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Foreword  

 

This is a working document that combines several guidance documents that the 

Department of Business, Energy and Industrial Strategy, Heat Network Delivery Unit 

(HNDU) commissioned to support local authorities in their development of Heat 

network projects. This document has been circulated for your information. These are 

not the final versions of the guidance and should not be treated as such. BEIS will 

refine the documents contained within before later publication of a final, 

comprehensive set of guidance documents.   

HNDU input, whether provided in person, on the phone, in writing or in documents, is 

guidance aimed at prompting further consideration and not advice which advocates a 

particular course of action. Local authorities or others use the HNDU’s guidance 

wholly at their own risk and any damages, losses or costs they incur (or for which 

they are liable) by reason of using this guidance are solely matters for the local 

authority or other user. 

Please use this document for information.  

Any enquiries regarding this document should be sent to us at 

HNDU@decc.gsi.gov.uk. 
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Background 

 

The Heat Networks Delivery Unit (HNDU) was established to provide grant funding and guidance as a “critical friend” 

to local authorities in England and Wales for the early development stages of their heat network projects.  Many 

projects that HNDU support through the early development stages should, where viable, result in an investable 

business case.  There was a clear need for standardisation of these business cases, and although the HMT Green 

Book provided a good basis for this, HNDU considered there was additional scope to provide a more tailored piece of 

work that was specific to heat networks.  HNDU then produced an initial Business Case template based on the HMT 

Green Book.  Feedback from local authorities indicated it is a useful outline of what issues should be considered, 

however there was scope to provide more substantial guidance to assist local authorities in answering the 

fundamental questions in order to support progression to business case, which led to… 

…The Detailed Project Development (DPD) Guidance documents 
HNDU have procured consultants to develop “Detailed Project Development (DPD) Guidance” documents for local 

authorities, to support their investigation and enable progression from feasibility study through to business case for 

their heat network projects. HNDU have worked closely with the consultants and we hope that the guidance will 

support standardised, high-quality and robust heat network business case to support an investment decision. 

The information in these guidance documents (Strategic, Commercial, Economic, Financial and Procurement cases) 

will provide a condensed and focused review of some of the issues that are relevant for heat network projects in the 

course of preparing an Outline Business Case in accordance with the HMT Five Case business model. The guidance 

documents should be read alongside the HNDU Business Case Template and the template should be project teams’ 

first reference point when developing a Business Case. 

The 4 documents uploaded here are:  

 Heat Network Business Case Template:  An outline template for Business Cases that should help project 
teams understand the content of a robust business case. 

 Strategic and Commercial guidance: Guidance identifying the objectives and drivers for heat networks, the 
roles that the LA and other parties could play in delivering a heat network, delivery models, Heads of Terms 
for key contracts, tax and insurance considerations.  

 Economic and Financial guidance: Guidance to support the development of a Financial Model, which 
underpins the commercial reality of a Business Case. The guidance covers developing a Techno-Economic 
Model into the Financial Model, options for heat pricing, revenue streams and avoided costs.  

 Procurement guidance: Guidance examining the public law factors that will govern a district heating 
scheme, power to generate and sell heat, procurement law and state aid. 

 
The guidance documents contain information that would support heat network projects at all stages of development 
and so it is worth taking a look at their content as they may help answer questions you may have.   
  
Please note that these are working documents which HNDU will refine and we will seek feedback on from end 

users, before later publication of a final, comprehensive set of guidance documents. HNDU would appreciate any 

feedback you may have on these documents, at hndu@decc.gsi.gov.uk.  

Disclaimer: A local authority which uses the guidance provided by the Department of Business, Energy and Industrial 

Strategy's Heat Networks Delivery Unit (HNDU) accepts the following by doing so. The HNDU’s input, whether 

provided in person, on the phone, in writing or in documents, is guidance aimed at prompting further consideration and 

not advice which advocates a particular course of action. Local authorities use the HNDU’s guidance wholly at their 

own risk and any damages, losses or costs they incur (or for which they are liable) by reason of using this guidance 

are solely matters for the local authority. 
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Summary of DPD Guidance documents 
 

The draft documents provide guidance on the commercial, strategic, economic, finance and procurement elements of a heat 

network project to support completion of a project business case.  The guidance is intended for local authorities and heat network 

developers to support their investigations and enable progression from feasibility stage through to business case delivery.  

Strategic and Commercial guidance 
 

The document covers the following main headings: 

 National & Regional Policies 

 Heat Network Drivers 

 Roles for Heat Networks 

 Delivery Models 

 Tax Considerations 

 Insurance Considerations 

Economic and Financial guidance 
 

This guidance takes the reader through the journey of developing a Financial Model, which underpins the commercial reality of the 

Outline Business Case (OBC). The guidance will help the reader to consider areas where they can improve commercial viability of 

their project and offer customer protection to the end user. 

 

Developing the Techno-Economic Model into the Financial Model: This guidance describes the development of the Techno-

Economic Model used at the Feasibility Stage into the Financial Model, which underpins the decision-making through the OBC.  It 

seeks to provide local authorities and developers with the means to understand the range of Optimism Bias, Sensitivities and Risks 

that would impact on the Economic Case and the Financial Case and manage those risks. It explains the approach to developing 

the Financial Model through the options appraisal process and identifies the impact of different financing approaches.  

A Financial Model Cost Input Reference Document (FMCIRD) is provided to aid the development process – this is a tool which will 

allow local authorities to test the inputs developed for the Techno-Economic Model and Financial Model and the areas of risk 

around these input costs given the still relatively-early development of the project.  

 

Heat Pricing: The guidance identifies the charging options and emerging consensus on billing for heat supplies and highlights the 

benefits and risks of different approaches.  It focusses on the financial elements of the pricing and provides a link back to the 

Financial Model development as to how this should be treated. Different customer types are explored which may lead to different 

pricing approaches for each. It also recognises the importance of customer protection in relation to the setting of the heat price and 

sets out some of the measures that are being put in place to ensure this. 

 

Revenue Streams & Avoided Costs – Maximising Opportunities: The guidance provides an explanation of the types of 

revenues that are, or could be included in Heat Network projects, including reference to optimising heat revenues.  This will 

contribute to the commercial reality and expansion of Heat Network projects.  It also considers funding streams and a holistic view 

of avoided costs. Again, it considers these issues from a financial perspective and looks at how they impact on the Financial Model. 

Procurement guidance  
 

This section of the Guidance examines the public law factors that will govern a district heating scheme, offering practical advice 

alongside the legal analysis. Throughout, the Guidance offers case study examples, and practical tips for managing the often 

complex, and occasionally over-lapping, public law issues that arise on a district heating scheme. 

 

“Powers”: The Guidance refers to the specific statutory power to generate and sell heat, as well as the general power of 

competence under the Localism Act 2011. Other related powers are also touched on, including in relation to the sale of electricity 

and the installation of apparatus under the highway. In summary, there is a statutory basis for pursuing a district heating scheme, 

but with the caution that a local authority will always be subject to its general fiduciary duties and public law obligations in relation to 

decision-making. 

 

Procurement law: The Guidance confirms the potential application of the public contracts, utilities, and concession Regulations – 

all of which may have a bearing on the procurement activity that will inevitably arise when implementing district heating 

scheme.  Determining which of the Regulations apply, and then what procurement route to take, may not always be clear-cut, and 

the Guidance provides a steer on this, as well as case study tips on how to conduct a procurement in practice. 

 

State aid: The Guidance explains the rules and the various routes for giving lawful aid, and for mitigating state aid risks – including 

by reference to block exemptions and other applicable justifications. The consequences of giving unlawful State aid are explained, 

with emphasis on the need for the risk to be fully assessed across the various elements of how a project is funded and supported 

(e.g. by local authority guarantees). 

The guidance is accompanied by fifteen 

contract heads of terms (HoTs) documents for 

use by local authorities as a starting point for 

developing bespoke agreements for particular 

heat network projects.  
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Purpose 
 
This document provides a template for Business Cases in support of investment in a heat network 
project. It follows the Five Case Model in accordance with HMT’s Green Book.  This considers the 
viability of investment from 5 perspectives: 

 Strategic – how does the project fit with the local authority’s strategic objectives? 

 Economic – what options are available, and what is their likely impact, including costs and 
benefits? What does your evidence suggest is the preferred option(s)? 

 Commercial – how will the project be delivered? Is the project attractive to those who will 
have to deliver it, provide investment or otherwise help it achieve its objectives? 

 Financial – is it affordable and where will the funding come from? 

 Deliverability – are there adequate project management and governance structures and 
controls in place for the project to be delivered successfully? 

The template can be adaptable for use as a Strategic, Outline or Full Business Case for projects 
and for use as a Programme-level Business Case. The purpose of the business case depends on 
project or programme maturity, as follows: 

 Strategic Outline Case (SOC) – to make the evidence based case for change, define the 
scope and objectives for the project, identify the Benefits expected, undertake a SWOT 
analysis of the range of options and recommend a short list of options to take forward. 

 

 Outline Business Case (OBC) – to make the evidence based VFM case for the preferred 
option and outline the procurement strategy or delivery mechanism and project management 
plan. 

 

 Full Business Case (FBC) – to optimise the evidence based VFM solution following 
negotiation with delivery partners and to set out the detailed implementation plan. 

 
It is anticipated that the template will typically be used for developing an Outline Business 
Case (OBC) and for developing the OBC into a Full Business Case (FBC). 
 
The Business Case should be used: 

 to obtain management commitment and approval for investment in the project.  

 to ensure that any accounting issues are appropriately considered and managed as a 
framework on which to develop the delivery plan that will be used to manage delivery of the 
preferred option 

 to monitor the ongoing viability of the project 

 as a basis for developing the full business case at the appropriate time 

 to reference all factual statements that rely on evidence.  References should be listed in an 
Annex. 

 

 

Note: All grey guidance boxes can be deleted prior to final circulation and printing 

 

 

 

 

 

 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/277345/green_book_guidance_on_public_sector_business_cases_using_the_five_case_model_2013_update.pdf
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1. Executive Summary 

The executive summary should contain the key elements of the business case.  It should include 
the aims and objectives of the project and how they relate to the organisation or partners strategic 
objectives, the rationale for undertaking the project, the benefits expected, how it will achieve value 
for money, evidence that it is affordable and deliverable, an explanation of why the preferred 
approach is being recommended, what success looks like and how this will be demonstrated.  It is 
expected that the executive summary will be no more than 3 pages long. 

The summary should not ‘cut and paste’ key paragraphs from the rest of the business case and the 
language used should be accessible (i.e. plain English, avoiding technical language, jargon and 
acronyms). The summary should also make it clear exactly what approval is being requested. Also 
it should set out clearly: 

 The decisions that have already been taken by Councillors, Senior Directors or Boards 

 The decisions that should be taken now (via this business case)  

 The decisions that will be required in the future (via future business cases) and when they 
need to be taken 

1.1 Approval sought  

This business case seeks approval for: 

a) A scheme at a total investment cost of £Xm (+/- £Ym or range) over [dates] (a proportion of 
the total project cost, if relevant, and where other funding will be sought), and deliver £Xm 
(+/-£Ym or range) of benefits over [dates] 

b) Spending £Xm (+/-£Ym or range) to develop the proposal to the next stage [e.g.  to next 
business case, to implementation date, or to promote/facilitate the project] 

c) [Additional points on which you are seeking explicit approval] 

Additional suggested headings: 

1.2 Introduction 

1.3 Aims & Outcomes 

1.4 Options Assessed 

1.5 Preferred Option 

1.6 Commercial Issues 

1.7 Financial Issues 

1.8 Management Issues  

1.9 Key Milestones 
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2. Strategic Case 

2.1 Purpose 

The Strategic Case demonstrates that the spending proposal provides business synergy and 
strategic fit with the organisations’ priorities, and is predicated upon a robust and evidence based 
case for change. The strategic case requires the authority to demonstrate how the spending 
proposal fits in relation to national, regional and critically, local and organisational policies, 
strategies and plans. 

The purpose of this section is to provide the strategic justification for the project, including  

 why it is necessary (i.e. what the problem is, the rationale for the project) 

 what it will contribute to, the high level outcomes/benefits and how  

 why we couldn’t achieve those outcomes and therefore benefits in another way 

These statements should be based on clearly referenced evidence. 

2.2 Aims and outcomes 

2.2.1 Background 

Set out the context and rationale for change  

 Current situation – shortcomings with existing arrangements, what benefits would the project 
bring  

 Relationship with strategic objectives 

Set out the evidence that underpins the Local authority’s understanding of the situation. What would 
happen in the absence of intervention? A list of references to evidence sources should be provided 
in an Annex. All evidence should be appropriately Quality Assured. 

2.2.2 Scope 

The scope of the project should be explained with reference to the LA’s strategic goals. Boundaries 
within which the project will operate and exclusions in remit, e.g. geographic spread of network, 
project partners, buildings connected. Possible approaches for delivery (where known). It could be 
useful to include maps representing the scope of the project here.  

2.2.3 Objectives 

Set out what the project is intended to deliver in terms of, number of connections, services and/or 
operational capability (i.e. number of connections and impacts (e.g. savings on fuel bills), alongside 
expectations on timescales, benefits, cost and quality. 

The objectives of the project should be SMART – specific, measurable, achievable, relevant and 
time constrained. They must be written in such a way as to drive delivery of the broader aims and 
outcomes in a VfM way, whilst avoiding driving perverse behaviours or decisions. Particular 
consideration should be given to objectives that reduce cost, improve efficiency and effectiveness. 
Wherever possible the Objectives should be derived with relevant stakeholders and customers.  

Points that you may consider are: 

 Energy (Heat/Cooling/Electricity) customers and costs (potential for savings on bills) 

 Local regeneration and growth 

 Income stream generation – improving financials 

 Environmental strategy – Carbon reduction, air quality  

 Other 

Pls refer to the Heat Network Detailed Project Development Resource: 
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Guidance on Strategic and Commercial Case 

2.2.4 Benefits being sought 

Benefits are the measurable positive changes the project is expected to deliver. These could be 
benefits to taxpayers, benefits to customers, benefits to industry, benefits to the LA or benefits to 
any other stakeholders. 

Use the table below to list the main benefits being sought for each stakeholder group, aligned as 
appropriate with objectives, with particular emphasis on articulating the benefits to the end 
customer as well as any intermediaries, e.g.  the supply chain. There are a number of ways in 
which the value of HN projects could be maximised through accessing additional revenues such as 
in relation to electricity, government operating subsidies, etc. 

 

2.2.5 Inter-Dependencies, Assumptions & Constraints 

Outline the high level internal and external factors upon which the successful delivery of the project 
and its associated benefits are dependent and the risks that these factors pose. These could be 
actions or developments that need to be put in place elsewhere or managed elsewhere, e.g. 
another project outputs which would need to feed into the heat network project etc. (e.g. 
construction of an energy generator from a waste plant, a housing refurbishment project or a new 
build development). Please note that the specific dependencies for the preferred option should be 
outlined in section 6.1 

You may find it helpful to provide the assumptions and constraints log in an annex. 

2.3 Identify, assess and mitigate high level potential risks 

Identify high level challenges and risks here (those generic risks associated with the scope of the 
project  – not those that are option specific) with an assessment of their likely impact and an outline 
of how you intend to mitigate them. These will later be used to inform the risk appraisal (Section 
3.4.3) in the Economic Case. Describe what risks the local authority faces in the event of not 
progressing with the implementation and delivery of the project. This should be linked to the 
benefits being sought by implementing the project. 

This section should also contain a risk appetite statement and define the tolerances for the 
project, i.e. the level of risk that can be tolerated in delivery of the project. Where possible the risk 
appetite should be expressed in objective and quantitative terms (e.g.  an expected value of no 
more than £x million, saving or at least X%, IRR of no less than X, or yMtCO2e). 

Objectives of project Main benefits by stakeholder group / customer 

1 Resident benefits & Fuel 
Poverty  

e.g. Reduction of costs of heating to connected domestic residents of 
at least X%  indexed lifetime heating costs savings compared to the 
counterfactual/Business as Usual.   

2 Environmental e.g. Reduction of local CO2 emissions by X tonnes/year on 
completion of the installation (expected XX/XX/XXXX). 

3 Local regeneration and 
growth  

e.g. Local regeneration through the requirement for contractors to 
use local subcontractors where possible and recruit at least X local 
apprentice/Local regeneration through the reduction of energy costs 
(min X%) for local business. 

4.Local regeneration and 
growth 

e.g. Reduction of costs of heating to connected businesses of at least 
X% indexed lifetime heating costs savings compared to the 
counterfactual/Business as Usual 

5.  
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A risk review exercise should be carried out as part of the business case development process. 
Such an exercise should include key stakeholders who can support or influence the business case. 

 

You should include the Risk and issue Register in an annex. Note that this should also include 
relevant evidence risks. The risks and mitigation measures should include key strategic and 
commercial risks. 

Risks Mitigation 

  

  

  

  

 

Please refer to the Heat Network Detailed Project Development Resource: 

Guidance on Economic and Financial Case – Development of the Financial Model, Heat Pricing 
and Maximizing Opportunities (Part 1 Section 4 and Appendix B Financial Model Development 
Process linked to Strategic and Commercial Case) 

Guidance on Strategic and Commercial Case (section 4.14) 

 

. 
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3. Economic Case (Options Appraisal) 

3.1 Purpose 

The purpose of this section is to summarise the available options and their likely impact, and using 
an evidence-based assessment to recommend an option for implementation and delivery options.  

Options should be appraised in line with whole life financial viability parameters. Note that all 
evidence used (including techno-economic models and cash flow outputs) should be referenced 
and summarised in the annexes, and must undergo appropriate multidisciplinary Quality Assurance. 

3.2 Critical Success Factors  

Critical Success Factors are the key attributes on which successful delivery is dependent. They 
should be used to assess the long list of potential options alongside the project objectives. They are 
used to rule out unsuitable options at an early stage, but they should also be included as part of the 
risk and/or qualitative benefits appraisals within the Outline and Full Business Case if they will be 
key differentiators between options. CSFs below may be applicable (but there may be others more 
suitable for your project): 

 Strategic fit, e.g.  timing of delivery/operation 

 Benefits appraisal and optimisation 

 Technical feasibility and risk profile 

 Cost appraisal 

 Income generation 

 Financial viability 

 Supply side capacity and capability 

 Alignment with the planning and local environmental constraints 

There is a description of typical CSFs for each role that need to be performed if a heat network is to 
be successfully implemented in the Guidance on Strategic and Commercial case.  

 

3.3 Long list of options  

The economic case shall detail the outcome of the options appraisal assessed in the feasibility 
study used to select the preferred option such as heat generation technology options. To ensure 
that the Heat Network project was tested to demonstrate viability, a reference case should be 
created and alternative options have been defined in the OBC. 

You should provide the list of options that have been investigated and been compared against the 
counterfactual case. The counterfactual could be individual gas boilers, electric heating or any 
heating solution is currently used. The counterfactual should be determined dependent on the 
project and the project objective and could be individual gas boilers, electric heating or any heating 
solution is currently/or would alternatively be used in council or residential building or if the main 
priority for the scheme is to support business, the counterfactual could be their alternative/business 
as usual solution. 

 

More information on how to asses counterfactuals could be found in Guidance on Economic and 
Financial Case – Development of the Financial Model, Heat Pricing and Maximizing Opportunities 
(App. B Financial Model Cost Input Reference Document in Economic and Financial Case 
Guidance). 
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3.3.1 Summary of options  

Each option should be described and assessed against the objectives and Critical Success Factors. 
This information may be drawn from the Masterplanning and Feasibility Stage works and outputs. 
Unsupported statements should be avoided, and any evidence Quality Assured. A weighted scoring 
system may be used (e.g. 1-10). Explain any methodology, scoring or weighting system being used 
in an annex, and reference evidence used. Other criteria may be required depending on the project. 
The following table may be used to summarise the evidence: 

 

 Option 1 Option 2 Option 3 etc 

Description, e.g. Technology 1 
with heat 
network routing 
1 

Technology 1 
with heat 
network routing 
2 

Business as 
Usual/Counterfactual 

 

Project objectives:     

1     

2     

3     

4     

5     

Critical Success 
Factors: eg 

    

Strategic fit e.g. timing 
of delivery/operation 

    

Benefits appraisal and 
optimisation 

    

Technical feasibility and 
risk profile 

    

Cost appraisal     

Income generation     

Financial viability     

Supply side capacity 
and capability 

    

Alignment with planning     

Summary/Score     

From this assessment, it should be possible to categorise each option as either: 

 Discounted –  does not meet sufficient number of objectives or satisfy the CSFs 

 Preferred – generally meets objectives and satisfies CSFs. In some cases may exceed 
objectives.  
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 Counterfactual –must be examined in detail, e.g. as a baseline against which other options 
can be assessed 

3.3.2 Economic appraisal of options 

Detailed financial modelling will determine all relevant financing options, scheme costs and income 
for the recommended scheme or its necessary alternative and will involve developing a detailed 25 
year and 40 year life cycle (or appropriate life cycles), discounted cash flow model (spreadsheet 
based). 

The economic appraisal should account for appropriate indexing in relation to both RPI and energy 
prices based on official forecasts and covering commercial/residential/industrial/wholesale energy 
purchase and sales prices. 

Please refer to the Heat Network Detailed Project Development Resource: 

Guidance on Economic and Financial Case – Development of the Financial Model, Heat Pricing 
and Maximizing Opportunities (Part 1) 

 

3.3.3 Preferred way forward 

Combinations of options should then be generated in order to be taken forward in more detail as 
part of Outline Business Case development, e.g.  a ‘do nothing’ or ‘do minimum’ option (generally 
the counterfactual/Business as Usual), a ‘preferred option’, variations of the preferred option in 
order to reduce risk or to maximise benefits, and other potential approaches worthy of more 
detailed consideration. 

For projects – summarise the short list of options to be taken forward for assessment in the Outline 
Business Case.  

3.3.4 Define the underpinning workstreams and activities 

List the main workstreams and activities that together will deliver the project and its stated outputs, 
outcomes and benefits. Summarise the key investments required within the project and those that 
will need separate business cases in their own right (if any) – this may be appropriate where 
separate project(s) are defined for some of the works (or a unbundled project approach is being 
taken) e.g. separate projects and business cases for generator, heating systems refurbishment or 
installations.  

3.4 Short list of options – for Outline and Full Business Case 

A short list of approximately 3-5 options should be provided, ranging from a ‘do nothing’ or ‘do 
minimum’ option to options within desirable scope in line with options identified in Section 3.2.2. For 
each option, describe the proposed scope of work, delivery mechanism, delivery partner, delivery 
timescales and funding options (e.g. on- and off-balance sheet options where applicable). The 
options may vary as a result of different project scales, technology solutions and/or funding, delivery 
and governance structures.  

Option 1 – do nothing / do minimum (as appropriate) 

Option 2 – desirable scope 

Option 3 – high ambition / other approaches, etc. 

3.4.1 Economic appraisal 

In this section you should provide a financial appraisal for all short-listed options. You should 
quantify costs and benefits to the extent possible. It is important when presenting this information 
that you set out: 

 The choice of counterfactual 

 How figures to quantify costs and benefits were calculated 

 Costs and benefits by main affected groups, and overall IRR/Net Present Value 
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 Uncertainties – including low/central/high IRR/NPV ranges or other financial indications (e.g. 
energy bill savings), and uncertainties in the counterfactual 

 Other key non-monetised costs and benefits by main affected groups 

 Key assumptions, sensitivities and risks  

 Relevant VFM metrics and national/international benchmarks, e.g. £/GWh 

 

Summarise the conclusions in this section and provide a benefits/cost profile over the life of the 
programme or project (e.g. using table below). Uncertainties should be expressed through the use 
of a low/high range. 

 

3.4.2 Optimism bias 

In accordance with the Green Book’s definitions, Optimism Bias is the demonstrated and systematic 
tendency for project appraisers to be overly optimistic. A full risk analysis including Optimism Bias 
assessment and sensitivity analysis should be undertaken to feed into both on Shortlisted Options 
and the Preferred Options. This assessment (typically at least one workshop) will help enable the 
team to identify key risk areas and mitigation measures that can be put in place to help manage 
potential risk around increasing costs. 

It is recognised that there has been no specific approach to Optimism Bias developed for Heat 
Networks. LAs will need to draw on the experience of their project team and take a considered view 
as to the level of Optimism Bias to apply to their scheme. 

Please refer to the Heat Network Detailed Project Development Resource: 

Guidance on Economic and Financial Case – Development of the Financial Model, Heat Pricing 
and Maximizing Opportunities (Part 1 section 4) 

 

3.4.3 Qualitative benefits appraisal 

Where costs and benefits cannot be easily quantified, they should be assessed qualitatively e.g.  
using a weighting system as suggested below 

Objectives of project Qualitative benefits Weight, e.g. 

Objective 1  30% 

Objective 2  25% 

Objective 3  25% 

Objective 4  10% 

Objective 5…  10% 

 

A narrative of the benefits derived under each option and a score (including how the score is 
reached) should be provided against each objective, e.g. using the following table: 

Objectives of project Narrative/Evidence of benefits derived Score (0-10) x 
weighting, e.g. 

Option 1 – do minimum. Total Score: __/100 

Objective 1  __ x 3.0 = __ 
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Objective 2  __ x 2.5 = __ 

Objective 3  __ x 2.5 = __ 

Objective 4  __ x 1.0 = __ 

Objective 5  __ x 1.0 = __ 

 

3.4.4 Wider / sustainability impact appraisal of options 

The social, environmental, equality etc. impact of each option should also be considered and any 
significant impacts assessed and summarised here, particularly where they make a material 
difference to the options analysis. Options appraisal and development should include work to 
maximise the positive impacts of a project and minimise, mitigate or compensate for negative 
impacts 

3.4.5 Risk appraisal 

Key risk associated with each option should be identified, prioritised and appraised, preferably 
quantified in £s and included in the appraisal as an added ‘risk premium’. For risks that are 
unquantifiable these should be weighted and scored against each option. The risks assessed 
should relate to section 2.3 (summary of key risks). 

Risk description Option 1 Option 2 Option 3 

Risk 1 e.g. Loss of 
incentive scheme  

Narrative + 
Score/Impact, £ / IRR 

Narrative + 
Score/Impact, £ / IRR 

Narrative + 
Score/Impact, £ / 
IRR 

Risk 2 Narrative + 
Score/Impact, £ / IRR 

Narrative + 
Score/Impact, £ / IRR 

Narrative + 
Score/Impact, £ / 
IRR 

Risk 3 Narrative + 
Score/Impact, £ / IRR 

Narrative + 
Score/Impact, £ / IRR 

Narrative + 
Score/Impact, £ / 
IRR 

Risk 4 Narrative + 
Score/Impact, £ / IRR 

Narrative + 
Score/Impact, £ / IRR 

Narrative + 
Score/Impact, £ / 
IRR 

Risk 5 Narrative + 
Score/Impact, £ / IRR 

Narrative + 
Score/Impact, £ / IRR 

Narrative + 
Score/Impact, £ / 
IRR 

Total Score/Impact     

 

Please refer to the Heat Network Detailed Project Development Resource: 

Guidance on Economic and Financial Case – Development of the Financial Model, Heat Pricing 
and Maximizing Opportunities (Part 1 section 4 and Appendix B) 
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3.4.6 Preferred option  

The option that is preferred should be identified. It should be based on meeting most of the 
objectives and CSFs compared with the other options. The economic appraisal and risk 
assessment as described above should be the basis of analysis alongside the objective 
assessment. 

Recommend a preferred option, based on the results of the three appraisals. You might like to 
summarise the results in the following table, using the most appropriate criteria for your project: 

 

Results Option 1 Option 2 Option 3  

Economic appraisal 

(Benefits & Costs, £m, IRR/NPV) 

 

 

 

   

Wider / sustainability impact 
appraisal 

 

 

   

Risk appraisal: 

 
   

Overall ranking    
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4. Commercial Case 

4.1 Procurement & Commercial Strategy 

The Commercial Case demonstrates that the “preferred option” will result in a viable procurement 
and well-structured project that meet the project objectives. It details the contractual arrangements 
and specifies the accountancy treatment to be used for the proposed project. 

The purpose of this section is to assess the commercial viability and attractiveness of the preferred 
option(s) for delivery.   

You should explain the delivery options and procurement routes required to deliver different 
elements of the project e.g.  contracts, partnerships, frameworks, regulations, existing supplier 
arrangements, evidence collection activity etc. Be clear whether it is expected that the project will 
be delivered via public sector partners delivery agents, whether the market exists to deliver through 
the commercial sector at a value that would enable the project objectives to be realised, or, as a 
public, private partnership. Also state how the asset or service will be procured in accordance with 
the delivery organisation(s) procurement procedures.  

4.1.1 Commercial Strategy  

 Define project stakeholders and partners  

 Detail roles and relationships, including any necessary contracts and agreements  

 Delivery vehicles – implications, merits, costs and timeframes for each 

 Details of contractual arrangements  

Pls refer to the Heat Network Detailed Project Development Resource: 

Guidance on Strategic and Commercial Case, including the key contract Heads of Terms 

 

4.1.2 Procurement options  

 Procurement options  

 Choice of contract, timescales and deliverability (link to Management Case)  

 Provisions in the contract for: 

o Guarantees on head demand take 

o Performance metrics and penalties 

o Robust commissioning and/or soft landing arrangements 

o Handover procedures and responsibilities in each project development stage 

o Operational risks 

This section should further explore and discuss the implications/arrangements relative to State Aid 
regulation. It should link with the economic case and the financial modelling as different 
procurement options demonstrate variant timescales and economics. 

Please refer to the Heat Network Detailed Project Development Resource: 

Guidance on Powers, Public Procurement and State Aid 

 

4.2 Potential for risk transfer 

Potential for risk transfer should be assessed and the results of transfer of risk to delivery bodies, 
how they will be allocated and managed should be set out here. See section 2.3 and 3.3.3 & 3.4.3 
for a risk appraisal of the preferred option. 
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Risk transfer is applicable to all stages of project development. Each handover stage is a point 
where residual risk is assessed and transferred. When allocating parties to undertake different roles 
of heat network project development, a key objective should be to allocate risk to those most able to 
manage that risk. This may be in the form of funding, project development time, design, operational 
risk, etc. Provisions in the contract should be in place to identify the short, medium and long-term 
risks, the handover procedures, the associated liquidated damages relevant to underperformance 
(in design, installation and operation) and define the relevant responsibilities and liabilities. Issues 
around the assessment of the asset value before transfer (residual value) and potential exit 
strategies should also be explored.  

Please refer to the Heat Network Detailed Project Development Resource: 

Guidance on Economic and Financial Case – Development of the Financial Model, Heat Pricing 
and Maximizing Opportunities (Part 1 Section 4 and Appendix B Financial Model Development 
Process linked to Strategic and Commercial Case) 

Guidance on Strategic and Commercial Case (section 4.14) 

 

4.3 Plans for managing contracts 

Outline how delivery bodies are to be managed to ensure they deliver the desired outcomes in the 
most effective manner, including via incentives, sanctions and performance targets developed 
where appropriate. Key delivery milestones need to be stated here, e.g. ITT dates, contract lengths, 
implementation timescales, charging mechanisms, cost control, reporting requirements (delivery 
and financial), personnel implications (e.g. TUPE etc.). Contractual arrangements should also take 
into consideration the delivery body’s level of engagement, skills and resource capacity. This 
section should cover all remaining stages of development work through to delivery, commissioning 
and operation.  

Please refer to the Heat Network Detailed Project Development Resource: 

Guidance on Strategic and Commercial Case, including the key contract Heads of Terms 
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5. Financial Case 

5.1 Financial resources & budgets 

The Financial Case should demonstrate that the preferred option will result in a fundable and 
affordable project. This section of the business case requires LA to set out the capital requirement 
for the spending proposal over the expected life span of the service, together with an assessment of 
how the project will impact upon the balance sheet, income and expenditures of the organisations. 

The purpose of this section is to demonstrate the affordability of the preferred option. It needs to 
present the budget flows for the project, estimated Cost of Capital and Depreciation charges 
arising, funding requirements, availability of funding and funding sources.   

For all investments, show the cost profile over time (using financial years), as table below, versus 
available funds and separated into capital, programme and admin.  

Show detailed cost breakdowns and cash flows in an annex, separated into all activities associated 
with the project, including for data collection, evaluation, communications and stakeholder activity, 
external expertise etc. (much of this should be available from the business planning return).  

 

Financial 
Years: 

Year 0 Year 1 Year 2 Year 3 Year 4 Year 5 Total 

Preferred 
option: 

       

Capital        

Resource: 

Programme 

Admin 

       

Total        

Funded 
by: 

       

Existing        

Additional        

Total        

Financial Model should be developed as a part of the Financial Case, taking into account the 
commercial characteristics of the deal and the roles performed by the different parties. The 
Financial Model should allow LAs to determine the impact of the different funding mechanisms and 
therefore enabling the level of external funding, Prudential Borrowing and/or internal cash reserves 
that the LA would require to develop the DH project.  

 

Please refer to the Heat Network Detailed Project Development Resource: 

Guidance on Economic and Financial Case – Development of the Financial Model, Heat Pricing 
and Maximizing Opportunities (Part 1 sections 1.b.i and 5) 
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5.2 Budget arrangements & business planning 

Set out a brief analysis of the budgetary arrangements: 

 Is the project or programme already budgeted for? What is the debt/equity ratio options? What 
rate would the local authority be comfortable with? What is a “fair” arrangement for the local 
authority? How does this link to the commercial arrangements identified earlier regarding the 
role of the local authority in the project and the different ownership models? 

 If the budget has not been allocated, state how and where a budget will be obtained. If there are 
multiple funding sources set out the requirements for each (and any dependencies). 

 Assess what expertise/capabilities are required within the programme organisation and how 
these will be satisfied  

 State where, when, and at what cost any supplementary consultancy resource might be 
required, and how this is to be procured and by whom. This should be linked to the 
Management Case. 

 State where, when, and at what cost any contractors are required, and how this is to be 
procured and by whom. Assess the credit worthiness of counterparties and their ability/capacity 
to perform their contractual obligations along with the adequacy and effectiveness of 
contingency plans 

 State where there are any new financing mechanisms or external funding sources which are 
required to deliver the budget for the capital project or development works (e.g. further Detailed 
Project Development or Commercialisations works). 

 State how possible overspends might be handled. 

 

 

5.3 Financial risk 

A Local Authority will need to prepare a Financial Case to demonstrate that revenue from the sale 
of heat, connection charges, sale of electricity or any other products and services would be 
sufficient to meet the project objectives and warrant the risks assumed on a commercial basis. 

Set out a brief analysis of the main financial risks and summarise the best and worst case cost 
scenarios based. These may be a subset of risks shown under 2.3, 3.3.3 & 3.4.3 but quantification 
in this section should be on a financial/budget basis, not on an economic one – a risk may have a 
positive IRR economically, but be financially unaffordable/funds may not be available.  

 Operational cost risk: The cost of generating and supplying the energy (heat, electricity and/or 
cooling) is greater than forecast (supply risk). 

 Income risk: The income expected from the sale of the energy (heat, electricity and/or 
cooling)is lower than forecast (demand risk) 

 All levies and financial incentives should be profiled across time and their impact on the cash-
flows should be assessed. The uncertainty around the level of levies and financial incentives in 
the future needs to be accounted for and informed assumptions need to be documented. 
Anticipated policy or regulation changes may incur updates in the levies or financial incentives 
and that needs to be investigated. 

 Demand availability risk: the robust assessment of the demand loads over time (peak, 
baseload, annual and all variations) is critical to reduce the risk around the viability of the 
scheme starting from the selection of the technologies, the correct sizing, the planning and 
environmental licencing and the associated financial impacts, the procurement, the cost of the 
contracts, the performance targets and the penalties etc. The demand anchor loads and the 
timing that they connect are crucially important for the viability of the scheme and contact and 
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agreements with the respective operators need to be sought. A link should be made back to the 
commercial case and the contractual terms for heat supply.  

 State Aid: what the impacts on the financial viability of the project can the State Aid regulation 
can be? 

Please refer to the Heat Network Detailed Project Development Resource: 

Guidance on Economic and Financial Case – Development of the Financial Model, Heat Pricing 
and Maximizing Opportunities (Part 1 Section 4 6.a) 

Guidance on Powers, Public Procurement and State Aid 
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6. Management Case 

The aim of setting out the management case is to demonstrate achievability of the preferred 
option(s); it must build confidence in the ability of the project or programme to effectively deliver 
the change and any stated benefits. The main text should demonstrate how the project 
management arrangements, including Quality Assurance activities, are appropriate for the scope, 
scale and complexity of the task. Detail should be commensurate with maturity of the case with full 
details set out for the Full Final Business Case. 

The case should summarise how the project is managed, giving a clear, succinct picture of 
arrangements for the next stage, a broader view for subsequent stages and an overview of 
performance against plan for any previous stages.  

The business case should ensure that there are arrangements in place to manage delivery and 
operation of the scheme in a way which will enable delivery of the returns anticipated in the financial 
and economic case. Management arrangements should also be identified to allocate resources and 
capabilities within the organisation or for appropriate contracting arrangements.  

The content of this section should draw on existing project management documentation. If 
necessary, this may be annexed to the business case, but key elements should be summed up in 
the body of the business case.  

6.1 Key short and long term milestones: High level plan 

Summarise the actions and milestones which are key to demonstrating the achievability of this 
particular project, including for developing and managing: 

 Interdependencies with other projects and/or business areas; 

 Detailed Commercialisation and Delivery stages.  

 Fall-back arrangements should the project fail to deliver. 

 Mitigation actions or compensatory actions for sustainability impacts (e.g. economic, social, 
environmental) 

 Evidence collection and Quality Assurance activity.  Consider where key decision/approval 
points depend on new evidence being produced, and ensure that project milestones are 
consistent with production and QA of this evidence.  Highlight the key data, timeline and 
how Performance, Evaluation and Benefits evidence will be collected (detail in section 
6.3.3).  

 

The case should summarise how the project is managed, giving a clear picture of arrangements for 

the next stage. Plans for ongoing management of the delivered service and asset should include 

but not limited to the following: 

 

 Regular reviews shall take place during the project to provide assurance over the 

performance of the contract, with analysis of the costs and revenues to date vs. budget, and 

non-benefits raised, such as carbon reduction targets, expansion of the DHN and heat 

offtake and demand 

 Monthly reports to be provided to the board, comprising financial information to date, key 

milestones, risk and mitigations, and benefits realisation feedback 

 Monthly progress meetings held with all stakeholders to ensure the key milestones are 

being met and any risks are addressed 
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The Project Management Plan should be included as an annex. 

 

6.2 Heat network phasing and inter-dependencies 

Heat network projects should, where appropriate, be planned to align with any new development 
phasing.  New development or works to existing buildings may be phased to suit considerations 
such as accommodating enabling works or decanting existing occupiers. Where a heat network is 
dependent on other property development project(s), provision should be made for ensuring that 
the projects can work together with respect to both programme timing and the technical solutions.    

Summarise the actions and milestones which are key to demonstrating that Heat Network Phasing 
has been considered.  

Any project dependencies (see section 2.2.5) should be clearly defined here, including: 

 Their corresponding programmes or key milestones, including critical points in the time line. 

 Any specific resource relevant for managing the project dependencies such as 
joint/collaborative expertise (technical and otherwise) and stakeholder management  

 Any specific risks should be identified and discussed in the Risk Management sections  

 

6.3 Stakeholder management and communications 

It is important to develop a Stakeholder Engagement Strategy & Communications Plan for the 
project. Internal LA communications teams will be key internal stakeholders to engage prior to 
developing the plan. The strategy and plan should set out the key stakeholders and the plan for 
communicating with them – why the need for the communication, what should be communicated, 
how should it be communicated, when and who is responsible for ensuring the engagement is 
delivered.   

 List the high level stakeholders their expectations and objectives of the project where 
relevant referring back to the Strategic Case.  The Project Team could make use of the 
‘Strategic Case Guidance’ to help identify Drivers & Roles. 

 Summarise arrangements for maintaining and refreshing information for the key 
stakeholders, linking back to Commercial Case where relevant. Where necessary ensure 
any impacts and risks from potential changes to the project are managed and reflected in 
the plans.  Describe the approach to disseminating information to them, making any 
necessary agreements and for incorporating their feedback.   

 Identify external expertise & resources needed to maintain the communications plan setting 
out responsibilities at the various stages of the project development and delivery.  
For example looking specifically at a heat customer on the network, the responsibility for 
communication with the customer will be different at different stages of the project 
development and delivery. The stages, the type of communication and responsibility for the 
engagement would need to be set out, for example:  

o Contract negotiation in Commercialisation phase – LA project development team 
(including internal legal with external legal support X cost over X period) 

o Design and delivery – Contractor resident liaison to be built into contractor contract. 
Technical team to liaise with customer technical team.  

o Operation – ESCO/Billing Organisation/Management Organisation responsible for 
customer enquiries and complaints. Ref to Heat trust requirements etc…. 

 

Please refer to the Heat Network Detailed Project Development Resource: 

Guidance on Strategic and Commercial Case for information on drivers roles and responsibilities. 
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6.3.1 Customers 

Explain who the customer for the project is, how they will be affected and what is being done to get 
them appropriately engaged. The main benefits that customers will gain from this project should be 
recorded in Section 2.2.4. Ensure that you cover the ultimate end customers as well as 
intermediaries/the supply chain. This section should be closely linked to the Stakeholder 
Management and Communications section and plan. 

All projects with a significant end customer element could benefit from a customer journey map 
identifying the main steps and customer experiences. This could also include a summary of the 
changes in customer behaviour that are necessary in order to make the project successful and a 
summary of the main barriers for customers to overcome and how these will be addressed. In this 
section it is important to highlight the role of the Heat Trust and the service it can provide to both the 
heat providers and their customers. 

Please refer to the Heat Network Detailed Project Development Resource: 

Guidance on Economic and Financial Case – Development of the Financial Model, Heat Pricing 
and Maximizing Opportunities (section 5) 

 

 

6.4 Project governance 

6.4.1 Governance arrangements 

Describe the approaches for transition to, and ongoing management of, the delivered service and 
asset. Summarise the governance arrangements to demonstrate that the appropriate bodies, roles 
and processes are in place. Describe how the whole governance structure works, including lines of 
reporting, authority and accountability, maintenance of management information (having an audit 
trail), Quality Assurance measures, and the involvement of key stakeholders. (Include relevant 
diagrams but annex Committee ToRs etc. as appropriate). This should include the governance at all 
stages of project development (to and exit strategy if relevant) including: Commercialisation, 
Delivery, Commissioning and Operation.  

6.4.2 Project organisation & resorces – team members, roles & capability 

Describe the key roles, what they do and what they are accountable for. Insert relevant business 
planning with an assessment of team skills and resource capacity, and or the external support 
needed alongside a procurement strategy. 

 

The Project Group shall have a programme management plan, monitoring risks and mitigating 

actions, benefits realisation and key milestone throughout the project. The group shall continue to 

work together on the project to ensure a variety of stakeholder needs are met and appropriate 

governance over the project is in place. 

 

It is also recommended for people involved in managing the project to have a Prince 2 qualification. 

 

6.4.3 Assurance & approvals  

Describe the sources of project scrutiny and assurance, and the timing of review activities (e.g. 
Board reviews, Gateways, evidence panels etc.) and approvals points (e.g.  Investment 
Committees, full Council, Executive Committees) and, where applicable, actions taken as a result. 

Use the following table to summarise the planned dates, e.g.: 

https://intranet.decc.gsi.gov.uk/services/customer-insight/Pages/Tools-and-training.aspx
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Assurance/Approval Milestone (e.g.) Completion/Planned Date 

  

  

  

  

  

  

  

  

  

  

  

  

  

  

 

Please refer to the Heat Network Detailed Project Development Resource: 

Guidance on Strategic and Commercial Case (sections 3,4 and 5) 

 

6.5 Risk management 

Explain the processes used to manage, monitor and review risks and issues (or attach the risk 
management strategy), including how the project is monitoring current/residual risk against the 
stated risk appetite/risk tolerances (see Section 2.4). Attach the full risk register as an annex with a 
full assessment of potential probability and impact. 

 

Guidance on Economic and Financial Case – Development of the Financial Model, Heat Pricing 
and Maximizing Opportunities (appendix B Financial Model Development Process linked to 
Strategic and Commercial Case) 
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Suggested Annexes 

Annex A – Economic appraisal of options 

The purpose of this annex is to highlight the key input parameters that would be used in the 
economic modelling and appraisal of the HN and technology combination options.  

 

The financial model inputs should cover cost and revenue areas as a minimum: 

 Capital Costs including (but not limited to): 
o Land for central plant 
o Central Plant (including back-up and peak plant where relevant) 
o Energy distribution networks 
o Customer hydraulic interface units 
o Energy centre  
o Construction & Installation costs  
o Scheme phasing implications 

 Operational and Maintenance Costs over a 25 and 40  year timeframe covering: 
o Input fuels 
o Electricity usage 
o Other utility costs and overheads (water, data, etc.) 
o Maintenance 
o Billing/revenue collection & bad debt provision 
o Operational management 
o Customer care including emergency cover 
o Capital interest and repayments 
o Insurance 
o Business rates 
o Corporation tax 
o Contributions to capital asset replacement fund 
o Legal and financial advisor fees cost 
o Scheme phasing implications  
o Staffing costs including ESCO  

 

 Income should consider and where relevant account for: 
o Energy sales and export income covering heat, cooling and electricity .In relation to 

electricity sales the consideration of revenue should aim to maximise income 
including through consideration of private wire, PPA, tri-partite arrangements, 
electricity led vs. heat led systems, use of larger number of smaller CHP units versus 
smaller number of larger CHP units, demand  and supply side management, standby 
generation arrangements and payments 

o In the case of an ESCO selling electricity, provide information on what potential 
additional arrangements will be required such as top up/standby arrangements, spill 
power contract, payment of use of system charges etc. 

o Options for capital loans and grants 
o Developer contributions and connection charges  
o Potential Use of Section 106 agreements, Community Infrastructure Fund, any other 

relevant funds, tariffs, and allowable solutions  
o Grants or subsidies including ROCs, RHI, and any other relevant sources 
o Any other potential sources of income or opportunities for sharing costs or achieving 

cost efficiencies such as in relation to provision of multi-utility services 
o Scheme phasing implications 
o The role of any ‘green incentives’ in the scheme 
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o Avoided life cycle business as usual costs for Council buildings connecting to the 
scheme 

 
 
Possible Accounting Officer issues and how they are being handled 
 

Issue Applicable business case 
section  

(give paragraph numbers) 

Other sources of 
evidence and/or 
further plans to 
mitigate identified 
issues  

Status, e.g. 

- Fully addressed  
- Plans in place to 

address      
- Not addressed 

Regularity & propriety*, 
including fraud & 
misuse of public funds 

Section 6.3 – Governance 

 

  

Selection & appraisal of 
projects & good quality 
PPM techniques 

Section 3 – Economic Case 

Section 6 – Mgmt Case 

  

Financial affordability & 
sustainability 

Section 3 – Economic Case 

Section 5 – Financial Case 

  

Value for money Section 3 – Economic Case   

Management of 
opportunity & risk 

Section 2.4 – Potential risks 

Section 6.4 – Risk Mgmt 

  

Learning from 
experience 

Section 2.3 – Rationale 

Section 6.2 – Stakeholder 
mgmt 

Section 6.3 - Governance 

  

Accurate financial 
information 

Section 4.3 – Managing 
Contracts 

Section 5 – Financial Case 

  

  

SRO statement on Accounting Officer Issues 
 

As the SRO, I confirm that all Accounting Officer issues have been identified as far as 
reasonably practicable and that they have been fully addressed or plans are in place to 
address them consistent with the maturity of the programme/project. 

Signature:        Date: 

 
* See Chapter 2 of Managing Public Money: Use of Public Resources for full guidance on use of 
public resources, including definitions. 

  

http://hm-treasury.gov.uk/d/mpm_ch2.pdf
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© Crown copyright 2016 

 

This “Guidance on Strategic and Commercial Case for Heat Network Detailed Project 

Development Resource” is the property of the Crown, and has been prepared for the 

Department for Business, Energy and Industrial Strategy (DBEIS) for use only by local 

authorities in England, Wales and Northern Ireland as a guidance on Heat Network Detailed 

Project Development to support completion of a project Business Case.  This guidance is 

intended to constitute generic guidance to those local authorities on strategic, governance, 
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Executive Summary 

This document provides guidance on the 

commercial and strategic elements of a heat 

network project to support completion of a 

project business case.  

The guidance is intended for local authorities 

and heat network developers to support their 

investigations and enable progression from 

feasibility stage through to business case 

delivery.  The guidance has been drafted with 

reference to policy, legislation and regulation 

in England and Wales; however much of the 

guidance is likely also to be relevant to 

projects in Scotland and Northern Ireland. 

The guidance specifically supports the HMT 

Green Book Five Cases Business Model (the 

Five Cases Model), and the derived DBEIS 

Business Case Template (DBEIS BCT) that 

follows this structure, but will also be 

applicable in other instances.  The Five 

Cases Model (and similarly the DBEIS BCT) 

considers the viability of the project from five 

perspectives: 

• Strategic 

• Economic 

• Commercial 

• Financial 

• Management 

Although all five elements are relevant, this 

guide particularly focuses on the Strategic 

and Commercial cases. Separate guidance 

on other aspects of the business case for 

heat networks is provided in: 

• Guidance on Economic and Financial 

Case for Heat Network Detailed Project 

Development Resource; and  

• Guidance on Powers, Public Procurement 

and State Aid for Heat Network Detailed 

Project Development Resource. 

Strategic Case Guidance 

The Five Cases Model explains at Chapter 2:  

the Strategic Case demonstrates that the 

spending proposal provides business 

synergy and strategic fit and is predicated 

upon a robust and evidence based case 

for change...  

This strategic case requires the spending 

authority to demonstrate how the 

spending proposal fits in relation to 

national, regional and local policies, 

strategies and plans and furthers the 

required outcomes. (page 11) 

This guidance supports completion of the 

Strategic Case for a heat network project by 

providing: 

• a summary and reference matrix of 

relevant legislation, policy and strategy; 

and 

• guidance on key drivers for delivery of 

heat networks. 

 

Legislation, Policy and Strategy 

The guidance outlines key European, UK and 

regional (Wales) legislation, policy and 

strategy which are relevant to heat network 

initiatives, for reference in the course of 

preparing the strategic aspect of a business 

cases. 

The full review of legislation, policy and 

strategy has highlighted these key policy 

areas which support and/or shape the 

delivery of heat networks: 

• Carbon reduction 

The Climate Change Act 2008 establishes a 

legal duty on the UK to achieve an 80% 

reduction in carbon emissions by 2050 

against a 1990 baseline. 

• Energy security 

Delivering UK Energy Investment: Networks 

(2015) recognises heat networks as resilient 

energy networks that are fundamental for 

ensuring energy security in the UK 

• Sustainable development and economic 

development 

The National Planning Policy Framework 

(2012) promotes sustainable development 

and encourages Local Authorities to establish 

low carbon energy generation. 

Similarly for Wales, the well-being of Future 

Generations (Wales) Act 2015 places a duty 

on Public Bodies (including Local Authorities) 

to carry out sustainable development and 

implement wellbeing objectives. 

It is noted that legislation, policy and 

Government strategy are part of an ever 

shifting and evolving landscape, and will 

change according the political, economic or 

environmental issues of the time.  

Key Drivers for Heat Networks 

A heat network driver is an objective, 

opportunity or challenge which can be 

affected, either beneficially or adversely, by a 

proposed heat network. Consequently, 

drivers may be something to be reduced or 

avoided, or something to be promoted and 

exploited.  

A total of 24 drivers have been identified, 

across Environmental, Financial and 

Economic, Technical, Social, Political, Legal, 

and Circumstantial domains. 

Local authorities should identify and 

document their drivers for the heat network at 

an early stage in the process.  Drivers can 

inform decisions on network configuration 

and technology selection and can help a local 

authority determine what roles it elects to 

play in the delivery and operation of a heat 

network. Local authorities should also 

recognise that different actors will have 

different drivers; understanding these is likely 

to lead to more productive engagement with 

those parties. 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/469317/green_book_guidance_public_sector_business_cases_2015_update.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/469317/green_book_guidance_public_sector_business_cases_2015_update.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/469317/green_book_guidance_public_sector_business_cases_2015_update.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/469317/green_book_guidance_public_sector_business_cases_2015_update.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/469317/green_book_guidance_public_sector_business_cases_2015_update.pdf
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
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Stakeholder Engagement 

Stakeholder engagement plays a critical role 

in the development and delivery of a heat 

network. In relation to the Strategic Case, 

project drivers should reflect the views of 

internal and key external stakeholders. 

Building relationships with potential 

customers and other stakeholders will help 

secure political commitment to the scheme 

and help ensure that the project successfully 

meets the needs and requirements of all 

parties involved. 

Commercial Case Guidance 

The Five Cases Model explains at Chapter 2:  

The Commercial Case demonstrates that 

the “preferred option” will result in a viable 

procurement and well structured Deal. 

It also requires the spending authority to 

clearly specify the service requirements 

for the spending proposal in output terms, 

together with the anticipated charging 

regime and the allocation of risk… In 

addition it includes the contractual 

arrangements and specifies the 

accountancy treatment to be used for the 

proposed service.  

This guidance supports completion of the 

Commercial Case for a heat network project 

by providing guidance on: 

• the different roles in the delivery of a heat 

network, and the risks and opportunities 

associated with each role;  

• typical contracts used to govern 

relationships between parties; 

• delivery models for heat networks, i.e. 

combinations of role allocations to 

different parties and the contracts which 

govern relationship between the parties; 

and tax and insurance implications for 

heat networks. 

Roles and Parties in Heat Network 

Delivery 

There are certain roles that need to be 

performed if a neat network is to be 

successfully implemented.  These roles 

should be distinguished from the parties that 

might undertake them, since one party may 

take multiple roles and, likewise, a role could 

be fulfilled by multiple parties.  

From an early stage in the project 

development cycle, the key roles are the 

Customers who will be supplied with heat and 

an entity which wishes to Promote the heat 

network to supply them.   

These roles along with eleven other roles 

need to be assigned in order to develop the 

delivery model of the network.  These thirteen 

roles are listed below. 

1. Promotion 

2. Customer 

3. Governance 

4. Regulation 

5. Funding 

6. Asset Ownership 

7. Development of Property 

8. Land Ownership 

9. Landlordship 

10. Installation 

11. Operation 

12. Sale of heat 

13. Supplier of last resort 

Parties will need to be identified who can take 

on the responsibilities, risks and opportunities 

associated with each role.  In many cases the 

roles will fall naturally to one or more parties 

– the Landlord role, for example – but in other 

cases a deliberate choice will have to be 

made to play a particular role. 

Parties for heat networks may include: 

• Local Authority (LA) 

• Developer 

• Energy Services Company (ESCo): a 

company that supplies and sells energy to 

customers. 

• Estate Management Company (ManCo): 

a body established by a landlord or a 

property’s joint owners to manage and 

maintain that property. 

• Transmission Company (TransCo): a 

subtype of ESCo which supplies energy 

on a bulk purchase, or wholesale, basis 

only. 

• Community Body 

• Joint Venture (JV) 

• Special Purpose Vehicle (SPV) 

• Customer: includes tenants, leaseholders, 

owner-occupiers and business customers 

• Funder 

• Contractor: includes Design and Build 

(D&B), Operation and Maintenance 

(O&M) and DBOM. 

• Heat Trust:  a major new initiative to 

protect the interests of householders and 

micro businesses connected to heat 

networks. Heat Trust establishes a 

common standard in the quality and level 

of protection given by heat supply 

contracts and offers heat network 

customers an independent process for 

settling disputes (see further discussion in 

Section 4.4). 

Local authorities should consider which roles 

they are undertaking or would choose to play 

in light of their drivers, circumstances and risk 

appetite.  

Contracts Related to Heat Networks 

The delivery and operation of heat networks 

are governed by a series of contracts and 

other forms of agreement between the parties 

involved.  Some agreements are widely used 

in many other contexts, while others are 

unique, or uniquely applied to a heat network 

situation.   

Guidance is provided on the typical forms of 

contract for heat networks and the situations 

when each would arise. 

For fifteen particular types of contract, 

template Heads of Terms documents (HoTs) 

have been drafted to accompany this 

guidance for use by local authorities as a 

starting point for developing bespoke 

agreements for particular heat network 

projects.  These HoTs have been published 

separately in editable format for ease of use. 

Heat Network Delivery Models 

The arrangement of parties and roles into a 

defined set of relationships, responsibilities 

and rights is referred to as a delivery model.   

http://www.heattrust.org/index.php
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Delivery vehicles within this might involve 

formal corporate entities created for the 

purpose of heat network delivery (e.g. a Joint 

Venture body or Special Purpose Vehicle), or 

they may make use of existing organisational 

structures. 

Delivery models are typically conceived as 

ranging from “public” to “private” but in reality 

there are many potential combinations of 

parties fulfilling the various roles, and thus 

the choice of delivery model is more of a 

continuum of solutions rather than a defined 

set of solutions.   

Nevertheless, four main types of delivery 

model can be identified, depending on the 

parties undertaking the different roles: 

A. Private sector led 

B. Public-private shared leadership 

C. Public sector led 

D. Community company (CoCo) 

This typology broadly follows the categories 

outlined in the CIBSE and ADE publication 

‘Heat Networks: Code of Practice for the UK’ 

(CP1). 

