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Sir,  

1. PROCEDURE  

(1) Following pre-notification contacts, on 15 July 2013 the UK authorities notified to 
the Commission the above mentioned measure. By letter of 13 September 2013 the 
Commission requested additional information, which the UK authorities provided 
on 7 October 2013. 

2. DESCRIPTION OF THE MEASURE 

(2) The main objective of the Renewable Heat incentive (RHI) scheme is to encourage 
the use of renewable resources for heating, thereby reducing the emissions from 
heat, in view of meeting the UK's target under the Renewable Energy Directive 
(2009/28/EC)1.  

(3) The non-domestic RHI scheme, approved by the Commission Decision of 28 
September 2011 in case SA.32125 (2011/N)2, provides financial support for 
renewable heat technologies in the industrial, commercial and public sectors. By 
the current notification the UK intends to extend the RHI scheme to the domestic 

                                                           
1  Directive 2009/28/EC on the promotion of the use of energy from renewable sources and amending 

and subsequently repealing Directives 2001/77/EC and 2003/30/EC, OJ L 140, 5.6.2009, p. 16. 
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2  Available at http://ec.europa.eu/competition/elojade/isef/   

http://ec.europa.eu/competition/elojade/isef/


 2

                                                           

sector. This is considered by the UK an important step towards the carbon free 
domestic heat system envisaged in the UK’s Carbon Plan.  

(4) Under the domestic RHI the UK aims to incentivise the installation of 579,000 
domestic renewable heating systems that would generate 3.4 TWh of additional 
renewable heat by 2021. This would result in savings of 17Mt CO2 by 2021, 
contributing to the achievement of the UK’s target of 15% of energy from 
renewable sources by 2020.  

(5) The notified measure provides support for eligible heating installations in England, 
Wales and Scotland. The UK indicated that an equivalent scheme is being 
developed by the Northern Ireland authorities, but this is outside the scope of the 
current notification. 

(6) The national legal basis is section 100 of the Energy Act 2008.  

(7) According to section 100 of the Energy Act 2008, the RHI payment must go to the 
owner of the renewable installation. It follows that for the domestic RHI scheme, 
the beneficiaries would be the owners of the heating installations, namely:  

• owner-occupiers of domestic properties (including second homes); 

• private landlords; 

• registered social housing providers (social landlords); 

• self-builders3. 

(8) Such owners of heating installations in domestic properties would be eligible for 
support under the domestic RHI where they have installed the system since 15th 
July 2009. 

(9) The following technologies are eligible under the domestic RHI scheme: 

• air to water source heat pumps 

• biomass-only boilers and biomass pellet stoves with back boilers  

• ground source heat pumps 

• flat plate and evacuated glass tube solar thermal panels 

(10) The energy generated by these technologies can be counted towards the renewable 
targets, in line with the Renewable Energy Directive (2009/28/EC). 

3  The UK explained that for the purpose of the RHI scheme, a self-builder is someone (other than an 
undertaking) who has built or commissioned a home for his or her use, either by building the home on 
his own or working with builders. Individual self-builders are eligible and will receive the same tariff 
as owner-occupiers. Self-built homes with a shared heating network are not eligible for the domestic 
RHI scheme. For them it may be able to apply through the non-domestic RHI scheme instead, which 
provides tariffs for mini-district heat network, meaning two or more dwellings which share a renewable 
heat technology.  
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(11) The RHI support takes the form of tariffs, paid on each kWh of renewable heat the 
installation generates, for 7 years. The duration of 7 years is considered by the UK 
as striking the right balance between a payback period that appeals to consumers, 
Government budgetary constraints, and providing an incentive for continued use. 
According to the UK, it is not unusual for consumer loans, finance or purchase 
agreements to be available for such a time period, and it is also close to the average 
length of time that people in the UK remain in a property.  

