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seneral

Purpose and context of this document

The Energy Act 2011" made provisions for the development of a Green Deal and a
new Energy Company Obligation (ECQO) to replace the existing Carbon Emissions
Reduction Target (CERT) and the Community Energy Saving Programme (CESP) ,
which will both expire in 2012 . The development of the Green Deal and ECO
reflects the urgent need for a step-change in our approach to energy efficiency in
existing domestic and non-domestic buildings. This will be critical to meeting our
carbon emissions and fuel poverty targets.

This document has three main purposes:
e to explain the context for the development of the Green Deal and ECO;
o set out our proposals for the Green Deal and ECO and;
+ highlight key issues, for consultation.

Alongside this consultation document we have published a number of other
documents to give respondents the fullest possible understanding of analysis to
date. These are:

s a detailed draft impact assessment

e the outputs of a number of customer insight studies commissioned by
DECC which indicate the likely demand for Green Deal and the
opportunities for higher take-up — the results of which have already been
used to refine the policy proposals in this document and built into our
economic model (used for the impact assessment).

e draft statutory instruments (Sls) and a draft of the Code of Practice for
assessors, installers and providers, together with draft amendments to
energy company licences and industry agreements and the draft Green
Deal Arrangements Agreement. These are necessarily working drafts as we
continue to consult on the policy but we are sharing them now to help
illustrate how the current proposals might be reflected in legislation. They
will need to be revised in accordance with the outcome of the consultation
before being finalised and (in the case of the Sis and Code of Practice) laid
pefore Parliament. We are also required by the Energy Act 2011 (and
relevant earlier legislation) to consult on our proposals for ECO and on
proposed licence and industry agreement modifications, and this
consultation exercise gives effect to that requirement.

! A copy of LHCI g,y Act 2011 is available here
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We would like to hear from a wide range of stakeholders including, in particular,
organisations with an interest in operating within the proposed framework, and
members of the general public who might be considering investing energy efficiency.
The output from the consultation will help inform secondary legislation on both the
Green Deal and ECO.

We will participate in a number of stakeholder led events in England, Scotland and
Wales during the consultation period. In addition, we will host sector specific
workshops. For more information on dates and venue of these events please see our
website. For up-to-date news on the progress of the Green Deal and ECO, you can
join our stakehoider mailing list at
hitp://www.decc.gov.uk/en/content/cms/tackling/green deal/green deal.aspx.

Issued. 23 November 2011
Respond by: 18 January 2011

Policy Enquiries to

The Green Deal and ECO Consultation
Green Deal Legislation and Finance
Department of Energy & Climate Change,
1! Floor Area D,

3 Whitehall Place,

l.ondon SW1A 2AW

Telephone: 0300 068 6324

Email: areendealandecoconsultation@decc.qsi.gov.uk

Territorial extent
This consultation is for England, Wales and Scotland.

How to respond

Your response will be most useful if it is framed in direct response to the questions
posed, though further comments are also welcome. Where possible we would be
grateful for evidence to support your views and proposals. When responding please
state whether you are responding as an individual or representing the views of an
organisation. If you are responding on behalf of an organisation, please make it clear
who the organisation represents by selecting the appropriate interest group on the
consultation response form and, where applicable, how the views of members were
assembled.

We would prefer if you respond to the consulftation onlfine at.
hitps://econsultation.decc.gov.uk/decc-policy/green deai ecof
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If you are unable fo use this medium, a copy of the consultation response form is
available electronically at www.decc.gov.uk.

Electronic responses can be emailed to:
greendealandecoconsultation@decc.gsi.gov.uk

Hard copy responses can be sent to the address above.

Additional copies

You may make copies of this document without seeking permission and may re-use
this information (excluding logos) free of charge in any format or medium, under the
terms of the Open Government Licence. To view this licence, visit
http://www.nationalarchives.gov.uk/doc/open-government-licence/ or write {o

the Information Policy Team, The National Archives, Kew, London

TWE 4DU, or e-mail: psi@naticnalarchives.gsi.gov.uk.

Electronic copies of the consuitation document, draft statutory instruments and
impact assessment can be found on DECC's website at:
http://www.decc.gov.uk/en/content/cms/consultations/

Other versions of the document in Braille, large print or audio-cassette are available
on request. Please contact us using the above details to request alternative versions.

Confidentiality and data protection:

Information provided in response to this consultation, including personal information,
may be subject to publication or disclosure in accordance with the access to
information legislation (primarily the Freedom of Information Act 2000, the Data
Protection Act 1998 and the Environmental Information Regulations 2004).

if you want information that you provide to be freated as confidential please make
this clear when you send your response to the consultation. It would be helpful if you
could explain why you regard the information you have provided as confidential. If
we receive a request for disclosure of the information we will take full account of your
explanation, but we cannot give an assurance that confidentiality can be maintained
in all circumstances, An automatic confidentiality disclaimer generated by your T
system will not, of itself, be regarded as a confidentiality request.

We will summarise all responses and place this summary on our website at
www.decc.gov.uk/en/content/cms/consultations/. This summary will include a list of
names of organisations that responded but not people’s personal names, addresses
or other contact details.

Quality assurance:

6
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This consultation has been carried out in accordance with the Government’'s Code of
Practice on consultation, which can be found here:
hitp://iwww.bis.gov.ukffiles/filed7 158 pdf

If you have any complaints about the consuitation process (as opposed to comments
about the issues which are the subject of the consultation) please address them to:

DECC Consultation Co-ordinator

3 Whitehall Place

London SW1A ZAW

Email: consultation.coordinator@decc.gsi.gov.uk
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DEA
DEC
DECC
DIY
ECO
EOS
EPB
EPBD
EPC
EU
FMB
FOS
FSA
GB
GDAA
GDAR
GHG
HVAC
INCA
LATTS
MAC curve
MRA
MtCO,e

ms and

abbreviations
Accreditation of Prior Experiential Learning
Affordable Warmth

Department for Business, Innovation and Skills
Bank of England

Building Research Establishment

British Standards Institute

Consumer Credit Act

Consumer Credit Directive

Conformité Européenne (European Conformity)
Carbon Emissions Reduction Target
Community Energy Saving Programme
Continuing Professional Development
Consumer Price Index