As greater penetration of heat networks in the 

UK’s cities is achieved, it is anticipated that a 

number of these delivery vehicles will need to 

interact when their networks are 

interconnected in a manner which might 

begin to resemble electricity networks.  

This would result in what might be thought of 

as a fifth type, the Unbundled Model (this is 

also referred to as “unbundling”).   

Under this model, an overall system operator 

might be needed to dispatch different 

generation plants across the interconnected 

system in response to a variety of signals, 

including customer demands, plant 

availability, price and carbon reduction. 

Stakeholder Engagement 

Stakeholder engagement plays a critical role 

in the development and delivery of a heat 

network.  In relation to the Commercial Case, 

stakeholder engagement will help define risks 

and the opportunities to mitigate, manage or 

transfer risks to other parties.  Stakeholder 

engagement – including market testing - will 

also help ensure appropriate contractual 

structures and procurement strategies are 

adopted. 

Tax Implications for Heat Networks 

A range of taxes could potentially apply to the 

different structures and stakeholders 

engaged in the development of heat network 

models. 

In considering the principal tax implications 

for these arrangements, we have identified 

the following key UK tax matters below: 

• Corporation Tax; 

• Stamp Duty Land Tax; and 

• Value Added Tax. 

• Business rates 

• Enhanced capital allowances (ECAs) 

Whilst we have sought to provide 

commentary around the key tax issues, this 

guidance is of a general nature only and the 

specific tax treatment of projects will depend 

on the legal and contractual arrangements of 

the project, including:  

• The ownership of the assets; 

• The contractual relationship between the 

parties, such as supply contracts; and 

• Accounting treatments applied to each 

party to the arrangements.  

This guidance has been prepared on the 

basis of legislation and HMRC and VOA 

practice as at the date of this report.  

Insurance Implications for Heat Networks 

Insurance is a contract whereby, for specified 

consideration (i.e. a premium), one party 

undertakes to compensate another for a loss 

relating to a particular subject as a result of 

the occurrence of a designated hazard.    

The business of insurance is sustained by a 

system of risk analysis.  Generally this 

analysis involves anticipating and assessing 

the likelihood, frequency and severity of a 

particular loss scenario. 

In the United Kingdom insurance is regulated 

by the Financial Conduct Authority (FCA) with 

insurance markets governed by a blend of 

statutes, regulations and decisions of law in a 

court. 

Insurance is one of the key considerations 

that lies at the heart of any district heat 

system project's risk management strategy.  

It is essential that the local authority or heat 

network developer’s minimum insurance 

requirements and associated contractual 

provisions are clearly stated in relevant 

project documents. Transparency of 

insurance costs during any construction or 

operational periods will also be required to 

ensure value for money in the treatment of 

insurance associated with each project. 

Local Authorities and heat network 

developers should undertake an insurance 

due diligence process that sets out:  

• The risk allocation between the various 

parties taking into account the party best 

placed to manage that risk as well as the 

legal and commercial considerations. 

• A rationale for insuring project risks and 

an understanding of the insurance policies 

to be put in place for each project and/or a 

rationale for self indemnifying insurable 

project risks. 

By setting out a minimum scope and levels of 

insurance to be procured, the parties to the 

project can be assured that specific insurable 

risks will be the subject of insurance 

protection which in turn seeks to ensure that 

relevant insurance proceeds are available to 

cover certain types of losses and claims. 

 

 

 

http://www.cibse.org/knowledge/cibse-other-publications/cp1-heat-networks-code-of-practice-for-the-uk
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1.  Introduction 

1.1 Purpose of this guidance 

This document provides guidance on the 

commercial and strategic elements of a heat 

network project to support completion of a 

project business case.  

The guidance is intended for local authorities 

and heat network developers to support their 

investigations and enable progression from 

feasibility stage through to business case 

delivery.  The guidance has been drafted with 

reference to policy, legislation and regulation 

in England and Wales; however much of the 

guidance is likely also to be relevant to 

projects in Scotland and Northern Ireland. 

The guidance specifically supports the HMT 

Green Book Five Cases Business Model (the 

Five Cases Model), and the derived DBEIS 

Business Case Template (DBEIS BCT) that 

follows this structure. It will also be applicable 

in other instances.  The Five Cases Model 

(and similarly the DBEIS BCT) considers the 

viability of the project from five perspectives: 

• Strategic 

• Economic 

• Commercial 

• Financial 

• Management 

Although all five elements are relevant, this 

guide particularly focuses on the Strategic 

and Commercial cases.  Please also see the 

separate Guidance on Economic and 

Financial Case for Heat Network Detailed 

Project Development Resource for further 

information. 

 

 1.2 Document Structure 

This document covers the following topics: 

Strategic Case topics 

• National and regional legislation, policy 

and strategy (Chapter 2) 

• Key drivers for heat networks (Chapter 3) 

Commercial Case topics 

• Roles in Heat Network Delivery (Chapter 

4) 

• Contracts Related to Heat Networks 

(Referenced within Chapter 4) 

• Heat Network Delivery Vehicles (Chapter 

5) 

• Tax Implications for Heat Networks 

(Chapter 6) 

• Insurance Implications for Heat Networks 

(Chapter 7) 

Additional information is provided in six 

appendices: 

• Appendix A: Glossary of terms 

• Appendix B: National and Local Policies 

• Appendix C: Drivers 

• Appendix D: Suggested role selection 

questions 

• Appendix E: Notes to Contract Heads of 

Terms 

• Appendix F: Additional Tax Detail 

1.3 Terminology 

This guidance uses particular terminology in 

relation to: 

• Physical elements of a heat network 

• The roles performed in a heat network 

• The parties typically involved in heat 

networks 

• The main types of heat network delivery 

vehicle 

• The contracts and agreements which 

typically arise for heat networks 

The remaining sections of this chapter 

explain the terms being used.  A more 

general glossary of terms is provided at 

Appendix A. 

 

1.4 Physical components of a 

Heat Network  

Heat networks, often referred to as district 

heating schemes, supply heat from a central 

source directly to homes and businesses 

through a network of pipes carrying hot water 

(see Figure 1, overleaf). This means that 

individual homes and business do not need 

to generate their own heat on site. We use 

the following terminology to describe the 

components of a heat network. 

 

 

1.4.1 Heat Generation Plant 

Heat generation plant means any plant used 

to convert energy into heat; to generate heat 

or to recover heat for use in a heat network. 

Such plant may be owned or operated by a 

variety of parties, and any heat network may 

use a number of different heat generation 

plant. 

1.4.2 Energy Centre 

An energy centre is defined as a space within 

which heat generation plant is located.  An 

energy centre may be within a building or 

stand alone, and may be owned by a variety 

of different parties. 

1.4.3 Primary Network 

The primary network is used to transmit heat 

from the energy centre(s) to sites or 

buildings.  It may or may not be owned 

separately from other elements of plant.  

Where primary pipework connects a number 

of sites, this may be called transmission 

pipework. 

1.4.4 Secondary Network 

The secondary network is used to distribute 

heat within a building or collection of 

buildings, and is often hydraulically separated 

from the primary network by a heat 

exchanger.  The secondary network may be 

owned by a Landlord but operated by a third 

party, or it may be adopted by the operator. 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/469317/green_book_guidance_public_sector_business_cases_2015_update.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/469317/green_book_guidance_public_sector_business_cases_2015_update.pdf
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
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1.4.5 Tertiary Network 

The tertiary network refers to the pipework 

within a dwelling or commercial building, and 

is almost always owned, operated and 

maintained by the heat user or their Landlord.  

It is usually hydraulically separated from the 

secondary network for safety reasons. 

1.4.6 Heat Substations and Heat Interface 

Units 

Most heat networks provide an indirect heat 

connection to customer units, i.e. there is one 

or more points of hydraulic separation 

between the parts of the network.  Further 

information on the advantages and 

disadvantages of direct and indirect 

connections can be found in the Greater 

London Authority’s London Heat Network 

Manual.  

Hydraulic separation between primary and 

secondary networks is provided by a heat 

substation, which comprises a heat 

exchanger, valves, shunt pumps and controls 

and meter. 

Customer connections normally comprise a 

heat interface unit (HIU), which contains 

similar components as the heat substation but 

at a smaller scale.  HIUs normally supply both 

space heating and hot water (DHW) from the 

incoming secondary heat network supply. 

HIUs are normally owned and maintained by 

or on behalf of the Seller of Heat or the 

network Operator (see 1.5 below for 

description of roles).  The end consumer 

would normally not own the HIU; this is an 

important difference from a gas boiler-based 

heat system, and has important 

consequences for the setting of heat tariffs 

(see the separate Guidance on Economic and 

Financial Case for Heat Network Detailed 

Project Development Resource for further 

information).   

1.4.7 Fuel (input) 

Fuel provided to the heat network can be 

purchased from or provided by a variety of 

parties.  The fuel can also take a number of 

forms including:  

• electricity to supply network plant and 

equipment (called the parasitic load) and 

primary generation such as heat pumps;  

• heat from an energy from waste (EfW 

facility;  

• natural gas and biogas; and 

• biomass fuel. 

Naturally available heat sources including 

solar energy and air, ground and water heat 

sources are themselves essentially free and 

so are not considered in a commercial 

context.  Costs associated with their 

extraction and upgrading would be included. 

1.4 8 Electricity (output) 

Any electricity produced in the energy centre 

(i.e. where combined heat and power (CHP), 

or cogeneration, is employed) can be used on 

site, sold privately (e.g. “private wire”) or 

exported to the electricity grid.   

Electricity production and sales can provide a 

significant financial benefit to a heat network 

operation. A variety of electricity sales models 

are available for consideration alongside a 

heat network delivery model.  These are 

discussed in the Guidance on Economic and 

Financial Case for Heat Network Detailed 

Project Development Resource.  

1.4.9 Further information 

Further details of the components of a heat 

network and associated design considerations 

are covered in detail in the Greater London 

Authority’s London Heat Network Manual and 

the CIBSE/ADE Heat Networks Code of 

Practice. 

 

1.5 Roles 

There are certain roles that need to be 

performed if a heat network is to be 

successfully implemented. In order to 

determine where on the spectrum a particular 

heat network project sits, or should sit, it is 

first necessary to consider the key roles and 

responsibilities that form the total anatomy of 

a heat network project. 

The main roles that need to be undertaken 

during the delivery of any heat network are: 

1. Promotion 

2. Customer 

3. Governance 

4. Regulation 

5. Funding 

6. Asset Ownership 

7. Development of Property 

8. Land Ownership 

9. Landlordship 

10. Installation 

11. Operation 

12. Sale of heat 

13. Supplier of last resort 

http://www.londonheatmap.org.uk/Content/TheManual.aspx
http://www.londonheatmap.org.uk/Content/TheManual.aspx
http://www.londonheatmap.org.uk/Content/TheManual.aspx
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
http://www.londonheatmap.org.uk/Content/TheManual.aspx
http://www.londonheatmap.org.uk/Content/TheManual.aspx
http://www.londonheatmap.org.uk/Content/TheManual.aspx
http://www.londonheatmap.org.uk/Content/TheManual.aspx
http://www.cibse.org/knowledge/cibse-other-publications/cp1-heat-networks-code-of-practice-for-the-uk
http://www.cibse.org/knowledge/cibse-other-publications/cp1-heat-networks-code-of-practice-for-the-uk
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Figure to represent the physical elements of a heat network 

Legend 

DHW  Domestic hot water system 

SH  Space heating system 

 Heat exchanger / Heat Interface Unit providing 

 hydraulic separation 

Note: Tertiary Systems may be present within a commercial 

premises 
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Each role comes with responsibilities that 

results in a set of risks and opportunities. 

Therefore where a role allocation is not pre-

determined, the appetite of a Local Authority, 

or any other party, to take on a particular role 

will be influenced by their perception of the 

risks and opportunities. 

Summary descriptions of the thirteen roles 

are provided at Section 1.8. and a full 

discussion is provided in Chapter 4. 

1.5.1 Critical Success Factors 

Within each role description, we have 

identified a set of typical critical success 

factors (CSFs).  The Five Cases guidance 

describes CSFs as:  

the attributes essential to the successful 

delivery of the scheme, against which the 

available options are assessed… CSFs 

will invariably differ from project to project, 

both in content and relative importance; 

but the key point is that they must be 

crucial (not desirable) and set at a level 

which does not exclude important options. 

(Five Cases Guidance, pages 38-39).   

1.5.2 Role Selection Questions 

As part of the Strategic Case development, a 

Local Authority should undertake an exercise 

to consider which parties should or must 

undertake each role. In order to assist this 

process, we have prepared sets of questions 

for each role as a prompt for local authorities 

considered whether to take on each of the 

defined roles for a heat network. These 

questions are provided at Appendix D. 

 

1.6  Parties  

The roles listed above should be 

distinguished from the parties that might 

undertake them, since one party may take 

multiple roles and, likewise, a role could be 

fulfilled by multiple parties. In very simple 

networks, such as for a single development 

site or housing estate, nearly all the roles 

may be fulfilled by a single party.  Larger and 

more complex networks are likely, in turn, to 

have multiple parties taking each role. 

In practice the allocation of many of the roles 

will be pre-determined and therefore not 

subject to a formal decision.  The roles of 

customer and landlord, for instance, will 

normally fall into this category.  

The organisations and vehicles which 

typically are involved in heat networks are 

listed below, with explanatory notes where 

not self-evident: 

• Local Authority (LA) 

• Developer 

• Energy Services Company (ESCo): a 

company that supplies and sells energy to 

customers. 

• Estate Management Company (ManCo): 

a body established by a landlord or a 

property’s joint owners to manage and 

maintain that property. 

• Transmission Company (TransCo): a 

subtype of ESCo which supplies energy 

on a bulk purchase, or wholesale, basis 

only. 

• Community Body 

• Joint Venture (JV) 

• Special Purpose Vehicle (SPV) 

• Customer: includes tenants, leaseholders, 

owner-occupiers and business customers 

• Funder 

• Contractor: includes Design and Build 

(D&B), Operation and Maintenance 

(O&M) and DBOM. 

• Heat Trust:  a major new initiative to 

protect the interests of householders and 

micro businesses connected to heat 

networks. Heat Trust establishes a 

common standard in the quality and level 

of protection given by heat supply 

contracts and offers heat network 

customers an independent process for 

settling disputes (see further discussion in 

Section 4.4). 

 

1.7  Delivery Models 

The arrangement of parties and roles into a 

defined set of relationships, responsibilities 

and rights is referred to as a delivery model.  

Delivery vehicles might involve formal 

corporate entities created for the purpose of 

heat network delivery (e.g. a Joint Venture 

body or Special Purpose Vehicle), or they 

may make use of existing organisational 

structures. 

There are many ways in which a heat 

network can be set up, from a wholly private 

sector solution with no public sector 

involvement  to an entirely public sector 

funded, owned and operated scheme. 

A useful definition of the spectrum of heat 

network structures is provided in the Scottish 

Futures Trust publication Public Sector 

Delivery Structures for Low Carbon 

Investment.  

Drawing upon the Scottish Futures guidance 

and the CIBSE/ADE Heat Networks Code of 

Practice, four main types of delivery model 

have been identified: 

A. Private sector led 

B. Public-private shared leadership 

C. Public Sector led 

D. Community company (CoCo) 

These types of delivery model can be 

combined when networks interconnect using 

an Unbundled Model.   

These models are discussed in Section 5.  

 

1.8  Summary Role 

Descriptions 

The thirteen roles listed in Section 1.5 are 

summarised in the next few pages, with a 

detailed breakdown of roles, responsibilities, 

risks, opportunities and project examples 

provided in Chapter 4. 

 

 

 

http://www.heattrust.org/index.php
http://www.scottishfuturestrust.org.uk/files/publications/SFT_Delivery_Structures_2013.pdf
http://www.scottishfuturestrust.org.uk/files/publications/SFT_Delivery_Structures_2013.pdf
http://www.scottishfuturestrust.org.uk/files/publications/SFT_Delivery_Structures_2013.pdf
http://www.scottishfuturestrust.org.uk/files/publications/SFT_Delivery_Structures_2013.pdf
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The Regulation role is focussed on 
consumer protection and to prevent abuse of 
the monopoly position of a heat network. 

This regulatory function is best exercised by 
a party that is independent of the owner of a 
heat network, and of Landlords. 

As heat networks are currently not subject to 
statutory regulation, the Regulation role has 
to be established afresh for each heat 
network through the contract structure. 
Reference can also be made to an 
independent body such as the Heat Trust 
(where applicable) to enhance consumer 
confidence and to provide an independent 
forum for the resolution of disputes. 

The Governance role includes setting 
objectives, prescribing policies and rules of 
conduct and overseeing performance.  
These objectives, rules and policies will 
need to be prescribed by the contract(s) 
under which the network is operated.  They 
may be promoted through wider stakeholder 
engagement in project direction.  

In the context of a local authority led 
scheme, the governance role may be taken 
by the local authority itself or an appointed 
board or committee within the corporate 
structure of an arms length commercial 
energy services company. In other schemes, 
it might be, for example, an estate 
management company. 

Ideally, the Governing Body should 
ultimately be accountable to a wider set of 
stakeholders. 

The Customer (domestic or non domestic) 
purchases heat delivered by the heat 
network. 

The Customer may contract to purchase 
heat from a heat supplier who may be the 
Operator, the Landlord or direct from the 
heat source (and potentially electricity and 
cooling).  End users are nearly always 
customers, but there may also be heat 
purchase agreements (and therefore 
customers) further up the chain. 

Landlords – including many local authorities 
– are often bulk purchasers of heat, and 
make onward sales of heat to their tenant 
customers. 

Responsibilities 

• Agreeing terms of heat purchase 
agreement (e.g. price formula, service 
levels, carbon intensity) 

• Paying an agreed price for the heat service 

• Operating a secondary and/or tertiary 
network in accordance with the terms of 
the supply agreement (e.g. maximum 
return temperature) 

 

Responsibilities 

• Assigning roles and responsibilities 

• Setting overall direction and objectives 
for the elements of the network within the 
remit of the governing body. 

• Overseeing commercial behaviour and 
high level performance 

• Taking high level commercial decisions 

• Monitoring performance standards 
 

 
 

Responsibilities 

• Monitoring performance standards 

• Resolving disputes between operators 
and customers 

• Enforcing fair pricing 
 

 
 

3. Governance 4. Regulation 2. Customer 

The Promoter is a party with the motivation 

to establish a successful heat network and 

which takes responsibility for driving 

delivery. 

Many local authorities take on the 

Promotion role, on their own or in 

conjunction with other parties such as 

developers, community bodies, other public 

sector parties and key anchor customers. 

The role tends to be time limited, lasting 

until the next phase is delivered (albeit 

subsequent phases may also need to be 

promoted).   

 

 

 

1. Promotion 

Responsibilities 

• Defining physical nature of the project 

• Commissioning studies to establish the 
viability of the network. 

• Identifying funding options 

• Defining the scale and timing of demand 
for services 

• Publicising the opportunity and 
communicating the benefits to key 
stakeholders 

• Attracting developers, investors, operators 
and customers 
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In the context of heat networks, Developers 
of Property are the parties responsible for 
constructing or maintaining the buildings 
which will received heat from the heat 
network. 

The Developer of Property role 
encompasses both developers of new 
properties and owners of existing properties.  
In either case, the interest of the Developer 
is towards the properties being connected to 
the heat network. 

Time and certainty are critical factors for 
Developers of Property.  Heat network 
connections must be agreed and delivered 
within the Developer’s window of 
opportunity, or the deal may collapse. 

The role of the land owner, in this context, is 
to grant leases and easements for the siting 
of network assets and provide rights of 
access for the installation, operation and 
maintenance of plant and equipment. 

This arrangement may arise where a third 
party with no other interest in the network 
lets land for an energy centre or pipe route, 
or where an operator or supplier of heat 
installs plant and equipment on a client’s 
site. 

The Asset Owner legally owns the physical 
assets of the network. Ownership could be 
split for different classes of assets (for 
example, generation assets, primary 
network and secondary networks). 

Ownership of assets may vary over the life 
of the project. This is normally a long term 
function and survives completion of 
installation and repayment of finance.  

 

 

 

 

Responsibilities 

• Securing an income stream to match its  
responsibilities and to cover its risks 

• Insuring or procuring insurance for the 
assets 

• Ensuring the assets are maintained and 
components replaced when life expired 

• Contracting with installers, maintenance 
providers, and service companies (where 
the Asset Owner does not undertake 
such activities itself) 

Responsibilities 

• Delivering the completed site, including 
secondary and tertiary heat networks  

• In some projects, making financial or in 
kind contributions to the heat network 
delivery body 

• Demonstrating to purchasers or tenants 
of units on the Development that the 
network has suitable governance 
structures, acceptable contract terms 
and continuity of heat supply. 

Responsibilities 

• Granting leases for energy centres or 
substations 

• Granting easements for routing of 
buried pipes 

• Providing rights of access for 
installation, operation maintenance and 
replacement of plant and equipment 

 
 
 

 
 

7. Development of Property 8. Land Ownership 6. Asset Ownership 

The Funder provides or arranges finance. 

Funders will normally require security 
against the funding they are providing, to 
mitigate their risk of financial losses. 

Example of such security includes Parent 
Company Guarantees (PCGs) or 
performance bonds. 

Where funding is a loan, this role ceases 
once finance has been repaid. 

Responsibilities 

• Providing funding or arranging sources 
of finance, if satisfied that the scheme 
represents an acceptable risk 

• Signing funding agreements, depending 
on the type of funds being provided (e.g. 
debt or equity) 

• Obtaining appropriate security from the 
beneficiaries of funding. 

 

4. Funder 
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An Operator is responsible for the operation 
and maintenance of the heat network in 
such a manner as to ensure that heat (and 
potentially cooling and electricity) of suitable 
quality and quantity can be delivered to 
Customers. 

Typically, a single Operator is responsible 
end-to-end heat delivery, but there may be 
separate operators for generation plant and 
for secondary networks. 

Operations for a heat network may also 
comprise electricity generation where a. 
combined heat and power (CHP) plant forms 
part of the energy centre. 

 

 

 

 

 
 

11. Operation 

The sale of heat as a service is a logically 
distinct role from the physical delivery of 
heat to customers, as can be seen in the 
nationally regulated UK electricity and gas 
markets. 

Unlike electricity and gas markets, which 
have mandatory separation of generation 
and distribution roles, in many cases with 
heat networks the same organisation is 
responsible for all three functions. 

Heat suppliers often subcontract aspects of 
this role, such as metering, billing and 
customer services, to specialist firms.  

Landlords may take responsibility for 
revenue collection from their tenants. 

12. Sale of heat 
 

10. Installation 
 

The installer designs and installs the heat 
network.  Typically, this is the energy centre 
and primary network, with the secondary 
network being the responsibility of the 
Property Developer.  

Installers take on design and construction 
risk and usually retain some liability for 
defects in the plant and equipment for a 
period after completion of the network.  
Responsibility for delivering different parts of 
the network may be split between different 
parties. 

Installation can be combined with operation 
(DBO or DBOM) and doing so may be 
advantageous in terms of aligning 
incentives, reducing risk and simplifying 
contractual arrangements.  

Responsibilities 

• Installing a network which complies with 
the specification. 

• In some projects, commissioning 
networks and connecting new customers 

• Installing network extensions 
 
 

Responsibilities 

• Ensuring that heat of suitable quantity 
and quality (e.g. temperature) is delivered 
to customers 

• Where relevant, complying with the 
requirements of any electricity export 
licences or power purchase agreements. 

• Ensuring performance standards are met 

• Undertaking maintenance, repair and (in 
some cases) replacement works 

• Reporting to customers, landlords and the 
Governance body 

 

Responsibilities 

• Procuring heat (and sometimes power 
and cooling) delivery 

• Metering 

• Billing 

• Undertaking price reviews 

• Attracting and securing new customers 

• Collection of revenues 

• Managing customer debt and default 

• Communicating with customers 

The Landlord role, for buildings connected to 
heat networks, usually involves responsibilities 
for some network assets within the building, 
which may include the secondary and tertiary 
systems.  

Some classes of residential landlords have 
specific statutory duties relating to heat supply 
under the Housing Act and the Landlord and 
Tenant Act, which may affect the terms and 
pricing formulae of any heat network connection 
to a tenanted building. 

A heat supplier to a tenanted building is likely to 
have contractual relationships with both landlord 
and tenant-customers. The Landlord’s 
responsibilities may be executed by an estate 
management company (ManCo). 

 

 

 

 Responsibilities 

• Ensuring building occupiers are connected to 
the heat network. 

• Controlling access to maintain the secondary 
and tertiary networks, including ensuring that 
tenant leases reserve the necessary rights of 
access. 

• May include insuring some (e.g.. secondary 
and possibly tertiary) network assets. 

• May include maintaining and replacing the 
tertiary network assets for rental tenants 

• Where applicable, undertaking relevant 
Tenant Consultations 
 
 
 

9. Landlordship 
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1.9 Contracts 

During the development of the Outline 

Business Case, the following contract-related 

issues will need to be considered, at least 

conceptually: 

• How will the functions of design, build, 

operation and maintenance of heat 

production and network assets be 

delivered? 

• What are the installation costs and how 

they will be funded? 

• What property rights are required to 

enable works to proceed and, 

subsequently, assets to be operated and 

maintained? 

• What types of Customers will there be, 

and what are their property interests and 

the applicable supply arrangements for 

each? 

• Who are potential counterparties, 

contractors, concessionaires, and 

partners? 

• What is the approach to procurement? 

It is unlikely that contract forms will need to be 

determined at this stage but local authorities 

may find it useful to be aware of the likely 

content of the contracts they may be 

negotiating further down the line. 

The delivery and operation of heat networks 

are governed by a series of contracts and 

other forms of agreement between the parties 

involved. This guidance provides information 

on the typical forms of contract for heat 

networks and the situations when they arise.   

Some agreements are widely used in many 

other contexts, while others are unique, or 

uniquely applied, to a heat network situation.  

The full list of contracts and agreements 

referred to in this guidance is set out below. 

For fifteen particular types of contract, 

template Heads of Terms documents (HoTs) 

have been drafted to accompany this 

guidance for use by local authorities as a 

starting point for developing bespoke 

agreements for particular heat network 

projects. In the list below, commercial 

relationships for which HoTs have been 

prepared are highlighted and numbered from 

1 to 15. 

Once decisions on approach have been 

made, the timing of negotiation of each 

contract that is relevant will be driven by 

scheme-specific circumstances and each 

local authority’s view on risk as well as who is 

best placed to manage those risks. 

1.9.1 Governance and Regulation 

• Shareholders’ Agreement (HoT 01) 

• Company articles 

• Governance agreement 

• The Heat Trust: Participant/scheme 

application, Scheme rules and Scheme 

byelaws 

1.9.2 Planning 

• Section 106 Agreement 

• Planning conditions 

 

 

 

1.9.3 Property and asset ownership 

• Energy Centre Lease and Pipework 

Easement  (HoT 02) 

• Asset transfer, lease or license agreement 

(Lease / Easement) 

• Plantroom lease / licence 

• Pipework wayleave 

• Development agreement 

• Land sale agreement 

• Licence under Section 50 of New Roads 

and Street Works Act 1991 (NRSWA) 

1.9.4 Financing and security 

• Grant funding agreement 

• Shareholder loan agreement 

• Loan Agreement 

• Bonds or debenture agreement 

• Security documentation (taking or 

providing security) 

1.9.5 Design, Build, Operations and 

Maintenance 

• Concession Agreement (HoT 03) 

• Collateral Warranty (HoT 04) 

• D&B Contract (HoT 05) 

• DBOM Contract (HoT 06) 

• O&M Contract (HoT 07) 

• Use of System Agreement (HoT 08) 

• Connection & Adoption Agreement 

(HoT 09) 

• Connection Agreement (HoT 10) 

• Professional appointments 

 

Since heat is not regulated like gas or 

electricity, it is best practice to make 

alternative provision for  a “supplier of last 

resort”.   

This role involves providing heat to the 

customers if the scheme’s provider is unable 

to do so (e.g. because of insolvency or 

because a Concession Period ends and 

there is no replacement of the responsible 

party).  

Rights and obligations to secure a supplier 

of last resort need to sit with the right body – 

which may be an appropriately constituted 

governance body or estate management 

company. 

13. Supplier of Last Resort 

Responsibilities 

• Taking over Operation and Sale of Heat 
responsibilities where required (including 
in some cases taking on Asset 
Ownership) 

• Arranging for replacement of Operator 
and/or Sale of Heat roles. 
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• Construction licence 

• Manufacturer warranties 

• Performance security 

• Building contract 

• Equipment supply contract 

1.9.6 Sale and purchase of energy 

• Framework Supply Agreement (HoT 

11)  

• Bulk Heat Supply Agreement (HoT 12)  

• Residential Heat Supply Agreement 

(HoT 13)  

• Housing Association Heat Supply 

Agreement (HoT 14)   

• Commercial Heat Supply Agreement 

(HoT 15)  

• Metering, billing, debt management and 

customer service agreements 

• Sale of electricity (e.g. Power Purchase 

Agreement 

• Fuel and other utility supply agreements 

 

1.10 How to use the Contract 

Decision Trees 

This document presents more detail ( in 

section 4) on each of the roles previously 

identified together with a decision tree to help 

guide local authority decision making, leading 

from each role to the identification of typical 

contracts. 

A separate decision tree is included for each 

role viewed in isolation to help local authority 

readers better understand the implications of 

taking on that particular role and the purpose 

of the agreements that relate to that role. 

In practice, it is normal for each actor 

involved in a heat network scheme to perform 

multiple roles. It is also typical for each role to 

be performed by multiple actors. 

So, for example: 

• land ownership is very frequently in the 

hands of many people; and 

• generation, primary networks and supply 

are typically in the hands of one entity, 

particularly for smaller networks.   

In larger networks or for particular local 

reasons it is possible to have multiple 

generators, separate network ownership and 

operation and even multiple suppliers.  

There there are advantages in such 

arrangements, which are significantly more 

complex than a vertically integrated supply 

structure.  

This is a form of the unbundled delivery 

vehicle. 

The decision trees use colour-coding to assist 

the reader: 

• Blue and Dark Blue cells represent a 

question or decision to be made.  

• Orange cells represent agreements 

where we have provided example “heads 

of terms”  to help readers understand the 

issues that commonly need to be 

negotiated.   

• Green cells represent agreements that 

are of a standard form or where the local 

authority is most likely to be a taker of the 

counter-party’s terms. It is not anticipated 

here that negotiations would arise. For 

these, we provide brief notes on a few key 

issues only. 

The decision trees are necessarily simplified 

and, therefore, should not be considered to 

provide a comprehensive route map of all 

relevant issues. Nor do the heads of terms 

cover all relevant issues or provide drafting.   

The purpose of this guidance is to raise 

awareness levels of the issues involved in 

developing out heat network schemes.  It is 

not legal, technical or commercial advice and 

is not intended to replace the role of specialist 

advisors.  However, our intention is to help 

make better informed “clients”.  Better 

informed clients are better able to recognise 

the support they require, tend to make better 

decisions and are less likely to make 

expensive mistakes. 

1.11 Summary Contract 

Descriptions 

The HoT documents have been published 

separately in editable format for ease of use.  

Each Heads of Terms template is designed 

around a set of assumptions which inform the 

structure and detail of the document.  

Therefore while intended to be broadly 

applicable to a range of situations they are 

likely to need to be customised for use in 

practice. 

The summaries provided over the next few 

pages give a simple introduction to the HoTs; 

as previously noted, further details on their 

use are provided in Appendix E. 

 

Question or Decision 

Question or Decision 

Refer to a different page or location to 

follow decision tree 

Agreements with particular features. 

Heads of Terms provided in this guidance 

(identified by reference number) 

Standard agreements or terms fixed by 

counterparty. 

 Heads of Terms not provided in this 

guidance 

Key to colour coding for using decision trees in 
this document 
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This type of agreement is used where a 
project is to be owned jointly by two or 
more parties. The shareholders 
agreement will need to set out their 
respective roles in funding and 
governance of the scheme. 

 

Shareholder’s Agreement between a Local 
Authority and a joint venture partner.  
 

This type of agreement is used where a 
Local Authority owns a site on which a 
third party network operator will build and 
operate a network energy centre, 
substation and/or primary or secondary 
pipework.  A lease is normally used for the 
EC while easements are used for buried 
pipework. 

Energy Centre Lease and Network 
Easements between a Land Owner and a 
network operator 

This type of agreement is used where a 
Local Authority has substantial control 
over a site and wishes to outsource the 
delivery and operation of a heat network to 
serve developments within the site.  The 
agreement normally has a fixed period. 

 

Concession Agreement between a Local 
Authority and a Concessionaire 
 

This type of agreement is used where a 
Local Authority (directly involved in the 
delivery/ management of the HN) is 
outsourcing individual packages. This 
offers some security that sub-contractors 
involved in the delivery perform their 
obligations and gives direct recourse 
against any failure to do so. 

Collateral Warranty between a Local 
Authority and a Sub-Contractor/ design 
consultant 
 

1 2 3 4 

This type of agreement is used where a 
Local Authority is directly involved in the 
delivery/ management of the HN and is 
outsourcing individual packages, including 
Operation & Maintenance. This relies on 
willingness to have a hands on role in 
governing the delivery of the Contract for 
the (potentially long) Contract term. 

 

O&M Contract between a Local Authority 
and a contractor 

This type of agreement is used where a 
Local Authority wishes to support and 
obtain value from a HN by owning and 
taking risk in the HN infrastructure (e.g. 
some or all of pipework, energy centre 
etc.) in respect of which it grants rights of 
use to an operator in return for a fee. 

Use of System Agreement between a Local 
Authority and a system user/operator. 
 

8 7 6 

This type of agreement is used where a 
Local Authority is directly involved in the 
delivery/ management of the HN and is 
outsourcing individual packages. This will 
set out the detailed requirements for the 
design, installation and commissioning of 
a HN. 

D&B Contract between a Local Authority 
and a contractor.  

5 

DBOM Contract between a Local 
Authority/SPV/JV and a contractor 

This type of agreement is used where a 
Local Authority wishes to directly procure 
the delivery of the HN, including the 
design, build, operation, maintenance and 
service provision in one package (which 
may or may not include heat supply, 
metering and billing). 

Governance and 
Regulation 
 

Property and Asset 
Ownership 
 

Network Installation and 
Operation 
 

Network Installation and 
Operation 
 

Network Installation and 
Operation 

Network Installation and 
Operation 

Network Installation and 
Operation 

Network Connection 
and Use 
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This type of agreement will cover the 
physical connection of the heat network to 
a block requiring heat supply, but with no 
adoption of internal Secondary (or 
Tertiary) Networks (which will remain the 
responsibility of the Developer/ Landowner 
to operate and maintain). 

Connection Agreement between an ESCo 
and a Developer 
 

This type of agreement will govern the 
suite of customer supply agreements 
entered into by the ESCO and provide 
some security to the ESCO that there is a 
party ultimately responsible for payment 
for heat. Can also cover supply of heat to 
a developer during construction of a 
development or supply of heat during void 
periods. 

Framework Supply Agreement between an 
ESCo and a Developer 
 

This type of agreement will cover the terms 
of bulk supply of heat to a point of 
connection, with no further operation and 
maintenance of secondary networks or 
obligations in relation to metering and 
billing for individual customers. 

Bulk heat Supply Agreement between a 
supplier and a bulk heat customer 
 

10 11 12 

This type of agreement will cover the 
physical connection of the HN to a block 
requiring heat supply and the adoption of 
internal Secondary Network assets.  

Connection & Adoption Agreement 
between an ESCo and a Developer 

9 

15 14 

Housing Association Heat Supply 
Agreement between a supplier and a 
Residential Social Landlord 

This type of agreement is used to govern 
the service provided to a social landlord 
and their tenants by a heat supplier, which 
could be the Local Authority or a third 
party supplier (e.g. ESCo). Governs the 
Landlord’s payment of proportions of 
standing charges and setting out the 
Landlord’s liability during void periods 

 

13 

Residential Heat Supply Agreement 
between a supplier and a domestic customer 
 

This type of agreement will cover the 
terms on which supply of heat is made to 
individual domestic customers including: 
heat pricing, content of bills, customer 
complaints and minimum standards.  

 

This type of agreement will cover the 
terms on which supply of heat is made to 
a commercial customer (which could be 
the Local Authority). Often more bespoke 
than other supply agreements. 

Commercial Heat Supply Agreement 
between a supplier and a commercial 
customer 

Network Connection 
and Use 

Network Connection 
and Use 

Sale and purchase of 
energy 

Sale and purchase of 
energy 

Sale and purchase of 
energy 

Sale and purchase of 
energy 

Sale and purchase of 
energy NOTE: These HoT documents are intended 

only to serve as a prompt to discussion of 

some of the key issues likely to arise in the 

context of the subject matter of this 

document. Substantive commercial and legal 

consideration will need to be given to a heat 

network scheme in order to develop the 

generic principles described in the 

documents and other principles relevant to 

that scheme and before the parties commit, 

in principle, to a set of “heads of terms” or 

develop and enter into a fully binding legal 

agreement.  These documents are no 

substitute for taking proper legal advice 

from lawyers experienced in heat networks. 
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National and Regional Policies 

Contents: 

2.1  Introduction 

2.2  How to use this Guidance 

2.3  The information hierarchy 

2.4  Regional differences 

2.5  Key policy objectives 
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2. National and Regional Policies 

2.1  Introduction 

This guidance outlines key European, UK 

and regional (Wales) legislation, policy and 

strategy which are relevant to heat network 

initiatives, for reference in the course of 

preparing the strategic aspect of a business 

cases. 

The strategic case, aligned with DBEIS 

business case template, sets out the 

rationale for the proposal and makes the 

case for change in line with the local 

authority’s strategic objectives. An important 

part of this will be in setting out the strategic 

policy context and the fit with wider public 

policy objectives. 

Government policy will be familiar territory to 

local authorities, but multiple layers and 

frequent legislation and policy developments 

create their own challenges; the purpose of 

this guidance is to bring together in one place 

a catalogue of relevant national and regional 

policies covering England and Wales.  The 

legislation and policy review does not cover 

Scotland or Northern Ireland. 

Further information and detail on each of the 

policies, legislation and other documents is 

summarised in Appendix B and provided as a 

separate document. 

 

2.2 How to use this guidance 

2.2.1 Information Context 

This guidance highlights key relevant parts of 

legislation and policy for ease of reference. 

Notwithstanding, it will remain important to 

maintain an understanding of the wider 

context of any referenced part, and 

communicate in any business case the 

overall intention of the policy/legislation. 

When using policy documents, it is also 

important to understand what part of the 

document is simply supporting information, 

and which part of the document is setting an 

intention of government and forms the policy. 

2.2.2 Keeping up to date 

The survey of legislation, policy and strategy  

for this guidance was prepared in March 

2016. Legislation, policy and Government 

strategy are part of an ever shifting and 

evolving landscape, and will change 

according the political, economic or 

environmental issues of the time.  

The information provided with this guidance 

should be checked before use to ensure that 

it is still relevant, has not been superseded, 

or whether it is due for a review. Good 

sources to do this are: 

• Gov.uk  

• Local authority websites 

• Industry publications 

• Experts and professionals 

 

2.3 The information hierarchy 

When using the information in this guidance, 

it is important to recognise the hierarchy of 

legislation and policy. 

A business case should use legislative 

targets (including EU directives) or regulatory 

requirements to support justification for an 

initiative - stating how a proposal will help the 

local authority comply with the law. 

Policies provide a more detailed framework 

against which proposals can be justified, and 

sit underneath legislation. As they set the 

Government’s agenda, and more directly 

influence day-to-day decision making, 

policies are likely to be more relevant to 

specific aspects of the proposal.  Strategies 

and other government documents should 

then sit underneath policies, to provide even 

more detail to justify the proposal.  

It should be noted there may be other factors 

and internal drivers that form the primary 

justification for developing a heat network. 

These should align with legislation. 

  

 

 

Legislation 
  

Policy 

Strategy and other publications 

Information Hierarchy, showing the level of detail 
of different information sources 
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2.3.1 Legislation 

The Kyoto Protocol is an international 

agreement linked to the United Nations 

Framework Convention on Climate Change, 

which commits its Parties by setting 

internationally binding emission reduction 

targets. COP21 in Paris in 2015 saw the 

development of a near global agreement to 

keep a global temperature rise this century 

well below 2 degrees Celsius. These 

international agreements set the context for 

EU directives and UK law. 

The UK must comply with European Union 

(EU) Directives, which are usually transposed 

into UK law. The Directives included in this 

guidance set targets and other requirements 

for all EU member states regarding carbon 

emissions reduction, energy efficiency and 

the production of energy from renewable 

sources.  

Selected references to UK statute of 

relevance to heat network business cases is 

included in this guidance. Whilst some of the 

included legislation is regulatory, legislation 

which features binding targets for the UK 

Government is also presented.  

A business case which demonstrates a 

contribution to such targets will be better able 

to demonstrate a clear need for scheme. 

2.3.2 Policy 

The UK Government sets policies for 

direction in its areas of governance and its 

decisions are guided by them. The policies 

included in this guidance document the 

aspirations of Government regarding heat 

networks and reducing carbon emissions.  

Fulfilling the aims of the policies will solidify a 

business case by demonstrating alignment 

with Government direction. It can also de-risk 

the project by providing a justification for 

positive decisions to be made about its 

implementation.  

2.3.3 Strategy 

Strategies are another means by which the 

Government will set out its direction and 

intentions. Strategies may carry less weight 

in decision making than policies, but they are 

a material consideration in justifying initiatives 

and developments.  

 

2.4 Regional differences  
Any business case needs to respect regional 

differences by ensuring consistency with the 

legislation and policies relevant to that 

jurisdiction. The guidance allows users to sort 

through documents that are locally relevant. 

Wales is a devolved Government which has 

the power to set its own legislation and 

policies in certain areas, such as planning 

and the environment. Therefore some 

legislation and policy at this level will be 

particularly relevant for schemes in Wales.  

However, heat is not a devolved matter. 

The only regional bodies in England are the 

Greater London Authority and Association of 

Greater Manchester Authorities, there are 

few distinct regional policies and legislation 

for England which differ from that of the UK. 

The London Plan sets targets for carbon 

reduction and planning requirements on 

energy provision. The advent and move 

towards devolved governance at city level 

may in the coming years result in further 

distinct regional variations, particularly in the 

area of planning, with relevance to heat 

networks.   

Given the tendency of heat networks to be 

urban energy solution, city devolution should 

be monitored closely, and may form a new 

area of focus in future revisions to this 

guidance.  

 

2.5 Key policy objectives 

The review of legislation, policy and strategy 

has highlighted these key policy areas which 

support and/or shape the delivery of heat 

networks: 

• Carbon reduction 

As set out in the Climate Change Act 

(2008), which provides an 80% carbon 

reduction target for the UK by 2050  

The Energy Act (2013) makes provision 

for setting a decarbonisation target range 

and related duties. 

• Energy security 

Delivering UK Energy Investment: 

Networks (2015) recognises that heat 

networks as resilient energy networks are 

fundamental for ensuring energy security 

in the UK 

 

 

• Sustainable development and 

economic development 

The National Planning Policy Framework 

(2012) promotes sustainable development 

and encourages Local Authorities to 

establish low carbon energy generation 

The Well-being of Future Generations 

(Wales) Act 2015 includes setting 

objectives to contribute to a low carbon 

society and using resourcing efficiently. 
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Heat Network Drivers 
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3.  Heat Network Drivers 

3.1 Introduction 

This section provides a definition of drivers, 

explains their role in network option 

evaluation and delivery, and sets out a list of 

the main drivers likely to be relevant to the 

realisation of the heat network. 

This guidance does not recommend one 

particular driver over another; this is a matter 

for the particular priorities and circumstances 

of the heat network in question. 

3.2 What is a heat network 

driver? 

A heat network driver is an objective, 

opportunity or challenge which can be 

affected, either beneficially or adversely, by a 

proposed heat network. Consequently, 

drivers may be something to be reduced or 

avoided, or something to be promoted and 

exploited.  

Drivers are relevant both as reasons to 

initiate a heat network project and as 

outcome objectives which influence decisions 

on roles, governance structures or detailed 

performance conditions incorporated into 

project contracts.  They should be the starting 

point for the path to heat network delivery, 

forming an integral part of the strategic case, 

and should feature in decision making at 

each stage in the process. 

3.3 Balancing drivers 

DBEIS’s Heat Infrastructure Investment 

Pipeline1 recognises three primary drivers for 

delivery of a heat network: 

• Cost reduction 

• Local economic regeneration 

• Carbon reduction 

While these may be relevant to most if not all 

network projects, in practice it is likely that a 

variety of drivers will exist for each network.  

It is also likely that feasibility, viability and 

other constraints will prevent all drivers from 

being satisfied.  Network planning and 

delivery can therefore be understood as an 

exercise in optimisation across a set of 

competing priorities.   

Formally identifying drivers, and determining 

corresponding performance criteria for 

options evaluation and contract enforcement, 

can help to ensure the initiating drivers are 

reflected in the project outcomes. 

3.4 Identifying drivers 

What follows is a list of suggested heat 

network drivers, organised by theme.  Each 

of these is developed in more detail in 

Appendix C.  This is not necessarily an 

exhaustive list, and users may well adapt the 

descriptors to suit particular variations at a 

local level. 

Environmental 

1. Carbon emissions reduction 

2. Air quality improvement (or avoiding AQ 

impacts) 

 

Economic and financial 

3. Reducing local authority energy costs 

4. Job creation and stimulation of the local 

economy 

5. Revenue sources for the local authority 

6. Contract or service value for money 

 

Technical 

7. Resolving performance issues with 

existing building heating systems 

8. Energy security and resilience 

9. System reliability and maintainability 

10. Innovation 

 

Social 

11. Alleviating fuel poverty 

12. Reducing energy costs to customers 

13. Customer satisfaction 

14. Protection of vulnerable customers 

 

Political  

15. Local authority capacity and skills 

development 

16. Compliance with national or regional 

policies 

17. Reputation  

 

 

Legal 

18. Compliance with regulations 

19. Compliance with planning policy 

20. Compliance with heat network 

metering/billing regulations 

 

Circumstantial 

21. Planned new development (identified as 

a potential anchor load for an area wide 

network) 

22. Capital funding becomes available 

23. Existing building or estate heating 

system reaching the end of its 

operational life 

24. Local heat source (identified or planned 

which could supply heat to buildings via 

a heat network) 

1https://www.gov.uk/government/publications/energy-networks-in-the-uk-investment-opportunities

  

Drivers 

Environmental 

Economic and 
financial 

Technical 

Social 

Political 

Legal 

Circumstantial 

Differing drivers for the delivery of a Heat Network 
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3.5 Application of drivers to 

project planning and delivery 

Drivers are closely linked to the strategic 

objectives that make the case for change to 

develop a heat network. At each project 

stage there are key actions which should be 

taken in relation to drivers, as discussed 

below. 

3.5.1 Preparation and brief:  Identify 

drivers and assets 

As part of the commencement process, local 

authorities should record the key drivers for 

the project, as well as the assets and 

resources which they may have available to 

support the network’s development.  

Drivers should be listed out in terms of the 

desired outcome and where possible 

arranged by priority.  Performance metrics for 

each driver should be recorded (suggested 

metrics are provided in the drivers table 

included in Appendix C). 

Assets and resources may include: 

• Available staff and leadership 

commitment to support heat network 

planning, development, delivery or 

operation. 

• Data and information, including previous 

evaluation reports, planning allocations, 

building energy data, energy source data 

and information on existing utilities and 

other infrastructure. 

• Available funds set aside for heat network 

or low carbon development 

• An adopted plan which supports heat 

network development and connection of 

new development to networks 

• Land which could be used for an energy 

centre 

• Buildings which could serve as committed 

loads 

3.5.2 Energy masterplanning, feasibility 

and business case: Evaluate options 

against driver metrics 

Once the key drivers are identified for a 

project, these can be used as a suite of 

performance indicators to select configuration 

options (e.g. which supply technology to 

install, or which buildings to be connected).   

3.5.3 Contracts, design and delivery: 

Embed drivers 

Following the feasibility stage, the drivers 

become embedded into the project design 

and delivery by writing them into the relevant 

contracts and ongoing monitoring 

arrangements. 

By embedding them in the aims and 

objectives of heat network projects, the 

drivers will shape the way schemes are 

developed and operated and the way their 

success is measured.  

The use of Key Performance Indicators 

(KPIs) is important for all types of contract, 

e.g. with integrated design, build, operate and 

maintain (DBOM) contracts they can provide 

the client with confidence in the outcome 

while giving a contractor the flexibility to 

make balanced decisions between Capex 

and Opex to achieve the target performance 

standards. 

The principles of embedding drivers apply 

equally to service contracts for heat 

networks, such as heat supply agreements or 

concession contracts.  The service level 

agreements should set out the performance 

outcomes which reflect the client’s key 

drivers, whether they relate to the quality or 

price of heat supplied, or to broader goals 

such as extension of the network. 

Adapted from the CIBSE / ADE Heat Networks Code of Practice (CP1), 2015 

Define 
drivers & 
assets 

Evaluate options against driver metrics and embed 
into decisions on funding,  delivery vehicle etc.. 

Embed drivers in contract documentation including service level agreements and other obligations.  Incorporate  
performance KPIs and guarantees in payment and penalty mechanisms 

Preparation & 
Brief 

Energy 
Masterplan 

Feasibility Business Case 
Contracts and 
Procurement 

Design Construction Commissioning 
Operation & 
Maintenance 

Customer 
Expectation & 

Obligations 

Heat Mapping 
Energy 

Masterplanning 
Feasibility Study 

Detailed Project 
Development 

Commerciali-
sation 

Alignment of action on drivers to HNDU heat network project stages 

Delivery 
Operation, expansion, 

interconnecting secondary 
market. 
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3.6 Whose drivers should be 

considered? 

 

The drivers of all the parties involved in heat 

networks are likely to vary according to the 

context of their circumstances and 

involvement in the project. 

Local authorities are likely to be seeking to 

balance a diverse mixture of drivers. Their 

primary drivers may be quite widely varied 

and at times competing e.g. reducing energy 

costs for tenants vs obtaining high investment 

rates of return.  

Other actors involved in the ownership, 

construction, operation and maintenance of 

networks and sale of heat are likely to be 

more focused on financial and commercial 

drivers, i.e. cost/revenue and risk. 

A balanced assessment of all the drivers and 

their early prioritisation can help reduce and 

address potential conflicts later on. 

Whatever the prioritised drivers may be for 

the scheme, it often falls to the roles of 

Promotion, Governance and Regulation to 

act in their separate ways as guardians of 

those drivers. 

If the scheme’s drivers include a significant 

non-commercial component (e.g. carbon 

savings), then it may be most suitable for the 

local authority to take on one or more of 

these key “guardian” roles. 

 

 

3.6.1 Stakeholder Engagement 

Stakeholder engagement  is an essential part 

of the development and delivery of a heat 

network.  In relation to drivers, consultation 

with internal stakeholders – i.e. other 

departments or arm’s length delivery 

organisations – and with external 

stakeholders – including potential funders, 

customers and suppliers – will provide 

evidence of each party’s drivers.  This in turn 

will help ensure that the proposed scheme 

reflects those drivers as well as each party’s 

related requirements. 

 

 

 

40% 

30% 

2% 

28% 
Carbon Reduction 

Local economic regeneration 

Multiple drivers 

Public sector cost reduction 

Graph showing the primary drivers recorded for heat networks among 43 projects in 
DBEIS’s Heat Infrastructure Investment Pipeline, February 2016: 
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4.1 Role Profile: Promotion 

 

4.1.1 Description of role 

The Promoter is a party with the 

motivation to establish a successful heat 

network and which takes responsibility for 

driving delivery. 

This role usually requires an individual person 

willing and able to champion the scheme 

within the party identified as the Promoter.  

Support for the champion at the leadership 

level will be needed to secure the necessary 

approvals. 

Parties typically taking on the Promotion 

role include: 

• Local authority or Local Enterprise 

Partnership 

• a property developer 

• a housing association 

• a private ESCo (especially where they are 

operating an existing network) 

As part of the role of promotion, the party:  

• Defines the scale, nature and phasing of 

demand for services and the physical 

nature of the project to meet it 

• Arranges studies to establish the viability 

of the network 

• Identifies funding options 

• Attracts developers, investors, and 

operators 

• Is accountable for the progression of the 

scheme to delivery and operation 

• Has a time limited interest in the scheme 

which maps to the project stages 

• Intervenes when project stalls to solve 

problems 

• Responsible for stakeholder engagement 

and is often the first point of contact for 

external queries, communication and 

advocacy for the scheme 

For a successful project, the promoter is the 

first role that needs to be in place.  The first 

tasks are the scoping of a project and the 

commissioning of studies to determine 

viability of a project. 

A local authority may initiate a network 

opportunity investigation and so become by 

default the Promoter at the start.  The 

circumstances of the scheme may thereafter 

influence whether the role remains with the 

council.  For instance, a network proposed as 

part of a new masterplan development may 

naturally fall to the Developer to promote, 

whereas a scheme proposed to link several 

separately owned sites may need the public 

sector to act as a convener and “honest 

broker” to bring the scheme forward in a way 

which serves the interests of all parties. 

The Promoter’s presence is most essential 

when a new heat network project is being 

considered.  Once a scheme is operational 

the role may be wound up, or transferred to 

another party for future extensions.   

4.1.2 Strategic case considerations 

The role of project promotion, when 

undertaken by a Local Authority, includes the 

setting of planning policy expressing support 

for, or requiring consideration of heat 

networks. The evidence to support such 

policies should provide an early indication of 

the potential scale and viability of heat 

networks.  Where no other party comes 

forward to enable delivery of schemes 

required by planning policy, the Local 

Authority may itself take on the role of project 

promotion beyond policy and into 

masterplanning and feasibility. 

The strategic benefits and opportunities of the 

Promotion role can include: 

• Being able to exert significant influence in 

the scheme. 

• Being involved at all major decision 

making points 

 

 

Promotion 
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Local authorities in particular often take on 

the role of Promoter because: 

• Many schemes will not happen without 

early public sector involvement to define 

the opportunity and bring together project 

stakeholders. 

• Councils can influence the scheme to 

align with its policy objectives and other 

drivers 

• The Local Authority can incentivise and 

control connections to its own buildings 

• Public sector support gives confidence to 

investors and contractors.  

A local authority can also make use of its 

statutory planning powers to secure 

developer commitments to connect to or 

delivery heat networks, and to provide capital 

funding for networks. Delivering low carbon 

infrastructure and development is a key 

strategic purpose of planning as set out in the 

Government’s National Planning Policy 

Framework (NPPF). 

Key planning instruments for this function are: 

• Planning conditions and Section 106 

Agreements 

• Local Development Orders (LDOs) to 

grant a class-based permission for heat 

network infrastructure in an area 

• Community Infrastructure Levy (CIL) 

contributions. 

Further guidance on these instruments can 

be found in the Guidance on Powers, Public 

Procurement and State Aid for Heat Network 

Detailed Project Development Resource. 

4.1.3 Economic case considerations 

The prospects of successful project 

implementation can be enhanced by 

identifying dense clusters of heat demand, 

securing long term commitments from 

potential customers and resolving network 

routing and access issues.  

The commercial viability of the heat network 

should be established at an early stage. The 

viability needs to be assessed phase-by-

phase as well as for the completed network.  

4.1.4 Commercial case considerations 

Risks at the Promotion Stage 

The promotion stage of a project – especially 

a new network project – normally begins with 

considerable uncertainty around the timing 

and scale of the proposed scheme.  

Uncertainty can be steadily decreased 

through techno-economic investigations 

coupled with engagement with potential 

actors.  However the development pathway is 

not smooth and reverses are not infrequent.   

In particular, each site identified for a network 

is likely to have a time window of opportunity 

within which a connection agreement can be 

secured and the connection made.  For new 

developments that window depends on the 

design and build programme.  For existing 

developments it may relate to planned 

refurbishment or periodic major replacement 

of existing heating system plant. 

The promoter should therefore seek as far as 

possible to avoid significant delays between 

stages of project development.  Such delays 

may require revisiting previous assumptions 

to confirm they remain valid. 

Direct costs and risks for Promoter 

The promoter role itself provides a platform 

for significant influence on a project without 

significant risk exposure or expenditure.  

Commercial, technical and legal expertise 

can usually be hired or outsourced to 

appropriately qualified consultants. Where 

this work is undertaken by another body, the 

local authority will need to provide leadership 

and management. 

Nevertheless it is important that the role is 

undertaken by individuals with sufficient time 

and expertise.  Under-resourcing the 

promoter role will risk missed opportunities 

and a lack of momentum to deliver the 

project. 

The main costs and risks for the promoter 

role are: 

• Staff resources: The main risk 

associated with this role is the time and 

cost invested in project development if the 

heat network is not implemented. 

Reputational risks may also be 

experienced. 

• Regulatory changes: Changes to 

legal/regulatory framework can adversely 

impact the project or prevent it from 

proceeding. 

• Development windows of opportunity:  

Potential connections may only be 

available for connection within a limited 

window, after which the building developer 

or owner will need to make alternative 

arrangements to supply heat to the 

building. Variances in anticipated demand 

for the network and its services e.g. loads 

fail to materialise or are significantly 

delayed, or are dropped on request from 

the process. 

Contracts 

Most of the promoter’s activities are done 

without contracts or procurement process; it 

is essentially an engagement and 

coordination role.  Informal engagement 

processes with third parties can be semi-

formalised through a Memorandum of 

Understanding (MoU) which documents a 

joint set of objectives for project promotion.   

