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Subject: State aid SA.35050 (2013/N) – United Kingdom  
 Aid scheme for CCS Commercialisation Programme FEED Studies   
 
 
Sir, 
 
I am pleased to inform you that the European Commission has assessed the above measure, 
which was notified by the United Kingdom pursuant to Article 108(3) of the Treaty on the 
Functioning of the European Union (hereafter, TFEU), and has decided not to raise any 
objections to it on the ground that the measure is compatible with the TFEU. 
 

1. PROCEDURE 

1. By electronic submission dated 31 January 2013, following pre-notifications contacts, the 
UK notified the Commission their intention to grant aid to fund Front-End Engineering 
Design (hereafter, FEED) studies supporting delivery of commercial-scale Carbon 
Capture and Storage (hereafter, CCS) projects.   
 

2. DESCRIPTION OF THE AID 

2.1. Background  

2. The CCS technology is deemed to be a valuable means to reduce CO2 emissions, as it 
enables power generators and industrial installations to capture the CO2 emissions 
stemming from their production processes and store such CO2 in underground geological 
formations. In particular, the CCS process chain has three main stages: (i) CO2 from the 
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combustion process is captured and compressed, (ii) the compressed CO2 is transported 
by pipeline, truck or tanker to the storage site, and (iii) it is injected for long term 
isolation from the atmosphere into geological formations (usually in depleted gas or oil 
fields or deep saline aquifers). Although the CCS technology as such is established, it did 
not yet reach full commercial-scale demonstration level for the whole process chain. 

3. In the context of the further development of CCS technology, FEED studies play an 
important role as they are meant to reduce the uncertainties inherent in the delivery of the 
CCS projects through achievement of a developed understanding of the risks and issues 
affecting an individual project.  In detail, completion of FEED involves the undertaking 
of a range of detailed engineering and design assessments1 that are highly specific to the 
individual CCS chain concerned and enable risks and uncertainties about such project to 
be identified, understood, managed and reduced. As a result, FEED studies allow to 
narrow the confidence band regarding the related expected costs. 

4. The Commission notes that on 8 April 2009 it already decided not to raise objections to a 
measure notified by the UK so as to grant aid precisely to FEED studies in the context of 
the so-called Demonstration 1 Project (reference N74/2009, now SA.27733 (2009/N)). In 
particular, that measure concerned support to FEED studies for two, named industrial-
scale CCS Demonstration projects with the aim to reduce the technical, environmental 
and financial risks of the construction of a commercial scale coal-fired power plant 
equipped with post-combustion CCS technology. The Commission cleared that measure 
on the ground that the aid could be found compatible with the internal market in 
accordance with Article 107(3)(c) of the TFEU and Article 61(3)(c) of the EEA 
Agreement. 

5. According to the UK, FEED Studies carried out under the Demonstration 1 Project 
delivered dramatic capital cost uncertainty reduction ([…]*). However, in October 2011, 
following an intensive period of negotiation, the UK concluded that it would not be 
possible to reach an agreement on support for the CCS Demonstrator 1 Project that would 
represent sufficient value for money for the taxpayer, and the Demonstrator 1 Project was 
therefore terminated.  

6. In this respect, the UK highlight the importance of successful completion of the 
Demonstration 1 FEED study, as the latter provided the cost and technical data that was 
required to take the final investment decision. 

7. Nevertheless, the UK continue to recognise the importance of funding the research and 
development activities necessary to commercialise CCS technology as well as the 
importance of supporting the related FEED work. Accordingly, the UK launched the CCS 
Commercialisation Programme.   

* Business secret 
1  In particular, the engineering and design assessments completed through FEED studies are likely to produce 

the following categories of knowledge: (i) the CCS chain design, including identification of system 
components, and generating understanding of component and system performance; (ii) Operation of the CCS 
Chain and its individual elements; (iii) Full CCS Project cost; (iv) Health, safety and the environment; (v) 
Risk management; (vi) Consents and permitting; and (vii) Knowledge transfer stakeholder profiling. 
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2.2. CCS Commercialisation Programme 

8. Based on the ‘lessons learned” in the context of the Demonstration 1 Project and further 
market sounding activities, the UK designed a new programme. In February 2012, the 
UK published a Contract Notice in the Official Journal of the European Union2, 
advertising the Government’s intention to award contracts for research and development 
activities helping to achieve a commercialised CCS industry.  The OJEU notice sought 
proposals for commercial-scale CCS projects, and, since achievement of a successful 
project will be heavily dependent on the requisite engineering study work, it also sought 
proposals for FEED studies. 

9. Projects eligible to apply for support through the competition may consist of either full or 
part chain CCS systems (i.e., in the case of a part chain proposal, a system involving up 
to two out of the three CCS chain elements), involving the generation of low-carbon 
electricity in Great Britain with storage sites located offshore (in the UK Continental 
Shelf or Gas Importation and Storage Zone). Also projects involving industrial emitters 
could be considered where they support ‘cluster’ proposals, i.e. if they comprise a full 
CCS chain and one, or a number of, additional CO2 emitters that can be connected to the 
full chain.  

10. The Programme was open to any thermal generation plant and any type of CCS capture 
technology; specific requirements were that projects will need to be operational between 
2016 and 2020 and will be expected to abate CO2 at commercial scale (or constitute a 
substantive step towards that objective) whilst meeting all relevant environmental 
requirements.   

