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Squire Patton Boggs has previously issued
client alerts highlighting various issues relating
to shipping decarbonization, including the
US-UK shipping corridors announcement and
a separate overview of emerging alternatives
to traditional fossil fuels for the global
shipping industry. A new alert and discussion
are warranted in light of the announcement
on April 11, 2025, that the International
Maritime Organization’s (IMO) 83rd session
of the Marine Environment Protection
Committee (MEPC 83) has agreed to draft
rules mandating global greenhouse gas (GHG)
emissions reductions.

The proposed IMO rules address ships 5,000 gross tons (GT)
or greater, and impose penalties for non-compliance. This
particular segment represents the bulk of the global ocean
transportation fleet's gross tonnage and carrying capacity and
is said to be responsible for approximately 90% of maritime
emissions. The IMO's Net-Zero Framework (NZF) is a step
towards decarbonizing global shipping and aims for net-zero
GHG emissions by 2050. A copy of the draft rules are detailed
in Circular Letter No. 5005, which can be found here. The
goals of the NZF are: (1) ensure international shipping can
meet GHG emissions reduction targets; (2) accelerate the
uptake of zero or nearzero GHG fuels and (3) set targets for
zero and near zero emission energy (ZNZ) sources. The IMO
will vote on the NZF at a meeting in October 2025.

As a practical matter, the NZF requires ships to gradually
adopt fuels that will be more expensive compared with
conventional fossil fuels. However, the NZF presents
opportunities in the marine fuel supply chain that may alter
the structure of the current market as there will likely be an
increase in demand for renewable and/or low-carbon fuel.
Given the long lifespan of a typical vessel, it remains to be
seen how these costs will impact shippers and, subsequently,
change global freight rates.

Furthermore, the IMO's proposed NZF presents regulatory
challenges that stakeholders will have to navigate. The NZF
is scheduled to go into effect in 2028 and will co-exist in an
environment where the European Union (EU) has already

enacted the FuelEU and EU Emission Trading System (ETS).

Consequently, the NZF is not without detractors. The Trump
administration, for instance, has rejected the IMO's net-

zero emissions plan and is threatening retaliation against
countries that support it. This marks a significant shift from
the US stance in April 2025, when the IMO provisionally
approved a global fuel standard and emissions pricing system.
In August 2025, a joint statement from Secretary of State
Marco Rubio, Secretary of Commerce Howard Lutnick and
Secretary of Energy Chris Wright rejected the IMO'’s proposed
"Net-Zero Framework' Among the key reasons cited by the
administration:

Economic burden —The administration labeled the
framework a “global carbon tax” that would unfairly
increase costs for American consumers, energy providers
and shipping companies.

Discouragement of US fuel sources — The administration
argues the standards would benefit China by requiring
expensive, globally scarce fuels, while limiting the use of
technologies where the US leads, such as liquified natural
gas (LNG) and biofuels.

In that regard, the US opposition to the NZF dovetails with
the Office of the US Trade Representative’s (USTR) ongoing
Section 301 Investigation of China's targeting of the maritime,
logistics, and shipbuilding sectors for dominance. The

USTR's Proposed Actions include a variety of recommended
remedies intended to revitalize the U.S. shipbuilding sector
and encourage use of US-flag and US-built vessels. The IMO'’s
NZF would disadvantage US shipbuilders and hamper US
efforts to revitalize the US shipping sector.

Key Aspects of the NZF

The NZF will be included in a new Chapter 5 of Annex VI
(Prevention of air pollution from ships) in the International
Convention for the Prevention of Pollution from Ships
(MARPOL). MARPOL has widely been adopted and applies to
the overwhelming majority of seafaring countries, as well as
the majority of the world's merchant fleet. As such, the NZF, if
enacted, will have wide ranging impacts.

The NZF applies to ships over 5,000 GT engaged in
international voyage. Military vessels and domestics shipping
vessels are among the categories of vessels outside the
scope of the NZF. Enforcement is via port state inspections.

The basic approach is for ships to reduce, over time, their
annual greenhouse gas fuel intensity (GFl), defined as the
quantity of GHG emissions emitted per unit of energy used.
This is calculated using a well-to-wake approach.
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Ships emitting above GFI thresholds must acquire remedial
units to balance their deficit emissions, while those using zero
or nearzero GHG technologies will be eligible for financial
rewards.

