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Implications of the Green Deal and
Energy Company Obligation Consultation

Introduction

The Government'’s plans for Green Deal published for formal consultation on 23" November 2011 seem
to have left an unusual impression on industry and other stakeholders. For many, the impact on specific
sectors and interest groups is still unclear and therefore organisations appear unsure whether to
welcome or reject the policy proposals. The picture was further complicated a day later by the
announcement of a £200 million incentive fund to encourage households to take up the Green Deal
which lacked detail.

This briefing by JDS Associates represents our first attempt to distil some of the key points underlining
the proposals, identify likely areas of contention and consider impacts for different parts of the
sustainable energy market.

For further information, or to explore the impact of Green Deal on your business, please contact JDS
Associates on 01564 771554 or email James Higgins: james.higgins@jdsassociates.com

Summary — Official Announcement

On 23" November, DECC launched the consultation on its flagship Green Deal Policy. The Green Deal is
scheduled to be launched in autumn 2012 and has been designed to overcome the barrier of upfront cost
to uptake of energy efficiency measures by the UK’s homes and businesses. It consists of a mechanism
allowing private finance to provide the upfront capital required for installation of measures in the form of a
loan to the property. This loan is then re-paid by the consumer via savings made on the energy bill.

A pivotal element of the Green Deal Policy is the Golden Rule which sets the amount of Green Deal Finance
that can be borrowed. It operates on a principle that the total amount borrowed via the Green Deal
Finance mechanism must be less or equal to the expected savings made on the energy bill. If the package
of measures which a consumer wants to install does not meet the Golden Rule, they can however part-pay
the difference.

Alongside the Green Deal, a new Energy Company Obligation (ECO) will be introduced. It is proposed that
the ECO will provide around £1.3 billion per year of extra help where it is needed, namely for the fuel poor
(affordable warmth) and a discount for less cost-effective energy efficiency measures (Solid Wall
Insulation) which don’t fully qualify under the Green Deal as they do not meet the Golden Rule.
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How will the Green Deal work?

The Green Deal will allow householders to make ‘cost effective’ energy efficiency improvements to their
home at no upfront cost. The starting point is likely to be a customer enquiry which could be made online,
over the phone, or in a store such as a supermarket or home improvement store. In addition, DECC hope
that existing tradesmen who visit properties may be willing to recommend Green Deal.

Role of Green Deal Provider

The Green Deal provider will be the key contact in a customer’s Green Deal journey. They will be
responsible for providing the finance and arranging the installation of the package of measures the
customer chooses. They will also be the counter-signatory to the ‘Green Deal Plan’; the credit agreement
which sits between the customer and Green Deal provider setting out requirements and obligations on
both sides. If Green Deal providers wish to offer a cash incentive to attract customers, they will be limited
to offering either 5% of the total cost of the Green Deal package or £150, whichever is less.

The Green Deal Provider is responsible for:

1. Offering a Green Deal Plan to customers, based on recommendations from a Green Deal assessor
Ensuring that the energy efficiency works are carried out by an authorised Green Deal installer
On-going obligations in relation to Green Deal plans, including dealing with customer complaints,
guarantees and warrantees

Setting up a Green Deal

Once the customer has made an enquiry with a Green Deal provider, a Green Deal Assessor will visit the
property and provide recommendations on measures that would suit the property are Green Deal eligible.
The Green Deal Assessment may be undertaken by an independent assessor or appointed by the Green
Deal Provider.

Following assessment, the Green Deal Provider will offer the customer a quote for installation of some or
all of the measures, and then assuming that this is accepted, a Green Deal Plan will be created. Customers
may also shop around following the quote, and indeed if the measures to be installed are likely to cost over
£10,000 the customer will be obliged to obtain 3 different quotes. Once a Green Deal Plan has been agreed
between a customer and a Green Deal Provider, the Green Deal Provider will arrange for the installation of
the measures, and once completed repayments can begin via the energy bill.

To help explain further, JDS has created a schematic to demonstrate the potential flow for a Green Deal.
Each box demonstrates an action by the designated actor (named at left hand-side), whilst black arrows
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demonstrate how each action leads onto another. Finally, the red arrows |nd|cate the flow of money
through a Green Deal process.

Green Deal Flow — Schematic by JDS Associates
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Green Deal providers are not allowed to factor in any predicted energy price rises into their estimate of
energy bill savings at the outset of the Green Deal in order to assume greater savings to meet the Golden
Rule.
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What measures will be available in the Green Deal?
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The list of measures in RASAP has been used to create the list of qualifying Green Deal energy
improvements for domestic properties. Being modelled in RASAP also means the measure can be

recommended by Green Deal assessors.