(12) The UK explained that the tariffs are determined using the same principles as those 
approved by the Commission for the non-domestic scheme (SA 32125). They are 
designed to compensate the additional costs of renewable heat compared to the cost 
of a conventional fossil fuel over a lifetime estimated at 20 years. The tariff rates 
for each technology are presented in the table below. The UK provided an example 
for biomass, explaining in detail how the tariffs were calculated. The 
counterfactual considered was a gas/oil boiler. 

(13) The UK explained that, as an exception, the tariff for Solar Thermal was not 
calculated based on the rule of calculating the tariffs so as to compensate the 
additional costs of renewable heat compared to the cost of a conventional fossil 
fuel boiler, since this would have concentrated too much of the total budget of the 
notified scheme on Solar Thermal. Instead, the tariff for Solar Thermal was set as a 
specific value for money cap, linked to the marginal cost of renewable energy or 
the subsidy cost of offshore wind (as the marginal cost-effective technology for 
reaching the 15% UK renewable target), and significantly lower than the actual 
cost of this technology. The same approach was used in the non-domestic RHI 
scheme (SA.32125). 

Table 1 – domestic RHI tariffs  

Technology Tariff (p/kWh) 

Solar Thermal 19.2 

Ground Source Heat Pumps4 18.8 (Equivalent payable on total heat output - 13.2) 

Air to Water Heat Pumps 7.3 (Equivalent payable on total heat output - 4.7) 

Biomass boilers  12.2 

Source: UK authorities 

(14) The UK indicated that before applying for domestic RHI support, all applicants5 
will need to provide evidence that they have identified which energy efficiency 
measures would be cost effective for their property and have at a minimum 
installed loft insulation and cavity wall insulation where these measures are 
recommended as suitable and cost-effective for the property. 

(15) The tariffs will be paid for a deemed heat that estimates the property's expected 
annual renewable heat usage6. The deemed heat will be calculated as the heat use 

                                                           
4  Only heat pumps with a seasonal performance factor of 2.5 and above will count as renewable, and will 

be eligible for the RHI. 
5  With the exception of self-builders, as the UK considers that compliance with the current building 

regulation standards will already result in the necessary level of energy efficiency. 
6  Metering was considered too complex and costly for the domestic sector. However, there are two 

situations when metering is required: if the renewable heating system is installed alongside another 
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figure (in kWh) set out in the upgraded energy performance certificate completed 
after the installation of the required energy efficiency measures. 

(16) Under the notified scheme, support will be provided also for metering and 
monitoring service packages (MMSP). The UK explained that the performance of 
domestic renewable heating systems in the UK has historically been poorer than in 
other Member States, and generally poor performance is attributable to poor 
installation practices. MMSPs should enable consumers and installers to observe 
how well heating installations are performing and should lead to better performing 
systems, improving delivery of good quality renewable heat and the reputation of 
renewable heat technologies.  

(17) The MMSP payment is intended to compensate for the equipment costs and the on-
going costs to collect and publish the data but is not intended to compensate for 
installation costs, which the consumer will still have to incur. The UK anticipate 
that the costs for such a package would amount to approximately £1,200  per 
package for heat pumps (Ground Source or Air to Water) and £1,100 per package 
for biomass boilers7. The MMSP payment will compensate households for the full 
cost of such a package through a flat-rate payment of £230 per year for up to 7 
years for heat pumps and £200 per year for up to 7 years for biomass (payments 
will cease if the package is stopped sooner). Payments for MMSPs will be 
available on a first come, first served basis and only a limited number will be 
available. 

(18) The budget of the notified scheme is £ 3,960 million. The UK considers that most 
of this budget will not constitute aid, since support to individuals does not qualify 
as aid. According to the UK, MMSP payments also do not qualify as aid, not even 
when paid to landlords, because in such cases the landlord does not have any 
advantage (the tenant is benefiting from this advantage). It follows that only a 
small part of the total budget would constitute aid, to the extent the scheme 
provides support to landlords under the form of RHI tariffs.  

(19) The UK intends to introduce the domestic RHI in Spring 2014 and keep it open to 
beneficiaries until Spring 2021, with the final payments being made in Summer 
2028.  

