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Examination of witnesses

Witnesses: Alex Chisholm, Ashley Ibbett and Neil Kenward.

Q1

Chair: Welcome to the Public Accounts Committee. We are here to look
at carbon capture and storage, which has been a bit of a saga in
Government; there have been two competitions to run this programme,
with £168 million of taxpayers’ money spent so far on two failed
competitions. We will ask today what happened with those competitions
and what the plans are for the future, and probe the way the Department
for Business, Energy and Industrial Strategy deals with the issues, as well
as the Treasury’s role.

Before I introduce our witnesses, I thank them for rearranging their
diaries; we had to do today because of the tragic events of last week.
Thank you for fitting us in before the Easter recess, which makes things
easier in the long run for all of us. It does mean that Stephen Lovegrove
is unable to be with us because he is overseas. Thank you for picking up
the baton and coming.

Our witnesses today are Ashley Ibbett, director of clean electricity at
BEIS; Alex Chisholm, the permanent secretary at the Department; and
Neil Kenward, the deputy director for energy, environment and
agriculture at the Treasury. Did you always have such a big job, Mr
Kenward, when you have been in front of us? It seems your
responsibilities are growing at the Treasury. Our hashtag today is
#carbon. I will ask Mr Phil Boswell to kick off.

Philip Boswell: Thank you, Chair. I should first declare a couple of
interests. I was Shell’s contract lead on the carbon capture and storage
project as it moved from Longannet to Peterhead. Secondly, I was a
member of Lord Oxburgh’s team in the production for the Parliamentary
Advisory Group on CCS of “Lowest Cost Decarbonisation for the UK: the
critical role of CCS”. I will dive straight in and ask a general question to
all in relation to the competition and the full chain. The Government
spent £100 million on this competition, after having spent £68 million on
the first competition, and we are no nearer having CCS. How do you
explain that, Mr Chisholm?

Alex Chisholm: Thank you for your question. I very much appreciate the
positive contribution you made, both to the original project at Peterhead
and to the report delivered by Lord Oxburgh’s group—and to other debates
in Westminster Hall, which I obviously followed with great interest.

Looking back, particularly at the second competition, which is the subject
of the NAO Report, as the NAO acknowledged, it did achieve some
considerable benefits. In particular, it gained valuable technical and
commercial knowledge, not only for commercial parties, such as Shell,
with which you worked at the time, but for the Government and advisory
groups about how to deploy this particular technology in the UK context.
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One thing that the NAO particularly commented on favourably in the
Report was that there was a real effort made in the design of the
competition to ensure there would be information available to the wider
public and other people interested in taking forward these projects in
time—so-called key knowledge deliverables, of which there are 86
published, which have been accessed several thousands of times.

Another important legacy from the project has been the three appraised
storage sites: Goldeneye, which was important to the project you worked
on; Hewett; and Endurance.

Philip Boswell: That's fair enough. Unless there is something to add—we
are short of time—I think we will continue along those lines. After the
failure of the previous competition, why did the Department think that
starting a new one was the best option, Mr Chisholm?

Alex Chisholm: 1 think that the UK Government, like many Governments
around the world pursuing the decarbonisation agenda, have recognised
that carbon capture and storage is very likely to have an important part to
play. That has been the advice from experts within the industry and the
scientific community in the UK. Obviously, we have had that view from the
Climate Change Committee, the Energy Technologies Institute and lots of
international bodies such as the International Energy Agency.

Chair: We know that it is important to do this.

Alex Chisholm: 1t is important. After the first competition terminated
because no satisfactory financial terms could be agreed, the second
competition was aimed much more at what it would take to commercialise
it.

In the early stages of that, I understand there were a great deal of
conversations between the Department and industry about how to design
a competition to bring into existence a proof of concept project—or more
than one; they looked, as I think you will be aware, at eight possible
projects at the outset, and they narrowed it down to two: one using gas-
based technology for power generation and the other coal-based. It seems
quite reasonable to me, looking back over that, that they tried the two
different approaches.

Also, with one of those projects—the one you were involved in, Mr
Boswell—Shell was effectively in control of the whole end-to-end process.
The other one was much more of a consortium approach. The other one
was also one in which a lot of infrastructure was being created for
potential future use by a lot of coal-fired power stations, which the MP for
Don Valley will be aware of. That was the idea of building something of
enduring value.

Chair: Mr Boswell asked why you thought about doing a second
competition. In simple terms, from what you said, I divine that you
thought you had learned enough lessons from the first to develop a
better competition the second time round.
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Alex Chisholm: Partly that, Chair. There is also this enduring thing that
we keep coming back to: that CCS does appear to have an important part
to play in the overall decarbonisation.

Chair: So you had to have a second competition because you had to do
something about it.

Alex Chisholm: Equally, it was very clear at the time that without some
public intervention, it was not going to happen in the UK. The question
was: was the market and the technology sufficiently ripe to be able to
bring that into existence with an affordable amount of public support?

Right at the beginning, again as acknowledged by the NAO Report, the
competition was always subject to the technology demonstrating its cost
competitiveness. Obviously, it set out with very good intentions in 2012 to
do that. Clearly, at the end of that process it was determined that it was
not sustainable in terms of the economic cost to the nation, taxpayers and
consumers, but we did not have foreknowledge of that when the
competition was launched in 2012.

Philip Boswell: That gives us one of the questions. Why was the option
of Government ownership or part-ownership of the chain not considered
more thoroughly, given that when you shortlisted to two, only one of the
bidders could do full chain? There have been plenty of models in the past.
Look at the nature of this work in terms of the three components of this
model, which are capture, transportation and storage. It is extremely
rare, and probably the only companies that could do that would be the oil
corporations: the reservoirs, the transportation systems and the
introduction of a capture programme. Why was the option of more
Government involvement not taken up, and all risk transferred to
contractors? Why was that model adopted?

Alex Chisholm: First of all, in the energy market, as you will appreciate,
it is mostly private sector players. Private sector players contribute a lot of
capital, a lot of technology and very relevant assets to a project of this
kind. I think that, rather than the ownership of the assets, the key thing is
probably, as you suggest, Mr Boswell, the ownership of risk and the
allocation of risk within that. That issue was gone into very carefully at the
outset of the project. A whole thought process went into saying: who is
the best holder of this particular risk? That was agreed with the industry
bodies and with the potential ambassadors. It was very clear from the
outset, and really it was a risk-sharing approach. Obviously, with
hindsight, one can look back and say, “Was that risk sharing absolutely
optimal?” That is something that I know was well covered in the report, to
which you contributed, from Lord Oxburgh.

Philip Boswell: I have one question before we go into risk in more detail,
and it is to you all. With hindsight, was it the right choice to have a
second competition of this nature?

Alex Chisholm: 1 think the competition was well designed. Again, one of
the important findings of the NAO Report was—they commented
favourably on the fact—that it was a test of whether this was economically
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viable at this point in time. Although the conclusion at the end of it was
that it wasn’t, they pointed out, first, that we got a lot of benefits in terms
of the knowledge learned, but also that it was actually open to the
Government to exercise that decision without large cost to the taxpayer.
Again, the NAO commented quite favourably that, compared with some
other projects that don’t have that inbuilt flexibility, it was possible for the
Government to exit without loading the taxpayer with significant additional
costs and financial exposures.

Philip Boswell: You have already touched on understanding of the risks
and trade-offs, but—

Chair: Let me just ask you, Mr Kenward, whether you think it was, with
hindsight, the right choice, because the Treasury was very involved in
designing the whole financing side of this.

Neil Kenward: The Treasury were involved in the CCS competition from
the beginning. We will have signed off the business case, and we were on
the project board throughout the process, throughout the period. I don’t
think the Treasury had any fundamental objections to the way the—

Chair: But with hindsight, it didn't deliver, did it? Do you now think,
looking back, ™“Actually, we could have foreseen some of these
problems”?

Neil Kenward: As the permanent secretary has said, it was always
designed knowing that a decision had to be made, at the end of the
process, about whether it was affordable, and that decision was taken.
There was a lot of value gained from that competition, and that value—the
FEED studies, for example—remained available to other potential CCS
projects and investors going forward.

Chair: But one of the challenges, which we will come on to in a bit more
detail later, is that some of the options are now effectively running into
the sand, because these were time-limited options on the two
programmes that were being most worked up. Some of the sites won'’t be
available in the next few years.

Neil Kenward: 1 think it is important to recognise that there are other
potential sites, if indeed—

Chair: So you are saying that you are absolutely clear that what was
worked up will still apply to other new sites.

Neil Kenward: 1 think there are benefits to be had from—

Chair: But were those benefits worth £100 million? That is really where
we are coming at it from.

Neil Kenward: 1 think they are important benefits, and I think it was a
sensible strategy to run the competition and to try to advance our
understanding of CCS in the UK.

