF. Under the proposed ECF Regulation, it is envisaged that the
Innovation Fund continues to operate separately, and that the Commission ensures
coordination between the Innovation Fund and the ECF (paragraph 08 of Annex I). Both
instruments are anchored in the EU’s industrial policy framework, which prioritises
strengthening Europe’s technological leadership in clean and net-zero technologies.

Uncertainty leads to the accumulation of financial resources

The Innovation Fund is funded by the sale of ETS allowances on the ETS Common
Auctioning Platform. It is the Commission's responsibility to plan the auctioning of ETS
allowances allocated to the Innovation Fund with a view to maximising the revenue they
generate. In doing so, it must pay due regard to the principles of openness, transparency,
harmonisation, non-discrimination, predictability, cost-efficiency that apply to the ETS®.
The Commission is also responsible for estimating the Fund's needs and, if necessary,
frontloading Innovation Fund allowances to ensure that an adequate level of resources is

Joint statements from renewable energy associations: “We need to redesign Innovation Fund
calls to invest into Europe’s energy system” (May 2024) and “The Innovation Fund is not
advancing European renewable energy technology” (May 2022).

EU Innovation Policy — How to Escape the Middle Technology Trap — A Report by the European
Policy Analysis Group.

®  Articles 10(4), 1st and 2nd paragraphs and 10a(8), 14th paragraph of the ETS Directive.


https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:52025PC0555R(01)
https://windeurope.org/data/products/joint-letter-redesign-the-innovation-fund-to-support-clean-energy-technologies/
https://windeurope.org/data/products/joint-letter-redesign-the-innovation-fund-to-support-clean-energy-technologies/
https://eref-europe.org/the-innovation-fund-is-not-advancing-european-renewable-energy-technology/#:%7E:text=The%20Innovation%20Fund%20is%20the%20EU%E2%80%99s%20most%20impactful,REPowerEU%20objective%20of%20substituting%20fossil%20fuels%20with%20renewables.
https://eref-europe.org/the-innovation-fund-is-not-advancing-european-renewable-energy-technology/#:%7E:text=The%20Innovation%20Fund%20is%20the%20EU%E2%80%99s%20most%20impactful,REPowerEU%20objective%20of%20substituting%20fossil%20fuels%20with%20renewables.
https://iep.unibocconi.eu/sites/default/files/media/attach/2Report_EU%20Innovation%20Policy_upd_240514.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02003L0087-20240301
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available’. We reviewed the documentation concerning the sale of ETS allowances,
including the available estimates and budgetary procedures, and the financial accounts
and implementation reports of the Fund.

In 2015, the Commission estimated that the total budget of the 400 million ETS allowances
assigned to the Innovation Fund would be as much as €10 billion for the 2020-2030 period.
Meanwhile, the number of allowances allocated to the Innovation Fund has increased.
According to the Commission’s most up-to-date estimate, the Innovation Fund’s funding in
the 2020-2030 period will be about €40 billion from the sale of 530 million allowances.

The monetised value of Innovation Fund ETS allowances auctioned until 30 June 2025 was
€18.7 billion, of which €6.7 billion was transferred to the Recovery and Resilience Facility to
finance the REPowerEU measures and €12.0 billion remained available to the Innovation
Fund. This already exceeded the initially expected value of €10 billion for the entire 2020-
2030 period.

The price of ETS allowances has shown significant volatility during the implementation of
the Innovation Fund. Between July 2020 and June 2025, the auction price of ETS
allowances ranged between €23.02 and €97.51 per tonne of CO,, with an average of
€66.32. This average is well above the reference carbon prices that the Commission used
for its first estimates (€25/tCO>) but below the current reference price (€75/tCO,). We
found that the Commission’s approach to the planning of ETS auctions (Figure 4), led to a
stable flow of revenue only affected by the transfer of funds to other programmes.

7 Ibid., Article 10a(8), 2nd paragraph.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52015SC0135
https://climate.ec.europa.eu/eu-action/eu-funding-climate-action/innovation-fund/what-innovation-fund_en
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Figure 4 | Evolution of carbon prices and number of Emissions Trading
System allowances sold
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Source: ECA, based on the information published by ETS Common Auctioning Platform.

34 As the level of financial resources for the Innovation Fund depends on market
performance, it is by definition uncertain. The ETS does not include any mechanism
ensuring a minimum level of financial resources for the Innovation Fund (See example in
Box 4). The Commission therefore has to confirm the level of resources that will be
available before it establishes the amounts available for each call. Moreover, the long-term
nature of individual projects within the Innovation Fund's portfolio can extend payment
schedules to more than 10 years. These two factors lead to the accumulation of significant
amounts of assets being held for long periods of time, bringing with it the risk of a loss in
value.

35 Until 2023, the Commission did not allow the budget of the calls to exceed the amount
collected from auctions. Since 2023, the Commission has planned the distribution of
Innovation Fund resources according to the expected revenue, assuming a termination
rate of 10 % for the selected projects. This allowed the amounts budgeted for the 2023 and


https://www.eex.com/en/market-data/environmentals/eu-ets-auctions
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2024 calls for proposals to rise (Annex I, Figure 2), therefore increasing the number of
projects that could be financed earlier in the implementation period and reducing the
need to accumulate assets.