(20) Two reviews of the domestic RHI are foreseen, in 2015 and 2017, aimed to ensure 
tariff levels are set at an appropriate level to avoid overcompensation and consider 
the introduction of new technologies to avoid distortion of the renewable heat 
market.  

(21) In addition, the UK intends to set up a degression mechanism (like for the non-
domestic RHI), triggering automatic tariff reductions if technologies are deployed 
above forecast levels (i.e. if more people are installing a certain technology than 
anticipated by the UK authorities), with a view to avoid overcompensation. Tariffs 
will be reduced for new applicants to the scheme as spend on a particular tariff 

space heating system, and for second homes. The requirement to base payment on metered usage does 
not apply to Solar, as Solar Thermal systems are expected to always be installed alongside a space 
heating technology and the deeming figure will take occupancy into account. 

7  The UK will not incentivise the purchase of MMSPs in relation to solar thermal installations as the 
benefits of improvement are much less significant than for heat pumps or biomass due to the smaller 
fraction of household energy supplied. 
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reaches pre-set triggers (amounts of budget). The UK considers this will ensure 
that a mix of technologies is supported, avoiding overcompensation of any 
particular technology and supporting cost reduction. Degression would take place 
in addition to the scheduled reviews of support. The degression mechanism is 
presented in the Annex. 

3. ASSESSMENT OF THE MEASURE 

3.1. Existence of aid  

(22) State aid is defined in Article 107(1) of the Treaty on the Functioning of the 
European Union (TFEU) as any aid granted by a Member State or through State 
resources in any form whatsoever, which distorts or threatens to distort competition 
by favouring certain undertakings or the production of certain goods in so far as it 
affects trade between Member States. 

(23) In the case at hand, the measure is funded from the general Government budget and 
therefore involves State resources. It targets only certain technologies for heat 
production, as opposed to conventional or other renewable heat production 
technologies. Thus, the measure is selective and distorts or threatens to distort 
competition between heat producers. Through the tariffs, it provides renewable 
heat producers with an advantage that they would not enjoy under normal market 
conditions. Since the beneficiaries are from the domestic sector, most of them do 
not qualify as undertakings. Nevertheless, landlords would qualify as undertakings 
in the meaning of Article 107 (1) TFEU. Renewable heating systems are usually 
associated with lower operating costs. Tenants are therefore likely to benefit from 
lower energy bills, with part of the advantage being transferred to them. At the 
same time, renewable heating systems will benefit landlords, as they might 
increase the value of the property and could be an element affecting the value of 
the rent. For biomass the operational costs are likely to be higher than in the 
counterfactual scenario – the landlord will then receive the RHI tariffs 
compensating the extra costs, and the Commission cannot exclude that part of the 
advantage remains with the landlord (i.e., not all of the compensation is passed on 
to the tenant). Heating systems and the fuel used for heating are traded inside the 
European Union, and therefore the notified measure is likely to affect trade 
between Member States.  

(24) The UK considers that MMSP payments do not qualify as aid, not even when paid 
to landlords, because in such cases the landlord does not have any advantage (the 
tenant is benefiting from this advantage). The Commission does not share this 
view. MMSP are likely to be attractive for tenants, and therefore could be an 
element affecting the rent negotiated between the owner and the tenant. Therefore, 
it cannot be excluded that a higher rent could be obtained for a property equipped 
with MMSP, as compared to an identical property without MMSP. While accepting 
that in the case of MMPS payments a large part of the advantage is passed on to the 
tenant, the Commission cannot exclude that part of the advantage remains with the 
owner, and therefore considers that aid cannot be excluded at the level of the 
landlords. 
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(25) The Commission therefore concludes that the notified measure involves State aid 
within the meaning of Article 107(1) TFEU, to the extent support is provided to 
landlords.  

3.2. Lawfulness of aid  

(26) By notifying the aid measure before its implementation, the UK authorities fulfilled 
their obligation according to Article 108(3) TFEU.  

