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Communication from the Commission
on the Future of Carbon Capture and Storage in Europe

UK Government Response


Introduction

1. This document sets out UK Government views on the Commission’s Communication of 27 March 2013 on the Future of Carbon Capture and Storage in Europe. The document supports the UK response to the post-2020 Energy and Climate Green Paper which sets out the UK’s overall views and approach to all low-carbon technologies, including CCS. This document also supports the response to the recent report by the House of Lords EU committee on securing energy investment in the EU.

Summary of UK Position 

2. The UK welcomes the Communication from the Commission and the debate it starts on how to progress the development of Carbon Capture and Storage (CCS) in Europe.  In particular, the UK strongly welcomes the Commission’s continued recognition of the importance of CCS – on both power and industry – and the Commission’s commitment to support CCS further.  The UK agrees with the Commission’s assessment of the current state of play of CCS and the barriers that are holding it back.

3. CCS is a key technology in the fight against dangerous climate change and will be instrumental in helping to deliver ambitious international action. Continued and increasing use of fossil fuels is inevitable given the growth in demand for energy across the globe. Without CCS the ability to meet emissions reduction targets will be much harder, and the cost of delivering those reductions much greater. CCS is also essential for other industries, without which it may not be possible to substantially decarbonise sectors such as steel and iron, cement, chemicals and refineries. Whilst there are alternative technologies for decarbonising electricity generation, CCS is the only technology currently available for industrial application.

4. For the power sector, the UK is working with industry to develop a cost-competitive CCS industry in the 2020s and has growing knowledge of developing the policies and projects to make this happen.  The UK approach is focused on identifying cost reductions – through both commercial scale demonstration, collaboration with industry and continued research and development – and then realising these reductions.  A recent report by the industry-led Cost Reduction Task Force (CTRF)[footnoteRef:1] has highlighted how the first  [1:  https://www.gov.uk/government/policy-advisory-groups/ccs-cost-reduction-task-force] 




projects face high ‘first mover’ costs.  This underlines the need for the Commission and Member States to provide support to projects to get them up and running.  The UK sees this as a priority action for CCS, and reducing the costs of decarbonisation technologies is a key part of EU leadership. Given current market frameworks in Europe, the UK does not believe that CCS will develop at the pace and scale needed without significant public sector intervention.  

5. The CRTF also note that deployment at scale and the sharing of infrastructure and clustering is crucial to reducing the costs of CCS, and that adequate financing mechanisms are needed. In the UK we plan to introduce Feed-in Tariff Contracts for Difference in order to drive investment in low carbon electricity generation, including CCS.  This will supplement capital support available through the UK CCS commercialisation programme.

6. For CCS in other industries, our Carbon Plan envisages the first deployments of commercial CCS in industry in the late 2020s, and the UK has committed to carrying out a techno-economic study this year to help better understand the necessary technologies and costs.

7. Based on our experience to date – and considering the existing work at European level – the UK believes that the priority at this stage is for the Commission to work collaboratively with Member States and industry to deliver the first few European full chain (capture, transport and storage) projects.  In particular there are a few short-term actions the Commission could take: 
 
· Improving the business case for all low-carbon technologies, including CCS, by reforming the EU ETS. 

· It is vital that existing funding for commercial scale CCS projects (such as the funds available through the second round of the NER300) is made available for CCS and contributes to successful Final Investment Decisions for commercial scale projects in the EU.

· Reviewing, with Member States and industry, the CCS Directive to ensure that it facilitates early CCS projects.

· Working with Member States and industry to further develop understanding on the costs required for early stage CCS projects.

· Continuing support for CCS research, innovation and development, including for large scale pilot projects, through the CCS European Industrial Initiative and Horizon 2020.




· Reforming the current CCS Project Network to support full and free disclosure of knowledge, and enable participation by all those integral to the future development and delivery of CCS. 

· Ensuring that the 2030 policy framework is technology neutral, so that all technologies needed are developed and Member States can choose the decarbonisation pathway that is the most cost-effective and best suited to their individual circumstances.