Nevertheless, by the end of June 2025, the Innovation Fund had still accumulated around
€12.3 billion available for projects (€11.6 billion already assigned through grant
agreements and €0.7 billion not yet allocated), while payments to projects amounted to
€331.8 million (2.7 % of the total amount and less than 1 % of the expected budget of the
Fund). Annex Il presents a financial overview of the Innovation Fund’s revenue and
expenditure until 30 June 2025.

Box 4

Example of an Emissions Trading System-funded mechanism with
revenue safeguards

For the Social Climate Fund, the ETS Directive stipulates that the Commission must
continue to auction allowances beyond the initial allocation until a minimum pre-
determined level is reached®. Therefore, the fund managers have a higher level of
certainty regarding availability of funding, and are therefore less dependent on the
volatility of the ETS market. The Social Climate Fund is due to start in 2026.

Projects face delays, and one in five has failed

Innovative projects are inherently risky. Risks include the viability of basic engineering
solutions, changing market conditions for energy, raw materials or technological
equipment, and the availability of complementary private or public funding. All of these
may affect the ultimate economic viability of a project, particularly following recent
disruptive global events. During the first stages of project implementation, promoters
confirm the validity of the initial assumptions before moving to the implementation of the
actual construction of the project facility. All projects are deemed to be in the planning
stage until they reach financial close, which is taken as the start of the construction works
for the project.

8 Ibid., Article 30d(4).
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One in five initially awarded projects cancelled — so far

Cancellation refers to the early finalisation of a project either before the signature of the
grant agreement (project withdrawal) or afterwards (project termination). By

30 June 2025, 228 projects had been selected for support from the Innovation Fund
following the calls for proposals; a grant agreement had been signed for 208 of these, and
20 projects withdrew before the signature of the grant agreement. Of the 208 signed
projects, 20 terminated after the signature. The 40 cancelled projects represent around
one fifth of the total projects initially selected for support. Project cancellations affect the
Innovation Fund’s capacity to achieve its objective of contributing to reducing greenhouse
gas emissions (paragraph 65). Based on available documentation and additional
information gathered through interviews with project beneficiaries, we analysed the
reasons why Innovation Fund projects had been cancelled.

The 20 projects withdrawn by beneficiaries before a grant agreement was signed had
been awarded Innovation Fund support to the value of €1.1 billion. We found that
withdrawals were most often (in 14 cases out of 20) the result of substantial changes
having been made to the project since the evaluation, often linked to market conditions
and to the participants’ willingness to accept the associated risks. In one case, the
participant had disagreed with a proposed reduction in funding (partly because of errors in
the calculations made by the participant); in another the participant was unable to commit
to securing the required sales, and disagreed with the payment schedule proposed by
CINEA; in one further case, the participant had refused to enter into a binding commitment
to complete the project. Finally, two withdrawals had been initiated by CINEA in response
to substantial changes being made to the project scope, affecting eligibility or the fairness
of the evaluation procedure.

For the 20 projects that were terminated after the signature of the grant agreement,
termination usually took place before financial close (this was the case for 18 of the

20 terminated projects). Financial close is considered to be the “point of no return” for
project implementation. We found that in most cases, terminations were the result of
situations that ultimately relate to projects being less mature than had been determined
during the evaluation process (Figure 5). This included cases where additional project
funding could not be secured, where there had been deviations in project costs compared
to the initial estimates, and where key project partners had departed, in many cases
removing access to the technology on which the project was built. There were also reasons
linked to the evolution of the market, both on the supply and the demand side. In three
cases, the project had been terminated by CINEA. In these cases, the reasons were the
beneficiary’s failure to respect the provisions of the grant agreement, insolvency issues,
and the result of the implementation of EU sanctions (Russian ownership). In addition, we



41

21
noted that large-scale projects selected under the 2021 call were particularly affected by
early termination (Annex IlI).

Figure 5 | Most common reasons for termination of IF projects after
signature of grant agreement

@ onered circle= Reasons ultimately
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Source: ECA, based on information extracted from CINEA’s IT systems (several reasons possible for a given
project).

Postponed deadlines and delays in project implementation
are common

Innovation Fund projects must be implemented in line with the schedules in the grant
agreement, which must be amended if circumstances so require. Figure 6 presents details
on the status of implementation of the 208 projects for which a grant agreement was
signed. We found that modifications to the financial close deadline are common. The
original schedule of 63 of the 208 agreements had been formally amended. According to
the revised schedules, the modified projects that are still ongoing will enter operation on
average 14.8 months later than initially planned.
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Figure 6 | Status of Innovation Fund portfolio implementation on

30 June 2025
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Total: 208 projects

Source: ECA, based on information provided by CINEA.

42 We also found that delays in project implementation compared to the agreed deadlines

are frequent. As showed in Figure 6, of the 143 projects which had conducted activities

before reaching financial close, 47 were outside the formal deadlines set out in the grant

agreement. According to our latest estimates based on June 2025 data, these 47 projects

will accumulate an average delay of 14.5 months over the deadlines agreed when they

reach financial close. As for the 29 projects in the construction stage, 9 are late compared

to the timetables agreed in the grant agreement. We expect that these 9 projects will

accumulate an average delay of 6.8 months beyond the agreed deadlines once they enter

operation. Overall, 56 projects that are still ongoing have already exceeded the deadlines

set out in the grant agreements.

