Annexes 231

Our lead scenario to meet the 2020 renewable energy target of 15% of our energy to
come from renewable sources is described in Chapter 2. In assessing the relative
strengths and weaknesses of various scenarios to meet the target, we needed to
balance several important factors, shown in Box 1, as well as consider the analysis of
what is achievable in each sector.

The large-scale electricity sector is the most advanced in terms of its current
deployment of renewable technologies, therefore the barriers to further deployment
are relatively well known. But a higher contribution from intermittent wind generation
might present greater risks to security of supply from their deployment, and can cause
high and volatile peak prices. Moreover, carbon savings in this sector will not contribute
to UK carbon budgets as they are capped in the ETS.

In the heat sector, our current analysis indicates that renewables could contribute
between 8.5% and 12% of heat demand. A 12% effort level could however require
stretching growth rates.?% Recognising on-going work on the potential contribution
from renewable Combined Heat and Power, as well as the fact that heat is one of the
most cost-effective sectors the higher bound of this range was chosen.

In our lead scenario, 10% of transport energy comes from renewable sources.
This reflects the 10% ‘sub-target’ for transport as set out in the Renewable Energy
Directive. Because of the existing uncertainty surrounding biofuel sustainability, we
have not assumed a greater contribution from transport at this stage.?%®

We wanted to encourage the deployment of small-scale renewable electricity
technologies so that communities and individuals could make an active contribution to
the renewables target and to our longer-term carbon goals. The scenario recognises
that these are relatively expensive options compared to other renewable technologies,

204 NERA/AEA (2009): ‘The UK supply curve for Renewable Heat’

205 The feasibility of reaching the 10% transport sub-target whilst ensuring sustainability will be subject to review
by the European Commission by the end of 2014
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and that deployment is from a very low base so the scope for this sector to contribute
is naturally limited.

The lead scenario does not assume a role for trading (meeting part of the target
through supporting deployment abroad, as is permitted under the Renewable Energy
Directive). Chapter 8 sets out our policy on trading in more detail.

1. Cost and consumer prices: Our analysis estimated the overall resource and subsidy
costs as well as the impact on consumer bills.?%¢

2. Security of supply: We have considered the impact on the electricity grid of
intermittent renewable technologies such as wind, the requirement for fossil fuel
back-up, and the impact on investment signals. We have also considered the impact
on other forms of electricity generation such as clean coal (CCS) and nuclear to ensure
diversity of supply.

3. Carbon savings: Additional carbon savings arising from the Renewable Energy
Strategy will come primarily from the heat and transport sectors, as the large-scale
electricity sector already trades in the carbon market and is capped under the EU
Emissions Trading Scheme.

4. Risks of deployment: We considered the risks to achieving different deployment
rates across sectors, the barriers that need to be overcome, and supply chains that
need to be built up. Some sectors are starting from a very low base and face relatively
untested risk to future rollout

5. Future proofing: We wanted to ensure that, as far as possible, the lead scenario is
in line with the energy mix, and necessary level of community engagement needed to
meet our longer-term low-carbon goals.

6. Sustainability impacts: We considered the environmental concerns surrounding
certain biofuels which constrain the ability of transport to deliver their share of the
target. Sustainability is also a consideration for the availability of solid biomass for
heat and power.

7. Investor confidence: We aim to ensure that the signals that the scenarios give to
investors are credible, transparent and enable them to plan for the longer term.

206 Redpoint/Trilemma (2009): ‘Implementation of the EU 2020 Renewables Target in the UK Electricity Sector:
RO Reform’, NERA / AEA (2009): ‘'The UK supply curve for Renewable Heat' and Element/Pdyry (2009):
‘Design of a Feed-In Tariff for sub-5 MW electricity in GB’
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