Promotion 

https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
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MoUs are typically non-binding but can be 

politically effective in securing buy-in to a 

project from senior decision makers. 

The Local authority’s planning function can 

perform an important part of the promotion 

role, in influencing energy supply decisions 

by developers and by providing data on future 

developments to inform technical and 

commercial studies. 

However the promoter may procure advisory 

services through consultancy contracts, such 

as for feasibility and business case studies. 

These would be procured under a client’s 

standard terms and conditions.  Advice and 

guidance can be provided by HNDU on 

preparing specifications for such studies. 

4.1.5 Financial case considerations 

The Promoter normally bears the 

development cost of the heat network 

project, which is likely to amount to several 

hundred thousand pounds (usually staged, 

rather than a single lump sum).  Local 

authorities may wish to consider grant 

funding or mechanisms for recovering these 

costs if a project is successfully brought to 

market. 

Ordinarily, there would be limited tax 

considerations in undertaking this role. To the 

extent the promoter combines the role of 

originating or developing a specific project, it 

may need to consider the treatment of 

development costs for corporation tax 

purposes, as well as the treatment of supplies 

for VAT purposes.  

4.1.6 Management case considerations 

The likely duration of the project development 

phase should be considered at the start of a 

project, to ensure that decision makers have 

a clear understanding of the timescales for 

the project and the potential overall 

development costs associated with delivery. 

Although project development periods vary 

widely from project to project, indicative 

timescales developed by HNDU suggest a 

period of 2-3 years for project development 

and commercialisation, and 1-2 years for 

detailed design, installation and 

commissioning for a “kick start” network or 

Phase 1, noting that networks are often 

phased with new development (See Figure 

overleaf). 

Engagement with the key actors for a 

planned network is a critical part of the 

promotion role.  These include actors within 

the council – including Housing, Planning, 

Finance, Major Projects, Highways – and 

external public and private sector bodies.  It is 

recommended that Local Authorities carry out 

some of this engagement before procuring 

technical and commercial studies.   

 

 

The engagement process will help improve 

the specification of such studies and will help 

obtain more detailed and robust data and 

assumptions for the analysis. 

4.1.7 Critical Success Factors 

The main CSF for a local authority as the 

promoter of a project is: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

• Availability of resources and political 

commitment to ensure the project 

development process can continue 

steadily through each project development 

stage.  Loss of momentum can erode the 

value of earlier project development work, 

and may lead to connection windows of 

opportunity being closed. 

Promotion 

Contract Decision Tree 1: Promotion Role 

Are you the project 
Promoter? 

Will you undertake or procure 
heat mapping, energy 

masterplanning, feasibility and 
detailed project development? 

Are planning policy and 
planning decisions supportive 

of the project? 

Will you lead engagement and 
facilitate meetings? 

Procure: appoint 
consultants under 

consultancy contract 

Statutory planning 
function 

Informal arrangements, 
possibly with 

Memorandum of 
Understanding (MoU) 

Undertake: dedicate 
internal resources 
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Typical heat network development project lifecycle (Source: DBEIS Heat Networks Delivery Unit)  

Promotion 
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Heat networks are an important part of 

Birmingham City Council’s vision to 

develop large scale sustainable energy 

infrastructure across the city and reduce 

its CO2 emissions by 60% by 2027, so it 

was keen to act as Promoter. 

Before procuring a heat network, the 

Council aggregated demand for new 

buildings it was planning in the city centre, 

Aston University and Birmingham 

Children’s Hospital.   

 

 

 

The key promotion activity undertaken by 

the City Council was to tender a 25-year 

concession for an ESCo organised in 

2006.   

The successful bidder, now part of ENGIE, 

set up Birmingham District Energy 

Company Ltd as a wholly-owned SPV to 

own and operate a series of heat networks 

to serve the heat loads identified and other 

public sector customers. ENGIE contracts 

separately with each customer; the City 

Council is one such customer. 

 

Birmingham District Energy Company Ltd 

Local Authority undertakes a promotion role 

Case Studies 

Kings Cross Energy Centre and CHP engines 
Source: www.kingscross.co.uk/ 

 

Other than through its statutory planning 

function, the local authority did not need to 

play a significant role in project promotion at 

Kings Cross. 

The development had the planning condition 

that a heat network had to be installed. The 

developer, KCCLP, saw this as an 

opportunity to take responsibility for the 

network’s design and installation alongside 

other utilities. For this reason they took on 

the role of project promotion. 

The developer was responsible for 

installation of the primary network. Once the 

customers are connected a joint venture took 

over the scheme. This splits different assets, 

with Metropolitan Kings Cross Ltd (MKC) 

responsible for the ownership and operation 

of the Energy Centre, while Independent 

Community Heating Network (ICHL) is 

responsible for the actual network. 

Kings Cross 

Local Authority not in a promotion 
role 

Promotion 

http://www.kingscross.co.uk/
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4.2 Role Profile: Customer 

 

4.2.1 Description of role 

A heat customer will contract with a 
Supplier who will provide their heat in 
exchange for a promise to pay.  The 
Customer may be a commercial entity, a 
domestic tenant or homeowner.  

Heat customers are the main source of 
revenue for most heat networks, and 
identifying an adequate heat demand is 
essential for project viability. At least one 
committed anchor customer or development 
is normally required to achieve a sound 
business case. 

Although the customer is often the end 
consumer, purchase of heat can be at 
multiple points in the system.  Customers can 
purchase heat from: 

• an operator of generation plant (e.g. an 
Energy from Waste plant), 

• an operator of transmission pipework, 
(sometimes referred to as a TransCo) 

• an operator of an integrated heat 
network (e.g. an ESCo), 

• an operator of distribution pipework (e.g. 
a landlord), or 

• from a third party retailer (e.g. a metering 
and billing company acting for the 
operator) 

This means that any of the following parties 
could be a heat customer: 

• a TransCo 

• an operator of distribution pipework (e.g. 
a landlord) 

• a building owner (including landlords 
paying for direct use to heat common 
areas in a building.  

• a residential tenant (either private or 
social tenant) 

• a residential owner occupier 

• a non-residential heat user (e.g. office or 
industrial operation) 

In addition to paying for the heat in 
accordance with the agreed heat price 
formula, the customer may also be 
responsible for operation of the secondary 
and/or tertiary network in accordance with the 
terms of the heat purchase agreement.  This 
may include maximum return temperature 
standards or responsibility for back-up or 
peak heat supply. 

4.2.2 Strategic case considerations 

The strategic benefits and opportunities for 
the party undertaking the customer role can 
include: 

• Peace of mind: customers of heat 
networks are generally assured a fully 
maintained, fully replaced source of heat 
for the lifetime of the project. 

• Reduced cost of heat: well-designed, 
efficient heat networks can be set up in a 
way to offer customers an overall savings 
on their current levelised cost of heat.  
Providing such a price commitment within 
the heat purchase agreement can 
overcome concerns about the 
monopolistic nature of heat networks. 

• Low carbon heat: Customers (such as 
universities and hospitals) with obligations 
to reduce their carbon intensity will place 
a value on the supply of low carbon heat.  
Similarly developers are required through 
Building Regulations and (in some areas) 
through planning policy to meet carbon 
emissions standards.  Heat networks may 
be able to offer heat at a lower carbon 
intensity than available alternatives 

Local authorities in particular often take on 

the role of customer because: 

• Contracting with a heat supplier enables 
performance risk to be transferred to the 
supplier.  

• The local authority often has significant 
anchor heat loads which can act as a 
catalyst for a network. 

• There is alignment with the local 
authority’s drivers such as reducing 
carbon emissions, energy security and 
reducing fuel poverty. 

The viability of any heat network is strongly 

dependant on its heat demand density; that 

is, the ratio of the amount of heat delivered 

(e.g. in MWh) to the total pipe length of the 

network (in metres). 

A large heat load can therefore be a catalyst 

to the installation of a heat network.  Council 

offices, housing estates or leisure centres can 

provide major connections that can be 

committed for the long term and so form ideal 

heat loads for a heat network.  Other public 

sector buildings may have similar 

characteristics. 

4.2.3 Economic case considerations 

As a customer the main considerations are 

typically financial – i.e. related to price – 

rather than economic.  However the other 

economic and social benefits which a heat 

network can deliver should influence the 

Local Authority’s willingness to connect as a 

customer.   

The other social and economic benefits may 

also provide a justification of a heat price 

which is higher than a market comparator. 

An experienced supplier (e.g. a private 

ESCo) may be achieve scale economies to 

supply heat at a lower lifecycle cost than the 

Local Authority could achieve on its own, 

particularly when taking account of risks.  

Opting to take the customer role (instead of 

supplier) may mean that potential income 

from operation as a public ESCo is foregone. 

 

Customer 
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Where renewable energy is part of the 

network energy supply, the supplier of the 

energy will receive any subsidies (e.g. 

Renewable Heat Incentive).  

4.2.4 Commercial case considerations 

The customer role may appear potentially 

risk-free, with all the responsibility for delivery 

normally residing with the Seller of Heat and 

the Operator.  However, the customer should 

in all cases be satisfied that its heat purchase 

agreement is fair and that the proposed Seller 

of Heat is capable of delivering on the 

contract.  In some cases a number of 

technical and financial risks may be retained 

by the customer.  These are discussed in turn 

below.  

Price protection 

As a heat network is effectively a local 

monopoly acting in an unregulated market, 

some customers require protection from 

potential abuse. 

The necessary protection should be included 

in standard contract terms. Even so, it may 

fall to the Regulator to enforce fair and 

reasonable terms for heat sale. 

Typically long term heat supply contracts 

mean that there is a financial risk associated 

with changes in the market and the price to 

operate the network which may be passed on 

to the Customer in their standing charge. 

Service standards and agreement terms 

The infrastructure costs and relative modest 

penetration of the heat network market in the 

UK means that long term heat sale contracts 

are required to make the business case for a 

heat network work.  

Care must be taken that the customer can 

continue to get reasonable terms for heat 

sale over the life of the contract, including: 

• Adequate price protection with suitable 

price review mechanism 

• Long term maintenance and replacement 

of the systems 

• KPI regime to ensure good performance is 

incentivised 

• Process in place for resolution of disputes 

or complaints  

• Contingency plans for system failure or 

supplier incapacity. See Supplier of Last 

Resort 

If these risks are not satisfactorily addressed 

in the supply agreement, it may be prudent 

not to become a customer. 

A long term heat supply can usually be 

novated to the new owner if the served 

premises are sold.  If the premises are 

refurbished, or left unoccupied for a period, 

heat demand may be reduced to the point 

where the connection is uneconomic.  

Supplier standing 

Where a customer has concerns about the 

ability of a potential supply to fulfil its 

obligations for the entire duration of the heat 

supply contract, the customer may wish to 

mitigate the risk or reduce its exposure to 

such an event.  This could include securing a 

parent company guarantee from the supplier, 

negotiating step-in rights to take over a 

supply contract or providing on-site back up 

plant (potentially in return for a reduced heat 

price). 

Performance risk 

Some elements of network performance risk 

may rest with the customer, particularly in 

relation to the interactions between primary 

and secondary systems (return temperatures 

and thermal losses).  Failure by the Customer 

to comply with these standards may result in 

penalties. 

Demand Risk 

An anchor customer may be required to take 

demand risk (i.e. be requested to take a 

minimum quantity of heat or pay for that 

unconsumed under the agreed minimum). 

This risk is heightened if energy efficiency 

measures are put in place, reducing the 

demand profile. 

Introduction of Metering to Existing 

Customers 

On existing unmetered systems, the 

introduction of metering may be required to 

comply with the Heat Network Metering and 

Billing Regulations 2014.  In such cases, 

Customers may be at risk of significant 

changes to their heat bills.  In the long run 

metering should improve system performance 

and overall efficiency.  Nevertheless in the 

short term the effect on customer perception 

could be adverse.  Care should be taken by 

existing operators to communicate with 

customers to ensure a smooth transition. 

Contracts 

The typical contract for a customer is a Heat 

Purchase Agreement, which sets out the 

terms and conditions of the network 

connection, the service level standards from 

the supplier and the basis of the heat tariff 

and other charges.   

There are several variants to a standard retail 

(residential customer) heat purchase 

agreement, including framework agreements, 

bulk purchase agreements and agreements 

with commercial business and housing 

association customers. 

 

Customer 

http://www.legislation.gov.uk/all?title=Heat Network Metering and Billing Regulations
http://www.legislation.gov.uk/all?title=Heat Network Metering and Billing Regulations
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4.2.5 Financial case considerations 

Tax 

The tax considerations of this role will depend 

on the nature of the customer, that is, 

whether they are individuals, corporates, a 

private entity or local authority. The 

corporation tax and VAT treatment of 

payments made by customers for the heat 

produced is discussed in the tax 

considerations section of the different 

governance structures (See Appendix F). 

Insurance 

Unlike a gas boiler, a connection to a heat 

network does not require the customer to 

take out insurance. 

4.2.6 Management case considerations 

There are generally few management 

responsibilities associated with the customer 

role, although there may be a contract 

management function for more complex heat 

supply agreements, such as those which 

incorporate carbon intensity or other price-

related performance indicators. 

Where the customer takes heat and on-

supplies that heat to others, they may enter 

into a bulk or wholesale heat supply 

agreement.  A local authority or landlord 

housing association may take supplies for a 

building’s common parts as well as take 

some responsibility for supplies or 

maintenance responsibility on behalf of social 

tenants. See the roles of  Sale of Heat and 

Landlordship for further detail.  

4.1.7 Critical Success Factors 

The main Critical Success Factors (CSFs) for 

the Customer are: 

• A heat price formula which provides 

price certainty and a pricing level 

commensurate with service performance 

standards and cost risk allocation.  

Customers may  greater exposure to price 

increases if these are balanced by higher 

service performance standards 

• Long-term reliability of the heat 

network and the Supplier / Operator.  

Customers who commit to a heat network 

are making a long-term commitment to the 

supply solution, which must be matched 

by a long-term commitment from the 

supplier. 

It is noted that these CSFs are effectively a 

mirror of the CSFs for the Sale of Heat role. 

 

 

 

 

 

Customer 

Will you be a 
Customer? 

Will you be the end 
consumer? 

HoT 15 Commercial 
Heat Supply 
Agreement 

Will you make on-
supplies to another 

party? 

HoT 12 Bulk Heat 
Supply Agreement 

Contract Decision Tree 2: Customer Role 
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ENGIE take the unique role of ‘heat 

shipper’ by buying heat from an Energy 

from Waste plant (EfW) which is located 

1.6km from the City Centre and ‘shipping’ 

it via a network of buried pipes to 

consumers. The contract is delivered by a 

subsidiary company (CDEC) which is 

owned by ENGIE Urban Energy (EUE), 

working in partnership with Coventry City 

Council. 

The low carbon network has been 

delivered through a capital investment of 

£3 million by ENGIE with a further £2.3 

million from the Government’s Homes and 

Communities Agency (HCA) for installation 

of the infrastructure. 

Heating and hot water is supplied to a 

range of Council Buildings and Coventry 

Cathedral.   

ENGIE has a number of backup heat 

generation options. In addition, to help 

meet varying demand for heat, the 

scheme also incorporates a large thermal 

storage vessel capable of holding 600,000 

litres of hot water. 

Coventry District Energy Company (CDEC) 

Local Authority is a heat customer 

Case Studies 

http://www.elephantandcastle-lendlease.com 

The Energy Masterplan and Energy Hub at 
Elephant and Castle 

Many developer-led heat networks which 

serve a single large development site do not 

have the Local Authority as a heat customer. 

The Elephant and Castle development, 

developed by Lendlease and operated by 

E.On as the ESCo, has mainly residential 

heat customers. 

Lendlease was able to offer sufficient long 

term heat demand, in the form of 

approximately 3,000 residential customers, to 

attract the ESCo to fund and deliver the heat 

network design, finance, construction and 

operation. 

Typically a residentially-led heat network 

scheme needs at least 500-750 new homes 

to be viable for private sector investment.  

This is mainly because of the high thermal 

efficiency of the new homes; retrofitting a 

heat network to existing inefficient buildings 

could work with significantly fewer homes. 

Elephant and Castle 

Local Authority is not a heat customer 

Customer 

http://www.elephantandcastle-lendlease.com/
http://www.elephantandcastle-lendlease.com/
http://www.elephantandcastle-lendlease.com/
http://www.elephantandcastle-lendlease.com/
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4.3 Role Profile: Governance 

 

4.3.1 Description of role 

The Governance role includes setting 

objectives, prescribing policies and rules 

of conduct and overseeing performance.   

The governance role has many similarities to 

the Promoter role, and might be described as 

the direct successor to the Promoter.  The 

key difference is that the Promoter is 

concerned with a future network or network 

extension, while the Governance role is 

concerned with an existing operational 

network. 

These objectives, rules and policies will need 

to be prescribed by the contract(s) under 

which the network is operated.  They may be 

promoted through wider stakeholder 

engagement in project direction.   

Ideally, the Governing Body should ultimately 

be accountable to a wider set of 

stakeholders. 

Parties typically taking on the Governance 

role include: 

• Local authority  

• A private ESCo (usually in the form of an 

appointed board or committee within the 

corporate structure of an arms length 

commercial energy services company. 

• A land owner or estate management 

company 

Circumstances often dictate which party 

takes on the Governance role; the party 

would almost always have a major interest in 

the network, such as being the major 

customer or the scheme operator. The party 

undertaking the governance role can exert 

considerable influence on the scheme and 

will be involved at key decision points. 

Governance is an ongoing role that is 

required throughout the lifecycle of a heat 

network project. 

Often the governing body is specifically set 

up to oversee the operation of the heat 

network with representatives from key 

stakeholders, including but not limited to, the 

operator and the customers. 

The role of governance should include: 

• Assigning roles and responsibilities to 

parties.  This function is initially 

undertaken by the Promoter, but once the 

heat network is set up it falls to the 

governing body to maintain and develop 

the heat network as conditions change 

and contracts come up for renewal.  This 

would include, for example, the 

appointment of an operator when an 

existing operator’s contract expires. 

• Setting overall direction and objectives 

(for the elements of the network within the 

remit of the governing body).  This might 

include objectives for network growth or 

the strategy for decarbonising the heat 

supply. 

• Overseeing commercial behaviour of 

participating parties.  This may take the 

form of agreeing to proposed tariff 

changes for example. 

• Monitoring overall performance of the 

network, escalating and facilitating 

resolution of issues with relevant parties 

to rectify poor performance.  This could 

include the receipt and review of network 

performance monitoring reports. 

• Taking high level commercial 

decisions, such as the procurement of 

alternative operators and agreeing 

maintenance schedules. 

Typically governance should be undertaken 

by a body convened on a regular basis to 

bring together key parties and roles. 

4.3.2 Strategic case considerations 

The strategic benefits and opportunities for 
the party undertaking the governance role 
can include: 

• Inclusion at major decision making points 

to exert significant influence in the 

scheme into the future 

Local authorities in particular often take on 

the governance role because: 

• The circumstances dictate that the role 

falls to the local authority, e.g. the scheme 

is funded and procured by the local 

authority 

• The council wants to ensure its drivers 

and planning objectives are considered 

and embedded into network at highest 

level 

• The presence of the local authority gives 

confidence to investors, contractors and 

customers. 

• The local authority can focus on aligning 

the network’s development with its local 

drivers such as serving vulnerable 

customers. 

Where its only other long term role on a 

scheme is a heat customer, a local authority 

may want to ensure it has a role in the 

ongoing governance of the scheme. For 

example it provides a way for the local 

authority to ensure the heat network 

continues to serve the public interest. 

Given that heat networks are an unregulated 

monopoly, any residential customer could be 

deemed as vulnerable; however, social 

tenants or those in fuel poverty are 

particularly at risk. 

If it is likely that the local authority will be the 

supplier of last resort, it will have an interest 

in ensuring adequate governance of the 

scheme such that it only has to take on this 

role where it is the best remaining option. 

Governance 
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4.3.3 Commercial case considerations 

Regulatory risk  

Changes to legal/regulatory framework can 

impact governance decisions and governing 

body’s ability make decisions. 

Performance risk 

Taking on risk associated with ultimately 

ensuring supply to customer at an agreed 

performance / service / tariff standard. 

Although the action to rectify performance will 

rest with the Operator role, ultimately 

responsibility will normally rest with the 

governance body which oversees the 

operation (such as the contractor’s Board of 

Directors, the Employer on a DBOM contract 

or a JV Board).   

The competence of the Governance body in 

enforcing good performance and in directing 

remedial action will affect the long term 

performance of the system.  In this way 

success or failure of a heat network is linked 

to the quality of governance. 

Operational risk 

The governing body may also have the role of 

securing the Supplier of Last resort, which 

may or may not be the governing entity (see 

Section 4.13). 

 

Contracts 

Good governance will start with the 

overseeing of contractual arrangements that 

are fair and unbiased.  Where a local 

authority steps into the role of governance 

late in a project, it may have insufficient 

leverage to affect change and as such be 

putting itself at risk. 

The main contracts involved in defining the 

governance role and the rights and 

responsibilities of each party include a joint 

venture agreement, shareholders’ agreement, 

estate service charge deed or bespoke 

governance agreement   

However, before selecting the relevant 

contractual approach for establishing 

governance arrangements, it is important first 

to understand the context in which the 

governance function is being set.   

On a local authority led scheme, where all or 

most elements of a DH scheme are being 

procured by the authority, a governance body 

 

 

 

 

 

 

might be constituted within the authority 

and/or a special purpose vehicle it sets up to 

deliver heat. Here, governance issues may 

be addressed in the vehicle’s constitution and 

in decision-making discretions and 

accountability, with no need for contracts.   

Where the vehicle is jointly owned, 

governance may also be addressed in a joint 

venture agreement and/or shareholders’ 

agreement.  

Where governance sits with an estate 

management company, it gains its rights and 

obligations from the estate service charge 

deed. Some schemes have a bespoke 

governance agreement forming an 

unincorporated governance body. 

 

 

 

 

 

 

 

 

 

 

4.3.4 Management case considerations 

Local authorities acting in a governance role 

will be expected to resolve problems that 

emerge, which may entail significant 

resources and costs. 

4.1.5 Critical Success Factors 

The main CSF for the Governance role is: 

• A clear and effective organisational 

structure which is adequately resourced, 

has the necessary powers of direction and 

is representative of the parties and key 

interests on which the success of the 

network depends.   

 

Governance 

Are you taking on 
scheme governance? 

Ensure the governance body is formally 
constituted with defined composition, roles and 

responsibilities 

Ensure there are clear and effective 
management and decision-making discretions 

and accountability 

HoT 03 Shareholders' Agreement 

Other forms of “governance agreement” or 
terms of reference may be applied 

Contract Decision Tree 3: Governance Role 

Delivery through a Joint 
Venture 

Delivery through a single 
body 



Heat Network Detailed Project Development Resource: Guidance on Strategic and Commercial Case 

40 Issue 1.0 | 22 July 2016 

The Greenwich Peninsula development 

includes what will be the biggest DH 

scheme in the UK, with more than 10,000 

new homes connected to a single scheme.  

The land is owned both privately and by the 

Greater London Authority (GLA).  It was a 

requirement of the co-development 

agreement and of planning that the 

development should construct a major, new 

heat network scheme, with the potential for 

off-site expansion.  Negotiations with 

potential energy partners continued through 

changes of ownership of the developer 

special purpose vehicle and boom and bust 

in the property market. Eventually, Knight 

Dragon bought the development, set an 

aggressive development programme and 

took delivery of heat into its own hands. As 

a consequence rapid progress was made.  

To address potential consumer, investor 

and funder concerns, a governance board 

was established with pseudo regulatory 

rights under a novel governance agreement 

and delivery structure. This gave the Royal 

Borough of Greenwich, the GLA, building 

management companies on the Peninsula 

and the developer a voice over monitoring 

and enforcing scheme-wide performance 

and pricing control. It also created a 

mechanism to enable the supplier of last 

resort role to be met by the estate 

management company. 

Greenwich Peninsula 

Local Authority in a Governance role 

Case Studies 

Cranbrook Housing development and Energy 
Centre 

https://www.eonenergy.com/for-your-
business/community-energy/Community-
energy-casestudies/cranbrook 

 

Cranbrook is a new community which is 
growing over time to encompass 3,500 new 
homes.  E.ON’s heat network serves both the 
housing development and the nearby 
Skypark business development (which is 
where the energy centre is located). 

East Devon District Council was involved at 
the planning stage – recognising district 
heating as a way to improve the energy 
efficiency of its new-build housing stock and 
bringing together a number of individual 
property developers and business partners 
as well as E.ON.  

E.ON is responsible for the governance role 
in operating and maintaining its energy 
centre and heat network as well as customer 
service and billing. In recent years it has 
developed its own guaranteed standards for 
Heat customers and was a founder member 
of the HeatTrust customer protection 
scheme. The local authority has no ongoing 
governance or regulatory function but 
remains a key partner to the development 
consortium which receives regular scheme 
reports and reviews all pricing, technology or 
planning issues. 

 

Cranbrook, Devon 

Local Authority not in a Governance role 

Governance 

https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
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4.4 Role Profile: Regulation 

 

4.4.1 Description of role 

The Regulation role is focussed on 

consumer protection and to prevent abuse 

of the monopoly position in which that 

heat networks operate.  

The regulatory function is best exercised by 

an entity that is independent of the promoter 

or owner of a heat network, and of Landlords.  

As heat networks are currently not subject to 

statutory regulation, the Regulation role has 

to be established afresh for each heat 

network through the contract structure.  

Reference can also be made to an 

independent body such as the Heat Trust 

(where applicable) to enhance consumer 

confidence and to provide an independent 

forum for the resolution of disputes. 

The viability of heat networks often depends 

on tying Customers and Landlords into long 

term contracts. If well-designed, these 

contracts should protect the interests of the 

consumers of heat, but if the contracts are 

poorly drafted or do not anticipate a material 

change affecting the supply of heat, then the 

Regulation role can assume great 

importance.   

Also, where one party, for example a Local 

Authority, undertakes the majority of the other 

roles, stakeholders may need a recourse if 

that party is considered to be part of the 

problem. It is then in the interest of all 

stakeholders that an independent party is 

available to resolve matters. 

Nevertheless, regular involvement of 

stakeholders should be undertaken through 

engagement with the party undertaking the 

Governance role;  Regulation should be seen 

as a role of last resort. 

Parties typically taking on the Regulation 

role include: 

• The Heat Trust 

• The Owner of a long-term ESCo 

concession contract (for example, the 

Olympic Park Legacy Corporation) 

• A Local Authority  

• A land owner or estate management 

company (which may also be the Owner 

as described above) 

The role of regulation should include:  

• Monitoring performance standards.  

Such standards would refer to industry 

good practice, and any other standards 

defined in the contracts for a particular 

network Examples include Heat Networks 

(Metering and Billing) Regulations or 

CHPQA scheme.  It is not anticipated that 

the party undertaking regulation will 

enforce contract terms which can be 

controlled through the contract and the 

Governing body. 

• Dispute adjudication.  Where disputes 

between parties cannot be resolved a 

Regulator may be called to provide a last 

line of adjudication prior to legal action. 

• Enforcing fair pricing. A good contract 

should stipulate how price is adjusted and 

should set a review mechanism . The 

party undertaking regulation may be 

called upon when this breaks down 

because of swings in energy prices or 

changes to legislation or technology. 

• Reviewing heat price comparator 

formula.  A Regulator may also be called 

upon in cases where a change is required 

to the comparator formula or counter-

factual scenario for the purpose of heat 

pricing. In the UK, this is currently 

accepted as being individual gas boilers, 

but this may change over the duration of 

the heat supply agreements. 

Regulation should be undertaken by a party 

who has no other interest in the scheme.  The 

Heat Trust is set up to undertake the role of 

independent regulator for certain types of 

scheme. The Local Government Ombudsman 

and the Housing Ombudsman are other 

options for local authority tenants and local 

authority led schemes. 

Schemes without an independent 

regulator 

It is recognised that in practice many existing 

schemes, particularly local authority run 

schemes, do not have a formal independent 

regulator.  In such cases it is recommended 

that the local authority reviews its 

arrangements and considers how at least a 

degree of organisational independence for a 

regulatory role can be provided.   

Even when embedded within the local 

authority organisation, such a body can 

provide all parties with greater confidence 

that independent oversight and recourse for 

aggrieved customers is provided.  

4.4.2 Strategic case considerations 

The strategic benefits and opportunities for 

the party undertaking the Regulation role can 

include: 

• Provides customers with peace of mind 

• Provides stakeholders with a body that 

can help resolve conflict 

• Ultimately holds all parties to account. 

 

 

Regulation 

http://www.heattrust.org/index.php
https://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0ahUKEwi1woyPqNnLAhXJbBoKHdCnC2cQFggyMAA&url=https://www.gov.uk/guidance/heat-networks&usg=AFQjCNEbQnZqIG1xRnhhTpBTKBoBziRrLw&sig2=Tlljfl-zEtwGIXAcl_t8zw
https://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0ahUKEwi1woyPqNnLAhXJbBoKHdCnC2cQFggyMAA&url=https://www.gov.uk/guidance/heat-networks&usg=AFQjCNEbQnZqIG1xRnhhTpBTKBoBziRrLw&sig2=Tlljfl-zEtwGIXAcl_t8zw
https://www.gov.uk/guidance/combined-heat-power-quality-assurance-programme
http://www.heattrust.org/
http://www.lgo.org.uk/
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Local authorities may take on the role of 

Regulator because: 

• Where a scheme is not operated by the 

Local Authority, it can act as an 

independent body with a local interest in 

the network. 

• Presence of Local Authority may give 

confidence to investors, contractors and 

customers. 

• Local Authority priority customers e.g. the 

vulnerable or fuel poor, are represented. 

4.4.3 Economic case considerations 

The willingness of parties to commit to 

connect to a heat network may be dependant 

on the presence of an effective, trustworthy 

regulatory arrangement.  The Regulator role 

may therefore be regarded as essential to the 

economic performance of the scheme. 

4.4.4 Commercial case considerations 

Arrangements and Contracts 

A local authority might take on a pseudo-

regulatory role in a number of ways, 

depending upon its involvement in other 

roles.  

In the absence of legislation, the regulatory 

role can only be performed through 

contractual rights.  So, if a local authority is 

using planning to promote a scheme, it might 

impose conditions in a s.106 agreement.  

If funding a scheme, the Local Authority may 

impose additional controls in funding 

conditions.  

If it is taking equity (or has set up its own 

SPV), it will have voting rights and other 

controls over the delivery vehicle. If it owns 

relevant land it can impose conditions in a 

lease or development agreement or terms 

of a concession agreement.  

Alternatively, an independent role may lie 

with the Local Government Ombudsman or 

the Housing Ombudsman or could be given 

to the Heat Trust (by joining the scheme), 

depending on the nature of the heat network. 

 

 

 

 

 

 

 

 

 

 

 

Cost Risk 

Ultimately, the party undertaking the role of 

regulation may be called upon to resolve a 

dispute related to risks, including design, 

construction, operational, demand/market, 

performance, financial and regulatory risk, 

and as such is subject to all these risks, but 

only indirectly. 

 

 

 

 

Regulation 

How will responsibilities 
be established for 

network regulation? 

Through planning 

Planning 
conditions  

Section106 
Agreement 

Through other 
contractual and 
voting rights? 

Governance agreement 

Funding conditions 

(see Funding role) 

Equity controls  

(see Funding role) 

Ownership controls 

(see Land Ownership 
and Asset Ownership) 

Through an 
Independent body 

Heat Trust 

Participant / scheme 
application 

Scheme rules 

Scheme byelaws 

Local Government 
or Housing 

Ombudsman 

Contract Decision Tree 4: Regulation Role 
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Regulatory risk 

Counter-intuitively, the regulation role should 

not need to be called into action where a 

question of regulation arises.  In such a case 

the Governance role and relevant contracts 

should be sufficient to determine a particular 

disagreement.  However, the party 

undertaking the regulation role may be 

required to help determine a dispute related 

to regulation change. 

Conflict of Interest 

If the Local Authority is already undertaking a 

significant number of the identified roles for a 

heat network – particularly promotion, 

governance, financing and sale of heat – 

there is a risk of conflict of interest in relation 

to the regulatory role, i.e. the local authority 

would be regulating itself. 

Whilst in such circumstances the backstop of 

the Local Government Ombudsman or 

Housing Ombudsman can and does fulfil a 

regulatory function, best practice would be to 

appoint or establish an independent heat 

network regulator which is capable of 

understanding the specific issues associated 

with heat network contracts and service 

standards. 

 

 

4.4.6 Management case considerations 

Skills and Resources 

The role of regulation requires an 

understanding of heat network systems, as 

well as specific knowledge of the governance 

of the particular network for which regulation 

is being undertaken. 

It is possible for a Local Authority to buy in 

such skills, but it may be simpler to outsource 

the role to a third party, such as the Heat 

Trust. 

Unlike the Heat Trust, which has a formal 

payment arrangement for the regulator 

service, the local authority may find it difficult 

to recover from other stakeholders the costs it 

incurs in carrying out the role of regulation. 

4.4.7 Critical Success Factors 

The main CSFs for the Regulation role are: 

• Independence from the main heat 

network scheme actors to ensure the 

regulator is able to act without undue 

influence from parties concerned with 

decisions by the regulator.  

• Adequate resources and an effective 

means of enforcing regulatory 

decisions.   

 

 

Regulation 

The Heat Trust 

What is Heat Trust and what does Heat Trust do? 

Heat Trust is a new customer protection scheme for residential and 

micro-business customers. 

Heat Trust has developed rules that set a common standard in the 

quality and level of customer service expected from heat energy 

suppliers. It also provides an independent process for settling 

complaints between customers and their heat supplier. 

The standards of service have been designed to be comparable to 

those required by electricity and gas suppliers. Areas covered by Heat 

Trust include: support for vulnerable heat customers and customers 

that need extra support; procedures for reporting and responding to a 

fault or emergency; metering and billing, debt management and 

complaint handling. 

How does Heat Trust work? 

Heat energy suppliers need to apply to Heat Trust in order to register 

the district heating networks that they manage. 

Heat energy suppliers that become members of 

Heat Trust make a commitment to follow and 

abide by the rules and requirements set by Heat 

Trust. They will be monitored by Heat Trust to 

ensure they are meeting the Scheme’s standards. 

Once a heat network has been successfully 

registered with Heat Trust, customers on that 

network will benefit from the Scheme’s standards. 

See the Heat Trust website for further information. 

 

http://www.heattrust.org/
http://www.heattrust.org/
http://www.heattrust.org/
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Heat is delivered across the Queen 

Elizabeth II Olympic Park and the adjacent 

Stratford City development through a 

concession contract between ENGIE 

(formerly Cofely), the London Legacy 

Development Corporation (LLDC), acting 

as the Local Authority, and Stratford City 

Development Ltd (SCDL). 

LLDC acts as Regulator for the 

concession contract.  It revised prices and 

standards of performance for the 

conversion of the Olympic Park to Legacy 

mode although the ability of relevant 

stakeholders to trigger enforcement is 

limited.  

 

Olympic Park District Energy Scheme 

Local Authority is in Regulation role 

Case Studies 

Architects impression of the redevelopment at 
Blackwall Reach, London 

www.blackwallreach.co.uk 

 

Swan New Homes is a Registered Provider 

and project developer of a housing 

development at Blackwall Reach in east 

London.  The London Borough of Tower 

Hamlets is partial land owner and so may 

become the supplier of last resort of the heat 

network connecting in the event the Swan 

New Homes or its ESCo contractor 

(operating under a concession agreement) is 

unable to undertake its duties. 

The scheme has been registered with the 

Heat Trust, which will act as regulator for the 

scheme.  

Because the local authority is a land owner, 

and significant stakeholder in a scheme with 

a high proportion of social housing, it is 

foreseeable that it may be involved in the 

governance of the scheme, thereby 

highlighting a need for external regulation. 

Blackwall Reach 

Local Authority not in a Regulation role 

Regulation 

http://www.blackwallreach.co.uk/
http://www.heattrust.org/
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4.5 Role Profile: Funding 

 

4.5.1 Description of role 

The Funder arranges finance and enters 
into agreements with the funding 
recipient.  This role often ceases once 
finance has been repaid. 

In this sense the funder can be a party with 

funds itself or a party with access to funds 

from one or more third parties.  As with many 

of the roles, the role of funder can be taken 

by a wide variety of parties, including: 

• The local authority 

• A private sector company which owns and 

operates the scheme (i.e. an ESCo) 

• A developer of property 

• A bank or fund manager providing finance 

either directly or through one of the above 

• European development funds 

The funder’s responsibilities include:  

• Providing funding or arranging sources of 

finance, if satisfied that the scheme 

represents an acceptable risk 

• Signing funding agreements, depending 

on the type of funds being provided (e.g. 

debt or equity) 

• Obtaining appropriate security from the 

beneficiaries of funding. 

It is normal practice for funders to undertake 

a due diligence exercise on the proposed 

project prior to committing funds to the 

project.  This exercise will include scrutiny of 

plans, designs, financial models, and other 

information about the scheme.  A business 

case which fully meets the guidance for the 

Five Cases Model and makes use of the 

DBEIS Heat Network Template Business 

Case document is likely to contain or draw 

from all the information which would be 

required by a funder’s due diligence exercise. 

All means which are generally available for 

funding infrastructure or other capital projects 

could be applicable to heat network funding, 

including: 

• Debt 

• Equity 

• Bonds and debentures 

• Capital contributions 

• Grants 

Schemes may often be funded through more 

than one type of funding and by more than 

one funder. 

Typical arrangements could include: 

• Local authority using capital budgets or 

prudential borrowing (i.e. a loan from the 

Public Works Loan Board, or PWLB) to 

cover the full capital cost of the scheme; 

• Local authority making a capital 

contribution to a scheme out of its 

Community Infrastructure Levy fund; 

• A private ESCo securing project financing 

from a bank or its corporate balance 

sheet; 

• A public or private sector promoter 

securing capital contributions from 

developers through a heat connection 

agreement; 

• A local authority securing multiple sources 

of funding and finance from a low carbon 

infrastructure fund (debt), a private ESCo 

(equity) and from developers (capital 

payment). 

Further information on funding and financing 

can be found in the separate Guidance on 

Economic and Financial Case for Heat 

Network Detailed Project Development 

Resource. 

4.5.2 Strategic case considerations 

As long-lived infrastructure systems, heat 

networks offer funders the opportunity for  

stable, long term income and returns on 

investment.  The potential returns, and the 

potential risks, are likely to be higher for the 

initial scheme funder.  Conversely, returns 

and risks for an investor in an existing well-

run scheme are likely to be lower.   

A local authority proposing to take on a 

funder role should carefully consider: 

• Alignment of the scheme with the 

council’s drivers (see Chapter 3, Drivers) 

• Availability of funding and likely cost of 

finance 

• Project risks and how these can be 

transferred, mitigated or managed. 

4.5.3 Economic case considerations 

Each funder will set thresholds for risk and 

investment return (hurdle rates) which a 

project must meet in order to secure funding.  

The expected return from the project should 

therefore be consistent with the funding route.   

Where projects are below commercial 

investment thresholds but demonstrate a 

positive economic case, it is likely that the 

local authority or another public body will 

need to fund the scheme (in part or in whole). 

4.5.4 Commercial case considerations 

Forms of funding agreements 

Funding may be delivered into a heat network 

in a number of ways. A local authority might 

provide loans to its special purpose vehicle or 

might capitalise the vehicle through equity 

injection. A Private sector funder will have the 

same opportunities. Alternatively, grants may 

be made.  

Each means of providing funding will typically 

be framed in a set of agreement(s) setting out 

conditions on use of funds, reporting, 

repayment (where applicable), enforcement 

and security.  

Funding 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/469317/green_book_guidance_public_sector_business_cases_2015_update.pdf
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
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A key distinction between funding coming 

from local authorities (or other public bodies) 

from funding coming from commercial 

funders/investors is that care must be taken 

to understand and manage the state aid 

implications (see separate DBEIS Heat 

Network Detailed Project Development 

Resource).  

The Provision of Security 

Funders will want to be assured that loans 

will be repaid, that equity is used 

appropriately and produces dividends and 

that, in all cases (including grants), funds are 

deployed for their intended purpose.   

To protect that objective, funders will often 

look to take security (in the form of charges, 

direct agreements, assignments, etc..). 

Security may be required by others funding 

other parts of the heat network delivery chain.  

So, for example, a contractor may be 

required to provide a letter of credit or 

performance bond, which would be required 

by a commercial funder (but not a local 

authority). Or someone contracting with a 

local authority SPV may be concerned about 

the SPV’s ability to pay and, so, may demand 

a parent company guarantee (PCG) from the 

local authority.   

Security instruments can take a variety of 

forms, including: 

• security charges (over shares of other 

assets) 

• direct agreements (with contractors, etc..) 

• assignment of assets (of key contract 

rights) 

• debt subordination (where there are layers 

of debt) 

• letters of credit (to stand behind payment 

obligations owed to the funded vehicle) 

• performance bonds (to stand behind 

performance obligations owed to the 

funded vehicle) 

• Parent Company guarantee (PCG) 

obligations owed to the funded vehicle, to 

stand behind the payment and sometimes 

performance 

The exact form of security taken will depend 

on the funders and the type of finance being 

provided. 

 

Funding 

How is funding 
provided? 

Debt (including 
Commercial Loans and 

PWLB) 

Loan agreement 

Shareholder loan 
agreement 

Equity 

Company Articles 

HoT 03 Shareholders' 
Agreement 

(more than 1 shareholder) 

Other: e.g. Bonds or 
debentures 

Grant 

Grant funding agreement What forms of security 
are required? 

See Contract Decision 

‘Tree 5b (overleaf ) 

Contract Decision Tree 5a: Funding Role 

https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
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Funding 

How is funding 
provided? 

Debt 

Equity 

Grant 

What forms of 
security are 
required? 

Do you have to provide 
security to a funder? 

Are you the funder that 
requires security? 

Charges 

Direct agreements 

Assignments 

Other measures 

Reliance letters & 
opinions 

Subordination 
Subordination of debt 

Subordination of claims 

Designation of bank 
accounts 

Named or co-insured 

See Contract Decision 

‘Tree 5a (previous 

page) 

Letter of credit 

Performance bond 

Parent company 
guarantee 

Non-financial guarantee 

(e.g. demand guarantee) 

Contract Decision Tree 5b: Funding Role 
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Demand / market risk 

Heat network schemes need an assured heat 

demand to justify the initial investment. The 

risk can be mitigated through a demand 

guarantee or equivalent conditions in a long 

term contract with an anchor customer. 

Financial risk 

Local authorities which obtain funding for a 

project normally have a good credit rating, but 

a wholly- or jointly-owned SPV created for the 

purpose of delivering the project will have no 

credit history and therefore a lender may not 

be willing to provide funding without some 

form of security, such as a Parent Company 

Guarantee (PCG). 

Regulatory risk 

Local authority funding of heat network 

schemes is subject to State Aid rules if 

customers are in the private sector and if 

funding is not provided on a commercial basis 

– see separate Guidance on Powers, Public 

Procurement and State Aid for Heat Network 

Detailed Project Development Resource for 

further explanation. 

Heat network schemes can be low return 

investments and have a number of risks 

associated with their development, 

particularly demand risk.  The private sector 

therefore price this risk, which can make 

schemes unviable. Further guidance can be 

found in the separate Guidance on Economic 

and Financial Case for Heat Network Detailed 

Project Development Resource . 

Given a local authority often provides the 

demands and has access to cheaper finance 

than the private sector, Local Authority 

finance can mean a scheme unviable for the 

private sector may be viable if led from the 

public sector. 

4.5.5 Financial case considerations 

The Local Authority may be incentivised to 

provide funding for a number of reasons: 

• Strategic aim: heat network development 

may be a strategic policy aim or could be 

enshrined in planning policy and only 

public finance would make it viable. 

• The returns are deemed attractive to 

the Local Authority, and investment is 

made on the basis of achieving a return 

on investment. 

• The scheme connects public sector 

customers only and therefore the Local 

Authority is expected to finance the 

project.  For example, where the Local 

Authority is retrofitting existing buildings it 

owns and or operates, the counter-factual 

to funding a heat network may be more 

expensive. 

It is possible for a local authority to make 

returns on a heat network if it is willing to 

invest. 

Where existing dwellings are being 

connected it is often difficult to demonstrate a 

significant return for the project alone.  

However, when compared against a 

counterfactual of significant refurbishment, 

the project may produce a financial return for 

the Public Sector. 

In some projects there may be multiple 

funders, in which case the security and return 

requirements of each would need to be 

reflected in the financial model which 

underpins the business case.  

The tax considerations for Funders on the 

provision of funding are well established, 

whether it is provided by a private entity or 

local authority. These are not considered to 

be different from the general tax 

considerations for such roles and are unlikely 

to be peculiar to heat networks. The key tax 

consideration is the treatment of the funds 

and the associated costs by the recipient of 

the funding, for example the deductibility of 

interest expenditure and treatment of grant 

income received.  

4.5.6 Management case considerations 

A business case should ensure that there are 

arrangements in place to manage delivery 

and operation of the scheme in a way which 

will enable delivery of the returns anticipated 

in the financial and economic cases.   

Where funding is identified in the business 

case but not fully secured, appropriate time 

allowances should be identified to secure the 

necessary formal agreements.  Also the 

project development programme should 

reflect the need to avoid expenditure at risk 

(i.e. before full project funding is secured) as 

far as possible.  

4.1.7 Critical Success Factors 

The main CSFs for the Funder are: 

• Acceptable security provisions to 

ensure the ability of funded parties to 

repay the funding provided, or to deliver 

the works and services to be provided in 

exchange for the funding. 

• An expected rate of return and payback 

period, taking account of risks, which 

meet the organisation’s financial 

performance (i.e. hurdle rate) 

requirements. 

 

Funding 

https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
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‘energetik’ is a local energy company set 

up and wholly owned by Enfield Council, 

to provide better value energy that is 

reliable and environmentally friendly.  

energetik is on track to build a city-scale 

heat network to supply heat to over 12,000 

homes and businesses in North London 

via a network of highly insulated 

underground pipes. 

The Council’s main investment decision in 

the heat network at the £3.5 billion 

Meridian Water development is scheduled 

for September 2016.  

£12 million low cost funding has already 

been secured, making Enfield Council the 

first  UK authority to obtain back to back 

investment from both the European 

Investment Bank and European Regional 

Development Fund.  

The Council plans to on-lend the funds to 

‘energetik’, charging additional interest to 

make the funding terms more commercial.  

Lee Valley Heat Network (energetik) 

Local Authority in a Funding role 

The Nine Elms Battersea area is included as one of 

the 38 opportunity areas in the London Plan. It is 

therefore one of many being redeveloped. 

The extensive redevelopment is being steered by the 

Nine Elms Vauxhall Partnership, which rather than 

following a development corporation model, is an 

informal partnership.  

All new developments have planning requirements to 
install Combined Heat and Power within major sites, 
and to connect to a district heating network, or to 
provide a point of connection at their boundary.  

This is an example of where an opportunity area has 

transferred responsibility for the funding to an ESCo 

and the various developers.  The developers will pay 

the ESCo connection charges which will partially fund 

the network, while future revenues by the ESCo will 

fund the remainder. 

This was achieved through facilitating a collaborative 

joint procurement exercise. 

At the time of writing, detailed commercial terms are 

being agreed with each developer and the ESCo, prior 

to the construction of the first phase. 

Nine Elms Vauxhall Partnership 

Local Authority not in a funding role 

Funding 

 

Case Studies 
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4.6 Role Profile: Asset 

Ownership 

 

4.6.1 Description of role 

The Asset Owner owns the physical 

assets of the network. Ownership could 

be split between different classes of 

assets. 

Different parts of the heat network may have 

different owners and operators.  The main 

groups of assets are: 

• Energy centre 

• Generation assets 

• Primary (transmission) assets 

• Secondary (distribution) assets 

• Metering and billing equipment 

Tertiary networks within premises or 

residences are not considered to be assets of 

the heat network.  Ownership of the HIU can 

vary from case to case. 

This is a long term function and survives 

completion of installation and repayment of 

finance. 

Parties typically taking on the Asset 

Ownership role include: 

• Local authority  

• A private ESCo 

• A land owner or estate management 

company 

The role of asset ownership should include:  

• Securing an income stream to match its 

responsibilities associated with ownership 

of its assets 

• Insuring, maintaining and replacing 

and enhancing its assets 

• Contracting with installers, maintainers, 

and service companies (where the Asset 

Owner does not undertake such activities 

itself)  

Ownership of assets may be linked to funding 

of the asset installation, but this is not always 

the case.  A property developer could be 

classed as a funder of a heat network given 

the payment of a connection charge, however 

this may not entitle them to any ownership 

rights. 

Assets may be transferred between parties at 

different stages in the project lifecycle. For 

instance, a typical arrangement under a 

concession contract is for the operator to 

finance, build and own the network assets for 

the concession period, after which they revert 

to the party who procured the concession 

contract (often the landowner). 

 

 

4.6.2 Strategic case considerations 

The strategic benefits and opportunities for 

the party undertaking the asset ownership 

role can include: 

• Obtaining through the ownership role a 

considerable degree of control over the 

network  

• Long term, secure income stream 

associated with the operation of a parties 

assets 

Local authorities in particular often take on 

the role of asset owner because: 

• The opportunity it presents for revenue 

generation 

• The heat network is a part of a larger 

development, such as a housing estate 

• The presence of a Local Authority in the 

role of asset ownership can act as an 

enabler to a heat network project, for 

example connecting two private 

developments that otherwise would not 

connect. 

4.6.3 Economic case considerations 

Sizing and selection of assets should reflect 

the identified heat network drivers, such as 

choosing low carbon generation plant or 

sizing an energy centre to accommodate 

future expansion of the network.  The 

feasibility stage of a project should consider 

options against these drivers. 

4.6.4 Commercial case considerations 

Asset Risks 

Asset ownership will have associated 

contractual risks, arising from the use of the 

asset for its particular purpose. For example, 

if the Local Authority owns pipework, it will 

need to let a Use of System Agreement in 

respect of that pipework to the operator or 

heat supplier. Such a contract will contain 

various obligations relating to e.g. 

maintenance or insurance. Failure to comply 

with obligations could result in damages 

claims. Where a Local Authority owns 

generation plant, it will likely procure 

operation and maintenance of such a plant 

from an appropriately skilled contractor, 

however they will retain obligations such as 

granting access. Failure to do so could again 

result in claims. 

Asset Ownership 
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Contracts 

When a Client or Employer commissions the 

installation of heat network assets, contracts 

will typically contain an express or implied 

term that legal ownership of those assets 

passes to the client/employer when delivered 

to site, installed or paid for.   

In the context of a sale, assets may be 

transferred under a normal asset transfer 

agreement. Rights to use assets may be 

granted under an express or implied licence 

to use those assets in another agreement. 

Occasionally, a right to use assets might be 

granted under a specific asset lease.   

Asset ownership can also transfer in the 

context of a connection and adoption 

agreement, where already built assets are 

adopted by a heat supplier (see Supply / 

Connection Agreements) 

4.6.5 Financial case considerations 

It is important that the Local Authority 

identifies and assures its long term income, 

including any operational and asset 

replacement costs, prior to taking on the role 

of asset owner. 

This may not be possible where the Local 

Authority is taking on asset ownership as part 

of being called upon as Supplier of Last 

Resort. 

It should be kept in mind that an asset is 

worth the income stream it can generate and 

the return it can make after all costs are 

considered, not what it costs to purchase or 

construct. 

It is very possible that the ownership of an 

asset costs more, including financing and 

insurance costs, than the present value of the 

income stream that can be secured from it. 

Tax 

An asset owner can secure an income stream 

from the use of its assets, and as such will 

have to pay relevant tax and insurances on 

the assets. 

Asset ownership influences the extent to 

which deductions may be available for 

expenditure incurred on the procurement, 

creation and maintenance of the assets from 

a direct tax perspective. Similarly, VAT 

incurred on such expenditure may only be 

recovered to the extent these assets are 

utilised to generate taxable supplies.  

 

 

 

 

 

 

As with other types of infrastructure, the 

capital allowances available on heat network 

assets can be used to reduce the liability for 

corporation tax. 

Renewable energy generation plant often 

attracts enhanced capital allowances (ECAs), 

but the local authority may be less well 

placed to take advantage than a private 

company. Further information on ECAs can 

be found in Appendix F.  

Insurance 

The Local Authority will also need to ensure 

that, where required, they have suitable 

insurances in place in respect of damage or 

destruction of the assets.  

 

 

 

 

 

 

 

 

 

 

 

4.6.6 Management case considerations 

Arrangements for Asset management should 

be identified as part of the Business Case, 

with confirmation of resources and 

capabilities within the organisation or for 

appropriate contracting arrangements. 

4.6.7 Critical Success Factors 

The main CSFs for the Asset Owner are: 

• Access to funding streams which will 

cover the cost of owning, maintaining and 

replacing the assets and provide a return 

on investment which meets the 

organisation’s financial performance (i.e. 

hurdle rate) requirements. 

 

 

Asset Ownership 

Is there a transfer of Asset 
ownership or of an interest or rights? 

(generation and/or network) 

Asset transfer upon termination of 
concession agreement 

Other asset transfer 

Lease or licence 

HoT 01 Shareholders’ 
Agreement 

Contract Decision Tree 6: Asset Ownership 
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The Enviroenergy scheme is owned by 

Nottingham City Council and takes heat 

from an Energy from Waste (EfW) Plant in 

the city.  The City Council’s ownership of 

the scheme facilitated use of heat from the 

EfW, and thus ensured the viability of the 

heat network scheme. 

The EfW plant is owned by the Council, 

but operated under a long term contract by 

a private sector company (FCC 

Environment).  

Unusually, the Council owns all the 

network assets, including heat source 

(including back up and top up CHP 

engines and gas boilers), pipe 

infrastructure and metering and billing 

systems. 

The integration of a major heat source, in 

this case waste incineration, and the 

operation of the heat network, are key to 

the efficient delivery of heat. 

As asset owner, the Council needs to 

make sure that there are sufficient drivers 

in the EfW and heat network operators’ 

contracts to ensure efficient delivery. 

Enviroenergy (Nottingham) 

Local Authority undertaking Asset Ownership 

Case Studies 

Leicester City Council and Leicester 
University 

 

LDEC is a 25 year partnership between 
Leicester City Council and ENGIE (formerly 
Cofely) to initially link 4 district heating 
schemes and then extend the enlarged 
network across the City. The system is the 
largest of its kind within the UK to be installed 
city-wide in one phase. 

LDEC is wholly owned by ENGIE,  with an 
investment of £14M by ENGIE as well as 
using over £1M of Community Energy Saving 
Programme (CESP) funding to adopt LCC 
housing to the district heating networks.   

The scheme has seen over 14km of insulated 
pipework laid across the city and  provides 
heating and hot water to over 19 civic 
buildings including De Montfort Hall, the 
Town Hall and various schools, community 
centers and libraries.  The scheme also 
includes the University of Leicester and close 
to 3,000 Council homes on six different 
housing estates. The scheme incorporates 
CHP & biomass and saves over 7,000 tonnes 
of CO2 per annum. 

Leicester District Energy Company (LDEC) 

Local Authority not in an Asset Ownership Role 

www.enviroenergy.co.uk 

Asset Ownership 
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4.7 Role Profile: Development 

of Property 

 

4.7.1 Description of role 

In the context of heat networks, 

Developers of Property are the parties 

responsible for constructing or 

maintaining the buildings which will 

received heat from the heat network. 

The Developer of Property role encompasses 

both developers of new properties and 

owners of existing properties.  In either case, 

the interest of the Developer is towards the 

properties being connected to the heat 

network.  The Developer’s critical drivers for 

heat are security and viability.  Carbon 

intensity may also be a critical driver, 

particularly for new developments subject to 

planning requirements. 

Developers of Property can secure a heat 

supply to their buildings by: 

• Directly procuring the installation and 

operation of a wholly contained on-site 

network. 

• Negotiating a connection with the 

promoter of a district heat network.   

 

Parties typically taking on the 

Development of Property role include: 

• A property developer 

• A Local authority  

• A land owner or estate management 

company 

• A Community Interest Company 

The role of property development should 

include:  

• Delivering the completed site, including 

procurement (or delivery of components 

of) heating systems within site (i.e. 

secondary and tertiary networks). 

• Transferring value or putting in place 

mechanisms for such transfer to an 

organisation which has incurred the cost 

of heat network asset procurement/ 

delivery.  

• Demonstrating suitable governance 

structures and continuity of supply to 

purchasers of units on the Development 

In many cases the Developer of a property 

will be undertaken by the same party that is 

undertaking the role of promotion. 

Local authorities will undertake the 

Developer of Property role where 

circumstances dictate, i.e. where a property 

or a development site is owned by the Local 

Authority and where the Local Authority is 

contemplating development of or connection 

to a heat networks. 

In such cases it may occur that two different 

parts of the Council have distinct and 

potentially diverging interests.  That is, the 

heat network opportunity may be promoted 

by a Planning or Major Projects department 

while the Council’s estate is the responsibility 

of the Estates Department.   

In such cases early engagement between the 

different parts of the council is essential to 

ensure that competing or conflicting interests 

can be identified and resolved without 

significant potentially abortive work is 

undertaken.  