8. The UK notes the wider, longer term measures proposed by the Commission and welcomes the debate the Communication starts.  The UK believes it is important to consider longer term measures required to support CCS beyond the first early projects, but believes further detail and consideration of options is required before reaching decisions on longer term measures. These decisions on specific measures for CCS should take place in the context of policies adopted at EU level to meet carbon reduction targets.  European funding mechanisms should be focussed on areas that will serve to de-risk those parts of the CCS chain which are currently less well understood eg storage.

9. The UK welcomes the work the Commission has done to date to develop CCS and looks forward to working constructively with the Commission to make CCS a reality across Europe. 

Detail 

The UK approach

10. The UK has developed a comprehensive CCS programme aimed at enabling cost-competitive CCS in the 2020s.  The programme is set out in the 2012 UK CCS Roadmap[footnoteRef:2].  [2:  https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/48317/4899-the-ccs-roadmap.pdf.] 


11. The Programme includes: £1 billion capital and additional operational support is being made available for the first UK commercial-scale projects through our CCS Commercialisation Competition.  This competition will support up to two projects. More widely, the Electricity Market Reforms we are undertaking are designed to encourage investment in a range of low-carbon technologies, including CCS.  In particular Contracts for Difference (CfDs) will provide predictable revenue streams that encourage investment in low carbon technologies. £125m for research, innovation and development and exploring options for supporting CCS in industry. 



12. The UK programme also includes work to support the CCS supply chain, develop transport and storage networks.. And of course the Cost Reduction 

Task Force report will be useful in setting us along the path to reducing the costs of CCS. The UK continues to actively engage at EU and wider international level to understand and encourage commercial-scale CCS.


CCS and global climate negotiations

13. The UK believes that the best way to deliver our low carbon goal is through a binding GHG target and a strong EU Emissions Trading System, with flexibility for Member States to pursue a wide range of options to decarbonise in the least cost way. The UK has already set out how it sees CCS contributing to the low carbon energy mix, alongside other technologies such as renewables and nuclear, in its CCS Roadmap.

14. Looking to 2030, the UK supports an EU wide GHG target of 50% in the context of a global climate deal, and even a unilateral EU wide GHG target for 2030 of a 40% reduction on 1990 levels without a global deal.


The way forward 

15. As set out in the summary above, the UK believes there are some key    short-term actions the Commission can take:

Improving the business case for all low-carbon technologies, including by reforming the EU ETS.

16. We have set out our position on reform of the EU ETS in our response to the post-2020 Energy and Climate Green Paper. It is essential that EU ETS reform is taken forward, in part to ensure that the carbon price provides a clear and long-term price signal for new low carbon technologies With the EU ETS designed to deliver least cost abatement pre-2020, and investment in CCS needed now to ensure that it can be delivered when needed post-2020, the UK takes the view that other financing mechanisms are needed – in the UK this is the Feed-in Tariff with Contracts for Difference.

Ensuring existing funding for commercial scale CCS projects is made available for CCS and contributes to successful Final Investment Decisions. 

17. The NER300 was established to support both CCS and renewable energy projects.  Given that no CCS projects were supported in the first round it is now critical that CCS projects are supported in the second round. As CCS projects are large scale projects, involving a number of different parties with a new emerging business model, the Commission may need to work flexibly

with Member States and industry to ensure that CCS projects can secure NER300 funding.  


18. The UK welcomes the availability of funding for CCS from the European Energy Programme for Recovery, and wants it to continue to support the development of CCS.   

Reviewing the CCS Directive to remove any barriers to CCS projects. 

19. The CCS Directive has established a comprehensive regulatory regime for the safe storage of carbon dioxide. The Directive helps to encourage power stations to be constructed CCS-ready, and provide incentives for storage. The UK welcomes the positive impacts of the Directive.

20. However the CCS Directive, combined with the ETS Directive, also creates contingent liabilities (in the highly unlikely event of leakage) for storage operators that appear to be out of proportion to the commercial rewards available.   In practice this means that storage developers will not invest in storage under the current arrangements, and therefore CCS will be held back in Europe unless the arrangements (including the balance between risk and reward for storage operators) are reviewed.  