43 The accumulated delays and terminations have led to a low disbursement rate. By the

second quarter of 2025 (that is, five years after the Innovation Fund commenced

operations), the total amount of payments made to project beneficiaries was

€331.8 million, representing 2.9 % of the total funding awarded to date. This illustrates the
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status of project implementation, as under Innovation Fund rules the disbursement of the
grant directly relates to the status of project implementation. Under the financing and
disbursement model (Figure 3), if there had been no deviation from the time schedules set
out in the initial grant agreements and all projects had achieved financial close as initially
anticipated, payments to Innovation Fund projects would have reached €2.1 billion.

As the Innovation Fund is still at a relatively early stage of implementation, as
demonstrated by the significant number of projects still heading towards financial close
and the low volume of Innovation Fund support actually paid out, it is to be expected that
more projects will be delayed or terminated. On 30 June 2025, a termination process was
ongoing in respect of two further projects. In addition, there is a risk of termination for the
47 projects currently outside their contractual deadline to reach financial close

(paragraph 42); this risk is particularly high for the 14 projects that are less than six months
from the four-year financial close deadline. This would further affect the Innovation Fund'’s
capacity to achieve its objective of contributing to reducing greenhouse gas emissions.

Selection processes were generally timely and well
documented

Projects must be selected based on their contribution to the Innovation Fund'’s objectives.
The Innovation Fund’s award criteria should be applied coherently in evaluation, selection
and negotiation procedures, and grant agreements should be signed within a reasonable
time®. We reviewed a sample of four calls for proposals in detail (out of 11 calls published
between 2020 and 2023). For each call, we reviewed the implementation of the
evaluation, negotiation and selection procedures.

We found that the different stages of the process were sufficiently defined and well
documented. We also found that the length of the selection procedure was shorter than
under the Innovation Fund’s predecessor, NER 300. Nevertheless, some procedures
exceeded the 9-month time limit stipulated by the Financial Regulation (calls with
identifiers LSC-2021, 2022-LSC and 2023-NZT — see Figure 7). The longest procedure was
for the selection of large-scale projects in 2020, which used a two-stage procedure and
therefore took significantly longer. The Commission and CINEA subsequently only used a
one-stage procedure.

°  Article 10a(8), 9th and 17th paragraphs of the ETS Directive; Article 11(1) of the Innovation Fund
Regulation; Article 194 of the Financial Regulation; and special report 24/2018,
recommendation 4b.


https://eur-lex.europa.eu/eli/dir/2003/87/oj/eng
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:02019R0856-20231121
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:02019R0856-20231121
https://eur-lex.europa.eu/eli/reg/2018/1046/oj/eng
https://www.eca.europa.eu/en/publications?did=47082
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Figure 7 | Time to contract for Innovation Fund projects
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Source: ECA, based on data extracted from Commission's IT systems.

The Innovation Fund Regulation sets out five award criteria to be used for the selection of
Innovation Fund projects’’. The Commission and CINEA must ensure that grants are
awarded according to these criteria in a transparent and technology-neutral way. The
Commission can modulate their weighting for each call (Annex IV). We reviewed how the
award criteria had been applied in the four calls we selected. Overall, we consider that the
Commission and CINEA applied the award criteria to the calls in the way set out in the
Innovation Fund Regulation.

Project maturity was assessed positively, but projects face
delays and cancellations

The Innovation Fund Regulation stipulates that project maturity must be evaluated
according to the prospect of reaching financial close within a pre-defined period, and not
later than four years after the award decision. By this deadline, all project and financing
agreements need to be signed, including all necessary permits, construction contracts and

10" Article 10a(8), 9th and 17th sub-paragraphs of the ETS Directive and Article 11(1) of the
Innovation Fund Regulation.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:02019R0856-20231121
https://eur-lex.europa.eu/eli/dir/2003/87/oj/eng
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:02019R0856-20231121
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sales agreements. Up to 40 % of the total funding may be disbursed once the project
reaches financial close.

Despite being evaluated as mature, a number of Innovation Fund projects faced
cancellations (paragraph 38), formal modifications of project schedules postponing the
financial close (paragraph 41), and delays in the implementation of the projects compared
to the agreed schedules (paragraph 42).

In order to understand the factors surrounding the assessment of project maturity during
the evaluation and its impact on delays and cancellations, we focused on the first
Innovation Fund call for large-scale projects launched in 2020, which provided us a longer-
term perspective. We found that for this call, the dates for entry into operation had to be
postponed by 24 months on average. Five of the projects which were scheduled to have
commenced operations between 2025 and 2027 will not be ready before 2028, and one
project was terminated before reaching financial close. Box 5 provides more details on the
amendments made to the financial-close deadlines of this first large-scale call, and on the
reasons for those amendments.

Box 5

Change of financial-close deadlines for large-scale projects selected
under the 2020 call

In March 2022, the Commission awarded €1.15 billion to the seven large-scale
projects selected under the Innovation Fund following the completion of the first call
for proposals launched in 2020. For these seven projects, the grant agreements
defined financial-close dates between December 2022 and June 2024. By March 2025,
the Commission had approved financial close for one of these seven projects. Six of
the seven grant agreements had to be amended to postpone the deadline for financial
close. The challenges that these projects faced included significant increases in capital
expenditure requirements, changes to project design, difficulties in obtaining
construction and environmental permits, and delays in obtaining additional funding
from other sources.