11. The selection process comprises a number of stages: 

a) bids submitted by the applicable deadline (3 July 2012) have been checked for 
eligibility, based on standard legal, financial and experience-related checks, by 
October 2012;  

b) bids are then scored against the competition’s evaluation criteria, which are designed 
to assess the extent of the contribution a candidate project will make towards 
achievement of the Programme’s outcome (see recital 14 below).   

c) subsequently, different portfolio options are assembled, with each portfolio containing 
a different selection of potential projects. In particular, the UK will select around three 
Project proposals that it will wish to mature further through the means of FEED 
studies (by February 2013).  

d) Eventually, the related FEED contracts are expected to be awarded as of March 2013 
and to generate the evidence needed for the UK to determine which, if any, of the 
Projects are most suitable for award of a Full Project Contract. The latter is envisaged 
by the second half of 2014 at the earliest. 

12. Available funding to support FEED studies and, later on, capital investment costs of 
successful CCS Projects is equal to GBP 1 billion. In this respect, the UK submitted that 
support for capital investments would be payable by means of direct grants to operators 

2  See Official Journal, Service contract -: 2012/S 38-061668. 
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for the construction of the selected CCS projects, if any, subject to State aid approval to 
be sought with individual notification.   

13. In addition, the UK informed the Commission that they consider to further support, 
during the operational period, selected Projects’ operating costs and capital costs not met 
from the aforementioned upfront capital allocation, by means of an agreed Contract for 
Difference strike price. Also in this respect, the UK submitted that granting of such 
support would be payable subject to State aid approval.   

14. As a result of this Programme, following the commercial-scale demonstration of CCS 
technology, the UK expects private sector electricity companies to "take investment 
decisions to build CCS equipped fossil-fuel power stations, in the early 2020s, without 
Government capital subsidy, at an agreed Contract for Difference strike price that is 
competitive with the strike prices of other low carbon generation technologies3".  

2.3. FEED Studies  
 
15. The UK intend to commission FEED studies where the bids selected through evaluation 

are insufficiently mature in terms of cost uncertainty, risk understanding or other factors, 
to justify the immediate award of a Project Contract. In this respect, the UK argue that 
experience with the CCS industry to date, including in relation to the NER300 
Competition4, has demonstrated the need to ensure that there is sufficient flexibility 
associated with early support for the development of projects to ensure that a correct 
evidence base is established to allow for a robust investment decision to be taken.  

16. In particular, as all projects will have different evidence requirements (e.g., work to 
assess the proposed storage site will vary in accordance with the nature of the storage site 
proposed), different FEED studies can be expected to have different total eligible costs.  
Though it is likely that most, if not all, FEEDs will deliver a standard core minimum 
functional specification5, it remains possible that one or more of the activities envisaged 
by this minimum specification may not, in the case of a particular project, be needed. All 
FEED studies shall, however, meet the overarching objective to deliver capital cost 
certainty of +/-10% and to ensure that wider cost and technical uncertainty is reduced. 

17. The UK submit that, in the light of the above, it will be taking additional measures6 to 
ensure that FEED costs are driven down to an appropriate level so as to fund only 
activities that are genuinely required for the purposes of reaching the Final Investment 
Decision.   

3  Invitation to Participate in Discussions, section 2.1.2(b), page 4. 
4  On 9 November 2010 the Commission launched a call for proposals concerning the financing of commercial 

demonstration projects that aim at the environmentally safe capture and geological storage of CO2, as well as 
demonstration projects of innovative renewable energy technologies under the scheme for greenhouse gas 
emission allowance trading within the Community, established by Directive 2003/87/EC. The related award 
decision has been published on 18 December 2012. 

5  An indicative version of this minimum specification was included in the competition tender document. 
6  In this respect, the UK plans to reach agreement with the party concerned as to the precise nature of all FEED 

activities prior to the commencement of funding and scrutinise all costs associated with these activities, based 
on both in-house and external technical expertise.  Activities and costs will then be subject to a process of 
negotiation. Robust reporting arrangements, developed and successfully tested under the Demonstration 1 
FEED programme, will also be applied to the CCS Commercialisation Programme.  
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18. The UK also notified the draft FEED contract. The latter will require the bidder in receipt 
of the contract to carry out a series of activities7 and agree with certain objectives and 
will contain a maximum payment amount, agreed individually and reflecting the expected 
costs of performing the study. Furthermore, various contractual mechanisms will be 
included in all FEED contracts, namely: (i) mechanisms to prevent cost escalation; (ii) 
means for the authorities to withhold funding in respect of non-delivery; (iii) provision of 
claw-back mechanisms in the event of third-party revenue streams being generated. 

2.4. National Legal Basis and Granting Authority 

19. The national legal basis for the scheme consists of the following legislation: 

a) Energy Act 2010 (c. 27) - Part 1 – Carbon capture and storage and decarbonisation, 
which provides that the Secretary of State may provide financial assistance in respect 
of CCS demonstration projects 

b) Section 5(1) of the Science and Technology Act, 1965, which provides that the 
Secretary of State may defray out of moneys provided by Parliament any expenses 
which, with the consent of the Treasury, they […] incur in furthering the practical 
application of the results of scientific research.  

20. The Granting Authority is the Department of Energy and Climate Change (hereafter, 
DECC). 

2.5. Budget and Funding 

21. The UK submitted that the maximum budget to support FEED studies amounts to approx. 
GBP […]8, which is funded as follows: 

a) GBP […] are allocated from the CCS Commercialisation Programme budget, and 

b) should the UK support FEED projects by awarding grants in excess of GBP […], 
additional GBP […] will be made available through the general budget of the UK 
central government. 