Chair: That was worth £100 million—of money that has not actually
delivered anything.
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Neil Kenward: 1t was the right approach to take.
Chair: Even though it didn’t deliver. Okay, Mr Boswell, carry on.

Philip Boswell: Mr Ibbett, early on during the competition, stakeholders
indicated concerns in respect of the risk allocation, or proposed risk
allocation at the time. What did you do to get the allocation of risk correct
for this competition?

Ashley Ibbett: Before we launched the competition, we had quite
extensive discussions with industry about what we called the risk
allocation matrix, and identified certain risks as business as usual, which
would be better handled by the developers themselves, and then a large
bulk of risks that we would share with the developers. The negotiations we
were taking forward with the two bidders were designed to allocate the
share of those risks between the parties. Also, we were in discussions
about what the boundaries between business as usual and CCS-specific
risks should be. So we talked extensively to the bidders, through the
process, about those issues.

Philip Boswell: What scope do the Government have to carry more risk?
In a scenario similar to the CCS one, be it for CCS or nuclear, what
further risk could the Government carry? As we know, when all the risk is
with the contractor, the price goes through the roof—that has always
been the model. So are the Government taking some responsibility? What
scope do the Government have, or do you see the Government having,
going forward in a situation similar to the CCS one?

Ashley Ibbett: Obviously, we are reflecting on the lessons we have
learned through the competition and Lord Oxburgh’s report, which I know
you were involved in, as well as other input we have had. Clearly, there is
a balance to be struck between loading more risk on to the consumer and
taxpayer and asking the private sector to bear risk itself. That balance was
the one we were trying strike through the competition. Indeed, certainly in
the case of one of the projects, I think we had a project that could have
been taken forward on the basis we had set out in the competition.

Philip Boswell: Going back to first principles, please explain the thinking
and application of cost-effective risk allocation in respect of the contract
strategy for this second competition. What were the factors that led you
to make the decisions you made, and what did you do?

Ashley Ibbett: 1t is worth stressing that it was a very complex
negotiation, because we were combining capital support with a contract for
difference, and those two things are complicated in their own right, let
alone together. One of the issues we were discussing with the projects
was, if a risk occurred, who would pay what share of that risk
manifestation. In the case of business as usual risks, the private developer
would bear those risks up to a liability cap. There was a liability cap that
would set the overall exposure of the developer to costs. In the case of
CCS-specific risks, there are different classes of risks. There are risks that
occur during the operation of the chain—you will be familiar with the issue
of cross-chain risk, which could crystallise either because of a CCS issue or
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just in business as usual—and then there are long-term storage liabilities.
Again, we were in discussions with the developers about how their
exposure to those should be capped, and what risk the Government should
bear.

Philip Boswell: A question to Mr Kenward and Mr Ibbett. We have seen
the Government, particularly the Treasury, insist that all the risk be
carried by contractors, not Government Departments, yet we know from
industry experience—there is a long list of projects that we should have
learned this lesson from—that it is not the most cost-effective model to
pass all the risk to the contractor. It never is. It is a very basic tenet. So
why do so here? Did the Treasury pull the strings in that respect? Was
that a decision that the Treasury had much input into?

Neil Kenward: The actual decision to design the competition, with
apologies, took place many years ago, before I was in this role, but I am
sure the Treasury would have been involved, and I am sure they would
have signed off on the design and approved it. As Mr Ibbett was saying,
there is a real balance here, as you are clearly aware from Lord Oxburgh’s
report and other things, between the level of risk that the Government
takes and the potential cost for investors and consumers if it goes down
the side of placing risk on the private developer. There are different routes
that could be taken. This felt like a sensible route, where you put as much
risk as is sensible—as much as you can—with the private developer, with
the Government just holding a few backstop risks, I believe. But Lord
Oxburgh set out that there are different ways to do this, and we are
obviously looking at that range going forward.

Alex Chisholm: We certainly didn’t say in that competition that all the
risk needed to be taken by the private sector. There was up to £1 billion of
taxpayers’ money available up front, and furthermore, there was the offer
of a contract for difference, which was going to be running for 15 years,
where consumers would be paying for this. So there was always risk
sharing. I also wonder whether that is in fact the best lesson to draw,
looking back over it. I understood that, despite the attribution of risk that
was built into the project you were engaged in, Shell was quite happy to
proceed with it. That was certainly the information that was given to us at
the time.

Philip Boswell: There are some things I can discuss and some things I
can't discuss, for obvious reasons.

Chair: Before I move to Ms Flint—unless Mr Boswell has any further
guestions—one of the potential prizes of this whole programme was an
opportunity for British business to develop this technology and for it to
become part of UK plc’s exports, particularly to Europe, where there is a
different model from the American model on CCS. That is a huge
opportunity lost. How much was that at the centre of the thinking on
this—or was it really just seen as a fringe benefit?

Alex Chisholm: 1 think probably the core of the case for introducing CCS
was about achieving our own decarbonisation goals at the lowest possible
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cost, not only in relation to the energy sector but particularly also for
industry and even heating and transport. That was really the core of it. I
think the prospect for an export industry on the back of that was the
additional icing on the cake-type thing—probably not a physical export
industry but more selling know-how expertise around the world. That is
something that happens now.

Indeed, some of the companies who are engaged in those projects at
Peterhead and White Rose have been advising businesses in the United
States, China and others that have tried to pursue CCS. So we have not
lost all of that opportunity; that is happening now. Obviously, if the UK
was seen as a real leader in CCS, that opportunity would be a bit bigger,
but there is a cost to doing that and obviously at the time the decision was
taken at spending round 2015, that cost was seen as prohibitive.

Chair: I understand that there was an original plan to have more funding
going in, but it was reduced quite dramatically. Is that the case?

Alex Chisholm: No, I think the capital set aside for it was always up to £1
billion; there was no change to that.

Chair: Wasn’t there a number between £3 billion and £4 billion? I have
heard those figures. I don’t know if that rings a bell with you.

Alex Chisholm: Not for the capital investment which is paid for by the
taxpayers. The second element of it is the operating costs over the lifetime
of the project: a 15-year contract for difference. The estimates of what
those would be changed over the course of the project—that was part of
the purpose of the competition once we had established what those costs
would likely be. The Department at the time—the Department for Energy
and Climate Change—had set aside some money to be able to cover one
or two projects with that contract for difference within the levy control
framework that we discussed back in November.

Chair: We remember that hearing.

Philip Boswell: This may be a difficult question to answer, but when you
look around the world to the operation of CCS projects that exist—there
are eight in the States, two in Norway, three in Canada, and in Brazil,
Saudi and UAE, and near commissioning there are two in the States, two
in Canada and one in Australia—they are doing this. Are they doing it
because, unlike the UK, they are genuinely interested in reducing their
emissions and investing in carbon capture and storage and we were
never serious about it?

Alex Chisholm: In our view, it is a very mixed picture around the world.
As the NAO Report correctly says, there have been around 20 projects
which either have been built or are in construction. Actually, according to
the International Energy Agency, over the last six years there have been a
further 20 or more that have been cancelled, including in countries like the
US and Australia. They cancelled projects at the same time that the UK
found it necessary. So it is a “one step forward, one step back” type of
situation. The jury is out.
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Even earlier this week we saw that China, for the first time in Yanchang
has just given a final investment decision to go ahead with a CCS plant for
the first time. That is a significant development. However, the IEA
commenting on that said that there are three concerns at the moment that
are holding back CCS across the world—again there is an international
picture. No. 1: large up-front capital and investment. No. 2: the time lag
to achieving returns. No. 3: lack of sufficient business cases. That is the
latest, absolutely bang up to date assessment from the International
Energy Agency. It underlines the fact that the decision the UK took was
not out of line with what has happened in other countries.

Philip Boswell: Following on from the Chair's comments, if you look at
India under Prime Minister Modi, there are over 2,000 coal-fired power
stations planned. Okay, they will not all be built and things will fall by the
wayside, but new ones come along and policy is something that you have
got no control over. None the less, there is the missed opportunity to
build a coal-fired power station with CCS not just for our own emissions
but for world emissions and to take the lead in the industry. We have lost
it so many times before. We are in desperate need for high-end
engineering, development and R and D. It is the kind of thing that
screams out “we are good at this.” The Brits are good that this type of
thing, yet time and time again we miss these opportunities. Do you feel
this was a missed opportunity?

Alex Chisholm: 1 emphasise that we are able to export that know-how
now, and we are actually doing so. British advisers are involved in a lot of
these international projects.

Chair: Advisers—that’s not really the prize, is it?

Mr Bacon: It is not much of a sales pitch when we are not doing it
ourselves, is it?

Alex Chisholm: We do not have a very large coal industry at the
moment. Coal-fired power stations are diminishing in number, and there is
a proposal out there from the Government that coal-fired power stations
should terminate completely in 2025. So it is much more likely that it will
be in countries like India and China that the large-scale introduction of
CCS to coal-fired power stations will be applied.

