
RPC-DESNZ-25042-OA(1) 

1 
6 May 2025 

 

The Clean Heat Market Mechanism (Amendment) 

Regulations 2025 

Lead department Department for Energy Security and Net Zero 

Summary of proposal The proposal is to amend the Clean Heat Market 
Mechanism scheme’s heat pump target from 6% to 
8%-10% for the second year of the scheme 
(2026/27) 

Submission type Options assessment – 25 March 2025  

Legislation type Secondary legislation 

Implementation date  1 April 2026 

RPC reference RPC-DESNZ-25042-OA(1) 

Date of issue 6 May 2025 

 

RPC opinion 

Rating  RPC opinion 

Fit for purpose 
 
 

The options assessment (OA) makes a sufficient 
case for continued intervention, based on the need 
to increase uptake of energy efficient technologies 
in order to achieve Net Zero. The Department uses 
a shortlist of three preferred options for its 
appraisal, which is sufficient given the previous 
consideration as part of the initial impact 
assessment. The SaMBA is sufficient, providing a 
good description of the potential impacts and 
exemptions. The OA justifies its preferred 
approach using both a qualitative discussion and a 
monetised appraisal of the preferred options. The 
scorecard provides a good summary of expected 
impacts of the preferred option, including an overall 
estimated NPSV figure and a summary of 
monetised impacts to business and households. 
The assessment includes a satisfactory plan for 
monitoring and evaluation. 
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RPC summary  

Category Quality RPC comments 

Rationale  Green 
 

The assessment makes a sufficient case for 
continued intervention, based on the need to 
increase uptake of energy efficient 
technologies in order to achieve Net Zero. 

Identification 
of options 
(including 
SaMBA) 

Green 
 

 

The Department uses a shortlist of three 
options for its appraisal, and provides a 
discussion of potential alternative options. 
This consideration of options is sufficient 
given the previous consideration as part of 
the initial impact assessment (IA) for the 
scheme. The SaMBA is sufficient, providing a 
good description of the potential impacts and 
exemptions. 

Justification for 
preferred way 
forward 

Green 
 

The OA justifies its preferred approach of 
increasing the heat pump target, using both a 
qualitative discussion and a monetised 
appraisal of the preferred options against a 
‘do nothing’ scenario. All three proposed 
options have been advanced to consultation. 

Regulatory 
Scorecard 

Good The scorecard provides a good summary of 
expected impacts of the preferred option, 
including an overall estimated NPSV figure 
and a summary of monetised impacts on 
business and households. The assessment 
could do more to consider the environmental 
impacts of the scheme, given that is from 
where most of the benefits derive. 

Monitoring and 
evaluation  

Satisfactory The assessment includes a satisfactory plan 
for monitoring and evaluation, with a post-
implementation review of the policy set to 
take place by 1 April 2030. 
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Summary of proposal  

The Department for Energy Security and Net Zero (DESNZ) is responsible for 

implementing policies that assist with achieving government’s target, introduced in 

2019, of reaching net zero greenhouse gas emissions by 2050. This requires 

decarbonising most heat in buildings and industrial processes, which can be 

achieved by reducing the energy used, through switching to more energy efficient 

heating appliances. One such technology is electric heat pumps. 

 

The Government introduced the Clean Heat Market Mechanism (CHMM) scheme on 

1 April 2025, which introduced an obligation on the manufacturers of gas and oil 

boilers, sold on the UK market, to hold credits corresponding to qualifying 

installations of heat pumps in proportion to their relevant UK boiler sales. This 

proportion has been set at 6% for Year 1 (2025/26). The Government now plan to 

consult on increasing this target for the second year of the scheme (2026/27). 

 

The OA includes four short-listed options for the heat pump target for year 2: 

• Option 0: counterfactual - maintain ‘by default’ the target at 6% 

• Preferred Option 1A - set the target at 8% 

• Preferred Option 1B - set the target at 9%  

• Preferred Option 1C - set the target at 10% 

 

The Department has not specified a preference between options 1A, 1B and 1C, and 

intends to consult on all of these. Monetised impacts, however, have been presented 

only for Option 1A in the Regulatory Scorecard. 