21. The UK looks forward to working with the Commission on the review of the CCS Directive in 2015.  

Working with Member States and industry to further develop understanding on the costs.

22. We need to have a better understanding of the costs of CCS and what can be done to reduce those costs to help improve the business case for CCS. The UK Government welcomes the work done by the industry-led Cost Reduction Task Force (CRTF).  We are currently looking at the CRTF’s recommended actions from their final report published on 16 May 2013. It is clear that one of the things  the power sector sees as important to reducing costs is the development of storage hubs and pipeline networks. The techno-economic study on industrial CCS will also further the evidence base on costs. The Commission might consider what role it can play to facilitate this across the EU.  

Continuing support for CCS research, innovation and development.

23. [bookmark: _GoBack]Research and development support should cover large scale pilot projects, through the CCS European Industrial Initiative and Horizon 2020. There should be a clear focus on funding for CCS in Horizon 2020, and this funding should also be used for significant feasibility and risk-reduction studies.  These should be project specific, to enable projects to get to Final 

Investment Decision stage, better enabling access to investment from the finance markets. 

The UK welcomes the inclusion of CO2 transport networks within the Infrastructure Package (IP), and the recognition that feasibility studies can be funded under the IP. The UK believes that much more needs to be done to fund feasibility and risk-reduction work in order to bring in private investment into CCS projects. 

24. Early studies, particularly Front End Engineering and Design (FEED) studies, are an essential early step in progressing full chain commercial scale CCS projects. Notably, there are necessary early costs for CCS developers to undertake these FEED studies and the Commission is invited to explore ways of funding them in order to bring projects forward, with the aim of starting a pipeline of projects.

Reforming the current CCS Project Network

25. Sharing the knowledge and learning from the first large scale CCS projects with those integral to the deployment of CCS is key. The UK remains firmly committed to knowledge sharing and illustrated this commitment through the breadth and depth of knowledge made available from the first UK CCS commercialisation competition[footnoteRef:3]. [3:  https://www.gov.uk/uk-carbon-capture-and-storage-government-funding-and-support.
] 


26. Based on our experience the UK would promote a commitment to open source provision of knowledge, supported by time limited or issue specific networks and events targeted at audiences such as the supply chain, prospective CCS developers and other governments.  This approach signals a need to reform the current CCS Project Network  to enable those at the heart of CCS deployment to most benefit from lessons learned through the first large scale projects, and to provide the basis for engaging internationally.

Conclusions
 
27. The UK agrees that this is an important time for CCS, and that we need CCS if we are to meet emissions reduction targets. Given that there are not yet any commercial scale CCS projects in the EU, we need even greater efforts to bring forward commercially deployed CCS.   

28. To that end the UK believes that the focus now should be on supporting the first early projects. The learning from those projects will inform the detail of the longer term measures required to support CCS. Decisions on the longer term should not be made before we have learnt from these early projects.

Annex A


Response to individual questions: 

1. Should Member States that currently have a high share of coal and gas in their energy mix as well as industrial processes, and that have not yet done so, be required to: 

0. Develop a clear roadmap of how to restructure their electricity system towards non-carbon emitting fuels (nuclear or renewables) by 2050, or

0. Develop a national strategy to prepare for the deployment of CCS technology

a. No. The UK believes that the best way to deliver our low carbon goal is through a binding GHG target and a strong EU Emissions Trading System, with flexibility for Member States to pursue a wide range of options to decarbonise in the least cost way. In a market economy roadmaps and plans are of minimal value unless market incentives are also in place.

b. Yes, if Member States believe it is useful. The UK has already published “The Carbon Plan: Delivering Our Low Carbon Future” in December 2011. This set out how the UK will achieve decarbonisation within the framework of UK energy policy and reinforced our technology neutral approach.  The UK also published a CCS Roadmap in April 2012.  We would agree that all Member States should set out national strategies and roadmaps for reducing carbon and deploying CCS where coal and gas form a significant part of their energy mix. 