Carbon Dioxide

Department for Communities and Local
Government

Distribution and Connection Use of System
Agreement

Domestic Energy Assessor

Display Energy Certificate

Department of Energy and Climate Change
Do It Yourself

The proposed new Energy Company Obligation
Energy Ombudsman Service

Energy Performance of Buildings

Energy Performance of Buildings Directive
Energy Performance Certificate

European Union

Federation of Master Builders

Financial Ombudsman Service

Financial Services Authority

Great Britain

Green Deal Arrangement Agreement
Green Deal Advice Report

Green House Gas

Heating Ventilation and Air Conditioning
Insulated Render and Cladding Association
Local Authority Trading Standards Services
Marginal Abatement Cost curve

Master Registration Agreement

Million Tonne Carbon Dioxide Equivalent
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NOS
Ofgem
OFT
RASAP
RPI
SAP
SBEM
SME
SWI
SWIGA
UCPD
UKAS
USA
UTCCR
VAT
WAG

National Occupation Standards

Office of Gas and Electricity Markets
Office of Fair Trading

Reduced data Standard Assessment Procedure
Retail Price Index

Standard Assessment Procedure
Simplified Building Energy Model

Small and Medium Enterprises

Solid Wall insulation

Solid Wall Insulation Guarantee Agency
Unfair Commercial Practices Directive
United Kingdom Accreditation Service
United States of America

Unfair Terms in Consumer Contracts Regulations

Value Added Tax
Welsh Assembly Government
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reface

Upgrading the future of British homes and offices:
families and businesses insulated from rising prices

British property is amongst the leakiest in the Western world. Too many people work
in energy wasting offices or put up with ever rising domestic energy bills just to keep
the living room liveable. That is uncomfortable and unaffordable for them and
unsustainable for the environment.

The vision for the Green Deal and the new Energy Company Obligation (ECO) is an
ambitious and far-reaching one. It's a world where the UK leads with a dynamic new
energy efficiency market, with nationwide brands, local businesses and community
organisations competing to deliver the best proposition for the consumer.

The Green Deal will put consumers back in control. By 2020, we will have seen a
revolution in British property. Millions of us will live and work in greater comfort,
through upgraded and insulated properties which do not cost the earth to heat, with
smarter controls and meters helping us manage our energy use, and generating our
own heat or electricity. Fewer of us will struggle with our fuel bills, unable to reach
basic standards without spending a huge proportion of the weekly budget. And for
many people this will mean a more attractive home — modern measures like external
solid wall insulation can transform a tired pebble dash terrace into a tidy, smart
facade; internal measures can be the catalyst for new render or repainting; replacing
an inefficient boiler can be done easily whilst renovating the kitchen.

Because the Green Deal will reduce energy consumption, many more households
will be able to hold down their energy bills even as energy prices continue to rise.
Because the Green Deal is about catalysing private investment, it will boost growth
and stimulate the economy.

For the country as a whole, properties leaking heat and money are also properties
leaking carbon. The central rationale for the Green Deal is to reduce carbon
emissions cost effectively. We know insulation is often the most cost-effective way
to reduce carbon emissions from buildings. It is also often one of a package of
improvements, including heating measures, needed to lift a family out of fuel poverty.
Consumers will therefore be encouraged to take out a comprehensive package of
measures. These measures should equip homes for the low-carbon future of 2050.

This is the vision for the Green Deal and ECO:

i.  Aninnovative policy designed around consumers;
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ii. A new, open and dynamic market for businesses; and
. Investment driving economic growth;

Resulting in:
iv.  Less carbon emitted
v.  Fewer families in fue! poverty
vi.  Improved homes

i Designed around consumers

Many energy efficiency measures save money straight away — so what is stopping
us? Our research shows that people are unable to act because they cannot afford
the upfront costs or they are unsure whether they can trust the quality of work.
Previous Government schemes have been too top-down to take account of what
consumers actually want. Green Deal changes all that. At its heart is an innovative
new financial mechanism which eliminates upfront costs and provides reassurance
that the costs should be covered by the savings. Allied to the finance are strong
consumer protections including a Government-backed system of accreditation for
impartial assessment, reliable measures and quality installation. Above all it will be
consumer-led, creating a new and open market in which a diversity of firms will
compete for consumer demand.

Upfront costs

Enshrined in the Energy Act 2011, the Green Deal allows for private companies to
offer upfront energy efficiency investments and then recoup payments through
energy bills. This simple idea has a significant effect. It means that consumers face
no upfront costs, and also means that they only make the payments whilst they stay
at the property, able to enjoy its benefits. As the charge is added to the electricity bill,
it stays with the property and is taken on by the new bill payer as they move into their
improved home. The Green Deal "Golden Rule", set out in legislation, specifies that
any charge attached must be less than the expected savings from the retrofit (see
chapter 4 for more detail). So the customer gets a cosier, more efficient home, at no
upfront cost, that is expected to pay for itself.

Of course, not every measure will pay for itself for every household. Some homes,
due to their construction type, are more complex and more expensive to improve and
need measures like solid wall insulation which may not always meet this Golden
Rule. Extra funding will be needed to make them affordable. Plus there are many
low income and vulnerable households who cannot afford to heat their homes
properly at the moment. These homes will benefit from measures like insulation and
new heating systems not so much by saving money on their bills, as by ending up
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living in warmer, healthier homes. To help the poorest and most vulnerable
households, extra financial support will be needed.

That is why, as part of the new Green Deal landscape, the Government is putting in
place ECO. Under this scheme the big energy suppliers will be legally obliged to
provide exactly the kind of extra support that is needed to make sure that hard to
treat homes, and the lowest income and vulnerable households, can benefit from
the new arrangements.

Trust in the work

The second issue is the customer concern about the work itself. The Green Deal
establishes a robust system stretching from the adviser who does a bespoke
property assessment, to the measures recommended, to the installer who installs
them, and the Green Deal plan which establishes the finance repayments alongside
appropriate customer service guarantees. Each of these links in the chain is backed
up by accreditation to give the customer the peace of mind they need. In particular,
all Green Deal participants will need to carry a Quality Mark so that customers can
see they are accredited to the standards of the Green Deal Scheme.