Windows of Opportunity 

Time and certainty are critical factors for 

Developers of Property.  A new development 

will require the heat network to be connected 

and operational in time to serve the planned 

first occupation of the properties.  An existing 

development will normally only be available 

for a heat network connection when the 

existing heat systems need replacement 

In both cases, there is therefore a “window of 

opportunity” within which a heat network 

connection must be negotiated and delivered.  

If a Developer does not have confidence that 

a heat network connection can be made 

when required, the deal may fall apart.   

Likewise a heat network Promoter will seek to 

transfer to the Developer any risk of delay in 

the delivery of properties which are to be 

connected. 

Time Limited Interests 

Property Developers which are not also 

landlords often have a time limited interest  in 

the scheme so may prioritise capital budgets 

over lifecycle costs. 

Developers with a long build-out programme 

or enduring interest, are likely to better 

balance capital, revenue, cost and 

performance. 

Overcoming Developer Resistance 

As noted previously, well-designed and built 

heat networks can provide a more efficient, 

lower carbon and more reliable heat supply 

than available alternatives.  Heat networks 

are, however, unfamiliar to many property 

owners and developers and may carry a poor 

reputation with others. 

Overcoming developer and owners 

resistance will require demonstration by the 

promoting the financial and commercial 

advantages offered by the heat network 

option.  

Development of Property 
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At planning stage, this can be through 

evidence of performance against alternative 

solutions.  At the point of formal contract 

negotiations, a heat network Promoter should  

aim to offer a network connection financial 

payment package which is within an 

affordability envelope defined by the avoided 

costs of the developer by not adopting the 

alternative solution. 

4.7.2 Strategic case considerations 

The strategic benefits and opportunities for 

the party undertaking the Developer of 

Property role can include: 

• Connection to a network is necessary or 

advantageous to secure planning 

permission 

• Development of property to connect it to a 

heat network can bring heat bill savings to 

customers, who are typically the main 

source of revenue for the property. 

• Connection to a heat network can enable 

a developer to release land or floorspace 

on a site for other uses. 

• The heat network may be able to supply 

heat at a lower carbon intensity than can 

be achieved through on-site measures 

• Removal of on-site generation by 

connection to a heat network may improve 

local air quality. 

4.7.3 Economic case considerations 

The economic case for connection of a heat 

network to a property should reflect the costs 

and benefits of connection as compared with 

a reasonable counterfactual case.   

The counterfactual case will depend on the 

circumstances of the proposed development: 

• For new developments, the counterfactual 

case should reflect an alternative solution 

which would be able to secure planning 

permission.   

• For existing developments, the 

counterfactual is usually the renewal of 

the existing heating system, unless the 

developer is already committed to a 

change from the current system (such as 

a plan to change from electric or oil 

heating to a cheaper or lower carbon 

system). 

It should be noted that the counterfactual 

scenario for the overall economic case may 

not be the same as a market comparator to 

be used for setting and reviewing customers’ 

heat prices.  See the separate Guidance on 

Economic and Financial Case for Heat 

Network Detailed Project Development 

Resource for further information. 

 

 

4.7.4 Commercial case considerations 

Contracts 

Where the local authority is landowner, it has 

the greatest amount of control and the widest 

range of choices for delivery of the heat 

network scheme.  

It is normal business for local authorities to 

develop land using development 

agreements, development leases and other 

models for development, regeneration or 

refurbishment so these are not explored 

further here.  

 

 

 

 

 

 

 

 

 

 

 

 

Delivery of a heat network, or a network 

connection, can be readily included as a 

requirement passed on to the development 

contractor / partner.   The local authority may 

choose to fully outsource the delivery of a 

heat network through grant of a concession 

agreement or it may choose to implement 

the scheme itself (see Installation of assets). 

Development of Property 

How will the Heat 
Network for the 
Development be 

delivered? 

By procuring the 
network assets?* 

Development 
agreement (whole 
land development) 

Development of 
assets only (see Tree 
6, Asset Ownership) 

By procuring a heat 
service?* 

HoT 3. Concession 
agreement (energy 

concession) 

Contract Decision Tree 7: Development of Property 

*It should be noted that these categories are not strictly mutually exclusive. In particular a development 

agreement may incorporate either a heat supply arrangement or an asset delivery/operation arrangement. 

https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
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Demand Risk 

Property developers may be required to 

provide explicit demand guarantees to a heat 

network operator.  However if a property 

developer gives exclusivity to a heat network 

developer (particularly on a very large site), 

that can be seen as a form of demand 

guarantee.  This is particularly the case 

where land values are high and thus 

development on that land is highly likely. 

4.7.5 Financial case considerations 

Where a development connections are 

phased, the growth of connected heat loads 

will have a significant impact on the overall 

viability and payback period of the network:  

• Developer contributions (or connection 

charges) may also be phased, e.g. a per-

unit payment is made at the time of each 

unit connection. 

• Heat tariff income from connected loads 

may only cover the cost of the network 

after later phases are complete. 

Project financial modelling should reflect 

accurately the expected phasing of 

developments being connected and ensure 

that financing will cover both up front capex 

and provision for cash flow deficits in the 

early phases of the project. 

 

Tax 

The developer of the property will need to 

consider the treatment of development costs 

for corporation tax purposes as well as the 

treatment of supplies for VAT purposes. 

4.7.6 Management case considerations 

Where the local authority has a property 

development role within a proposed heat 

network development project, care should be 

taken to ensure the management 

arrangements and project timescales 

between the two elements are compatible. 

New development or works to existing 

buildings may be phased to suit 

considerations such as accommodating 

enabling works or decanting existing 

occupiers; heat network phasing should, like 

other utility works, be planned to align with 

the development phasing. 

Heat networks are complex systems which 

require specialist knowledge for their design 

and installation.  Where a heat network is part 

of a wider property development project, 

provision should be made for appropriate 

technical support for the heat network 

element.   

Similarly, specialist technical and commercial 

advice should be sought for negotiation and 

delivery of a property connection to an 

external heat network. 

4.7.7 Critical Success Factors 

The main CSFs for the Property Developer 

are: 

• Certainty of delivery of the heat 

network to meet the timetable for the 

property development, including phasing.  

If the Developer’s window of opportunity 

cannot be met by the heat network 

Promoter, the deal may collapse and an 

alternative heat solution obtained by the 

Developer.   

• The capital contribution or connection 

charge is within the avoided cost 

envelope of available alternative energy 

solutions, taking account of risks and 

lifecycle costs 

 

Development of Property 
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The London Borough of Camden owns 

many housing blocks, offices, schools and 

other public buildings around the borough.  

Following the circumstantial driver of a 

Planning Agreement which provided 

capital funding for development of a heat 

network, the Council undertook to procure 

a design, build, operate and maintain 

(DBOM) contract to supply heat from a 

heat network to several housing blocks in 

the Somers Town neighbourhood, 

between Euston and St. Pancras stations. 

The energy centre is located in the 

underused basement car park of one of 

the blocks and is connected into the 

communal heating systems in four other 

housing blocks, enabling aging boilers to 

be replaced and improving the long term 

reliability and efficiency of heat to council 

tenants. 

The Council is now making plans to 

extend the network to serve other nearby 

housing blocks and planned  new 

developments. 

 

Somers Town Energy Network 

Local Authority is a Developer of Property 

Case Studies 

Birmingham City Council appointed ENGIE (formerly 

Cofely) under a framework contract, to supply energy 

to the public sector in Birmingham. 

The first scheme was to supply the Birmingham 

International Convention Centre, which is owned by 

the National Exhibition Centre Group (NEC). 

The second scheme (not connected to the first) was 

for Aston University, the third was for Birmingham 

Children’s Hospital and the most recent is 

Birmingham New Street Station. 

The Local Authority has a CHP programme which 

does not involve itself in any type of property 

development. It essentially facilitates contracts 

between other public sector bodies and its 

framework supplier, ENGIE. 

Where a Local Authority decides to undertake this 

role, it should ensure good value through common 

contract terms, regulation of energy prices and 

reaping economies of scale. 

Birmingham District 
Energy 

Local Authority not a Developer of Property 

Development of Property 

www.camden.gov.uk/DE 
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4.8 Role Profile: Land 

Ownership 

 

4.8.1 Description of role 

The role of the land owner, in this context, 

is to grant leases and easements for the 

siting of network assets and provide 

rights of access for the installation, 

operation and maintenance of plant and 

equipment. 

In this context, the land ownership role is 

more passive (Development of Property is 

discussed in Section 4.7). It involves 

providing a location to site component parts 

of the heat network in return for a rent 

(though the rent may sometimes be set at a 

“peppercorn”).  

Parties typically taking on the Land 

Ownership role include: 

• A property developer 

• A Local authority 

• An arm’s length management organisation 

(ALMO) owned by a local authority (e.g. 

for housing estates) 

• A housing association or registered social 

landlord 

• A private land owner or estate 

management company 

• A Community Interest Company 

A local highway authority is a special case of 

a land owner where arrangements for placing 

assets within the public highway are 

governed by statute, primarily the New Roads 

and Street Works Act 1991 (see Section 

4.8.3).  

The Land Ownership role can give the land 

owner an opportunity to impose conditions 

when granting the rights to install and operate 

those assets. These will usually include 

obligations in relation to maintenance, 

insurance, repair, alteration and 

reinstatement, in common with any lease. 

Land owners will often want to reserve the 

right to “lift and shift” pipework where it 

crosses valuable property (although usually 

with a compensation obligation).  

The role of Local Authority can also be to 

actively acquire land in order to facilitate a 

heat network.  It is likely that the purchase of 

land would be mainly driven by the ability to 

develop property on that land, but the 

secondary benefit would be the ability to 

route heat networks on such land. 

The role of land ownership should include:  

• Granting leases for siting of generation 

assets to asset owners and operators 

• Granting easements for routing of buried 

assets.  The terms of such leases would 

need to agree any build over rights. 

• Providing rights of access for 

installation, operation, maintenance and 

replacement of network assets (including 

buried pipework and assets within 

buildings) 

4.8.2 Strategic case considerations 

The strategic benefits and opportunities for 

the party undertaking the land owner role can 

include: 

• Being a Land Owner where a heat 

network is routed could potentially allow 

the charging of rent for leases and 

easements.  This is, however, relatively 

rare, since the land owner is often 

benefiting from the purchase of heat and 

any charges would reflect in the price of 

that heat. 

Local authorities in particular often take on 

the role of land owner because: 

• Land ownership by a Local Authority is 

one the key levers a Local Authority has 

to develop heat networks.  It can ensure 

that all of its land that is developed 

connects to a heat network. 

• The acquisition of land to rationalise it for 

development by a Local Authority should 

consider any proposed heat network and 

remove any ransom strips (areas where 

land owners can impose high easement 

costs from a network). 

4.8.3 Economic case considerations 

Where land proposed for heat network assets 

(such as an energy centre) is owned by the 

Local Authority, the alternative use value of 

that land should be considered in the 

economic model 

If the heat network is poorly designed or 

operated, or simply uneconomic, then its high 

charges or poor performance are likely to 

reduce the realisable value of land.  It is 

therefore important to ensure that the heat 

network’s business case is sound before 

granting exclusivity or stipulating connection. 

4.8.4 Commercial case considerations 

Contracts 

Land ownership gives the opportunity to 

impose conditions on a sale or grant or a 

lease, licence or easement. The ability to 

direct development is addressed under 

Development of Property. 

Section 50 Licence 

Unlike other utilities, a heat network will in 

most cases not be a statutory undertaking 

(for example where a heat network is 

supplied from a generating station of 50MW 

or more).    

Land Ownership 
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Where a network is to be laid in the public 

highway, a licence under Section 50 of the 

New Roads and Street Works Act 1991 

provides a mechanism for the heat network 

Installer and Asset Owner to carry out, 

maintain and protect such works. 

A Section 50 Licence gives the network 

Installer or Asset Owner permission: 

“(a) to place, or to retain, apparatus in the 

street, and 

(b) thereafter to inspect, maintain, adjust, 

repair, alter or renew the apparatus, 

change its position or remove it, 

and to execute for those purposes any 

works required for or incidental to such 

works (including, in particular, breaking up 

or opening the street, or any sewer, drain 

or tunnel under it, or tunnelling or boring 

under the street).” 

The licence also gives the network operator 

similar protections enjoyed by statutory 

undertakers in relation to damage to assets 

and notification of proposed works which may 

affect its assets. 

Lease Obligations 

Leases will contain various obligations which 

are placed on Landlords relating to access, 

restrictions on undertaking activities which 

may impact on the heat network (etc.). Such 

restrictions may prevent a Landlord from 

undertaking certain types of development 

near or over pipework or other heat assets.  

Sterilisation of land 

Once long term leases are let for the laying of 

pipework or the installation of heat generation 

assets, other uses of the land for other forms 

of development or other forms of energy 

generation in the future may be limited. 

4.8.5 Financial case considerations 

Financial models should make allowances for 

likely cost of securing necessary leases and 

rights to property where land is not in control 

of the heat network developer. 

 

 

 

 

 

 

 

 

 

 

 

Tax 

Changes in land ownership may give rise to 

Stamp Duty Land Tax charges, subject to the 

consideration paid and the legal nature of the 

interest exchanged. Similarly, land ownership 

can influence asset ownership and may 

impact on the tax considerations noted 

above. 

4.8.6 Management case considerations 

Appropriate allowances should be made in 

the network development programme for 

securing the necessary leases, licences and 

other rights for land to be used by the 

network. 

 

 

 

 

 

 

 

 

 

 

 

4.1.7 Critical Success Factors 

The main CSFs for the Land Ownership role 

are: 

• Long-term security of rent payments or 

other compensation for the use of land 

for heat network assets which reflect the 

alternative use value of the Land. 

• Adequate insurance or other security 

arrangements against damage by a heat 

network operator to the Land or to third 

assets in or on the Land. 

 

 

Land Ownership 

What Land rights are to 
be secured? 

Land sale 

(subject to conditions) 

Grant lease or 
easement 

HoT 02 Energy centre 
lease and easement 

(and under-lease) 

Plantroom Lease 

Pipework Wayleave 

Land in public highway? 
Section 50 licence 

under NRSWA 1991 

Contract Decision Tree 7: Land Ownership 

http://www.legislation.gov.uk/ukpga/1991/22/contents
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Blackwall Reach Regeneration Project is 

being led by Swan Housing (Swan), in 

partnership with London Borough of Tower 

Hamlets and the Greater London Authority 

(GLA).  All three parties own land across 

the site and have been working in 

collaboration to deliver a heat network for 

over 1,500 homes to be built over the next 

ten years. 

Swan issued an invitation to tender for a 

concession contract to supply heat across 

the site, including the requirement to 

provide zero carbon heat for homes 

gaining permission post 2016. 

An assurance from the local authority and 

the GLA that the concession would 

continue should Swan no longer hold a 

position on the site, or part of the site, was 

required to get the bidding ESCos 

comfortable with the premise of the 

concession agreement on this site. 

Blackwall Reach 

Local Authority in a Land Ownership role 

Case Studies 

https://www.eonenergy.com/for-your-
business/community-energy/Community-
energy-casestudies/cranbrook 

 

Cranbrook 

Local Authority not in a Land Ownership 
role 

Land Ownership 

www.blackwallreach.co.uk 

Architects impression of the redevelopment at 
Blackwall Reach, London. 

Cranbrook is a new community which is 
growing over time to encompass 3,500 new 
homes.  E.ON’s heat network serves both the 
housing development in addition to the 
nearby Skypark business development 
(which is where the energy centre is located). 

East Devon District Council was involved at 
the planning stage – recognising district 
heating as a way to improve the energy 
efficiency of its new-build housing stock and 
bringing together a number of individual 
property developers and business partners 
as well as E.ON.  

The Cranbrook residential land has no public 
sector, however, has no land ownership 
involvement. So the land required easements 
for the siting of network assets and provides 
rights of access for the installation, operation 
and maintenance of plant and equipment. 

 

https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
https://www.eonenergy.com/for-your-business/community-energy/Community-energy-casestudies/cranbrook
http://www.blackwallreach.co.uk/
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4.9 Role Profile: Landlordship 

 

4.9.1 Description of role 

The Landlord, in this context, owns the 

buildings in which network assets and 

heat customers are located.   

The role usually involves responsibilities for 

some network assets within the building or 

the curtilage of the property, which may 

include the secondary and tertiary systems.  

A heat supplier to a tenanted building is likely 

to have contractual relationships with both 

landlord and tenant-customers. The 

Landlord’s responsibilities may be executed 

by an estate management company 

(ManCo). 

Parties typically taking on the Land 

Ownership role include: 

• A Local authority 

• An arm’s length management organisation 

(ALMO) owned by a local authority (e.g. 

for housing estates) 

• A housing association or registered social 

landlord 

• A private land owner or estate 

management company 

 

Roles and Responsibilities 

The role of Landlord includes:  

• Ensuring building occupiers are 

connected to the heat network 

• Controlling access to allow maintenance 

of the secondary and tertiary networks, 

including ensuring that tenant leases 

reserve the necessary rights of access.  

and may also include: 

• Insuring the network assets within its 

ownership 

• Maintaining and replacing the network 

assets for rental tenants 

• Undertaking relevant tenant 

consultations in relation to the heat 

network (i.e. its provision initially, and then 

to changes to the heat service) 

Some classes of residential landlords have 

specific statutory duties relating to heat 

supply under the Housing Act and the 

Landlord and Tenant Act.  

4.9.2 Strategic case considerations 

The strategic benefits and opportunities for 

the party undertaking the Landlord role can 

include: 

• A Landlord could potentially significantly 

reduce (by outsourcing) its liabilities to 

maintain and replace heat plant 

• A landlord could release space in the 

property that had been used for such plant 

and use it for more valuable uses. 

• The operational costs of operating 

alternative heat provision systems means 

connection to a heat network is in many 

cases very attractive to Landlords 

4.9.3 Economic case considerations 

In contemplating a heat network connection, 

a Landlord will wish to compare that option 

with alternatives of in-unit or building by 

building heat solutions. Potential advantages 

of the heat network may include:  

• a lower overall system whole life cost 

• space savings within the property 

• carbon savings 

• system reliability and outsourcing the 

supply responsibility 

4.9.4 Commercial case considerations 

Operation risk 

There is significant operational risk for a 

landlord in many cases, as it will often be 

required to pay the maintenance and 

replacement element of a bill regardless of 

whether a tenant is present in its property. 

Performance risk 

There may be obligations on the landlord for 

the performance of the secondary or tertiary 

network, both to the tenants (for continuity of 

supply) and to the heat network operator (e.g. 

maximum return temperatures and system 

losses).  Breaches of these obligations may 

result in penalties and reputational damage.   

Even if a third party ESCo (whether public or 

private) contracts directly with tenants for the 

heat supply, the Landlord bears an indirect 

performance risk through  

• reputational damage if tenants perceive 

the heat supply to be faulty or 

uncompetitive 

• financial costs incurred in securing an 

alternative supply solution in the event of 

persistent performance failures.  It is 

noted that the heat network is normally a 

physical monopoly; therefore switching 

away from the network would be a costly 

and lengthy process.  

Demand risk 

The heat network Supplier’s main demand 

risks from an occupied, tenanted property 

relate to a tenant securing alternative heat 

supplies (such as gas electricity) and to a 

units being untenanted (referred to as voids). 

Landlordship 
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A landlord could provide a demand guarantee 

(or partial assurance) through positive or 

negative action. By arranging the connection 

to a heat network and ensuring that 

occupants keep the connection active, the 

landlord will assure the heat network of 

demand in the long term. 

If leases ensure that no other forms of heat 

generation, such as gas, can be used within a 

development, that can be seen as a form of 

demand assurance. A landlord may also elect 

to take demand risk by agreeing to a 

minimum heat take under a bulk purchase 

agreement.  

Void period payments can be included in the 

agreement between the Supplier and the 

Landlord. 

 

 

 

 

 

 

 

 

 

 

Contracts 

A connected landlord will require a 

connection agreement and a supply 

agreement (although these are sometimes 

combined into one agreement). The supply 

agreement will normally cover: 

• heat consumption by the landlord (for 

example in offices or common parts),  

• putting in place of supply agreements with 

tenants (if they are to be billed directly by 

the heat supplier)  

 

 

 

 

 

 

 

 

 

 

 

 

 

• what happens when tenant units are 

empty and where the boundaries of 

maintenance responsibilities lie; and 

• the recovery by the heat supplier of 

maintenance charges relating to heating 

infrastructure within the building (which 

are charged by the landlord to tenants on 

short term leases).  

Landlordship 

What are the matters 
to be agreed with the 

Landlord?* 

Q3. What is the basis of 
agreeing the heat supply 

service? 

HoT 11 Framework 
heat supply 
agreement 

HoT 13 Residential 
heat supply 
agreement 

HoT 14 Housing 
association heat 

supply agreement 

HoT 15 Commercial 
heat supply 
agreement 

Q2. What is the basis of 
agreeing the network 

connection? 

HoT 09 Connection & 
Adoption agreement 

HoT 10 Connection 
agreement (without 

adoption) 

Q1. What agreements 
will cover assets on the 
site and in the building? 

Secondary network: 
see Connection and 
Supply Agreements 

Tertiary networks: 
subject to terms of unit 

leases 

Contract Decision Tree 9: Landlordship 

*All three sub-questions 

should be considered. 

Are there additional 
specific agreement 

types? 
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4.9.5 Financial case considerations 

Heat Pricing for tenanted properties 

Under the Landlord and Tenant Act 1985, a 

Landlord of a short, domestic lease (less than 

7 years) is required “to keep in repair and 

proper working order the installations in the 

dwelling-house for space heating and heating 

water” (Section 11(1)(c)). 

Such a Landlord must pay for the 

maintenance and replacement of those 

installations though he may seek to recover 

his costs from his tenants. Many landlords 

retain responsibility for secondary network 

and will want to recover the maintenance 

costs they incur through service charges.  

From a tenant’s perspective, it is important to 

be sure that a bill from a heat supplier does 

not include charges for maintenance carried 

out and charged for by a landlord. 

From a heat supplier’s perspective, it is 

important to make sure that standing charges 

can be recovered from the Landlord when a 

property is empty. 

It is therefore recommended that standing 

charges be split in two: 

• Maintenance and replacement charge: 

payable by landlord or owner occupier 

• Service charge, payable by the tenant 

effectively pays for metering and billing,  

If a price comparator is used, then it is 

important to understand who incurs each of 

the elements of the comparator that relate to 

maintenance and replacement. 

In all cases, the financial model used to 

support a heat network business case should 

accurately reflect the expected allocation of 

responsibilities and the payment flows that 

correspond to that allocation.   

Tax 

Ordinarily, there would be limited tax 

considerations in undertaking this role. 

However, to the extent that the landlord is 

also a Customer or a Property Developer the 

tax considerations noted under those roles 

may need to be considered. 

4.9.6 Management case considerations 

The management arrangements that apply to 

Developer of Property apply generally also to 

Landlords.  An additional consideration, for 

proposed heat connections to existing 

properties, is to make an appropriate 

allowance for the complications of retrofit 

connections in occupied properties, or to 

make allowance for the time to switch over 

units to a heat connection as properties are 

voided. 

 

 

4.1.7 Critical Success Factors 

The main CSFs for the Landlord role are: 

• Legal duties to tenants can be met.  

The heat network physical and 

commercial arrangements must take 

account of landlord’s responsibilities 

under the Landlord and Tenant Act and 

any specific duties under the lease 

agreements with tenants. 

• Asset ownership and maintenance 

responsibilities are in alignment with 

payment arrangements. If the landlord is 

responsible for maintenance of some 

network assets, the commercial 

arrangements between the heat network 

supplier and the tenant end users should 

provide the landlord with sufficient 

revenue to cover maintenance 

responsibilities.  

 

Landlordship 

http://www.legislation.gov.uk/ukpga/1985/70


Heat Network Detailed Project Development Resource: Guidance on Strategic and Commercial Case 

63 Issue 1.0 | 22 July 2016 

As part of its Affordable Warmth Strategy, 

Aberdeen City Council determined that the 

most cost-effective treatment for tower 

blocks was to replace electric storage 

heating in their properties with district 

heating.  

The City Council created ‘Aberdeen Heat 

& Power’ (AH&P), as a not-for-profit 

independently-financed company to 

implement a district heating scheme for 

the tower blocks using Combined Heat 

and Power.  

Buildings connected to the schemes have 

seen emissions reduced by ~56% and fuel 

bills by 40%.  

AH&P began with just four tower blocks 

and now supplies around 2050 flats in 33 

multi story blocks, as well as 13 public 

buildings. 

In 2013 District Energy Aberdeen Ltd 

(DEAL) was established as a wholly 

owned subsidiary of AH&P to enable 

commercial customers to be connected 

into the heat network. DEAL’s future 

profits will be used to reduce residential 

customers’ bills. 

Aberdeen 

Local Authority undertaking the Landlord role 

Case Studies 

King’s Cross Central Limited Partnership 

(KCCLP) is the single land owner at King’s 

Cross. The Partnership includes Argent 

King’s Cross Limited Partnership owned by 

Argent, the developer, and Hermes Real 

Estate on behalf of the BT Pension Scheme, 

and AustralianSuper, an Australian pension 

fund. 

The site is being developed on a rental and 

long lease basis. Together with the single 

landowner and integration of landownership 

with development management, this provides 

assurance that all buildings on the site will 

connect to the district heating scheme and 

has simplified the process of getting to 

contract with the ESCo. 

At Kings Cross, the landlord has also taken 

an active role in the management of the 

district heating network.  KCCLP has the 

controlling interest in the JV with the ESCo, is 

responsible for installing the network to the 

ESCo’s specification and also sets the 

charges to users.  The ESCo owns and is 

responsible for the operation of the network 

assets once installed and handed over.  

Kings Cross 

Local Authority not undertaking the Landlord role 

Landlordship 

http://www.aberdeenheatandpower.co.uk/about/ 

Source: www.kingscross.co.uk/ 

Kings Cross Energy Centre and CHP engines 

http://www.kingscross.co.uk/
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4.10 Role Profile: Installation 

 

4.10.1 Description of role 

The Installer designs and installs the heat 

network.  Typically, this is the energy 

centre and primary network, with the 

secondary network being the 

responsibility of the Property Developer.  

The role of installation should include:  

• Designing and installing a network which 

is fit for purpose (or procuring such work 

from a sub-contractor). 

• Commissioning networks and heat 

delivery 

Responsibility for delivering different parts of 

the network may be split between different 

parties. 

Parties typically taking on the Land 

Ownership role include: 

• A specialist construction company 

• An energy services company (whether 

public or private) 

• A property developer 

• A Local authority 

Most parties which take the Installer role sub-

contract the actual installation to a specialist 

construction company, but they may remain 

responsible to the Employer for the works. 

4.10.2 Strategic case considerations 

The circumstances where a Local Authority 

may elect to control the installation process, 

include where it is retrofitting its existing 

buildings or where installation is likely to be 

complex, for example if the heat network has 

to be installed along busy streets or other 

important public realm. 

For local authorities which wish to take 

responsibility for installation, there is likely to 

be a strong in-house capability that could 

undertake the technical design for the 

network.   

Other drivers for taking Installation 

responsibility could be where the Local 

Authority elects to act on behalf of a group of 

actors (whether as a partnership or a formal 

joint venture) to procure the installation.  In 

this respect the local authority might be seen 

from its partners’ perspective as taking on the 

installation role. 

4.10.3 Economic case considerations 

As noted elsewhere, the design and 

specification which forms the basis of the 

installation contract will determine the cost of 

installation, which in turn will affect the 

viability of the network. 

Whilst the Local Authority’s or other 

Employer’s drivers should be embedded in 

the specification (e.g. low carbon heat, or 

long-lived assets), the cost implications of 

those decisions should be considered at 

Business Case stage, and options which may 

be lower cost but deliver less value be 

considered to determine which option 

achieves the optimal balance of costs and 

benefits.   

4.10.4 Commercial case considerations 

Ensuring a quality installation 

The historic lack of common industry 

specifications, design codes or installation 

standards has meant that many installed heat 

networks fall far short of expected efficiency 

and performance standards of best practice 

installations. 

The Chartered Institute of Building Services 

Engineers (CIBSE) and the Association of 

Decentralised Energy (ADE) Heat Networks 

Code of Practice for the UK is intended to set 

out minimum standards for the industry, and 

should be used to inform the design and 

specification used to procure the Installation 

contract. 

It is very important the clients who procure 

the installation of a heat network carefully 

draft the contract specification and have in 

place robust arrangements to review designs 

and monitor the installation and 

commissioning of the works. For details of 

commissioning requirements, see section 5 of 

the Heat Networks Code of Practice. 

Design responsibilities 

Due to the specialist nature of heat networks 

it is normal for an installation contract to 

include design responsibilities (referred to as 

a D&B contract). Therefore, it is normal 

practice for the D&B contract to be procured 

on the basis of a developed but not detailed 

design, coupled with a detailed performance 

specification.  The specification should cover 

the secondary networks as well, to ensure the 

system as a whole performs as planned. 

Connecting building systems 

Where an installation connects to existing 

buildings, the configuration and operational 

parameters of the building’s tertiary network 

should be well understood to ensure system 

compatibility (e.g. temperature and pressure 

regimes).  Ideally the receiving building owner 

would undertake works to the building heating 

system in conjunction with the heat network 

installation to optimise performance across 

the whole system (e.g. replacing radiators 

with more efficient lower temperature models 

to reduce system thermal losses). 

Installation 

http://www.cibse.org/knowledge/cibse-other-publications/cp1-heat-networks-code-of-practice-for-the-uk
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Contract Types 

Depending on the nature of the heat network 

and the context in which it is being installed, it 

may be that installation is merely a 

component part of a wider building contract.  

Alternatively, where installation of the heat 

network is being procured separately there 

are a number of industry standard forms 

(such as JCT and NEC3) which are 

commonly used or, alternatively, more 

bespoke DBO and DBOM contracts may be 

awarded. 

Integrated Installation and Operation 

Contracts  

Where appropriate, installation can be 

combined with operation (referred to as DBO 

or DBOM) and will interface with components 

delivered by the Property Developer.  

The DBO route is usually undertaken to 

ensure that what is installed operates 

efficiently and is priced on a lifecycle basis, 

not simply lowest capital cost.  This is a 

useful strategy for heat networks are long-

lived infrastructure systems; inherent 

deficiencies can be difficult and costly to 

rectify, and if not rectified may persist for 

years or decades. 

A local authority can ensure best value 

through a DBO contract by insertion of 

payment-linked key performance indicators 

(KPIs) and performance guarantees within 

the contract specification. 

Contractor Performance Security 

Security can be obtained from a contractor 

through a number of mechanisms, including: 

• contract specification clauses, including  

commissioning plans, acceptance tests 

and defects liability periods  

• performance security, including parent 

company guarantees and/or performance 

bonds 

• extensions of security, such a collateral 

warranties from a sub-contractor or letters 

or reliance and warranties made to a third 

party (e.g. a Joint Venture partner or a 

party buying the Employer’s interest in the 

scheme)  

Installation 

Contract Decision Tree 10: Installation 

What agreements 
are needed for heat 
network installation? 

Professional 
appointments 

Forms of contract 

Building contract 

HoT 05 Design & 
Build contract 

HoT 06 Design 
Build Operate & 

Maintain contract 

Equipment supply 
contract 

Construction licence 

Other forms of 
Security (e.g. letter of 

reliance) 

Performance security 
(e.g. PCG, 

performance bond) 

Consultancy 
appointment – Other 

services 

Consultancy 
appointment – 

Employer’s Agent 

Obtaining security 
from the Contractor 

Contract 
performance clauses 

Extensions of 
security 

HoT 04 Collateral 
Warranty 

http://www.jctltd.co.uk/
http://www.jctltd.co.uk/
https://www.neccontract.com/About-NEC/How-NEC3-Works
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Summary of Key Risks 

Taking account of the issues discussed 

above, the main costs and risks for the 

Installer can be summarised as : 

• Design risk: If the system does not 

perform in accordance with the contract 

specification, significant remedial works 

may be necessary.  If the default is rooted 

in the design, the Installer may have to 

bear that cost. 

• Design risk – phasing: Phasing can 

present a significant technical challenge to 

the design to ensure efficient operation 

during build phase and in the longer term. 

• Construction risk: This is a core risk for 

the installer.  Given the impact on all 

parties of poor installation, it is important 

that contractors are carefully selected and 

that installation is carefully monitored by a 

competent representative of the client 

• Performance risk: System performance 

may be an indirect risk to the installer, if 

system performance failures are linked 

back to installation defects. 

In all cases, access to knowledge and 

technical capability is critical to the successful 

management of an installation contract.  

Where a Local Authority can draw upon in-

house technical knowledge (e.g. from a works 

department or housing management unit), 

these staff can support the project 

procurement and management staff.  Where 

such resources are not available, these can 

be procured from consultants appointed to 

advise and act on behalf of the client in 

managing the contractor and reviewing 

designs and works.   

Local authorities which intend to deliver 

multiple networks may wish to build in 

explicity knowledge transfer mechanisms as 

part of consultant and contractor 

appointments, so that it can learn and gain 

capacity from each subsequent project. 

Without such measures in place, the 

asymmetry of information between client and 

contractor increases the risk of poor 

installation and long-term impacts on system 

performance. 

4.10.5 Financial case considerations 

Tax 

The corporation tax position of the installer 

would likely be similar to that of the operator 

in the event the installer has been sub-

contracted to undertake their activities. 

However, this may change where the asset 

owner installs the network and utilises the 

assets in their activities. As with other roles in 

this guidance, where one entity takes on a 

number of roles there may be more 

complicated tax implications. VAT would 

likely to be accounted for on any 

subcontracted installation service.  

4.10.6 Management case considerations 

There are many construction risks that need 

to be managed and so sub-contracting any 

activity that is not within the capability of the 

Local Authority is essential. 

Employers contracting for network Installation 

should appoint a professional team to provide 

project management and Employer’s 

Agent services.  These services help the 

client oversee the works and control 

payments and can add value by identifying 

issues with the detailed design and 

installation as they progress and when they 

are easier to rectify. 

4.1.7 Critical Success Factors 

The main CSF for the Installer role is: 

• Funding is available to cover the full 

project capital cost, including 

contingencies. 

Installation 

http://www.rics.org/uk/knowledge/professional-guidance/guidance-notes/employers-agent-services/
http://www.rics.org/uk/knowledge/professional-guidance/guidance-notes/employers-agent-services/
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When delivering the Bunhill Heat and 

Power Network, The London Borough of 

Islington took the role of client  and asset 

owner. 

A detailed design was commissioned from 

an engineering consultant. This design 

was used as the basis of an installation 

and maintenance contract with a main 

contractor. The council then engaged a 

‘client engineer’ to act as contract 

administrator and manage the principal 

contractor with input from the council. 

In order to deliver a successful scheme 

using this approach, the Council employed 

a team of capable in-house energy 

specialists, who had existing experience in 

the field. 

Once completed and commissioned, the 

council have been able to expand the 

network to connect to other sites 

Bunhill 

Local Authority is a Installation role 

Case Studies 

www.camden.gov.uk/DE 

 

The London Borough of Camden sought to 

deliver a network which would initially serve the 

council’s own buildings, but which would have 

the potential to grow to serve additional private 

and council-owned buildings. 

The Council elected to procure an integrated 

design, build, operation and maintain (DBOM) 

contractor who would install the network and 

then operate it for an initial 15 year period, with 

potential for further extensions.   

The installation comprised an energy centre in 

a basement car park, pipe routing through 

paved and cobbled streets and connection to 

four existing housing blocks, and took around 

twelve months to complete. 

The Council employed an in-house project 

manager and appointed an Employer’s Agent to 

monitor the works and ensure compliance with 

the contract specification 

Somers Town Energy Network 

Local Authority not in a Installation role 

Installation 

http://www.isep.org.uk/wp-

content/uploads/BUNHILL-case-study-

2013.pdf  

http://www.isep.org.uk/wp-content/uploads/BUNHILL-case-study-2013.pdf
http://www.isep.org.uk/wp-content/uploads/BUNHILL-case-study-2013.pdf
http://www.isep.org.uk/wp-content/uploads/BUNHILL-case-study-2013.pdf
http://www.isep.org.uk/wp-content/uploads/BUNHILL-case-study-2013.pdf
http://www.isep.org.uk/wp-content/uploads/BUNHILL-case-study-2013.pdf
http://www.isep.org.uk/wp-content/uploads/BUNHILL-case-study-2013.pdf
http://www.isep.org.uk/wp-content/uploads/BUNHILL-case-study-2013.pdf
http://www.isep.org.uk/wp-content/uploads/BUNHILL-case-study-2013.pdf
http://www.isep.org.uk/wp-content/uploads/BUNHILL-case-study-2013.pdf
http://www.isep.org.uk/wp-content/uploads/BUNHILL-case-study-2013.pdf
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4.11 Role Profile: Operation 

 

4.11.1 Description of role 

An Operator is responsible for the 

operation and maintenance of the heat 

network in such a manner as to ensure 

that heat of suitable quality and quantity 

can be delivered to Customers. 

Typically, a single Operator is responsible 

end-to-end heat delivery.  There may 

however be separate operators for each part 

of the system, e.g. a central generation plant, 

a primary transmission network and a series 

of on-site secondary networks. 

Operations for a heat network may also 

comprise electricity generation where a. 

combined heat and power (CHP) plant forms 

part of the energy centre.  The electricity 

generated may be exported to the grid or 

supplied directly to a number of customers 

(referred to as private wire supply).  Private 

wire arrangements can be financially 

attractive, as the electricity can be sold at a 

higher tariff than electricity exported to the 

grid.  Such arrangements also involve 

additional costs and risks which should be 

considered carefully prior to proceeding with 

such a delivery route.  Further information on 

electricity pricing and costs can be found in 

the separate DBEIS Heat Network Detailed 

Project Development Resource.  

Where the role of operation is undertaken by 

a separate party from that of the sale of heat, 

the operator will also charge for its services.  

Such charges are usually applied to the asset 

owner. 

The Operation role should include:  

• Ensuring that heat of suitable quantity 

and quality is available to be delivered to 

the Seller’s customer(s) 

• Where electricity is generated, complying 

with the requirements of any export 

licences or power purchase 

agreements. 

• Ensuring performance standards are 

met 

• Undertaking maintenance, repair and (in 

some cases) replacement works 

• Reporting to customers and the 

Governance body and any regulatory 

requirements such as the CHPQA 

scheme. 

Parties typically taking on the Land 

Ownership role include: 

• A specialist operation and maintenance 

company 

• An energy services company (whether 

public or private) 

• A Local authority 

• An arm’s length management organisation 

(ALMO) owned by a local authority (e.g. 

for housing estates) 

• A housing association or registered social 

landlord 

• A private land owner or estate 

management company 

As with the Installation role, specialist 

contractors are often used for the Operation 

role, although it is more typical for Local 

Authorities or other property owners  and 

landlords to have in-house resources who 

can fulfil this role, particularly on small 

schemes of relatively low complexity. 

4.11.2 Strategic case considerations 

Local authorities often take on the role of 

Operator because: 

• The Local Authority has in-house 

capability to act as operator 

• A Local Authority, by virtue of its size and 

buying power, may be able to sub-

contract Operation services at a lower 

cost than others. 

• Undertaking operation of the scheme also 

provides the Local Authority with 

considerable control over the level of 

service provided to customers, some or all 

of whom may also be the Council’s 

tenants. 

Local authorities who elect to act as Funder 

of a heat network may find there is a logical 

cascade from funding, to ownership, to 

operation, to sale of heat.  This logic can be 

especially compelling when the council is also 

the landlord of many of the connected 

Customers. 

4.11.3 Economic case considerations 

Detailed consideration of the operation of the 

network at Business Case stage is generally 

not necessary, unless there are significantly 

different operational regime options which 

may affect the wider impact of the network.  

4.11.4 Commercial case considerations 

Performance Obligations and Risks  

Performance is the central risk for the 

operator. The operator may be subject to 

specific performance obligations outlined in 

contracts, such as system efficiency, carbon 

emissions or reliability. 

Performance risk penalties, such as outage 

charges, can be mitigated by agreeing 

margins and flexibility within service 

standards (such as escalating penalties 

instead of fixed high penalties for marginal 

underperformance).   

Performance can also be maintained through 

a well designed, well installed system with an 

effective control system. 

 

Operation 

https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0ahUKEwiureu5qtnLAhWEbBoKHXLmAQsQFggiMAA&url=https://www.gov.uk/guidance/combined-heat-power-quality-assurance-programme&usg=AFQjCNFd1WUUDzw9WrgPMLgROGtrXlhb9Q&sig2=JC2F3CVa2J1Z2gc5D-MAyw&bvm=bv.117604692,d.d24
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Operation risk  

An operator may “adopt” the operational risk 

in heat network equipment where such 

equipment is constructed by a third party.  

In these situations, the operator should 

undertake detailed inspections of the 

acquired equipment prior to adoption and 

should ensure that the benefit of warranties 

are assigned where available.  

Maintenance risk 

On-going maintenance condition of assets 

can be a significant risk especially with long 

term network water quality reducing 

operational life of assets. As a minimum this 

can impact warranties. Risk profile elevated 

where multiple operators are present. 

Future Network Extension 

Where an operator function is subcontracted 

(e.g. to an O&M Contractor), network 

extensions and new customer connections 

can become complicated and costly, as 

extensions need to be negotiated and KPIs 

rebased. This risk can be partially mitigated 

by including provisions for agreeing the scope 

and price of service extensions are built into 

the contract.  Where possible, firm plans for 

network extension should be built into the 

contract scope from the outset, even if they 

remain uncommitted at the start of the 

contract period. 

Contracts 

Generation plant and the primary network are 

usually operated by, or for, the Seller of Heat. 

However, on some schemes they might be 

operated separately.  The basic requirements 

are the same: operation and maintenance 

under contract and supported by 

manufacturer and/or installer warranties. If 

generation is operated separately then heat 

produced must be sold, most likely under a 

bulk supply agreement.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Any electricity generated (e.g. from CHP 

plant) will need to be sold and fuel will need 

to be procured.  The electricity will typically 

be sold under a conventional power 

purchase agreement although a range of 

other options do exist for realising better 

value.  

If networks are operated separately then 

there will be charging for the right to use and 

pass heat through the network (called Use of 

Service, or UoS, charges), with charging 

most likely to be set by reference to a 

combination of pipework installation and 

financing costs and likely heat volumes over 

time. 

 

 

 

 

 

 

 

 

 

 

 

As discussed in relation to the Installation 

Role (see Section 4.10), combining 

ownership and operation & maintenance 

responsibilities can help align incentives and 

helps ensure that the operator takes a long 

term view of assets. 

 

Operation 

What is the scope 
of the Operation 

role? 

Operating the 
generation plant? 

HoT 07 O&M contract 

HoT 04 Collateral Warranty 

Sale of heat 

(see Tree 12, Sale of Heat) 

Electricity export 

(e.g. Power purchase 
agreement) 

Fuel & other utilities supply 
agreements 

Operating the heat 
network? 

HoT 7 O&M 
contract 

HoT 8 Use of 
System 

Agreement 

HoT 4 Collateral 
Warranty 

Contract Decision Tree 11: Operation 
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4.11.5 Financial case considerations 

The Operator will need to consider whether 

they fall within the charge to corporation tax 

depending on the nature of the vehicle used 

to undertake the role. Subsequently, they 

would need to determine the nature of their 

activities for corporation tax purposes and 

both the extent to which and when deductions 

may be available for expenses of operations. 

A similar exercise would need to be 

undertaken for VAT purposes.  

4.11.6 Management case considerations 

Where a Local Authority is the Seller of Heat 

(among other roles which are likely to 

accompany it) it may wish to consider its 

ability to operate the heat network itself in 

comparison with the cost of outsourcing this 

function.  Retaining the operation in-house 

may offer cost advantages but will be 

accompanied by additional risks, although if 

performance is outsourced then more 

economic contract prices may be obtained 

through sharing performance risk. 

Many councils have significant property 

management responsibilities for housing 

estates, libraries, schools and council 

operational buildings. Whether in house or 

arm’s length, these services or their 

contractors might be able to extend their 

remit to undertake operation of a heat 

network, especially where Council buildings 

form a significant proportion of the connected 

loads. 

Another option would be to contract out the 

O&M upon completion of the works (or as 

part of the D&B contract) but then bring the 

function in-house upon expiry of the O&M 

contract (say after five years). 

Councils should develop customer 

communication and engagement strategies, 

either by themselves or jointly with a 

contractor, to ensure customers are kept 

aware and fully notified of any planned 

outages or unplanned service disruptions.  

This function can sit under the Operator role, 

although customer interface falls more 

typically under the Sale of Heat role (as is the 

case for electricity, gas and telecoms 

markets). 

4.1.7 Critical Success Factors 

The main CSF for the Operation role is: 

• The system design and installation are 

compatible with operational 

performance requirements.  

• Funding is available to cover the long-

term system operational cost, including 

contingencies and provision for periodic 

renewals and replacement of assets. 

 

 

 

Operation 

South East London Waste to Energy Plant with Combined Heat and Power (SELCHP) Operated by Veolia 
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Pimlico District Heat Undertaking is 

directly owned by Westminster City 

Council and operated by CityWest Homes, 

the council’s ALMO. It is the oldest district 

heating scheme in the UK and first 

supplied heat in February 1951. 

It was first set up under powers within the 

London County Council General Powers 

Act 1947, which allowed a district heating 

supply to specific sites.   The scheme was 

quickly reconstituted under the LCC 

General Powers Act 1949 which allowed 

other sites to be included.  This Act 

provides wide powers relating to district 

heating including direction on how 

connected customers should be charged 

and other issues. 

Most connected customers are WCC 

tenants (a mix of long leaseholders, social 

tenants and commercial tenants in small 

retail units).  There are several non-council 

housing blocks connected where WCC 

sells heat to the landlord who sells on to 

residents.  Increasingly, WCC and CWH 

are looking to expand the network and 

connect larger commercial properties.   

Within council blocks, the heating system 

includes all plant and equipment through 

the apartments  (with apparatus within 

lessees’ flats being landlord’s reserved 

property).  Much of the system is direct 

(i.e. the water that flows through the boiler 

generally goes through radiators) and flats 

are typically unmetered.  The council 

differentiates the energy centre and heat 

mains leading up to block thresholds from 

in block and in flat systems (as if there 

was a heat exchanger and a 

primary/secondary system) with the 

‘secondary’ system operated under 

housing legislation. 

Gas is currently purchased using a Crown 

Commercial Service framework; electrical 

output from the CHP is sold under a power 

purchase agreement, tendered 

competitively annually.   

Customers are all given information about 

heat supplies when they first move in.  If 

customers suffer performance 

interruptions, they receive a rebate and 

WCC can compensate customers further 

on a discretionary basis. Issues with costs 

and service levels can be escalated within 

the Council or, ultimately, through 

reference to the Local Government 

Ombudsman or Housing Ombudsman.  

Pimlico District Heating Undertaking (PDHU) 
Local Authority in a operator role 

Case Studies 

The redevelopment of the Nine Elms Battersea area, as 

set out by the London Plan, is being steered by a 

Partnership between the GLA, TfL, the London Boroughs 

of Lambeth and Wandsworth, and developer 

representatives. 

At the time of writing, a preferred bidder has been 

selected and is required to negotiate with each developer 

and the US Embassy, who host the CHP engines and are 

the primary source of heat. 

The preferred bidder will be responsible for installing and 

operating the network to the property boundary. They will 

also be responsible for the operation and maintenance of 

the CHP engines, which are capable of supplying the 

wider network. Each development will be required to 

install backup boiler plant which will assist with the 

operation of the network. 

Nine Elms Vauxhall Partnership 

Local Authority not in a operation role 

Operation 
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4.12 Role Profile: Sale of Heat 

 

4.12.1 Description of role 

The sale of heat as a service is a logically 

distinct role from the physical delivery of 

heat to customers, as can be seen in the 

nationally regulated UK electricity and gas 

markets. 

Although separate roles, today many heat 

networks are operated as integrated 

businesses responsible for generation, 

delivery and sales.  This is a notable 

difference from regulated electricity and gas 

markets, which have mandatory separation of 

these roles. 

Networks which are not operated as an 

integrated retail service may have a chain of 

supply agreements, for example from a 

generator to a network operator; from the 

network operator to a building owner; and 

from the building owner to individual tenants.  

It is important to distinguish between 

metering and billing individual residential 

customers in a block of flats and metering 

and billing for bulk supply.  There will be a 

significant difference in the cost of providing 

each of those services and, correspondingly, 

in the price of heat which can be charged to 

customers.   

A heat supplier must operate a 24 hours per 

day, 365 days per year customer call centre, 

since heat supply is a critical service.  As 

such, the marginal cost of extra customers is 

insignificant for an existing operation, but the 

set up of a new metering and billing operation 

is a very costly activity. 

The role of Sale of Heat should include:  

• Procurement of heat (and sometimes 

power and cooling) delivery 

• Metering 

• Billing 

• Undertaking price reviews 

• Attracting and securing new customers 

• Collection of revenues 

• Managing customer debt and default 

• Communicating with customers 

Parties typically taking on the Land 

Ownership role include: 

• An energy services company (whether 

public or private) 

• A Local authority 

• A housing association or registered social 

landlord 

• A private land owner or estate 

management company 

Sub-contracting functions 

Any of the above roles can be sub-

contracted. Depending on the commercial 

structure of the scheme, more or less risk 

may be passed to any sub-contractor. 

For instance, a sub-contracted debt 

management role may simply involve a 

reminder letter, followed by a warning letter 

(or two), at which point the issue of debt 

collection is handed back to the asset owner.  

Thus the function is outsourced to a more 

efficient operator, while the debt risk itself is 

retained by the owner. 

4.12.2 Strategic case considerations 

The strategic benefits and opportunities for 

the party undertaking the Sale of Heat role 

can include: 

• Opportunity to secure additional revenue 

streams 

• Opportunity to extend an existing in-house 

sales, metering and billing function 

Local authorities in particular often take on 

the Sale of Heat role because: 

• A Local Authority may already undertake 

metering and billing of customers, since it 

may have existing communal heating 

systems.  Care must be taken that these 

functions are separately accounted for 

under the heat network operational costs 

in order to avoid conflict with State Aid 

and Landlord and Tenant Act restrictions. 

• Provides customer assurance where 

customers are also Council tenants; other 

customers may view the Council as more 

fair or socially responsible than 

commercial entities. 

If many of the customers will be council 

tenants, it could make sense for the council to 

act as the heat supplier (which as landlord is 

a role they are partially fulfilling already).   

Other customers may also be in the public 

sector or have longstanding relationships with 

the council.  These relationships can be 

leveraged to enable more efficient 

negotiations to agree terms of a heat supply 

agreement. 

Metering and Billing Regulations 

For existing networks which are currently 

unmetered (e.g. in social housing estates), 

the Heat Networks (Metering & Billing) 

Regulations 2014 may require installation of 

heat meters, which in turn should trigger new 

tariff arrangements as customers migrate 

from a shared to an individual consumption 

basis of payment.  See Drivers and Policy 

sections for further discussion of this issue.  

 

Sale of Heat 
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4.12.3 Economic case considerations 

Where a local authority is proposing to be the 

seller of heat and to gain the revenue 

opportunities from that  role, the main options 

are likely to be whether to undertake the 

metering and billing function itself or to sub-

contract the role to a third party specialist 

contractor.   

Market testing can help inform Local 

Authorities on the available supply chain, 

preferred terms and potentially broad cost 

parameters for different types of service.   

4.12.4 Commercial case considerations 

Contracts 

Connection to the network may be catered for 

under a separate connection agreement or 

may be rolled into a supply agreement. 

Heat supply may be undertaken under a 

commercial supply agreement or a residential 

supply agreement. Alternatively, where there 

is a landlord, further considerations arise so a 

different form of supply agreement is required 

(e.g. a framework agreement or a Housing 

Association supply agreement) to cater for 

on-supply by the landlord-customer or direct 

billing to end-users after the landlord.  

This also involves splitting out differentiated 

responsibility for ownership, operation and 

maintenance of different section of network 

internal to the building, as well as different 

charging structures. Sometimes (e.g. a 

generator selling to a supplier or major 

landlord) a bulk supply agreement may be 

required. 

Sale of Heat 

What matters need to be 
agreed for the supply of 

heat? 

Connection to the 
network 

HoT 09 Connection & 
adoption agreement 

HoT 10 Connection 
agreement (without 

adoption) 

Sale of heat 

Are you selling to the 
end consumers? 

HoT 11 Framework 
heat supply agreement 

HoT 13 Residential 
heat supply agreement 

HoT 14 Housing 
association heat 

supply agreement 

HoT 15 Commercial 
heat supply agreement 

Void Supply Agreements 
Are you making bulk 

heat sales to an 
intermediate supplier? 

HoT 12 Bulk heat 
supply agreement 

Are any Heat Seller 
functions to be procured 

externally? 

Metering 

Billing 

Debt management 

Customer service 

Contract Decision Tree 12: Sale of Heat 
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Payment Delay and Default Risk 

Customer debt from delayed payments can 

act as a significant drain on business cash 

flows.  The risk can be reduced through pre-

payment and debt management can be 

outsourced (at a cost) but this will be a key 

risk to be managed. 

In practice, customer default rates for heat 

networks in the UK are modest (in the range 

of a few percent).  Many Local Authorities 

which operate heat networks serving mainly 

their own tenants, report default rates of zero 

percent.  This can be explained in part by the 

Councils’ dual role as Landlord and Heat 

Seller: non-payment could result in eventual 

eviction for tenants.  

Demand / market risk 

A fall in demand – whether through reduced 

occupancy, climate variability or other factors 

– will reduce revenue but the costs of the 

service will stay the same. 

Sellers can mitigate this by structuring the 

tariff to provide standing changes at a level 

which can ensure recovery of fixed costs (e.g. 

system maintenance and the cost of finance).  

However, very high standing charges can 

lead to customer dissatisfaction and low 

incentives to conserve energy.   

Demand risk which relates to future 

connections from new development may be 

transferred to or shared with developers, so 

that minimum payments are made from an 

agreed date, even if the planned new units 

are not completed or occupied. 

Another cause of reduced consumption is 

when rental units are between tenants (void 

periods).  The supplier of heat may take 

some credit risk on non-payment and some 

risk on void periods, but may seek to 

negotiate payments from the landlord when 

these extend beyond an agreed maximum 

duration (i.e. when units are empty). In 

addition, under a concession structure, the 

ability to change heat prices to absorb un-

modelled costs may be difficult.  

Reputational risk  

Heat is a critical service and interruptions can 

have health and safety consequences.  If the 

Council is the seller of heat, a poor service 

can damage wider perceptions of the 

Council’s competence and social 

responsibility. 

A network which is well-designed and 

competently installed should provide a very 

high reliability and quality of service over 

many years.  Poor design or installation can, 

conversely, result in persistent performance 

issues.   

For the Seller, the main opportunity to reduce 

the risk of reputational damage is to ensure 

that tariffs and bills are transparent and 

demonstrably competitive with the local 

market price of year.  Recent reports by 

Consumers Advice and consumer campaign 

organisation Which? on district heating have 

stressed the importance of fair and 

transparent pricing, among other headline 

concerns. 

4.12.5 Financial case considerations 

Tax 

A key tax consideration for the sale of heat is 

whether the revenue generated is subject to 

corporation tax and on what basis the 

revenues are being accounted for. Similarly, 

the nature of the VAT treatment on taxable 

supplies made to different customers would 

need to be considered as different VAT rates 

may apply. This is discussed in the Tax 

Considerations later in this Guidance. 

4.12.6 Management case considerations 

As highlighted above, delivery of the Heat 

Sales function for retail customers requires a 

significant management and customer 

service resource.  Local authorities which do 

not already have this resource in place (e.g. 

as part of a housing estate management 

function) should consider alternative options, 

including bulk heat sales to main landowners 

or developers, or outsourcing of metering and 

billing functions.  

 

4.1.7 Critical Success Factors 

The main CSFs for the Sale of Heat role are: 

• A heat price formula which provides 

price certainty and a pricing level 

commensurate with service performance 

standards and cost risk allocation.  Heat 

suppliers may, for example, accept a 

lower price of heat if it supplied on a bulk 

supply basis, with responsibility for 

metering and billing of end users passed 

to the bulk heat Customer. 

• Long-term reliability of the heat load.  

Demand risk must be priced into the heat 

supplier’s financial model (and the heat 

supply contract) or transferred to a third 

party (e.g. a Developer of Property). 

It is noted that these CSFs are effectively a 

mirror of the CSFs for the Customer role. 

 
 

Sale of Heat 
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Camden supplied a number of housing 

estates in the Gospel Oak area with 

communal heating powered from separate 

gas boiler energy centres. 

When these energy centres required plant 

replacement, there was an opportunity to 

take waste heat from the Royal Free 

Hospital CHP and distribute it to the 

housing estates via a heat network. 

Camden had the network installed with 

CESP funding by the operator of the Royal 

Free CHP operator. 

Camden purchases heat in bulk from the 

Royal Free Hospital CHP and sells it to 

residents of its properties in the Gospel 

Oak area. 

The operator of the Royal Free CHP, has 

a separate contract with Camden to 

operate and maintain the heat offtake 

equipment, heat distribution network, and 

building energy centres containing network 

connection and top-up and backup boilers. 

The price of heat to customers blends the 

bulk heat from Royal Free with the top-up 

heat from gas boilers. 

 

Camden Gospel Oak 

Local Authority in a Sale of Heat role 

Case Studies 

The district heating network in Oldham is 

connected to approximately 1,400 homes 

which are managed by the Housing 

Association, First Choice Homes (FCHO). 

