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NUCLEAR NEW BUILD WASTE AND DECOMMISSIONING  

ISSUE 

To update you on progress on the nuclear new build waste and decommissioning work 
stream in the run up to the Energy White Paper.  

RECOMMENDATION  

That you note that: 

In order to meet the legislative timetable, reasonable industry expectations, the window for 
energy generation investment decisions, and our own ambition to bring forward low carbon 
generating technologies as early as possible, we will need to design the nuclear 
decommissioning and waste cost allocation arrangements before the cost estimates for 
CoRWM’s deep geological repository are certain. We will need to ensure Treasury are 
comfortable with this..  

Time constraints mean that the White Paper will include light touch language on new build 
waste and decommissioning, outlining the appointment of the senior advisor, the work 
programme and timetable. A first draft will be provided to you in January. 

 

In late spring, we will ask you to take the policy decisions necessary to brief Parly Counsel 
for primary legislation in a Third Session Energy Bill.  

 

We do not propose holding a formal public consultation on the cost allocation arrangements 
for new build waste and decommissioning in advance of draft legislation being laid before 
Parliament on the basis that the Parliamentary process will provide adequate scrutiny. 

TIMING 

Routine 
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Objectives and key policy issues 

The regime to deal with new build decommissioning and waste costs is important not 
because the cost is a major element of the total economics of nuclear new build – it is 
heavily discounted since it occurs a long way into the future.   Rather it is because: nuclear 
decommissioning and waste are highly controversial in the eyes of the public; because the 
solution on waste relies on a service directly provided by Government (CoRWM have 
recommended deep geological disposal); because there is a risk of cost escalation; and 
because the Government must bear the ultimate responsibility for clean-up if operators fail 
to do so. 

Under international treaty, Government must bear the ultimate responsibility for the 
management or disposal of radioactive waste in the event that no other party is able to 
discharge those obligations. As such, Government needs to be satisfied that an appropriate 
structure is in place to ensure that any participants in nuclear new build deal with these back 
end costs even in challenging downside scenarios.  

The objectives of work to determine the arrangements for dealing with the costs of new 
nuclear decommissioning and waste management are: 

  to ensure that the private sector pay full decommissioning costs and their full 

share of long term waste management costs;  

  to minimise the risk to taxpayer of meeting any unfunded liabilities;  

  to avoid discouraging private sector investment in nuclear – a low carbon 

technology.  

To deliver on these objectives, there are two key workstreams. 

  Cost estimates: Government and industry must reach a shared 

understanding on the likely costs of decommissioning and long term waste 
management. This is a real challenge when it comes to waste management 
cost estimates as the timetable for pursuing the CoRWM recommendations 
for a long term geological repository will not result in clear estimates in time 
for investment decisions to be made. The funding mechanism will need to be 
designed before the cost estimates are certain rather than afterwards, and 
arrangements agreed with investors. Treasury are particularly concerned 
about this. This challenge is explored in more detail in paras 18 – 21. 

  Cost allocation arrangements: Arrangements will need to be designed that 

ensure sufficient funds are available to cover full station decommissioning 
and long term waste disposal costs, even in the event of early closure. These 
will need to be protected against insolvency or ‘gaming’, and the 
arrangements must be acceptable to industry in order for investment to come 
forward. There are a number of complex and difficult issues to resolve and 
policy decisions to take in the design of the cost allocation model. This area 
is explored in more detail in paras 22-25.  

REDACTED MATERIAL 

Legislative Timetable 

DTI and HMT lawyers agree that whatever mechanism is decided upon to fund these costs, 
it is very likely that primary legislation will be needed. 



[bookmark: 3]Energy Group has recommended to you that we bid for a slot for an Energy Bill in the third 
session of this Parliament (‘07/’08). It is expected that an Energy Bill in this session would 
cover banding of the Renewable Obligation, offshore gas infrastructure, planning (if 
necessary) and nuclear waste and decommissioning. For legislation in the third session, we 
would need to instruct Parliamentary Counsel in May 2007. While we consider that this 
deadline could be later if our changes were to be introduced by Government amendment in 
the later (Committee) stages of the Bill, this carries handling risks. This timetable is 
challenging and success will require the commitment of all interested parties, notably 
Treasury. 