Awareness

Finally, and crucially, many people are simply not aware of the options. They da not
know what could be done to their property or what a difference energy efficiency
could make to their bills. Advertising campaigns have struggled to raise awareness
effectively. However, the Green Deal changes the landscape. . It enables consumers
fo choose suppliers which can be held to the standards of the authorisation
schemes, and to fund work using a new source of finance. For businesses, it opens
up the energy efficiency market and potentially the micro-generation market too so
they can use these innovations to offer exciting new packages to consumers, This is
no longer the domain of energy companies dealing in light bulbs. Instead, this is a
market where your focal plumber, DIY chain or department store can get involved in
promoting energy efficiency and low carbon energy generation. They might offer roof
insulation alongside your boiler replacement, or suggest solid wall insulation when
you're thinking about redoing the garden, or a full house retrofit when you're planning
your kitchen upgrade. Businesses will be able to use their knowledge of their
customers to offer them a tailored service, at a point in time which suits them.
Alongside this, we will ensure there is an impartial advice service online and by
phone so potential customers can turn to it as an impartial provider of answers to
their questions, and a way of checking information they have been given. This advice
will cover the various possible micro-generation technologies as well as energy
efficiency measures.

Customer-led

12
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The key to Green Deal is its diversity and flexibility. All Green Deal customers will
benefit from a comprehensive and impartial assessment of their property, and will be
able to shop around between different offers in the market place. Research told us
some customers wanted to be able to part-pay capital costs upfront or top-up their
investment. So under our proposals, customers can use the new Green Deal
finance to pay for energy efficiency measures up to the limit of the golden rule or
they can use it alongside their own investment where they want other home
improvement measures which aren’t expected to generate savings on their energy
bill. ECO support will be available to support the availability of measures such as
solid wall insulation, which is currently more expensive. Research also told us that
some customers wanted the reassurance of being able to repay the Green Deal
early; our proposals include this option whilst minimising the overall cost of finance.

Green Deal is also designed to enable firms to provide an integrated customer offer
alongside other home improvement measures and potentially microgeneration
measures which could be identified through the impartial assessment. The customer
journey is designed to make it easier for customers to make confident decisions
about upgrading their homes and offices. For some people, that means they will
start off having a leading interest in replacing an old boiler or even replacing their
kitchen or windows but be encouraged to look at a full range of improvements
through impartial assessment and the availability of Green Deal finance to fund
some of their costs.

This joined up customer proposition also extends to other Government financing
schemes. Alongside Green Deal funded installations, we are confident many
providers will offer other low carbon measures such as renewable heating and hot
water systems (heat pumps, solar thermal panels) and on-site electricity generation.
These would be supported by separate financial incentives which are already in
place or are currently being put in place.

Needless to say, in order to make the customer journey as simple as possible, the
complex behind-the-scenes detail needs to be right — that is why this consultation is
structured around every step of the customer journey.

ii. A new market

Green Deal can be a great offer for customers; it is also a great opportunity for firms
to compete in a new market. Our analysis indicates that the Green Deal and ECO
will drive billions of pounds of investment in energy efficiency measures over the
next decade. We have been encouraged by the wide range of firms - large and
small, specialist and generalist — as well as local authorities, social landiords, and
third sector organisations who have engaged with Government over the last year
and a half. We anticipate a diverse market with many different organisations playing

13
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their parts. We will be looking at the impact on and take-up by micro-businesses of
the Green Deal.

The Green Deal will only realise its full potential if the market is {ruly open and
competitive, enabling both established players and new entrants to innovate around
customer needs. That is why we are not proposing to mandate a single business
model which all providers have to undertake. Other than the largest energy
companies who will be mandated to collect payments, our approach is to:

o Protect customers by requiring work to be preceded by an impartial
assessment by an accredited assessor, and undertaken by an accredited
installer as a precondition of entering into a Green Deal plan;

¢ Require the appropriate level of accreditation for the function delivered,

¢ Allow organisations to decide for themselves which of these functions they
want to perform and to decide which other organisations to partner with.

Diagram 1: summary value chain illustrating those functions which reguire additional

Green Deal accreditation and those covered by existing consumer rights legistation.

Green Deal Providers

Could be undertaken
by any party,

No Green Deal
accreditation needed

Needs assessor
accreditation to
do this function

must do all these
functions.
Needs provider

Needs installer
accreditation to
do this function

Must be performed by
energy companies
through electricity bilts

accreditation

Of course, some firms will want to deliver every part of the value chain in-house
through their own staff. Others will wish to specialise in one function at which they
excel and partner with other specialist organisations to deliver other functions, as
iflustrated by Diagram 1.

One example might be a specialist installation firm which is very good at finding
customers and fitting measures, but does not want to be a credit provider. Diagram
2 illustrates how as many as four or five different organisations can work together to
deliver all parts of the value chain. The specialist installer concentrates on working
with the customer to arrange work and on installing the full range of measures. The
Green Deal provider concentrates on providing credit to customers, including
accessing wholesale funding from the capital markets, brokered by the installer-
arranger. This could be a "white label service", that is, able to be rebranded for
marketing by another company. And, in this example, a separate firm undertakes the
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impartial assessment — this could either be a contractor of the instalter-arranger or a
third party like a locai authority or charity.

Diagram 2: Possible partnership model with specialist installer-arranger {red box)
and specialist white label Green Deal provider (green box).

Step 1: “White label” green deal provider agrees to
provide credit to the customers of accredited installer-
arrangers. Green Deal providers endorses trusted
installer-arrangers to offer credit on its behalf,

GDP arranges refinancing of capital & accesses ECQ
brokerage (not shown}. Green Dezl provider may
choose to outsource some aftercare obligations.

Step 2: installer finds a customer (e.g. because they
have a lead interest in a new boiler or kitchen) and
offers to arrange for a breader property assessment and
installation of full package of measures. Instailer could

; offer quote but the Green Deal Provider retains ultimate
! liability for ensuring the Goiden Rule principle is met at

the outset. Pavrr.terit‘
i
i.

¢

! Step 4 charge
collectcd th1r bl!ls.

Step 3 !mpartlal assessor, partnered with the instalier-arranger,
| does comprehensive assessment.