We also assessed how external experts involved in the evaluation process had assessed
project maturity in the 2020 large-scale call (Annex V). We found that the evaluation
reports assessed the selected projects as sufficiently mature. Later, these projects required
amendments to the financial close deadline and faced implementation delays.

52 This indicates that the evaluation process may require strengthening to increase its ability

to detect when applicants overestimate project maturity. As the concept of financial close
(the four-year time limit after the award and the requirements of this milestone) is set out
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in legislation (paragraph 48), the Commission has little scope for flexible interpretation. It is
unable to adjust the requirements based on its own assessment of the complexity or the
size of funded projects. This contributed to the number of projects terminated before
completion (paragraph 40), affecting the Innovation Fund’s capacity to effectively
contribute to reducing greenhouse gas emissions.

Early indicators show poor results in terms of
greenhouse gas emissions reductions

Innovation Fund projects should provide a significant contribution to the EU’s climate and
energy targets while contributing to pollution and circularity objectives. Based on
information provided by beneficiaries, CINEA assesses the status of ongoing process and
takes action as appropriate. Reporting arrangements should provide a clear view of the
status of the Innovation Fund project portfolio, indicating the number of projects already in
operation and their planned and actual reductions in greenhouse gas emissions. For those
projects which are already in operation, the cumulative actual reductions in greenhouse
gas emissions during the first years of operation should not be significantly below target''.

As shown in Figure 6, 16 projects had entered the operation stage by 30 June 2025,
meaning that the technical facilities supported by the Innovation Fund had commenced
operations. Eleven of these facilities were in the first year of operation, three were in the
second year of operation, and the remaining two had already been in operation for three
years. These 16 projects are the ones which are in a position to deliver the equivalent
reductions in CO, emissions which justified their receiving support from the Innovation
Fund.

The Innovation Fund Regulation stipulates that the disbursement of at least 60 % of the
total funding amount is conditional on the verification of actual avoidance of greenhouse
gas emissions during the monitoring period, which typically lasts between 3 and 5 years
compared to the 10-year reference period used for the assessment of emission avoidance
potential at project selection. This verification determines whether projects received all or
part of their grant support.

1 Article 10a(8), 17th paragraph of the ETS Directive; Articles 18 and 23 of the Innovation Fund
Regulation; Articles 21, 22 and 25 of the Innovation Fund Model Grant Agreement.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02003L0087-20240301
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:02019R0856-20231121
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:02019R0856-20231121
https://ec.europa.eu/info/funding-tenders/opportunities/docs/2021-2027/innovfund/agr-contr/mga_innovfund_en.pdf

56

57

58

27

Projects delivered the intended technologies, but smaller
reductions in greenhouse gas emissions

We conducted on-the-spot visits to the only five Innovation Fund projects that had
reported operational results by June 2025, as well as two large-scale projects that had
started or were close to starting operations at the time of the audit. Based on our review
of the documentation available at CINEA, and on additional information gathered during
our audit visits, we assessed the results achieved by these projects so far. We assessed in
detail whether they had achieved the intended results in terms of equivalent greenhouse
gas emissions. We also checked whether they had delivered the intended technology,
whether they had maintained their innovative character, and whether they had mobilised
the financial resources initially envisaged. Annex VI provides a summary of our assessment
of each of the projects we visited.

Despite the technical complexity of the technologies financed by the Innovation Fund, all
seven projects had succeeded in delivering the intended technology, although in some
cases projects had incurred some delays compared to the initial timetable.

For most of the projects we visited, results in terms of emissions avoidance fell short of
expectations. At the time of our visits, they had avoided emissions equivalent to 25 952
tonnes of CO,, representing 74 % of the aggregate amount anticipated. Performance at
individual projects level was below expectations in all but one case, and significantly
below expectations for two of the five projects already in operation at the time of the
visits. On average, these five projects reached 57 % of their expected results (Figure 8).
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Figure 8 | Overview of visited projects’ progress towards greenhouse gas
avoidance
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Source: ECA, based on information gathered during the on-the-spot visits.
59 We analysed the reasons behind the visited projects’ performance.

e The three projects that had made progress of at least 60 % towards the target
concerned the production of renewable energies and the manufacturing of energy
storage. The renewable energy projects had benefited from a general rise in energy
prices, which had increased the marketability of their product.
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e The two projects that were significantly below target concerned energy-intensive
industries. They had been significantly affected by market conditions, on the demand
side (failure to find clients for their innovative product or service) or the supply side
(lack of sufficient key materials necessary to operate the innovative technology to its
full capacity).

60 The results achieved by all but one of these projects are below expectations at the early
stages of their implementation (paragraph 58). The monitoring period for the verification
of actual greenhouse emission avoidance of these five projects was three years
(paragraph 55). This short verification period may result in a reduction of the grant support
the projects receive, regardless of the actual achievements reached at the end of the
10-year reference period. In specific and justified cases, the Commission can extend this
monitoring period by amending the grant agreement.

Greenhouse gas avoidance potential may be overstated

61 Greenhouse gas avoidance potential is a decisive factor for the selection of Innovation
Fund projects. Evaluators use it to assess two of the five award criteria: greenhouse gas
emission avoidance potential and cost efficiency (Annex IV). Since 2020, the Commission
has had a methodology in place to assess greenhouse gas avoidance potential in
cooperation with its Joint Research Centre and involving interested parties through
dedicated technical workshops. It comprises three subcriteria: absolute avoidance, relative
avoidance, and the credibility of the calculation. We assessed this methodology and its
development since 2020. The methodology has been modified after each call based on
feedback from project applicants (Figure 9). This constant evolution shows that the
Commission has identified several limitations to this calculation.