2.6. Beneficiaries 

22. The UK considers that, based on the received bids, as well as experience from the 
Demonstration 1 Project and knowledge of other early design work activity, it is likely 
that the total cost of an individual FEED study could fall in the region of GBP […] to 

7  E.g., to calculate expected Project costs; to identify and quantify relevant Project risks and opportunities; to 
develop the Project design sufficiently so that it is fit for purpose, and so that, as far as reasonably practicable, 
the Project design: (i) minimises expected Project costs;(ii) mitigates and/or avoids Project risks, including 
that actual Project costs will exceed expected Project costs; (iii) realises opportunities associated with the 
Project; to verify cost, risk and delivery projections; and to correct these as may be necessary; to ensure that 
any revised bid following FEED is fixed and firm, and consistent with refined cost, risk and delivery 
projections. 

8  The exchange rate on the date of notification is EUR 1 = GBP 0.857. Accordingly, the notified budget 
corresponds to approx. EUR […]. 
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[…]9. Therefore, though the UK anticipated that some improvement on cost figures can 
be achieved through the process of negotiation, the UK envisages supporting around three 
full-scale FEED studies, with individual total award not exceeding GBP […]. 

23. The number of supported FEED studies will be subject, however, to the nature of 
proposals coming forward under the Competition and the UK could wish to support more 
or fewer proposals. In this respect, it is to be noted that selection decisions could result in 
the Competition entering:  

a)   a ‘competitive FEED’ stage, which would see a greater number of Projects 
conducting FEED than could ultimately receive a Full Project Contract.  According 
to the UK, this would ensure that continued competitive tension is applied prior to 
the award of Full Project Contract. 

b)   a ‘non-competitive FEED stage’, which would see the number of FEED studies 
supported being equal to the number of Full Project Contracts that the UK anticipates 
awarding.  According to the UK, retaining the ability to run non-competitive FEED 
caters for the possibility that a project proposal or proposals of sufficient maturity 
and merit are received which obviously represent the most appropriate choice for the 
award of Full Project Contract.  In these circumstances, the UK consider that funding 
more FEED studies than the number of Full Project Contracts available might not 
represent best value for money.   

2.7. Aid intensity 

24. The UK is seeking for scheme-level authorisation for maximum aid intensity of 75% of 
costs necessary to carry out FEED studies in relation of CCS assets only.   

25. In this respect, the UK noted that the DECC may wish to require a bidder to undertake 
more FEED activity in the event that it is not satisfied with the level of cost certainty that 
it considers the FEED will generate or, also, that there may be instances where DECC 
would wish further risk reduction work to be completed (under FEED arrangements) 
prior to full project contract award. In these circumstances, the UK would be willing for 
this work to be also supported at the aid intensity approved.  

26. Furthermore, the UK submitted that […]. 

2.8. Duration and standstill clause 

27. The UK notified that aid under the scheme at hand may be granted as of 1 March 2013 
and until 1 March 2017. The UK also submitted that in the majority of instances FEED is 
anticipated to last around 18 months and, at longest, will not exceed 36 months. The UK, 
besides, confirmed that the aid will not be put into effect prior to Commission's approval.  

9  According to the UK, there are fundamental reasons why costs associated with different FEEDs may be 
variable.  For example, where a storage site has been well characterised and existing data provides good 
evidence supporting the viability of the store, the need to drill additional off-shore wells may be limited.  On 
the contrary, less well-characterised sites will required additional wells – with a broad estimate indicating that 
an additional well could cost in the region of GBP 18 million. In addition, some sites may require 3D seismic 
data mapping to establish the viability of the store, while others may not – the cost of this data will vary, but a 
new single-site survey could cost in the order of GBP 5 million.   
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2.9. Cumulation 

28. The UK notified that the aid for the FEED studies will not cumulate with any other forms 
of aid. In this respect, the UK noted that beneficiaries might receive additional aid from 
alternative sources for FEED studies, or in respect of other aspects of their project.  Be it 
the case, the UK committed to take this funding into account when assessing the level of 
aid granted so as that no project will be awarded FEED aid by virtue of the measure at 
hand for work which has been, or will be, funded from other public sources.   

29. The UK also specified that the FEED contract will contain appropriate provision enabling 
to reduce the amount of aid provided by the exact amount of any additional public 
funding subsequently received by the Project10.   

30. Furthermore, the UK submitted that where a CCS Project is in receipt of award of aid 
under the measure at hand, this will be taken into account in any subsequent 
considerations relating to the award of a Full Project Contract, including provision of 
capital and operating support.  

3. ARGUMENTS PUT FORWARD BY THE UK 

3.1. Objective of EU common interest 

31. The UK claims that the notified aid is necessary to achieve an objective of common EU 
interest, namely environmental protection. In particular, the UK considers that the EU has 
a long-standing commitment to the development of CCS technologies and refer to the 
recent Roadmap 2050 – A practical guide to a prosperous, low-carbon Europe11, which 
inter alia highlights the importance of CCS as a means of delivering a climate change 
target to reduce CO2 emissions by 80% below 1990 levels, by 2050. The UK also refers 
to point 69 of the Environmental Aid Guidelines12, which acknowledges the strategic 
importance of CCS technology for the EU and states that the Commission will have a 
generally positive attitude towards State aid for such projects. 