Opening up the market

This consultation sets out the steps we are taking to deliver the vision of a truly open

and competitive market. Two of these are especially important:

» Greater transparency and access to the support provided by the ECO,
through a new “brokerage” function. In many cases a Green Deal offer to the
customer will need to include both Green Deal finance, and a measure of support
from the new ECOQO. It's crucial that these two sources of finance can come
together smoothly, and that all Green Deal providers can have confidence that, if
they are putting together a genuinely value for money offer, they will have a fair
chance of bringing in this ECO support. We are therefore proposing a brokerage
function, where the needs of Green Deal providers to attract extra finance can be
matched with offers of financial support from the ECO companies, on a fair and
transparent basis.

15
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+ Working with financial institutions to open up finance to the whole Green
Deal market. Green Deal providers will need access to substantial capital in
order to offer improvements at no upfront cost repaid through a long-term charge
on the electricity bill. We have engaged with a wide range of institutional
investors like pensions funds, asset managers, and banks on developing long-
term cashflow created by Green Deal that is low risk and financeable at scale.
For example, we ran a series of roundtable discussions in the City of London
earlier this year to discuss the viability of Green Deal as a financial investment
and to develop thinking on issues such as the allocation of customer default risk.

Consultation with the finance community and potential Green Deal providers gives
clear evidence that the provider market will look for off-balance sheet financing, and
the ability to access finance from the capital markets, for example through the
onward sale of Green Deal payments (e.g. securitisation of Green Deal receivables).
Securitising Green Deal receivables will enable pension and insurance funds to
invest in the Green Deal and in turn secure a low risk, long term income stream. The
cost of raising finance from the capital markets will largely depend on how the level
of risk associated with a Green Deal security is assessed by credit rating agencies,
rather than the overall strength of a provider's balance sheet. Our engagement with
the financial sector gives us confidence that finance can be raised at rates
significantly lower than the cost of an unsecured personal loan. It also means that
accredited providers should be able to raise finance on similar terms. We will
continue to work with providers and financial institutions to monitor the supply of
commercial finance to providers.

ifi. Investment drives growth

Reinvigorating the market is good for customer choice but it is also good for
economic growth. Rather than another government expenditure programme placing
a drag on the economy by crowding out an efficient and competitive private sector,
Green Deal is designed to draw in greater investment. Under the scenarios set out
in our impact assessment, we estimate that over the next decade the market will
have delivered billions of pounds of investment, sustaining hundreds of thousands of
jobs.

Within the commercial sector, Green Deal could drive greater energy efficiency,
allowing the same level of energy services to be produced for less energy input.
Energy efficiency can enhance productivity for businesses, boosting
competitiveness. As our impact assessment demonstrates, there is potential for
resource efficiencies (including energy efficiency} which could save business £1.06
billion through the take-up of low or zero cost measures which pay back within a
year,

16
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iv.  Reducing carbon emissions, improving energy security and supporting
vulnerable customers

For all its customer benefits, Green Deal and ECO are underpinned by a pressing
public policy rationale. The fundamental objectives for the Green Deal and ECO are
to increase energy efficiency to drive reduced carbon emission, reduce dependence
on scarce and volatile imported energy, and to help low income and vulnerable
households to reduce energy costs and escape fuel poverty.

Carbon emissions

Climate change is one of the greatest threats to both UK and global security and
prosperity. There is an overwhelming scientific consensus that climate change is
happening, and that it is very likely to be primarily the result of human activity.

Without action to curb emissions, there is a very high risk of global warming reaching
well beyond 2°C relative to pre-industrial times. Such unmitigated global warming
would increase the risk of accelerated or irreversible changes in the climate system,
such as initiating melting of the Greenland and West Antarctic ice sheets, leading to
major sea level rise, or the release of large natural stores of methane from oceans or
melting permafrost, which could cause further warming.

Our approach to avoiding the risk of dangerous climate change has at its heart the
Climate Change Act 2008, which requires the Government to reduce greenhouse
gas emissions by:
- Cutting emissions by at least 34% by 2020 and 80% by 2050 — below the
1990 baseline;
- Setting and meeting five-yearly carbon budgets for the UK during that period;
and
- Requiring that those carbon budgets be set three budget periods ahead — so
that it is always clear what the UK's emissions will be for the next 15 years —
and setting the trajectory towards the 2020 and 2050 targets.

Devolved administrations also have ambitious targets. For example for Scotfand the
Climate Change (Scotland) Act 2009 sets a target to reduce greenhouse gas
emissions by 42% by 2020 and 80% by 2050 (using a 1990 baseline). Wales'
Climate Change Strategy confirms the Welsh Government's commitment to reduce
greenhouse gas emissions by 3% per year from 2011 in areas of devolved
competence (using a 2006-10 baseline).

Energy efficiency is one of the most cost-effective ways of tackling these challenges.
The cheapest energy is the energy we do not use, and in a world of increasing

17
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energy prices, market volatility and reliance on imports, being efficient with our
energy has never been more important. All customers and businesses are looking to
see how they can reduce their monthly bills, and energy efficiency is the obvious first
choice.

The natural place to start is the UK building stock, which is among the most
inefficient in the world and contributes a sizeable proportion of UK emissions.
Emissions from buildings {non-domestic and domestic) were 93 MtCOze direct and
111MtCOqe indirect (from electricity consumption) in 2009. This was 43% of total UK
emissions in 2009. Carbon budgets will not be able to be met without reductions in
emissions from the built environment. Energy efficiency could save 131 MtCOqe (51
traded, 82 non-traded) and therefore contribute significantly to the UK emission
reduction targets.?

The UK has one of the oldest housing stocks on average of any country in the world,
75% of non-domestic buildings were built before 1985, and nearly one third before
1940. We have lower energy efficiency for heating space than many other European
countries, even allowing for outside temperature.

We know we need to reduce our emissions in order to combat dangerous climate
change and meet the important targets of the Climate Change Act which take us
towards a low carbon future. It's an opportunity for the UK to show leadership in
innovation, and the Green Deal and ECO policy is a world first in reducing carbon.

Maintaining Security of Energy Supply

A core function of the government is to ensure that the UK has secure, clean and
affordable energy, so that consumers and businesses have reliable light, warmth
and fuel when they need it. However, the UK faces a series of risks to energy
security, which are often global in nature. Increasing fuel costs means that we can
no longer ignore the problems created by the energy inefficiencies of the UK building
stock.