 

The Department submitted to the RPC in 2023, an IA, which was rated fit for 

purpose1, for the initial scheme. 

Rationale  

Problem under consideration  

The Department builds on the case set out in the previous IA, which argued that the 

problem under consideration is that the heat pump market was small then and early 

in its development, with only 98,000 installations in 2024. This is an issue as 

decarbonising technologies such as heath pumps are necessary to achieve the 

Government’s target of net zero emissions by 2050. The Department provides 

further information on the problem under consideration in its 2023 full business case, 

included as an annex to the OA.  However, given much of this relates to out-of-date 

policy objectives (such as the aim to achieve 600,000 installations by 2028), the OA 

would be improved by bringing out the relevant aspects from the business case and 

 
1 RPC_Opinion_-_The_Clean_Heat_Market_Mechanism_Regulations_2024.pdf 

https://assets.publishing.service.gov.uk/media/6748513624108edc3c8ceb5e/RPC_Opinion_-_The_Clean_Heat_Market_Mechanism_Regulations_2024.pdf
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including them in the OA itself. This could include examples of the obstacles faced 

by the heat pump market. 

Argument for intervention 

The Department’s continued case for intervention is based on a range of market 

failures and wider obstacles to heat pump market growth. The assessment gives four 

examples of market failures to support this case: the negative externalities caused 

by fossil fuel heating technologies, the current inability of low-cost heating 

technologies to exploit economies of scale, imperfect consumer information on heat 

pumps and co-ordination failure, with current supply chains geared towards 

incumbent technologies. The OA does well to link these issues to the CHMM but 

could do more to discuss these in the context of the proposal to amend the scheme, 

rather than justifying the scheme itself. 

The Department argues separately for the need to intervene to amend the heat 

pump target, making the case that a key component of the CHMM is providing a 

clear direction of travel by setting increasing targets. The assessment would be 

improved by a greater justification for how providing increasing targets is a key 

component of the CHMM, given the initial scheme included only a flat target. 

Objectives and theory of change 

The Department has set out three policy objectives. These are: contributing to 

increasing retrofit deployment of heat humps;  reducing non-traded greenhouse gas 

emissions from heat;  and contributing to the increasing number of heat pump 

installers in the UK. The OA does well to include a logic model (Figure 4.1) setting 

out the process by which the policy objectives will be achieved, as well as a list of 

wider outcomes that could indicate successful implementation of the policy. The OA 

would be improved by including more detail on how these objectives meet the 

SMART framework (specific, measurable, achievable, realistic, and time-limited). 

Identification of options (inc. SaMBA) 

Identification of options   

The OA references a long-listing and short-listing exercise undertaken as part of the 

CHMM’s policy development in 2022 and 2023. The rejected long-listed options from 

the 2022 outline business case have been described in the OA, along with a 

justification for why they have not been carried forward. As the Department has 

already conducted this policy development work in order to inform the initial policy, it 

has not replicated this for the 2025 amendments and moved straight to a short list. 

The OA clearly justifies why the rejected long-list options do not meet the policy 

objectives set out usefully in a RAG rating diagram in Figure 5.1. This shows that 

heat pump grants would not be value for money, whereas a fossil fuel appliance ban 

would lead to too high a social cost. The OA would benefit from proving an 

explanation of each of the decision criteria used in it long-list RAG analysis. The 

assessment would also be improved by updating the long list to consider alternative 
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options that could be implemented as part of the amendment process, potentially to 

accompany to CHMM. 

The OA includes a short list of four options, a ‘do nothing’ counterfactual option, or 

raising the heat pump target in year 2 of the scheme to 8%, 9% or 10%. The 

counterfactual option would involve retaining the target as it is now (6%), with 

implementation of a higher rate set to take place from 1 April 2026. This short-listing 

process would benefit from a justification for why alternative rates have not been 

considered, such as, for example, a 7% increase.  