Air source heat pumps

Internal wall insulation

Biomass boilers

Lighting systems

fittings and controls

Biomass room heater (with radiators)

Loft or rafter insulation and loft hatch insulation
Cavity wall insulation

Mechanical ventilation with heat recovery
Cylinder thermostats

Micro combined heat and power

Draught proofing

Micro wind generation

Energy efficient glazing

Oil-fired condensing boilers

External wall insulation

Photovoltaics

Fan-assisted replacement storage heaters
Roof insulation

Flue gas heat recovery devices

Room in roof insulation

Ground source heat pumps

Solar water heating

High efficiency replacement warm-air units
Under-floor heating

High thermal performance external doors
Under-floor insulation

Hot water cylinder insulation

Waste water heat recovery devices attached to showers

The Simplified Building Energy Model (SBEM) will form the basis for the assessment of non-domestic

properties and assessors have much greater flexibility to recommend appropriate measures to reflect the

wider range of non-domestic building types.

The consultation proposed that new measures can become Green Deal Eligible by going through the

‘Appendix Q" process of SAP. Measures must have been recommended during the Green Deal Assessment

by the assessor in order to be installed using Green Deal finance to ensure the measures installed are

appropriate for the building in question.

Where a package includes a measure which is particularly cost-effective, the Green Deal Provider may be

able to rely on the savings likely to be generated by that improvement to finance some slightly less cost-

effective improvements under the Green Deal Plan which would otherwise have required top up finance

from another source.

Energy Company Obligation (ECO)

The ECO is due to replace the Carbon Emissions Reduction Target (CERT) and Community Energy Savings

Programme which have been the major vehicle for energy efficiency delivery over the past four years. The

Government anticipates that delivering on its targets for ECO will require an annualised investment by

energy suppliers of “£1.3bn, and that the ECO will last for 10 years. The £1.3bn funding pot will be financed

via energy bills and divided between the two targets below: 75% to Carbon Saving and 25% to Affordable

Warmth.
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There are two targets within the ECO:

° Carbon Saving: which will be measured in a metric based on annual tonnes of CO, reductions,
provisionally set at 0.52 MtCO2/yr by 2015 (equivalent to 2.0 MtCO2/yr in 2022 pro-rata)

° Affordable Warmth: which will use a measurement metric based on reductions in lifetime heating
costs. The provisional target is a £3.4 billion reduction in notional lifetime costs of heating for low
income and vulnerable households by 2015

DECC are considering the need for interim targets during the period up to 2015, or delivery minima and
maxima, to ensure a reasonable delivery profile within the obligation period.

Carbon Saving Target

The Carbon Saving Target will not cover those measures which can be fully funded by Green Deal finance,
such as loft and standard cavity wall insulation, as DECC view them as highly cost effective measures which
are likely to form the core component of any Green Deal package.

Many in the energy efficiency sector worry that if the Green Deal has a slow start it could result in a
substantial drop in installed basic energy efficiency measures from 2013 by as much as 500%, with a
forecast of over 1 million installed measures in 2012 to meet the CERT obligation down to 200,000 in 2013.
DECC are proposing that the ECO Carbon Saving Obligation should only support solid wall insulation, or
packages of measures which include solid wall insulation, and that where a package is delivered, the solid
wall insulation must improve at least 50% of the exterior walls of the property capable of receiving such
treatment at that point in time.

DECC further proposes that, within packages, the ECO credit should only be attracted by measures that
reduce heat loss from a home, as opposed to allowing all possible energy efficiency measures to attract
ECO credit. This would exclude heating system upgrades from contributing to the carbon saving target as a
new heating system would not reduce heat loss per se but rather the efficiency of heat provision.

DECC are open to the possibility of allowing ‘hard to treat’ cavity wall installations to access the ECO
funding, but want further input on how such installations could be identified at the GD/ECO assessment
stage of the process and how their inclusion would impact on demand for the Green Deal.

Affordable Warmth:

The objective of the Affordable Warmth element of the ECO is to provide support to low income and
vulnerable households who are struggling to stay warm. The consultation proposes to focus the eligibility
criteria for support under Affordable Warmth on a similar group currently identified by the CERT Super
Priority Group. The two main measures DECC envisage being used to meet the affordable warmth target
are:
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° new heating systems/repairs
° low cost insulation measures

But DECC are not proposing to prescribe a list of eligible measures, but has listed some caveats, e.g.
measures installed must not be easy to remove from the property.

DECC would welcome views on whether a prescribed list of approved measured would be a better
means of ensuring major measures remain the primary focus of the scheme. DECC is also asking for
views about how ‘boiler repairs’ can be undertaken and rated via the affordable warmth component
of the ECO, as they currently cannot be taken into consideration through SAP. DECC have proposed
allowing a proportion of the “points” value of a new boiler to be scored where a heating system has
been repaired.