There will be two levels of compliance with GHG Fuel
Intensity targets: a base target and a direct compliance target
at which ships would be eligible to earn “surplus units”

Ships that emit above the set thresholds can balance their
emissions deficit by:

Transferring surplus units from other ships.
Using surplus units they have already banked.

Using remedial units acquired through contributions to the
IMO Net-Zero Fund. Pricing is based on whether a ship’s
emissions fall within Tier 1 (US$100 per ton of carbon
dioxide equivalent or CO2eq) or Tier 2 (US$380 per ton of
CO2eq), which depends on how intense the emissions are.

The proposed regulations also establish an IMO Net-Zero
Fund to collect pricing contributions from the purchase of
remedial units. These revenues will then be disbursed to:

Reward low emission ships.

Support innovation, research, infrastructure and just
transition initiatives in developing countries.

Fund training, technology transfer and capacity building to
support the IMO GHG Strategy.

Mitigate negative impacts on vulnerable countries, such
as small island developing states and least developed
countries.

The NZF’s Interaction with FuelEU and the
EU ETS

The discord between EU initiatives on decarbonization and
maritime transportation, and the IMO'’s NZF are not nearly as
dramatic as the US position. While there are some differences
or potential conflicts between the existing EU regulations

and the NZF that will need to be resolved, if anything, the EU
regulations laid the groundwork and set the stage for the NZF.

The interaction between Regulation (EU) 2023/1805 (FuelEU
Maritime, “FuelEU") and Directive 2003/87/EC, as amended
by Directive (EU) 2023/959 (the EU Emissions Trading System,
“"EU ETS"), with the IMO’s NZF, presents certain legal and
regulatory considerations for the maritime sector.

The IMO’s NZF and FuelEU and EU ETS are structurally
similar:

FuelEU, effective January 2025, establishes mandatory
greenhouse gas intensity limits for the energy used

by ships calling at EU ports and requires the use of
progressively cleaner maritime fuels, covering vessels of
5,000 GT and above, with certain exemptions.

The EU ETS, which also applies to vessels of 5,000 GT and
above, was expanded to include maritime shipping in 2023.
It imposes carbon pricing obligations on emissions from
ships on intra-EU voyages and voyages between EU ports,
and it further includes an international component, which
requires operators to purchase ETS allowances for extra-EU
voyages, albeit only for 50% of the emissions from such
voyages.

As currently structured, there is potential for duplication under
FuelEU and the NZF because a non-compliant vessel could be
penalized under both schemes. Also, in contrast with the EU
ETS for the maritime sector, the IMO rules do not impose a
flat carbon price on all emissions from ships.

EU legislators obviously contemplated the potential overlap
between the EU measures and the proposed NZF framework.
Recital 69 and Article 30 of FuelEU expressly contemplate

a potential global approach, mandating that the European
Commission review EU measures should an internationally
agreed framework be adopted, to prevent “significant” double
taxation or overlapping regulatory burdens. Similarly, Article 3gg
of the EU ETS establishes a dedicated review clause, requiring
the commission to assess any global market-based measure
adopted by the IMO in terms of ambition, environmental
integrity and coherence with the EU ETS, and, where
necessary, to propose amendments to avoid any “significant
double burden.” That commitment was confirmed by
Commissioner Hoekstra in the commission’s 18 August 2025
response to question P-002734/2025, where he reiterated that
following adoption of an IMO measure, the commission will
compare it with the EU framework and review the ETS and
FuelEU with the goal of avoiding inconsistencies.

The principal differences between the international and

EU frameworks are most evident with respect to the

FuelEU Regulation. FuelEU establishes a more detailed and
prescriptive regime than the IMO NZF, notably by defining
default GHG emission factors for different fuels, imposing a
mandatory requirement to use Onshore Power Supply (OPS)
where available and creating targeted incentives to promote
the uptake of Renewable Fuels of Non-Biological Origin
(RFNBOs). By contrast, the IMO NZF currently sets reduction
targets only through 2035, with a non-binding reference point
for 2040, and does not mandate OPS, establish fuel-specific
emission factors or require RFNBO utilization.

The harmonization of the NZF and EU standards will likely be

a complicated process because different methodologies are
applied under FuelEU and the NZF. Both regulatory schemes
will also have to consider the application of the same emissions
standards and monitoring, as well as reporting systems and
fuel certification standards. \Whether the EU standards can be
harmonized internationally remains to be seen and the end
results may be a combination of the NZF, as well as certain
aspects of the current FuelEU and EU ETS standards.