Consideration of alternative options to regulation   

The OA has considered, in its original long list, some non-regulatory changes as 

alternative options to regulation, proposing government grants to boost heat pump 

demand, or providing low-interest loans to achieve a similar impact. The assessment 

provides a sufficient justification for discounting these options at the long-list stage 

and, therefore, pursuing regulatory change through the CHMM, setting out that 

subsidy-based interventions would be likely to be inefficient, leading to higher overall 

social costs and being less likely to achieve the policy objectives. This, therefore, 

fails decision criteria ‘value for money’. This assessment could be improved by 

considering the option of accompanying these non-regulatory alternative options with 

the CHMM. 

SaMBA 

The assessment includes an adequate SaMBA. The OA states that the CHMM has a 

de minimis threshold, which excludes micro businesses. These businesses are 

defined as manufacturers of fossil fuel appliances with fewer than 20,000 relevant 

gas boiler sales or fewer than 1,000 relevant oil boiler sales, as well as businesses 

that meet the criteria of the small company regime under the Companies Act 2006. 

This threshold applies to all manufactures regardless of whether the manufacturing 

takes place in the UK or the company has a UK corporate presence. This could 

result in businesses, which ordinarily would be considered small, or micro based on 

number of employees, to be in scope of the regulations. However, the OA argues 

that whilst businesses, which have fewer than 49 employees, may be in scope of the 

regulations, they will, in most cases, be larger entities in global terms with more 

employees in other locations. 

The OA explains it is possible that the few smaller businesses in scope of the 

obligation would face higher ongoing administration costs. However, the Department 

argues that the tradeable nature of the credits is beneficial to smaller businesses as 

they can purchase credits from other heat pump manufactures who can benefit from 

economies of scale. The OA would benefit from going into greater detail on the 

potential disproportionate costs on small and micro businesses and consider any 

possible mitigations. 

The OA would also benefit from considering the impact on medium-sized 

businesses, as required by the Better Regulation Framework. 
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Justification for preferred way forward 

Appraisal of the shortlisted options 

The assessment includes a relatively brief qualitative discussion of the short-listed 

options. This considers options 1A, 1B and 1C jointly, with the short-list appraisal 

focussed more on the value of intervening relative to the baseline scenario. An NPV 

calculation has also been provided for all three of the newly proposed target options. 

The assessment does not result in the selection of a preferred option, instead 

advancing all three to the upcoming consultation, which will inform a final decision. 

The assessment discusses how increasing the target for the second year of the 

scheme will help to incentivise competition for consumers between firms on price 

and product offer. This would then lead to market actors to discover efficiencies in 

their supply chains, leading to a great number of heat pump installations, better 

relative cost of heating and higher value for money. A preferred option is not stated 

due to uncertainty around future boiler sales and potential government support 

schemes, to allow for a decision following consultation, when more information will 

be available. The Department justifies the 8%-10% option range, however, as 

striking a balance between achieving sector growth and feasibility. The OA would be 

improved by a discussion specifically comparing each of the three potential target 

options, such as how they may vary in terms of achieving higher heat pump growth 

versus realistic deliverability, and what conditions may affect these factors. 

The assessment of options includes a monetised analysis of the three preferred 

options against the baseline scenario. The estimated NPVs are £266 million for an 

8% target, £442 million for 9% and £618 million for 10% (2024 price year, 2024 

present value base year). This is based on additional upfront capital costs, long-run 

variable energy costs, admin’ and familiarisation costs, carbon savings, air quality 

benefits, maintenance costs and ‘hidden’ costs. The OA also summarises usefully  

some of the non-monetised benefits of the proposal. 

The level of analysis conducted by DESNZ is sufficient at this stage. The 

assessment usefully includes a clear definition of the baseline and the analytical 

assumptions, as set out in section 10 of the OA. The analysis would be improved if 

the summary of the methodology and outputs were produced for each of the three 

options, instead of a targeted focus on option 1A. This would allow for greater 

comparison between the different proposed target options. The Department also 

does well to include a sensitivity analysis for option 1A.  As before, this would be 

improved if extended to options 1B and 1C also. 