Figure 9 | Development of greenhouse gas avoidance calculation

2022/2023
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defined for each sector defined

O No minimum threshold O Methodology extended
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O Manufacturing carbon
of proposals footprint added

O Excel-based calculation
template

Source: ECA, based on call documentation.

62 The methodology for calculating expected greenhouse gas emissions is defined sector-by-
sector, and may overstate the greenhouse gas emissions avoided in certain sectors. For
example, in the energy-storage sector, greenhouse gas emissions are credited when a



30

storage device is sold to a user, regardless of its actual use. In other sectors, beneficiaries
are required to present evidence of actual greenhouse gas abatements.

63 Furthermore, in the solar energy sector, total emissions avoidance will be overstated if the
Innovation Fund supports both the manufacturing of photovoltaic panels and the
production of solar power by the same panels. The 2021 call documentation acknowledges
differences in the detail of the calculation formulas for some call sectors, because of
smaller variations in typical project proposals, and as the result of the explicit
consideration of double-counting risks.

64 Since the greenhouse gas emissions avoidance calculation made by applicants is a
theoretical exercise dependent on different considerations, it may lead to overoptimistic
expectations. This view was confirmed by some stakeholders*?, who argued that the
methodology used for calculating emissions encouraged project applicants to present their
initial calculations optimistically to achieve a better score. The risk of overoptimistic
expectations, together with the accumulated delays in reaching financial close and entry
into operation, often result in actual reductions in greenhouse gas emissions being lower
than expected, especially during the initial years of the monitoring period. This was the
case for the projects we visited (paragraph 58).

The Innovation Fund portfolio has delivered lower-than-
anticipated results

65 The Innovation Fund was set up to contribute to the achievement of the target of a 55 %
reduction in greenhouse gas emissions by 2030. The 208 Innovation Fund projects funded
so far were expected to achieve a reduction in greenhouse gas emissions equivalent to
888.9 million tonnes of CO, by 2041; 0.59 million tonnes of this reduction was expected to
be achieved by December 2024. Even if they had delivered their expected results as
initially planned, the long planning and implementation periods of Innovation Fund
projects suggest that it is unlikely that the overall expectations will be achieved by 2030
(Figure 10).

12 Feedback provided to DG CLIMA by Sandbag and Carbon Market Watch in May 2023 and
Sandbag’s paper “Spend Smarter — A bit of advice on climate innovation financing”
(December 2022). Both entities participate in the Innovation Fund Expert Group.


https://sandbag.be/wp-content/uploads/Practical-steps-to-spending-smarter-1-1.pdf)
https://sandbag.be/wp-content/uploads/Sandbag-Spend-Smarter.pdf
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Figure 10 | Planned reductions in greenhouse gas emissions
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Source: ECA, based on CINEA data.

However, by June 2025, the Innovation Fund portfolio had contributed to a reduction in
greenhouse gas emissions equivalent of only 25 952 tonnes of CO;. This amount
corresponds to the individual contribution of the projects we visited on the spot, which
were the only projects that had reported results by that date. This contribution is far from
the overall reduction in greenhouse gas emissions that the Commission expected based on
the grant agreements. It also represents little progress (less than 5 %) compared to
reductions expected by December 2024 (592 453 tCO;) for the 208 projects in the
Innovation Fund portfolio.
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Annexes

Annex | — About the audit

Basic features of the Innovation Fund
Policy background

The EU has set itself the goal of becoming the first climate-neutral continent by 2050.
Achieving this goal will require the full elimination of net greenhouse emissions, which by
2030 should already be 55 % lower than 1990 levels. In line with these goals, the EU has
launched a series of initiatives aimed at decarbonising the EU economy.

The Emissions Trading System (ETS) is the cornerstone of the EU's climate policy, and its key
tool for reducing greenhouse gas emissions in a cost-effective way. It functions under a
cap-and-trade principle, whereby the total amount of greenhouse gases that can be
emitted is limited. Companies in various sectors — electricity and heat generation,

industrial manufacturing, aviation and maritime transport — bid for the right to produce
greenhouse gas emissions in accordance with the polluter-pays principle.

The Innovation Fund

Like its predecessor, the New Entrants’ Reserve 300 (NER 300) programme, the Innovation
Fund is designed to complement the functioning of the ETS by providing targeted
investments for innovative technologies with the potential to significantly reduce
greenhouse gas emissions. The Innovation Fund supports innovation in low- and zero-
carbon techniques, processes and technologies that contribute significantly to the
decarbonisation of key sectors within the EU economy and contribute to zero pollution and
circularity objectives.

The scope of actions and sectors covered by the Innovation Fund has evolved over time
(Figure 1).
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Figure 1 | Evolution of Innovation Fund areas across calls
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Source: ECA, based on call documentation.

05 Two compulsory milestones® mark the progress across the phases in the standard project
cycle:

e reaching "financial close", the moment in the cycle when all project and financing
agreements have been signed and all the required conditions contained in them met,

and

e the "entry into operation", the moment in the cycle when all elements and systems
required for the operation of the project have been installed and tested and activities
resulting in the effective avoidance of greenhouse gas emissions have started.