The original Oldham district heating scheme 

was installed over 50 years ago with various 

upgrades over the years – most recently a 

new energy centre and biomass boiler. 

Residents living in council housing in Oldham 

were paying a fixed weekly charge 

irrespective of their individual consumption. 

FCHO selected Switch2 to supply, install and 

maintain heating controls and energy meters. 

Switch2 are also responsible for the 

maintenance of the dwellings internal 

systems including the radiators and domestic 

hot water cylinders, and a guaranteed 

response time has been agreed should any 

problems arise. A billing and administration 

service is also part of Switch2’s total 

metering solution. 

Oldham 

Local Authority not in a Sale of Heat role 

Sale of Heat 

http://www.switch2.co.uk/case-studies/  

http://www.bghn.co.uk/about/blog/?artid=128&pageN

um=0&blk=68  

http://www.vitalenerginetworks.co.uk/casestudies/old

ham-district-heating-scheme/  

http://www.switch2.co.uk/case-studies/
http://www.switch2.co.uk/case-studies/
http://www.switch2.co.uk/case-studies/
http://www.switch2.co.uk/case-studies/
http://www.bghn.co.uk/about/blog/?artid=128&pageNum=0&blk=68
http://www.bghn.co.uk/about/blog/?artid=128&pageNum=0&blk=68
http://www.bghn.co.uk/about/blog/?artid=128&pageNum=0&blk=68
http://www.vitalenerginetworks.co.uk/casestudies/oldham-district-heating-scheme/
http://www.vitalenerginetworks.co.uk/casestudies/oldham-district-heating-scheme/
http://www.vitalenerginetworks.co.uk/casestudies/oldham-district-heating-scheme/
http://www.vitalenerginetworks.co.uk/casestudies/oldham-district-heating-scheme/
http://www.vitalenerginetworks.co.uk/casestudies/oldham-district-heating-scheme/
http://www.vitalenerginetworks.co.uk/casestudies/oldham-district-heating-scheme/
http://www.vitalenerginetworks.co.uk/casestudies/oldham-district-heating-scheme/
http://www.vitalenerginetworks.co.uk/casestudies/oldham-district-heating-scheme/
http://www.vitalenerginetworks.co.uk/casestudies/oldham-district-heating-scheme/
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4.13 Role Profile: Supplier of 

Last Resort 

 

4.13.1 Description of role 

Since heat is not regulated like gas or 

electricity, it is best practice to make 

intentional provision for a “Supplier of 

Last Resort” (SoLR).   

The Supplier of Last Resort role involves 

providing heat to the customers if the 

scheme’s provider is unable or no longer 

required to do so. 

The SoLR’s responsibility is triggered, almost 

by definition, by an unplanned event that 

requires a rapid adoption or re-procurement 

of the supplier role from the appointed 

Supplier.   

Also almost by definition, the SoLR is likely to 

inherent a network in some distress, which 

might be technical, organizational, financial or 

a combination of all three.   

A well-prepared SoLR would have in place an 

ability to take rapid control of the situation to 

ensure a minimum disruption to customers’ 

heat service, such as step-in rights and 

recovery provisions in the relevant contract 

with the Supplier which can be triggered 

automatically, as well as some form of 

insurance or guarantee that can be drawn 

upon to fund any immediate financial costs 

which may be incurred. 

A related, but different situation is the 

situation which arises at the end of a 

Concession Contract period.  The contract 

would make provision for reversion of assets 

and of supplier responsibilities to the 

Employer, who would be expected to have 

made arrangements for the orderly 

incorporation or procurement of a new 

supplier prior to the end of the Contract.   

Parties typically taking on the Land 

Ownership role include: 

• A Local authority 

• A housing association or registered social 

landlord 

• A private land owner or estate 

management company 

• A community interest company 

The role of supplier of last resort should 

include:  

• Monitoring system performance and 

Supplier viability to maintain an accurate 

risk judgement of the SoLR’s 

responsibilities being triggered. 

• Taking over operator and retailer 

responsibilities where required (including 

in some cases the purchasing of assets) 

• Arranging for replacement of operator or 

retailer roles, 

• Potentially raising finance to continue / 

repair the existing system. 

4.13.2 Strategic case considerations 

The main strategic benefit for a party taking 

on the role is that the SoLR will ensure 

continuity of supply to the scheme’s 

customers.  This will be particularly important 

where the Supplier of Last Resort is also a 

customer or a Landlord. 

In addition, the reputational risk of scheme 

failure can be mitigated by the SoLR. 

Local authorities in particular often take on 

the SoLR role because: 

• Presence of local authority ensures the 

protection of customers, particularly 

vulnerable customers, where no other 

option for heat supply is in place. 

• The Local Authority is usually best placed 

to undertake this role, as in many cases it 

houses any vulnerable customers and is 

responsible for their welfare, and the 

welfare of the wider community. 

• Where no SoLR is provided for, the Local 

Authority may perceive political pressure 

to take on schemes which have no SoLR, 

even for a fully private scheme. 

 

4.13.3 Economic case considerations 

The SoLR is essentially a contingency role 

and as such the role is of mainly practical and 

commercial concern rather than economic 

concern. 

4.13.4 Commercial case considerations 

Operational risks 

The SoLR’s operational risks would be the 

same as those for a normal Supplier, plus the 

risks associated with the unplanned and rapid 

adoption of Supplier’s responsibilities.  It is 

therefore important that a Supplier of Last 

resort is named and measures to mitigate the 

potential liabilities are put in place. 

A local authority with no prior experience of 

heat networks, or with limited in house or 

contracted technical resources, would find it a 

challenge to undertake the SoLR role 

effectively.  A local authority with other heat 

network contracts or in house teams in place 

may consider that it can readily step into and 

absorb a Supplier role step-in situation since 

they have in-house capabilities. 

Reputational Risk 

Failure of a scheme can quickly undermine 

confidence in other schemes being 

developed.  The local authority can help to 

sustain trust and support for heat networks 

and ensure customers are protected by 

acting as Supplier of Last Resort. 

Supplier of Last Resort 
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Contracts 

It is best practice to ensure that a mechanism 

exists for continued delivery of heat even if 

the appointed heat supplier fails. 

On a private heat network, in a new build 

scenario, the estate management company 

may be a logical choice if its constitution is 

such that it represents all stakeholders. It will 

need to be given the powers to take over the 

assets and to charge tenants for the costs it 

incurs.  

An alternative is setting up a separate body to 

have this role, which is representative of all 

stakeholders. Local authorities are often 

viewed as the ultimate supplier of last resort 

although this is rarely true unless they choose 

to take on this role (but political pressure 

when local residents are without heat can be 

difficult to resist). The commitments to 

perform this role will normally reside in other 

agreements, such as leases, development 

agreements, etc.. 

Notwithstanding any arrangement which are 

in place, a private scheme which fails may 

ultimately require intervention by the public 

sector.  It is politically unacceptable for 

residents to be without heat; therefore the 

local authority would intervene to look after 

the scheme and make the necessary 

arrangements.  This ultimate backstop role is 

therefore an assumed role and is not 

normally written into formal contractual terms. 

4.13.5 Financial case considerations 

Tax 

The tax considerations in undertaking this 

role would be similar to that of the operator 

and the seller of heat. A supplier of last resort 

may also need to consider the tax treatment 

of any lump sum or termination payments 

arising as part of their role for taking on the 

heat supply contract.  

4.13.6 Management case considerations 

The local authority, like any entity, must 

satisfy itself that it will have the necessary 

rights, powers and access to funds at short 

notice to take on the Supplier role in a SoLR 

situation.   

 

 

 

 

 

 

 

 

 

 

Without these in place, the local authority 

may be unable, or may find it challenging and 

costly, to step in to that role.  It may in this 

case be better that the local authority puts its 

efforts (in an extension of the Promoter or 

Regulator role) into ensuring that the scheme 

operator or main customers have their own 

SoLR arrangements in place. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

4.1.7 Critical Success Factors 

The main CSFs for the SoLR role are: 

• Adequate step-in rights and 

contingency arrangements for when an 

event which triggers the need for the 

supplier. 

• Access to resources and capabilities to 

fulfil the supplier role or to arrange for 

its provision by another party. 

 

 

Supplier of Last Resort 

Are you the Supplier 
of Last Resort? 

Where does ability to 
perform come from? 

“Employer” under concession 
agreement? (see Tree 7, 
Developer of property) 

Ultimate landowner? (see Tree 
8, Land ownership) 

Stakeholder in an Estate 
Management Company?  

(Estate Management Company 
and lease structure must 

anticipate) 

Where does commitment to 
perform lie? 

Terms of sale/lease 
(see Land ownership) 

Terms of other deal 

Terms of stand alone 
agreement  

Contract Decision Tree 13: Supplier of Last Resort 
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Enviroenergy’s network had its origins in a 

company scheme operated and installed 

by Boots. 

The scheme was later taken over by the 

National Coal Board when the Energy 

from Waste (EfW) Plant was built. 

In 1995, with the demise of British Coal, 

the National Coal Board withdrew and the 

scheme transferred wholly to Nottingham 

City Council, and began trading as 

Enviroenergy (Nottingham) Limited. 

The network provides heat to over 5,000 

residential customers with a further 120 

commercial metering points for a range of 

different commercial customers from the 

National Ice Stadium (Motorpoint Arena), 

Nottingham Trent University, Hilton Hotel, 

intu Broadmarsh and intu Victoria Centre 

shopping centres. It also has 114 domestic 

electricity customers and 12 commercial 

electricity customers on a ‘private wire’ 

network. 

Enviroenergy (Nottingham) 

Local Authority undertook the role of Supplier of Last Resort 

Case Studies 

http://www.audit-
scotland.gov.uk/docs/local/2014/sr_140109_c
hap.pdf 

http://www.bbc.co.uk/news/uk-scotland-
highlands-islands-34767526  

 

The Caithness Heat and Power (CHaP) 
project is a wood-fuelled heat network in 
Wick, initiated in 2002.  

The Highland Council became involved when 
in 2008, faced with mounting financial and 
technical problems and deficiencies in the 
governance of the project, it took direct 
control of the arms length company (CHaP) it 
had set up to deliver the project.  

The project was eventually transferred to a 
private company, Ignis, to run in 2012. In the 
interim, the council supplied houses 
connected to the system using an oil-fired 
boiler.  

 

 

Caithness Heat and power 

Local Authority in an unplanned Supplier of Last Resort role 

Supplier of Last Resort 

www.enviroenergy.co.uk 

http://www.audit-scotland.gov.uk/docs/local/2014/sr_140109_chap.pdf
http://www.audit-scotland.gov.uk/docs/local/2014/sr_140109_chap.pdf
http://www.audit-scotland.gov.uk/docs/local/2014/sr_140109_chap.pdf
http://www.audit-scotland.gov.uk/docs/local/2014/sr_140109_chap.pdf
http://www.audit-scotland.gov.uk/docs/local/2014/sr_140109_chap.pdf
http://www.bbc.co.uk/news/uk-scotland-highlands-islands-34767526
http://www.bbc.co.uk/news/uk-scotland-highlands-islands-34767526
http://www.bbc.co.uk/news/uk-scotland-highlands-islands-34767526
http://www.bbc.co.uk/news/uk-scotland-highlands-islands-34767526
http://www.bbc.co.uk/news/uk-scotland-highlands-islands-34767526
http://www.bbc.co.uk/news/uk-scotland-highlands-islands-34767526
http://www.bbc.co.uk/news/uk-scotland-highlands-islands-34767526
http://www.bbc.co.uk/news/uk-scotland-highlands-islands-34767526
http://www.bbc.co.uk/news/uk-scotland-highlands-islands-34767526
http://www.bbc.co.uk/news/uk-scotland-highlands-islands-34767526
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The preceding discussion on roles has 

highlighted a variety of risks which should be 

considered as part of developing the 

business case for a heat network project.  

Many of these risk arise in relation to multiple 

roles, or may be traded between different 

roles (and actors).  In this section we have 

sought to draw together a matrix of the most 

frequently occurring risks and the mitigation 

strategies available.  This simple matrix is 

intended to be used to initiate the 

development of a bespoke risk matrix which 

follows the structure of Section 2.3 of 

DBEIS’s heat network business case 

template document.  

The matrix here is in no way intended to be 

exhaustive, and it is strongly recommended 

that a risk review exercise is carried out as 

part of the business case development 

process. Such an exercise should include key 

stakeholders who can support or influence 

the business case. 

Furthermore, the risks and mitigation 

measures included in this matrix have been 

focused on key strategic and commercial 

risks. For further information on other types of 

risk, please refer to: 

• Guidance on Economic and Financial 

Case for Heat Network Detailed Project 

Development Resource  

• Guidance on Powers, Public Procurement 

and State Aid for Heat Network Detailed 

Project Development Resource  

• CIBSE/ADE Heat Networks Code of 

Practice 

Finally, it is noted that, beyond the direct 

mitigations described in the matrix, in most 

cases any party could also reduce its risk 

exposure by: 

• transferring risk to another party by some 

contractual means; or 

• obtaining insurances to cover residual 

risks. 

 

4.14 Summary of key risks 

Risk Mitigation 

Pre-connection demand, supply and performance risks 

Demand risks:  

• Connection programme: 

The planned build-out of 

new development or retrofit 

of existing buildings is 

delayed.   

• Windows of opportunity:  

Potential connections are 

not yet available (e.g. 

because existing plant is 

not life expired) or become 

unavailable (e.g. because a 

Developer requires a 

guaranteed heat supply 

before the heat network will 

be available) 

Heat network plans are always exposed to the risk of 

changing availability of future load connections, until 

those loads are connected.  These risks can be mitigated 

at the feasibility and design stage by running sensitivity 

tests on demand variability.  The sensitivity test results 

should be used to inform the capital financing and cash 

reserve provisions within the financial model to ensure 

the project can sustain an operating surplus.   

During connection contract negotiations with Developers, 

the Promoter may seek to secure a fixed connection 

payment schedule and a guaranteed minimum purchase 

of heat, both of which effectively act to transfer the 

demand delay risk to the Developer. 

Window of opportunity risk can be mitigated by scoring 

future loads on a “load security” basis and then testing 

the network financial performance on the basis of high 

security loads only. 

Finally, the network build out should be planned to 

aligned with the development build out, so that new pipe 

routes are available on a “just in time” basis.  Temporary 

energy centres in modular or skid units can also provide 

flexibility in the network build out programme and help to 

defer capital expenditure. 

Matrix of key risks and typical mitigation measures for heat networks (continued overleaf) 

https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
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Risk Mitigation 

Supply risk:  

• Build programme: The heat network is not available for 

connection and supply to meet demand when the development 

is completed and occupied. 

If a heat network is not already operational when a new connection is proposed, the developer can mitigate the risk of 

the network failing to be delivered by retaining the option of a “plan B” on-site heat supply solution, at least until the 

Connection Agreement (or equivalent) is completed.   

Even where a Connection Agreement is in place, the Developer can withhold connection payments until each 

connection occurs, or to obtain security from the Promoter in the event of delayed delivery or default. 

The Promoter should reflect in the business case financial model the cost and cashflow impact of delayed connection 

payments or the provision of security. 

Network performance risk:  

• Design and installation:  A poorly designed or installed 

network, resulting in reduced system efficiency or availability 

and increased operational and maintenance costs. Remedial 

works may be necessary to rectify inherent faults.  

Performance risks can be mitigated by a variety of standard good practices employed widely across the built 

environment, including: 

• At planning and design stage, undertaking detailed feasibility assessments and ensuring the design is compliant 

with industry standards such as the CIBSE/ADE Heat Networks Code of Practice. 

• At procurement stage, setting out a clear specification which sets out unambiguous material quality and system 

performance standards 

• Procuring an integrated detailed design, build and operation contract (DBO / DBOM) against a detailed performance 

specification, which incentivises the contractor to maintain a high quality installation. 

• At detailed design stage, employing independent reviewers to check designs against the contract specification 

• At installation stage, employing a Project Engineer or Employer’s Agent to witness installations and commissioning 

tests and to review and approve the commissioning plan 

• Where a network is to be built out in phases, require extended defects liability periods or other arrangements to 

ensure that the contractor remains responsible for the works until the system is tested under full build out conditions  

• In all cases, require consultants and contractors to maintain appropriate insurances to cover their liabilities under 

their contracts. 

Matrix of key risks and typical mitigation measures for heat networks (continued from previous page) 
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Risk Mitigation 

Post-connection (operational) demand, supply and performance risks 

Demand risks:  

• Environmental factors:  Interannual climate variability and 

long-term climate change result in reduced demand and 

reduced revenues:  

• Reduced load factors: Building redevelopment and voids 

(unoccupied rental units) result in reduced consumption of heat 

compared with fully occupied buildings. 

• Use of alternative heat sources: Customers may purchase 

their own sources of heat, such as solar thermal panels, towel 

rails and electric space heaters, reducing the consumption of 

heat from the network 

  

Demand risks can be mitigated at different project stages through a variety of mitigation measures including: 

• At the planning and design stage, sensitivity testing should be carried out at the feasibility stage to ensure the 

financial model reflects the estimated probability and range of reduced revenues over a particular period, and 

eroding revenues over the longer term, reflecting the probability and range of individual sources of demand risk. 

• Within heat connection and supply agreements, the Supplier can insert a clause to restrict customers from using 

competitive sources of heat within connected units.  It is noted that such a clause can be difficult in practice to 

enforce 

• Within heat supply agreements, the Supplier can negotiate to secure a guaranteed minimum purchase of heat,  

which effectively acts to transfer the demand reduction risk to the Customer or Landlord in relation to building 

refurbishments and voids. 

  

Supplier default: The supplier goes out of business or is 

otherwise unable to fulfil its obligations under the supply 

agreement 

The risk can be mitigated by: 

• At the procurement stage, the Client should undertake due diligence and pre-qualification checks on tendering 

suppliers to confirm their financial standing 

• At the procurement or contract stage, requiring a form of security from the supplier (See Section 4.5) 

• At the contract stage, establishing step-in rights to allow a Supplier of Last Resort to take control of the system and 

ensure continuity of supply 

• Putting in place latent arrangements for initiating a SoLR event (See Section 4.13) 

Payment delay and default: Customers fail to pay their heat bills 

on time, or fail to pay at all, resulting in cashflow deficits and 

absolute losses for the Supplier. 

Financial modelling should take account of the cashflow impact of a share of payments being delayed.   

Heat metering systems and heat supply agreements should have the capability to put a customer on a pre-payment 

tariff.   

Suppliers should identify vulnerable customers and dedicate resources to customer engagement to improve payment 

records while also avoiding cut off of supply (as heat is a critical utility) 

Matrix of key risks and typical mitigation measures for heat networks (continued from previous page) 
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Risk Mitigation 

Reputational risk and customer perception:  Poor performance 

of a network or poor communication with customers result in 

customer dissatisfaction, complaints to the regulator and refusal of 

future customers and developers to connect to the network.  

The best mitigation of this risk is to ensure that the network is well designed, installed, operated and maintained.  

Mitigations of these matters are detailed above.  Other mitigations include: 

• Coordinating network and building heat system designs to ensure system interoperability, which will maximise 

overall system efficiency and avoid comfort risks including over- and underheating. 

• Installing smart heat meters with slave displays within the property so that customers can monitor performance, 

spending and have local control over room temperature. 

• Including heat network information in new property Welcome Packs 

• Providing customers with transparent pricing and plain English invoicing 

• Including defined service standards in the heat supply agreement and complying with them 

• Providing for an independent regulator, such as the Heat Trust, to give customers confidence that their grievances 

will be taken seriously. 

Matrix of key risks and typical mitigation measures for heat networks (continued from previous page) 
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4.15 Involvement through delivery 

Project Stage 
Preparation 

& Brief 
Energy 

Masterplan 
Feasibility Business Case 

Contracts and 
Procurement 

Design Construction Commissioning 
Operation & 
Maintenance 

Customer 
Expectation / 

Obligation 

1. Promotion         

2. Customer          

3. Governance        

4. Regulation    

5. Funding     

6. Asset Ownership         

7. Property 
Development 

      

8. Land Ownership    

9. Landlordship       

10. Installation     

11. Operation     

12. Sale of Heat    

12. Supplier of Last 
Resort 

   

 Indicates involvement at project stage 

BL & SC to 
review 

Preparation & 
Brief 

Energy 
Masterplan 

Feasibility Business Case 
Contracts and 
Procurement 

Design Construction Commissioning 
Operation & 
Maintenance 

Customer 
Expectation & 

Obligations 

The matrix below provides an indication as to the project 

stage when the actor taking each role would be identified and 

involved in the project.  For example the project Promoter 

would be involved right from the start, whereas Installers and 

Operators would not become involved until the contracts and 

procurement stage.  It should be noted that these are general 

guidelines; each project will vary in practice.   

Also it will often be possible to identify actors for particular 

roles at an early stage, even if their direct involvement in the 

project does not commence until a later stage. 

Heat Mapping 
Energy 

Masterplan 
Feasibility 

Study 

Detailed 
Project 

Development 

Commerciali-
sation Alignment of action 

to HNDU and 

CIBSE heat 

network project 

stages 

Delivery 
Operation, expansion, 

interconnecting secondary 
market. 
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Delivery Models 

Contents: 

5.1  Introduction to delivery models 

5.2  Developing a delivery model - Assigning the roles 

5.3  Development through the project stages 

5.4  Choosing  the Appropriate Delivery Model 

Infographic:  Overview of Delivery Models 

5.5  Private Sector Led (Type A) 

5.6  Public-Private Shared Leadership (type B) 

5.7  Public Sector Led (Type C) 

5.8  Community Company (Type D) 

5.9  Unbundled model 
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Delivery Models 

5.1 Introduction to delivery 

models 

The set of relationships, responsibilities and 

rights that are constructed for parties to 

undertake the thirteen roles described in 

section 4 defines the delivery model type 

being used. 

Delivery vehicles within a delivery model type 

might involve formal corporate entities 

created for the purpose of heat network 

delivery (e.g. a Joint Venture body or Special 

Purpose Vehicle), or they may make use of 

existing organisational structures. 

Section 4 outlines the opportunities and risks 

associated with each role to enable the 

appropriate parties to be put in place to 

undertake them.  

 

5.2 Developing a delivery 

model - Assigning the roles 

There are many ways in which a heat 

network can be set up, from a wholly private 

sector solution with no public sector 

involvement  to an entirely public sector 

funded, owned and operated scheme.   

Agreeing the parties to undertake the roles 

will help determine this commercial setup.  

The process of allocating parties to roles is 

inherently iterative; needing to be aligned 

with the workable contract structures and 

procurement routes and also tested with the 

parties themselves.  It is very important that 

proposed parties are engaged and their 

appetite for given roles tested before 

completion of the business plan and 

commitment made to a particular delivery 

model.   

A workshop or series of workshops can be an 

effective means to reach a consensus on the 

allocation of roles and the resulting delivery 

model. Those present at the workshops need 

to be able to undertake significant financial 

and commercial decisions on behalf of the 

organisations they represent (even if those 

decisions will need subsequent formal 

approval). 

Assigning parties to undertake the roles 

achieves two key outcomes: 

1. Managing and assigning opportunity and 

risk 

2. Defining procurement routes for delivery 

and operation of the network. 

5.2.1 Commercial performance and role 

allocation 

The financial performance of a network will in 

part determine the parties willing to undertake 

the various roles. 

In terms of commercial performance of a heat 

network project, there are 4 types: 

• Commercially investable: attractive to 

any investors, including third party private 

sector investors 

• Economic: attractive to public sector or 

community investors or private owner 

operators. 

• Socially Economic: the project can 

deliver valuable social, environmental 

benefits but returns are not sufficient to 

attract finance or sufficient funding is not 

available. 

• Uneconomic: the project is not viable and 

should not progress for risk of customer 

detriment. 

These types define who might undertake the 

role of funding and may limit the procurement 

options available. 

5.2.3 Opportunity & risk allocation 

When allocating parties to undertake each of 

the roles, a key objective should be to 

allocate risk to those most able to manage 

that risk.  This may be in the form of funding, 

project development time, design or 

operational risk.   

As a result of taking on risk, parties will want 

to benefit from the opportunities of heat 

networks, such as revenues, loan or equity 

repayment or carbon reduction and other 

social benefits. 

5.2.4 Procurement 

If no parties are willing to undertake particular 

role, which may be an unwillingness or an 

inability to manage a particular risk, the party 

undertaking promotion will need to procure 

an organisation willing to undertake the role, 

or undertake the role itself.  

For example a Local Authority is unlikely to 

want to take direct construction risk for 

installing a network and so it likely to procure 

a contractor even where it is undertaking the 

majority of the other roles. 
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Delivery Models 

Once roles have been assigned it should be 

clear which roles need to be procured. It may 

be useful to undertake soft market testing 

prior to such procurement to assess the 

appetite for a particular role and to adjust the 

procurement and risk management strategy 

based on the response. 

By the time contracts are drawn up and 

procurement is undertaken all the roles need 

to have organisations assigned to undertake 

them (potentially with the exception of the 

installer). 

5.3 Development through the 

project stages 

Key roles need to be assigned at different 

phases during the project lifecycle, as 

identified in Section 4.15. However, 

consideration of which parties could, and are 

willing to, undertake the roles should be a 

consideration from the concept phase.  

5.3.1 Early project stages 

During the early phases of energy 

masterplanning, a collection of likely or 

potential customers should have been 

identified by a promoter. 

A heat network project normally starts with a 

set of potential or proposed customers and 

an entity or person that wants to promote the 

supply of heat to these customers through a 

heat network, the role of promotion. 

Local authorities which commission heat 

network studies are acting as project 

promoters.  The project promotion role should 

however be explicitly taken on by a party 

willing to lead the next stages of project 

development.  Naturally this role often falls to 

the local authority; if so, appropriate staff 

resources and leadership support should be 

provided to allow the role to be performed 

well.   

A Local Authority will need to assess the 

what the risks to delivery of a project are if 

they do not undertake the role of promotion.  

They must also consider what other party 

could undertake such a role and has an 

incentive, legislative or otherwise, to do so. 

Land ownership and Development of 

Property roles for a given network are likely 

to be a matter of circumstance rather than 

choice. The exception to this is with existing 

anchor loads where the building owner can 

decide whether or not to connect, i.e. 

undertake the role of Development of 

Property. 

As such these parties may proxy for 

customers in the early stages of 

development, but they will need to consider 

the end customers when performing these 

roles. 

5.3.2 Feasibility stage 

Having identified customers and a party to 

promote their connection through a heat 

network, a feasibility stage needs to identify 

the likely funder(s), asset owner(s) and 

finalise the developer(s) of property. 

5.3.3 Business Case stage 

During the development of the business case 

it is important to identify the parties that will 

undertake the roles of Governance and 

Regulation because the development of 

Contracts and Procurement cannot easily be 

undertaken in the absence of this. 

Land ownership will also play a key role at 

this point as there may be significant land 

interests that could effect the viability of the 

scheme. 
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Delivery Models 

5.4 Choosing  the Appropriate 

Delivery Model 

Once all the roles have parties assigned to 

them it should be possible to determine the 

delivery model, or at least the type of delivery 

model, that is most appropriate to the project.  

The number of these roles that a Local 

Authority Party takes on will help determine 

the delivery model that is most suited to the 

scheme.   

In reality there are many potential 

combinations of parties fulfilling the various 

roles, and thus the choice of delivery model is 

more of a continuum of solutions rather than 

a defined set of solutions. 

Nevertheless, four main types of delivery 

model can be identified, depending on the 

parties undertaking the different roles: 

A. Private sector led 

B. Public-private shared leadership 

C. Local authority / housing association led 

D. Community company (CoCo) 

This typology broadly follows the categories 

outlined in the CIBSE and ADE publication 

‘Heat Networks: Code of Practice for the UK’ 

(CP1). 

Once all the roles have been assigned, the 

list should be compared to how the roles are 

assigned for these four types as shown in the 

table overleaf. 

The roles identified and shaded in green for 

each of the four delivery model types are 

likely to define the most appropriate model for 

the delivery of the heat network. 

Defining what delivery model type your 

project falls into serves, in itself, little 

purpose, since it is the allocation of roles that 

will define the procurement route.  The 

allocation of roles will also define the 

relationships and contracts that must be put 

in place to deliver and operate the network. 

Therefore for example the original driver may 

be for a Local Authority Led scheme, but 

assessment of the risks of each role may 

determine this is not appropriate. 

Further discussion on each delivery model 

type is provided in Sections 5.5 to 5.9. 

South East London Waste to Energy Plant Combined Heat and Power (SELCHP) Operated by Veolia 
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Delivery Vehicle(s) 

Unbundled Model in a vertically separated market would use separate delivery vehicles (and thus roles and responsibilities) at the generation, transmission and retail 

points (as, for example, the electricity market).  

A. Private Sector Led 
B. Public-Private shared 

leadership 
C. Public Sector Led D. Community Company (CoCo) 

Description 

Private sector company responsible for 

design, financing, building, owning and 

operation. 

The roles that define a project as private 

sector led are likely to be Funding, Asset 

Ownership and Operation 

Local Authority and at least one 

private sector company share the 

risks and returns. 

The roles that if shared define a 

project as private-public led are likely 

to be Governance and Funding or 

anchor Customer. 

Local Authority responsible for design, 

financing, building, owning and 

operation. 

The roles that define a project as 

public sector led are likely to be 

Governance, Funding and Asset 

Ownership. 

A community body has leading role in 

the business supplying heat. 

The roles that define a project as 

Community led are likely to be 

Customer, Governance and Sale of 

Heat. 

R
o

le
 i

n
 H

e
a
t 

S
u

p
p

ly
 S

y
s
te

m
 

1. Promotion Developer / Local Authority / Landowner Local Authority Local Authority Community Body 

2. Customer Customer / Landlord Customer / Landlord Customer / Local Authority Customer / Community Body 

3. Governance 
Private ESCo / Contractor via contract 

with Promoter 

Local Authority & Private sector 

shared 
Local Authority Community Body 

4. Regulation 
Private ESCo / Contractor via contract 

with Promoter 
Local Authority 

Other 

(Heat Trust?) 
Local Authority 

5. Funding 
Private ESCo / Developer / Local 

Authority 

Local Authority & Private sector 

shared 
Local Authority 

Local Authority 

(may include others) 

6. Asset Ownership Private ESCo / Developer / Landlord 
Private ESCo / Developer / Landlord / 

Local Authority  
Local Authority / Developer Community Body / Local Authority 

7. Development of Property 
Developer 

(may include Local Authority) 

Developer 

(may include Local Authority) 

Local Authority 

(may include Developer) 

Local Authority 

(may include others) 

8. Land Ownership Land Owner(s) Land Owner(s) Land Owner(s) Community Body / Landowner 

9. Landlordship Landlord(s) / ManCo Landlord(s) Landlord(s) Landlord(s) / Community Body 

10. Installation Private ESCo or Contractor Private ESCo or Contractor Contractor Contractor 

11. Operation Private ESCo Private ESCo or Contractor Local Authority or Contractor Contractor or Community Body 

12. Sale of Heat Private ESCo / ManCo 
Local Authority / Private ESCo / 

ManCo / Developer / Landlord 

Local Authority / ManCo / Developer / 

Landlord 
Community Body 

13. Supplier of Last Resort ManCo / Landlord Local Authority / Landlord Local Authority Local Authority / Landlord 

Overview of  

Delivery  

Models 
Continuum of options                                              Continuum of options 

Key 

 The roles that tend to indicate the delivery model type 

Underlined The party which most frequently takes this role 

Highlighted Green 
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A. Private Sector Led 

5.5 Private Sector Led (type A) 

5.5.1 key roles for Private Sector Led 

The key roles that may determine a scheme 

as being “private sector led” are the fact that 

some funding is provided by the private 

sector, matched with ownership of assets, as 

well as responsibility for operation of the 

scheme (albeit not all roles will necessarily lie 

with the same private sector party). 

Private sector led schemes often arise on 

private developments as a consequence of 

compliance with planning policy and 

incorporated into a planning obligation (i.e. as 

part of a section 106 agreement) to construct 

a heat network on the site. 

5.5.2 Procurement route for Private Sector 

Led 

On such schemes a concession may be 

granted to a third party provider who will 

substantially fund, design, construct, install, 

operate and maintain a network across the 

development.  A ‘concession agreement’ 

would grant a company or consortia 

exclusivity to provide heat on a given site for a 

period of typically 25 years or more. 

Such schemes are typically on development 

sites with one master developer or one single 

developer.  A network procured as a single 

concession serving multiple developers’ sites 

is conceivable, but such an approach will be 

complex and difficult to negotiate and may 

also require a degree of fortune in the timing 

of the respective independent development 

sites (the exception to this is being trialled 

Vauxhall Nine Elms). 

The developer, or more often the appointed 

concession contractor, may elect to extend 

the network to serve customers beyond the 

boundaries of the original development which 

initiated the network. However the terms of 

the concession contract that bind parties (the 

developer and the Private Sector Company) 

within this development are unlikely to be 

enforceable beyond it. 

In seeking to reduce costs for its customers 

(tenants or purchasers of property for 

example), a private Developer of Property 

may decide to part fund the scheme and/or 

own the assets for a rate of return at a lower 

margin. 

The private sector delivery model is attractive 

to Local Authorities who are risk averse and 

do not have the capability or appetite to 

undertake any of the key delivery roles 

associated with a heat network scheme. With 

Private Sector Led delivery models, the only 

roles undertaken by a Local Authority are 

likely to be Promotion and potentially 

Development of Property and Customer. Image to be added 

Image to be added 

 

At Kings Cross a private sector joint venture 
was set up between Argent and Metropolitan 
to deliver the site wide district  heating 
network to connect the Energy Centre to 
circa 2500 flats, 100 shops and  retails and 
3.5m sqft of offices. 

The JV, Metropolitan Kings Cross Ltd (MKC), 
is 90% owned by  KCCLP, 10% by 
Metropolitan.  This gave the Developer 
significant control over the construction of the 
network, something they were keen to have 
to enable smooth delivery across the large 
and complex site. 

The assets were then handed over to the JV 
MKC, which undertakes fuel purchase, and 
sells heat through 95 degrees (the metering 
and billing face). 

MKC also sells electricity to the grid. Vital 
Energi undertook the design in collaboration 
with MKC and now manages operation and 
maintenance of the system on behalf of 
MKC. 

 

 

 

Kings Cross 

King’s Cross Central Limited Partnership 
(KCCLP) 

https://www.kingscross.co.uk  

https://www.kingscross.co.uk/
https://www.kingscross.co.uk/
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A. Private Sector Led 

5.5.3 Legal considerations for Private 

Sector Led schemes 

A developer procuring a heat network will 

need to consider the contractual framework 

that it puts in place (for example, whether it 

wishes to procure services in distinct 

bundles. These bundles could be design and 

build (D&B), operate and maintain (O&M) and 

Metering and Supply.   

Alternatively the procurer may wish to 

aggregate the provision of services.  This 

may provide a more easily managed suite of 

contracts, however reduces the flexibility and 

potential price savings driven from 

competition (e.g. by re-procuring a services 

or O&M contract on a rolling basis). 

5.5.4 Tax Summary for Private Sector Led 

schemes 

The key tax issues to consider in a private 

sector led project include: 

• Profits arising in the entity will be subject 

to corporation tax. 

• Restrictions on deductible expenditure for 

corporation tax purposes, including 

interest expenses. 

• Availability of capital allowances on 

expenditure undertaken for the heat 

network, in particular: 

• The availability of Enhanced 

Capital Allowances; and 

• The potential restrictions for 

claiming capital allowances in 

leasing arrangements 

• Land interest acquired may be subject to 

Stamp Duty Land Tax  

• Supplies of heat made will be chargeable 

to VAT at either 20% or 5% depending on 

the nature of the customer. 

More details of the specific considerations for 

this model can be found in Appendix C  

5.5.5 Advantages and disadvantages of 

Private Sector Led schemes 

The advantages and disadvantages of 

different models are actually determined by 

the considering the advantages and 

disadvantages of taking on particular roles. 

Having said that, if a project falls into the 

Private Sector model type it can have the 

advantage of allowing private sector 

expertise to be adequately remunerated for 

management and mitigation of risk. 

The disadvantage of this is that higher 

returns are expected on investments, which 

may mean additional costs for developers.  It 

should be noted that it should not mean 

additional costs for customers, particularly 

domestic customers, as prices should be 

based on a comparator rather than a cost 

plus basis (see Guidance on Economic and 

Financial Case for Heat Network Detailed 

Project Development Resource). 

https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
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A. Private Sector Led 

5.5.6 Example Private Sector Led 

structure 

There are many potential structures for 

private sector led schemes. The figure 

opposite, shows an example of the parties 

that may undertake the roles in a Private 

Sector Led delivery model structure.  It shows 

the key monetary and energy flows between 

the parties, but it does not attempt to show 

the structure of the different relationships as 

these are often very bespoke.  

As can be seen, the majority of the roles are 

undertaken by the Developer in this model, 

who would procure a D&B and O&M 

contractor.   

The developer’s (or Estate ManCo’s) network 

is extended to provide a heat connection to a 

nearby local authority housing estate.  The 

local authority makes a bulk heat purchase 

from the network and sells the heat on to its 

tenants.  Meanwhile the private leaseholders 

purchase heat from the ManCo on a retail 

basis. 

Design, build, operation and maintenance of 

the network is undertaken by a DBOM 

contractor. 

Notably, in this example, each of the primary 

land interests – i.e. the private estate 

management company and the Local 

Authority housing department – have the role 

of supplier of last resort for their respective 

properties. In other words, if the Operator is 

unable to fulfil its obligations to operate the 

network and supply heat, then each landlord 

may have to make its own arrangements for 

ensuring its tenants continue to have heating 

and hot water.   

In the case of the Local Authority, which does 

not control the energy centre, there may be a 

desire to retain back up boilers within the 

housing estate if the risk is considered high 

enough.  Alternatively, a call-off contract with 

a supplier of temporary boilers may be 

sufficient to provide emergency supplies.  

Once the urgent situation is stabilised, the 

Local Authority can then turn to a longer term 

solution, which may involve returning to the 

private heat network or finding a permanent 

on-site solution. 

It should be stressed that the example 

structure is provided as an example only.  No 

particular recommendation is intended as to 

the suitability of this structure for a particular 

situation. 

Developer (estate 

management company) 

1. Promotion 

3. Governance 

5. Funding 

6. Asset Ownership 

7. Developer of Property 

8. Land owner 

9. Landlord 

12. Sale of Heat 

13. Supplier of Last Resort 

(for its tenants and 

leaseholders) 

DBOM Contractor 

10. Installation 

11. Operator 

12. Sale of Heat (de 

facto) 

 

£ 

Local Authority (housing 

department) 

1. Promotion 

2. Customer 

7. Developer of Property 

8. Landowner 

9. Landlord 

13. Supplier of last resort (for 

its tenants) 

£ 

Leaseholders / 

Property Owners 

2. Customers 

E 

Heat Trust 

4. Regulator 

£ 

E 

Example Private Sector Led Delivery Model structure 

payments £ 

Delivery of energy E 

Relationship with no 

payments 
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B. Public-Private shared 

leadership 

The “submarine" housing the CHP at Myatts Field North 

The re-development of Myatt’s Field in south-west London, lead by Lambeth Council led 
to the formation of the Regenter Myatt’s Field North Consortium which comprises 
Regenter, Higgins Construction, Rydon Maintenance, Pinnacle PSG and E.ON. The 
scheme was developed under the umbrella of a social housing PFI scheme and a private 
housing scheme, together comprising more than 1,000 refurbished and new homes.  The 
heating and hot water for the homes are supplied by a new CHP installation, installed in 
the “submarine”  housing on the site, as part of the sustainability criteria at the heart of 
the development, and operating with an overall efficiency of 88%.  Installation of the new 
equipment has reduced carbon emissions and heating bills for existing tenants on the 
Myatts Field North site, taking them off individual gas boilers. 

 

Myatts Field North 

5.6 Public-Private Shared 

Leadership (type B) 

5.6.1 key roles for Public-Private Shared 

Leadership 

The key roles that need to be shared between 

the private and public sectors for the delivery 

model to be a shared leadership model 

scheme are Governance and Funding. 

It is also likely that there are both private and 

public sector customers in a type B scheme.  

In fact, the provision of a large anchor heat 

load, or significant development land, by a 

Local Authority may be considered sufficient 

to enable a scheme to be delivered through a 

private public partnership. 

PFI projects are a good example where the 

public sector guarantees to be a long term 

customer, and this is sufficient to get third 

party finance. 

A Local Authority may also wish to collect 

revenues associated with a private public 

scheme, where, for example, it has provided 

assets which are used by the private sector. 

Some risk will also need to be borne by the 

public sector, which could take the form of 

funding (debt or equity).  This may also be 

reflected in the contractual risk allocation (for 

example a Local Authority bearing the 

increased costs arising from a change in Law, 

or the additional costs of an over-scoped 

energy system which has been required by 

the Local Authority for future uses). 

5.6.2 Procurement route for Public-Private 

Shared Leadership 

Partnership arrangement are usually very 

complex and costly to agree and set up.  

Careful consideration of all the risks and 

opportunities presented by undertaking the 

different roles should be made before 

extensive work to set up a public private 

partnership arrangement. 

Once the Public-Private Shared Leadership 

arrangements have been agreed, any 

procurement, for example of an D&B and 

O&M contractor can then undertaken. 

5.6.3 Legal considerations for Public-

Private Shared Leadership 

A public private partnership will require a 

robust set of legal documentation and 

processes with clear assignation of roles and 

responsibilities between the parties. The Local 

Authority procured elements of the scheme 

will need to follow Procurement Regulations 

(see Guidance on Powers, Public 

Procurement and State Aid for Heat Network 

Detailed Project Development Resource), 

whilst considerations of State Aid and Local 

Authority Powers must be borne in mind in 

relation to funding or commercial activities 

undertaken by the Local Authority.  

A commercial and contractual 
structure had to be created to 
enable district heating to be 
delivered on a common basis 
spanning these parallel public and 
private development 
schemes. Under the contractual 
framework, the two development 
schemes were linked, benefitting 
the Council and E.ON were 
awarded parallel concessions but 
with an umbrella framework linking 
performance, default, remedies 
and continuity in supply across the 
two schemes, and ensuring the 
Council, its tenants and private 
residents should see uninterrupted 
supply of heat into the future. 

 

https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
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5.6.4 Tax summary of Public-Private 

Shared Leadership 

From both a direct tax and indirect tax 

perspective, the implications will be similar to 

those presented in Model A in Appendix C. 

More details of the specific considerations for 

this model can be found in Appendix C. 

5.6.5 Advantages and disadvantages of 

Public-Private Shared Leadership 

The advantages and disadvantages of 

different models are actually determined by 

the considering the advantages and 

disadvantages of taking on particular roles. 

Having said that, if a project falls into the type 

B delivery model of shared private-public 

leadership, it can have the advantage of 

allowing private sector expertise to mitigate 

design and operational risk.  It can also 

benefit from low cost public sector finance or 

demand guarantees. 

The disadvantage of this Delivery Model type 

is that higher returns are expected on 

investments, which may mean additional costs 

for developers.   

A public-private partnership can take many 

months or years to agree and can make 

project decisions slow.  If this also requires 

setting up a JV, the time to set up all the 

necessary legal and commercial 

arrangements, further extends the project 

development phase prior to procurement. 

5.6.6 Example Public-Private Shared 

Leadership structure 

There are many potential structures for Public-

Private Shared Leadership schemes. The 

figure opposite, shows an example of the 

parties that may undertake the roles in a 

Public-Private Shared Leadership delivery 

model structure.  It shows the key monetary 

and energy flows between the parties, but it 

does not attempt to show the structure of the 

different relationships as these are often very 

bespoke.  

In this model example, some roles are 

undertaken by the Developer and some by the 

Local Authority.  There is also a public-private 

JV which is set up to deal with governance, 

asset ownership and sale of heat. 

 

£ 

JV - SPV 

3. Governance 

6. Asset Owner 

12. Sale of Heat 

 

DBOM Contractor 

10. Installation 

11. Operator 

12. Sale of Heat (de facto) 

 

£ 

Local Authority (housing 

department) 

1. Promotion 

2. Customer 

3. Regulation 

5. Funding 

7. Developer of Property 

8. Landowner 

9. Landlord 

13. Supplier of last resort (for 

its tenants) 

£ 

Developer (estate 

management company) 

1. Promotion 

2. Customer 

5. Funding 

8. Landowner 

9. Landlord 

7. Development of Property 

13. Supplier of last resort (for 

its tenants and leaseholders) 

 

Leaseholders / Property 

Owners 

2. Customers 

payments £ 

Delivery of energy E 

Relationship with no 

payments 

E 

Example Public-Private Shared Leadership Delivery Model structure 

B. Public-Private shared 

leadership 
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C. Public Sector Led 

www.islington.gov.uk/heatnetwork 

5.7 Public Sector Led (type C) 

5.7.1 Key roles for Public Sector Led  

The key roles that determine a scheme as 

being public sector led are funding (the 

majority if not all funding being provided by the 

public sector), asset ownership by the public 

sector and promotion, which is likely to be 

almost exclusively undertaken by the public 

sector. 

In this model it is not uncommon for the Local 

Authority to undertake most of the 13 roles 

identified.  As a result it is important that the 

role of Regulation is undertaken where 

possible by an independent third party, 

otherwise the scheme has the potential to be a 

monopoly with limited recourse for customers. 

5.7.2 Public Sector Led Procurement route 

As for any private sector led scheme, the 

Local Authority will need to consider the 

contractual framework that it puts in place (for 

example, whether it wishes to procure, 

services in distinct bundles, such as D&B and 

O&M and Metering and Supply or whether it 

wishes to aggregate the provision of services, 

noting that this may provide a more easily 

managed suite of contracts, however reduces 

the flexibility and potential price savings driven 

from competition (e.g. by re-procuring a 

services or O&M contract on a rolling basis). 

 

5.7.3 Legal considerations for Public 

Sector Led 

Where funding is provided by the public 

sector, particular care should be taken around 

State Aid compliance and applicable 

restrictions on Local Authority powers (see 

[Guidance on Powers, Public Procurement 

and State Aid for Heat Network Detailed 

Project Development Resource]). These 

concerns will also arise, for example, where 

the Local Authority rents land or assets at an 

undervalue, or undertakes activities with a 

view to profit. 

A local authority will also need to ensure 

compliance with the Procurement Regulations 

where applicable (see Guidance on Powers, 

Public Procurement and State Aid for Heat 

Network Detailed Project Development 

Resource). 

5.7.4 Tax summary of Public Sector Led 

The key tax considerations for a pubic sector 

model will be as follows: 

• Where the activities take place within a 

separate Project Vehicle, the direct tax 

considerations will reflect those discussed 

in Model A in Appendix C.  

• Where the activities entirely occur within a 

local authority or local authority 

association, profits may not be chargeable 

to corporation tax.  

Image to be added 

The London Borough of Islington has delivered the 

Bunhill Heat and Power network over a period of 

eight years.  

The council has retained a strong level of control 

at each point in the delivery and operation of the 

scheme in order to ensure their interests are 

central during each decision making stage.  

The Local Authority retains a team of dedicated in-

house specialists to manage the operation and 

expansion of the scheme, which is contracted to 

various engineering consultants, construction 

contractors and maintenance providers. 

Retaining a controlling interest in the scheme was 

central to the council’s strategy, since the bulk of 

the heat demand on the scheme comes from 

public sector building stock. Controlling prices to 

alleviate fuel poverty in social housing was also a 

key driver for the Local Authority to deliver the 

scheme. 

The project is currently in stage of expansion as 

Islington seek to connect more customers and 

grow the low carbon heat network in the area. 

 

Bunhill  

Islington 

https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
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• From an indirect tax perspective the key 

implications will be similar to those 

presented in Model A in Appendix C. 

• Local Authorities have special status for 

VAT purposes in relation to statutory 

activities.  However, heat network 

ownership and operation is unlikely to be 

classified as a statutory activity; therefore 

this facility is unlikely to apply to heat 

network related expenditure and income 

which would consequently be subject to 

VAT. .   

• The recovery of any output VAT charged 

on supplies of heat or electricity to 

customers of the Local Authority would 

depend on the VAT status of those entities 

or individuals who are recipients of those 

supplies. For further details, please see 

Model A in Appendix C.  

More details of the specific considerations for 

this model can be found in Appendix C. 

5.7.5 Advantages and disadvantages of 

Public Sector Led 

The major advantage of this Delivery Model is 

that is can realise schemes that fall into the 

Economic and Socially Economic categories. 

The public sector can provide cheaper finance 

and has lower return thresholds.  It also has a 

remit to reduce fuel poverty and carbon 

emissions that the private sector may not. 

The disadvantage of this Delivery Model is 

that the public sector may not have the 

capacity or expertise to deliver the scheme as 

efficiently as the private sector.  There is also 

a danger that the public sector take on all the 

roles and customers have limited recourse for 

any issues.  

5.7.6 Example Public-Private Shared 

Leadership structure 

There are many potential structures for Public 

Sector Led schemes. The figure opposite, 

shows an example of the parties that may 

undertake the roles in a Public-Private Shared 

Leadership delivery model structure.  It shows 

the key monetary and energy flows between 

the parties, but it does not attempt to show the 

structure of the different relationships as these 

are often very bespoke.  

In order to comply with Local Government 

legislation a Local Authority selling heat to any 

private sector customer will need to set up a 

delivery vehicle/SPV to do so. 

Not all the functions that the Local Authority 

undertakes will need to fall into this SPV 

where it is using the Public Sector Led 

Delivery Model where these are normal 

functions the Authority would already be 

undertaking, as shown in the figure opposite. 

The Local Authority is also unlikely to 

undertake all roles, such as Installation.  It 

may well take ultimate responsibility for 

operation, even though it has a contract for 

operation and maintenance renewed on a 

periodic basis. 

Local Authority SPV 

3. Governance 

5. Funding 

8. Asset Owner 

12. Sale of Heat 

DBOM Contractor 

10. Installation 

11. Operator 

12. Sale of Heat (de 

facto) 

 

£ 

Local Authority (housing 

department) 

1, Promotion 

2. Customer 

7. Developer of Property 

8. Landowner 

9. Landlord 

13. Supplier of last resort 

(for its tenants) 

£ 

Developer (estate 

management 

company) 

2. Customer 

8. Landowner 

9. Landlord 

7. Development of 

Property 

Leaseholders / 

Property Owners 

2. Customers 

E 

Heat Trust 

4. Regulator £ 

E 

C. Public Sector Led 

Example Public Sector Led Delivery Model structure 

payments £ 

Delivery of energy E 

Relationship with no 

payments 
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D. Community 

Company (CoCo) 

www.springbokwoodheat.co.uk 

 

The Springbok Sustainable Wood Heat Co-
operative's community own a heat network 
scheme that was conceived in 2012 and 
commissioned during summer of 2015. The 
main heat customer is an off gas grid retirement 
and convalescent home for people who have 
worked at sea called Care Ashore. Douch 
Biomass designed, planned, built, installed and 
commissioned the heat network system. One 
199kW boiler provides heat and hot water to a 
large Victorian residential building and annexe 
comprising 27 flats and 8 guest suites with 
support facilities and offices. The second boiler 
provides heat and hot water to an annexe with 7 
flats and 25 residential units. 

A community share offer (100% equity) primarily 
raised from individuals resident near the facility. 
Returns were nil in year 1, 6% for 3 years, then 
7%. The business case was forced to adapt 
over time as from the point of feasibility and 
planning (2013 and early 2014) and grant of 
planning permission the RHI dropped from 
8.8p/kWh to 8.4p and continued to drop every 3 
months. By the time of commissioning, the RHI 
had dropped to 5.87p. The co-operative 
operates to provide a commercially viable 
sustainable heat network system with members 
receiving a fair return 

Springbok heat network Scheme, 
Alford, Surrey 
 

5.8 Community Company 

(type D) 

5.8.1 Key roles for Community Company 

In a community led scheme, a Community 

Body of some sort will be central to the 

Governance of the scheme, as well as 

potentially being the generator and 

undertaking sale of heat. 

In some cases the Community Body may 

undertake a number of other roles such as 

funding of the scheme. 

5.8.2 Community Company Procurement 

route 

The procurement routes for the Community 

Company Delivery Models are varied. The 

Community Body could procure a private 

sector company to come in and undertake 

many of the roles, similar to the private sector 

led schemes.  A concession agreement is 

possible with the Community Body as the 

signatory. 

However, it is also possible for the Community 

Body to procure individual roles and undertake 

metering and billing itself. 

5.8.3 Legal considerations 

The legal considerations in a community led 

scheme are much the same as in a private led 

scheme, other than issues relating to recourse 

(contractor, funder or customer). The entity set 

up to deliver a community scheme is likely to 

be a Community Benefit Society or a 

Community Interest Company, set up for the 

purposes of the project. Such entities will have 

low capitalisation, with their main assets lying 

in the assets of the scheme itself. Funders of 

the scheme will be potentially putting their 

money at risk, whilst contractors (such as 

EPC) will have little reassurance as to the 

community entities ability to pay for works 

completed. From a customer perspective, the 

concern will be about the quality of delivery 

and the limited recourse available against a 

community company. Despite these issues, 

Community schemes have been successfully 

delivered as illustrated in the Springbok case 

study. 

5.8.4 Advantages and disadvantages of a 

Community Company 

The key benefit of this route is that the end 

customers are empowered to gain all the 

benefits of district heating such as low energy 

costs and returns on investment. 

One of the issues associated with a 

Community led scheme is who undertakes the 

role of Supplier of Last Resort and what 

customer protection is in place.  For example, 

how could a sudden increase in running costs 

affect customers? 

http://www.springbokwoodheat.co.uk/
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Some of the risks associated with Supplier of 

Last Resort are overcome by the Community 

Body having full control of the system (i.e. 

procuring separate roles rather than a 

concession). 

5.8.5 Tax Summary for Community 

Company 

From both a direct tax and indirect tax 

perspective, the implications will be similar to 

those presented in Model A in Appendix C. 

More details of the specific considerations for 

this model can be found in Appendix C. 

5.8.6 Example Public-Private Shared 

Leadership structure 

There are many potential structures for 

Community Company schemes. The figure 

opposite, shows an example of the parties that 

may undertake the roles in a Community 

Company Delivery Model structure.  It shows 

the key monetary and energy flows between 

the parties, but it does not attempt to show the 

structure of the different relationships as these 

are often very bespoke.  

In this hypothetical scheme, a community 

energy company is set up to manage the 

delivery of heat to local residents of a new 

development site and of other stand-alone 

residential properties.  The residents – i.e. 

leaseholders and property owners – are the 

main customers of the company.  The new 

development’s estate management company 

purchases heat for the common areas of the 

building.   

The local authority generally plays an 

important role in facilitating these schemes, 

given that the schemes drivers are often well 

aligned with their energy strategies. This can 

take multiple forms, performing promoter 

roles, providing technical or financial support 

to commission feasibility studies. In this case 

the has a council office nearby which can also 

be connected and provide an anchor load for 

the network.   

There is likely to be a private sector contractor 

involved in the scheme to undertake the 

installation and operation.  An integrated 

DBOM contract structure will help ensure a 

good quality system is installed through the 

use of operational performance-based 

contract requirements. 

The Supplier of Last Resort role would fall in 

the first instance to the CoCo.  If the operator 

became insolvent or a contract was 

terminated, the CoCo would have the rights 

and resources to procure an alternative 

operator.  The Heat Trust operates as the 

scheme regulator. 

5.8.7 Further information 

Further information on community energy 

networks can be found in the DBEIS 

Community-led Heat Projects Toolkit. 

Community Company 

1. Promotion 

5. Funding 

3. Governance 

6. Asset Owner 

12. Sale of Heat 

13. Supplier of last resort 

 DBOM Contractor 

10. Installation 

11. Operator 

12. Sale of Heat (de facto) 

 
Local Authority (council offices) 

1. Promotion 

2. Customer 

7. Developer of Property 

8. Landowner 

9. Landlord 

£ 

Developers Estate Management 

Company 

2. Customer (common areas) 

7. Development of Property 

8. Landowner 

9. Landlord 

Leaseholders / Property 

Owners 

2. Customers 

E 

£ 

D. Community 

Company (CoCo) 

Example Community Company Delivery Model structure 

payments £ 

Delivery of energy E 

Relationship with no 

payments 

Heat Trust 

4. Regulator 

£ 

https://www.vonne.org.uk/resources/community-led-heat-projects-toolkit-heat-networks
https://www.vonne.org.uk/resources/community-led-heat-projects-toolkit-heat-networks
https://www.vonne.org.uk/resources/community-led-heat-projects-toolkit-heat-networks
https://www.vonne.org.uk/resources/community-led-heat-projects-toolkit-heat-networks
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Unbundled Model 

A plan of the scheme (Arup) and image of 
Oxford Road 

5.9 Unbundled model 

5.9.1 key roles for Community Company 

An “unbundled model” or “decoupled model”, 

sees separate entities undertaking the same 

roles for different parts of the network.  

There is no one overarching or integrated 

delivery vehicle, and this can come about in 

three ways; by design, by the connection of a 

number of pre-existing networks or by the split 

up of an existing network into a number of 

parts.  In either case the result is the 

unbundled model. 

All roles are assigned to separate parts of the 

network, essentially meaning that a multiple of 

different models or the same model, are used 

to deliver a scheme. 

For instance in this model there might be a 

separate parties undertaking asset ownership 

on different parts of the network (generation 

plant, distribution network, transmission 

network), or sale of heat might be undertaken 

by different parties at different points on the 

network. 

