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Disclaimer

» These slides set out further details on the government’s current thinking on key aspects of a potential
business model for CO2 transport and storage. The details, as set out in the slides, in whatever form they
are expressed, are indicative only and do not constitute an offer by government and do not create a basis
for any form of expectation or reliance.

« The business model is not final and is subject to further development by the government, and approval by
Ministers, in consultation with relevant regulators and the devolved administrations, as well as the
development and Parliamentary approval of any necessary legislation, and completion of necessary
contractual documentation. We reserve the right to review and amend all provisions, for any reason and in
particular to ensure that any proposals provide value for money (VfM) and are consistent with the current
subsidy control regime.
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What iIs CCUS?
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What are the UK’s ambition for CCUS?

At least 2 clusters by mid-2020s, and 4 by 2030 at the latest

Commitment*

An operational CCUS power station by 2030

Be';gggsj S 50.30 MiCO,/yr captured > GWSLOF;':) carbon Re 50,000 jobs supported

Industrial Carbon
Power CCUS Capture and Hydrogen

*announced in ‘10 Point Plan for a Green Industrial Revolution’:
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The objectives of the T&S reqgulatory investment model

Attracting
investment in
T&S networks

Enabling low
cost
decarbonisation

Developing CO,
Capture Market

Establishing a commercial framework that enables and supports stable
investment in CO, T&S projects over these long life assets;

Providing investors with a clear sight of the long-term revenue model to ensure
they can earn a reasonable regulated return on their investment

Balancing the need for anticipatory investment to address future demand against
the economic attractiveness of the T&S network to near term users.

Ensuring T&S networks can accommodate multiple and different types of users
with varying demand profiles

Accommodating to different potential network designs and growth profiles.

Deliver an Economic Regulatory Regime (ERR) that provides sufficient flexibility to
allow for future CO, market expansion (potentially including non-pipeline
transported CO,) whilst ensuring affordability and VfM for the users.
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The regulated asset approach to T&S

Why are we using a regulated asset model What does this mean for the TRI-model design?

approach for T&S? >/\

* T&S networks share the same characteristics as other ( Independent economic regulator
infrastructure networks (gas, electricity, water, etc):

o Significant upfront capital investment

o Long operational life assets

o Modular network, i.e. both length and capacity can
be increased

Q> Close Scrutiny of costs and performance

o Customers physically connected to the network

£ > Increased certainty of returns over the long term

o Duplication of the physical infrastructure is costly
and inefficient

o Lack of competition for T&S service could lead to
anti-competitive behaviour

@7> Returns on investment are controlled

o High costs (monopoly pricing

o Low quality services

f "|' >‘ Protection against demand-side risk to revenues

o Restricted access
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Key components of the TRI-Model

Allowed Revenue;
ERR Tariffs

= Return on Capital (RoC), + Depr.. +Opex; + Decom., +Tax, + Adj.;
Establishes (& T&SCo recovers Where RoCy = RAV, X WACC;
adjusts) T&SCo’s allowed
allowed revenue
revenue, through

including a charging users
return. Allowed T&S fees.

revenue

Revenue Model
Ensures T&SCo receives its
allowed revenue, if unable to
recover it through T&S fees (inc.
revenue support agreement)

Government Support Package (GSP)
HMG protection against specified high-impact low-probability risks which private sector cannot
efficiently bear
Coverage: CO2 leakage from the store and stranded asset).
Compensation: Up to the value of the RAV
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Legislation (incl.
special admin
regime)

Funding and Risk
mitigations

GSP/RSA/Decom
regime

Economic licence, Network
Codes and
Connection/construction
agreements

Products and timeline

Jan 2022

- BM update
- Consultation responses

- Cluster engagement

- Detailed industry
engagement on Network
codes

- Business model
development with T&Scos

- Outline Business Case

- Publish BM update with
draft licence/codes heads of
terms

- Commence more detailed
negotiations (with refined
information on networks)

>vHa|f 1,2022

::VHalf 2 2022

N

- Finalise T&S negotiations
based on confirmation of
expected emitter

- Licences and agreement with
government agreed

- Clearance processes (incl
balance sheet and subsidy
control) Full BC

Half 1, 2023

\

Half 2, 2023

Y

- Economic licences awarded

- T&Scos commence
construction

- Ofgem commences
administrating economic
licences

- Ongoing development of
codes and supporting
documents (guidance etc)

; 2024 onwards‘

. N
- T&Scos commence commercial
operations in the mid 2020s

- Engagement on further T&/S
licences
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