Chair: As Mr Boswell reiterated, the prize is the jobs in R and D and so
on. A few highly-paid advisers to go out to other countries is not quite
the prize that could have been won with a good industrial policy strategy
through what was then DECC. That is the missed opportunity, surely.

Alex Chisholm: As you know, we are very committed to the industrial
strategy, but equally it cannot be pursued without regard to cost. At the
time the decision was taken in spending round 2015, not only was there
£1 billion of cost to taxpayers directly, but a future commitment to costs
of between £3.9 billion and £8.4 billion just for those up to two projects
from the competition—not for all of CCS, just two specific projects. That is
a very high cost to pay.
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Chair: Did DECC or the Treasury do any analysis of what potential
business opportunities were out there, to see what the pound-for-pound
or pound-for-dollar ratio would be of that investment you just described
and how much it could leverage in from good investment opportunities
around the world selling this technology?

Ashley Ibbett: 1t is worth looking at the two projects involved in the
competition. The Peterhead project involved Shell using a technology that
they have deployed already in the Canadian project Mr Boswell referred to.
There was no unique UK value that would be generated through that
particular project—we would learn a lot from it, but it was a technology
Shell had developed already and, indeed, are using in projects around the
world.

White Rose was a consortium of different companies using technologies
that, again, they had deployed in other applications but had not brought
together to create a full-chain project. The unique know-how was in that
end-to-end process. That is knowledge, and we have made the knowledge
we have freely available on our website; we have had 12,500 hits on that
website, so the knowledge is being shared about how those projects were
going to be developed and taken forward.

Chair: That knowledge is being shared nice and widely around the world.
What about capturing it for UK plc, UK jobs and UK investment?

Ashley Ibbett: There is knowledge that is being used also by the UK CCS
base. We have a very strong academic base in CCS in the UK.

Chair: But, to go back to my precise question, did you ever do an analysis
in DECC of how many jobs could be spawned around the world, with
British very businesses very involved, against the investment by the
taxpayer? It was obviously of benefit to the UK and the climate change
targets, which Mr Chisholm outlined, but there was this other potential
really big win of jobs and investment in UK business as a result.

Ashley Ibbett: That was certainly one of the qualitative benefits we saw.

Chair: But no one did a full analysis of what gearing you might get from
this development in the UK for jobs.

Ashley Ibbett: Obviously we had taken a full assessment of the benefits
from the competition projects. Had the competition run to its conclusion,
we would have considered those sorts of issues as part of our analysis at
the end of the process.

Caroline Flint: I have two questions about where you see CCS, perhaps
for Mr Kenward. Do you agree that CCS has a central role to play across
the UK economy if we are to deliver emissions reductions to which we are
committed at the lowest possible cost to UK consumers and the
taxpayer? Yes or no?

Alex Chisholm: 1 will start, and my colleagues may choose to come in
after me. The Government has said that it is going to respond to Lord
Oxburgh’s report. Mr Hurd, before the BEIS Select Committee earlier this
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year, said that the emission reduction plan, which we will publish this
year, will include the Government’s views about CCS.

Caroline Flint: So you can’t say right now whether you think it has a
central role.

Alex Chisholm: 1 can’t say right now, in anticipation of that plan, but that
is where you should look for an answer.

Caroline Flint: Okay. Do you agree that the decarbonisation targets we
have set ourselves will come at a very much increased cost without CCS?
That is the view of the Committee on Climate Change.

Alex Chisholm: The advice I have read from the Committee on Climate
Change has said they are not expecting significant CCS before the 2030s.

Caroline Flint: That’s not my question. When it happens, they are saying
that the legal targets we have set ourselves on decarbonisation will come
at a very much increased cost without CCS. Do you agree with that?

Alex Chisholm: Between now and 2050? Certainly the projections
published by the Department that I have inherited show that very thing.
They expect it would be more expensive to achieve decarbonisation
without CCS.

Caroline Flint: Thank you. So the answer is yes.

Alex Chisholm: Well, that was the estimate published in summer 2015,
yes.

Caroline Flint: Okay. I want to move on to how the Departments, the
Treasury and DECC worked together. My first question is to Mr Ibbett, if
you don’t mind, Mr Chisholm, because he was actually in charge of the
project in DECC. Why did you and the Treasury fail to agree the financial
support for operating costs through contracts for difference?

Ashley Ibbett: The process of the competition we would be going
through was one of cost discovery. We had £1 billion in capital which had
been earmarked for the competition, some of which we used to do the
front-end engineering and design studies. Within our forecasts for the levy
control framework, we always included sufficient cover for up to two
projects. These were ground-breaking projects, the first of their kind, so it
was difficult at the outset of the competition to be absolutely clear about
how much they would cost. That is why we agreed we would use this
process of design studies and risk reduction to get to a better
understanding of the costs.

Caroline Flint: Okay. It is good that the £1 billion was identified for
capital, which is very helpful; the problem was that the Department did
not agree an overall budget. In fact, I understand from the NAO Report
that when you launched the competition, the Department was uncertain
how much it would cost consumers, expecting their contribution could be
between £2 billion and £6 billion, which I suggest is quite a wide range.
Don’t you think the fact that you did not attempt with the Treasury to
outline the overall costs of the projects affected the competition, because
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the affordability factors and constraints were not known by those in the
private sector who were bidding to be part of the competition? They were
jumping into the unknown.

Ashley Ibbett: We were always clear with both projects that the
competition would support up to two projects, and that there would be the
£1 billion and a contract for difference. We used our best estimates at the
time of what those contracts for difference might cost as part of our
estimation of the levy control framework, but in a way, until the projects
had made their final bids, we couldn’t be certain how much they would
cost or how much they would draw from the levy control framework. That
was what we were anticipating receiving at the end of 2015. Mr Kenward
will no doubt want to comment; the Treasury was involved in those
discussions with us, and knew that we were forecasting those numbers in
the levy control framework.

Caroline Flint: What did you think about those numbers, Mr Kenward—
between £2 billion and £6 billion?

Neil Kenward: We understood, as Mr Ibbett has explained, that there
was not complete certainty about what the costs would be. One of the
processes and objectives of the competition was to identify the likely costs
of CCS in the UK. Obviously, those costs were very significant. Had the
projects gone ahead, they would have imposed billions of pounds in
additional policy costs and additional subsidy required from consumers.
The context was very important. It became clear in 2015 that there was
quite a significant overspend forecast on the levy control framework, as
you are aware from the previous hearing and the previous NAO Report on
this.

We were looking at projects where the context was already an expected
overspend, if you like, on the forecast budget for levies to support low-
carbon power. In that context, I can understand, certainly, from a
Treasury perspective, that we did not want to add further costs to
consumers, which would have been sustained for a 15-year period and
then potentially followed by more projects. That was quite an important bit
of context when we were evaluating the affordability of these projects.

Caroline Flint: How much do you think the Treasury could have played
more of a hands-on role in working with DECC to get to a better place on
what the operational costs might have been, given that you were already
working as a Department on other energy projects, such as Hinkley? You
mentioned the levy control framework, and this Committee has already
heard about the problems in the working arrangements between Treasury
and DECC in that area. Do you think you could have done more to be
engaged and work to find some sort of agreement together?

Neil Kenward: My team at the Treasury and Mr Ibbett's team were in
pretty constant dialogue. There were no barriers between officials
discussing these issues. Indeed, the Treasury sat on the programme board
for CCS, so we were involved throughout the process.

Caroline Flint: We heard about a board when we discussed the levy
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control framework. I don't think the Treasury person turned up to that, or
it didn’t meet.

In paragraph 4.5 of the Report, the NAO reflects a view from the Major
Projects Authority, which “repeatedly found in its reviews a lack of
agreement between the Department and HM Treasury over the
affordability constraints for the CfDs” and reported “different assessments
of the affordability of operational support.” Why were you so out of kilter
with each other?

Neil Kenward: 1 think it is natural for the Treasury to care enormously
about these costs throughout the process.

Caroline Flint: Did DECC not care?

Neil Kenward: 1 am sure it did, and part of the objective of the
competition was to drive those costs down as far as possible, so obviously
it would have been premature to set a limit before we knew more about
the project.

Caroline Flint: Mr Ibbett?

Ashley Ibbett: 1 agree with Mr Kenward. One of the unique features of
the competition was that we had the concept of what we called the
maximum funding amount—the total amount of exposure for the taxpayer
and consumer if we were to take one or both of the projects forward. That
amount relied on us understanding the final strike prices from the bidders
themselves, but that number is one that we would have agreed with the
Treasury in the process that we would have followed following receipt of
final bids.

Caroline Flint: The Departments have failed twice. How will you ensure
that that does not happen a third time, in terms of working out between
yourselves that you are actually working in partnership rather than at
odds with each other?