32. The UK further notes that, although FEED does not in itself result in environmental 
protection, it is considered a necessary step in the achievement of a commercial-scale 
CCS Project, as, as proven in the case of the Demonstration 1 Project, FEED provides for 
the understanding of technical risk and the cost uncertainty reduction needed to take a 
final investment decision associated with the award of a Full Project Contract. 

33. The UK moreover refer to the Commission's findings laid down in the precedent 
Decision N74/2009 – UK, whose recital 28 concludes that support to CCS FEED studies 
aims at a well-defined objective of common interest.  

3.2. Market Failure: The Carbon Capture and Storage Industry 

34. The UK considers that the current lack of CCS demonstration projects within the EU is 
the result of a market failure relating to technological innovation. In particular, the UK 
argue that it generally takes many years for new technologies to become commercially 
viable, leading to high learning costs for firms. Those costs are generally recouped by 

10  In particular, projects will be required to adopt an ‘open-book’ accounting approach, so any form of funding 
will be visible to the DECC. 

11  COM(2011) 885 final, adopted on 15.12.2012. 
12  Commission Guidelines on State Aid for Environmental Protection (2008/C 82/01).  
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capitalising on early adopters’ willingness to pay a premium for the benefit of being 
amongst the first to experience the new technology. However, in the case of the 
electricity sector, the ability to charge an early adopter premium does not exist: electricity 
is a homogeneous product and there is no benefit to the consumer in being amongst the 
first to buy electricity that happens to have been produced from a plant with CCS as 
opposed to electricity generated from some other means.  

35. According to the UK, since cost reductions tend to occur over many years, CCS first 
movers would be subject to a very large financing gap; which, all the time that full-chain 
CCS remains an unproven technology, would be hard to fill through the capital markets. 

36. In addition to this, the UK also refers to other disincentives, such as (i) limited benefits of 
IP rights and ‘know-how’, as continuous feedbacks between learning from experience 
and further R&D activity is still needed in the CCS technology market; (ii) technological 
risks, as fully-integrated CCS chain has not been applied to a commercial-scale plant and 
so there is a risk that no revenue stream is realised and (iii) the currently low carbon 
price, which, along with the absence of green air legislation mandating the eradication of 
CO2, does not provide for commercial incentive for energy companies to invest in CCS.   

37. In the light of above, the UK further considers that the market failures present in the CCS 
market generally create specific problems for the CCS FEED study market, since there is 
currently little scope for robust ex ante evaluation of the performance of the CCS Project, 
or its profitability, resulting in imperfect information. In this respect, the UK also claims 
that until now no significant level of FEED activity for CCS has taken place in the 
absence of some level of public funding 

38. In the absence of an independently viable market for CCS, the UK argue that bidders will 
not fully self-fund the FEED work necessary to bring projects to a state where final 
investment decisions can be taken, also because under the terms of the competitive 
selection procedure, projects will not have any guarantee of receiving a Full Project 
Contract, i.e. of receiving the capital and operating support that would allow them to 
recoup their costs. 

3.3. Appropriate Instrument 

39. The UK submit its analysis as to whether alternative, less-distortive, policy instruments 
could be used to deliver FEED studies necessary to de-risk CCS projects.   

40. In detail, the UK argue that mandating CCS for all fossil-fuel plant would potentially 
create a strong incentive for developers to independently invest in FEED studies. 
However, while CCS remains untested at commercial scale, such option would likely 
have the effect of causing developers to cease building fossil-fuel plant completely and is 
therefore not a realistic course of action. In this respect, the UK notes that the EU has also 
recognised both the high costs and risks associated with the mandating of CCS for fossil 
fuelled plant and, accordingly, has not made any proposal of this nature. 

41. The UK explained that it also foresees to put into effect, under the current Energy Bill, 
the Emissions Performance Standard (hereafter, EPS), which would set an annual limit on 
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the amount of CO2 that can be emitted from fossil fuel power stations13. The EPS is 
accompanied by the national policy statement applicable to consents for generation 
stations of 300MW or above, which requires a new commercial-scale coal plant to 
provide sufficient space for carbon capture equipment to be retrofitted to 300MW of the 
station’s capacity. Those instruments are designed so as to provide a medium- to longer-
term signal to the market of a move to CCS for new fossil fuel plant. 

42. However, the UK specify that the EPS, though expected to come into effect during 2014, 
is currently only in draft form and subject to the legislative process. Furthermore, the EPS 
would not actually require CCS to be operated on a coal plant, or any other type of plant 
– but is intended to place a backstop on the amount of emissions that a new fossil fuel 
plant can emit, i.e. it will act to prevent the most carbon-intensive, unabated plant from 
generating without restriction (e.g., it will not be possible for a modern high-efficiency 
coal plant to achieve load factors in excess of 50%).  

43. The UK argue that, however, the combination of the EPS and National Policy Statement 
requirements will not have the immediate effect of bringing commercial scale CCS into 
the market as: firstly, since it is unlikely that developers would choose to build new plant 
requiring CCS all the time CCS remains untested at commercial scale; and secondly, 
since these measures do not prohibit the construction and operation of unabated gas plant.  

44. According to the UK, it follows from the foregoing that immediate, additional effect on 
the market is required for providing a suitable incentive to encourage industry to 
construct early commercial–scale CCS plants, and direct grants are required to incentivise 
the delivery of the necessary FEED studies. 

3.4. Necessity and Incentive effect  

45. The UK submit that, in the absence of aid, industry has demonstrated that it would not be 
prepared to incur a relatively large sunk cost, and self-fund FEED work. The UK 
highlight the risk that in the absence of aid FEED studies will not likely be carried out 
and, as a consequence, this would have the effect of reducing the number of companies 
competing for Full Project Contract, weakening the positive effect of competitive tension 
that the competitive selection procedure under the Programme has been designed to 
create. 