The unbundled heat delivery model resembles 

the structure of the electricity market, with 

multiple generators, single transmission 

system and distribution network operators and 

multiple suppliers selling energy services to 

customers. However, an example of an 

unbundled model may include only one 

generator, with transmission and distribution 

undertaken by separate entities. 

For a heat network, co-ordination of the 

distinct entities in a unbundled model will be 

important. This can be achieved with a robust 

contractual framework between the parties.  

With moves towards standardisation in the 

heat market (such as heat supply terms and 

minimum operating standards), this will 

become easier.  

5.9.2 Unbundled Model procurement route 

Each of the three potential ways in which an 

unbundled model may arise have different 

procurement implications: 

• By design: This is likely to arise where a 

number of developers of property create 

onsite networks of their own and a third 

entity connects them via a transmission 

network.  The transmission network may 

not fall into the commercially investible 

category, and thus may be installed by a 

local authority wishing to create a 

neighbourhood wide network. 

• Connection of multiple networks: In 

essence this is similar to the by design 

solution, but occurs after the original 

networks have been run independently 

prior to connection.  There are a number of 

issues that can occur from this route, such 

as operating parameters, control 

interfaces, thermal and hydraulic 

interactions. 

The Corridor Manchester heat network is 
envisaged as a strategic Transmission Network 
(TN) connecting a variety of stakeholders who 
either buy, sell, or buy and sell heat. 

The project has been developed from the 
perspective of a SPV setup to build, own and 
operate the TN, and trade heat between the 
customers/suppliers. 

Heat sources for the TN are those stakeholders 
that have (or are developing) their own heat 
and power generation plant (e.g. CHP) - these 
suppliers are able to augment their plant 
without local heat demand constraints, and 
develop a revenue stream from selling excess 
heat where their own demands are satisfied. 

This network will have a variety of heat supply 
sources, many of which are competing, and the 
TN operator role to balance the energy flows, 
generation sources and heat demands will 
need to be carefully managed. 

Heat pricing across the network customers is 
another key issue to be considered. Prices from 
different generators are likely to vary, 
particularly if one generator is only used as a 
peaking supplier due to the carbon content of 
its heat for example. 

Corridor Manchester 

City of Manchester 
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• Split up of existing network: In this 

model a large existing network may sell off 

a number of its key elements, such as its 

transmission network or its generation 

assets. 

5.9.3 Legal considerations 

Unbundled models will need robust 

contractual frameworks between the parties 

to ensure that heat can be appropriately 

delivered from source to end consumers.  

The Contracts will need to provide adequate 

commercial benefits to parties and adequate 

recourse for failure to perform  to ensure all 

parties are incentivised to deliver a working 

scheme.  

5.9.4 Advantages and disadvantages of an 

unbundled model 

Scale is a key factor, with each constituent 

part needing to be big enough to support a 

separate business.  If this is found to be the 

case, there are a number of reasons why this 

model would be used:  

1. Commercial viability: a larger network, 

for example a number of development 

sites connected by a transmission pipe, 

may not be commercially viable for the 

private sector to invest in but may be 

economically viable for the council as a 

way of furthering their strategic aims.  In 

this case, the council could fund the 

transmission system and dispatch plant 

on the various sites to feed the network 

as required. 

2. Risk allocation: larger schemes can be 

split into constituent parts allowing 

different risks to be separated, for 

example transmission risks as apposed 

to distribution risks 

3. Specialisation: decoupling the operation 

of the network from that of the generation 

sources allows specialisation of specialist 

plant, for example fuel cells. 

5.9.5 Tax and Insurance considerations 

The unbundled model by definition, is a 

combination of other models.  These models 

have their own tax and insurance 

considerations and treatment should 

therefore be separated out to each combined 

structure. 

5.9.6 System balancing 

In the case of a unbundled model, all roles 

are assigned within each constituent part and 

may or may not be undertaken by the same 

parties. 

One particular role, that of operator, takes on 

a more complex form. An operator of a single 

system will typically dispatch different items of 

generation plant, e.g. boilers and gas CHP, 

for different reasons such operational cost, 

availability, revenues, carbon reduction etc., 

these are typically all under the control of one 

operator.   

In the unbundled model, plant dispatch 

typically requires coordination between not 

just parties, but whole systems.  This overall 

system operator will need to ensure supply 

and demand are balanced across the network 

according to the drivers set out in the 

governance structures – e.g. lowest carbon or 

lowest cost to customers. 

This could lead to a significant price 

differential between generation types, with the 

least desirable heat source (e.g. highest 

carbon intensity), being paid the most per unit 

of heat, since the total run hours are likely to 

be limited to peak times. 

As a unbundled model grows to incorporate 

more generation sources and more 

customers this system balancing will become 

more and more complex and will require 

close regulation. 

Unbundled Model 
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Tax Considerations 
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6. Tax 

6.1 Overview 

A wide range of taxes could potentially apply 

to the different structures and stakeholders 

engaged in the development of different heat 

network models. 

Broadly speaking the UK tax system is based 

on the legal arrangements entered into by 

companies or other equivalent vehicles. 

Therefore, the following commentary has 

focused on setting out some of key features 

of the major UK taxes which may apply to the 

heat networks.  

In considering the principal tax implications 

for these arrangements, we have identified 

the following key UK taxes: 

• Corporation Tax; 

• Stamp Duty Land Tax; and 

• Value Added Tax. 

Whilst we have sought to provide 

commentary around the key tax issues, this 

guidance is of a general nature only and the 

specific tax treatment of undertaking such 

projects will depend on the legal and 

contractual arrangements of the project, 

including:  

• The ownership of the assets; 

• The contractual relationship between the 

parties, such as supply contracts; and 

• Accounting treatments applied to each 

party to the arrangements.  

To illustrate these general principles we have 

added more detailed tax commentary on 

specific considerations for each of the 

Delivery Vehicles in Appendix F. 

This guidance has been prepared on the 

basis of legislation and HMRC practice as at 

the date of this report.  

 

6.2 Corporation Tax  

Corporation Tax is charged on the profits 

generated by corporate entities resident in 

the UK. The current rate of corporation tax is 

20%, but has been proposed by the UK 

Government to drop to 17% over the next few 

years. 

Generally, corporate entities include 

companies but exclude local authorities and 

local authority associations.  

One consideration is whether the activities of 

the heat network project are being 

undertaken by an entity chargeable to 

corporation tax. For example, if a project is 

undertaken entirely by a local authority it may 

sit outside of the scope of corporation tax.  

The profits chargeable to corporation tax may 

be reduced by expenses of the project which 

are “wholly and exclusively” related to the 

trade.  

The contractual structure of each particular 

project will influence the nature of the 

expenses incurred and whether a deduction 

is available – typical expenses would include: 

• Land related costs (rent/premia); 

• Capital expenditure on assets; 

• Interest & financing costs; 

• Operational costs (including lifecycle); and 

• Other administrative expenses. 

6.2.1 Capital Allowances 

Profits are also able to be reduced by claims 

for deductions relating to capital expenditure, 

relieved through the mechanism of capital 

allowances. These allowances are available 

to the extent that any assets are both owned 

and used for the purposes of the trade 

conducted within the project vehicle.  

It should be noted that the rules on capital 

allowances are complex and their correct 

application depends on a variety of factors, 

including the specific legal arrangements of 

the particular transactions, as well as a 

comprehensive understanding of relevant tax 

and accounting rules.   

In respect of capital allowances, two key 

areas for heat networks will be: 

• The availability of Enhanced Capital 

Allowances (“ECAs”); ECAs allow for 

certain expenditure to receive a 100% 

capital allowance in the period the 

expenditure is incurred. However, ECAs 

are not available where the qualifying 

assets are used to generate heat or 

electricity which attract either Feed-in 

Tariffs or Renewable Heat Incentives;  

 

• Where the assets of the business are held 

under a leasing arrangement, there are 

specific anti-avoidance rules which apply 

to determine which party is eligible to 

claim capital allowances.  

Further details on both these items can be 

found in Appendix F under the Private Sector 

Led Model.   

6.2.2  Assessing Corporation Tax 

Liabilities 

The starting point for assessing corporation 

tax is the accounting profit of an entity. 

Specific advice will need to be sought to 

assess the potential accounting implications 

of different project structures/ commercial 

arrangements. Ultimately, this will be an area 

for the auditors of each of the key contractual 

stakeholders to determine.  

Both International Financial Reporting 

Standards and Financial Reporting Standard 

102 (commonly referred to as “new UK 

GAAP”) require certain arrangements to be 

accounted for as being the assets of one 

party, even where legal ownership resides 

with another.  
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This can be of particular concern for local 

authorities as both the assets and associated 

liabilities of a transaction may be accounted 

for on their balance sheet. Local authorities 

should review proposed transactions from 

their own accounting perspective to 

understand if this may be in issue. 

 

6.3 Stamp Duty Land Tax 

(“SDLT”)  

SDLT is charged on transactions involving 

interests in land and buildings, typically on 

the consideration or rent involved.  

The rates charged for SDLT for non-

residential or mixed used properties are 

progressive depending on the consideration 

or the NPV of the rent paid under the 

tenancy.  

As such, the key issue for heat network 

projects is to determine whether there are 

any interests in land granted and, if so, 

whether any SDLT is chargeable on the 

transaction. This will be of particular 

relevance in the role of Asset Ownership. 

 

6.4 Value Added Tax (“VAT”) 

VAT is an indirect tax levied on the turnover 

of an organisation. VAT registered 

organisations must charge VAT on their 

taxable sales but they are also entitled to 

recover VAT incurred on costs. 

There are also some specific VAT 

considerations which Local Authorities need 

to ensure they are comfortable with, including 

the nature of the activities undertaken within 

their statutory functions. These have been set 

out in more detail under the Public Sector 

Led Model within Appendix F  

VAT registered organisations must submit 

VAT returns to HMRC on a monthly or 

quarterly basis. On these returns the 

organisation discloses their net VAT position 

(VAT due on sales less VAT incurred on 

purchases) and this position is settled with 

either a payment to or a repayment from 

HMRC. 

The current VAT registration threshold is  

£83,000 and generally speaking if an 

organisation's annual turnover falls below this 

level it will not be required to register for and 

account for VAT.  

Nonetheless, in certain instances it may be 

desirable to register voluntarily for VAT in 

order to recover VAT incurred on expenditure 

which would otherwise be a cost to the 

organisation. Voluntary registration is likely to 

be of particular relevance during the 

development stage of projects where, whilst 

the level of turnover is low, VAT incurred on 

costs will be significant.  

Stakeholders in heat network projects will 

have to consider the VAT treatment of their 

sales, as well as the amount of VAT that will 

be incurred on the costs of developing and 

operating the network. 

The sale of heat, electricity and cooling will 

be subject to UK VAT and the key 

consideration will be the rate of VAT charged 

on such sales.  

Certain supplies of heat, electricity and 

cooling used, for example in dwellings and by 

charities, qualify for the reduced-rate of VAT 

of 5%, whilst other supplies will be subject to 

the standard-rate of 20%.  

There will be practical challenges in 

determining where supplies are put to 

qualifying use, and inappropriate VAT 

treatment could result in VAT exposure for 

the supplier.  

Where the supply is of wholesale electricity, 

further consideration will need to be given to 

the application of the intra UK ‘reverse 

charge’ ,which shifts the responsibility for 

accounting for VAT onto the customer in 

certain circumstances (see Appendix F).  

The supplier of heat, electricity and cooling 

should be entitled to recover all of the VAT 

paid on its costs, subject to certain statutory 

restrictions. For other parties in the supply 

chain, VAT recovery will depend on precisely 

what they are supplying. For example, the 

leasing of land is in principle exempt from 

VAT, and a landlord will only be entitled to 

recover VAT on costs where an effective 

option to tax has been made. 

 

6.5 Business Rates  

Business rates are charged on most non-

domestic properties, like shops, offices, 

warehouses and factories.  They are 

collected by local authorities.  General 

guidance can be found on www.gov.uk.  

Business rates are generally determined by 

multiplying the rateable value by the multiplier 

expressed in pence per pound. In England for 

2016-17 the multiplier is 49.7p (49.7%), in 

Wales 48.6p. 

The main issues in relation to business rates 

for heat networks relate to the calculation of 

the rateable value.  The issues are: 

1. Which assets are rateable? 

2. What method should be used to 

calculate the rateable value? 

6.5.1 Rateable Assets 

For assets to be separately rateable they 

must comprise a “hereditament”, a legal term 

which includes land, buildings and plant and 

machinery.  The first issue to resolve, 

therefore, is which DH assets comprise the 

hereditament.  

Heat networks limited to serving a dwelling or 

block of flats are not rateable separately from 

the building (Valuation Office Rating Manual: 

Section 340, District Heating Undertakings).  

The boiler house and plant and equipment do 

not need to be inside the building for this rule 

to apply but must be wholly contained within 

the curtilage of the building (e.g. could be in 

the garden). 

For the same reason, secondary networks 

and heat exchangers that connect dwellings 

to a heat network external to the dwelling or 

block of flats are not rateable. 

http://www.gov.uk/
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For other heat networks, the rateable 

components include:  

• Energy centre building 

• Chimney or flue 

• Boilers and other generating plant (but 

see Applicable Reliefs, below) 

• Distribution pipework & pumps 

• Standby generators 

• Fuel and heat stores 

• External works 

6.5.2 Calculation Method 

The approved method of valuation of DH 

assets is the Contractor’s Basis of Valuation 

(Rating Manual, Volume 4, Section 7).  

In summary, the method involves calculating 

the replacement cost of the assets, which 

may be the initial construction cost index-

linked to the date of valuation, and adjusting 

for defects or obsolescence. 

The Valuation Office suggests using an 

adjustment factor of 0.75 for old heat 

networks.  To produce the rateable value, the 

adjusted replacement cost is multiplied by the 

decapitalisation rate, which for DH networks 

is prescribed at 5%.  For further information 

see the Valuation Office Practice Note 1: 

2005: District Heating Undertakings. 

Rateable value is normally re-assessed every 

five years. 

6.5.3 Example Calculation Methodology 

The Business rates payable on heat network 

in England valued at, say, £10,000,000 is as 

follows: 

Asset value x decapitalisation rate x multiplier 

= annual business rate liability 

For example: 

£10,000,000 x 5% x 49.7% = £248,500 

This number may reduce as the assets age, 

when the adjustment factor can be applied. 

6.5.4 Applicable reliefs 

Assessed rateable value cannot be adjusted 

to allow for grant funding of its construction.  

Rateable value can be adjusted if the DH 

network incorporates specialised equipment 

whose value in use is less than its initial cost, 

because of cost over-runs or innovation. 

Combined Heat and Power (CHP) engines 

rated as “good quality” under the CHPQA 

scheme are exempt. 

Small business relief from rates is limited to 

properties with a value less than £18,000 

(£25,500 in London), which effectively 

excludes energy centre buildings. 

Under section 69 of the Localism Act, a local 

authority has the discretion to reduce the 

business rates of any local business provided 

that doing so does not amount to state aid.  

No general guidance exists on the use of this 

discretionary power, but DBEIS has provided 

State Aid guidance relevant for heat networks 

in its Guidance on Powers, Public 

Procurement and State Aid for Heat Network 

Detailed Project Development Resource.  

Prior to this enactment, local authorities 

already had the power to reduce business 

rates for any local business that would suffer 

hardship from paying in full.  In doing so, the 

local authority has to take the interest of 

Council Tax payers into account. 

In most circumstances, income from business 

rates gets passed to or shared with central 

government. But under The Non-Domestic 

Rating (Renewable Energy Projects) 

Regulations 2013, rates from new renewable 

energy projects can be retained, in full, by 

local government. 

6.5.5 The receipts and expenditure 

method 

Historically, an alternative method of 

determining rateable value exists that is 

based on the VOA’s Receipts and 

Expenditure Method (R&E Method).  This 

method is still used for pubs and also for gas 

and electricity distribution networks 

(GDNs/DNOs), on the grounds that 

establishing a rental value for their assets is 

not possible.  The methodology as applied to 

GDNs/DNOs effectively treats business rates 

as a residual, after deducting running costs, 

depreciation and reasonable profit from 

revenues.   It would appear to be open to DH 

networks to show that the R&E Method would 

produce a materially lower rateable value 

than the method prescribed by the Valuation 

Office. 

http://app.voa.gov.uk/corporate/publications/Manuals/RatingManual/RatingManualVolume5/sect340/PreviousRevaluations/e-rat-man-vol5-s340-pn1-2005.html
http://app.voa.gov.uk/corporate/publications/Manuals/RatingManual/RatingManualVolume5/sect340/PreviousRevaluations/e-rat-man-vol5-s340-pn1-2005.html
http://app.voa.gov.uk/corporate/publications/Manuals/RatingManual/RatingManualVolume5/sect340/PreviousRevaluations/e-rat-man-vol5-s340-pn1-2005.html
http://app.voa.gov.uk/corporate/publications/Manuals/RatingManual/RatingManualVolume5/sect340/PreviousRevaluations/e-rat-man-vol5-s340-pn1-2005.html
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
https://www.gov.uk/guidance/heat-networks-delivery-support
http://www.legislation.gov.uk/uksi/2013/108/introduction/made
http://www.legislation.gov.uk/uksi/2013/108/introduction/made
http://www.legislation.gov.uk/uksi/2013/108/introduction/made
http://www.legislation.gov.uk/uksi/2013/108/introduction/made
http://www.legislation.gov.uk/uksi/2013/108/introduction/made
http://www.legislation.gov.uk/uksi/2013/108/introduction/made
http://www.legislation.gov.uk/uksi/2013/108/introduction/made
http://manuals.voa.gov.uk/corporate/publications/Manuals/RatingManual/RatingManualVolume4/sect6/toc.html
http://manuals.voa.gov.uk/corporate/publications/Manuals/RatingManual/RatingManualVolume4/sect6/toc.html
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7. Insurance 

7.1 Introduction 

Insurance is one of the key considerations 

that lies at the heart of any heat network 

project's risk management strategy.  It is 

essential that the local authority or heat 

network developer’s minimum insurance 

requirements and associated contractual 

provisions are clearly stated in relevant 

project documents. Transparency of 

insurance costs during any construction or 

operational periods will also be required to 

ensure value for money in the treatment of 

insurance associated with each project. 

Local Authorities and heat network 

developers should undertake an insurance 

due diligence process that sets out:  

• The risk allocation between the various 

parties taking into account both legal and 

commercial considerations. 

• A rationale for insuring project risks and 

an understanding of the insurance policies 

to be put in place for each project and/or a 

rationale for self indemnifying insurable 

project risks. 

Due to the varying size, scope and 

complexity in each heat network project, 

consideration should be given to seeking 

professional insurance advice as and when  

deemed appropriate. 

In respect of each of the four main types of 

delivery vehicles, diverse and multiple parties 

will need to ensure that their separate 

interests are protected to ensure that relevant 

insurance proceeds are available to cover 

specified types of losses and claims. 

Where it has been decided that insurance for 

the project is required, the project should 

specify: 

• The extent to which the local authority or 

heat network developer should itself take 

out insurance or require other project 

parties to take out and maintain particular 

insurances. 

• The rights and separate interests of the 

parties to the project relative to those 

minimum required insurances.  As it is 

anticipated there will be multiple parties 

with differing interests, any required 

insurances regime will need to protect 

each party consistent with its insurable 

interest in the project. 

• Obligations placed upon the relevant party 

as to how the insurance policies should 

be managed and administered for the 

benefit of the parties and the project. 

• How any insurance proceeds in respect of 

claims under any of the project required 

insurances are to be applied to protect the 

separate interests of the parties and 

ensure continuance of project deliverables 

(during both any construction and 

operational phases). 

• How insurance costs should be managed 

and accounted for during phases of the 

project and over the life time of the project 

taking into account they are included 

within the standing costs. 

• That the contractor is responsible for 

policy excesses or deductibles and is not 

entitled to recover from the Local 

Authority any sum paid by way of excess 

or deductible.  

By setting out a minimum scope and levels of 

insurance to be procured, the parties to the 

project can be assured that specific insurable 

risks will be the subject of insurance 

protection which in turn seeks to ensure that 

relevant insurance proceeds are available to 

cover certain types of losses and claims. 

Any insurance provisions in any project will 

need to set out the extent to which the 

identified parties are required to take out and 

maintain (or procure the maintenance of) 

certain insurances as a means of managing 

particular project risks.  The required 

insurances specified in the project must: 

• Represent those insurances which protect 

the separate insurable interest of the 

parties. 

• Reflect the degree of insurable risk 

allocation/transfer required by the parties. 

• Align to the ability of the relevant parties 

to make premium payments. 

• Be consistent with the availability of 

insurance in prevailing insurance market 

conditions. 

• Should maintain a balance between 

adequacy of insurance levels whilst 

meeting value for money considerations 

of the relevant parties. 

 

7.2 Background to insurance 

Insurance is a contract whereby, for specified 

consideration (i.e. a premium), one party 

undertakes to compensate another for a loss 

relating to a particular subject as a result of 

the occurrence of a designated hazard.    

The business of insurance is sustained by a 

system of risk analysis.  Generally this 

analysis involves anticipating and assessing 

the likelihood, frequency and severity of a 

particular loss scenario. 

In the United Kingdom insurance is regulated 

by the Financial Conduct Authority (FCA) with 

insurance markets governed by a blend of 

statutes, regulations and decisions of law in a 

court. 
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There are currently two compulsory 

insurances in the United Kingdom which are 

required by statute (i.e. “insurances required 

by law”): 

• Employers' Liability Insurance 

• Third Party Motor Liability Insurance 

The value of insurance cover taken out 

against a particular risk does not limit any 

liability of the insured party in law.  It only 

defines the amount of liability to be funded 

through insurance.  Insurance therefore 

seeks to represent the equitable transfer of 

the risk of a loss from one party to another in 

exchange for payment. 

Insurance is not a panacea for all losses and 

claims.  Insurance policies will have 

limitations in their scope and application and 

will not cover all liability or performance risks 

that may be set out in a contract.  In addition 

insurance markets do not remain static 

resulting in ongoing changes to cover, scope, 

availability, market capacity and insurance 

pricing. 

 

7.3 Project insurance 

variables 

Each heat network will have its own insurable 

risk profile and specific features of the project 

need to be considered at the feasibility stage 

to ensure there are no barriers to transferring 

risk to insurance markets.  Accordingly, each 

party to the project will need to review the 

following issues to determine any unusual or 

high risk insurance scenarios:  

• Location of the project facilities. 

• Site logistics and dynamics relative to new 

facilities. 

• Interface between the new facilities and 

existing facilities. 

• Known issues relative to pollution / 

contamination. 

• Heat generating technology proposed. 

• Capital expenditure in relation to new 

works. 

• Project periods both construction and 

operational. 

• Financial data required by insurers to 

price project required insurances. 

• Long lead in times to replace major items 

of plant / machinery. 

 

7.4 Limits of indemnity / basis 

of settlement 

The level of insurance protection is an 

important feature in determining value for 

money to the local authority/ heat network 

developer. 

In respect of first party property damage 

insurances predicated upon "All Risks" of 

physical loss, damage or destruction it is 

generally advocated that the insured amount 

represents the replacement or reinstatement 

value of the property to be insured.  For 

certain projects, where a total loss is 

inconceivable, the sum insured could 

correspond to the Estimated Maximum Loss 

rather than the full reinstatement value. 

In respect of insurances predicated upon an 

incurred legal liability of an insured party if 

the limits of indemnity are set too high 

relative to the potential risk exposures this 

could import unnecessary cost into the 

project.  However, if the limits are set too low 

the risk exists of not adequately having 

transferred insurable risk to the contracting 

party in question.  The optimum position is 

therefore for legal liability insurances limits of 

indemnity to be agreed commensurate with 

the potential losses that could occur in 

relation to the project.  There will always be a 

debate as to where such limits and sums 

insured should be set, but due reference 

should be made to the potential for loss, 

damage or destruction of property, death / 

bodily injury and financial loss. 

 

7.5 Classes of insurance 

considerations 

There are generally two periods (or phases) 

to a heat network project, the construction 

period and operational period.  The classes 

of insurance set out in the table at Section 

7.7 are considered to be those that will 

generally apply to each period of the project 

and form the initial parameters for the parties 

to the project to consider. 

 

7.6 Additional minimum 

insurance considerations  

When determining the risk allocation between 

the parties and the minimum insurance 

regime to be taken out and maintained by the 

parties, there are a number of additional 

variables which should be considered for 

each heat network project. 

7.6.1 Insured parties   

Depending upon the structure of the project 

in question, there may be multiple parties 

involved in a heat network project  both 

during the construction and operational 

periods.  Due to the likelihood of such parties 

having differing insurable interests, the 

insured parties for each required class of 

insurance will need to be determined relative 

to each project as the minimum required 

insurances regime should protect each party 

consistent with their insurable interest in the 

project. 

Insured party status can be addressed by a 

range of insurance policy structures: 

• Co-insured with attendant non-vitiation, 

waiver of subrogation and notice of 

cancellation. 

• Indemnity to principals / additional 

insured. 

• Loss payee. 

• Single party insured only. 
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7.6.2 Maximum deducible thresholds 

Insurance policies usually contain deductibles 

(or excesses).  It is important to determine 

which party or parties are responsible for the 

payment of any policy deductibles (and/or 

sub deductible losses).  Setting and 

agreement to  maximum deducible thresholds 

for each identified required insurance allows 

the parties to understand the level of self-

retention (the amount that will not be covered 

by insurance) and whether the party 

responsible for any sub deducible losses has 

the financial wherewithal to meet such 

losses. 

7.6.3 Other classes of insurance 

The classes of insurance for consideration 

(see section 7.7) are those that would 

generally apply to each phase of the project 

but there may be other classes of insurance 

which may be appropriate to an individual 

project.  The Local Authority/heat network 

developer should consider: 

•  The benefits to the project of the classes 

of insurances in the table opposite. 

• Which party or parties will be responsible 

for taking out any additional insurances. 

Contractors Pollution Liability Insurance 

Cover in respect of gradual as well as sudden 

and accidental environmental liability arising 

from works carried out the project. 

Engineering Breakdown Insurance 

Cover for plant and machinery for Cover is for 

sudden and unforeseen damage (including 

breakdown, explosion, collapse and 

accidental damage). 

Engineering Breakdown Business 

Interruption Insurance 

Cover for financial losses as a result of a 

loss/claim under the Engineering Breakdown 

Insurance. 

Engineering Inspection 

Inspection of plant / machinery to meet UK 

statutory inspection requirements 

Goods in Transit / Marine Insurance  

Cover for imported machinery / technology in 

transit which is not covered under the 

Contractors “All Risks” Insurance. 

Latent Defect Insurance 

Cover in the event of an inherent defect in the 

design, workmanship or materials becoming 

apparent after practical completion. 
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7.7 Timeline for insurance 

The table below sets out a timeline for insurance due diligence, risk allocation, contractual 

insurance considerations / obligations and minimum insurances  that usually occur 

throughout the projects lifecycle. 

1. Insurance due 

diligence and risk 

allocation consideration 

2. Risk allocation and 

articulation into contracts 
3. Construction insurances 4. Operational insurances 

Project Stage 
Preparation, Feasibility 

and Business Case 
Contracts and Procurement Design Construction Commissioning Operation & Maintenance 

Contractors “All Risks” 

Insurance 
n n P P 

Delay in Start-Up 

Insurance 
n n P P 

Construction Third 

Party Liability 

Insurance 
n n P P 

Professional Indemnity 

Insurance 
n n P P P 

Insurances required 

by law 
n n P P P P 

Property Damage 

Insurance 
n n P 

Business Interruption 

Insurance 
n n P 

Third Party Public and 

Products Liability 

Insurance 
n n P 

Key:    n = Insurance due diligence and consideration required. 

 P = Placement of insurance policy by relevant party. 
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7.8 Matrix of insurance issues to consider  

There are generally two periods (or phases) to a heat network project, the construction 

period and operational period.  The classes of insurance set out in the table below are 

considered to be those that will generally apply to each period of the project and form the 

initial parameters for the parties to the project to consider. 

Class of insurance Insurance issues to consider 

Construction phase 

Contractors “All Risks” insurance Works, physical property to be 

insured 

  

The permanent and temporary works, materials, goods, plant and equipment for incorporation in the 

works (other than constructional plant, tools, accommodation and equipment belonging to or the 

responsibility of the construction sub-contractor or the construction sub-contractor’s sub-contractors) 

and all other property used or for use in connection with works associated with the project. 

Basis of cover generally 

available in the prevailing 

insurance market conditions 

“All risks” of physical loss or damage to the insured property unless otherwise excluded.  

Sums insured At all times an amount not less than the full reinstatement or replacement value of the insured property 

plus provision to include extensions as appropriate or if appropriate to the project, consideration to 

insuring on an estimated maximum loss basis (EML). 

Delay in Start-up Insurance 

 

Basis of cover generally 

available in the prevailing 

insurance market conditions  

Loss of anticipated revenue during at least the minimum indemnity period arising from a delay in 

completion of the project as a result of loss or damage covered under the Contractors “All Risks” 

Insurance including physical loss or damage which would be indemnifiable but for the application of 

any deductible. 

The economic additional expenditure necessarily and reasonably incurred for the purpose of avoiding 

or reducing the loss of revenue which without such expenditure would have taken place, during the 

minimum indemnity period. 
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Class of insurance Insurance issues to consider 

Delay in Start-up Insurance (cont.) 

 

Sum insured An amount sufficient to cover the sums the subject of the indemnity for the minimum indemnity period. 

Minimum indemnity period 

  

Not less than [   (  )] months. 

Note: The minimum indemnity period will need to be determined relative to the individual project. 

Construction Third Party Liability Insurance 

 

Basis of cover generally 

available in the prevailing 

insurance market conditions 

To indemnify the insured in respect of all sums that they may become legally liable to pay (including 

claimant’s costs and expenses) as damages in respect of accidental: 

• death or bodily injury, illness, disease contracted by any person; 

• loss or damage to property; 

happening during the period of insurance and arising out of or in connection with the project. 

 

Limit of indemnity Not less than £[         ]m  in respect of any one occurrence, the number of occurrences being unlimited, 

but in the aggregate in respect of pollution liability. 

Note: Limit of indemnity to be determined relative to the size and scope of the project. 

 

Professional Indemnity Insurance 

 

Basis of cover generally 

available in the prevailing 

insurance market conditions 

To indemnify the insured for all sums which the insured shall become legally liable to pay (including 

claimant’s costs and expenses) as a result of claims first made against the insured during the period of 

insurance by reason of any negligent act, error and/or omission arising from or in connection with the 

advice, design, specification or professional services in connection with the project. 

 

Limit of indemnity Not less than £[         ]m  in respect of any one claim and in the aggregate per annum. 

Note: Limit of indemnity to be determined relative to the size and scope of the project 
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Class of insurance Insurance issues to consider 

Operational / services phase 

Property Damage Insurance Physical property to be 

insured 

The project assets which are the property of the [  ] or for which the [  ] is responsible.  

Note : Assets to be insured and insured parties will need to be determined relative to the individual project. 

Coverage “All risks” of physical loss or damage to the insured property from any cause not excluded. 

Basis of cover generally 

available in the prevailing 

insurance market conditions 

At all times an amount not less than the total reinstatement or replacement value of the insured property, plus 

provision to include other cover features and extensions as appropriate or if appropriate to the project, 

consideration to insuring on an estimated maximum loss basis (EML).  

Business Interruption Insurance 

 

Basis of cover generally 

available in the prevailing 

insurance market conditions

  

Loss of anticipated revenue during at least the minimum indemnity period arising from an interruption or 

interference in the operation of the project as a result of loss or damage covered under property damage insurance 

including physical loss or damage which would be indemnifiable but for the application of any deductible. 

The economic additional expenditure necessarily and reasonably incurred for the purpose of avoiding or reducing 

the loss of revenue which without such expenditure would have taken place, during the indemnity period. 

 

Sum insured An amount sufficient to cover the sums the subject of the indemnity for the minimum indemnity period. 

Minimum indemnity period for 

the operational phase of the 

project  

Not less than [  ] months. 

Note: Minimum indemnity period will need to be determined relative to the size and scope of the project. 
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Class of insurance Insurance issues to consider 

Third Party Public and Products 

Liability Insurance 

 

Basis of cover generally 

available in the prevailing 

insurance market conditions 

To indemnify the insured in respect of all sums that they may become legally liable to pay (including claimant’s 

costs and expenses) as damages in respect of accidental: 

• death, or bodily injury, illness or disease contracted by any person; 

• loss or damage to property; 

• interference to property or any servitude or wayleave right of air, light, water or  way or the enjoyment or use 

thereof by obstruction, trespass, nuisance, loss of  amenities, or any like cause; 

happening during the period of insurance and arising out of or in connection with the project. 

 

Limit of indemnity Not less than £[         ]m in respect of any one occurrence, the number of occurrences being unlimited, but in the 

aggregate in respect of pollution and products liability. 

Note: Limit of indemnity will need to be determined relative to the size and scope of the project. 
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7.9 Required insurance information 

Once the project insurance due diligence process has been completed and it has been decided 

that insurance for the project is required (and the classes of insurance each party is required to 

take out), the following tables provide an overview of the initial information the insurance 

companies may require in order to asses the project risk profile and consider cover terms and 

premiums: 

 

General Information 

Location of project and layout including details of new and existing plant / facilities 

Project method statement and timescales 

Health and Safety and Risk Management undertakings including risk assessments 

Commissioning / testing periods 

Details of construction , heating and use of project buildings and structures 

Site and building security details 

Details of any fire suppression systems fire fighting equipment 

Construction & Operational Period 

Classes of insurance required and levels of cover 

Insured parties and status 

Capital expenditure for project [construction period only] 

Breakdown of the sums insured  including (where appropriate for the project) : 

• Energy Centre (plant & thermal store) 

• Heat Network (variable speed pumps, surveillance system)  

• Building Connections (heat exchanger, heat meter, two-port control valves) 

• Building heating systems (heat emitters, two-port control valves) 

Details of any major items of machinery / plant and installation / reinstatement 

timescales 

Anticipated loss of revenue figure and indemnity period 

Required limits of indemnity  

Estimated annual wage roll and annual turnover 
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Appendix A: Glossary of Abbreviations 
and Defined Terms  
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A: Glossary of Abbreviations and Defined Terms  

Adoption:  Taking over of control, benefits 

and/or obligations in relation to assets 

and equipment. The degree of risk 

assumed on Adoption in relation to 

such assets and equipment may vary. 

Usually specific take-over tests will 

apply before Adoption occurs.  

Alienation:  In the context of a Lease, the 

assignment, underletting, or parting 

with possession or occupation of a 

premises.  

Asset Ownership: A heat network role 

defined in this guidance (asset 

ownership). 

Asset transfer/lease/licence: Please see 

Appendix E for further information. 

Authorisations:  Relevant authorisations, 

consents, permissions, approvals, 

resolutions, licences, exemptions, 

filings, notarisations or registrations. 

Authority Requirements:  Requirements of 

a Local Authority, set out in a contract, 

dealing with, for example, the 

technical specifications or 

performance outputs of a District 

Heating Scheme.  

Boilerplate:  A term in a contract which is 

generally standard across many 

contract types and will be unlikely to 

be heavily negotiated (if at all). 

Bonds (or Debenture) agreement: Please 

see Appendix E for further 

information. 

Business Plan :  [Link to GT definition] 

Building Contract: Please see Appendix E 

for further information. 

Capex:  Capital expenditure.  

Carbon Compliant:  A requirement for the 

carbon content of Heat delivered 

pursuant to a District Heating Scheme 

to be no more than a certain carbon 

intensity.  

Change in Law:  A change in law, for 

example by legislation or regulation. 

Charges: a restrictive covenant or other 

prohibition or restriction on the use of 

land as defined in the Land Charges 

Act 1972 (as amended). A Section 

106 Agreement is a form of land 

charge.  Please see Appendix E for 

further information. 

CHP:  Combined heat and power.  

Co-Insured:  Each party is considered a 

separate insured entity as if they were 

separately and individually insured.  

Collateral Warranty :  A contract between a 

professional consultant, building 

contractor or sub-contractor and a 

third party (for example, a funder, 

tenant or buyer), which generally 

warrants that the relevant consultant 

or contractor has complied with its 

appointment, building contract or sub-

contract.  

Company Articles: Please see Appendix E 

for further information. 

Completion:  In the context of a 

Shareholders’ Agreement, the point at 

which the shares in a company are 

issued to relevant Shareholders.  

Concessionaire:  The counterparty to a 

Concession Agreement, who will 

deliver, for example, a District Heating 

Scheme.  

Conditions Precedent:  Those matters that 

must be achieved before the majority 

of a contract’s provisions become 

enforceable. In the context of a 

building contract, this may be 

achieving planning permission.  

Conditions:  In the context of a 

Shareholders’ Agreement, those 

matters that must be achieved before 

Completion.  

Conduits:  Media for the passage of 

substances, energy or data.  

Connection Charge :  The charge paid by a 

landlord or developer for the 

connection of a development, building 

or Unit to a District Heating Scheme.  

Connection:  The physical connection of 

Primary Network or Secondary 

Network to a development, building or 

Unit.  

Construction licence: Please see Appendix 

E for further information. 

Counterfactual Case:  The alternative 

method for provision of heat to meet 

planning and carbon reduction 

requirements for a given project. 

Critical Success Factors (CSFs): Defined in 

the Green Book Five Cases Guidance 

as “the attributes essential to the 

successful delivery of the scheme, 

against which the available options 

are assessed” (page 38) 

Customer Supply Agreements:  Bulk 

Supply Agreements, Residential 

Supply Agreements, Commercial 

Supply Agreements and/or Housing 

Association Supply Agreements.  

Customer:  A heat network role defined in 

this guidance (customer). 

Customers:  Counterparties to Customer 

Supply Agreements.  

D&B:  Design and Build (a type of contract) 

DBO:  Design Build and Operate (a type of 

contract) 

DBOM: Design Build Operate and Maintain 

(a type of contract) 
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Deductible thresholds:  A deductible (or 

excess) in an insurance policy is the 

amount the policyholder must pay 

towards a claim.  The setting of an 

insurance policy not to exceed 

maximum deductible threshold within 

a contract allows the principal to be 

satisfied that the contractor has the 

financial mechanisms and wherewithal 

to maintain its stated level of self-

retention under the contract. 

Delivery Model:  The arrangement of parties 

and roles into a defined set of 

relationships, responsibilities and 

rights. 

Delivery Vehicle:  Delivery vehicles that 

make up a delivery model might 

involve formal corporate entities 

created for the purpose of heat 

network delivery (e.g. a Joint Venture 

body or Special Purpose Vehicle), or 

they may make use of existing 

organisational structures. 

Development of Property:  A heat network 

role defined in this guidance 

(development of property). 

Development Agreement: Please see 

Appendix E for further information. 

DHS:  District Heating Scheme. 

Easement:  A right benefiting a piece of land 

that is enjoyed over land owned by 

someone else.  

Effective option to tax:  An option to tax that 

is not disapplied under any of the 

provisions of Schedule 10 to the VAT 

Act 

Encumbrance:  In the context of a lease, 

any burden, interest, right or claim 

which adversely affects the use of, or 

the ability to transfer, property. 

Entire Agreement:  A Boilerplate provision 

setting out that the relevant 

agreement or contract contains the full 

agreement between the parties.  

Equipment Supply Contract: Please see 

Appendix E for further information. 

ESCo:  Energy Services Company, could be 

private or public sector. 

Estimated maximum loss (EML):  An 

estimated maximum loss is an 

estimate of the maximum probable 

loss that can develop from an insured 

peril, generally speaking the perils 

involved will be those relating to 

material damage of a property or the 

consequential loss that follows. 

Expiry:  The date on which a contract comes 

to an end, following conclusion of the 

full agreed contract term.  

FOI:  Freedom of Information, pursuant to the 

Freedom of Information Act 2000. 

Force Majeure:  The happening of events 

outside the control of the parties, for 

example, natural disasters or the 

outbreak of hostilities. It is usual for 

parties to provide in a contract that 

such events will not make the 

defaulting party liable if they prevent it 

from performing its obligations. 

Funding:  A heat network role defined in this 

guidance (funding). 

Grant Funding Agreement: Please see 

Appendix E for further information. 

Good Industry Practice:  Generally in 

relation to an undertaking and 

circumstances, the exercise of that 

degree of skill, diligence, prudence 

and foresight which would reasonably 

and ordinarily be expected from a 

skilled and experienced operator 

engaged in the same type of 

undertaking under the same or similar 

circumstances. 

Governance:  A heat network role defined in 

this guidance (governance).  

Governance Agreement: Please see 

Appendix E for further information. 

Installation:  A heat network role defined in 

this guidance (installation). 

IP:  Intellectual Property. 

Indemnity to principle / additional insured:  

In the event of a claim (which the 

insured party / policyholder would be 

been covered under the policy) being 

brought against any Public / Local 

Authority or other principal the insurer 

will indemnify the Public / Local 

Authority or other principal against 

such claim and/or costs.  

JCT:  A standard form design and build 

contract produced by the Joint 

Contracts Tribunal.  

JV:  Joint Venture 

JVC:  Joint Venture Company, established 

pursuant to a Shareholder’s 

Agreement entered into by the 

relevant parties. 

Land Charges: See Charges 

Land Ownership:  A heat network role 

defined in this guidance (land 

ownership). 

Landlordship:  A heat network role defined 

in this guidance (see description 

here). 

Land Sale: Please see Appendix E for 

further information. 

Lease/Easment: Please see Appendix E for 

further information. 

Licence:  The lawful grant of a permission to 

do something that would otherwise not 

be legal or allowed, for example, to 

occupy or access a property. 

A: Glossary of Abbreviations and Defined Terms  
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A: Glossary of Abbreviations and Defined Terms  

Licence Lite:  A term which refers to an 

arrangement approved by Ofgem to 

apply for a licence to supply electricity 

and to get a direction which will relieve 

the applicant from an obligation to fulfil 

directly Standard Licence Condition 

(SLC) 11.2.  For more information see 

Ofgem guidance online.  

Loan Agreement: Please see Appendix E 

for further information. 

Loss Payee:  Loss payee clause designates 

the recipient party upon which the 

proceeds of any insurance claim 

under the policy are to be made 

payable to. 

Major Default:  A default serious enough to 

give rise to steps towards termination 

proceedings.  

NEC:  A standard form design and build 

contract produced by NEC. 

Non-Vitiation:  Non-vitiation protection 

allows an insured party to claim as a 

co-insured under a policy even if the 

insurer would be able to avoid a claim 

made by another insured party on the 

basis that such insured party, for 

example, withheld material information 

from the insurer. A non-invalidation 

clause in an insurance policy ensures 

that an individual insured’s interest 

should not be prejudiced by any act or 

neglect of another insured party 

provided that on becoming aware, 

they immediately give written notice to 

the insurers and pay any additional 

premium if required. 

Notice of cancellation:  A Notice of 

Cancellation clause in an insurance 

policy mandates that the insurance 

company are required to provide 

advance notice of cancellation or 

nonrenewal of a policy to each Co-

Insured entity (with a usual time 

period set at least 30 days before 

such cancellation) due to non-

payment of premiums or any act or 

omission, breach or default of which 

we may either invalidate or render 

unenforceable in whole or in part any 

of the insurance policy, or which may 

otherwise materially impact on the 

extent of cover provided under the 

policy. 

O&M:  Operation and Maintenance. 

Operation:  A heat network role defined in 

this guidance (operation). 

Opex:  Operational expenditure. 

Parent Company Guarantee/ PCG:  A 

contract entered into by the parent 

company of a contractor, committing 

to either pay the debts of the 

contractor and/or undertake the 

performance of the contractor’s 

obligations on the contractor’s failure 

to do so. 

Performance Bond/ Guarantee:  A bond/ 

guarantee designed to ensure that the 

services are performed in accordance 

with the terms of the contract and at 

the agreed time. The issuer of the 

bond undertakes to pay to the buyer a 

sum of money if the contractor fails to 

perform the contracted services on 

time or in accordance with the terms 

of the contract. Please see Appendix 

E for further information. 

Pipework Wayleave: Please see Appendix E 

for further information. 

Plantroom Lease/Easement: Please see 

Appendix E for further information. 

Point of Connection:  The physical location 

where a Connection is made.  

Practical Completion:  Generally (although 

note that there is no standard 

definition), the point at which a 

building project is complete, as 

certified by an architect or contract 

administrator, expect for minor defects 

that can be put right without undue 

interference or disturbance to an 

occupier. This can be described as 

the point in time when a building 

project is “capable of beneficial 

occupation and use.” 

Professional Appointments: Please see 

Appendix E for further information. 

Promotion:  A heat network role defined in 

this guidance (promotion). 

Regulation:  A heat network role defined in 

this guidance (regulation). 

Reliance letters/opinions: A document 

provided by a consultant appointed by 

a Client confirming that a named third 

party can rely on the contents of 

advice provided to the Client, normally 

to the same limit of liability as was 

provided to the Client. In the context 

of heat networks, the reliance is 

typically provided in relation to a 

assessment or design of a network or 

an asset. Please see Appendix E for 

further information. 

Repex:  Replacement expenditure 

Reserved Matters:  In the context of a 

Shareholders’ Agreement, those 

matters that are reserved for decision 

by the Shareholders (rather than the 

Company Directors). 

Reversion:  In the context of a lease, the 

landlord’s interest in a let premises. 

Sale of heat:  A heat network role defined in 

this guidance (sale of heat). 

Section 106 Agreement: Please see 

Appendix E for further information. 

https://www.ofgem.gov.uk/licences-codes-and-standards/licences/licence-lite
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Section 50 licensing: Please see Appendix 

E for further information. 

Security Providing/Taking: Please see 

Appendix E for further information. 

Services:  The specific services undertaken 

pursuant to a Concession Agreement, 

O&M Contract or DBOM Contract. 

Severability:  The ability to “sever” a 

provision of a contract which is found 

to be invalid, unenforceable or illegal 

and replace it with a provision, which 

achieves to the extent possible, the 

same effect. 

Shareholders’ Agreement:  A legal 

agreement between two or more 

parties which hold shares in a 

company, describing how the 

company should be operated and 

each shareholder’s rights in relation to 

that company. Please see Appendix E 

for further information. 

SoLR:  Supplier of Last Resort. 

SPV:  Special Purpose Vehicle. 

Supplier of last resort:  A heat network role 

defined in this guidance (SoLR).  

Third Party Rights:  A standard provision in 

a contract which sets out that parties 

who are not a direct party to the 

contract do not have the right to make 

a claim under the contract.  

Transco: Transmission Company 

Unit:  A Residential Dwelling or a 

Commercial Premises.  

Void Period:  A period when there is no 

Customer occupation of a residential 

or a commercial Unit.  

Void Supply Agreement: Please see 

Appendix E for further information. 

Waiver:  The voluntary relinquishment or 

abandonment of a legal right or 

advantage. 

Waiver of Subrogation:  A Waiver of 

Subrogation clause in a policy would 

waive the insurers rights to seek  

restitution from a Co-Insured who 

causes any kind of loss which is 

claimed for under that policy. 

Warranty:  An assurance or promise in a 

contract, the breach of which may give 

rise to a claim for damages. Generally 

it is in relation the condition of a 

company or business. Please see 

Appendix E for further information. 

Works:  The specific works undertaken 

pursuant to a Concession Agreement, 

D&B Contract or DBOM Contract.  

Yielding-up:  In the context of a lease, to 

give up the leased premises at the 

end of the term.  

A: Glossary of Abbreviations and Defined Terms  
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Appendix B: National & Local Policies 
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Appendix B: National and Local Policies 

Name of document Summary for elements relevant to district heating business case 

For further 

information and 

guidance (key 

sections) 

Author 
Date 

Published 

Updates 

expected?  

(March 2016) 

Type of 

document 
Applicability 

The EU Emission 

Trading System 

(2003/87/EC) 

The EU Emissions Trading System (EU ETS) is a ‘cap and trade’ system. It caps 

the total volume of  GHG emissions from installations  and aircraft operators  

responsible for around 50% of EU GHG emissions.  

Combustion over 20 MW is included in the EU ETS. This means any boiler or 

CHP plant supplying heat to a heat network over this size requires EU ETS 

permits. This cost is not faced by domestic gas consumers. As the emissions 

cap is tightened, there will be an increasing disparity between the costs for gas 

faced by heat networks and for domestic boilers. 

The Directive also sets targets for the reduction of emissions by 20% below 1990 

levels and for 20% of energy production from renewable sources, by 2020.  

 

Article 10 and 

Article 28 

European 

Commission 
2013 EU Directive UK-wide 
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Appendix B: National and Local Policies 

Name of document Summary for elements relevant to district heating business case 

For further 

information and 

guidance (key 

sections) 

Author 
Date 

Published 

Updates 

expected?  

(March 2016) 

Type of 

document 
Applicability 

European 

Renewable Energy 

Directive 

(2009/28/EC) 

The purpose of this directive is to control energy consumption, increase the use of 

renewable and increase energy efficiency. These have an important part to play in: 

·       Promoting the security of energy supply, 

·       Promoting technological development and innovation 

·       Providing opportunities for employment and regional development 

The directive sets mandatory  national  targets  consistent  with  a 20 % share of 

energy from renewable sources and a 10 % share  of  energy  from  renewable  

sources  in  transport  in Community energy consumption by 2020. Member States 

should support: 

·       National and regional development measures in the area of local production of 

energy from renewable sources, 

·       Encourage the exchange of best practices in production of energy from 

renewable sources between local and regional development initiatives 

·       Promote the use of structural funding in this area. 

pages 1 & 2 

Official Journal 

of the European 

Union 

2009   EU Directive UK-wide 

The directive encourages consideration of mechanisms for promoting district heating 

using energy from renewable sources. 
Paragraph 46 

Member states are required to state annually the total amount of energy used for 

heating and cooling is sourced from renewable energy. 

 

District heating consuming energy from renewable sources may be included in the 

total of gross final consumption of energy from renewable sources. 

• Article 11, 

Paragraph 2 and 3 

• Article 5, 

Paragraph 4 

 

Member states are encouraged to recommend the use of district heating in planning, 

designing, building and renovating industrial or residential areas 

 

District heating should be used as a means of meeting renewable energy targets in 

building regulations and codes. 

 

Member States are required to assess the necessity to build new infrastructure for 

district heating produced from renewable energy sources in their national renewable 

energy action plans 

• Article 13, 

Paragraph 3, 4 and 

11 

Geographical locations suitable for exploitation of energy from renewable sources in 

land-use planning and for the establishment of district heating and cooling should be 

highlighted. 

• Article 22, 

Paragraph 3c 
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Appendix B: National and Local Policies 

Name of document Summary for elements relevant to district heating business case 

For further 

information and 

guidance (key 

sections) 

Author 
Date 

Published 

Updates 

expected?  

(March 2016) 

Type of 

document 
Applicability 

Energy Act (2013) 

The Act makes provision for setting a decarbonisation target range and related 

duties. 

This Act is relevant particularly if CHP is combined with heat network. The Act 

makes provision for the setting of Contracts for Difference which will support 

renewable energy electricity generation, including CHP plant that might supply 

Heat Networks. For plant larger than 5MWe, the CfD is replacing Renewable 

Obligation Certificates (ROCs) from 2017. For renewable plant below 2MWe, 

they will be able to continue accessing the small-sale Feed-in tariff scheme. 

  
HM 

Government 
2013 Yes Legislation UK-wide 

Landlord and 

Tenant Act (1985) 

It is a landlord's responsibility to keep in repair and proper working order the 

installations in the dwelling-house for space heating and heating water. 
  

HM 

Government 
1985   Legislation UK-wide 

Local Government 

Devolution Act 

(2016) 

The Act provides additional powers to local authorities for provision of economic 

development and therefore the setting for local authorities to implement low 

carbon energy to develop the local economy. They key objectives of the Act 

include provision of: 

• Further economic development powers under Part 6 of the Local Democracy, 

Economic Development and Construction Act 2009. 

Section 6 
HM 

Government 
2016   Legislation England  

Climate Change 

Act (2008) 

The Climate Change Act provides the carbon reduction target for the UK for 

2050. The net UK carbon account is to be at least 80% lower than the 1990 

baseline. This contributes to the need to provide further low carbon energy 

options. 

Section 1  
HM 

Government 
2008   Legislation UK-wide 

Environment 

(Wales) Bill (2016) 

The Bill proposes requirements to position Wales as a low carbon, green 

economy by: 

• Establishing statutory emission reduction targets of carbon to be 80% lower 

than the 1990s baseline in Wales by 2050; and  

• Provision for carbon budgeting. 

Section 29 
Welsh 

Government 
2016 Yes Legislation Wales 

Well-being of 

Future Generations 

(Wales) Act (2015) 

The Act places a duty on Public Bodies (includes Local Authorities) to carry out 

sustainable development and implement wellbeing objectives based on the goals 

set out in Part 2 of this Act. Goal 1 is particularly relevant as it includes setting 

objectives to contribute to a low carbon society and using resourcing efficiently. 

Part 2, Sections 3, 

4, and 6. 

HM 

Government 
2015   Legislation Wales 
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Appendix B: National and Local Policies 

Name of document Summary for elements relevant to district heating business case 

For further 

information and 

guidance (key 

sections) 

Author 
Date 

Published 

Updates 

expected?  

(March 2016) 

Type of 

document 
Applicability 

Planning (Wales) 

Act (2015) 

The Act makes provision for sustainable development in the exercise of functions 

relating to development planning.  This includes: 

• Carrying out sustainable development in accordance with the Well-being of 

Future Generations (Wales) Act 2015 to contribute to economic improvement in 

Wales; 

• Implementing sustainable development within local development plans. 

Part 2, paragraph 2 
HM 

Government 
2015   Legislation Wales 

National Planning 

Policy Framework 

March 2012 

(NPPF) 

The NPPF promotes sustainable development and encourages Local Authorities 

to establish low carbon energy generation by: 

• Supporting the transition to a low carbon future by encouraging the use of 

renewable resources such as renewable energy, and identifying suitable areas 

for renewable and low carbon energy sources, and supporting infrastructure.  

• Adopting positive proactive strategies to mitigate and adapt to climate change 

by promoting energy from renewable and low carbon sources, and incorporating 

local requirements for decentralised energy supply within Local Plans.  

• Identifying opportunities where development can draw its energy supply from 

decentralised, renewable or low carbon energy supply systems and for co-

locating potential heat customers and suppliers. 

Paragraph 10 

Department for 

Communities 

and Local 

Government 

2012   Policy England  

Overarching 

National Policy 

Statement for 

Energy EN-1 

(2011) 

 

This National Policy Statement (NPS) sets out national policy for the energy 

infrastructure. A key objectives is to reducing energy demand by: 

• Consideration of other heat energy supply such as Combined Heat and Power 

(CHP) and use of district heating networks. 

In developing proposals for new thermal generating stations, developers should 

consider the opportunities for CHP from the very earliest point and it should be 

adopted as a criterion when considering locations for a project. 

Part 3, Paragraphs 

3.3.26-3.3.29  

Section 4.6.7 

 

Department for 

Business, 

Energy and 

Industrial 

Strategy 

2011   Policy 
England and 

Wales 

National Policy 

Statement for 

Renewable Energy 

Infrastructure EN-3 

The NPS sets out the national policy for nationally significant renewable energy 

infrastructure for energy from biomass/waste, offshore and onshore wind. The 

NPS is taken together with the Overarching National Policy Statement for Energy 

(EN-1), and provides the primary basis for decisions by the Infrastructure 

Planning Commission (IPC) on applications. This NPS however sets key 

objectives and visions for Local Authorities to contribute to a low carbon 

environment. This includes: 

• Developing new energy infrastructure which contributes to a secure, diverse 

and affordable energy supply, and supports adaptation to climate change. 

Part 1 

Department for 

Business, 

Energy and 

Industrial 

Strategy 

2011   Policy 
England and 

Wales 
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Appendix B: National and Local Policies 

Name of document Summary for elements relevant to district heating business case 

For further 

information and 

guidance (key 

sections) 

Author 
Date 

Published 

Updates 

expected?  

(March 2016) 

Type of 

document 
Applicability 

Planning Policy 

Wales (Edition 8, 

January 2016) 

Planning Policy Wales (PPW) sets out the land use planning policies of the 

Welsh Government. The PPW sets out objectives in relation to low carbon 

energy and district heating. These include: 

• Opportunities for new development and mixed use development to minimise 

carbon emissions associated with heating for new development including district 

heating systems. 

• Local Authorities to facilitate movement towards a low carbon economy by 

promoting the generation and use of energy from renewable and low carbon 

energy sources at all scales through planning policy. In particular high-efficiency 

technologies and district heating and cooling.  

Local planning authorities should also seek to maximise the opportunities for 

district heating and generation schemes in their development plan by co-locating 

new proposals and land allocations with existing developments and heat 

suppliers and users.  This should include undertaking an assessment of the 

potential of all renewable energy resources and renewable and low carbon 

energy opportunities within their area. 

Sections 4.7.7 and 

4.12.7  

 

Section 12.8 

Renewable and 

Low Carbon Energy 

 

 

Section 12.9 

Development plans 

and renewable and 

low carbon energy 

 

Welsh 

Government 
2016   Policy Wales 

The Wales Spatial 

Plan (Update 2008) 

The principle of the Wales Spatial Plan is that development should be 

sustainable. The key objectives of relevance include: 

• Building sustainable communities through regeneration. 

• Promoting sustainable economy by improving infrastructure for energy amongst 

others. 