06 Based on this project development cycle and in compliance with the rules defined by the
ETS Directive and the Innovation Fund Regulation, the Innovation Fund provides lump-sum
grants of up to 60 % of a project’s relevant costs. Lump-sum grants are disbursed according

to the following ceilings.

L Articles 2(1) and (2) and 6(2) of the Innovation Fund Regulation.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:02019R0856-20231121
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e Upto40 % of the total grant (that is, up to 24 % of the relevant project costs) may be
disbursed once the project reaches financial close, independently of the verified
avoidance of greenhouse gas emissions.

e The remaining 60 % of the grant (or 36 % of the relevant project costs) is disbursed
after financial close, usually as the project delivers its operational results and
therefore achieves the reduction in greenhouse gas emissions which led to it being
selected for funding.

Payments are authorised according to the schedule set out in the grant agreement.
Projects which do not reach financial close typically receive no funding. Projects which fail
to bring about 75 % of the stated reduction in greenhouse gas emissions after entering
operation see their funding reduced proportionally to the results not delivered?.

The Innovation Fund is financed by the sale of ETS allowances, which are auctioned on the
ETS Common Auctioning Platform, where entities bid for greenhouse gas emissions rights
in accordance with the polluter-pays principle. The Commission currently estimates the
total available for Innovation Fund for the 2020-2030 period to be €40 billion, based on the
sale of 530 million ETS allowances and on an estimate of €75 per tonne of CO,. This
estimate excludes the €12 billion that according to the ETS Directive® shall be transferred
to support other programmes.

On 16 July 2025, the Commission proposed the creation of a European Competitiveness
Fund” (ECF) as part of the discussion surrounding the forthcoming multiannual financial
framework (MFF) for 2028-2034. This is likely to lead to a significant increase in investment
capacity for innovation and research in critical technologies and strategic sectors. The ECF
is intended to complement the Innovation Fund. It also shares the goal of accelerating
decarbonisation, reindustrialisation and innovation, bringing together climate action and
competitiveness.

Allocating Innovation Fund resources to calls and actions

Innovation Fund resources are assigned to individual projects based on calls for proposals
or competitive bidding processes. The value of Innovation Fund resources collected
determines the budget that the Commission can devote to each call for proposals. Until

2 Ibid., Article 8(2).
3 Article 10e(2) of the ETS Directive.

4 COM(2025) 555 final/2 of 16 July 2025.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02003L0087-20240301
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52025PC0555R%2801%29&qid=1754057198136
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2023, the Commission did not allow the budget of the calls to exceed the amount collected
from auctions (Figure 2).

Figure 2 | Evolution of Innovation Fund revenue, calls budget and
signatures of grant agreements
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€ billions
Call budget
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Grant agreement value
12 with-termination
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8

Innovation Fund
Emissions Trading System
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o [ . ik 300 resources
| | | \ | \ [~

May November November November November November November December
2020 2020 2021 2022 2023 2024 2025 2025

Source: ECA, based on DG CLIMA and CINEA data.

Legal framework

10 Two pieces of legislation constitute the legal framework applicable to the Innovation Fund
(Figure 3).

Figure 3 | Innovation Fund legal framework

&

ETS Directive 2003/87/EC Innovation Fund Regulation
articles 10a(8) and 10a(8a) 2019/856

Source: ECA.

11 Both pieces of legislation underwent substantial modifications during the implementation
of the Innovation Fund. The changes made it possible to extend the scope of the Fund to
new sectors covered by the Directive, to introduce new forms of grants (proposed by the
Commission (support for renewable hydrogen production awarded through competitive
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bidding), and to give more flexibility to the Commission for the budgetary management of
Fund appropriations.

Roles and responsibilities

The Innovation Fund is implemented under direct management. At the Commission,
Directorate-General for Climate Action (DG CLIMA) is in charge of the overall
implementation of the Innovation Fund. DG CLIMA has delegated certain implementation
tasks to CINEA. The European Investment Bank (EIB) is responsible for the sale of ETS
allowances, the management of Innovation Fund assets and the provision of project
development assistance. Finally, the Commission Directorate-General for Budget

(DG BUDG) records Innovation Fund resources in the EU budget as externally assigned
revenue, carries out treasury management in cooperation with DG CLIMA and the EIB, and
monitors the evolution of the Innovation Fund's investment portfolio. Figure 4 provides
details of roles and responsibilities.

Figure 4 | Roles and responsibilities on the management of Innovation
Fund revenue and expenditure

European
Commission ] [ CINEA I [ EiB I

Expenditure Revenue
operations operations

Determines policy objectives, takes financing
decisions

Determines funding needs

Receives revenue from the sale of ETS
allowances

Organises calls for proposals

Manages grant agreements
959 9 Manages the assets of the Fund

Provides project development assistance . .
Registers the Fund's resources in the EU

budget, monitors the evolution of the
investment portfolio

Takes project award decisions, oversees the
overall implementation of the Fund

———— ey’ ey’

Source: ECA, based on various legal acts.
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Audit scope and approach

The objective of the audit was to assess whether the Innovation Fund, as it is currently
designed and implemented, is providing an adequate platform to scale up innovative
demonstration projects which contribute effectively to the EU's decarbonisation
objectives. In particular, we assessed:

e  whether the design of the Innovation Fund adequately addresses funding needs and
ensures the availability of resources;

e whether the projects were effectively assessed, selected and implemented; and

e whether, based on early results, the Innovation Fund is making an effective
contribution to the EU's decarbonisation objectives.

