CCS Demonstration Programme: Further Projects
“Market Sounding”: background, focus, and how to contribute
1. Introduction

1.1. On 8 July 2010 DECC announced the start of a market sounding process for the UK’s CCS Demonstration Programme. This is intended to help the Department to explore workable options for the CCS demonstration project selection and funding processes, and learn about projects being considered by industry.  

1.2. This document contains information for interested companies to inform their feedback in the market sounding process. Section two provides the background to the programme; section three discusses a number of key elements for projects, on which we are seeking views, and section four explains some of the background to the arrangements for providing financial support including options for risk sharing. The market sounding process will last 2 months, until 15 September. We will use the information gathered to inform the design of our selection process and project requirements.

1.3. Companies that are considering seeking UK Government support for CCS demonstrations under this programme are invited to contact Liz Kitchen via the OCCS mailbox (occs@decc.gsi.gov.uk). Early notification will enable us to plan further discussions with companies expressing interest, and we would aim to hold these discussions before the closing date. In these further discussions, the Department would like to talk about the following topics:
· Projects you are developing or considering – including any details regarding fuel, capture technology, size, location, transport  and storage options, timing, how far developed your project is etc;

· Public funding provision – your views on the proposed output based payment mechanism and possible flexibility around this approach;

· Key risks in the chain – what and where they are, whether you have options to manage them; 
· Practicalities of applying for one or a number of the projects – your views on the Department's proposed selection models, how long you will need to prepare your application, what information you need from Government at each stage in the model to enable your application; and
· Scope and shape of the current CCS demonstration programme – particularly in the light of the Committee on Climate Change’s recent report which recommends the inclusion of demonstration on gas plant.
1.4. We have set out some key questions on our website
, which cover in more detail the areas which we would like to explore and we encourage all interested companies to provide responses where possible.   
1.5. DECC would like to publish some of the information submitted in response to market sounding, particularly information on potential projects, to facilitate collaboration and co-location. Companies will be asked to indicate clearly any information they do not want published.
2. Background

2.1. In 2009 we announced our intention to implement a programme of four commercial-scale CCS projects, demonstrating the full chain of CO2 capture, transport and storage. In 2010 the Government reiterated this intention in the Coalition Agreement:  

“We will continue public sector investment in carbon capture and storage (CCS) technology for four coal-fired power stations.”
2.2. The programme will be the main source of learning and experience of different CO2 capture and storage technologies in the UK: how best to build them, what they cost (to build, maintain & operate), how reliable they are, their flexibility in operation and the main areas for improvement. They will also build up experience in the transport and injection of CO2. The storage sites will act as test cases for licensing and, later, for monitoring and verification, while also showcasing the potential of UK offshore storage for future projects. Furthermore, the four demonstration projects represent significant CCS capacity and are likely to act as nuclei for the establishment of the larger transport infrastructure that will be needed when CCS achieves wider commercial deployment. The current programme will seek to demonstrate both pre- and post-combustion capture technologies (which could include oxy-fuel) with a maximum of two of the projects demonstrating post-combustion capture.
2.3. All demonstrations will be on power stations (both those serving the grid and those serving industrial installations) and will be funded by the UK CCS levy, the framework for which is included in the Energy Act 2010. The Government is currently drafting secondary legislation on the detail of the levy and will consult on this later this year. The demonstrations will be subject to any applicable EU state aid requirements and any necessary state aid clearance.
2.4. The Government is currently involved in a competitive process to fund the  first CCS demonstration project, and in March this year announced funding for each of the applicants in that competition to carry out Front End Engineering and Design (FEED) studies. The funding will enable the applicants to further their designs for the projects at Kingsnorth and Longannet respectively. These studies will be completed within twelve months, after which the final competition winner will be selected. As with any long-term, high-value funding proposal, final funding approval will be subject to the current Spending Review.   
3. Proposed key elements of projects
3.1. The following statements represent our current thinking with regard to key elements of the three further demonstration projects. Further details are set out in “Clean coal:  an industrial strategy for the development of carbon capture and storage across the UK
”. These elements will form the basis of the final project requirements which will, in turn, feed into the criteria against which projects will be judged, so it is important that we get them right.  We are therefore seeking views on our proposed approach, particularly from parties that are considering seeking UK Government support under this programme.
3.2. Our planning assumption is that we will launch the process for the selection of the three further CCS demonstration projects before the end of this calendar year. On balance we have concluded that a single call for the three projects has advantages that outweigh the learning that may be gained from a phased approach involving sequential calls. A single call will not preclude phasing of projects, and indeed we think it likely that projects would naturally phase.
3.3. Size