Alex Chisholm: We are obviously very carefully studying the successful
examples—there are not that many, but there are some around the rest of
the world. We are also paying a lot of attention to developments in
technology; some interesting new approaches have been developed, most
recently in Austin, Texas. We are certainly very keen to draw lessons not
only from this project and the invaluable NAO Report, but also from Lord
Oxburgh’s report and from the further advice from the CCC and the ETI.
All of those will be reflected when the Government sets out its plans for
CCS going forward.

Caroline Flint: Do you accept in any way one of the points made in Lord
Oxburgh’s report, as you phrased it: that the high costs revealed by the
earlier approaches to developing CCS reflected the design of the
competitions more than the underlying costs of CCS itself?

Alex Chisholm: The finding of the NAO Report was that the competitions
would have produced successful projects, or at least one—there was a
question mark against the other, although even in the case of the
consortium approach with White Rose, they never said to us that they had
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doubts about being able to complete the project. From that perspective,
the viability of the projects seemed to have been high through the second
competition. The competition was ended by a funding decision, not by the
projects not being viable.

Caroline Flint: My colleague raised earlier the risks that were put on the
private sector, particularly in having to deliver a whole-chain approach to
these programmes. Would you be looking to design a future competition,
or a future model for developing CCS, differently from what has been
done?

Alex Chisholm: That is fair to say. I agree that one of the lessons of the
project, in hindsight, was that the Peterhead project seemed to be more
straightforward to manage because of the end-to-end management by a
single company, whereas for White Rose certainly one of the difficulties
that the consortium seemed to experience was how to allocate risk across
the chain with the different parts.

Caroline Flint: When you look at a number of the projects that are
happening worldwide, they seem to be able to cope with this approach of
delivery by breaking up parts of the chain to make it more suitable for a
number of different people to come in and bid for those parts of the
contract. Do you acknowledge that?

Alex Chisholm: That can help. It can bring as much competitive pressure
as possible.

Caroline Flint: Unless there is anything else on that, can I go on to the
cancellation of the project? Mr Kenward, given that you could have
decided whether to confirm the £1 billion based on the merit of the bids,
rather than speculation about the bids, could you tell us a little bit more
about why you just allowed this competition to finish as it did? Why were
you so keen on cancelling?

Neil Kenward: 1t was really a question of affordability. The spending
review at the end of 2015, as you’re aware, was going to set out the
capital spending across the entirety of the Government for pretty much
the whole of this Parliament. In doing that work, the Treasury runs a very
rigorous process. It invites bids from all Departments. I think there were
over 300 bids—it was a very large number of bids—and obviously a limited
pot of funding available.

It was a zero-based review, so everything that required new spending
during the Parliament had to bid in to receive that money. That's a very
sound and well-used principle for fiscal events. It means that Ministers and
officials can compare across the full range of bids, to identify those that
are most aligned with Government priorities and deliver the best value for
the Government against their objectives.

In that context, the money—almost £1 billion—required for the two CCS
projects essentially had to compete against all these various alternative
projects. It was a very tight spending review, as I am sure everyone is
aware, in the middle of a period of austerity, so £1 billion spent on CCS
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would mean £1 billion less for other Government investments, such as
schools, hospitals, roads, etc.

That was the decision Ministers had to take and our role was to provide
the best possible advice, looking at the pros and cons, the costs and
benefits, of the projects, interrogating and understanding the bid that
DECC had provided to us. That's what we did and we provided advice to
Ministers that set out those pros and cons.

Caroline Flint: Do you believe that CCS has a future in the UK, Mr
Kenward?

Neil Kenward: 1 think it is very clear that CCS could play an important
role in decarbonising the UK. That is, as we’ve already discussed, the
expert opinion on this matter; I can see the value of it.

Caroline Flint: Do you believe that, by cancelling the project, you might
have inadvertently cost the taxpayer more—bill payers too, for that
matter—in the long run, by reinvigorating the project at a later stage?

Neil Kenward: One of the important points here is that the decision was
merely about these two projects and the funding for them. It was not a
decision to abandon CCS in the UK for the future. That option remains
open and Ministers are considering options for that now. That is quite an
important consideration. Those potential benefits remain available, if the
Government choose to pursue CCS.

Chair: The Comptroller and Auditor General wants to come in here.

Sir Amyas Morse: Can I check something that is relevant to your
question?

Chair: Can you just give us a reference in the Report?
Sir Amyas Morse: Yes, paragraph 4.9.
Michael Kell: Sorry. This is the previous Report on the cancellation.

Sir Amyas Morse: Yes. I just want to be clear that at that point your bid
showed a return of £4.50 per £1 invested. Is it your testimony that the
other projects were preferred over this by showing better returns than
this? Or was it just a more arbitrary decision?

Neil Kenward: 1 certainly wouldn’t describe it as arbitrary. The underlying
analysis there assumed a continuing programme of CCS, and the £30
billion figure quoted was based on a whole stream of CCS projects.
Actually, all we were doing was discussing the two initial projects, so the
£30 billion was not the key number here.

Sir Amyas Morse: No, but the whole point of this—forgive me just for a
second, but the logic there is worth challenging, isn’t it? If CCS is worth
developing it must be because there will be a stream of future projects
and the stream has to start somewhere. So I think that argument is quite
difficult. You must have thought that through when you were originally
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allowing this initial project to start. I would have thought some foresight
on the part of the Treasury would have been expected.

Neil Kenward: There are two things going on. One is that that £30 billion
of benefits is still available and we can continue with CCS in the future—

Sir Amyas Morse: But you will have to start a project in order for it to be
achieved.

Neil Kenward: But the cost to gain that full £30 billion benefit would also
involve extra costs. Also in this cost-benefit analysis, even for these two
original projects that cost-benefit ratio was based on the £1 billion of
capital spend, but we know, as we’ve discussed it already, that there were
billions of additional pounds of consumer spend that were not part of that
equation. So, I think it is fair to say that the Treasury had valid questions
around the £30 billion number.

Caroline Flint: It is quite interesting, because it is very revealing. Thanks
for pointing out paragraph 4.9, because it seems to suggest that DECC
was making assumptions and modelling in a very different way from what
the Treasury was doing, even though you were meant to have a board. Is
that a fair point to make?

Neil Kenward: DECC, like all Departments, would put forward their best
case for a project or a capital bid, and then it is up to the Treasury officials
to interrogate that case, and that is the process that happened in the
autumn of 2015.

Caroline Flint: But in terms of DECC's calculation on the benefits on the
basis that without CCS it would cost an additional £30 billion to meet the
2050 carbon targets—that is paragraph 4.9 of the Report—that must
have been something that at some point the Treasury either agreed or
disagreed, because that was part of the basis for moving forward on the
competitions. At what point did you decide that the project was not worth
it?

Neil Kenward: Obviously the spending review was the critical decision
point.

Caroline Flint: Was that a political decision or an economic decision or a
climate change decision?

Neil Kenward: 1t was a decision based on affordability and the
prioritisation of scarce public funds.

Caroline Flint: So it was a political decision that in the grand scheme of
things it was better to spend money in other areas, even though in this
area by stalling the project it could cost more in the long run?

Neil Kenward: 1t was prioritisation of other things at that time, but it was
also about recognising that it was not solely taxpayer spend that was
required here, but consumer spend. I have already referred to the fact
that the levy control framework was overspent. There were two
affordability constraints at that time.
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Caroline Flint: So you were panicking, really. There was panic because
the levy control framework was heading in the wrong direction.

Neil Kenward: 1 would not have described it in that way.

Chair: I am sure the Treasury does not panic, but Ms Flint’s point is well
made.

Caroline Flint: Who is driving energy policy: the Treasury, or DECC or
BEIS?

Alex Chisholm: 1 think my Department is responsible for energy policy.

Caroline Flint: You are responsible for it, but who is driving it?

Alex Chisholm: Clearly if large amounts of public expenditure are
involved, that is going to involve the Treasury, the same as it would for
any other area of public activity.

Caroline Flint: Are you worried that you might do your modelling and
work on costs for other projects and, regardless of what you do, at some
point the Treasury is just going to pull the plug?

Alex Chisholm: We do work very closely with the Treasury on these large
projects, and that is very necessary. One of the recommendations from
this NAO Report is that we do continue to work closely on future
methodologies to ensure that when we are looking at these long-term
projects, you do not look only at the strike price, but the whole range of
factors. That is allowed by the Green Book methodology, but we clearly
need to ensure that that is applied correctly in particular situations.

Chair: Ms Flint has a clear point here. We looked at the levy control
framework. The Treasury had called a lot of the shots on that and
determined what was in it and what was not, largely. The green
investment bank was very much a Treasury-driven initiative, although it
is in your Department, Mr Chisholm. Solar, the feed-in tariffs and the
changes on that hit a certain limit so they had to be pulled in. It seems
that the Treasury is calling the shots on energy policy.

Alex Chisholm: All areas of public expenditure are subject to Treasury
controls.