Selection of the preferred option 

Overall, the qualitative discussion of the proposed options and monetised analysis 

used to justify the preferred approach is sufficient at this stage. The appraisal 

demonstrates how raising the heat pump target would have a positive social impact 

relative to the baseline scenario. The Department reasonably makes the case for not 



RPC-DESNZ-25042-OA(1) 

7 
6 May 2025 

 

selecting a specific target at this stage, instead choosing to consult on each of the 

potential three options. 

Regulatory Scorecard  

Part A 

The scorecard has been used to provide an indication of the impact of the preferred 

options, with a greater focus on option 1A (an 8%target) when going into greater 

detail on the impacts. As mentioned before, many of these impacts have been 

monetised, with NPVs of £266 million for an 8% target, £442 million for 9% and £618 

million for 10% (2024 price year, 2024 pv base year), based on carbon savings 

outweighing the initial costs of the policy. This has been accompanied by a brief 

discussion of non-monetised impacts. This could be improved by including some of 

the non-monetised benefits discussed in the ‘Summary: Analysis and Evidence’ 

section such as beneficial health impacts.   

The Department estimates an equivalent annual net direct cost to business 

(EANDCB) figure as £11.5 million (2024 prices, 2024 pv base). This is based on the 

assumption that businesses would elect to pay the payment-in-lieu for every 

additional heat pump they are required to deliver. The assessment should do more 

to justify this assumption. The policy is also expected to have a negative effect on 

households, with a household NPV estimated at -£48 million (2024 prices, 2024 pv). 

This is driven by price increase to households caused by moving from gas to 

electricity, which is insufficiently offset from the gain in heating efficiency. The 

Department could improve this assessment with the inclusion of an EANDCH 

estimation. 

The Department does well to consider the distributional effects of the scheme, 

arguing that no impact on fuel poverty is expected. The assessment acknowledges 

that higher-income households are more likely to benefit in the short term from the 

policy. 

Part B 

The assessment usefully considers the potential impact on the business environment 

for the proposed intervention, describing how the CHMM has the potential to 

increase competition in the heat pump market, as businesses are now obligated to 

focus on heat pump installations to a greater extent. This would be improved by 

considering the impact of the scheme on innovation in the sector. 

The assessment includes a summary of international considerations, highlighting the 

potential increase in attractiveness of the UK market to international investment. The 

Government are accompanying the CHMM scheme with grant funding for capital 

costs for new heat pump manufacturing, which may help attract inward investment. 

The assessment summarises briefly the environmental impact, with greater heat 

pump deployment likely to decrease household energy use, resulting in carbon 

savings. Given that the key benefits of the policy are environmental impacts 



RPC-DESNZ-25042-OA(1) 

8 
6 May 2025 

 

(decarbonisation, air quality improvements), the scorecard would be improved by the 

inclusion of an expanded discussion of these aspects of the policy. 

Monitoring and evaluation  

The assessment includes a satisfactory plan for monitoring and evaluation, with the 

Department committing to a robust approach. The Department has outlined how it 

plans to conduct a post-implementation review of the policy by 1 April 2030. The 

M&E section helpfully outlines the aims of the M&E, expected key metrics used to 

monitor the scheme including the frequency of data collection (see Table 15), the 

types of evaluation that will be conducted, and an overview of potential methods, 

such as qualitative interviews. The evaluation section usefully sets out indicative time 

frames for the various phases of the evaluation, including when findings are 

expected to be available. The M&E plan could be improved by discussing how it 

plans to use the monitoring metrics specifically to assess the policy objectives. The 

plan would also benefit from including a set of potential evaluation questions, as well 

as a discussion of potential unintended consequences and the effect of external 

factors. 

 
 
 
 
 
 
 
Regulatory Policy Committee 
 
For further information, please contact enquiries@rpc.gov.uk. Follow us on X 

@RPC_Gov_UK, LinkedIn or consult our website www.gov.uk/rpc. To keep informed 

and hear our views on live regulatory issues, subscribe to our blog. 
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