The UK is increasingly dependent on fossil fuel imports, with the result that the UK is
becoming more exposed to risks from rising global demand, limitations on production
and price volatility. These risks are unlikely to diminish in the short or medium term.
Between 1998 and 2008, the UK became a net importer of gas and oil. Net exports
of 60 Mtoe in 1998 became net imports totalling 30 Mtoe in 2008. This equates to
UK production of oil and gas falling from 134% of national demand in 1998 to only
83% of demand in 2008. Recent published projections put this ratio at only 52% in
2020°,

* See Green Deal and ECO Impact Assessment (23 November 2011)

hups Awww. op dece.gov.aukfnformation/bb updatesichaplers/roduction srojections.pdf
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Making our buildings more energy efficient would help reduce UK energy
consumption and demand. By reducing our demand for energy it would be easier to
satisfy our fuel needs; it would reduce our dependence on imports of fossil fuels; and
it would reduce our exposure to fuel price volatility.

Fuel poverty

Increasing numbers of families and households are struggling to pay their energy
bills and stay warm. We estimate that this year up to 4.1m households will be in fuel
poverty in England alone. Recent energy price rises are likely to have pushed even
greater numbers into fuel poverty, potentially damaging households’ quality of life
and health, which can have wider costs for society. We are committed to tackling fuel
poverty and supporting vulnerable customers to heat their homes at an affordable

cost.

Household energy efficiency is a key factor. Fuel poor families face a choice of living
in the cold, experiencing physical and social detriment as a result, or coping with
unnecessarily high energy bills, caused by poorly insulated inefficiently heated
homes. The cost of the measures needed to improve the fabric of the household
often present a barrier to up-take, alongside social barriers which can affect
households’ ability to engage with commercial offers.

The Affordable Warmth target within ECO, introduced under the Energy Act 2011,
will require energy suppliers to assist low income and vulnerable households by
providing them with measures they need to stay warm and healthy, helping them to
move out of fuel poverty on a sustainable basis. The Green Deal and ECO,
particularly the Affordable Warmth obligation, will be a key strand of our strategy to
heip address the needs of low income and vulnerable customers from 2012 and to

make further progress on tackling fuel poverty.

We announced in October 2010 that an independent review should be carried out to
take a fresh look at the fuel poverty target and definition. We wish to focus available
resources where they will be most effective in tackling the problems underlying fuel
poverty. On 14 March 2011 the Secretary of State for Energy and Climate Change,
Chris Huhne MP, announced that Professor John Hills had been requested to
undertake this review. The Review published an interim report on 19" October 2011
and will publish its full findings in early 2012,

Thank you
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It is unusual to start a consultation with a thank you to a broad range of stakeholders
who have helped shaped our proposals. However, Green Deal and ECO have been
developed collaboratively over the last eighteen months with a wide range of
organisations, including:

- Reguiators

- Local Authorities

- Energy companies

- Trade bodies

- Consumer groups

- Property owners

- Estate agents

- Finance companies

- Potential Green Deal providers

- Manufacturers

- Assessors

- Installers

In particular, we have benefitted from the work of a number of standing Green Deal
Forums and working groups on finance and the energy company collection
mechanism For more information on the work of these groups and how to stay in
touch with the Green Deal as it develops, please see the DECC website at:
hitp://www.decc.gov. uk/en/content/cms/tackling/green deal/gd stakeholder/gd stak
eholder.aspx . We look forward to reading your comments on the proposals in this
consultation, which will be used to help refine the statutory instruments.

A joint effort

This consultation has been developed with significant input from the Devolved
Administrations in Scotland and Wales with the aim of seeking to ensure that, as far
as possible, the UK Government's proposals reflect the unique legislative and social
landscapes of these nations. The Devolved Administrations wiil continue to be
involved in developing our proposals throughout the consultation and during their
implementation.

20



Green Deal and Energy Company Obligation Consultation Document

3

Executive Summary

Our proposals

1. Although cost-effective abatement measures to tackle energy inefficiency are
available in both the domestic and non-domestic sectors, we have Found that
there are currently a range of market failures and barriers (see Preface) that
prevent the uptake of these abatement measures. The Green Deal and ECO
framework has therefore been specifically designed to address several of these
market failures and barriers. It has also been designed to create additional
incentives to drive demand.

2. The components of the framework are:

* agovernment backed remote information and advice;

¢ accredited and impartial advice and assessment of properties;

s an accreditation framework for measures and products; supply chain
analysis, and intervention to help create capacity;

e an accreditation framework for finance providers;

» low cost finance for energy efficiency measures

e support through ECO for owners of hard to treat properties who might
otherwise not be able to take up Green Deal finance

» support through ECO for vulnerable and low income households for whom
energy performance improvements would help heat their homes more
affordably;

» consent, disclosure and acknowledgement of Green Deal measures;

e an accreditation framework for installers;

*» provision for collection of finance repayments through the electricity bill
and remittance to Green Deal providers or nominated finance providers;

e partnerships and localised delivery of the Green Deal and ECO to ensure
that Green Deal finance and ECO support are seamiessly combined
behind the scene;

e a consumer protection regime to ensure that consumers are protected at
every stage through the Green Deal and ECO journey;

e ECO targets set at a level that will enable delivery against our objectives
without overburdening energy companies and bill payers and;

* monitoring and evaluation to inform future policy development.

3. We are aware that effective oversight of the Green Deal and ECO will be
essential to ensure that customers are protected and that the activities of Green
Deal participants are monitored to gather useful information on performance that
could help improve delivery and help inform future policy. For this reason we are
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proposing to appoint an independent body to monitor and oversee the activities
of the different participants to the Green Deal and an ECO administrator to
monitor and oversee the activities of energy companies in achieving their
respective targets under the new ECO. Both bodies would be able to recommend
Secretary of State action, where necessary.

4. The Green Deal oversight body will have the following functions:

overseeing the register of authorised Green Deal assessors, products,
providers and installers;

dealing with applications for authorisation of Green Deal providers;
managing and monitoring compliance with the Code of Practice;

issuing managing the use of the Green Deal Quality Mark;

providing up to date details on authorised assessors, products, providers
and installers to the advice line in England and Wales and separately in
Scotfand;

Managing advice, referrals and redress when something goes wrong; and
overseeing the Green Deal Arrangements Agreement (GDAA).