Chair: A lot more things in your Department seem to be stopped or
shaped by the Treasury than happens in other Departments.

Alex Chisholm: Well, quite a lot of what the energy Department has been
doing to achieve decarbonisation is not just day in, day out ordinary
expenditure of the type that the Department of Health and the
Department for Work and Pensions are doing; it is big projects, and within
big projects there are uncertainties—that is the nature of it. There is a lot
of risk for investors and very substantial amounts of money are being
committed.

Chair: But the track record is not great. We keep seeing problems. This
area was previously in a different Department, and it is now in your
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Department. How are you going to get a grip on ensuring that we do not
see so many failures in crucial projects to reduce carbon emissions?

Alex Chisholm: Overall, the track record is excellent in achieving
decarbonisation. Emissions reduced by 38% in the period from 1990 to
2015. On most measures the UK'’s performance in that regard is the best
in Europe, and it compares very well with countries right across the world.

Chair: But that does not take away from the point about project failure. I
am going to bring in Ms Flint on that, and then Mr Boswell.

Caroline Flint: Mr Kenward, you have concluded that the costs to
consumers through contracts for difference were high and regressive
when it came to CCS. How is that different from other long-term and
expensive CfDs, such as Hinkley Point C?

Neil Kenward: The Government looked at each of these projects on their
own merits. There are many differences between them, but one of the key
ones is that carbon capture and storage also requires, critically, that extra
£1 billion of taxpayer spending, which is something the Hinkley project
does not require.

Caroline Flint: How do you consider the value to other sectors, such as
industry, of having CCS in place when you decided to cancel the project?

Neil Kenward: Sorry, will you expand on your question?

Caroline Flint: As you will be aware, CCS has applications to other
industrial uses, so I am interested in how much the impact on those
sectors was considered when the decision was made to cancel the project.

Neil Kenward: We were fully aware that in the long run there is an
opportunity for CCS to play a wider role in decarbonisation. We completely
understood that and we were very clear with Ministers on that point.

Caroline Flint: Do you think, Mr Chisholm, that it is a risky proposition
for investors to invest in new gas-powered power stations without CCS?

Alex Chisholm: That is a question that the market is constantly asking
itself. We organised a capacity market auction in December of last year.
That saw 3.4 GW of new projects clear in that auction, including a new
CCGT—a combined-cycle gas turbine—plant in King’s Lynn, so there is
some evidence of a willingness from investors in the current climate to
commit to new gas plant. There has not been a huge amount of new
investment there and, obviously, one of the considerations is, *“What is the
viable lifetime of that plant?”, given the overall scheme of policy and the
framework of delivering against the five goals under the Climate Change
Act.

Philip Boswell: We have touched on a lot of stuff there that I would like
to drill into in more detail, time permitting. The Treasury is the tail that is
wagging every departmental dog. I have jotted down some of the
initiatives affected: green investment bank privatisation cancelled; the
early withdrawal of the RO; onshore wind cancelled; reduction of solar
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subsidies; biomass guarantees withdrawn; the flagship green home
scheme cancelled; watering down of incentives for greener cars; giving
up the zero-carbon homes; and tidal power looking like it is for the chop.
Is the Treasury sponsored by the nuclear and fracking industries?

Neil Kenward: Not at all. I would emphasise that the Department leads
policy. To take one part of your list there, which is the forecast overspend
on the levy control framework, we worked very closely with the
Department in 2015 to identify the most effective way to curb the
expected overspend. It was not a case of Treasury imposing that on the
Department; the Department understood the need and urgency to reduce
the forecast overspend. This was very much my experience—it was very
much a collaborative effort to find the right mix of policy response.

Philip Boswell: Much has been spoken about figures and costs driving
decisions, so I will come to the specific figures used by the PM, or that
the PM was allowed to use, a little later. It is commendable, it has to be
said, that the strategy from the public purse perspective was one that did
not make any great commitment for us going forward—you did not
commit us to massive cancellation costs in the early phases—but what
that does to investor confidence a second time around is quite another
matter, which I would like to go into more detail on later.

Specifically, on cancelling the competition—looking at page 6, paragraph
6; page 36, paragraph 4.2; and page 9, paragraph 16, and again
apologies for not going into too much detail—why did you not fully
evaluate the implications for meeting the statutory decarbonisation
targets of delaying CCS before deciding to axe the competition?

I would also like to chuck in something else before you answer that
question—or lead you on, rather. The Committee on Climate Change
recently reported that the additional cost of inaction on CCS to UK
consumers would be £1 billion to £2 billion per year in the 2020s, rising
to between £4 billion and £5 billion per year in the 2040s if we are to hit
our carbon emissions targets. For me, that is really where I am coming
from. Do you agree that cancelling this initiative is a false economy? Did
you do your homework before cancelling?

Alex Chisholm: 1 am going to ask my colleague Mr Ibbett to address the

first part of the question about the modelling of the timing of the impact of
delay.

Ashley Ibbett: The savings, or the reduced cost of decarbonisation

associated with having CCS as an option, was a number we had modelled,
and it is reported in the review. We did not model the impact of a delay,
for two reasons. First, we did not have time to do that modelling in the
context of that spending review bid. Secondly, because there was a
question we needed to answer about what delay we should model—
because, as we have been very clear, we are not ruling CCS out as an
option; CCS could still play a very important role in decarbonising the UK,
but we did not do a specific piece of modelling looking at delay.
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Alex Chisholm: Just on your question about the false economy, obviously
it did reflect political decisions at the time, based on a lot of economic and
financial analysis. The Prime Minister at the time did actually say that
“Carbon capture and storage is £1 billion of capital expenditure—£1 billion
that we could spend on flood defences, schools or the health service. But
even after you've spent that £1 billion, that doesn’t give you carbon
capture and storage that is competitive in the market.” So clearly that was
an important consideration for the Government at the time.

Philip Boswell: We will go into why he was wrong shortly. Moving on, we
will go into a bit more detail. First of all, Mr Kenward, given that you
could have decided whether to confirm the £1 billion based on the merit
of the bids, rather than speculation about the bids, why did you not allow
the competition to finish before it was cancelled?

Neil Kenward: 1t is a valid question, but of course the decision on the
allocation of capital had to be made in the spending review, so that is
when Ministers were evaluating, as I have described, the bids for capital
spend—

Philip Boswell: Autumn statement.

Neil Kenward: Exactly—in the Parliament. They had to take that decision
in the round and take a complete set of decisions at that point. So once
Ministers had made that decision it would have been wrong, I think, to
continue with the competition once the Minister had essentially decided in
principle that the capital was not available for it. So it was at that point—
at the spending review and after—that DECC had discussions with bidders,
and they came to the conclusion that it was not worth getting into.

Chair: To be clear, the decision was made on the money before there was
any real understanding of the merits of the cases.

Neil Kenward: The pros and cons were fully understood. We had a good
idea, from discussing with our colleagues, of the likely range of costs of
the CfD. We obviously did not know the exact number that would come
forward from the competition, but I think we understood the expected
quantum of costs on bills from the CfD.

Philip Boswell: Okay; two questions—we are jumping around a bit, but
that’s fine. This is for Mr Ibbett, and it is following on from something my
colleague Ms Flint mentioned. What guidance were the competitors given
over the importance of electricity costs with CCS? Because, as you will
know better than anyone, it appears that the strike price was not agreed
with Treasury for this project, as colleagues have stated. Yet it is critical
in enabling agreement with the contractors at Hinkley C.

Ashley Ibbett: In 2012, I think, we established a CCS cost reduction
taskforce to look at the expected costs of first-of-a-kind CCS projects and
how those costs might reduce over time. In discussions with the bidders,
the sorts of strike prices we were talking about were within the sort of
range that that study found. We were very clear with the bidders that it
was a competitive process; nobody was guaranteed a CfD or the capital
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and it was in their very best interests to put forward the most competitive
strike price they could. So they were using their design stage and risk-
reduction stage to help them put forward their most competitive bid.

Philip Boswell: It strikes me that the Government were not trying very
hard to make this happen, because the Prime Minister was allowed to
quote £170 per megawatt-hour, and this figure included—on, I believe,
DECC's instruction—costs for a large infrastructure that would be used by
a number of future projects. So this caveat should have been made clear.
Of course, the Goldeneye pipeline and reservoir is pre-existing and simply
needs adaptation, which would slash that figure of £170 per megawatt-
hour, which was critical in the decision-making process. That decision
was allowed to be made based on saving £1 billion here and now for the
project, based on a figure that was completely created by a strategy that
was not cost-optimal from the outset.

Maybe there were mitigating reasons why that strategy was put in place.
There was talk of needs elsewhere, yet the Committee on Climate
Change says it will cost us between £1 billion and £2 billion not to do this
if we are going to hit our targets—this is what I'm getting to—and £45
billion in the 2030s and 2040s. If this is going to increase to hit our
target for our commitments or obligations, we will have to spend an awful
lot more than we would have done here. So, do you agree that the
statement of £170 per megawatt-hour was misleading, Mr Ibbett?