3.3. Compatibility of aid  

(27) The Commission has assessed the compatibility of the notified scheme according to 
Article 107(3)(c) TFEU and in the light of the Environmental Aid Guidelines 
(EAG)8.   

(28) The notified measure concerns operating aid for heat produced from renewable 
energy sources, based on the difference between renewable and conventional heat 
production costs. It follows that the compatibility conditions laid down in point 109 
EAG (Option 1 for operating aid to renewable energy sources) apply.  

(29) The Commission notes that the supported energy sources fall within the definition 
of renewable energy sources and biomass as laid down in point 70(5) and 70(6) 
EAG.  

(30) Point 109 EAG lays down three conditions for the compatibility of operating aid 
(absence of overcompensation, no cumulation with investment aid, biomass 
exception), which are examined below.  

3.3.1. Absence of overcompensation 

(31) As regards the first condition (absence of overcompensation), in its decision in case 
SA.32125 the Commission took the view that the relevant comparison is between 
the renewable and conventional heat production costs, due to the absence of a 
relevant market price, with more than 98% of the heat being produced on-site by its 
consumers.  

(32) The UK provided the breakdown of tariffs into their individual components. 

Table 2 – Domestic RHI tariff breakdown (in p/kWh of renewable heat) 

 Capital and 
financing costs 

On-going costs 
(fuel and 
maintenance) 

Barrier costs Final tariff 

ASHP ATW 6.3 -1.0 2.0 7.3 
Biomass 9.5 -0.4 3.1 12.2 
GSHP 16.9 -3.5 5.4 18.8 

Source: UK authorities 

(33) The UK also provided the tariff setting methodology for the domestic RHI and 
explained that it is based upon the same principles as the methodology for the non-
domestic RHI, which the Commission considered to be in line with point 109(a) 

                                                           
8  Community Guidelines on State Aid for Environmental Protection, OJ C 82, 1.4.2008, p. 1 



EAG in case SA.32125. However, the methodology has been adapted for the 
domestic RHI as explained below. 

(34) The tariff period is shorter (7 years as compared to 20 years for the non-domestic 
RHI), for the reasons mentioned in recital 11.  

(35) The UK commissioned a detailed report on the financial and non-financial barrier 
costs under the RHI. The report indicates that the necessary rate of return to 
incentivise renewable heat production for domestic properties ranges between 8 
and 32%. This compares to a range of 8 to 22% for non-domestic properties. It 
shows that householders require a greater rate of return than non-domestic 
organisations in order to invest in renewable heating. The UK authorities retained a 
“mid-low” average of the respective range, 16%. The discount rate considered by 
the UK authorities is 7.5%, based on the interest rates for mortgages and 
commercial loans, savings, and the interest rate for financing under the Green 
Deal9. The rate of return covers these financing costs, and the difference up to 16% 
would cover the non-financial barriers10.   

(36) For the non-domestic RHI scheme the Commission considered the rate of return of 
12% as reasonable, based on the information and explanations provided by the UK. 
For the notified measure the Commission requested from the UK detailed 
information on the non-financial barrier costs for the domestic RHI. The UK 
provided detailed explanations and 2 reports, prepared by NERA Economic 
Consulting and Ipsos-Mori. It also provided a table summarising the actual rate of 
return for the reference installation on which tariffs were set (table 3 below). Based 
on the information provided by the UK, the Commission considers that 16% is a 
reasonable rate of return for the domestic sector.  

Table 3 – Rates of return for the reference installation11 

 
Source: UK authorities 

(37) The UK explained that the domestic RHI will be focussed on off-gas grid areas, 
where homes are currently heated through expensive oil or electric heating options. 
The tariffs have been determined using oil and electric heating as the 
counterfactual. When considering the entire UK housing stock eligible under the 
scheme, adopting this approach means that less than 50% of the heat potential will 
be incentivised, avoiding any possibility of overcompensation in the aggregate. 