46. In particular, according to the UK, the absence of a current market for CCS means that 
the level of economic benefit a company would derive from FEED would not be of equal 
or greater value that the cost of FEED itself and, since projects will not be provided with 
any guarantee that they will receive a Full Project Contract, bidders will have no reason 
to suppose that they will be able to recover the financial loss associated with self-funding 
FEED. In consequence, it is not considered likely that they will self-fund FEED in its 
entirety. This means that, in the absence of aid, it is not expected that FEED studies 
would take place and, accordingly, the counterfactual scenario is the absence of FEED 
studies. 

47. The UK considers that, in such circumstance, the following consequences might be 
envisaged:  

13  According to the UK, the limit will be calculated by reference to the plant’s installed generating capacity, the 
hours it will operate and a statutory rate of emissions which is expected to be set at 450g/kWh baseload until 
2045.  
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a) loss of R&D activity, i.e., loss of the investment that industry is prepared to 
contribute to the delivery of FEED studies, with UK estimates ranging from a total of 
GBP […] to […] (of which, GBP […] to […] contributed by the industry);  

b) Negative environmental effect due to the likely failure to place Full Project 
Contracts, whose expected total CO2 sequestration impact is estimated by the UK in 
approx. 16Mt, as well as to indirect effect due to the failure in developing CCS 
technology that can be transferred/applied and contribute to the eventual 
achievement of lower emissions standards for fossil-fuelled power plants. 

c) Potential risk for increased public support requirements, as, if FEED is not 
undertaken, cost uncertainties could imply that DECC may be required to make 
additional aid available to preserve the project’s economic viability. 

48. In the light of the above, according to the UK, the provision of aid at the envisaged level 
is necessary and will result in the desired incentive effect for operators to deliver FEED 
and therefore for the UK to pursue the specified objective of common interest. 

3.5. Proportionality 

49. The UK argue that the CCS Commercialisation Programme has been designed to be fully 
compliant with the principles of transparency, non-discrimination, equality of treatment 
and proportionality. In particular, eligibility criteria have been selected to ensure that the 
competition is open to any company with a reasonable prospect of delivering a substantial 
contribution towards the achievement of commercialised CCS techonology whilst 
meeting legal, financial standing and experience criteria necessary for the UK to 
safeguard in respect of the large amounts of public funding that is anticipated to be made 
available to successful project(s). 

50. The UK also note that the competition has been advertised in the Official Journal of the 
European Union on a voluntary basis, to ensure that companies from across the EU are 
provided with the opportunity to apply and, in turn, that level of competitive tension is 
maximized within the selection process and the level of aid is that representing the 
minimum necessary to enable the Project. 

51. Besides, the UK specify that, under the terms of the draft FEED contract, accurate 
identification and calculation of eligible costs are ensured. In particular, aid will only be 
supplied in respect of costs agreed with the Granting Authority and relating to the costs of 
FEED associated with the CCS chain which are necessary to deliver the target level of 
cost certainty agreed with the project (in the region of +/-10%).   

52. Furthermore, the UK argue that bids are evaluated on the basis of the level of total project 
costs falling to the DECC, of which FEED costs will constitute one element; this 
provides for bidders to have the incentive to seek the minimum level of aid required to 
make their project viable. In addition, following the receipt of bids, a process of 
negotiation will take place to additionally drive down costs falling to the Granting 
Authority as far as possible, resulting in the aid being minimised at individual project 
level. 

53. Based on the information available at the time of the notification, the UK argue that aid 
intensity of 75% or less could be sufficient to create the necessary incentive effect. In this 
respect, the UK also note […] the Decision N74/2009, where authorisation for up to 
100% of FEED costs was obtained.   
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54. In addition to the above, the UK also argue that the proposed upper limit on aid intensity 
sought under the measure at hand is in keeping with the upper funding rates awarded to 
CCS projects (under a non-competitive scenario) under the EEPR Programme14. 

3.6. Distortion of Competition and Trade 

55. The UK note that distortions of competition and the effect on trade resulting from the aid 
at hand correspond with the advantages that the beneficiaries of FEED aid obtain as 
opposed to their competitors (e.g., financial advantages from obtaining financing for the 
FEED study, any additional IP and know-how that is not disseminated to recipients’ 
competitors by means of the knowledge transfer mechanisms, the opportunity to compete 
for a Full Project Contract). However, according to the UK, those advantages are 
mitigated by the fact that the Competition is conceived so as to ensure that only those 
projects appearing most likely to offer significant contribution towards the outcome 
within the level of funding available are recipients of FEED aid, meaning that, in 
practice, any distortive effect arising from provision of FEED aid is limited, since it 
should mirror outcomes arising from a well-functioning market. 

56. The UK also explain that, although the CCS plant that FEED will ultimately support will 
be located in Great Britain, the competition is open to any company, irrespective of 
where they are based, and that the amount of expenditure associated with FEED studies is 
relatively low where compared to costs to undertake construction and operation of CCS-
equipped fossil-fuel plants.   

57. Besides, the UK argue that the measure at hand should bear very limited crowding-out 
effects, as the FEED contract will constitute a one-off award for activities to be carried 
out within 18-36 months. 