Ashley Ibbett: That figure was in line with the CCS cost-reduction
taskforce for first-of-a-kind projects. In our preparation for the spending
review, we were clear that we expected the cost of future projects to
reduce, taking advantage of shared infrastructure reductions in cost of
capital, improvements in technology and so on.

Philip Boswell: The CCSA has agreed that CCS is achievable at £85 per
megawatt-hour. This was work carried out for the independent CCS cost-
reduction taskforce and for the Committee on Climate Change that
showed full chain CCS costs at £85 per megawatt-hour. Why was this far
more credible figure not used? Is it because it did not suit the purpose of
the Treasury, which was to use the £1 billion elsewhere?

Ashley Ibbett: We had the findings of the CCS cost-reduction taskforce,
which showed a reduction in the cost of CCS over time through various
different components, shared infrastructure, reductions in the cost of
capital and improvements in technology. An integral part of the approach
to the competition was that these first projects would help us to unlock
some of those cost reductions.

Philip Boswell: Mr Kenward, did you just want the £1 billion for
somewhere else?

Neil Kenward: 1 suppose I have explained already that there was
tension, and rightly so, about the evaluation of the priorities for scarce
public money. It is right that the Treasury conducts that process in a
thorough and challenging fashion. The way the competition was run was
providing, as Mr Ibbett has described, shared infrastructure, which meant
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that the initial costs of these projects was higher, and hopefully that would
unlock cheaper projects in the future if they were to proceed, and we
understood that in the Treasury. We understood that this was a high price
for an initial one or two projects.

Philip Boswell: Mr Ibbett, based on the £85 per megawatt-hour and the
knowledge that they had, what more could you have done to convince
the Treasury that it was worth completing the competition?

Ashley Ibbett: We put forward the best case we could as part of our
spending review bid. As Mr Kenward has said, the Treasury receives many
more bids for capital funding than it can meet. I know there is a difficult
decision-making process that it has to go through. I think we put forward
the best case we could.

Chair: Was this just knocked into the long grass because it was a long-
term possible gain that people could not see, whereas actually building a
physical school or hospital is something that people can see? That was
the pressure, wasn't it, in reality? We will never get these big projects
unless you as civil servants highlight that. All Ministers and politicians are
impatient about something tomorrow, but we also need to have that
long-term view. Where was that long-term view in this decision?

Alex Chisholm: There has been a long-term view. The Government have
had a long-term view in trying to make CCS a reality in the UK market.

Chair: But there was no strategy. There were two failed competitions.

Alex Chisholm: Both times they have tried so far they have not ended up
with a successful project, because they have concluded that the cost at
that particular point in time was not sustainable.

Caroline Flint: It was poor design and poor collaboration between two
important Departments.

Alex Chisholm: The second time it was a well-designed competition. As
we have heard, there has been a great deal of co-ordination between the
Departments. The wider question is whether CCS is a competitive
technology at this point in time. That is a question, as I have emphasised,
that is being asked right across the world and does not have a definite
answer. It is not that CCS is being rolled out—

Chair: You said right at the beginning that the primary issue was reducing
emissions. The question is what happens to heavy industry in this
country. We have to get this cracked. It is one of the really big challenges
that has got to be dealt with. It is not that there is a blank cheque, but
you can’t do a normal cost-analysis business case in the same way,
because there is a cost premium to tackling this climate change
challenge.

Alex Chisholm: Chair, we absolutely understand and appreciate that. It
was always seen that CCS would require some public support to bring it
into the market. That has been a core characteristic of both competitions—
there is no question about that at all. We do recognise that. One of the
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reasons why we have continued to fund a lot of innovation and research
into CCS—including £11 million since 2015 and in total £130 million since
2011—is because we continue to ask that question: what is the best new
technology that offers the way to enable this very promising technology to
be cost-sustainable in the UK context?

Philip Boswell: We have a lot to cover in a very short time, so I want to
move on to investor confidence. Before we do, the Treasury was not
convinced that Peterhead was a good match for the programme’s
objectives, in part because of the remoteness compared with other areas
of CO, production. I want to know what discussions took place on this
before the spending review. Oxburgh came afterwards, of course. There
are clusters and the whole system comprised of capture, transportation
and storage. It is the networks that are the future, thinking outside the
box—it doesn’t take a lot, given the effort that has been put into this.
What discussions had taken place on the programme’s objectives being
hit by the two projects in respect of the full chain nature? Obviously, you
had the location for White Rose and you had full chain in Aberdeen. What
discussions did you have with the Treasury to explain to them—because
the expertise sits with DECC—the impact of the decisions and the
strategy, and what was a good fit and the best fit for your objectives?

Ashley Ibbett: The Treasury was a member of the programme board for
the CCS competition.

Philip Boswell: It didn't meet very often.

Ashley Ibbett: We were in regular discussion with them about it,
including in the preparation of the business case that set out the original
rationale for the competition. The decision to award the two FEED
contracts was one that we again agreed with the Treasury. I don't want to
bore you with the intricacies of the competition, but it is worth bearing in
mind that the evaluation methodology selected a portfolio of projects that
stood the best chance of bringing down the costs of CCS. It is perhaps
unsurprising that it combined gas and coal, north and south, new build,
retrofit and so on, because it was the portfolio with the evaluation
methodology that brought forward Peterhead and White Rose.

Philip Boswell: Before we move on to the last section, in terms of the
metrics by which you measure, the expertise sits here. How will you
improve the metrics used to compare low-carbon options that benefit
multiple sectors, going forward? What lessons have you learned from this
second experience? A third failure would be calamitous.

Ashley Ibbett: Obviously, we are reflecting hard on what lessons we can
learn from the competition. This Report is a very useful input to that
thinking. We have had the excellent work that Lord Oxburgh did, as well
as a report from the Carbon Capture and Storage Association, the Energy
Technologies Institute, the Committee on Climate Change and others. We
are considering all those issues in detail, as part of our thinking about
what we say about carbon capture and storage in the emissions reduction
plan.
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Chair: Will there be a third competition at some point?
Ashley Ibbett: We haven't taken a decision on what is next.

Chair: I think there might be a lack of appetite to go for it.

Philip Boswell: Moving on to investor confidence and the market
experience and what the market has taken from its experiences on the
carbon capturing project and similar models, the third report of the
Energy and Climate Change Committee of session 2015 was on “Investor
confidence in the UK energy sector”. It is very critical of the
Government’s continuous moving of the goalposts in relation to green
energy. We discussed the big list. The report’'s summary specifically
references CCS in bullet point 4. It says, “Policy inconsistency and
contradictory approaches have sent mixed messages to the investment
community about the direction of travel.” It gives one example as
“emphasising the important role of gas while scrapping support” for the
carbon capture and storage project and competition.

Mr Kenward, the sudden decision to cancel the competition, coupled with
other shifts in energy policy, had a particularly negative impact on
investors. How did you consider the impact that cancelling the
competition would have on investor confidence?

Neil Kenward: We understood, of course, that withdrawing the funding
for the CCS competition would affect investor confidence in the sector.
That was absolutely clear. I would say that the Government has been very
clear about its support for nuclear power and off-shore wind and through
the capacity market, for example, there is a large amount of private
investment flowing into the energy sector, in all those parts of the energy
sector. So there is confidence. I can see why CCS investors lost
confidence, but across the piece, where the Government has set out very
clearly the sectors that it is supporting, investors are coming forward and
investing.

Philip Boswell: This is not the forum to go into the other marketplace,
but we have just had that list earlier on, which would present a very
strong argument that that is not the case. Investors in renewable energy
are backing off and are not steady. The goalposts continue to move and
there is a lot of lack of investment here. Let’s focus on CCS and the
lessons learned, particularly in investor confidence. How are you going to
ensure that your future decisions do not have a similar impact?

Neil Kenward: On CCS in particular?

Philip Boswell: Yes, or a similar model, which could be nuclear.

Neil Kenward: 1 guess one of the key learnings from our perspective is
the importance of affordability. The Lord Oxburgh report shows that there
are different ways that CCS could be pursued that could change the
metrics in that way. That is the kind of thing that the Government want to
look at, if they decide to proceed with CCS.

Philip Boswell: This is well covered in page 27 of the NAO Report,
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paragraph 2.13. Moving on to Mr Ibbett, what more could you have done
to prepare the sector for the risk that the competition would not reach
conclusion, given the experiences of the first competition?

Ashley Ibbett: We were very clear with the bidders in the competition,
and with the CCS community more widely, that ultimately the Government
might choose not to fund any project, having evaluated the bids at the end
of the competitive process and decided it was not value for money to do
so. We set that out publicly, and when we signed the FEED contracts that
formed part of our press notice. I understand clearly that the CCS sector
was disappointed by the decision, understandably, but it was always clear
that we might not go ahead with either project.