5. The £CO administrator is likely to have functions on the following lines:

determining which suppliers are within the scope of the obligation and
calculating their obligations (in accordance with formulae set out in the ECO
Order),

producing detailed guidance to energy suppliers on compliance with the
Carbon Saving and Affordable Warmth targets within the scheme, including
eligible measures and scoring of measures;

advising on suppliers’ proposed schemes, where requested o do so;
checking and confirming activity undertaken by energy suppliers, and
banking this activity to count towards each company's carbon and cost
saving obligations;

auditing suppliers to check appropriate procedures and systems are in place
to ensure that work carried out meets the scheme rules and to guard
against fraud;

investigating breaches and taking enforcement action, where necessary;
and

management of data and reporting as specified in the Order.

Government backed remote advice service

6. The Government will support a remote advice service which will consist of a
telephone line and website. This will provide: independent and impartial
information and support to consumers, businesses and the public sector; referral
to accredited Green Deal assessors, installers and providers, and act as an entry
point for those who may be eligible for extra support through ECO (see Chapter
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5). It will also provide advice and referral to assist customers if something goes
wrong that cannot be fixed by the Green Deal provider.

7. The advice service will be staffed with appropriately trained advisors who will aiso
provide advice on wider energy efficiency topics e.g. Renewable Heat Incentive
and Feed in Tariff. The Green Deal Code of Practice will require all professionals
operating under the scheme to inform their customers about this government
backed remote advice line and website. Any information or promotional
materials supplied around the Green Deal must include the contact details of this
independent advice service.

Accredited advice and assessment of properties (Chapter 1)

8. A qualifying assessment (hereafter referred to as a Green Deal assessment) of
the fabric and use of a building {domestic and non domestic) is the entry point
info the Green Deal. It will not be possible to enter into a Green Deal finance
arrangement or install any measure under the Green Deal banner without a
Green Deal assessment. The Green Deal assessment is designed to ensure that
measures installed in a building are recommended as the most suitable for that
building and can improve the energy and thermal performance of that building
enough to be eligible for Green Deal finance. The assessment process also helps
identify households that may be eligible for further support under the proposed
ECO affordable warmth target.

9. A Green Deal assessment can only be carried out by an authorised Green Deal
advisor, who for the purposes of the Energy Act and this document is referred to
as a Green Deal assessor. To be authorised as a Green Deal assessor one
would need to:

 meet the training and qualification requirements for Green Deal Advisors,
currently in development.

» be aregistered member of a certification body which has been accredited
by the government's chosen accreditation body, United Kingdom
Accreditation Service (UKAS).

+ be certified by their certification body against the relevant standards and
requirements set out in the Green Deal Code of Practice

Continued authorisation would be contingent on all Green Deal assessors
continuously complying with the relevant parts of the Code of Practice and quality
assurance requirements put in place by their certification scheme.

10.The Green Deal assessment tool will consist of an improved EPC. This will be

based on an improved reduced data Standard Assessment Procedure
methodology (RASAP) in the domestic sector and building on existing Simplified
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Building Energy Model methodology (SBEM) in the non-domestic sector. This
document, along with a bespoke occupancy assessment and a summary report
will make up the Green Deal Advice Report (GDAR). GDAR produced will be
quality assured in line with certification requirements.

11. We expect that any measure promoted and installed by suppliers under the ECO
Carbon Saving target would have had a prior Green Deal assessment which had
identified the measure as appropriate for the property. We are also consulting on
whether we should make provision for rare occasions which fall outside the
typical scope of RASAP, where a slightly different assessment process may be
appropriate. In these circumstances, we propose that the ECO company would
need to satisfy the scheme Administrator that a different assessment method was
appropriate.

12.We would particularly welcome views on whether our approach to the
assessment of non-domestic buildings is comprehensive and captures all non-
domestic buildings and businesses for which Green Deal might be relevant.

Measures, products and systems (Chapter 2)

13. The Green Deal and the Energy Company Obligation (ECO) will work together to
drive the installation of energy efficiency improvements, commonly referred to as
‘measures”. The focus of each will, be different and, as a result, so will the
measures falling within their respective scopes.

14.A measure is a type of energy efficiency improvement made to a property, e.g.
cavity wall insulation; a product is the actual product installed (which must fall
with a category of measure), e.g. ABC plc Basic Cavity Fibre; and a system is a
measure whose component parts are often assembled on site, e.g. external wall
insulation systems. A measure must be recognised as being capable of
improving the energy performance of a building before it can be considered for
eligibility under the Green Deal and ECO. Only products which fall within a
category of qualifying measure and are recommended as part of the Green Deal
assessment can be installed with Green Deal finance or receive ECO support. A
draft list of the qualifying energy efficiency improvements can be found at Annex
A. The amount of Green Deal finance available for a measure will depend on the
total estimated fuel bill savings it can generate: this is the Green Deal's Golden
Rule principle. We will encourage customers to take up packages of
recommended Green Deal measures.

15.The "Carbon Saving Obligation” within the ECO is designed to focus primarily on
supporting those households who live in hard to treat homes and cannot fully
fund energy efficiency improvements through Green Deal finance alone. Solid
wall insulation is the Key technology which we see ECQO supporting. We are

24



Green Deal and Energy Company Obligation Consultation Document

proposing that other measures under the carbon saving obligation will only be
classified as eligible if they are promoted and installed as part of a package that
includes solid wail insulation. Views are invited on these issues and in particular
the policy for other measures for hard-to-treat properties.

16.Under ECO’s Affordable Warmth obligation* we are proposing to class as eligible
any measure which will improve the thermal performance of a property,
measured through a reduction in the expected cost of heating space or water in
the property. We will be interested in respondents' views on whether minimum
requirements should apply to ensure major insulation and heating measures are
delivered. Suppliers are expected to deliver primarily heating systems and basic
insulation measures under the Affordable Warmth Obligation.