58. The UK further states that: 

a) the measure at hand will not result in maintaining any inefficient firms afloat, in the 
light of the its short-term horizon and of the financial eligibility criteria to be met 
under the Competition15. 

b) no market power effects may be anticipated as recipients of FEED aid will have no 
guarantee of going on to receive a full Project Contract and therefore  receipt of FEED 
aid is unlikely to result in any particular strengthening of a market player’s position.   

c) effects on trade and location are expected to be negligible, as the general FEED 
industry is well established, and CCS related FEED will constitute only a small 
element of total FEED activity, all the more in the light of the limited number of 
beneficiary projects envisaged. 

d) FEED studies under the measure at hand, in keeping with the outcome of the 
Demonstration 1 Project, are not anticipated to result in any significant generation of 
value of intellectual property and CCS know-how; this is further mitigated by 
contractual requirements that bidders make any IP available to others in accordance 

14  Based on the data published on the Commission website, CCS projects have been funded up to 70, 73 and 
80%. The Report from the Commission to the European Parliament and the Council on the Implementation of 
the European Energy Programme for Recovery is available here:  
http://ec.europa.eu/energy/eepr/doc/com_2012_0445_en.pdf  

15  Bidders must demonstrate their ability to meet a credit rating of at least BBB-/Baa3/BBB- from Standard 
&Poors, Moodys or Fitch Ratings (Medium Grade, with some speculative elements and moderate credit risk). 

http://ec.europa.eu/energy/eepr/doc/com_2012_0445_en.pdf
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with FRAND principles (i.e. on a basis that is fair, reasonable and non-
discriminatory). 

59. The UK acknowledges that beneficiaries under the measure at hand will gain additional, 
detailed know-how about the costs, design and integration of the components of a 
commercial-scale CCS Project. Know-how generated from the FEED element of this 
competition will, however, be highly project- and site-specific, reflecting the specific 
nature of the proposed CCS technology, storage site, existing and new infrastructure 
requirements. The benefit to the operator from the receipt of FEED aid is thus limited, 
since it will in any event have to conduct a new FEED in relation to any new CCS project 
or storage site.  

60. The UK acknowledge that, notwithstanding the above, FEED will also deliver an element 
of learning, of a more generic nature, that is transferable (e.g., general project cost 
forecasting, design processes, storage site characterisation techniques, etc.). However, 
contractual mechanisms within the proposed FEED contract ensure that general know-
how is disseminated widely to any interested party.  Nor can beneficiaries, in the absence 
of a commercial-scale CCS market, expect to apply general knowledge from FEED to a 
sufficient number of alternative projects to justify the investment.  The very large 
majority of own funds invested in FEED would therefore be considered sunk costs. 

61. In the light of the above, the UK conclude that the costs incurred by the beneficiaries in 
order to deliver FEED are likely to outweigh the limited economic value of benefits they 
will gain from FEED.  

4. ASSESSMENT OF THE AID 

4.1. Existence of State aid within the meaning of Article 107(1) of the TFEU 
 

62. The Commission notes that a measure constitutes State aid within the meaning of Article 
107(1) of the TFEU if the following conditions are cumulatively fulfilled: the measure (a) 
confers an economic advantage to the beneficiary; (b) is granted by the State or through 
State resources; (c) is selective; (d) has an impact on intra-EU trade and is liable to distort 
competition within the EU. 

63. In this respect, the Commission considers that the arguments laid down in recitals 19 to 
21 of Decision N74/2009 remain applicable to the measure at hand and, as also formally 
acknowledged by the UK in the notified documents, this measure fulfils all the conditions 
mentioned above thus constituting State aid within the meaning of Article 107(1) of the 
TFEU. 

4.2. Legality of the Aid 

64. By notifying the measure before its implementation, the UK have fulfilled their 
obligation pursuant to Article 108(3) of the TFEU. The UK also submitted that any 
disbursements will only be made after Commission's approval.  

4.3. Compatibility of the aid within the meaning of Article 107(3)(c) of the TFEU 

65. As pointed out by the UK, point 69 of the Environmental Aid Guidelines reaffirms the 
support of aid for the construction of industrial-scale CCS demonstration plants, but also 
states that, in view of the lack of experience, it is too early to lay down guidelines relating 
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to the authorisation of any such aid. It concludes that such projects should be assessed 
directly under Article 107(3)(b) or (c) of the TFEU. 

66. Accordingly, in keeping with Decision N74/2009, the legal basis for the compatibility of 
the aid is Article 107(3)(c) of the TFEU, which states that "…aid to facilitate the 
development of certain economic activities or of certain economic areas, where such aid 
does not adversely affect trading conditions to an extent contrary to the common interest" 
may be considered to be compatible with the internal market. 

67. In this regard, the Commission shall assess whether the aid measure a) aims at a well-
defined objective of common interest, b) is an appropriate instrument to deliver the 
objective of common interest, c) presents an incentive effect (i.e., changes the behaviour 
of the beneficiary), d) is proportional (i.e., does not overcompensate the beneficiary), e) 
distorts competition and affects intra-EU trade at a limited extent, so that the overall 
balance is positive. 