To meet a May deadline, we do not have time to define the ideal structure of the financial 
mechanism/s.  We will instead aim to take broad powers in the Bill (such as the power to 
charge operators, to impose financial obligations on them, to cap their liability, to create new 
monitoring bodies or duties and/or to alter the powers of existing regulators (Ofgem or NII)).  
The detail of the mechanisms would be provided by secondary legislation later (possibly by 
affirmative resolution). Taking broad powers has the benefit of giving flexibility to 
‘futureproof’ the legislation, mitigating the risk that the powers taken rule out options which 
are later found to be attractive. However, to ease passage through Parliament, we will 
continue to refine proposals on how the powers would be used in the run up to and beyond 
the Queen’s speech in 2007. 

Whilst this is a challenging timetable, including powers in a third session Bill would 
demonstrate a real momentum to potential investors in nuclear new build. These investors 
have advised Government that a funding mechanism must be in place before they will 
commit to building new power stations, suggesting that a legislative delay would lead to a 
delayed investment in nuclear new build.  

A Third Session will ensure that  nuclear is part of a wider package of measures on Energy 
and, pending a decision on how the Climate Change Bill will be taken forward, measures to 
tackle climate change.  

Cost Estimates 

A key factor in determining the likely costs of waste management for new nuclear build will 
be the cost of building a long-term geological repository as recommended by CoRWM – and 
agreeing the level of this cost that will be apportioned to new build. As previously noted the 
timetable for taking this work forward will not result in clear estimates in time for investment 
decisions to be made. This issue is a key concern of Treasury and a lack of clarity here 
could be a barrier to potential investors coming forward.  

To mitigate this we are planning to undertake a desktop exercise to consider the drivers 
behind the costs of waste management, and using current information, to develop some 
possible scenarios to research the effect on the costs of a number of variables. Variables 
could include the number of reactors a new build programme might include, the date a 
repository might become available and whether the waste will be back-filled in the repository 
or whether it will be stored such that it could be recovered in the future. Information from 
international experience will be taken into account. The scenarios will inform discussions 
with industry where we will aim to reach a shared understanding of the likely costs of 
decommissioning and long-term waste management – and perhaps most importantly on the 
level of uncertainty attached to these costs. This work will also establish the assumptions 
that will underpin any cost estimates and ensure that these are agreed with industry. 

We will need external expertise to help us take this work forward and we are currently 
pursuing with the NDA whether this is something they would be able to take on. Alternatively 
we could go out to competitive tender.  
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Emerging Options for the funding arrangements 

We have drawn up three detailed straw-men as a first iteration of possible structures that 
may be considered to allocate these back end costs. These were elaborated with the help of 
our advisors, Ernst and Young, and have been selected to reflect the broad types of 
conceivable scenario. The three scenarios each include sub-options meaning that they can 
each be amended to reflect, for example, a greater degree of security. They are: 

  Funds retained by operator 

  Funds held by independent body (i.e. a Trust) 

  Funds held by Government  

These options are now being tested with the NDA, other government departments and 
regulators and elements need to be tested with interested parties such as potential investors 
in new build and the insurance industry. In analysing all the options, we will consider issues 
including (i) potential State Aid issues, (ii) the possibility of forthcoming EU pronouncements 
on waste and decommissioning, (iii) ensuring sufficient funds are available in the event of 
early closure, (iv) protecting the funds against insolvency, (v) mitigating against possible 
gaming of the framework and (vi) retaining the flexibility needed to ‘futureproof’ the eventual 
framework selected. 

Areas that will affect the size of industry contributions and on which we can expect potential 
generators to negotiate include: (i) the investment policy applied to the funds (including the 
ONS classification of the fund - if classified to the public sector, stricter investment 
restrictions would apply), (ii) tax treatment of the funds, (iii) the cost of additional 
requirements such as letters of credit or insurance. 

White Paper Language and Next Steps 

Draft language for White Paper will be sent to you in January. It will be light touch, outlining 
the work programme and timetable. If policy is further developed and agreed in time, we 
would aim to add more detail to later drafts. However, we will be very careful not to tie 
ourselves to a particular option if this has not been finalised.  

The best practice timetable would mean that DTI legal briefs Parly Counsel on the proposed 
Energy Bill in May. This would in turn mean that policy decisions on the broad design of the 
cost allocation arrangements will need to be taken by you and cleared by EE Committee in 
March/April.  

REDACTED MATERIAL 

 




    

  

  