• Valuing the environment by tackling climate change. Achieved by reducing the 

energy and resources used and each Area Group in Sustainable Development 

Commission Wales, to develop practical plans to move towards becoming a low-

carbon region. 

Section 10 

Section 11 

 

Section 12 

 

Welsh 

Government 
2008   Policy Wales 
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Name of document Summary for elements relevant to district heating business case 

For further 

information and 

guidance (key 

sections) 

Author 
Date 

Published 

Updates 

expected?  

(March 2016) 

Type of 

document 
Applicability 

Technical Advice 

Notes (TAN) 8: 

renewable energy 

(2005)  

TAN 8 provides technical advice to supplement the policy set out in Planning 

Policy Wales (PPW) to be taken account within Local Authority’s local 

development plans.  

TAN 8 sets out Welsh Government’s support to promoting energy efficiency and 

energy conservation, including technologies such as district heat networks: 

• The most efficient way of utilising renewable heating fuels (e.g. woodchips) is 

utilising one or more centralised boilers and a heat distribution network.  

Low carbon technologies should be introduced into development plans and 

supplementary planning guidance. 

 

Annex C - Section 

16: Description of 

Renewable Energy 

Technologies  

 

Section 3 

 

Welsh 

Government 
2005   Policy Wales 

Technical Advice 

Notes (TAN) 12: 

Design (2014) 

TAN 12 TAN guides sustainable design in development in the planning system. 

For energy use, a strong emphasis on support is provided for low carbon energy 

systems such as district heating within mixed used developments. 

Section 5 
Welsh 

Government 
2014   Policy Wales 

Technical Advice 

Notes (TAN)  21: 

Waste (2014) 

TAN 21 provides advice on how the land use planning system should contribute 

towards sustainable waste management and resource efficiency. In particular, 

energy from waste focuses on the use of district heat networks: 

• Proposals that incorporate combined heat and power could contribute toward 

district heating schemes for industry, for commercial developments or for large 

public sector developments such as schools or hospitals 

Section 4 
Welsh 

Government 
2014   Policy Wales 
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Name of document Summary for elements relevant to district heating business case 

For further 

information and 

guidance (key 

sections) 

Author 
Date 

Published 

Updates 

expected?  

(March 2016) 

Type of 

document 
Applicability 

Delivering UK 

Energy Investment: 

Networks (2015) 

The UK Government recognises that heat networks as resilient energy networks 

are fundamental for ensuring energy security in the UK.  

Local Authorities in England and Wales are being supported by central 

government to develop and expand community and city wide heat networks. 

Document states that we need to take advantage of the abundance of untapped 

heat resources through investing in heat networks. 

Executive Summary  

Department for 

Business, 

Energy and 

Industrial 

Strategy 

2015   
Strategy / 

Plan 
UK-wide 

Heat Networks Delivery Unit has been established to support Local Authorities to 

develop heat network projects to become investable propositions. 

Record and 

challenges table  

The requirement for heat networks with the use of storage to play a central role 

is highlighted as a requirement to enable the UK to meet the flexible needs of our 

changing generation mix and habits. 

Page 7 

£400 million to £800 million of capital investment opportunity for heat networks 

over the next 10 years. The UK is recognised as one of the most attractive 

investment destinations in the world. 

Page 8  

The Government recognises that heat networks have a vital role to play as a cost 

effective and flexible means of decarbonising heating, especially in towns and 

cities, and that the potential scale of heat network growth is enormous. 

Page 31 

Longer term, the ambition for HNDU is that schemes will join and expand to form 

a new generation of citywide networks, commercially financeable, which will 

bring reliable, controllable and low cost low carbon heat to homes and 

businesses across the country. 

Page 33 

Government have recognised UK is an attractive market for heat networks as a 

heating solution and that beyond initial development investments, it is likely that 

significant investment opportunities for financing and project aggregation will 

follow. 

Government support and the willing engagement from Local Authorities are 

creating a significant investment opportunity for heat networks in the UK. 

Page 34 
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Name of document Summary for elements relevant to district heating business case 

For further 

information and 

guidance (key 

sections) 

Author 
Date 

Published 

Updates 

expected?  

(March 2016) 

Type of 

document 
Applicability 

Delivering UK 

Energy Investment 

(2014) 

Aims to provide regular stock take of how the UK is addressing the energy 

security challenge whilst acting to make the UK one of the world’s leading low 

carbon and energy efficient nations. 

  Department for 

Business, 

Energy and 

Industrial 

Strategy 

2014   
Strategy / 

Plan 
UK-wide 

The document recognises the opportunity for new and renewable forms of 

heating, such as heat networks. There is enormous potential for the renewable 

heat market to grow. 

Page 93-94 

 

Annual Energy 

Statement (2014) 

The Annual Energy Statement focuses on meeting the three energy objectives 

for climate change mitigation of the UK government: 

• Ensuring light, power, heat and transport are affordable for households and 

businesses;  

• Providing energy security;  

• Reducing carbon emissions. 

The statement outlines the ways in which heat networks can contribute to 

meeting these objectives 

The statement outlines that an estimated 14% of UK heat demand could be cost 

effectively met by heat networks by 2030 and up to 43% by 2050, making a cost 

effective contribution to the UK’s decarbonisation targets. 

DBEIS has identified significant potential for heat networks to meet more of the 

UKs heat demand, and several incentives are outlined in the statement.  

page 177 

Department for 

Business, 

Energy and 

Industrial 

Strategy 

2014   
Strategy / 

Plan 
UK-wide 

The Future of 

Heating: Meeting 

the challenge 

(2013) 

The report highlights the progress made by the UK government in providing a 

supply of low carbon heat for the UK there exist a package of actions covering 

various technologies including heat delivered through heat networks  

This established DBEIS’s Heat Network Delivery Unit (HNDU).  

• Heat networks are outlined as one of five options as a heat infrastructure option 

for a building. 

• Reducing emissions from buildings and industry are key to delivering on the 

important priorities of the UK government of providing security of heat supply and 

the need to decarbonise 

Department for 

Business, 

Energy and 

Industrial 

Strategy 

2013   
Strategy / 

Plan 
UK-wide 

DBEIS is developing a heat networks model to better understand their potential. 

Initial results from the modelling suggest that up to 20% of UK domestic heat 

demand might be served by heat networks by 2030. The modelling shows heat 

networks are an attractive option as they can offer efficiency gains compared 

with individual heating systems. 
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Name of document Summary for elements relevant to district heating business case 

For further 

information and 

guidance (key 

sections) 

Author 
Date 

Published 

Updates 

expected?  

(March 2016) 

Type of 

document 
Applicability 

Licence Lite 

factsheet 

Ofgem has proposed licensing arrangements to enable smaller scale electricity 

generators to gain better access to the electricity supply market and obtain a 

higher price for their power. DBEIS has been working with potential applicants 

for the new kind of licence involved which, under conditions set out in the 

licence, relieves the electricity supplier from being party to various industry codes 

which are too costly and complex for small players. Obtaining a good price for 

the electricity  produced in CHP plants which provide heat to networks can be 

critical to the viability of networks. 

  Ofgem 2015   
Strategy / 

Plan 
UK-wide 

UK Renewable 

Energy Roadmap 

Update (2013) 

States that the government are determined to do more to maximise the green 

growth potential of Britain’s renewable energy drive. 

The government recognise that renewable heat is important if 2020 targets are to 

be met.  

 
page 196 

Department for 

Business, 

Energy and 

Industrial 

Strategy 

2013   
Strategy / 

Plan 
UK-wide 

Decarbonising heat remains a key long term priority for Government. 

The Future of 

Heating: A 

Strategic 

Framework for Low 

Carbon Heating in 

the UK (2012) 

The Future of Heating framework addresses the move to decarbonisation of heat 

supply in the UK. The framework sets different options to reduce demand for 

energy and develop low carbon solutions including a focus on heat networks. 

The framework includes case studies of cities with district heating schemes, and 

guidance to develop district heating within cities. A summary of the key 

advantages and options considered within the framework includes using low 

carbon energy to transport through heat network systems e.g. geothermal 

energy and CHP. 

Chapter 3 

Department for 

Business, 

Energy and 

Industrial 

Strategy 

2012   Strategy  UK-wide 

Planning Our 

Electric Future 

(2011) 

Sets out governments commitments to transforming the UK’s electricity system. 

"Smarter 

distribution network 

development"  
Department for 

Business, 

Energy and 

Industrial 

Strategy 

2011   Policy  UK-wide 
This document considers that alongside the Electricity Market Reform there is a 

parallel challenge to unlock the potential of distributed energy, including that 

which might play a part in supplying heat networks. 

6.19, 6.20, 6.21 

It is recognised that domestic properties can benefit from community or direct-

scale distributed energy. 
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Name of document Summary for elements relevant to district heating business case 

For further 

information and 

guidance (key 

sections) 

Author 
Date 

Published 

Updates 

expected?  

(March 2016) 

Type of 

document 
Applicability 

UK Renewable 

Energy Action 

Plan(2010) 

The National Renewable Energy Action Plan provides details on a set of 

measures that would enable the UK to meet its 2020 target to achieve 15% of its 

energy consumption from renewable sources. Measures include developing 

district heating networks. 
Section 4.2.9 

Department for 

Business, 

Energy and 

Industrial 

Strategy 

2010   
Strategy / 

Plan 
UK-wide 

The Plan provides a description of how the Renewable Energy Directive 

2009/28/EC,  Article 16(11) is being met for plans to promote district heating 

infrastructure.  

UK Renewable 

Energy Strategy 

(2009) 

The plan shows a clear route to a cleaner, better energy system. Bullet 2, Summary, 

Page 8; Paragraph 

2.1, page 10; 

Summary, Chapter 

2, Page 36 

Department for 

Business, 

Energy and 

Industrial 

Strategy 

2009   Strategy  UK-wide 
The document sets out the support for the use of biomass in relation to a district 

heating network, in order to achieve energy targets.  

The UK Low 

Carbon Transition 

Plan (2009) 

The UK Government has a five point plan to tackle climate change. The plan 

sets out the route-map for the UK’s transition to a low-carbon economy from here 

to 2020 in every area. 

Page 2 

Department for 

Business, 

Energy and 

Industrial 

Strategy 

2009   
Strategy / 

Plan 
UK-wide 

The UK has a commitment in law to get 15% of all energy from renewable 

sources by 2020. 

Executive 

Summary, page 7 

The strategy sets out the need for low carbon sources of heat and power for 

existing homes. The governments strategy for achieving this is set out.  
Page 10-11 

There is a “clean energy cash-back” schemes so that people, businesses and 

communities will be paid if they use low carbon sources to generate heat or 

electricity. 

Summary, page 4 
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Name of document Summary for elements relevant to district heating business case 

For further 

information and 

guidance (key 

sections) 

Author 
Date 

Published 

Updates 

expected?  

(March 2016) 

Type of 

document 
Applicability 

Energy Wales: A 

Low Carbon 

Transition (2012) 

Sets out Wales’ ambitions to ensure full advantage is taken of the transition to a 

low carbon economy, in order to secure and more resilient and sustainable future 

for Wales. It sets out the importance of energy and action regarding it. Wales is 

undertaking a whole system transition to low carbon energy, this includes 

heating. 

Page 12-19 
Welsh 

Government 
2012   

Strategy / 

Plan 
Wales 

Welsh government plan for providing leadership on energy in Wales includes: 

·       Improving the planning and consenting regime 

·       Putting in place a 21st Century energy infrastructure 

·       Coordinating and prioritising delivery through an energy programme 

·       Ensuring Wales benefits economically from energy developments 

        Focusing on energy projects of greatest potential benefit 

Climate Change 

Strategy for Wales 

(2010) 

The document sets out the Welsh Government overarching strategy for Climate 

Change.  
  

Welsh 

Government 
2011   Strategy  Wales 

(Business sector emission reduction) "More effective use of waste heat and 

energy efficiency opportunities" 
Bullet 4, Page 59 

(Business sector emission reduction) "Ensuring that resource use is minimised 

and that wastes are regarded a resource for use rather than disposal." 
Bullet 9, Page 59 

(Residential sector emission reduction) "Decarbonising electricity and heat supply." Bullet 5,  Page 62 

Community Energy 

Strategy: Full 

Report (2014) 

The strategy aims to mark a step change for the energy sector by enabling 

communities and individuals to exercise real market power and add a further 

dimension to wider energy market reforms. 

Page 4 

Department for 

Business, 

Energy and 

Industrial 

Strategy 

2014   Strategy  UK-wide 
It recognises that communities can be better placed to maximise the benefits of 

certain renewable technologies such as district heat networks. 

Paragraph 220, 

page 65 

It encourages community groups to partner with local authorities to apply for heat 

network funding to deliver networks across England and Wales at an 

unprecedented scale. 

Paragraph 238, 

page 70 
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For further 

information and 

guidance (key 

sections) 

Author 
Date 

Published 

Updates 

expected?  

(March 2016) 

Type of 

document 
Applicability 

The National 

Infrastructure Plan 

2014 

The National Infrastructure Plan sets the vision for infrastructure development in 

the UK. For energy the key objectives include: 
  

HM Treasury 2014 Yes 
Strategy / 

Plan 
UK-wide 

·       Ensure power, heat and transport are affordable for households and 

businesses. 

Paragraph 8.1, 

Page 67 

·       Provide energy security to facilitate day-to-day activities and support 

economic growth. 

·       Reduce carbon emissions in order to mitigate climate change and meet its 

legally-binding targets. 

The Plan promotes the need for large-scale investment in gas and low-carbon 

electricity generation in order to replace ageing energy infrastructure, maintain 

secure energy supplies and meet legally-binding environmental targets.  

Paragraph 8.3, 

Page 67 

Economic Renewal, 

A New Direction 

(2010) 

The Economic Renewal is the vision for the Welsh economy to provide the best 

conditions and framework to enable the private sector to grow. The key vision 

includes: 

  

Welsh 

Government 
2010   

Strategy / 

Plan 
Wales ·       Sustainable infrastructure to underpin economic growth. Bullet 1, Page 3 

Move towards a low-waste, less resource intensive, low-carbon economy. In 

particular investing in efficient energy to contribute to economic, social and 

environmental performance. 

Bullet 4, Page 5 

London Plan 

The London Plan is the overall strategic plan for London, setting out an 

integrated economic, environmental, transport and social framework for the 

development of London over the next 20–25 years.  

Introduction 

Greater London 

Authority 
2015 Yes Policy London 

In particular, it sets out London's ambition to become a world leader in tackling 

climate change and developing a low carbon economy, with a target of reducing 

carbon emissions by 60% by 2025.  

Chapter 5 

Policy 5.1 

 

The Mayor expects 25 per cent of the heat and power used in London to be 

generated through the use of localised decentralised energy systems by 2025. In 

order to achieve this target the development of heat networks is prioritised. 

Policy 5.5 
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guidance (key 

sections) 

Author 
Date 

Published 

Updates 

expected?  

(March 2016) 

Type of 

document 
Applicability 

Green Growth 

Wales: Investment 

Support (GGWIS, 

2015) 

The aim of GGWIS is to encourage a broad range of investment in all but the 

very largest renewables, energy efficiency and waste programmes.  
  

Welsh 

Government 
2015 Yes 

Strategy / 

Plan 
Wales 

£300m of potential projects have been identified across Local Authorities in 

Wales, including heat projects. Further opportunities have been identified in the 

wider public sector estate.  

section 1d, page 9 

A total investment of £500m over 5 years is assumed (much of which would be 

from external sources) with benefits accrued over 25 years. A range of options 

for financing are set out.  

Section 2c, page 11 

Section 5a, page 

20-23 
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Title Description Why is this a driver? 
Factors that impact on 

the driver  

Heat network 

impact 

Units of 

measurement 
Means to ensure outcome 

1. Carbon 

emissions 

reduction 

 

When supplied by local low carbon 

generation, heat networks can deliver lower 

carbon emissions than a conventional 

heating solution (e.g. gas boilers) 

• Nationally binding carbon 

reduction targets under the 

Climate Change Act 2008 

 

• Emphasis on carbon 

reduction in the National 

Planning Policy Framework. 

 

• Building Regulations Part L 

and carbon reduction targets 

within planning policies 

 

• National requirements such 

as the Climate Change Levy 

(CCL) and the Energy 

Efficiency Scheme and 

Energy Savings Opportunity 

Scheme (ESOS) 

 

• Carbon intensity factor 

of energy sources 

 

• Efficiency and 

infrastructure 

requirements of 

different technologies 

 

• Network efficiency 

 

• Carbon performance 

of the counterfactual 

(non-network) case 

Depending on 

the technology 

and fuels 

adopted to 

supply heat, 

heat networks 

can provide low 

or zero carbon 

heat to their 

customers. 

Tonnes of CO2 

equivalent per 

annum (tCO2e/yr), 

either as an 

absolute amount 

or in comparison 

with a 

counterfactual 

case. 

Masterplanning and 

Feasibility studies should 

include carbon emissions as 

part of the network 

performance reporting. 

Carbon and energy 

efficiency performance 

standards can be written 

into design, construction 

and operations contracts. 

Heat supply agreements 

could be written to include 

carbon intensity factor 

commitments from the 

supplier. 

C1 Environmental Drivers  
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Title Description Why is this a driver? 
Factors that impact on 

the driver  

Heat network 

impact 

Units of 

measurement 
Means to ensure outcome 

2. Air quality 

improvement 

(or avoiding 

AQ impacts) 

The Government’s Environmental Audit 

Committee Report ‘Action on Air Quality’ 

2015 refers to air pollution as ‘an invisible 

killer’. EU limits are often exceeded and are 

causing major public health issues and 

significant numbers of premature deaths in 

towns and cities. There is no one solution 

to this problem; a range of interventions are 

needed.  

The National Planning Policy Framework 

highlights that planning policies should 

sustain with and contribute towards EU limit 

values or national objectives for pollutants, 

taking into account Air Quality management 

Areas and the cumulative impact of 

individual sites in local areas. 

Different heat generation technologies have 

different local emissions performance 

characteristics.  All combustion based 

technologies can affect local air quality, but 

this can be mitigated through stack height 

and configuration, emissions control 

technologies and integration of 

technologies that limit emissions such as 

solar and heat pumps. 

 

• Impacts health and well-

being 

 

• EU limits 

 

• National objectives and limits 

 

• Financial penalties for 

exceedances 

• Type and degree of 

emission source (e.g. 

traffic congestion, 

industrial process) 

 

• Exposure to pollutants  

 

• Climatic conditions / 

weather such as air 

pressure, air 

turbulence, rainfall, 

temperature, cloud 

cover  

Air quality 

management 

areas may have 

an impact on 

the choice of 

heat source and 

size and 

location of plant. 

Micrograms per 

cubic metre 

(μg/m3) of NO2 

and PM10. 

Compliance or 

exceedance of 

local air quality 

standards under 

Local Air Pollution 

Prevention and 

Control (LAPPC) 

regimes. 

Completion of Air Quality 

Assessments / Emissions 

profiling. 

An air dispersion model is 

normally necessary at 

detailed design stage when 

stack height and emissions 

control technologies are 

specified. 

Qualitative assessments of 

air quality impact can be 

made of a scheme at 

feasibility stage.   

Air quality performance 

standards can be written 

into design, construction 

and operations contracts. 

C1 Environmental Drivers 

http://www.publications.parliament.uk/pa/cm201415/cmselect/cmenvaud/212/212.pdf
http://www.publications.parliament.uk/pa/cm201415/cmselect/cmenvaud/212/212.pdf
http://www.publications.parliament.uk/pa/cm201415/cmselect/cmenvaud/212/212.pdf
http://www.publications.parliament.uk/pa/cm201415/cmselect/cmenvaud/212/212.pdf
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Title Description 
Why is this a 

driver? 

External factors 

that impact on 

the driver  

Heat network impact Units of measurement Means to ensure outcome 

3. Reducing 

local 

authority 

costs 

Where the local authority is a customer or a 

landlord, a well designed, efficient heat 

network can offer lower long term costs than 

alternative heat supply options.  A heat 

network connection can enable a local 

authority landlord to effectively outsource 

responsibility for ownership, operation and 

maintenance of heat supply equipment for 

their tenants. 

Financial 

implications 

• Energy price 

fluctuations 

 

• Fuel costs 

Heat networks can provide 

affordable heat and long 

term price stability, as well 

as remove maintenance 

and replacement costs of 

boilers. 

Levelised cost of heat per 

annum (£/m2/yr or £/kWh/yr), 

taking account of variable 

tariff, standing charge, annual 

maintenance and periodic 

plant replacement.  Cost can 

be expressed as an absolute 

amount or in comparison with 

a counterfactual case. 

See “Reducing energy costs to 

customers”. 

Cost comparisons for a local 

authority landlord situation 

should take account of the 

landlord’s costs to supply tenants 

with heat and hot water.  The 

landlord’s counterfactual may not 

be a “do nothing” case (which will 

still include BAU maintenance). 

 

4. Job 

creation and 

stimulation 

of the local 

economy 

Like any capital project, construction and 

operation of a network generates local 

employment. 

Establishment of a local heat networks and a 

municipal energy company can help to retain 

residents’ and businesses’ spending on 

energy within the local economy and attract 

new businesses through lower cost lower 

carbon energy. See further DBEIS guidance 

on ‘Social NPV’. 

 

Economic 

regeneration 

• Other 

investment in 

the area 

 

• Availability of 

skills 

Heat networks require skills 

in project delivery, 

installation, operation and 

maintenance. They may 

provide jobs both directly in 

these areas (where skilled 

personnel are available) 

and indirectly through the 

economic growth in the 

area. 

FTE employment per annum, 

for construction and 

operation phases, either as 

an absolute amount or in 

comparison with a 

counterfactual case. 

Gross value added to the 

local economy (£ GVA). 

The procurement of construction, 

operation and maintenance 

contracts may include provisions 

to encourage local employment. 

C2 Economic and Financial Drivers 
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Title Description 
Why is this a 

driver? 

External 

factors that 

impact on the 

driver  

Heat network impact Units of measurement Means to ensure outcome 

5. Revenue 

sources for 

the local 

authority 

A heat network investment has the potential 

to secure revenue streams for the local 

authority which may in turn be put to support 

other council activities. Revenues may be 

direct from the heat network (heat sales), via 

business rates, or from ancillary activities 

such as electricity sales. 

Such a driver should, however, be 

approached with caution; diverting surplus 

revenue should not be at the cost of the 

long-term financial sustainability of the heat 

network operation. 

 

Potential 

revenue 

stream 

• Fuel cost 

 

• Costs e.g. 

tax, 

insurance 

 

• Efficiency of 

the network 

Heat networks can provide a 

source of revenue for the heat 

producers and network 

operator but financial 

management must be 

sustainable to ensure 

consistent supply and 

operation. 

• Net present value (NPV, 

£) of project cash flows 

over a defined time period 

and a defined discount 

rate. 

• Projected annual 

dividends (£) from the 

project. 

Securing potential revenues 

requires the local authority to 

take on responsibilities and risks 

of delivery. 

6. Contract 

or service 

value for 

money 

Value for money is defined in terms of: 

minimising the cost of resources and inputs; 

increasing efficiency of processes to create 

outputs and; ensuring the relationship 

between the intended outputs and the results 

of local authority spending are effective and 

making sure the way the public spending is 

allocated means services, outputs and 

outcomes benefits those it was intended to 

benefit. 

 

A need to 

ensure 

optimal use 

of resources 

and spending 

Market / 

economic 

conditions 

Addressing stakeholders' 

(and, in particular, potential 

customers') priorities through 

the heat network design and 

operation ensures that the 

resulting heat network is 

capable of delivering 

perceived value-for-money for 

its customers 

• Periodic customer 

satisfaction surveys. 

• Quantification of customer 

complaints. 

Consideration of stakeholder 

priorities and involvement of the 

local authority at the initiation 

phase of the project and through 

the design and operational 

phases ensures that the resulting 

network addresses these 

priorities. 

C2 Economic and Financial Drivers 
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Title Description 
Why is this a 

driver? 

External factors that 

impact on the driver  
Heat network impact Units of measurement 

Means to ensure 

outcome 

7. Resolving 

performance 

issues with 

existing 

building heat 

systems 

Buildings being served by conventional gas 

and electrical heating systems often have 

poor operational performance, are difficult 

and costly to maintain, and pose an 

increased risk to health and safety. 

• Health and 

Safety 

 

• High operation 

and 

maintenance 

costs 

 

• Rising numbers 

of complaints, 

reputational 

concerns 

• Inadequate water  

pressures for boiler 

systems  

 

• Building design resulting 

in flue ducting or boiler 

systems 

 

• Outages - reliability of 

electrical systems  

 

• Historically poor 

maintenance and water 

treatment 

 

• Issues with existing gas 

supplies 

 

Heat networks can 

provide significant 

improvements in 

operational efficiency; 

simplified maintenance 

requirements and 

reduced health and 

safety risks to 

customers. 

• Reduced energy bills 

per customer 

• Reduction in 

maintenance call outs 

per customer 

• Improved customer 

satisfaction  

• Avoided costs related 

to gas and electrical 

safety and  

injunctions needed to 

gain access to 

properties for gas 

safety inspections 

(i.e., for Registered 

Social Landlords)  

Stock condition surveys 

H&S records (e.g., Gas 

Safety Inspection 

Certificates)  

 

C3 Technical Drivers 
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Title Description 
Why is this a 

driver? 

External factors that 

impact on the driver  
Heat network impact 

Units of 

measurement 

Means to ensure 

outcome 

8. Energy 

security and 

resilience 

Heat networks provide short-term energy 

resilience in the form of the heat stored 

within the system, and can provide long 

term resilience through the connection of 

multiple local heat sources.  In the longer 

term, the use of local renewable heat 

sources have the potential to provide price 

stability through reduced exposure to wider 

market changes in commodity prices (i.e. 

gas and electricity). 

Energy security 

concerns 

uninterrupted 

provision of energy 

services and is a 

key driver of 

energy policy from 

national through to 

local levels. 

• Dependency on energy 

and fuel imports 

 

• Reliability of power 

infrastructure and fuel 

supply chains 

 

• Reliability of 

Uninterruptable 

Power/Gas Supply  

 

• Availability of finance 

 

• Fuel prices 

 

• Availability and efficiency 

of heat network 

technologies 

Depending on the 

technology, fuel supply 

and maintenance 

strategy; heat suppliers 

into heat networks can 

improve energy security 

and resilience at a local 

scale.  

 

Also potential for smart 

system interaction; 

dynamic system 

response, peak-lopping 

etc.. to balance local 

grid constraints.  

Risk-adjusted avoided 

future costs compared 

with a counterfactual 

case. 

Selection of heat supply 

technology takes place at 

an early stage, often at the 

energy master plan stage, 

and is committed through 

the design and build stage. 

Future proofing measures 

(to increase the long-term 

resilience of the network) 

include allowing for 

expansion space in or 

around the energy centre, 

sizing transmission pipes 

to enable network 

expansion and connecting 

to potential future sources 

of recovered heat. 

C3 Technical Drivers 
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Title Description 
Why is this a 

driver? 

External factors that 

impact on the driver  
Heat network impact Units of measurement 

Means to ensure 

outcome 

9. System 

reliability and 

maintainability 

A key issue to consider is whether a 

heat network system will provide 

improved reliability compared to 

alternative / existing systems. 

Maintainability and maintenance are 

fundamental in the reliability of 

systems and  play a key role in the 

cost-effectiveness of heat network 

systems. 

• Energy security  

 

• Health and 

safety 

 

• Value for money 

• Quality of 

infrastructure 

  

• Operation and 

maintenance strategy 

 

• Availability and cost of 

resources and skills to 

design and operate 

 

• Optimisation of 

systems  

Heat networks can reduce 

the need to maintain a large 

number of heating units. 

This has particular impacts 

on social housing and other 

large landlords who would 

benefit from the reduced 

need to access individual 

properties for maintenance 

purposes on a regular basis. 

A well designed, efficient 

heat network can improve 

the reliability and availability 

of heating systems. 

• Frequency of system 

failures  

• Duration of system 

failures  

• Availability of heat to 

meet demand 

• Cost and number of 

man-hours spent on 

maintaining heat 

network vs. those 

spent maintaining 

individual systems.  

• Periodic system 

performance monitoring 

reports. 

• Taking into account 

reliability requirements 

and maintenance 

regime at all stages - 

from feasibility through 

to operation and 

maintenance.  

• High standard design, 

installation, 

commissioning and 

maintenance as per 

CIBSE / ADE Heat 

Networks Code of 

Practice. 

C3 Technical Drivers 
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Title Description 
Why is this a 

driver? 

External factors that 

impact on the driver  
Heat network impact 

Units of 

measurement 

Means to ensure 

outcome 

10. Innovation Innovation opportunities for heat networks 

include heat supply technologies such as 

deep geothermal, heat pumps, solar 

thermal, biomass, biogas and hydrogen and 

network operating regimes (e.g. low 

temperature networks), as well as system 

management of multiple heat sources and 

storage, and smart supply and demand 

control.  

Innovation can also be pursued through 

procurement, governance structures and 

tariff policies.  

• Funding 

availability 

 

• Environmental 

impact 

 

• Supply Chain 

 

• Infrastructure to 

support the 

Innovation 

Chain 

• Technology efficiency 

 

• Environmental impact 

 

• Increased cost of the 

proposed systems / 

technologies. 

Heat networks provide 

a flexible means of 

connecting low carbon 

technologies and heat 

sources throughout the 

network's lifetime. They 

can aid in the adoption 

of innovative small 

scale technologies, as 

well as larger, more 

established heat 

sources. 

Qualitative measure Technology and design 

choices take place at an 

early stage, often at the 

energy masterplan stage, 

and is committed through 

the design and build stage. 

Designs need to account 

for transitions of 

technologies over time in 

order to future proof 

schemes.  

C3 Technical Drivers 
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Title Description 
Why is this a 

driver? 

External factors that 

impact on the driver  
Heat network impact Units of measurement 

Means to ensure 

outcome 

11. Alleviating 

fuel poverty 

Local authorities may target 

properties occupied by residents on 

high cost fuels or in fuel poverty and 

design tariff structures to ensure 

lower income customers are able to 

afford adequate heat to their homes.  

 

A local operator may be better 

positioned than a national gas 

supplier to monitor consumption and 

intervene when a customer appears 

to be underheating their property. 

Health and well 

being 

• Unemployment 

 

• Income level 

 

• Housing costs 

 

• Availability of 

alternative 

fuel/heating 

provisions 

Heat networks can create 

genuine heat markets that 

allow competition and lower 

costs. The availability of low 

cost heat, together with other 

measures, can help alleviate 

fuel poverty in vulnerable 

communities that have limited 

alternative solutions and/or 

are hit hardest by energy 

price increases.  

Fuel bill as a % of annual 

income after tax and 

housing costs, sometimes 

measured by proxy, such 

as number of rental units 

connected. 

The heat tariff formula is 

set within the heat 

purchase agreement. 

 

Supplier agreements will 

include protocols for 

customer protection, 

including for situations of 

vulnerable and low income 

customers. 

 

Smart heat meters can 

incorporate user interfaces 

to help customers manage 

their bills and provide 

information to enable 

suppliers to identify and 

offer support to customers 

at risk. 

C4 Social Drivers 
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Title Description 
Why is this a 

driver? 

External factors that 

impact on the driver  
Heat network impact Units of measurement Means to ensure outcome 

12. Reducing 

energy costs 

to customers 

Suppliers of well designed, efficient 

heat networks can set prices which 

are competitive with alternative heat 

supply options. 

• Health and well 

being 

 

• Reputation 

• Energy price 

fluctuations 

 

• Fuel costs 

Heat networks can provide 

affordable and long term 

price stability, as well as 

remove maintenance and 

replacement costs of 

individual boilers. 

 

Not providing fair and 

competitive prices for heat 

can bring the industry into 

disrepute. 

Levelised cost of heat per 

annum (£/m2/yr or 

£/kWh/yr), taking account 

of variable tariff, standing 

charge, annual 

maintenance and periodic 

plant replacement.  Cost 

can be expressed as an 

absolute amount or in 

comparison with a 

counterfactual case. 

The heat tariff formula is set 

within the heat purchase 

agreement. 

 

When comparing with 

alternatives, a levelised 

annual cost basis is 

appropriate to take account 

of differences in both capital 

and operational costs. 

13. Customer 

satisfaction 

Customer satisfaction is critical to the 

successful growth of a national 

market for heat networks.  

Reputational damage from poorly 

operated schemes must be overcome 

in new schemes through good design 

and operation, fair pricing and 

customer engagement and added 

value services. 

• Financial 

implication 

 

• Reputation 

• Energy prices  

 

• Reliability of 

service  

 

• Ease of use of 

service 

 

• Responsiveness 

of service  

Heat network customers are 

likely to be most concerned 

about the cost of heat and 

the level of customer service 

offered.  

Need for robust operating 

and maintenance procedures 

and response times. 

A customer satisfaction 

survey provides a way of 

finding out whether the heat 

network is operating in a 

satisfactory manner in the 

eyes of its customers. 

• Periodic customer 

satisfaction surveys. 

 

• Quantification of 

customer complaints. 

Customer protection 

arrangements are 

established through the 

main heat connection and 

supply agreements.  

Customer-friendly metering 

and user interface 

technologies are selected at 

detailed design and build 

stage. 

New developments should 

include clear information on 

the heat network as part of 

a resident’s welcome pack. 

 

C4 Social Drivers 
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Title Description 
Why is this a 

driver? 

External factors that 

impact on the driver  
Heat network impact Units of measurement Means to ensure outcome 

14. Protecting 

vulnerable 

customers 

Social tenants or those in fuel poverty 

may be at risk of being exploited by 

energy providers. Local authority may 

want to ensure that the interests of 

these parties are fairly and impartially 

represented through the delivery of 

heat networks. 

Health and well 

being 

• Population age 

profile 

 

• Deprivation  

 

• Quality of housing 

and surrounding 

environment  

 

• Employment 

levels 

Isolation  

 

• Health care 

provision  

Education 

 

• Climatic 

conditions  

 

 

Local authority involvement in 

the governance or regulation 

of heat networks can ensure 

that the interests of 

vulnerable customers are 

represented. 

• Percentage of 

households who spent 

more than 10% of 

household expenditure 

(or income) on health. 

 

• Dementia assessment 

referrals. 

 

• Health visitor metrics. 

Supplier agreements will 

include protocols for 

customer protection, 

including for situations of 

vulnerable and low income 

customers. 
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Title Description 
Why is this a 

driver? 

External factors that 

impact on the driver  
Heat network impact Units of measurement Means to ensure outcome 

15. Local 

authority 

capacity and 

skills 

development 

Developing a heat network can trigger up 

skilling of officers and the creation of 

enhanced capacity to set up business 

operations which extend beyond the local 

authority’s statutory remit. 

• Local 

Authority's 

future plans 

 

• Reputation 

 

• Availability of 

finance and 

resources within 

local authority 

 

• Availability of 

training courses  

 

Heat network 

development may 

require the local 

authority to oversee all 

phases from feasibility 

study to design, 

construction, 

commission in operation 

and maintenance. 

Capacity and skills are 

difficult to quantify, 

except as an input 

metric such as number 

of officers trained. 

The local authority should take 

an active role in working with 

advisors and peers as energy 

masterplanning and feasibility 

studies are undertaken.   

As part of the business case, 

local authorities can identify 

what part of the network 

project can be retained and 

delivered from internal 

resources, or which can be 

outsourced initially with 

potential to bring in-house at a 

later date. 

 

16. 

Compliance 

with national 

or regional 

policies 

Local authorities comply with a variety of 

national and regional policies, which impose 

further requirements and ambitions on the 

local authorities. 

• Environmental 

impact 

 

• Health and well 

being 

 

• Energy security 

• Resilience 

 

• Economic  

 

• Regeneration 

 

• Reputation 

 

Changes in legislation 

and policy  

Heat networks can help 

the local authority 

address national and 

regional policies through 

the design of the heat 

networks. 

Compliance with 

statutory and non-

statutory standards 

procedures  

Considering and recording the 

requirements and ambitions 

as local authority's priorities at 

the feasibility stage (or earlier) 

helps ensure that these are 

addressed through the heat 

network design and operation. 

C5 Political Drivers 



Heat Network Detailed Project Development Resource: Guidance on Strategic and Commercial Case 

146 Issue 1.0 | 22 July 2016 

Title Description 
Why is this a 

driver? 

External factors that 

impact on the driver  
Heat network impact Units of measurement 

Means to ensure 

outcome 

17. Reputation Local authorities play an important role in 

the everyday life of local people and 

organisations. Good performance and the 

effectiveness of communication with local 

people and businesses impact on the 

residents' satisfaction and perception of 

value-for-money of the services provided. 

Reputation can 

have significant 

impact on the 

ability of an area to 

attract and secure 

investment and 

create places 

where people want 

to live, work and 

visit. 

• Deprivation 

 

• Media coverage 

 

• Education 

 

• Resident and local 

business turnover 

A  heat network can 

provide the local authority 

with an opportunity to 

provide a low carbon, 

efficient, effective and 

value-for-money service. 

A heat network can also 

increase the local public's 

awareness of the 

services provided by the 

council and its ability to 

deliver sustainable 

development and low 

carbon economic growth. 

 

Periodical satisfaction 

surveys as part of wider 

local authority activities. 

Ensuring stakeholder 

engagement throughout 

the heat network delivery. 

C5 Political Drivers 
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Title Description 
Why is this a 

driver? 

External factors 

that impact on 

the driver  

Heat network impact Units of measurement Means to ensure outcome 

18. 

Compliance 

with 

regulations 

Local authorities have a range of statutory 

duties including planning,  building regulations 

and environmental quality. These obligations 

often have complimentary aims such as the 

need to reduce carbon; however can also 

present challenges to the deployment of heat 

networks e.g., increasing energy efficiency of 

buildings reducing heat demand . 

• Legal 

requirement 

 

• Health and 

well being 

Legislative 

changes  

Heat networks can provide a 

feasible and viable solution 

that meets a range of 

planning, building and 

environmental regulatory 

requirements (e.g. 'Carbon 

emission reduction' and 'Air 

quality improvement (or 

avoiding AQ impacts)'). 

 

Compliant/ non-

compliant  

Considering and recording 

regulatory requirements 

which the heat network is 

capable of addressing as 

local authority's priorities at 

the feasibility stage to ensure 

that these are addressed 

through the heat network 

design and operation. 

19. 

Compliance 

with planning 

policy 

Planning has a significant ole in the delivery of 

low carbon infrastructure. The deployment of 

heat networks can be a contributor to local 

authorities implementing and enforcing 

planning policy aimed at increasing distributed 

energy infrastructure in new development and 

servicing the established built environment. 

• Environmenta

l impact 

 

• Energy 

security 

 

• Resilience 

Financial 

incentives 

Heat networks can 

contribute towards achieving 

greater levels of distributed 

electricity generation. 

Number of planning 

permissions with 

conditions to connect to 

heat network. 

Number of connections 

in designated 

regeneration areas. 

Dedicated heat network 

planning policies 

Local Plans and 

Supplementary Planning 

Documents  

Local Development Orders  

20. 

Compliance 

with Heat 

Network 

metering and 

billing 

regulations 

2014 

These regulations put in place a requirement 

for the installation of meters and the provision 

of bills and billing information for final 

consumers on district heating, district cooling, 

and communal heating and hot water 

systems. The aim is to ensure customers are 

aware of the level of their consumption and as 

a result have the option to reduce it. 

• Legal 

requirement 

 

• Health and 

well being 

Legislative 

changes  

 

Specific impact on the role of 

landlord and landowner in 

terms of how and what 

customers can be billed for.  

Compliant/ non-

compliant  

 

Supplier agreements will 

include protocols for 

customer protection and 

billing provision, can build I 

requirement for transparent 

tariff structure. 

C6 Legal Drivers 
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Title Description Why is this a driver? 
External factors that 

impact on the driver  
Heat network impact 

Units of 

measurement 

Means to ensure 

outcome 

21. Planned 

new 

development  

New developments can be connected 

to existing heat networks or be 

considered as anchor loads to new 

heat networks. This can increase 

their attractiveness to 

residents/businesses and also 

increase the likelihood for planning 

approval.  

• Economic 

regeneration 

 

• Reputation 

 

• Environmental 

impact 

 

• Legal and 

regulatory 

requirements 

 

• Health and 

wellbeing 

 

• Scope of influence 

over the design of 

the development 

 

• Development type 

 

• Development project 

timeline 

Utilising centralised heat 

generation should be considered 

at early stages for new 

developments. A new 

development can be identified as 

a potential anchor load for an 

area wide network and therefore 

act as a catalyst for heat network 

development. Heat network must 

have sufficient capacity to 

absorb the new demand, and the 

network must have the 

appropriate connection points. 

 

• Number of new 

developments 

connected to 

heat network. 

• Stakeholder 

engagement to ensure 

new developments are 

considered as 

potential connections 

during the feasibility 

and design stages of 

heat networks. 

 

• Knowledge of the 

benefits of heat 

networks for 

developers. 

 

• Visibility of local 

existing/planned/poten

tial heat networks. 

 

22. Capital 

funding 

becomes 

available 

Funding streams from government 

(possible s.106 specific funding for 

heat network development) and 

investment funds can provide the 

much needed capital to kick-start 

heat network projects, make projects 

financially viable or extend the reach 

of an existing or planned network.  

• Capital cost • Size of fund 

available 

 

• Contractual 

limitations 

 

• Requirement for 

developer to match 

funding 

 

• Competition for 

investment funds 

 

The availability of funding can 

improve the economic viability of 

heat networks. This can unlock 

previously unavailable areas to 

heat networks. 

• £s of funding 

secured. 

• Early consideration of 

funding sources. 

 

• Dissemination of 

information on funding 

sources and support 

for how to meet the 

criteria required to 

unlock the funding. 

C7 Circumstantial Drivers 
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Title Description 
Why is this a 

driver? 

External factors that 

impact on the driver  
Heat network impact Units of measurement 

Means to ensure 

outcome 

23. Existing 

building or 

estate heating 

system 

The review and replacement of an 

existing heating system reaching the 

end of its operational life should be 

considered an opportunity to 

investigate the possibility, and 

implications, of connecting the 

building to a heat network 

• Value for 

money 

 

• Carbon 

reduction 

 

• Reputation 

• Connection availability 

to local heat network 

 

• Capacity suitability of 

local heat network 

 

• Contractual 

implications 

 

• Quality of 

infrastructure 

Heat network must have sufficient 

capacity to absorb the new 

demand, and the network must 

have the appropriate connection 

points. 

• Number of 

buildings 

retrofitted to 

attach to a heat 

network. 

 

• Percentage of 

heat demand from 

retrofitted systems 

of the total heat 

demand. 

 

• Retain knowledge of 

local plants and 

their dates for 

replacement. 

 

• High visibility of 

local heat networks. 

24. Local heat 

source  
A local source of heat could be 

anything from waste industrial 

process heat to untapped geothermal 

energy. 

• Resilience 

 

• Efficiency 

 

• Environmental 

impact 

 

• Reputation 

• Availability of local 

heat sources  

 

• Type of heat source 

 

• Long term reliability of 

the heat source 

 

• Receptiveness of local 

businesses 

A well planned heat network will 

take into account all potential heat 

sources in the local area and 

utilise them to the best effect. 

Sometimes a local heat source 

can reduce the dependence of 

the network on externally sourced 

fuels. A heat network connecting 

waste heat to consumers can 

increase efficiency of the local 

area as a whole. It should be 

noted that in some cases, mixing 

sources of heat in one network 

can complicate the system due to 

the different optimum flow and 

return temperatures. 

• kWh/annum either 

as an absolute 

amount or in 

comparison with 

an alternate heat 

source. 

Thorough review of 

local businesses, 

development proposals 

and geographical 

potential to determine 

the availability of local 

heat sources during the 

feasibility and design 

stages. Continued 

understanding of 

developments in the 

area to ensure all new 

heat sources are 

reviewed and if 

possible, connected to 

the existing network. 

C7 Circumstantial Drivers 
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Appendix D: Suggested role selection questions 

The following questions are provided as a 

prompt for local authorities considered 

whether to take on each of the defined roles 

for a heat network.  As explained in the body 

of this guidance, there are no hard rules to 

determine which party should or must take on 

each role.  It will depend on the 

circumstances of the project and the 

respective drivers, resources and risk 

appetites of the parties involved. 

For those reasons the questions below do not 

come with pre-defined answers, but instead 

area meant to prompt a discussions and 

decision-making process by a local authority. 

 

D1 Promotion Role 

D1.1 Does the local authority have an interest 

in the delivery of a heat network project? 

D1.2 Is there an alternate party who could 

fulfil this role, such as a private developer, or 

community interest company? 

D1.3 Will the scheme connect to vulnerable 

customers? 

D1.4 Does the Local Authority have other 

particular drivers for being involved in heat 

network delivery? 

D1.5 Does the Local Authority have the skills 

and resources required to undertake the 

role? 

D1.6 What are the prospects of success? 

D1.7 Is there a material reputational risk?  

 

D2 Customer Role 

D2.1 Does the Local Authority have a 

sufficient portfolio of anchor heat loads in an 

area to catalyse a heat network? 

D2.2 Will the heat network provide the Local 

Authority with a source of low cost heat? 

D2.3 Can a fair and reasonable heat sale 

agreement be agreed with the heat supplier? 

D2.4 What changes  may occur to the 

customer’s needs over time? 

D2.5 Is the supplier capable of delivering the 

heat services for the entire contract term? 

 

D3 Governance Role 

D3.1 Does the local authority have a vested 

interest in the governance of the scheme? 

D3.2 Could the presence of the local 

authority in the role of governance provide 

investors, contractors or customers with 

confidence in the network? 

D3.3 Are vulnerable customers present that 

need protection? 

D3.4 When taking on the governance of a 

heat network, are there sufficient contractual 

levers in place for the governing parties to 

effect change? 

D3.5 How, when taking on the governance 

role, can a local authority keep its 

responsibility within limits? 

 

D4 Regulation role 

D4.1 Are there vulnerable customers the 

Local Authority wish to protect, which it 

cannot do due to limited other involvement in 

the scheme? 

D4.2 Will the presence of the Local Authority 

in the role of regulation provide customers 

with confidence? 

D4.3 Does the Local Authority have the 

capacity to undertake the role of regulation 

on a heat network scheme? 

D4.4 Is the Local Authority already 

undertaking a significant number of other 

roles? 

 

D5 Funding role 

D5.1 Is the scheme viable without the Local 

Authority providing finance to the project? 

D5.2 Is the Local Authority interested in 

making a return on investment? 

D5.3 Has the local authority made a realistic 

assessment of the risks of funding the heat 

network? 

D5.4 How is the Local Authority managing its 

State Aid risk? 

 

D6 Asset Ownership 

D6.1 Will the Local Authority be able to 

secure a long term and viable income 

associated with the operation of heat network 

assets? 

D6.2 Will the presence of a Local Authority as 

asset owner be a catalyst for the 

development of a heat network? 

D6.3 What are the operational costs 

associate with the ownership of an asset? 

D6.4 What are the contractual risks 

associated with the ownership of an asset?  

D6.5 What are the tax implications of owning 

a heat network asset? 
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D7 Development of Property 

D7.1 Does the Local Authority own property 

that could be developed and benefit from a 

heat network? 

D7.2 Does the Local Authority wish to control 

the development programme and roll-out of 

the heat network to serve the development? 

D7.3 Is the roll-out of the heat network co-

ordinated with the development programme?  

D7.4 How can land ownership provide a 

demand guarantee? 

 

D8 Land Ownership 

D8.1 What conditions can be imposed on a 

sale or grant or a lease, licence or easement  

to encourage heat networks? 

D8.2 How can a land owner ensure that 

stipulating connection to a heat network does 

not adversely affect land value? 

D8.3 Are there any potential ransom strips on 

the route of the proposed network? 

 

D9 Landlordship 

D9.1 How can landlordship provide a demand 

guarantee? 

 

D9.2 Will the Landlord and Tenant Act allow 

me to recover my costs? 

 

D10 Installation 

D10.1 Does the local authority need to retain 

close control over the installation process? 

D10.2 Does the local authority have specialist 

design expertise in house, or does it have 

plans to develop such a capability? 

D10.3 Where does design risk lie? 

D10.4 What are the construction risks? 

D10.5 Does the local authority have the 

resources or funds to enable suitable 

monitoring and enforcement of a works 

contract? 

D11 Operation 

D11.1 Does the local authority have the 

capability and resources to undertake the 

operator role? 

D11.2 Will the local authority own, or have an 

ownership interest, in the assets? 

D11.3 Is the heat network of a size and 

complexity which requires specialist 

engineering capabilities?   

D11.4 What if key operational staff leave the 

employment of the Local Authority? 

D11.5 Is the local authority’s reputation as 

risk if the system breaks down or is 

chronically unreliable?  

 

D12 Sale of Heat 

D12.1 Is securing revenue streams a major 

driver for the local authority? 

D12.2 Is the local authority already in a 

position of selling heat or other energy 

services to customers? 

D12.3 Does the local authority have a 

relationship with the proposed customers? 

D12.4 Are there other opportunities for 

revenue besides heat sales? 

D12.5 How sensitive is the business case to 

bad debt risk? 

D12.6 How confident are you in future heat 

demands? 

 

D13 Supplier of Last Resort 

D13.1  Does the local authority have 

responsibility to at least some of the 

scheme’s customers by another route, e.g. 

landlord responsibility to tenants? 

D13.2 Does the local authority have a 

political stake, or reputational interest in the 

long term success of the scheme? 

D13.3 Does the local authority have the 

organisational resources to implement a 

Supplier role takeover at short notice? 

D13.4 Are contractual provisions in place to 

enable the local authority to step in to the 

Supplier role, or could they be put in place? 
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Appendix E: Notes to Contracts Heads of Terms and 
other relevant forms of agreement 
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Appendix E. Notes to Contracts Heads of Terms and other relevant forms of agreement 

This appendix provides notes to the many 

types of contracts and other agreements 

which are mentioned in this guidance.  The 

notes should be used as a reference in 

conjunction with the Contract Decision Trees 

set out in Chapter 4 and introduced in 

Chapter 1.  Where relevant, these notes 

support the use of the fifteen template Heads 

of Terms (HoTs) documents provided 

separately by DBEIS.  

The agreements are grouped loosely by 

function.  Within each group, those for which 

template Heads of Terms documents are 

available are listed first, followed by other 

forms of agreement for which template HoTs 

are not available.    

In some cases, the agreements are 

alternatives to achieve similar ends, while in 

other cases the agreements are 

complementary or deal with distinctly different 

matters.  The Contract Decision Trees set out 

in Chapter 4 should be used to explore the 

different types of agreement 

 

E1 Governance and 

Regulation contracts 

E1.1 HoTs included 

Shareholders’ Agreement (HoT 01) 

Where a Local Authority sets up an SPV with 

a private sector partner to deliver a heat 

network, a Shareholder’s Agreement will be 

required.  

This document will govern the relationship 

between the Parties, including:  

• Voting rights; 

• Shareholder Reserved Matters; 

• Capital Contributions;  

• other forms of Contribution (e.g. land or 

assets); 

• restrictions on dilution of interests; 

• how the business of the SPV (i.e. delivery 

of the heat network) will be managed 

through annual SPV Business Plans.  

E1.2 Other types of agreement (HoTs not 

included) 

Governance Agreement  

In some schemes, an overarching 

“Governance Agreement” may be put in place 

to act as a high level management tool. 

The key stakeholders (such as Local 

Authority, Developer, ESCO Provider) may 

be parties to such an agreement.  

The matters governed could include: 

• pricing of heat;  

• strategic direction of the heat network (i.e. 

whether scheme expansion will be 

targeted with e.g. off-site connections 

connection to other schemes or other heat 

sources);  

• high level performance; 

• Supplier of Last Resort.  

Company Articles  

If an SPV is set up to deliver the heat network 

(whether a wholly owned subsidiary of a 

Local Authority or a JV entity), the Company 

Articles will need appropriately tailored to 

specify the purpose of the Company and any 

relevant restrictions on activities.  

Note the possibility of setting up the SPV 

entity as a Community Interest Company, or 

even a Community Benefit Society, however, 

these forms of company will of course come 

with restrictions on asset transfers and 

revenue withdrawals.  

E1.3 Heat Trust Rules 

The following forms and documents relate to 

the arrangements for governance under a 

Heat Trust registered scheme.  Further 

information can be obtained from the Heat 

Trust. 

Heat Trust – Scheme Application  

The Heat Trust Scheme has been 

established to provide a common standard in 

the quality and level of protection given by 

heat supply contracts and to offer heat 

network customers an independent forum for 

settling disputes.  

Heat network operators supplying heat to 

domestic customers can make an application 

to join the scheme and will need to provide 

evidence that they satisfy the Scheme Rules 

and Scheme Byelaws.  

Heat Trust – Scheme Byelaws 

The Scheme Byelaws set out the process by 

which an operator may become a “Registered 

Participant” and how their participation is 

governed (e.g. payment of fees, reporting 

obligations, use of Heat Trust mark, data 

protection, compliance with the Scheme, 

audits and disciplinary procedures).  

Heat Trust – Scheme Rules 

A Registered Participant will need to comply 

with the Scheme Rules. These relate to:  

• Energy Supply Agreements;  

• Guaranteed Performance Standards;  

• Heat Customer Service (including faults, 

emergencies, access and repair costs);  

• HIUs, Heat meters and meter cost 

allocation;  

• contingency and maintenance plans;  

• suspension and resumption of services;  

• customers in need of additional support 

and vulnerable customers;  

• heat bill and heat charge calculations;  

• payments and payment difficulties;  

• complaints handling;  

• monitoring performance; and 

• privacy policy and data protection.  

http://www.heattrust.org/index.php
http://www.heattrust.org/index.php
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E2 Planning contracts 

The planning system can be used to support 

and influence the delivery of heat networks, 

but these instruments are of very limited 

power to shape the precise arrangements for 

the delivery of a network. 

Further information on the use of planning 

powers in relation to heat networks can be 

found in the Greater London Authority’s 

London Heat Network Manual.  

E2.1 Other types of agreement (HoTs not 

included) 

Section 106 Planning Obligations  

Section 106 Planning Obligations may oblige 

a developer to connect new build and/or 

retrofit buildings to a district heating system.  

This is a “hands-off” method by which Local 

Authorities may drive the development of 

district heating schemes within their area. 

Planning Conditions and Local 

Development Orders 

Local Planning Authorities can use the grant 

or conditioning of planning permissions to 

influence how and whether a heat network 

comes forward.  Unlike Section 106 

agreements these are not forms of contract 

but are enforceable through planning 

enforcement regulations. 

 

E3 Property and asset 

ownership contracts 

E3.1 HoTs included 

Energy Centre Lease and Pipework 

Easement  (HoT 02) 

A Lease of an Energy Centre may be granted 

where the heat generator/operator is 

operating under a concession or some other 

form of long term heat supply obligation and 

therefore requires a long term, secure right to 

house and access their heat generation 

assets.  

The Lease should cover key issues such as:  

• access rights;  

• delivery of utilities to the Energy Centre;  

• prevention of damage to the assets; 

• any restrictions on disposal which could 

affect the long term ability of the 

generator/ operator to carry out their 

activities.  

Pipework easements may also be included in 

this lease. Although a lease in relation to 

pipework could be entered into, often, the 

exact location of pipework at the outset of 

delivery of a DH scheme is not known. One 

solution is therefore to enter into deeds of 

variation of the Lease as the pipework is 

delivered, with easement routes for such 

pipework established at the relevant time that 

the pipes are laid.  

Note that where an unbundled heat network 

delivery model is established, a PipeCo 

(which is of a different company grouping 

from the generator/ operator) could 

potentially own the pipework. Where this is 

the case, leases of pipework may be a better 

solution to protect that PipeCo’s interests.  

E3.2 Other types of agreement (HoTs not 

included) 

Section 50 Licensing  

Where heat pipework is laid under public 

highways, a licence under Section 50 of the 

New Roads and Street Works Act 1991 is 

likely to be required.  

Early consultation with the local highway 

authority is recommended. 

Land Sale  

A Sale and Purchase Agreement will be 

required to deal with any Local Authority 

disposal of land for the purposes of a heat 

network.  

Considerations of State Aid, Local Authority 

Powers and any internal governance 

requirements of Local Authorities should be 

taken into account in any sale.  

Lease/ Easement  

A Lease may be granted in respect of land in 

which pipework or other heat network assets 

may be situated. Such leases should take 

into account specific requirements of the heat 

network, such as: 

• access;  

• the need for long term interests where 

concessions are for long periods; 

• the protection of pipework from damage; 

• and the consequences of failure of the 

Landlord to comply with the Lease (i.e. 

inability of the Leaseholder to supply heat 

to customers).  

See also Energy Centre Lease and Pipework 

Easement.  

Plantroom Lease/ Licence 

Leases may be granted over individual 

plantrooms (or substations) which house 

plant and interfaces between primary and 

secondary distribution networks internal to 

development blocks.  

Such Leases are likely to take a similar form 

to an Energy Centre Lease.  

Alternatively, a licence to access such 

plantrooms may be granted, however this 

may not be considered to be a secure 

enough right for some heat network 

operators.  

 

 

http://www.londonheatmap.org.uk/Content/TheManual.aspx
http://www.londonheatmap.org.uk/Content/TheManual.aspx
http://www.londonheatmap.org.uk/Content/TheManual.aspx
http://www.londonheatmap.org.uk/Content/TheManual.aspx
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Pipework Wayleave 

An alternative to granting an Easement for 

pipework, a Wayleave is a licence, rather 

than a registrable interest in land.  