4.3.1. Objective of EU common interest  

68. The aid measure has to aim at a well-defined objective of common interest. In this 
respect, the Commission notes that EU institutions have recognised the importance of 
developing CCS technology already since 2006, with the Energy Green Paper of the 
Commission,  pointing out the need for 'large scale demonstration projects (…) to bring 
the technology towards reduced costs'16. Since then, such attitude has been reiterated in a 
number of occasions17, and lately confirmed by the Energy Roadmap 205018. In 
particular, the Roadmap considers that "Carbon capture and storage has to play a pivotal 
role in system transformation" and that, if commercialised, CCS "will have to be applied 
from around 2030 onwards in the power sector in order to reach the decarbonisation 
targets. CCS is also an important option for decarbonisation of several heavy industries 
and combined with biomass could deliver "carbon negative" values. The future of CCS 
crucially depends on public acceptance and adequate carbon prices; it needs to be 
sufficiently demonstrated on a large scale and investment in the technology ensured in 
this decade, and then deployed from 2020, in order to be feasible for widespread use by 
2030". Hence the EU continues to assign to CCS technology a key role in tackling 
climate change by means of the reduction of CO2 emissions and expressed the need to 
establish full-scale demonstration projects as soon as possible. 

69. The Commission notes that the intended outcome of the UK CCS Commercialisation 
Programme is in line with the targets laid down in the Roadmap 2050 towards the 
development of commercial-scale CCS technology, which would result in an increase in 
environmental protection by means of reducing CO2 emissions stemming from electricity 
generation and industrial activities.  

70. In this respect, the Commission acknowledge that FEED studies are a necessary 
requirement for further investments in developing such technology and are, amongst 
other things, targeted to render the subsequent CCS project environmentally safer. 
Accordingly, also in the light of the precedent Decision, the Commission concludes that 
the measure at hand aims at a well-defined objective of common interest. 

16  Commission Green Paper - A European Strategy for Sustainable, Competitive and Secure Energy COM(2006) 
105 final.  

17  E.g., EEPR and NER300 Programme. Also see the list reported in recital 5 of Decision N74/2009. 
18  See footnote 10 supra. 
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4.3.2. Appropriate Instrument 

71. The aid measure shall be an appropriate instrument, i.e. there shall not be other less 
distortive instruments to deliver the objective of common interest at hand.  

72. In this respect, the Commission acknowledges that in the present case the UK could not 
have envisaged to make CCS mandatory for all fossil-fuelled installations without 
providing for any public support. In this respect, it shall be noted that the EU itself has 
not made until now proposals in this direction as the CCS technology remain largely 
untested at commercial scale to balance the financial and technological risks of such a 
project.  

73. The Commission also notes that the planned Emissions Performance Standard, which is 
still going through the legislative process and not into force, would mainly place a 
backstop on the total amount of emissions that a new fossil fuelled plant can emit while 
not explicitly requiring CCS to be operated on any type of plant. However, it is likely that 
operators would rather choose not to invest or to build plants not needing any CO2 
abatement equipment (e.g., unabated gas-fired plants would be allowed under the EPS 
terms currently being discussed), as the introduction of the EPS cannot remove by itself 
the technological and economic risks associated at present to commercial-scale CCS.  

74. Besides, as already laid down in Decision N74/2009, the Commission considers that the 
further alternative option, i.e. granting aid only for the final CCS projects without 
granting aid for the FEED studies, is unlikely to be less distortive than the notified 
measure. The Commission considers in fact credible that this would result in more State 
aid and a higher risk of overcompensation with regard to the final CCS project.  

75. The Commission believes that the direct grants at hand allow for the availability of FEED 
studies and increase the financial and technical transparency of projects candidate to Full 
Project Contract, enabling the UK to better control the respective financial as well as 
technical and environmental implications. This in principle allows for the Granting 
Authority to choose the project with the best 'value-for-money'. Accordingly, the 
Commission concludes that the measure at hand is an appropriate instrument to achieve 
the increase in environmental protection through CO2 reductions.  

4.3.3. Market failure and incentive effect 

76. The aid measure shall have an incentive effect, i.e. the aid shall change the behaviour of 
the undertakings concerned towards reaching the objective of common interest. 

77. In this respect, the Commission recognises that at a market failure continues to exist in 
the CCS technology market, as market forces (in particular, the likely evolution of the 
price for emission rights) are not delivering the necessary incentive to invest in mitigating 
CO2 emissions associated with electricity generation and industrial activities.  

78. The Commission further considers that such situation creates in turn disincentives for the 
CCS FEED study market, as there is little scope for investing in robust ex ante evaluation 
of CCS projects where the overall profitability of such projects themselves is doubtful. 
Nor can the know-how gained through FEED studies be deemed to be sufficient justify 
the investment. 
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79. Before concluding on the presence of an incentive effect, nevertheless, the Commission 
shall assess whether such incentive effect is reduced by other circumstances which could 
motivate investors to conduct FEED studies even in the absence of aid. 

80. First, the Commission notes that FEED studies will enable bidders to compete for the 
award of a Full Project Contract, i.e. for the award of capital and operating costs' support 
in the event of a positive final investment decision. However, in the context of the CCS 
Commercialisation Programme, there is no guarantee, for none of the beneficiaries, that 
based on the results of FEED studies the Granting Authority is satisfied that the 
concerned project represents sufficient value for money for the taxpayer19 and that the 
Full Project Contract will ever materialise.  

81. Second, the Commission considers that, based on the current and expected prices of CO2 
allowances, operators are not likely to retain disproportionately high returns from the 
investment in own-funded FEED studies.  

82. Third, the Commission notes that the UK provided credible information that no 
substantial advantage may be expected from the know-how gained through CCS FEED, 
as not only such studies are highly specific to the project and the related knowledge either 
cannot to a large extent be reused for different projects or retained in the form of IP. 
Besides, it is highly unlikely that operators would make any direct use of such knowledge 
to invest in a commercial-scale CCS project on the specific site without substantial, 
additional public support.  