17.Products and systems installed under the Green Deal or ECO must be quality
assured. Only products that meet the requirements of the Green Deal Code of
Practice can be installed. We propose to put in place a process from summer
2012 for manufacturers and suppliers to confirm that their products comply with
the Code and are ‘Green Deal ready’. Such products and systems will be listed
by the Green Deal Oversight Body, who will act as the Green Deal administrator
and oversee all activities under the Green Deal. A sample number of registered
products will be spot-checked by the Oversight Body for compliance with the
Code and could be struck off the list if they are found not to comply.

18.We particularly welcome views on the eligibility of measures specifically relevant
to the non domestic sector, which are not already listed in the draft Green Deal
(Specified Energy Efficiency Improvement and Qualifying Energy Improvements)
Order®. Please note that those which are recommended during the consultation
process must be proven to be able to improve the energy performance of
buildings. Other key issues we are considering are:

e how to best ensure that innovations in new measures and improved
product performance can be recognised in the measures framework;

« whether the ECO carbon saving target should focus exclusively on solid
wall insulation or should support other similar measures,

» whether we should allow any measure under the ECO affordable warmth
target as long it allows eligible households to heat their homes cost
effectively.

e whether product performance should be taken into consideration in the
Green Deal financing mechanism.

“In the accompanying draft ECO Order the “Affordable Warmth obligation is referred to as the “home heating
cost reduction target” or the “home heating cost reduction obligation™. The former is the overall target set for all
suppliers whilst the latter is a supplier’s individual component of the overail larget. See articles x and y of the
draft order.

* See a copy of the order at http:/Awww dece.gov.ik/en/content/ems/consultasions/ercen_deal/srcen_deal.aspx
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Green Deal Provider and the Green Deal Plan {Chapter 3)

19.The Green Deal provider is a key participant in the Green Deal journey as they

provide the finance and arrange for the Green Deal measures {o be installed.
They are also the ongoing first point of contact for customer service enquiries
after the Green Deal is complete. In order to operate as a finance provider under
the Green Deal, a company must be authorised. Authorisation will be granted by
the Secretary of State through an application process that will be managed on his
behalf by the Green Deal Oversight Body. To become authorised as a Green
Deal provider a company must:
s sign up to and comply with the Green Deal Code of Practice;
e sign up to the Green Deal Arrangements Agreement (GDAA)® between
Green Deal providers and electricity supplier;
e hold a valid Consumer Credit Act 19747 (CCA) licence (if they wish to offer
Green Deal plans for domestic properties) ;
» make appropriate provisions for protection for customers in the event the
Green Deal provider becomes insolvent or loses its licence;;
+ establish an appropriate independent conciliation process to help resolve
customer complaints;
* pay the required fees to the Oversight Body for Green Deal authorisation.

20.0nce the customer has their Green Deal assessment completed by an

21

authorised Green Deal assessor, they will be able to take the outcome of the
assessment to any authorised Green Deal provider for a quote for the finance
and installation of one or more of the recommended measures. The Green Deal
provider's quote for installing these measures will include the costs of the
measures themselves, installation, finance and any other associated costs.

.The Green Deal plan is the contract that sits between the Green Deal provider

and the improver and bill payer (if different) at the property. The plan sets out the
financial terms of the agreement such as the amount and duration of the
instalments, and the applicable interest rate as well as any further obligations on
the Green Deal provider or customer.

22.Green Deal plans for domestic properties will be regulated consumer credit

agreements under the CCA and will therefore need to comply with all relevant
CCA provisions. In addition, the Green Deal Provider will have to comply with
other consumer protection legislation such as the Sale of Goods Act, the

Consumer Protection from Unfair Trading Regulations (CPRs) and the Unfair

b A copy of the GDAA and the Green Deal Code of Practice can be found here:
httpraww dece pov.uk/en/content/cms/consuliations/ereen deal/sreen deal.aspx

" See hupytwww.oft. povak/about-the-o fYlegal-powers/lepal/cea/l
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Terms in Consumer Contracts Regulations (UTCCRs). Green Deal Providers
wishing to provide Green Deal finance under regulated consumer credit
agreements will need to be licensed under the CCA in addition to being
authorised under the Green Deal framework. CCA licences will also be required
by any person engaged in credit brokerage or other ancillary credit activities in
relation to CCA regulated Green Deal plans, with the exception of energy
suppliers insofar as they are merely collecting Green Deal payments or debts on
behalf of Green Deal providers.

23. We would welcome views on the terms of the Green Deal plan, particularly on
whether the length of a Green Deal plan should be limited fo the guaranteed
lifetime of the measures installed and the conditions around the early repayment
of Green Deal finance.

The Golden rufe (Chapter 4)

24.The Golden Rule is the fundamental principle underpinning the Green Deal. It
limits the amount of Green Deal finance a provider can offer to the estimated
energy bill savings resulting from the installation of measures under the Green
Deal plan. The Golden Rule principle helps ensure that a Green Deal customer
can reasonably expect their overall energy bill to be no higher than they would
have otherwise been without a Green Deal, provided their energy consumption
paitern does not increase.

25.The golden rule is important for two reasons. Firstly, it helps ensure that Green
Deal customers should not face higher energy bills and therefore do not run into
difficulties in paying. Secondly, it assures investors that the risk of default on
Green Deal payments should be similar to the existing relatively low default rate
on electricity bills.

26.The golden rule is based on a snapshot of estimated energy bill savings taken at
the outset of the Green Deal plan. Customers should, however, have a
reasonable expectation that the charge should not exceed savings throughout the
lifetime of the plan and we are therefore proposing to place limitations on how the
charge can vary in future years. Indeed, many plans will involve fixed amounts if
the interest rates are fixed. [n addition, we are setting out what can be included
in a Green Deal plan as part of the Green Deal finance to ensure that Green
Deal finance is used for the installation of energy efficiency measures and
associated costs, as intended. We are proposing to place a limit on any cash
advancement promotional offers a customer may receive.

Delivering equitable support and tackling fuel poverty through the Green Deal
and ECO (Chapter 5)
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27.The Green Deal and ECO have a significant role to play in tackling fuel poverty
by helping households to improve the energy efficiency of their homes and
reduce their heating costs. ECO's Affordable Warmth obligation has been
designed to ensure that specific assistance can be provided to those households
most in need of heating and insulation improvements. The proposed eligibility
criteria for Affordable Warmth will ensure that support is provided to low income
households who are vulnerable to detrimental health impacts of living in cold
homes, and do not have access to alternative means of support.