Our audit covered the period from 2020 to June 2025. We obtained audit evidence from
different sources, as presented in Figure 5. We met with representatives of the two
Commission departments with primary responsibility for the Innovation Fund, DG CLIMA
and CINEA, as well as with representatives of DG BUDG and the EIB. We interviewed
project applicants and grant beneficiaries, and we visited seven projects with a sufficient
degree of maturity in Denmark, Germany, Spain (2), France (2) and Italy. We analysed in
detail a judgement-based sample of four calls: the three large-scale calls in 2020, 2022 and
2023, to be able to compare the evolution of evaluation methodologies across the same
type of project, and the pilot competitive bidding procedure for renewable hydrogen in
2023, as it constituted a major development in the Innovation Fund. Contributions to
blending operations through InvestEU, transfers of monetised ETS allowances to
REPowerEU and technical assistance to member states fell outside our audit scope. Our
audit methodology complies with the international standards on auditing issued by the
International Organization of Supreme Audit Institutions (INTOSAI).



Figure 5 | Work carried out
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information on similar funding
schemes.
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Interviews with Commission
officials, with representatives from
CINEA and the EIB, and with project
applicants and beneficiaries.

Source: ECA.

Review of the Innovation fund
project portfolio and on-the-spot
visit to seven projects with a
sufficient degree of
implementation.

15 Based on the monitoring reports provided by CINEA, we decided to visit on the spot all

projects that were expected to have reported results on the date of our planned visit. As

this selection only included small-scale projects, we added the two large-scale projects that

were close to entering operations (Figure 6).



Figure 6 | Selection of projects for on-the-spot visits
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Annex Il — Financial overview of the Innovation
Fund (30 June 2025)

= paid by June 2025
== Committed

€42 million
€62 million
management costs
(experts, studies, IT)

€25 million
__| €57 million
administrative
Net result of expenditure
NER 300 unused  investment
resources and operations by EIB, s
recoveries minus fees €17 m!II!on
— | €25 million
Project development
assistance

€777 €314
million million

€100 million
— | €320 million
blending operations (*)

€331 million

€11.6 billion

individual projects by

Total: June 2025
€18.7 billion

collected by June 2025

€13.1 billion

European
Investment Bank
(EIB)

€736 million not yet
allocated (pending
completion of calls, etc.)

(*) outside the scope
of this audit

REPowerEU (¥)
(€5.3 billion still pending)

Source: ECA, based on data provided by CLIMA, CINEA and the EIB.



Annex Il — Overview of project status, Innovation Fund support and call year

T Il Heading towards m
[ 2021
[ 2022

financial close 37 projects 83 projects
33 projects
) -

Size of the shapes corresponds to the contribution from the Innovation Fund

+ [l In construction

w [l In operation

v [l Terminated before
completion

Project termination
before completion
has particularly
affected large-scale
projects selected
under the 2021 call

Source: ECA, based on data provided by CINEA.
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Annex IV — Evolution of the weighting of award

criteria
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Weighting evolution by call/year

2020 2021 2022 2023 2024
E . | )
| | | .E
3 19 34 .
a
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< © < ~
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% o o ] w o v < v o
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= ol 8 K] w E c E c |=_’
% e o ° > 9] © 9] ° 1%
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Criterion @ % © © = & " 2 = " A L -
$ |33 2 2 5|3 2 5|2 2 5
and description 2 gl gl & & T 2|¥Y = 2|Y¥Y = 3
3 @ @ @ £ = = ] = T hd] = T
1. Greenh gas emissions avoidance
potential
Based on absolute and relative avoidance of 17 % 14 %
greenhouse gas emissions, and credibility of the
calculation
2. Degree of innovation
Technological and business-model novelty, 21%
compared to the state of the art
3. Project maturity
Technical, operational, financial and 21%
administrative readiness
4. Scalability/replicability
Potential for wider application or market 21% |17% |15% | 17% | 21% | 15% | 17% | 21% | 19% | 17 %
replication
5. Cost efficiency
Support in € requested per tonne of 21% [ 17% | 15% | 17% [ 21% [15% | 17% |21% [14% | 17 %

greenhouse gas emission avoidance expected
(€/tCO, avoided)

Additional bonus points

Source: ECA, based on call documentation.
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Annex V — Assessment of maturity criterion in the
2020 call

Project

Project A

Project B

Project C

Project D

Project E

Project F

Project G

Evaluators’ assessment during
selection process

“Financial close can be credibly reached
faster than the maximum of four years.”

“The results suggest an ability to absorb the
effects of a significant capital expenditure
increase.”

“Financial close can be reached faster than
the maximum four years.”

“The necessary permits for construction and
operation of the new facility are clearly
listed and the proposal convincingly
demonstrates that the application process is
well advanced and well controlled.”

“The feedstock supply strategy is well
developed and the interest of potential
suppliers is credibly documented.”

“The project modules [...] have appropriate
independent project organisations and
decision-making procedures.”

“The [...] plan for obtaining the required
permits is credible as all the necessary
permits have been appropriately identified
[...]. Additionally, the process and timing
needed to receive the approval [...] is
appropriately addressed and justified.”

“[T]he CAPEX [...] is sound and based on a
detailed pre-front-end engineering design
outlined in the proposal.”