83. The Commission thus concludes that at this stage of the development of the CCS market 
the benefits stemming from conducting FEED studies are not sufficient for the 
beneficiaries to conduct such studies at their own expenses and therefore the measure at 
hand provides an incentive effect which is not mitigated by other advantages.  

4.3.4. Proportionality 

84. The aid measure shall be proportional, i.e. the aid shall be kept to the minimum to deliver 
the change in behaviour of beneficiaries. 

85. In this respect, the Commission notes that the UK provided sufficient information 
according to which the selection process of the CCS Commercialisation Programme is 
non-discriminatory, transparent and open as well as designed to ensure sufficient 
competitive tension. In particular, bids are evaluated on the basis of the level of total aid 
required, including support for FEED costs, which provides for bidders to have the 
incentive to seek the minimum level of aid required to make their project viable. 

86. More specifically to FEED studies, further aid mitigation may be also secured in the 
course of the negotiations on individual basis ongoing at the time of the drafting of this 
decision the Commission.  

19  As already occurred, though in a different selection procedure, with the Demonstrator 1 Project. 
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87. Besides, based on the submitted terms of the draft FEED contract, the Commission 
considers that accurate identification and calculation of eligible costs in respect of the 
deliverable information are ensured. The Commission also notes that further aid control 
tools which aim at avoiding overcompensation20 and allows for knowledge transfer 
arrangements. 

88. Based on the above, the Commission considers the aid awarding process under the 
notified measure is conceived so as to minimise the aid amount. Still, as own funds 
invested for CCS FEED studies may to a large extent be considered sunk costs, aid 
intensity of up to 75% is required to support FEED.  

89. Also in the light of the precedent Decision N74/2009, the Commission concludes that the 
notified aid is proportional and kept to the minimum. 

4.3.5. Distortion of Competition and Effect on intra-EU Trade  

90. The aid measure shall result in limited distortion of competition and effect on trade 
resulting limited, so that the overall balance with regard to the objective of common 
interest is positive.  

91. In this respect, the Commission notes that the distortions of competition and the effect on 
trade resulting from the aid for the FEED studies correspond with the advantages that the 
beneficiaries obtain as opposed to their competitors. Such advantages consist of the 
financial advantages from obtaining financing for the FEED study, the possibility to 
compete for the contract on the final CCS projects and the additional know-how gained in 
the course of the FEED studies.  

92. First, as discussed above, the Commission considers that the financial aid is kept to the 
minimum through the competitive selection process and the additional aid mitigation and 
control tools implemented by the UK and, therefore the related distortion of competition 
is limited. 

93. Second, as to the advantage of taking part in the bid for the final CCS project, it should 
be noted that there is no guarantee that the final project will indeed materialise. In such 
event, as undertaken by the UK, capital and operating support to the final CCS project 
would be subject to separate State aid notification(s) and the aid granted for the FEED 
studies would have to be taken into account in the subsequent funding of the final CCS 
project. The Commission thus considers that the advantage stemming from the possibility 
of taking part in the bid for the final CCS project is limited. 

94. Third, as to advantages in terms of additional know-how from the FEED studies, the 
Commission considers that the UK credible demonstrated that these advantages are 
limited as: (i) FEED studies are unlikely to result into significant, new IPRs and (ii) the 
FEED study contract includes knowledge transfer clauses.  

95. Also based on the other arguments put forward by the UK21, the Commission concludes 
that the distortion of competition and the effect on trade resulting from the State aid 
granted for the FEED studies will be limited.  

20  See paragraph 18 supra. 
21  See Section 3.6 supra. 
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96. Therefore, as the measure at hand promotes the development of CCS technology, which 
has been recognised by the EU has a valuable means to increase environmental protection 
and mitigate climate change through CO2 emissions reductions, the Commission 
concludes that the negative effects of the measure on competition and trade are 
outbalanced by the positive effects of the aid for the environment so that the overall 
balance of the measure is positive.  

4.3.6. Cumulation 

97. The Commission considers that the commitments undertaken by the UK satisfactorily 
ensure the absence of cumulation of aid accruing to beneficiaries from other public 
sources in respect of the same eligible costs. 

4.3.7. Conclusion 

98. It can thus be concluded that the aid for the FEED studies is compatible with Article 
107(3)(c) of the TFEU. It should be noted that this assessment merely concerns the 
compatibility of the notified aid in favour of FEED studies and does not prejudice the 
assessment of any future State aid in favour of the projects eventually selected for public 
funding in the framework of the CCS Commercialisation Programme.  

5. DECISION 

99. The Commission has accordingly decided to raise no objections to the notified measure 
as it is compatible with the Treaty on the Functioning of the European Union. 

100. If this letter contains confidential information which should not be disclosed to third 
parties, please inform the Commission within fifteen working days of the date of receipt. 
If the Commission does not receive a reasoned request by that deadline, you will be 
deemed to agree to the disclosure to third parties and to the publication of the full text of 
the letter in the authentic language on the Internet site:    

http://ec.europa.eu/competition/elojade/isef/index.cfm.  

Your request should be sent by registered letter or fax to: 

European Commission 
Directorate-General for Competition 
State Aid Greffe 
1049 Brussels 
Belgium 
Fax No: +32 2 29 61242 

 
 

Yours faithfully, 
For the Commission 

 
 
 

Joaquín ALMUNIA 
Vice-president 

http://ec.europa.eu/competition/elojade/isef/index.cfm
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