                                                           
9  Green Deal is a scheme providing support for energy efficiency measures, approved by the 

Commission in case SA.34611 (2012/N).  
10  In an example provided by the UK for biomass, the following non-financial barriers were considered: 

explicit barriers, including administrative burdens, demand side barriers and inconvenience to the 
household; implicit barriers, including perceived risk barriers (e.g. risk around technology and impact 
on house value). 

 7

11  Solar Thermal is not included, because the tariff is capped at 19.2p/kWh, and the associated rate of 
return is significantly lower. 
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Should gas heating be used as counterfactual, the eligible costs would be higher, 
and the tariffs would only cover part of them. 

(38) The Commission notes that the notified scheme will be subject to periodical 
reviews. The Commission welcomes the introduction of the degression mechanism 
in the notified scheme. It considers that the degression mechanism will allow the 
UK to adjust quickly the support provided, in case the market develops in such a 
way that the initial measure might lead to overcompensation.  

(39) In view of the above, the Commission considers that the notified measure complies 
with point 109 (a) EAG, the support being limited to the difference between the 
cost of producing heat from renewable sources and the cost of producing heat from 
conventional sources.  

3.3.2. Cumulation 

(40) The UK authorities indicated that the notified measure might interact with the 
following forms of support.  

(41) In some cases, households will be able to use Green Deal loans to partially fund the 
installation of a renewable heat technology (for example a heating pump being 
installed into a solid wall, detached house, heated by oil). The UK undertakes to 
monitor the actual interest rates that householders will secure under the Green Deal 
to ensure that no overcompensation occurs, and if average interest rates fall below 
7.5%, they will consider reducing the RHI tariffs accordingly.  

(42) In theory, the notified measure could interact with the Energy Company Obligation 
(ECO) through which energy suppliers will improve the energy efficiency of 
homes in some of the most deprived communities in the country. The Affordable 
Warmth target is the area of ECO most relevant to heating as it allows the 
installation of both conventional heating systems and renewable heat technologies. 
The UK explained that ECO is an obligation imposed on energy companies not 
involving aid (therefore no cumulation issues), and in practice the UK Government 
does not expect any interaction between the domestic RHI and ECO12.  

(43) The Renewable Heat Premium Payment (RHPP) scheme13 is an existing UK 
Government scheme that gives small grants to householders and social landlords to 
help them buy renewable heating technologies – solar thermal panels, heat pumps 
and biomass boilers. Recipients of RHPP grants would be allowed to participate in 
the domestic RHI (provided they meet the eligibility criteria), but the RHI payment 
will be reduced by an amount corresponding to the amount received under the 
RHPP.   

(44) Home Renewables Loan Scheme (HRLS)14 was launched in April 2011 by the 
Scottish Government and provides interest free loans (up to a maximum of 

                                                           
12  It is expected that no renewable heating technologies will be installed under ECO Affordable Warmth, 

as energy companies will be looking to meet their ECO target at least cost, opting for conventional, less 
expensive technologies. 

13  The UK explained that this scheme was not notified as grants paid to householders did not fall within 
the scope of Article 107 TFEU, and social landlord recipients of the scheme are required to comply 
with the De Minimis Regulation or Article 23 of the General Block Exemption Regulation. 

14  The UK explained that this scheme was not notified as loans paid to householders did not fall within 
the scope of Article 107 TFEU. 
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£10,000) directly to householders to help install renewable heating systems in their 
homes. The UK intends to allow recipients of such loans to participate in the 
domestic RHI (provided they meet the eligibility criteria), without any adjustment 
of the RHI payment. This approach was chosen by the UK authorities having 
regard to the short duration of the HRLS (2 years), the small budget involved, and 
to the fact that RHI beneficiaries can finance their upfront costs in a number of 
ways, some of them at lower financial costs than the average of 7.5% considered 
for the calculation of the RHI tariffs. 

(45) In view of the above, in particular noting that the support provided under the 
different schemes with which the domestic RHI might interact does not seem to 
qualify as investment aid15 and whenever grants are given, their amount is anyway 
deducted from the RHI payments, the Commission considers that point 109 (b) 
EAG on cumulation is respected. 