“The estimates of revenue, OPEX, CAPEX
and the cash flow projections are realistic
and credible.”

Unforeseeable event during evaluation
procedure (CCS project)

New dates in modified
schedule

Financial close: 31/03/2026
(+37 months)

Operation: 31/10/2029
(+51 months)

Financial close: 31/03/2025
(+18 months)

Operation: 01/09/2028
(+25 months)

Financial close: 31/12/2025
(+24 months)

Operation: 01/10/2029
(+38 months)

Financial close: 28/02/2026
(+20 months)

Operation: 01/01/2029
(+18 months)

Financial close: 31/03/2026
(+21 months)

Operation: 01/04/2029
(+15 months)

Financial close: 31/12/2022
(no delay)

Operation: 01/04/2025
(+19 months)

Financial close: 01/06/2023
(project terminated in 2024)

Reasons for
modification

@ Increase in capital
expenditure

e Late environmental
permit.

® Delay in
complementary
national funding.

e Late construction
permit.

® Late contracts for
construction, service
and supplies.

e Change in grant
coordinator.

e Change in module
leaders.

® Late environmental
permit.

@ Increase in capital
expenditure.

® Late construction
permit.

® 41 % increase in
capital expenditure.

e Stop of natural gas
imports from Russia
after invasion of
Ukraine.



Annex VI — Assessment of projects visited on the

spot

not achieved
partly achieved
fully achieved

Project 1 (ES)
Project 2 (DE)
Project 3 (FR)
Project 4 (FR)
Project 5 (ES)
Project 6 (IT)

Project 7 (DK)

Technology
delivery

Maintenance of
innovative character

Delivery of results

Source: ECA, based on analysis of information gathered during on-the-spot visits.

Resource
mobilisation
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Abbreviations

Abbreviation

Definition/Explanation
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CINEA

DG BUDG

DG CLIMA
ECF

EIB

ESI Funds

ETS

GHG

MFF

NER 300

tCO>(eq)

European Climate, Infrastructure and Environment Executive Agency
Commission Directorate-General for Budget

Commission Directorate-General for Climate Action

European Competitiveness Fund

European Investment Bank

European Structural and Investment Funds

Emissions Trading System

Greenhouse gases

Multiannual financial framework

New Entrants’ Reserve 300 programme

Tonne of carbon dioxide (or equivalent)



Glossary

Term

47

Definition/Explanation

Emissions trading system

Financial close

Horizon Europe

InvestEU

LIFE programme

NER 300 programme

Renewable hydrogen

REPowerEU

Social Climate Fund

Emission reduction scheme based on capping total emissions through
the allocation of allowances to companies or other organisations
emitting CO2, which can buy and sell them according to their needs.

Point in the implementation of Innovation Fund projects at which
planning ends and construction work begins.

The EU’s research and innovation funding programme for the
2021-2027 period.

Mechanism to mobilise private investment in projects of strategic
importance for the EU.

Financial instrument supporting implementation of the EU's
environmental and climate policy through co-financing of projects in
member states.

Predecessor of the Innovation Fund for 2012-2020. It was created to
support commercial demonstration projects for carbon capture and
storage and innovative renewables.

Hydrogen produced through water electrolysis powered by electricity
from renewable sources.

EU initiative to end dependence on fossil fuels, diversify energy
supplies and accelerate the clean energy transition.

Fund created under the Emissions Trading System to alleviate the
social and economic impacts of the system’s restrictions on fuel
combustion.



Replies of the Commission

https://www.eca.europa.eu/en/publications/sr-2026-11

Timeline

https://www.eca.europa.eu/en/publications/sr-2026-11
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Audit team

The ECA’s special reports set out the results of its audits of EU policies and programmes, or
of management-related topics from specific budgetary areas. The ECA selects and designs
these audit tasks to be of maximum impact by considering the risks to performance or
compliance, the level of income or spending involved, forthcoming developments and
political and public interest.

This performance audit was carried out by Audit Chamber | — Sustainable use of natural
resources, headed by ECA Member Joélle Elvinger. The audit was led by ECA Member

Jodo Ledo, supported by Paula Betencourt, Head of Private Office and Sofia Batalha, Private
Office Attaché; José Parente, Principal Manager; Jorge Guevara Lopez, Head of Task;

Josef Edelmann, Deputy Head of Task, Zuzana Gullova and Pekka Ulander, Auditors;
Eleonora Dimitrova, Assistant. Richard Moore provided linguistic support. Alexandra Mazilu
provided graphical support.

From left to right: Pekka Ulander, Josef Edelmann, Jorge Guevara Lopez, Jodo Ledo,

José Parente, Sofia Batalha.
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The Innovation Fund supports targeted investments in
innovative technologies with the potential to reduce
greenhouse gas emissions. We carried out this audit to
assess whether the Innovation Fund is helping to scale up
demonstration projects which contribute effectively to the
EU's decarbonisation objectives. We found that the
Innovation Fund promotes large-scale innovative
technologies, but it is not delivering the expected level of
reductions in greenhouse gas emissions. We also found that
the level of financial resources is uncertain, there is no
structured analysis underlying their allocation, and projects
face delays and cancellations. We recommend that the
Commission should establish a structured analysis to guide
resource allocation, examine additional measures capable
of accelerating the deployment of funds, and improve
project assessment.
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