What is needed for accreditation as a Green Deal installer?

Microgeneration Certification Scheme and Gas Safe Certification are enough to allow you to be a ‘Green
Deal Installer’ of the respective technologies. Currently a PAS 2030 document is being written which
outlines standards that installers must be accredited to in order to be “Green Deal approved”. For
installation, a consumer can choose to go directly to a Green Deal provider who contracts the supply chain
of installers, or they can go to an independent installer to carry out the work.

Guarantees and Warranties

The Government’s proposal is to require Green Deal Providers to put in place adequate assurance of
the quality of measures for the product lifetime. In effect, the Green Deal Provider would be offering
a combination of the manufacturers guarantee, the installers warranty and their own insurance-
backed warranty — the cost of which would be included in the finance offer to the customer.

Green Deal providers would be able to offer a package of measures with different assured lifetimes
for each measure. In this instance, Green Deal providers would be required to stagger payments over
the plan to correlate with the lifetime of the warranty for each measure.

The onus will be on customers to ensure installed measures are properly maintained. Green Deal
providers will however be free to offer customers maintenance contracts, which may or may not be
offered as part of the Green Deal plan.

Product Differentiation:

DECC are keen to drive innovation through the Green Deal and ECO. To facilitate this DECC have
proposed to enable (on a voluntary basis) suppliers to have the performance of their specific
products verified (as opposed to the generic measure) so that product-specific savings information
can be used for the Golden Rule calculation. The mechanism could take of the form of varying the
generic “in use factors” because the margin of error relating to the estimated savings will be
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narrower. Generic “in use factors” would be based on recommendations made by a task group of
experts (which DECC will set up) which will revise “in use” factors based on evidence. Where this does
not exist, the assessment will be based on expert judgement on the scale of the potential difference
in performance. DECC plan to issue a tender for an organisation to develop a standardised
methodology for verifying the performance of products. Certification will then need to be carried out
by a UKAS accredited certification body or laboratory (or equivalent). This process will not require re-
testing where product testing that has already been carried out meets the standard.

Requirements for Green Deal Products:

All Green Deal products and components that are or will be subject to mandatory CE marking from
2013 must have CE marking. Products which are not currently CE marked but will be required to be
from July 2013 will need to “go early” and obtain a CE marking before it becomes mandatory in order
to be eligible.

DECC intend to make it a requirement that Green Deal Providers and installers can only use products
or systems which are on a list held by the Green Deal Oversight Body on behalf of the Secretary of
State.

In order to register a product on the Product List, products will need to comply with Annex D in the
Code of Practice and will be required to fill in a form to submit to the oversight body to verify

compliance. Within the consultation document, DECC have asked how the product list can make use
of existing product lists, e.g. MCS.

Microgeneration:

All microgeneration technologies are listed as eligible measures and therefore have the potential to be able
to access green deal finance. There is no mention of how or whether microgeneration technologies
benefitting from Green Deal finance will be able to access the financial incentives for which they would be
eligible outside of the Green Deal. We are aware that the current position is that if a Microgeneration
technology has received 100% Green Deal Finance that it is not eligible to receive the FiT or RHI. DECC are
undecided as to how to deal with Microgeneration technologies which have been part funded by Green
Deal Finance and part funded by the consumer. We believe that DECC will shortly put out a clarifying
statement on their website to inform the industry on their position of this issue shortly.

DECC have indicated that they are not envisaging the Green Deal having any real impact on
microgeneration uptake. The impact assessment states: The Green Deal and ECO are expected to drive
very little additional take-up of micro-generation technologies, as these are driven primarily through the
Renewable Heat Incentive (RHI) and Feed in Tariffs (FiTs).

Within the Affordable Warmth ECO obligation section of the consultation there is a mention of the
ability to use lower carbon heating technologies such as ground source heat pumps and air source
heat pumps d to help meet the targets. DECC are however concerned that at present, they do not

have ‘sufficient evidence that ground or air source heat pumps provide a cost-effective and efficient
7
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solution for supporting the group of households that will be the focus of the Affordable Warmth
target.’ Therefore they are proposing that while heat pumps and other low carbon heating sources
should be eligible options, there should be no additional incentive supporting their delivery over
more traditional approaches.

The Government’s preference to insist that Green Deal Providers put in place adequate insurance of
measures throughout the period of repayment included within the finance offer, could make it tricky
for primary heating systems and Microgeneration measures to meet the Golden Rule. Part Payment

is allowed which would still allow these measures to access some Green Deal finance.

Ends...