CCS demonstration projects are expected to operate on around 300–500MW of power station output depending, to some extent, on the particular technology being demonstrated. To limit costs, the projects should be large enough to achieve commercial-scale demonstration, but not oversized unless they deliver additional demonstration related benefits. Hence, larger projects that have lower unit costs (e.g. abatement cost in £/tCO2) by virtue of economies of scale would not merit support if they placed a greater total cost on consumers without delivering additional demonstration benefits.
3.4. Knowledge transfer

One condition of receiving public support from the demonstration programme will be that the selected projects commit to collect, provide access to, and take an active role in the dissemination of information and know-how in order to facilitate the development of CCS projects in the UK and overseas. We would expect the knowledge sharing programme to be identified as an explicit output under the funding arrangements.
3.5. Co-location

The Government’s assessment of proposed projects will not explicitly require co-location (“clusters”) of any of the elements of the CCS chain (capture, transport, or storage). However, we do wish to encourage project developers to come forward with innovative solutions, including co-location of capture projects, that reduce costs or enhance delivery. Therefore, co-location will be taken into account in the assessment of projects when weighing overall delivery of non-monetary objectives against price and value for money.
3.6. Gas
In the light of the Committee on Climate Change’s recent report which recommends the inclusion of CCS demonstration on gas plant, we are seeking views on gas CCS through this market sounding process. We will formulate the details of our formal call for projects 2-4 on the basis, among other things, of the feedback we receive.

4. Public funding provision

4.1. The Government is proposing to provide financial support to the additional three CCS demonstration projects through a contract for differences (CfD) on the CO2 they abate. The financial support is intended to recompense investors for the additional cost of building and operating the CCS chain. It will not contribute to either the construction or operation of the base power station. Financial support will be provided through a  “strike price” payment less the EU-ETS allowance price, for each tonne of CO2 abated over an agreed operating period. Additionally, a maximum cumulative abatement level will be set in order to cap the amount of financial support to be paid
.  Such an arrangement requires potential projects to work out what level of strike price they need (i) to recover their investment in CCS equipment (capture, transport and storage), (ii) to cover the additional cost of operating the CCS chain and (iii) to provide their required rate of return.  
4.2. Linking the payment of financial support to the output of the project (i.e. CO2 abated) is important because it will encourage projects to be built and operated as planned. However, we recognise that this leaves investors exposed to a range of technical and commercial risks that are greater than for a conventional power station because CCS is only at the demonstration stage. Consequently we are interested in exploring flexible arrangements within the broad CfD mechanism that will permit a degree of risk sharing while maintaining a strong financial incentive for successful project delivery.  

4.3. Financial support may also be provided through the EU’s NER arrangement.  We would encourage all project developers that are thinking of seeking support from the UK CCS levy to put forward proposals in response to the NER call, which is expected in September-October 2010. We will offer further guidance on this later this year, when the EU publishes the detail of its call for NER proposals.
5. Next steps

5.1. Following the market sounding, DECC will publish objectives for the UK  programme later in the summer. In Autumn we will issue further guidance on entry to the NER. We plan to launch a formal call for proposals by the end of the year, which will build on the inputs we receive in the course of this market sounding process.  
� http://www.decc.gov.uk/en/content/cms/consultations/consultations.aspx


� http://www.decc.gov.uk/publications/DirectoryListing.aspx?tags=2


� It has been proposed that the duration of the projects should be 15 years, or up to a maximum amount of CO2 stored, which will have to be adjusted depending on the size of the project.
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