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Objectives for today

Recap heat policy timeline — past and future

Focus on proposed financial support mechanisms: RHI
and RHO

Closer look at analysis of how we can meet EU 2020
target

Non-financial barriers and constraints
What happens next
Q&A
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Heat policy timeline so far...

Feb 07 — Office of Climate Change ‘Heat Project’ begins
March 07 — EU agrees 20% renewable energy target

Nov 07 — PM’s speech: ‘we will introduce new measures to
bring forward renewable heat’

‘Call for Evidence on Heat’ published 31 Jan 08
BERR Heat Policy Team set up 1 February 2008
RES consultation published 26 June 2008

— Sets out possible RHI and RHO mechanisms, and
suggests 14% of heat needs to be renewable by 2020

Now: RES consultation closes
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...and into the future

Oct 3 Department of Energy and Climate Change created
- Oct 08 on - analyse RES consultation responses

- Nov 08 - Heat and Energy Efficiency Strategy consultation
published - covers heat in the round

- Dec 08 (?) - Government’s report in response to on RES
consultation

- Spring 2009: RES strategy, Heat and Energy Efficiency
strategy published.

Beyond 2009 — RHI/RHO introduced?
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Heat Strategy - Nov 08

- This consultation will address all forms of heat —
not just renewable

- Will look at CHP, heat networks, heat markets -
but renewable heat must be part of the story.

- Some of these topics (e.g. heat networks) will be
relevant to renewable heat industry
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A financial support mechanism for
renewable heat...

- must be workable and deliverable

. deliver the level of renewable heat we need

- must be as simple as possible — accessible to
iIndustry and individual heat customers

. Offer value for money
- Legal and regulatory barriers surmountable

- aligned with other Government objectives
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RES consultation document set out two
possible options

- Renewable Heat Incentive (RHI)
- Renewable heat Obligation (RHO)

and said:

‘Either of these policies - the RHO or the RHI - could in
theory help incentivise renewable heat and ensure that it
plays its full role in delivering the 2020 target... The
Government’s emerging thinking is to favour a RHI.’
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Outline of RHI

- A RHI would give support to generators of renewable
heat at a set rate of £X per MWh;

- would provide a predictable income stream to renewable
heat generators;

- would be paid for by levy on fossil fuel heat generators.

The amount of renewable heat produced Iin

2020 is not guaranteed.



DEPARTMENT OF ENERGY AND CLIMATE CHANGE

Outline of RHO

- A RHO would require generators of fossil fuel heat to
generate a certain percentage of the heat they supplied
from renewable sources;

- would also provide a predictable income stream to
renewable heat generators;

- a buy-out fund would be the ‘safety valve’;

. cost of scheme expected to be passed on to consumers
of non-renewable heat.

More certainty, though no guarantee, over the
amount of renewable heat produced in 2020.
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RHO vs the RHI

Some issues we have been considering:

Can these instruments deliver the amounts of renewable
heat we are seeking?

How flexible are they looking ahead to 20207
Is one - or are both - too complex to be workable?
What agency should administer them?

How would these instruments interact with other existing
policies, like the Supplier Obligation?

Will need to take a decision on RHI/RHO soon
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The 2020 target- a closer look

- Headline target is 20% of final energy demand
across EU by 2020. UK'’s provisional target is
15% (present level: 2%)

- RES consultation suggested one scenario:
— 32% renewable electricity (5% at present)
— 14% renewable heat (0.6% at present)
— 10% transport (2% at present)
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How arrive at 14% figure for heat?

« Numbers in RES consultation based on research work
commissioned by BERR

- Developed cost curves for renewable electricity,
renewable heat and transport and applied them to
possible future scenarios

- Renewable electricity makes biggest contribution —
Includes large amounts of offshore wind

- Sustainability issues affect contribution from transport
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Biomass could make largest contribution

- Breakdown was based on cost curves for renewable heat
in 2015, 2018, 2020

- Biomass makes biggest contribution under scenarios
developed

- biomass supply was constrained to 7-8%

NB this is one possible scenario - not a prescriptive plan.
Ultimately market will decide most efficient mix of
technologies and feedstocks.
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How will the 14% break down?
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How much might 14% renewable heat
cost?

- Numbers In ‘impact assessment’ published with
RES consultation

- Based on cost curves produced for renewable
heat technologies in 2015, 2018, 2020

Headline figures are large: resource cost of £2-2.5
on p.a. by 2020, and higher subsidy cost: £3.4-4.1
on p.a.

- Economic ‘rents’ are high in this scenario.
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Some may be ambivalent...
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Tackling non-financial barriers

Introducing financial support for renewable heat not enough
by itself. Must also tackle other barriers and constraints

RES chapter set out these barriers and suggested actions
to tackle them. They include:

Awareness raising of renewable heat opportunities
Agreeing biomass sustainability standards
Planning and Building Regulations

Air Quality and biomass heat
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What happens next?

- Digest consultancy responses

- Advice to Ministers, who decide on way forward
- Chosen option needs to be developed

- Proposed mechanism set out in RES Strategy

- Regulation and legislation prepared - substantive
task

Financial support for renewable heat goes ‘live’
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Q&A