Philip Boswell: How are you ensuring that investor confidence will not be
similarly damaged in future in the lessons learned from this? We see the
same lessons not learned and the same mistakes made. We are seeing
similarities between the first and second competitions. Okay, there is
some risk mitigation in that there is investment by the Government, but
what more can you do?

Ashley Ibbett: We took time to learn lessons from the first competition
and we acted on all the recommendations in the NAO’s Report on that
competition in building the second competition. We are talking closely to
the CCS community as we consider what our future approach might be.
Indeed, Ministers have held a roundtable with the CCS sector fairly
recently to try to gauge an understanding of where they are at. There is
still enthusiasm in the CCS sector and we will be wanting to set out our
thinking in due course.

Philip Boswell: Mr Chisholm, this is about working with the Department
for Business, Energy and Industrial Strategy and going forward for CCS.
Unless CCS appears in the industrial strategy, is it finished?

Alex Chisholm: As 1 said, we expect CCS to be covered in the emissions
reduction plan. That is going to be one of the flagship initiatives of the
Department this year. That is where I would look to for further guidance
on the Government’s plans.

Chair: Just to be clear, it is emissions reductions rather than industrial
strategy. Mr Boswell was asking about wider Government industrial
strategy.

Alex Chisholm: As I tried to indicate earlier with my remarks on your
own question, Chair, the prime reason for pursuing CCS would be around
achieving our decarbonisation objectives. It might have some incidental
additional industrial strategy benefit.

Chair: Now that energy and climate change are within the one
Department [Interruption. ] You thought you were being saved by the bell
there.

Chris Evans: [ think it was the Chancellor ringing up.

Chair: Now you have the chance to grapple with this and be the champion
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in Whitehall for saying we can have a really proper green industrial
strategy, which was seriously lacking over the previous Parliament.

Alex Chisholm: 1 absolutely agree that we do see great potential in the
development of green technologies more generally. By bringing it together
in a single Department, we can look at the impact right across the
economy, including the industrial sector, as mentioned earlier, as well as
in energy generation.

Of course, that also means we need to consider the impact on businesses
and consumers and on businesses’ competitiveness. Clearly, any costs
incurred through pursuit of projects such as this do end up being paid by
business or consumers in the end, so we need to weigh that up in the
overall consideration.

Chair: The consumer and the taxpayer being the same people.

Philip Boswell: I have a comment, Mr Chisholm, on flagship initiatives.
Sticking a flag on it did not do much good for the green homes scheme, to
be quite honest. So that does not give me any faith that there is a flag on
anything. I know this is an area that Caroline wants to follow up on.

Caroline Flint: Obviously, £168 million was spent on the two CCS
competitions. Mr Chisholm and Mr Ibbett, what lessons have you learned
from implementing those two competitions? How are you going to
salvage anything from the £168 million that the Department spent?

Alex Chisholm: 1 think Mr Ibbett has said that the second competition did
reflect the NAO Report very thoroughly on the first one, so lots of lessons
were learned from that. In particular, there was a much clearer allocation
of risk, clearer funding up front and I thought that we should not go too
narrow too quickly. So, the second competition was superior and based on
experience of the first.

If we were to do another competition, clearly we would have to sit down
with potential industry partners and investors to see what is best. The
situation continues to develop; I do emphasise that. This is a very hot
area of technological development. What we have tried over the past few
years, unsuccessfully so far, is to try to find a way to introduce CCS into
the UK in an economic fashion.

We obviously remain very hopeful that a way will be found to do so. As
you have pointed out, most independent projections suggest that CCS will
be necessary in the UK, so we are focusing on trying to find ways to do
that at lower cost. That is what all this research and innovation effort is
about.

Caroline Flint: Would you agree that we do have big projects, such as
Crossrail, the Olympics, High Speed Rail, that are nationally important?
Some have said that one of the learnings from these two competitions on
CCS is that it is important that the Government plays a bigger role in
retaining overall full-project risk initially, while letting private sector
companies compete to provide the component parts. We have other
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models where Government has done that. Wouldnt that suggest it is
worth looking at for CCS?

Ashley Ibbett: 1t is worth bearing in mind that, although the competition
did not conclude, I am confident that we would have received bids at the
end of that process. In a way, the model we developed through the
competition was working in terms of enabling those projects to get to a
point where they would be able to take final investment decisions.

The balance we were trying to strike with a new, untried technology of
scale in this country was the balance between loading risk on to the
taxpayer and consumer, and allowing the private sector to manage the
risk it is best placed to do.

Caroline Flint: To be honest, I don't take much assurance from what you
have just said. You are saying, Mr Ibbett, that you were very confident
that these two projects could deliver. That is what you seem to be
suggesting—we can check the record—but the rug was taken away at a
critical point and the indicators are that that work has disbanded.

Although there has been, particularly from the second competition, some
public sharing of information to other interests involved in this area of
technology, other learning could be lost as these project teams disband.
You were on the cusp, and then the money was taken away. I wonder
how much more that decision is going to cost the taxpayer and the bill
payer. You are saying it could have been successful and it could have
been happening.

Ashley Ibbett: 1 am saying that I think the competition would have put
forward bids—

Caroline Flint: So you are basically saying we would potentially have had
a shovel-ready project.

Ashley Ibbett: We would obviously had to evaluate bids—

Caroline Flint: But you just said that you felt that those two were at that
point and could have gone forward.

Ashley Ibbett: Certainly, at least one of the projects—

Caroline Flint: So we would have had a shovel-ready project. We have
mentioned the emissions reduction plan. How are you going to ensure
that the benefits and the opportunity for the industry and domestic
heating are much more part of a co-ordinated strategy?

Alex Chisholm: That is indeed a good question.
Caroline Flint: Because those are wider value benefits.

Alex Chisholm: One of the consequences of the passage of time since
this series of CCS projects have been under way is that the mix of which
technologies you would want to apply has changed over that time. As I
said before, we are using less coal at the moment. There is the prospect of
using no coal after 2025. We are continuing to invest in gas, which clearly
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seems to play a part in it. We are building our first new nuclear plant for a
generation. The mix within the energy sector alone of which technologies
might be used and how big the opportunity is has changed and will
continue to change.

Across the rest of the economy, we see sectors such as steel, ceramics
and chemicals all potentially being good, strong markets for CCS. In the
oil and gas sector itself, in north America one of the major uses of CCS is
to get more oil and gas out. That is also a function of the new project that
has just finally received the investment decision in China, in Yangzhong.

Caroline Flint: You have outlined the potential advantage of all these
other areas benefiting from a project that provides this answer on CCS
technology. Would you agree that in all those sectors you talked about—
steel, ceramics and others—they are hardly going to invest or get ready
for this unless we have a flagship project that is going to give them
confidence to invest and make adaptations to their own industries?

Alex Chisholm: Certainly, big projects that work in the UK would be very
encouraging. You also need to look at the overall regulatory regime—
things like a carbon tax would make a difference to the extent to which
the industry felt it paid them to invest in this technology.

I emphasise again the international perspective. When we look at other
renewable technologies, such as solar and offshore wind, it has not been
about the technology and the first-of-a-kind projects. It was when they hit
real, large-scale roll-out that the costs came down dramatically in both
those cases. We are getting the benefits from that.

For the CCS technology cost to come down dramatically, it probably won't
be only because of what happens in the UK. It will be because of what
happens in the very large markets—particularly north America, where two
thirds of the projects are at the moment, and China, which will in the
future probably be the largest energy market. The fact that they have just
committed to CCS is a significant development.

Caroline Flint: You make a very good point about solar and wind. We lost
the opportunity to develop onshore wind in the ‘80s. As a result, although
we have more onshore wind than ever before, we lost the supply chain
into it. Both for solar panels and turbines, it is still the case that most of
that is imported from elsewhere. That is the danger of missing an
opportunity.

Alex Chisholm: Every country finds its own way to achieve its optimal
mix of energy. We have focused on offshore wind, and in offshore wind we
are now the largest market.

Caroline Flint: But it was a missed opportunity when, in the ‘80s, we
didn't get behind the onshore wind technology, when we could have. We
are apparently the windiest country in Europe, and we didn’t do that. This
is another missed opportunity on CCS.

Alex Chisholm: 1 suppose I am focusing on what we can do now. We are
making the most of the opportunities in offshore wind.
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Caroline Flint: I am talking about learning the lessons.

Alex Chisholm: There is now a strong supply chain developing in the UK,
and a lot of investment is happening in different parts of the country.

Caroline Flint: From a very low base, compared with other countries.

Alex Chisholm: The local content is going up dramatically. It is now
heading towards 40% or 45%.

Caroline Flint: Okay, but you acknowledge that there are other countries
in the world—we have a list of them here—that are already setting up
their own CCS businesses and technologies. It is happening around the
world. A humber are very similar to what we might have been wanting to
pursue with projects here in the UK, so we are already behind, aren’t we?