28.We recognise that a referrals system could help energy companies identify those
eligible for support under the ECO Affordable Warmth obligation. We intend to
pursue a voluntary agreement with companies for agreeing the terms on which
referrals provided by Government would be followed up. Referrals of customers
who have indicated that they would like to receive measures could be generated
during the Green Deal assessment process or passed on from the Government
backed independent remote advice service. Should it not be possible to reach a
voluntary agreement, we do have the option to direct companies to provide
assistance to specific households®.

29.As suppliers are likely {o recover the cost of delivering the ECO from consumers’
bills, it is important to consider how the benefits of the obligation will be
distributed, to ensure the scheme is delivered with a reasonable degree of equity.
See section 5.3 for further discussion of equity under ECO.

Consent, disclosure and acknowiedgement {Chapter 6)

30.Before the Green Deal can go ahead, relevant consents must be obtained for the
measures {0 be installed and the Green Deal charge to be included in the
electricity bill for the property. Consent to the charge will be required from both
the electricity bill payer and the owner of the property (if different). Who must
consent to the measure will vary depending on the property and the type of
measures being installed, but may include the owner, the freeholder, and local
planning authority. A redress framework is provided for circumstances where the
correct consents to the installation of the measures were not obtained. Once
Green Deal measures have been instailed and signed off, the Green Deal
provider will give the customer a Green Deal plan document and a new EPC.

31.As a property changes hands over time, responsibility for paying the Green Deal
charge also changes. We intend to facilitate this change through disclosure of the
Green Deal Plan via the provision of the EPC to potential future bill payers. The

® See the new subsection (5)(be) inserted into both section 33BC of the Gas Act 1986 and section 41 A of the
Electricity Act 1989 by section 65 and 66 of the Energy Act 2011,
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EPC will contain key financial information about the Green Deal. So long as the
existence of a Green Deal has been properly disclosed to a new bill-payer, the
obligation to pay the Green Deal automatically transfers to them.

32.Disclosure should happen as soon as possible, but always before the potential
bill payer has entered into a binding agreement to take on the property. We are
building on the EPB regulations for disclosure of the Green Deal, to ensure that a
potential bill payer sees the details of the Green Deal on the property in sufficient
time to influence their decision. In most cases, this will be at the point that
someone arranges to view the property.,

33.In addition to disclosure, the person who is, for example, selling or letting out that
property will need to obtain an acknowledgment in writing that the person taking
on the property is aware of their responsibility to pay the Green Deal and the
terms of the plan. We envisage this being a standard term in lease and sale
agreements, or associated documents that form part of those agreements, and
we are working with the Law Society to determine the most effective way to do
this.

34.1tis possible that an incoming bill-payer may wish to challenge whether they had
the Green Deal charge properly disclosed. In these circumstances the proposal
is that, they must continue to make payments while an investigation is
undertaken and representations made. The customer can challenge their
obligation to pay the Green Deal charge for non-disclosure reasons, or because
the terms of the Plan were inaccurately disclosed. If appropriate, the Secretary of
State has the power to order the Plan be cancelled, order refund of Plan
instalments following non-disclosure and order the original bill-payer who failed to
disclose the Plan to compensate the Green Deal provider for the costs of early
repayment.

35.We would welcome views on whether our requirements for consent to both the
Green Deal charge and measure provides adequate protection for parties to the
Green Deal and whether our approach to consent breaches is equitable. It has
been brought to our attention that the multi-party consent requirement to the
Green Deal may act as a barrier to entry into Green Deal for certain types of
properties. For this reason we have included a call for evidence on barriers to
consent and welcome wider views on the likelihood of barriers resulting from the
need to secure consent to the Green Deal charge or measure, supported by
relevant evidence stakeholders feel should be taken into account. We are also
keen to understand the scope for voluntary, non-interventionist solutions to
consent barriers and welcome ideas and views on this.

Accredited Installers {(Chapter 7)
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36.0nce a property has had an authorised Green Deal assessment, the finance for
measures has been approved and the necessary consents obtained, installation
is the next step. In order for the Green Deal and ECO to achieve their objectives,
it is essential that installations are carried out to a high standard by trained,
gqualified and certificated installers, hereafter referred to as ‘authorised’ Green
Deal installer.

37.We are proposing to make it mandatory for an installer to be authorised to
operate under the Green Deal and ECO and to have been certified to have met a
new Green Deal installer standard. Installers will need to carry the Green Deal
Quality Mark, take full responsibility for the quality of their work and comply with
the relevant requirements set out in the Green Deal Code of Practice.

38.The British Standards Institute (BSI) is currently developing the Green Deal
instalter standard with the sector, and this is scheduled to be published in early
2012. The installer standard will bring together existing standards in one place to
ensure greater clarity and consistency of approach, as well as robust levels of
monitoring and compliance.

39.As with Green Deal assessors, we are proposing to implement the Green Deal
installer standard through certification bodies with a view to minimising burdens
and costs by using existing structures. To ensure a robust and consistent
application of the new standard, we have appointed UKAS as the independent
third party body that will accredit the installer certification bodies. Once
accredited, certification bodies will be responsible for ensuring installers meet the
Green Deal standard and comply with the Code of Practice.

40.We are proposing that all Green Deal and ECO installations be underpinned by a
comprehensive scheme of insurance backed guarantees, warranties and redress
procedures should anything go wrong.

Payment coliection {Chapter 8)

41.A fundamental component of the Green Deal is that repayments should be
collected through energy bills. This allows the charge to transfer automatically
and ailows us to build on the existing protections which cover vulnerable
consumers when they run into difficullies paying their bills. The basic principle
we have adopted is that the payment collection mechanism ought to be an
integral part of the overall energy bill and incorporate all the existing requirements
and protections. To help ensure that the cost of financing the Green Deal is as
tow as possible, repayments will be collected from the customer via a charge on
their electricity bill. This is operationally simpler because almost all households
are on the electricity grid whereas many houses are off the gas grid. it also helps

30



















































































































































































































































































































































































































































































































































































































