US Opposition to the NZF

On August 12, 2025, a “Joint Statement on Protecting
American Consumers and Shipping Industries by Defeating
the International Maritime Organization’s ‘Net-Zero
Framework’ aka Global Carbon Tax"” (the “Joint Statement”)
was released by the Trump administration (Secretary

of State Marco Rubio, Secretary of Commerce Howard
Lutnick, Secretary of Energy Chris Wright and Secretary

of Transportation Sean Duffy) stating that the US strongly
opposes the enactment of the NZF
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The Trump admiration’s opposition to the NZF is not an
isolated action. Recently, the Environmental Protection
Agency (EPA) has formally proposed to revoke multiple GHG
emissions regulations that apply to various GHG sources,
including its foundational 2009 “Endangerment Finding” in
which the EPA declared that greenhouse gases contribute
to air pollution and endanger public health. The Trump
administration’s actions appear to signal a broad federal
shift in the US away from leading decarbonization efforts in
industries globally and across the US.

The Joint Statement presented the US position on the NZF as
follows:

Whatever its stated goals, the proposed framework is
effectively a global carbon tax on Americans levied by

an unaccountable UN organization. These fuel standards
would conveniently benefit China by requiring the use of
expensive fuels unavailable at global scale. These standards
would also preclude the use of proven technologies that
fuel global shipping fleets, including lower emissions
options where US industry leads such as liquified natural
gas (LNG) and biofuels. Under this framework, ships

will have to pay fees for failing to meet unattainable fuel
standards and emissions targets. These fees will drive up
energy and transportation and leisure cruise costs. Even
small vessels would incur millions of dollars in fees, directly
driving up costs for American consumers.

The Joint Statement concluded as follows: “[o]ur fellow IMO
members should be on notice that we will look for their
support against this action and not hesitate to retaliate or
explore remedies for our citizens should this endeavor fail.”
While the Joint Statement did not elaborate on any specific
retaliatory or remedial measures, it has been reported that
the US government is considering tariffs, visa restrictions

or port levies or a combination thereof, as a response to the
enactment of the NZF. The imposition of tariffs on nations that
adopt the NZF is consistent with the Trump administration’s
use of tariffs as political tool. For example, the Trump
administration imposed a 25% tariff on India with the goal
of discouraging India from purchasing oil from the Russian
Federation, which funds the war in Ukraine.

Conclusion

In the last several years, the shipping industry has been
moving towards reducing carbon emissions and has started
to embrace non-traditional marine fuels. The IMO’s NZF is a
framework that seeks to reach net zero GHG emissions by
2050. Certain long-term technical and commercial challenges
are real and ever present as new technology and supply
chains must be created. There will also be minor regulatory
challenges to overcome, including the need for consistent
fuel standards, technical regulations and enforcement.

However, as the discussion above points out, there are
broader regulatory and political challenges that stand in the
way of global implementation of the NZF.

First, there is the potential for conflicts with port state
regulations such as the FuelEu regulations. The NZF and

port state regulations will need to be harmonized. As noted
above, in the case of the FuelEU regulations, not only will
that harmonization be relatively easy, the EU has long
contemplated enacting its own regulations consistent with
an international framework. However, query whether some
other IMO member states may not use the current political
opposition by some stakeholders to hold up or even refuse to
adopt the NZF.

The second, and a much greater challenge, is the outright
rejection of the IMO’s NZF by the US. When a country as
important to global trade and global maritime transportation
stands in opposition to an international agreement, that
country can single-handedly hold up or completely derail the
implementation of the agreement. The ability of a state to do
so is rooted in the principle of sovereignty and the voluntary
nature of international law. In this case, the repercussions
include the weakened legitimacy of the NZF and even

the IMO. However, the Trump administration’s threats of
retaliation cast serious doubts as to whether the proposed
MARPOL Annex will be adopted in October 2025, and if it
is adopted, whether the NZF or perhaps even the IMO wiill
survive.

Stakeholders should be prepared to adjust their own strategies
to accommodate the upcoming outcomes of the October 2025
IMO actions on MARPOL Annex IV. There will be significant
challenges and opportunities present in the wake of whatever
happens regarding the enactment of the NZF.
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