Alex Chisholm: They are mostly trial projects, and as many have been
cancelled as have received positive final investment decisions.

Chair: Notwithstanding that, there are a number going ahead, as Ms Flint
has highlighted. The danger is that DECC keeps missing the boat—or
DECC did. Now that it is in BEIS, we hope it will not happen anymore.

Philip Boswell: I have two final questions—one for Mr Ibbett and one for
Mr Chisholm. On investor confidence, the industry has put its own money
into these projects, as well as the Government. Do you believe that the
industry would be willing to invest in CCS again in the light of this
experience?

Alex Chisholm: First of all, as you say, the industry has put its own
money into it, but a lot of taxpayer money also went into it. As has been
pointed out, £100 million was spent on this project. I think £29 million of
that went into the front-end engineering design. My point is that
companies recovered a lot of cost during that first phase of the project.

Whether the same companies would come together at this point in time is
something we would have to explore. As my colleague Mr Ibbett
mentioned, we had a roundtable, which was quite positive. There is a lot
of interest. Clearly, quite a number of companies participated, alongside
yourself, in the excellent report from Lord Oxburgh, so that is promising as
well. There is a prospect that companies will come again.

The overall environment for investment in this sector has been strong. We
have a number of proven tools that are working very well, such as the
capacity auctions. We have a big new contract for difference auction
coming up in offshore wind next month, where there has been a lot of
interest. I am very positive about that. There has also been strong private
sector interest in the Green Investment Bank, which we mentioned before,
and, in the shape of Hinkley, we had the biggest investment decision that
there has been in any single year for decades.

So if you look at the overall picture, there is a lot of investment happening
in UK energy. We need a lot of investment, for increased capacity and
reliability, but also to achieve our decarbonisation goals. As a Department,
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we are committed to making sure we continue to receive that positive
investment.

Chair: Maybe Mr Kenward could comment on that, too.
Neil Kenward: On the importance of—

Chair: Investor confidence. The stop-start approach does not inspire
confidence, does it?

Neil Kenward: Looking back to 2015, as I have explained, the
Government had to take fast steps to prevent excessive overspend on the
levy control framework. It was very important that that happened. We all
know how these costs can add to bills, so it was very important that we
took fast steps then, but the fact that that overspend was forecast was a
reflection of the strength of the sector and the speed with which it was
growing. It was getting to its end-of-decade targets far earlier than we
had forecast, and it was therefore sensible to curb that growth.

Chair: If you remember, Mr Kenward, we were rather critical of the
forecasting. You can say you took a great decision, but wasn't it because
there was a problem earlier down the line, where those decisions were
not well worked through?

Neil Kenward: Of course, as we discussed in the previous session, we are
learning lessons on how to strengthen the forecasting methodologies. This
is inherently—

Caroline Flint: You're meant to be Treasury, aren’t you? I'd have thought
that forecasting should be your top skill.

Neil Kenward: 1t is a core skill, but it is inherently uncertain. I think
colleagues here would agree that this is a very difficult area to forecast.
The rapid reduction in the cost of solar panels, for example, has come
faster than anyone expected, but that presents a great opportunity,
because now we can make a transition to the point at which they can
come forward without public subsidy.

Chair: We have seen a bit of a pattern, haven't we? You are talking to
two people who shadowed the portfolio for five years, and we saw the
pattern of supply increase and then changes to policy to try to dampen it
down constantly. I am amazed that anyone bothers to invest in the
sector, given the uncertainty and swift changes in Government policy—
mostly driven from the Treasury, Mr Kenward. You rightly have to watch
public money, but it is that forecasting early and a lack of prediction of
the market—

Caroline Flint: And harmony between the two Departments in your
methodology and how you pursue these projects.

Neil Kenward: The Government have learned collectively from that
experience, and we have moved away from the demand-driven schemes
that were initially used to bring forward the industries. We have now



ﬁ HOUSE oF COMMONS

moved to contracts for difference, where the Government have much
clearer control over the scale of deployment that comes forward.

Q103 Philip Boswell: Finally, I will pull a few strands together. Mr Chisholm
spoke about the industry and its general belief that CCS is a very
important feature of emissions reduction, but I am not alone in being
concerned about the sincerity regarding meeting our obligations for
carbon emissions reduction and those targets. As previously stated, the
Committee on Climate Change reported on the additional cost of inaction
on CCS to UK consumers, for whose benefit this decision allegedly was
made. It put the additional cost of not using CCS at £1 billion to £2 billion
a year in the 2020s, rising to £4 billion to £5 billion per year in the
2040s, if we are to hit our carbon emission targets. The billion-pound-
and-growing question, Mr Chisholm, is whether the Department has a
cost-effective, workable plan for national carbon reduction that does not
involve CCS.

Alex Chisholm: 1 emphasise that the Department and the Government as
a whole remain very committed to meeting our obligations under the
Climate Change Act. As you know, last summer we adopted the fifth
budget from the Climate Change Act. We have also signed up to the Paris
agreement for international obligations.

Q104 Chair: We have signed up to the obligations, but how are we going to
deliver that?

Philip Boswell: And then we leave Europe.
Chair: Yes, there is that, too.

Alex Chisholm: The range of measures that we can take as a
Government, right across the economy, to achieve our decarbonisation
obligations will be set out in the emissions reduction plan, so you will get
very clear evidence there of our sincerity.

Q105 Chair: When are we going to get that?
Alex Chisholm: 1 can't give you a definite date.
Q106 Chair: We never expect a definite date from the civil service, but
roughly—spring, summer, after recess, before summer recess?

Alex Chisholm: I wouldn't like to hazard a forecast.

Q107 Chair: We were just talking about poor forecasting. Give us a clue, Mr
Chisholm, please. By the end of the year?

Alex Chisholm: What Mr Hurd has said is that we are very keen to get
the plan out as early as we can, clearly not only for transparency reasons
but also—

Q108 Caroline Flint: What about this year?

Alex Chisholm—for public confidence, and also so that people can begin
to act in relation to that plan. Did you say this year? I would expect it to
be this year, yes.
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Chair: Behind that, there will be work done laying out all the programmes
you expect to deliver. Let’s face it: we have seen Green Deal fail, lots of
challenges with solar, and the issues around wind that Ms Flint has
highlighted, and around the levy control framework. It is not great. We
need to know that there is stuff behind that. Will there be a plan behind
that reduction plan?

Alex Chisholm: Absolutely. Although you have highlighted some of the
areas that have not worked very well, overall, as I have emphasised, we
are absolutely on plan for carbon reduction. In fact, we are slightly ahead
of the plan, if you look at the budgets that we are given by the Climate
Change Committee.

What the Government said in its industrial strategy, published in January,
is that we are going to continue to observe fully our statutory and other
obligations, but we want to try to find the lowest cost way to achieve that,
looking right across the economy and at all the available technologies.

Chair: It is tempting to go on, but we are going back to our previous
roles. Thank you again for coming at short notice. I finish by saying again
that we are concerned about the amount of money being thrown at failed
schemes.

We are watching your Department, Mr Chisholm. When it was DECC,
there was a series of things that, frankly, Ms Flint and I saw then—and
were calling out from the Opposition—that we are seeing now. We are
now seeing, as proof of the NAQO’s work, failures. The Green Deal did not
work and we have seen problems with this. We are watching your energy
projects. Although it is now in one big Department, we will be watching
and calling you back on these issues. Be warned about that.

Alex Chisholm: We welcome your scrutiny.

Chair: We will work with our sister Committees on this as well, of course.
I have two final questions for you, Mr Chisholm. Do you think you have
got the skills in the Department necessary for these big projects? These
machinery of Government changes mean you get an interesting group of
people moving into a new Department. Were the skills there when DECC
was set up? We have seen some problems suggesting that perhaps they
were not. How are you making sure that you have the right skills set to
develop these major projects and convince Treasury that they should be
funded?

Alex Chisholm: First of all, we invest a lot in developing our own skKills.
We have a number of very able people managing large projects, and a lot
of training goes into that. We also recognise that with these very big
projects, especially those in quite specialised technical areas, we do need
to draw on experts from outside. We bring them in on secondment. During
this particular project, we seconded somebody as the expert programme
director, who came in alongside Mr Ibbett, to ensure that we managed it
as well as we could.

We obviously also rely heavily on external advice. We had engineers
working for us and financial and legal advisers on that project. It is not
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even just this Department: we work very closely with the Infrastructure
and Projects Authority and the Treasury. Cross-Government scrutiny is
now very much given to these very large, high-value and important
national projects.

Chair: We constantly look at skills across Government, so it is your
opportunity to tell us if you think there is anything we need to work on
there. I thank you again for coming. The uncorrected transcript will be on
the website in a couple of days, and you will be sent a copy. We will
produce our report at some point after the Easter recess.