1. How should the ETS be re-structured, so that it could also provide meaningful incentives for CCS deployment?  Should this be complemented by using instruments based on auctioning revenues, similar to NER300?

The UK’s views on how the EU ETS should be reformed are set out in our response to the Commission’s Green Paper on a 2030 framework for climate and energy policies. These reforms are not CCS specific. 

Until we know whether any CCS projects receive funding under NER300, it is difficult to take a view on whether such instruments are effective.

1. Should the Commission propose other means of support, or consider other policy measures to pave the road towards early deployment, by:

2. Support through auctioning recycling or other funding approaches
No. The UK would oppose any hypothecation of auctioning revenue on the grounds of fiscal sovereignty. Spending priorities should not be determined 


by the way in which revenue is raised, as this is an inefficient means of allocating public funds.

2. An Emission Performance Standard
The UK would require further information to better understand how an EU-wide Emission Performance Standard might work, including its consistency with the UK EPS, which is intended as a backstop regulatory measure to the UK’s policy of building no new coal plant without CCS. 

2. A CCS certificate system
No. As set out in the UK response to the post-2020 Energy and Climate Green Paper the UK supports a technology neutral approach.  A CCS certificate system would go against this approach by, in effect, introducing a CCS target. The UK does not support technology-specific targets.

2. Another type of policy measure
The priority short term actions are set out in our overarching response to the Consultation. Further detail and discussion is required on potential longer term policy measures.  

The UK believes that it is important to keep discussing ideas for supporting and encouraging the deployment of CCS.  Achieving the first projects should provide valuable information to help subsequent projects, and as the market for CCS increases, costs are likely to come down. 

1. Should energy utilities henceforth be required to install CCS-ready equipment for all new investments (coal and potentially also gas) in order to facilitate the necessary CCS retrofit?

In the UK all new combustion plant must be built CCS-ready, but implementation of CCS is only required where it is economically viable. As regards new coal plants, they are only approved if they have at least 300MW of CCS fitted.  This goes further than the current EU position, and we believe it is a useful guard against future redundancy. We would be sceptical of any move towards CCR requirements more stringent than the current UK position.

1. Should fossil fuel providers contribute to CCS demonstration and deployment through specific measures that ensure additional financing?

We would require further information about how this might work before forming a view. We would not support a levy on fossil fuel sales to support CCS, and would need confirmation that any arrangements proposed are within the competence of the EU. 





1. What are the main obstacles to ensuring sufficient demonstration of CCS in the EU? 


Our views on the main obstacles to CCS are reflected in the priority short term actions we believe are needed: 

· Improve the business case for all low-carbon technologies – part of which will require reforming the EU ETS and support for the first projects to overcome the high ‘first mover’ costs.

· Ensuring that existing funding for commercial scale CCS projects is made available for CCS.

· Review with Member States and industry, the CCS Directive to ensure that it facilitates early CCS projects.

· Working with Member States and industry to further develop understanding on the costs required for early stage CCS projects.

· Continuing support for CCS research, innovation and development, including for large scale pilot projects.

· Reforming the current CCS Project Network to ensure that knowledge generated from projects is shared with those integral to the future development of CCS.    

1. How can public acceptance for CCS be increased? 

The UK recognises the importance of public acceptance and monitors public awareness and opinion through an annual survey.  The most recent survey[footnoteRef:4] was published in April 2013 and showed that awareness of CCS had gone up and views are either positive (57%) or neutral (36%), with 7% opposed. In the UK the storage risks are well understood.  A recent review concluded that the potential risks of leakage are extremely low for well characterised sites, and any leakage problems could be remediated using standard industry methods. [4:  https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/198722/Summary_of_Wave_5_findings_of_Public_Attitudes_Tracker.pdf

] 


Some successful early demonstration projects may also help improve public acceptance more widely. Experience from similar types of projects highlights the importance of keeping public engagement local.  There is no ‘one size fits all’ approach that would work across the EU. This should be led at Member State level, with input from industry.  
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