3.3.3. Support for biomass 

(46) The UK determined the biomass tariffs similarly to the way biomass tariffs were 
determined under the non-domestic RHI: using the mid-point of the potential 
supply curve. This approach was considered by the Commission (in case 
SA.32125) in line with point 109 (c) EAG. The Commission sees no reason to 
depart from this conclusion for the notified measure.  

3.3.4. Incentive effect 

(47) In its decision in case SA.32125 the Commission accepted the arguments provided 
by the UK authorities and agreed that unlike the installations commissioned before 
the announcement of the RHI scheme (15 July 2009), most of the investments in 
renewable heating installations completed and commissioned after that date were 
motivated by the promise of the support granted under this scheme and would have 
not been performed in the absence of such a promise. The Commission notes that 
for the notified measure the period elapsed between the promise of the support 
being granted and the launch of the scheme is significantly longer.  

(48) However, the UK authorities provided detailed explanations on their choice of the 
start date for support. They explained that the UK Government committed in their 
Renewable Energy Strategy published on 15th July 2009 that systems installed 
after the date of that announcement would be eligible for the domestic RHI once 
finally introduced, provided they met the relevant eligibility criteria for the scheme. 
This was done to prevent a possible hiatus in investment between the date on which 
the proposed RHI was first announced and the date on which it was to be fully in 
force, as choosing a later eligibility date could have led some investments to be 
delayed. At that time the UK envisaged that the domestic RHI would be launched 
imminently. 

(49) The UK provided a list with the UK Government commitments concerning this 
eligibility date. It shows that, as the introduction of the domestic RHI scheme was 
delayed, such commitments were reiterated regularly, on multiple occasions. 

                                                           
15  Based on the information provided by the UK, but without prejudging the position that the Commission 

might take on such measures (noting that the Commission has not adopted a position on any of these 
schemes, since according to the UK they do not need to be notified). 
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Therefore, those installing renewable heat technologies were incentivised to choose 
such technologies on the assumption that they would be eligible for the scheme 
once launched.   

(50) Unlike new applicants, in order to benefit of support, legacy applicants (those who 
installed eligible installations between 15 July 2009 and the launch of the domestic 
RHI scheme) must submit their application for support during the first year of the 
scheme. According to the UK, it is reasonable to assume that legacy applicants not 
applying within the first year will not have invested in anticipation of receiving 
RHI support and therefore can be excluded from the domestic RHI. 

(51) In view of the detailed explanations provided by the UK, the Commission 
considers that for the domestic RHI it is still reasonable to believe that most 
investments in renewable heating installations completed and commissioned after 
15 July 2009 were motivated by the promise of support.  

3.3.5. Other aspects 

(52) The Commission notes that the duration of the notified measure does not exceed 10 
years.   

(53) The UK authorities committed to conform with the annual reporting and 
monitoring provisions of EAG as laid down in Sections 7.1 and 7.3 thereof.  

(54) Accordingly, the Commission considers that the notified scheme complies with the 
EAG and is therefore compatible with the internal market in accordance with 
Article 107(3)(c) TFEU.  

4. CONCLUSION 

(55) The Commission has accordingly decided to consider the aid to be compatible with 
the internal market pursuant to Article 107(3)(c) TFEU. 

(56) The Commission will publish this letter.16 If it contains confidential information, 
please inform the Commission within fifteen working days. Otherwise you will be 
deemed to agree to publication of the full text. 

For the Commission 
 
 
 
 
 

Joaquín ALMUNIA 
Vice-President  

 
Annex – Domestic RHI degression mechanism 

                                                           
16  On http://ec.europa.eu/competition/elojade/isef/index.cfm 

http://ec.europa.eu/competition/elojade/isef/index.cfm


Annex - Domestic RHI degression mechanism: quarterly procedure and flowchart 
setting out potential degressions 
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