As it does not bind future owners of property, 

it may not be considered to be a secure 

enough right (particularly as a heat network 

operator will not have the same statutory 

rights as a statutory undertaker which can 

require Wayleaves to be granted for the 

laying of pipework for utilities).   

Development Agreement  

A Development Agreement is a high level 

lever for Local Authorities to require the 

development of a heat network where a Local 

Authority owns land which is being 

developed.  

If DH is addressed at a suitably early stage, a 

Development Agreement can help lay good 

foundations for the development of a heat 

network, by requiring all buildings to be 

connected to the heat network, with minimum 

requirements for the build out of internal 

Secondary Distribution Networks.  

Asset transfer, lease, licence 

Rights may be granted over heat production 

plant and/or heat network and/or metering 

assets where the owner of the assets is not 

the operator of the assets. The nature of the 

rights granted will depend on the nature of 

the relationship created. Typically, for 

example, a licence to use assets will be 

granted in an O&M Agreement, whilst in a 

Concession Agreement, adoption of assets 

installed by others will typically involve a full 

transfer of asset ownership or grant of an 

equipment lease, which could be 

incorporated into the Concession Agreement, 

a Connection and Adoption Agreement or a 

standalone agreement. 

 

E4 Financing & Security 

agreements 

E4.1 Other types of agreement (HoTs not 

included) 

Grant Funding Agreement  

A Local Authority may provide Grant Funding 

to a heat network, taking advantage of its 

access to cheaper sources of finance. A 

Grant Funding Agreement will set out the 

terms on which the money is granted and the 

Project is governed, including:  

• purpose of the Grant (i.e. funding for heat 

network assets);  

• restrictions on changes to the Project 

without the Local Authority consent;  

• the manner in which the Grant can be 

drawn down;  

• the use of the Grant;  

• monitoring and reporting obligations;  

• repayment obligations.  

Note that individual Local Authorities will 

have internal governance requirements and 

of course will be limited by restrictions on 

Local Authority Powers which will affect the 

manner in which a Grant can be given. Such 

issues should be appropriately dealt with 

under the Grant Funding Agreement.  

Loan Agreement  

A loan agreement may be given by or 

obtained by a Local Authority, depending on 

their role in the heat network.  

Key considerations in granting or obtaining a 

loan will include:  

• State Aid;  

• tenure;  

• Interest Rates applicable;  

• the security required to be given or 

obtained (see Providing Security and 

Taking Security);  

• any conditions relating to repayment;  

• any restrictions on draw-down.  

Providing Security  

If the entity delivering the heat network (in 

which the Local Authority has an interest) 

obtains a loan, they may be required to 

provide a Lender with various forms of 

security. These could include: 

• Letter of Credit 

• Performance Bond  

• Parent Company Guarantee 

• Non-financial guarantee 

Taking Security  

If the Local Authority is granting a Loan, they 

may also need to consider taking appropriate 

security over the assets of the entity delivery 

the heat network. These could include: 

• Charges (over heat network assets);  

• Direct Agreements (from sub-contracted 

companies enabling the Local Authority to 

“Step-in” to a failing project); 

• Assignments (requiring an assignment of 

shares in an SPV delivering the heat 

network); 

• Reliance Letters and Opinions (obtained 

from advisors of the SPV); 

• subordination of debt and claims; 

• designation of Bank Accounts; 

• named or co-insured. 
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Shareholder Loan Agreement  

The Local Authority as a shareholder in an 

SPV delivering a heat network could grant a 

shareholder loan, rather than providing grant 

funding or additional equity.  

With a Local Authority’s ability to access 

relatively cheap sources of financing, this 

could be a good solution to part funding a 

heat network project, however issues such as 

State Aid must be considered.  

Company Articles 

Relevant where an authority has established 

an SPV or JV in the form of an incorporated 

limited company. “Table A” articles are from 

the Companies Act are broad but may need 

to be tailored to be appropriate to the 

company’s intended purpose, including to 

accommodate the nature of funding being 

deployed and security being taken. 

Bonds or debenture agreement 

There are various other forms of funding 

instrument that may be considered, including 

corporate bonds and company debentures, 

each akin to a loan but giving very different 

rights to lenders and the company. 

 

 

 

E5 Network Installation and 

Operation  

The section describes the main forms of 

contract for the delivery of the network itself., 

i.e. its design, construction, operation and 

maintenance.  These activities can be 

separately procured or procured as a single 

integrated contract covering all activities. 

These types of agreement would normally be 

between a client procuring a new heat 

network and a contractor appointed to deliver 

the heat network. 

As explained in the Contract Decision Trees 

in Chapter 4, these forms of agreement are in 

most cases alternatives rather than 

complementary.  That is, a DBOM contract is 

essentially a combination of a D&B and O&M 

contract, while a Concession Agreement is a 

DBOM contract wrapped into a long term 

connection and supply agreement.  

E5.1 HoTs included 

Concession Agreement (HoT 03)  

A Concession Agreement is a common 

contractual structure for delivery of a heat 

network. A Local Authority may utilise this 

structure where it wishes to contract with the 

private sector to deliver all elements of a heat 

network (D&B, O&M, Metering, Billing etc.) in 

one package. 

A Concession Agreement will give a Local 

Authority high level controls over a heat 

network, for example in relation to quality, 

standards delivered and heat pricing. The 

private sector concessionaire will “own” the 

business of supplying heat for the term of the 

concession. 

Collateral Warranty (HoT 04)  

Collateral Warranties should be obtained 

from key sub-contractors, particularly the 

design team.  

These should provide a direct right of 

recourse for the procuring company/ Local 

Authority and contain suitable levels of 

insurance and liability periods (up to 12 years 

from the date of completion of the relevant 

service or works).  

D&B Contract (HoT 05) 

Where a Local Authority (or other procuring 

entity) wishes to have greater control over 

delivery of a heat network, for example to 

drive costs savings, they may procure works 

and service in separate packages. 

A D&B Contract will set out the detailed 

requirements for the design, installation and 

commissioning of a heat network.  

DBOM Contract (HoT 06) 

Where a Local Authority wishes to have 

control over the delivery of a heat network, 

they may procure packages of works and 

services (rather than outsourcing a full 

Concession).  

A DBOM is likely to be a cleaner delivery 

model than split D&B and O&M and will 

remove some elements of hands on 

management from the Local Authority.  

However, it will remove the ability to remove 

under performing elements of delivery, or to 

drive price savings through procurement of 

distinct packages of works and services. 

O&M Contract (HoT 07) 

Where a Local Authority (or other procuring 

entity) wishes to have greater control over 

delivery of a heat network, for example to 

drive costs savings, they may procure works 

and service in packages.  

An O&M Contract will set out the detailed 

requirements for the operation and 

maintenance of a heat network.  

E5.2 Other types of agreement (HoTs not 

included) 

Professional Appointments   

The delivery of any heat network will involve 

the appointment at a sub-contractor level of 

technical teams (architects, engineers, 

consultants).  

The appointment terms should be robust, 

with suitable caps on liability relative to the 

service being provided, suitable levels of 

insurance and an obligation to provide 

collateral warranties in favour of e.g. the 

Local Authority (if the Local Authority is 

procuring the heat network). 
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Performance Security   

Where a contractor is procured to construct 

the heat Construction Licence   

Prior to the grant of relevant Leases or 

Easements, a Construction Licence may be 

granted to enable the construction of the heat 

network.  

A Construction Licence may either be a stand 

alone legal document or granted pursuant to 

another contract, such as a Concession 

Agreement. Following practical completion of 

the relevant works, the appropriate Lease or 

Easement will be granted. 

network (and is not constructing “on-balance 

sheet” pursuant to a Concession Agreement), 

funders or the procuring entity (such as the 

Local Authority) may demand security in 

return for their investment or lending.  

Such security could comprise of:   

• Letter of Credit  

• Parent Company Guarantee  

• Construction/ Performance Bonds 

Building Contract  

Where a Secondary Distribution Network is 

being installed by a Developer, the relevant 

Building Contract for a particular block or 

building should contain the specifications and 

requirements to ensure that the Secondary 

Distribution Network is of a suitable standard 

and specification to enable connection to the 

main heat network.  

Equipment Supply Contract   

Equipment comprising the heat network 

(boilers, pipework, storage tanks, etc.), will be 

procured by the D&B or DBOM Contractor 

pursuant to Equipment Supply Contracts.  

These are likely to be in accordance with the 

relatively standard terms of the supplier of 

equipment.  

Warranties in respect of the quality of 

equipment should be obtained where 

possible.  

Warranties 

Various forms of warranty may be obtained. 

These include Collateral Warranties from 

major contractors and designers (see 

previous page) and warranties from 

manufacturers in respect of major items of 

plant and equipment.  

 

E6 Network Connection and 

Use  

This section describes the main forms of 

agreement used for connection and use of a 

heat network.  These are agreements relating 

to the connection and use of the network 

infrastructure but would not relate to the 

purchase and sale of heat (See section E7 

Sale and Purchase of Energy).  

E6.1 HoTs included 

Use of System Agreement (HoT 08) 

Where an entity (such as the Local Authority) 

owns the pipework but is not the operator, a 

Use of System Agreement would be suitable 

to capture the agreement for the operator’s 

use of the pipework (for delivery of heat to 

customers) and payments for such use.  

Connection & Adoption Agreement (HoT 

09) 

Once energy generation assets are built and 

the Primary Distribution Network laid, 

individual blocks on a development will need 

connected to the system by the ESCO or 

operator.  

The Connection Agreement deals with the 

connection of blocks to be served with heat.  

The agreement also deals with adoption, 

where internal secondary distribution 

networks are constructed by developers and 

are adopted by the ESCO or operator, who 

will subsequently operate and maintain such 

assets.  

Connection Agreement (HoT 10) 

Once energy generation assets are built and 

the primary network laid, individual blocks on 

a development will need connected to the 

system by the ESCO or operator.  

The Connection Agreement deals with the 

connection of blocks to be served with heat.  

In some cases there will be no adoption of 

pipework assets internal to the blocks being 

served, for example where the secondary 

distribution network is constructed by the 

ESCO or the operator, or where there is a 

simple connection only and a bulk supply of 

heat to that connection point.  

 

E7 Sale and Purchase of 

Energy 

E7.1 HoTs included 

Framework Supply Agreement (HoT 11)  

In order to govern the suite of customer 

supply agreements entered into by the ESCO 

and to provide some security to the ESCO 

that there is a party ultimately responsible for 

payment for heat, a Framework Supply 

Agreement may be put in place.  

This agreement can also cover supply of heat 

to a developer during construction of a 

development or supply of heat during void 

periods (i.e. where there are no tenants 

occupying particular units).   
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Bulk Heat Supply Agreement (HoT 12)  

Where a landlord on-supplies heat to tenants, 

or there is one large heat consumer, a bulk 

supply agreement may be entered into by the 

ESCo. 

This will cover bulk supply of heat to a point 

of connection, with no further operation and 

maintenance of secondary networks or 

obligations in relation to metering and billing 

for individual customers.   

Residential Heat Supply Agreement (HoT 

13)  

The Residential Heat Supply Agreement sets 

out the terms on which heat is supplied to 

residential customers. This will include 

provisions governing:  

• heat pricing; 

• content of bills;  

• customer complaints;  

• minimum standards.   

Housing Association Heat Supply 

Agreement (HoT 14)   

Where residential customers occupy a 

building owned by a Residential Social 

Landlord, a specific agreement will be 

entered into with that Residential Social 

Landlord, governing that Landlord’s payment 

of proportions of standing charges and 

setting out the Landlord’s liability during void 

periods.  

 

Commercial Heat Supply Agreement (HoT 

15)  

As per the Residential Heat Supply 

Agreement, the Commercial Heat Supply 

Agreement will set out the terms on which 

heat is supplied to commercial customers.  

This Agreement can be more bespoke than 

the Residential Heat Supply Agreement and 

the level of negotiation of terms will depend 

on size and strength of the counterparty (for 

example, a chain of hotels may have much 

more power to negotiate a bespoke 

agreement). 

E7.2 Other types of agreement (HoTs not 

included) 

Metering, Billing and Customer Services 

Appointments 

In some cases, where the delivery of a heat 

network is disaggregated, the functions of: 

• Metering 

• Billing (including debt management) and  

• Customer Service  

may be sub-contracted to a specific delivery 

partner under a single appointment or 

separate appointments of contractors 

specialized in these roles.  

Void Supply Agreement  

A Void Supply Agreement may be put in 

place with a Landlord of a block of residential 

units, to provide security to the heat supplier 

that there will be a responsible party for heat 

payment.  

During void periods (i.e. where the unit is not 

occupied), the Landlord will be responsible 

for payment of standing charges.    

Sale of Electricity  

Where a heat network is powered by CHP, 

electricity (where it is not consumed on site) 

will require exported, pursuant to a power 

purchase agreement (“PPA”). Unless the 

quantities of power being exported are large, 

this PPA will likely be on the standard terms 

of the purchasing utility.  

Electricity sale direct to consumers who are 

served by heat is a possibility, however it is a 

heavily regulated area and will require careful 

consideration.   

Fuel & other Utilities   

Gas, water, electricity and other utilities 

required for the running of the heat network 

will normally be procured under standard 

terms from the relevant Utility Company.  

Supplier of Last Resort 

Providing for a Supplier of Last Resort is a 

fundamental structuring issue and, when 

addressed properly, is likely to require 

recognizing in many of the project 

documents, especially ownership, 

governance and regulation, as well as 

investment and occupational leases and 

other property related documents.   

For example, where a heat concession is 

granted over a large development site, with 

exclusivity granted to the appointed ESCo 

concessionaire for the term of the 

concession, the “Employer” under the 

concession is likely to be the site 

owner/master developer. Developers of plots 

within the wider development site, and 

investors and occupiers of plots and units 

within plots, should be concerned to see that 

the arrangements for the provision of heat 

survive expiry or early termination of the 

concession.   

This can be captured/structured in a number 

of ways but will need to be reflected in 

agreements between the plot developer and 

site owner/master developer (such as the 

terms of the land sale or lease or bespoke 

SoLR agreements) and work their way down 

through the relevant ownership structures. 
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Appendix F: Additional Tax Detail 

Contents: 

F1 Private Sector Led (Type A) 

F2 Public-Private shared leadership (Type B) 

F3 Public Sector Led (Type C) 

F4 Community Company or CoCo (Type D) 
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F1 Private Sector Led (Type A) 

Phase of 

Delivery 
Corporation Tax Stamp Duty Tax Value Added Tax & Climate Change Levy 

Financing  If the project is funded by debt financing, generally:  

o Interest on loans used in the Project Vehicle’s 

trade will reduce the profits chargeable to 

corporation tax. 

o Certain rules (e.g. Transfer pricing, thin 

capitalisation) restrict the interest deductible 

where the financing is not considered to be at 

‘arm’s length’. This typically arises where 

financing involves related parties. Guidance on 

what the Government consider constitutes ‘arm’s 

length’ may be found on the HMRC website: 

http://www.hmrc.gov.uk/manuals/intmanual/intm4

12040.htm  

 New legislation has been proposed by the UK 

Government which is proposed to be introduced from 

April 2017 to reflect Action Point 4 of the OECD’s Base 

Erosion Profit Shifting (“BEPS”) programme. This is 

expected to apply to all companies to restrict interest 

deductibility based on a certain ratio. 

 If the project is funded by equity, generally, there would 

not be any immediate corporation tax consequences.   

 There are unlikely to be any 

Stamp Duty Land Tax (‘SDLT’) 

consequences of the financing. 

 If  the project is debt financed any interest charged will be 

exempt from VAT; 

  

 If the project is financed by equity, both the issue of 

shares and other equity instruments are not generally 

supplies for VAT purposes; 

  

 VAT may be incurred on third party costs relating to the 

raising of debt or equity, but to the extent these costs are 

incurred by the Project Vehicle the VAT should be 

recoverable and not a cost to the project.  

  

Appendix F: Additional Tax Detail 

Assumptions 

In preparing additional technical commentary on the relevant tax issues for this delivery model, 

the following assumptions have been made: 

• Debt or equity finance will come directly into the Project Vehicle; 

• Development will be undertaken through the Project Vehicle; 

• The Project Vehicle may or may not have an interest in the land on which the development 

takes place; and 

• The operation  of the network and supply of heat / electricity / power will also be undertaken 

by the Project Vehicle. Heat will be supplied  to a range of customers. 

In identifying key tax considerations and risk the following areas have been identified as being of 

particular importance: 

• Financing 

• Asset ownership and development 

• Operation/supply of heat and electricity  

http://www.hmrc.gov.uk/manuals/intmanual/intm412040.htm
http://www.hmrc.gov.uk/manuals/intmanual/intm412040.htm
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Phase of 

Delivery 
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Asset 

ownership & 

development 

 Generally, capital expenditure on fixed assets forming part 

of the distribution network structure would not be able to 

reduce profits charged to corporation tax.   

 Alternatively, specific tax rules provide relief for qualifying 

capital expenditure through “capital allowances”. These 

may be claimed each year to reflect the use of these 

assets as part of the Project Vehicle’s trade. Government 

guidance on their view of the capital allowances regime 

may be found on the HMRC website:  

http://www.hmrc.gov.uk/manuals/camanual/index.htm   

 Currently, capital allowances may be claimed at a rate of 

18% per annum for plant and machinery or 8% per annum 

for other assets.   

 Ordinarily, capital allowances on assets forming part of a 

building structure or land may not be claimed, unless 

specifically allowed by the legislation. E.g. waste disposal 

systems and sewerage and drainage systems. Where 

assets such as gas and sewerage systems are used 

mainly to meet the particular requirements of the qualifying 

trade, capital allowances should be available. Therefore, in 

the context of heat networks the distribution systems may 

fall as being assets of the respective trade. 

 Similarly,  qualifying capital expenditure includes those 

relating to assets that are “integral features” of a  building. 

These receive capital allowances at the special rate of 8% 

per annum. These include water heating systems, air 

cooling systems, hot and cold water systems, etc..  

 Specific rules exist to allow a 100% claim in restricted 

circumstances, for example, the first year allowance which 

applies to qualifying energy saving assets known as 

Enhanced Capital Allowances (“ECAs”). Broadly, this 

means that where qualifying expenditure is incurred, it can 

be fully written off for tax purposes in the period it is 

incurred.  

 If a Project Vehicle acquires 

an estate in land this will likely 

be chargeable to SDLT. 

 An estate in land is widely 

drafted for SDLT purposes 

and can include freeholds, 

leaseholds, licences and even 

easements. 

 SDLT is levied on the 

“chargeable consideration” 

provided for the estate in the 

land. “Chargeable 

consideration” is again widely 

drafted as being “money or 

money’s worth”. 

 SDLT is levied at different 

rates depending whether the 

interest is in commercial or 

residential land. 

 A key issue from an SDLT 

perspective is the valuation of 

the consideration received or 

paid for the land interests 

acquired as part of the heat 

network project. Often, these 

interest may be exchanged 

for a nominal rent or 

premium, but parties would 

need to be aware of providing 

other non-monetary 

consideration such as debt 

waivers or undertaking 

construction work. 

 Costs associated with the development and construction of 

heat network assets are likely to be subject to VAT at the 

standard-rate (currently 20%).   

 It is unlikely that any costs incurred will fall under the 

reduced-rating under that applies to the supply and 

installation of certain energy saving materials. This reduced-

rating is broadly reserved for energy saving materials in 

residential accommodation. Guidance on HMRC’s 

interpretation of the law can be found in VAT Notice 708/6:  
https://www.gov.uk/government/publications/vat-notice-

7086-energy-saving-materials/vat-notice-7086-energy-

saving-materials;  

 If the Local Authority (“LA”) develops the network and 

charges development costs to the Project Vehicle, it will 

likely have to charge VAT at the standard-rate on those 

recharges;  

 There are circumstances where Las do not have to charge 

VAT on the services they provide but the exclusions are 

unlikely to apply;  

 Given all the Project Vehicle’s sales will be subject to VAT it 

should be entitled to recover all VAT incurred on its costs of 

development and operation;  

 During the development stage it will be common in such 

projects for VAT recovered on costs to exceed VAT 

declared on sales. From a cashflow perspective it may be 

beneficial for the Project Vehicle to elect to submit monthly 

rather than quarterly returns, at least during development;  

 The Project Vehicle may or may not take an interest in the 

land on which the heat network infrastructure is constructed. 

If a VAT charge is incurred on any rent or licence fee, this 

amount should be recoverable in full.  
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Asset 

ownership & 

development 

(cont.) 

 ECAs are available where expenditure is incurred on certain types of 

assets which are specified by Treasury Order as meeting energy 

saving criteria. The types of assets which can meet the criteria 

includes Combined Heat and Power assets and also pipework 

insulations. A list of the products can be found here: 

https://etl.DBEIS.gov.uk/engetl/fox/live/ETL_PUBLIC_PRODUCT_S

EARCH/search 

 However, ECAs are not available where the assets are used for the 

generation of heat or power which results in the receipt of either 

Feed-In Tariffs or Renewable Heat Incentives. In these 

circumstances, any qualifying expenditure will attract capital 

allowances at the normal rates of 18% or 8% as per above.  

 Further guidance on ECAs may be found on the HMRC website: 

http://www.hmrc.gov.uk/manuals/camanual/ca23140.htm  

 Where assets upon which capital expenditure is incurred are the 

subject of a leasing arrangement, then specific anti-avoidance 

provisions may apply to determine who is eligible to claim capital 

allowances. These rules are known as the Long Funding Lease 

rules. 

 The Long Funding Lease rules generally apply to leasing 

arrangements which have a term of 7 years or greater. A key factor 

in determining their application is how the arrangement is accounted 

for e.g. either a finance or operating lease, as well as certain other 

tests. The rules determine whether it is the lessee or the lessor who 

is entitled to claim capital allowances. 

 Even where capital allowances are not available due to the leasing 

arrangements entered into, then deductions may be available for the 

associated rental payments made under those leasing agreements.  

 Further guidance on these rules can be found in HMRC’s manuals 

at: https://www.gov.uk/hmrc-internal-manuals/business-leasing-

manual 

  Where a project involves the construction, acquisition or 

operation of a CHP facility then  the supplies may fall within the 

Climate Change Levy (“CCL”) regime; 

 

 CCL relief may be available to operators of CHP plants 

depending on whether the CHP station is: 

 

o Registered with DBEIS’s CHPQA programme; 

o Certified annually under that programmed; and 

o Covered by a valid CCL Exemption Certificate. 

 

 The pure distribution of heat, electricity and cooling is likely to 

sit outside the CCL; 

 

 More details on when and how the CCL applies to CHP stations 

can be found in HMRC’s guidance Excise Notice CCL1/2 

https://www.gov.uk/government/publications/excise-notice-

ccl12-combined-heat-and-power-schemes/excise-notice-ccl12-

combined-heat-and-power-schemes 

 

 General guidance on the application of the CCL can also be 

found in Excise Notice CCL1: a general guide to Climate 

Change Levy 

https://www.gov.uk/government/publications/excise-notice-ccl1-

a-general-guide-to-climate-change-levy/excise-notice-ccl1-a-

general-guide-to-climate-change-levy 
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ownership & 

development 

(cont.) 

 Assets which are disposed of under the Project 

arrangements may give rise to chargeable gains subject 

to corporation tax for the entity. 

 Ordinarily, in equivalent projects where assets are utilised 

for the majority of their economic life this may be of 

limited application as the assets are worth less at the end 

of their life than when they were originally acquired. 

 However, where land interests such as a freehold are 

acquired and subsequently disposed of at the end of a 

project, this may give rise to a chargeable disposal. 

 Further guidance on the potential application of capital 

gains to companies please see HMRC’s overview 

guidance at: 

https://www.gov.uk/government/publications/hmrc-

chargeable-gains-for-companies-toolkit-2013-to-2014 

 Where projects involve a series of transactions of assets 

between different parties, then there may be a number of 

different considerations on the interaction of the various 

taxes, including: 

o Capital gains arising on the disposal 

o Balancing allowances/charges for capital 

allowance purposes 

o Whether any reliefs are available, such as 

where the transfer takes place within a group of 

companies 

o Interaction with SDLT on any land transactions 

and whether the asset disposals are subject to 

VAT. 
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Operation / 

Supplies 

 Generally, profits from the supply of heat will be taxed if 

the entity is chargeable to corporation tax. Similarly, trade 

costs should be deductible to reduce these taxable 

profits. The corporation tax treatment of these income and 

expenses will ordinarily follow the accounting treatment in 

the Project Vehicle’s financial statements. 

  

 Certain costs incurred prior to commencing trade may not 

be able to reduce trade profits as they do not relate 

directly to the trade. E.g. development costs on the 

project. Certain claims can be made for deducting this 

pre-trading expenditure where the costs can be linked 

directly to the trade subsequently undertaken. 

  

 Consideration is also needed to determine whether on-

going operational expenses are deductible for corporation 

tax. Certain expenditure relating to lifecycle may be 

capital in nature and not deductible for corporation tax. 

However, as noted above, capital allowances may 

nevertheless be available on this expenditure if they are 

qualifying costs. 

  

 There are unlikely to be any 

SDLT consequences associated 

with the operation and supply of 

heat. 

 The VAT treatment of sales of heat, electricity and cooling 

by the Project Vehicle will depend on who its customer is 

and what they use the heat for. Where the customer puts 

the heat to what VAT law deems to be “qualifying use” 

VAT should be charged at the reduced-rate (currently 

5%); 

  

 “Qualifying use” is broadly:  

o Domestic Use – this includes supplies made to 

dwellings and certain other types of residential 

accommodation;  

o Deemed Domestic Use – if small amounts of heat 

are supplied to a business customer these will be 

deemed to be for domestic use subject to a de 

minimis threshold. Details of this threshold can be 

found in HMRC’s VAT notice 701/19  
https://www.gov.uk/government/publications/vat-

notice-70119-fuel-and-power/vat-notice-70119-

fuel-and-power.  

o Supplies which are made to ‘charities for non-

business use’ – many charities will be involved in 

a mixture of business and non-business activities. 

The heat that relates to the non-business 

activities of charities will qualify for the reduced-

rate of VAT. To qualify for this relief charities will 

have to provide the supplier with evidence that 

they are a charity and a written declaration or 

‘certificate’ confirming their eligibility for the relief;  

  

F1 Private Sector Led (Type A) 
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Operation / 

Supplies 

(cont.) 

   “Qualifying use” is broadly: (cont.) 

o Supplies which are for ‘mixed use’ – if the heat, electricity 

or cooling is supplied for a combination of qualifying (i.e. 

domestic and charity non-business use) and non-

qualifying use but with more than 60% of the supply being 

used for qualifying purposes, the reduced-rate can be 

applied to the full supply. 

 

 For clarity, supplies are not put to “qualifying use” where they are 

made to organisations such as hospitals, universities and colleges 

unless they also have charitable status and the supplies are used 

to support non-business activities or where the supply is made for 

domestic use (such as for university residential accommodation). 

More detailed information on HMRC’s interpretation of these rules 

can be found in VAT notice 701/19 

(https://www.gov.uk/government/publications/vat-notice-70119-

fuel-and-power/vat-notice-70119-fuel-and-power).  

 

 Other supplies of heat, electricity and cooling will be subject to 

VAT at the standard-rate. On the basis that supplies of heat are 

the only supplies made by the Project Vehicle, all supplies will be 

taxable – albeit at different rates of VAT – which will allow the 

Project Vehicle to recover all of the VAT on its costs; 

 

 The primary VAT risks and challenges revolve around identifying 

whether the supplies made are put to “qualifying use”. 

Inappropriately applying the reduced-rate could result in material 

VAT exposure to the Project Vehicle which, as seller, would be 

financially responsible for settling any VAT under declared to 

HMRC; 

F1 Private Sector Led (Type A) 
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Supplies 

(cont.) 

   In particular, where the heat , electricity or cooling is 

supplied for mixed use, there will be an obligation to 

obtain a certificate from the customer to declare what 

percentage of heat is put to qualifying use. 

 

 There are some nuances to the VAT rules which could 

affect the VAT treatment of supplies of heat, electricity 

and cooling in specific circumstances. For example, 

where supplies of heat, electricity and cooling form part of 

a fixed payment within a rental agreement (either made 

by a Registered Social Landlord or otherwise), then the 

VAT treatment of these supplies would follow the 

treatment of the rents – in the case of most residential 

accommodation this would be expected to be exempt 

from VAT. However, where these payments are subject to 

actual usage by the tenant, (through monitoring of meters 

etc..) then these are separate supplies in their own right 

and would be subject to VAT on the basis outlined above.  

 

 The VAT rate applicable to the supply by the Project 

Vehicle will be of particular relevance where customers 

are not entitled to full VAT recovery. Several examples of 

customers who will suffer a VAT cost on the purchase of 

heat are outlined below:  

o Customers in residential properties will not have 

the right to recover VAT incurred and therefore 

the VAT will be a cost to them; 

o Residential landlords who do not separately 

charge their tenants for the supply of heat but 

build the cost into the rent; 

 

F1 Private Sector Led (Type A) 
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Supplies 

(cont.) 

   Examples of customers who will suffer a VAT cost on the 

purchase of heat (cont.): 

o Housing associations; 

o Central government agencies will have a range of 

VAT positions and restrictions to their input tax 

recovery and the cost to the agencies will vary in 

line with their rate of recovery; 

o Universities and colleges make a mixture of non-

business, exempt and taxable supplies and their 

VAT recovery is restricted accordingly; 

o Businesses which make exempt supplies will also 

be restricted in their recovery. 

  

 Most corporate customers and LAs are likely to be 

entitled to VAT recovery which means that any VAT 

charged to these customers is likely to only be a cashflow 

cost to the customer. 

 

 Where wholesale supplies of electricity are made, a 

further consideration for suppliers is the application of the 

intra UK ‘reverse charge’ for wholesale supplies of 

electricity. This mechanism, introduced in July 2014, 

shifts the responsibility for accounting for VAT onto the 

customer in certain circumstances; allowing the supplier 

not to charge VAT on its invoices. 

 

 HMRC has published guidance as to which supplies of 

electricity this ‘domestic reverse charge’ affects. This 

guidance can be found in VAT Notice 735: VAT domestic 

reverse charge on specified goods and services.  

 

F1 Private Sector Led (Type A) 
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Financing  The direct tax considerations will reflect those 

discussed in Model A.   

  

 The SDLT considerations will 

reflect those discussed in 

Model A.   

 The indirect tax considerations will reflect those discussed 

in Model A.  

  

Asset 

ownership & 

development 

 The direct tax considerations will reflect those 

discussed in Model A.   

 The SDLT considerations will 

reflect those discussed in 

Model A.   

 The indirect tax considerations will reflect those discussed 

in Model A.  

  

Operation / 

Supplies 

 The direct tax considerations will reflect those 

discussed in Model A.   

 The SDLT considerations will 

reflect those discussed in 

Model A.   

 The indirect tax considerations will reflect those discussed 

in Model A.  

  

Assumptions 

In preparing additional technical commentary on the relevant tax issues for this delivery model, 

the following assumptions have been made: 

• Ownership of the Project Vehicle will be in the form of a Joint Venture with the Local 

Authority taking an equity stake and therefore exerting greater control over its activities; 

• The governance structure will otherwise be similar to Model A. Debt or equity finance would 

come directly into the Project Vehicle; 

As stated previously, these specific structures may vary within a public-private shared leadership 

heat network and the above assumptions as for illustrative purposes.. 

In identifying key tax considerations and risk the following areas have been identified as being of 

particular importance: 

• Financing 

• Asset ownership and development 

• Operation/supply of heat and electricity  

 

F2 Public-Private shared leadership (Type B) 
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Financing  Where the activities take place within a Project Vehicle, 

the direct tax considerations will reflect those discussed 

in Model A.  

 Where the activities entirely occur within a local authority 

or local authority association, profits may not be 

chargeable to corporation tax, as such entities are 

excluded from the corporation tax charge under s.1121 

Corporation Tax Act 2010. 

  

 The SDLT 

considerations 

will reflect those 

discussed in 

Model A. 

  

 Where the activities take place within a Project Vehicle, the indirect 

tax considerations will reflect those discussed in Model A . 

  

 From a financing perspective we do not anticipate VAT to be a 

significant cost even when housed within a LA for the same reasons 

outlined in Model A above.  

Asset 

ownership & 

development 

 Where the activities take place within a Project Vehicle, 

the direct tax considerations will reflect those discussed 

in Model A. 

  

 Where the activities entirely occur within a local authority 

or local authority association, please see our comments 

above under the financing section.  

 The SDLT 

considerations 

will reflect those 

discussed in 

Model A.  

 Where the activities take place within a Project Vehicle, the indirect 

tax considerations will reflect those discussed in Model A . 

 
 Where asset ownership and development occurs within the LA, then 

VAT incurred on costs should be fully recoverable, because they 

directly relate to a supply of heat which is subject to VAT or because 

the sale of heat is treated as part of the LA’s statutory function.    

Assumptions 

In preparing additional technical commentary on the relevant tax issues for this delivery model, 

the following assumptions have been made: 

• All of the activities described in Models A & B above will be conducted within the Local 

Authority; 

• Practically, this will involve either the LA setting up a separate Project Vehicle or, 

alternatively, housing the activities within the LA itself. 

• Where an Project Vehicle is set up this would be similar to Models A & B above albeit with 

greater LA control. Debt or equity finance would come directly into the Project Vehicle  

As stated previously, these specific structures may vary within a public-private shared leadership 

heat network and the above assumptions as for illustrative purposes. 

In identifying key tax considerations and risk the following areas have been identified as being of 

particular importance: 

• Financing 

• Asset ownership and development 

• Operation/supply of heat and electricity  

 

F3 Public Sector Led (Type C) 
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Asset 

ownership 

and 

Developme

nt (Cont.) 

 In certain circumstances where LAs make supplies which fall under 

their statutory duties these activities can be treated as non-business 

supplies for VAT purposes and VAT would not be charged on such 

supplies. However, whilst VAT incurred on purchases attributable to 

an organization’s non-business supplies is not generally recoverable, 

LAs broadly enjoy a special VAT status which allows them to recover 

VAT incurred in relation to their non-business supplies.  

 Provided the development costs incurred are demonstrated to relate 

directly to the LA’s supplies of heat (see below) the VAT incurred on 

these costs will be recoverable in full regardless of whether those 

supplies are performed in a taxable or non-business capacity. 

 

Operation / 

Supplies 

 Where the activities take place within a Project 

Vehicle, the direct tax considerations will reflect 

those discussed in Model A. 

  

 Where the activities entirely occur within a local 

authority or local authority association, please 

see our comments above under the financing 

section.  

  

 The SDLT considerations 

will reflect those 

discussed in Model A . 

  

 Where the activities take place within a Project Vehicle, the indirect 

tax considerations will reflect those discussed in Model A . 

 Generally when LAs make supplies which fall under their statutory 

duties these activities can be treated as non-business supplies which 

are provided VAT free. However, this only applies where non-

business treatment would not lead to significant distortion of 

competition with other bodies.   

 Under this model it is unlikely that supplies of heat, electricity and 

cooling made by the LA in connection with development would qualify 

for non-business treatment.   

 The likelihood is that the supplies of heat by the LA would be treated 

as taxable and subject to the same rules as those applied to supplies 

of heat made by the Project Vehicle Model A .  

 The same considerations of customers’ VAT recovery positions as in 

Model A would also be relevant.  

F3 Public Sector Led (Type C) 



Heat Network Detailed Project Development Resource: Guidance on Strategic and Commercial Case 

172 Issue 1.0 | 22 July 2016 

Phase of 

Delivery 
Corporation Tax Stamp Duty Tax Value Added Tax & Climate Change Levy 

Financing  The direct tax considerations will reflect those discussed in 

Model A. 

  

 There are no specific tax exemptions or reliefs available for 

corporation tax in respect of CICs. This has been confirmed by 

HMRC guidance.   

  

 The SDLT considerations will 

reflect those discussed in 

Model A. 

  

 The indirect tax considerations will reflect those 

discussed in Model A. 

  

Asset 

ownership & 

development 

 The direct tax considerations will reflect those discussed in 

Model A. 

  

 There are no specific tax exemptions or reliefs available for 

corporation tax in respect of CICs. This has been confirmed by 

HMRC guidance.   

  

 The SDLT considerations will 

reflect those discussed in 

Model A. 

  

 The indirect tax considerations will reflect those 

discussed in Model A. 

 
  

Operation / 

Supplies 

 The direct tax considerations will reflect those discussed in 

Model A. 

  

 There are no specific tax exemptions or reliefs available for 

corporation tax in respect of CICs. This has been confirmed by 

HMRC guidance.   

 The SDLT considerations will 

reflect those discussed in 

Model A. 

  

 The indirect tax considerations will reflect those 

discussed in Model A. 

 
  

Assumptions 

In preparing additional technical commentary on the relevant tax issues for this delivery model, 

the following assumptions have been made: 

• All of the activities described in Models A & B & C would be conducted within an SPV; 

• This Project Vehicle would be some form of Community Interest Company (“CIC”) which 

would reinvest any profits into further heat development for the benefit of the community. 

Such companies are a type of limited liability company and is incorporated under the 

Companies Act.  

As stated previously, these specific structures may vary within a public-private shared leadership 

heat network and the above assumptions as for illustrative purposes. 

In identifying key tax considerations and risk the following areas have been identified as being of 

particular importance: 

• Financing 

• Asset ownership and development 

• Operation/supply of heat and electricity  

 

F4 Community Company or CoCo (Type D) 
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Disclaimers 

Important Note:  This document provides guidance only and does not constitute financial, engineering, tax or legal 

advice.  No liability for any decisions based upon this guidance is accepted by either the authors of this guidance or 

the Department of Business, Energy & Industrial Strategy (BEIS).  Independent professional advice should be sought 

for any specific project. 

© Crown copyright 2016 

This Heat Network Detailed Project Development Resource: Guidance on Economic and Financial Case is the 

property of the Crown, and has been prepared for the Department of Business, Energy & Industrial Strategy for use 

only by local authorities in England, Wales and Northern Ireland as a guidance on Heat Network Detailed Project 

Development to support completion of a project Business Case.  This guidance is intended to constitute generic 

guidance to those local authorities on techno-economic and financial modelling, heat pricing, maximising 

opportunities for revenue streams and optimism bias considerations that may arise in the context of developing 

district heating schemes.  However, this guidance does not provide advice, or recommend any approach or decisions, 

specific to any particular project or circumstance, and local authorities must obtain their own professional advice in 

relation to any specific project, decisions or contracts.  This guidance may not under any circumstance be relied on by 

persons or organisations other than local authorities, and any such other persons or organisations who rely on it do so 

at their own risk.  BEIS excludes, to the fullest extent permitted by law, any liability where this guidance is relied on by 

persons or organisations other than local authorities or where local authorities rely on it without obtaining 

professional advice. 

This guidance is published under the Open Government Licence.  You may re-use this guidance (not including logos) 

free of charge in any format or medium, under the terms of the Open Government Licence. To view this licence, visit 

www.nationalarchives.gov.uk/doc/open-government-licence/ or write to the Information Policy Team, The National 

Archives, Kew, London TW9 4DU, or email: psi@nationalarchives.gsi.gov.uk. 
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Introduction 

This document provides guidance to support the development of the economic and financial elements of a Heat 

Network project Outline Business Case (OBC). 

The guidance is from a financial perspective therefore the aim is to produce a document that enables Local 

Authorities to take the project from the Feasibility Stage through to delivery of the OBC.  It draws heavily from the 

HMT Green Book Five Case model to ensure that best practice is applied to the development of the OBC.   

The guidance specifically follows the Five Case Model and the derived BEIS Business Case Template but will also be 

applicable in other instances.  The Five Case Model (and the BEIS Business Case Template) consider the viability of 

the project from five perspectives: 

• Strategic  

• Economic 

• Commercial 

• Financial 

• Management 

Although all five elements are relevant, this guidance focuses on the Economic and Financial Case.  Separate guidance 

has been commissioned by BEIS for the Heat Network Detailed Project Development Resource, namely:  

• Guidance on Strategic and Commercial Case; and 

• Guidance on Powers, Public Procurement and State Aid. 

A significant focus of this guidance relates to the development of the Financial Model and how the commercial 

structures that this represents can be optimised.  The Financial Model is used in a number of sections of the 

Economic and Financial Case and we summarise this below. 
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Economic Case Guidance 

The Five Case Model Guidance explains at Chapter 2: 

“The main purpose of the Economic Case is to demonstrate that the spending proposal optimises public value (to the UK as a whole). 

“It explains how this is achieved and by, identifying and appraising a wide range of realistic and achievable options, known as the “long 

list”, in terms of how well they meet the spending objectives and critical success factors agreed for the scheme; and subjecting a reduced 

number of options, known as the “the shortlist” to cost benefit analysis. 

… 

“The “preferred option” is subjected to sensitivity analysis in order to test its robustness.  The output of the economic case should never be a 

one number answer, rather it consists of an appraisal summary table which includes the preferred option net present value, risk analysis and 

sensitivity figures with switching values, a distributional analysis (where relevant), information on qualitative costs and benefits which may 

be decisive and information on other viable alternative options.” 

The guidance supports completion of the Economic Case by describing the development of the Techno-Economic 

Model from the Feasibility Study into the Financial Model.  It sets out how the key inputs can be challenged and 

refined and then describes how the Financial Model will be structured.  The Financial Model will be one of the key 

tools in generating the value for money appraisal. 

Financial Case Guidance 

The Five Case Model guidance explains at Section 2: 

“The Financial Case demonstrates that the ‘preferred option’ will result in a fundable and affordable deal. 

“This section of the business case requires the spending authority to set out the capital requirement for the spending proposal over the 

expected life span of the service, together with an assessment of how the Deal will impact upon the balance sheet, income and expenditure 

account pricing (if applicable) of the public sector organisation. 

“Any requirement for external funding must be supported by clear evidence of Commissioners’ support for the scheme, together with any 

funding gaps”. 

The guidance supports completion of the Financial Case by identifying where the information required is contained 

within the Financial Model.  It also sets out approaches to determining the Financing Mechanisms and the potential 

sources of finance.  It also considers how the commercial viability of the scheme can be improved to reduce any 

affordability gap. 
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Structure of guidance 

This document is structured in three parts: 

Part 1: Development of the Techno-Economic Model into the Financial Model 

This section describes the development of the Techno-Economic Model used at the Feasibility Stage into the 

Financial Model, which underpins the decision making through the OBC.  It seeks to provide Local Authorities and 

developers with the means to understand the range of Optimism Bias, Sensitivities and Risks that would impact on the 

Economic Case and the Financial Case and manage those risks. 

It explains the approach to developing the Financial Model through the options appraisal process and identifies the 

impact of different financing approaches. 

Part 2: Heat Pricing 

This section identifies the charging options and emerging consensus on billing for heat supplies and highlights the 

benefits and risks of different approaches.  It focusses on the financial elements of the pricing and provides a link 

back to the Financial Model development as to how this should be treated. Different customer types are explored 

which may lead to different pricing approaches for each. 

It also recognises the importance of customer protection in relation to the setting of the heat price and sets out some 

of the measures that are being put in place to ensure this. 

Part 3: Revenue Stream and Avoided Costs – Maximising Opportunities 

In this section, there is an explanation of the types of revenues that are, or could be included in Heat Network 

projects, including reference to optimising heat revenues.  This will contribute to the commercial reality and expansion 

of Heat Network projects.  It also considers funding streams and a holistic view of avoided costs. 

Again, it considers these issues from a financial perspective and looks at how they impact on the Financial Model. 

How to use the guidance 

This guidance aims to take the reader through the journey of developing a Financial Model, which underpins the 

commercial reality of the OBC.   

At Figure 1, there is a detailed flowchart and summary guide which sets out how the Financial Model is used as the 

OBC develops.  It also cross refers to the ‘BEIS Heat Networks Outline Business Case Template’ and the ‘Guidance 

on Strategic and Commercial Case’.  We recommend that the reader prints out this flowchart (it is set to print at an A3 

size in colour) and uses this to follow the process described in the text.  
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This should allow the reader to understand the additional information that is required to develop the Financial Model 

from the Techno-Economic Model at the Feasibility Stage.  It should also allow the reader to critically appraise the 

information that may be coming from its specialist advisors. 

Parts 2 and 3 of the guidance should allow a Heat Network Project Team to consider areas where they can improve 

commercial viability of their project and offer customer protection to the end user.  If a Local Authority is still at the 

Feasibility Stage then this guidance can also be used to further inform detailed project development. 
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Glossary 

BAU Business As Usual 

BEIS The Department of Business, Energy & Industrial Strategy 

Blended Equity 
IRR 

This represents the return to investors after taking account of Senior Debt service. For tax and accounting reasons 
investors typically provide a mixture of share capital (equity) and Junior Debt. In which case the IRR calculation 
takes into account all payments received on both equity and Junior Debt 

Capex Capital Expenditure – funds used by a company to acquire or upgrade physical assets such as land, buildings or 
equipment  

CCHP Combined Cooling Heat and Power 

CCL Climate Change Levy  

CHP Combined Heat and Power 

CIBSE Chartered Institution of Building Services Engineers 

CP1: 2015 Heat networks: Code of Practice for the UK, Raising standards for heat supply, 2015 

Community 
Company 

A community backed/owned co-operative or company that has a leading role in the business supplying heat. 

Concept 
Diagram 

A diagram which sets out –in headline terms – the components of the key revenue and expenditure items, such as 
revenue and cost drivers, operating cost profiles and heat demand assumptions to ensure there is a common 
understanding of the calculations.  This is used to support the development of the Financial Model. 

Connection 
Charge 

A one off charge for connection to a HN 

Consumer 
Comparator 

Cost of the Alternative heat supply if not supplied by a HN 

Cost Of Carbon It is possible to consider the CO2 performance of the Heat network as compared to the counter factual.  Typical 
units are £/tonne CO2 pa 

Cover Ratios The Cover Ratios are a measure of a company's ability to meet its financial obligations  

D&B Contractor Design and Build contractor 

Debt Service 
Cover Ratio 

Debt-Service Cover Ratio (DSCR) is a measure of the cash flow available to pay current debt obligations. The 
ratio states net operating income as a multiple of debt obligations due within one year, including interest, principal, 
sinking-fund and lease payments. 

Debt Service 
Reserve Account 

The Debt Service Reserve Account (DSRA) works as an additional security measure for lenders. It is generally a 
deposit which is equal to a given number of months projected debt service obligations (ie repayments of principal 
and interest) 

Delivery Vehicle Structure of the entity developing and delivering the Heat Network. The four  Delivery Vehicles in the guidance 
notes are (see Guidance on Strategic and Commercial Case):  

� Private sector led 

� Public private shared leadership 

� Public sector led 

� Community Company 
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DNO Distribution Network Operator for the local electricity network and the interface between building electricity 
connections and the National Grid. (refers to the gas distributed network operator) 

DNUoS Distribution Network Use of System - charges that are levied by the UK’s regional Distribution Network Operators 
that go towards the operation, maintenance and development of the UK’s electricity distribution networks.  

http://www.pcmg.co.uk/services/energy/duos-distribution-use-of-system/ 

DSR Demand Side Response,  ‘actions taken by consumers to change the amount of electricity they take off the grid at 
particular times in response to a signal’ Ofgem 

EED Energy Efficiency Directive 

EfW Energy from Waste 

Energy Centre The main heating plant for the Heat Network  

ERF Energy Recovery Facility 

Energy Demand/ 
Consumption 

The Heat / Cooling / Electricity required by customers  

ESCo Energy Service Company 

FAST  The FAST (Flexible, Adaptable, Structured and Transparent) Modelling Standard is a set of rules providing 
guidance on the structure and design of efficient spreadsheets for Financial Models.  http://www.fast-
standard.org/about-fast/ 

FBC Full Business Case 

FiT Feed in Tariff  

Fixed Charge An annual fee for availability of the system which is payable irrespective of use 

Flat Charge An all-inclusive fixed payment for use of the system, irrespective of use 

FM Financial Model – A mathematical model, typically an excel workbook, designed to represent a simplified version 
of the performance of the financial aspects of a project. The Financial Model is developed to include the 
commercial structure and financing solution, and to reflect the technical design and Business Case as these 
aspects of the project progress 

FMCIRD Financial Model Cost Input Reference Document – a resource available in this guidance to underpin the review 
that the LA can undertake on the TEM 

GVA Gross Value Added 

HIU Heat Interface Unit 

HMT Her Majesties Treasury 

HMT Green Book HM Treasury  guidance for public sector bodies on how to appraise proposals before committing funds to a policy, 
programme or project 

HN(s) Heat Network(s) 

HNDU Heat Network Delivery Unit 

Hurdle Rate The minimum rate of return on a project or investment required by a manager or investor. In order to compensate 
for risk, the riskier the project, the higher the hurdle rate 

IRR Internal Rate of Return 

kW Kilowatt, measurement of energy - KWe is electrical, KWth thermal 

LA(ies) Local Authorities 
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Loan Life Cover 
Ratio 

The loan life coverage ratio (LLCR) is a financial ratio used to estimate the ability of the borrowing company to 
repay an outstanding loan. The Loan Life Coverage Ratio (LLCR) is calculated by dividing the net present value 
(NPV) of the money available for debt repayment by the amount of senior debt owed by the company 

Modified IRR Assumes positive cash flows are reinvested at the organisation's financing or cost of capital rate. With Project IRR 
it automatically assumes the cash flows from a project are reinvested at the project’s  calculated IRR 

MW Megawatt, measurement of discrete provision of Energy (in technical terminology called Power and is typically 
used to determine system capacities and peak demands).  MWe, refers to a megawatt electrical or MWth, 
Megawatt thermal. 

MWh MWh is the provision of Energy and is the equivalent of 1MW per 1 hour typically used to describe provision or 
usage of energy over a period of time. 

Nominal Prices The value of an item expressed in money terms at a specific point in time.  This value therefore takes into account 
the impact of underlying inflation on the money value.  This compares to Real Prices which removes the 
inflationary impact. 

NPC Net Present Cost.  In public sector investment appraisal, this would use the HMT discount rate (which starts at 
3.5% for the first 30 years and then reduces from this point).  NPC tends to be used in projects which have a net 
financial cost to the public sector ie the project costs are more than the project revenues 

NPV Net Present Value.  The calculation is the same as for NPC.  NPV tends to be used in projects which have a net 
financial value to the public sector 

O&M Operator Operation and Maintenance operator 

OB Optimism Bias - The demonstrated and systematic tendency for project appraisers to be overly optimistic 

OBC Outline Business Case 

OJEU Official Journal of the European Union 

ONS Office of National Statistics  

Opex Operating Expenditure – On-going costs of running a business or system 

Private Wire These are electricity networks owned and operated outside of the transmission or distribution system.  This might 
be a wire system from a CHP generator to buildings to supply electricity.  

Project 
Comparator 

The comparator against which to compare the Preferred Options.  This could be the ‘Business as Usual’ of ‘Do 
Nothing’ case.  It will be costed up over the project life and presented in NPV terms. 

P&L Profit and Loss (Account) 

PPA Power Purchase Agreement – It is the principle agreement that defines the revenue and quality of a generating 
project, PPA can be adjusted to suit the needs of the buyer, seller and financing parties  

Project IRR Project IRR represents the weighted average cost of capital for a project. It is usually calculated from all of the 
non-financing project cash flows, including capital costs, operating and maintenance costs, revenues and working 
capital adjustments 

Property 
Developer 
Comparator 

Cost which would otherwise be incurred (avoided cost) by the developer if it did not connect to the HN 

PSC Public Sector Comparator  

PWLB Public Works Loan Board 

Risk Register A risk register is a risk management tool in which the risks of the project will be identified and allocated to project 
team members for monitoring and management  

Real Prices The Nominal Price adjusted to account for price inflation over time 

RHI Renewable Heat Incentive 
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RIBA 2, 3 & 4  
Standard 

Royal Institute of British Architects Standard - the stages 2,3&4 refer to: concept design, developed design and 
technical design respectively   

Sensitivity 
Testing / 
Analysis 

These are different scenarios run on a Financial Model (or Techno-Economic Model) to see what impact the 
scenario would have on the project 

SOC Strategic Outline Case 

Social NPV Social Net Present Value – this looks at the value of a project to society as a whole.  It takes into account the full 
range of costs and benefits, both private and social, associated with a project. 

SPV Special Purpose Vehicle 

Strategic Case The Strategic Case demonstrates that the spending proposal provides synergy with the organisational strategic fit 
and is predicated upon a robust and evidence based case for change 

STOR Short Term Operating Reserve where signed up generators or consumers of electricity will be asked to increase 
capacity or reduce load within ten minutes and sustain this for up to two hours 

TEM Techno Economic Model – A design tool in the Feasibility Stage of a Heat Network project, enabling the analysis 
of various technical configurations and the associated cash flow implications. This informs the basis for the final 
Technical Design and is then developed into the Financial Model 

TNUoS Transmission Network Use of System – charges levied by the UK’s electricity transmission network operators for 
the operation, maintenance and development of the UK’s national transmission networks.  

http://www.pcmg.co.uk/services/energy/tnuos-transmission-network-use-of-system-charges-and-triads/  

TRIAD System used by the National Grid to apply charges for the use of the transmission system.  More detail provided in 
Part 3 

Unbundled 

Model 

An “Unbundled Model” sees separate entities undertaking key and distinct roles for different parts of the network. 
For instance in this model there might be a separate asset owner owning pipework, a separate generator 
producing heat and a separate supplier purchasing the heat and using the pipework to supply customers. The lack 
of an overarching or integrated Delivery Vehicle is key 

UoS  Use of System charges, which may be for use of the electricity transmission network (TNUoS) or electricity 
distribution network (DNUoS) 

Variable Charge A price payable per unit used 

VFM Value for Money: In this case applying HM Treasury Green Book Principals and the 5 Case Model to arrive at a 
view 

WACC Weighted Average Cost of Capital  
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Part 1: Development of  
the Techno-Economic 

Model into the Financial 
Model 
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1 Introduction and linkage to the 5 
Case Model 

1.a Introduction 

Before arriving at the Outline Business Case (OBC) stage of development of a heat network (HN) project, it is 

assumed that the Local Authority (LA) will already have made some fundamental decisions regarding alternative 

strategic approaches as part of the detailed techno-economic Feasibility Study.  It will therefore have considered: 

• Energy Demand and Supply Assessments 

• Heat Network Options  

• Energy Distribution Systems 

• Business as Usual (BAU), as a minimum 

• Alternative projects (e.g. energy efficiency measures, rooftop solar etc.) 

This guidance aims to link this initial work into the detailed development of the OBC.  In HN projects supported by 

the HNDU, the stages link across to the 5 Case Model as follows: 

• Masterplanning and the Feasibility and Techno-Economic Modelling would be viewed as the development of the 

Strategic Outline Case 

• This guidance sets out the Outline Business Case (specifically in relation to the Financial Modelling) which 

includes the commercialisation phase 

• A Full Business Case may be required if the project is particularly complex and / or is receiving significant central 

government funding support 

Chapter 6 of the ‘Green Book Supplementary Guidance on “Delivering Public Value from Spending Proposals”’ sets 

out a headline methodology for planning a scheme and preparing the OBC.  The overarching purpose of the OBC is 

to: 

• Identify the spending option which optimises value for money (VFM) 

• Prepare the scheme for procurement 

• Put in place the necessary funding and management arrangements for the successful delivery of the scheme – in 

particular the affordability of the scheme and the budgets which would need to be made available by the LA(s).  

This briefing note does not seek to reproduce the detailed guidance in the BEIS Business Case guidance (BEIS 

Business Case Template v1.1), its purpose is to set out how the Techno-Economic Model (TEM) from the Feasibility 

Stage will be developed into the Financial Model to support the key elements of the OBC.  It therefore supports the 

OBC development in relation to Step 4 ‘Determining Potential VFM’ and Step 6 ‘Ascertaining Affordability and 

Funding Requirements’, with reference to the Green Book Supplementary Guidance as noted above. 
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The purpose of the Financial Model is to assist the LA in making major decisions around their preferred approach to 

developing HNs.  As the project will be moving from the detailed techno-economic Feasibility Study to an OBC 

phase, these models are likely to be complex.  This means that errors can occur if effective risk management around 

the model development is not applied.  Errors may arise from the following areas: 

• Not understanding the purpose of the model 

• Incorrect inputs and assumptions 

• Insufficient risk assessment of the inputs and outputs through sensitivity analysis and Optimism Bias (OB) 

assessment 

• Construction errors occurring during the model build process 

The OBC will need to be based on a number of assumptions around the technical, financial and commercial 

characteristics of the scheme.  The final decision making that the Financial Model underpins will therefore only be as 

good as the quality of the inputs and the structuring of the analysis that follows.  The LA needs to be comfortable 

with the parameters around the inputs and the accuracy of the outputs this engenders at an OBC stage. 

This section should be read alongside the detailed flowchart (as set out in Figure 1) and description of the ‘Approach 

to Model Development’.  This details the key stages that need to be undertaken in developing the Financial Model to 

support the options appraisal process to robustly develop the Preferred Option through the Economic and Financial 

Case.  It also provides the link to the Guidance on Strategic and Commercial Case and the CP1:2015 stages.  This is 

set to print out in A3 format so that it can be considered alongside the drafting in this note. 

This note is set out in the following sections: 

• Section 2 (along with the Financial Model Cost Input Reference Document ‘FMCIRD’ – ‘Inputs’ and ‘Risk 

Register’ ) describes the development of the Financial Model, including the structuring, sourcing of inputs and key 

output measures 

• Section 3 considers the non-financial benefits and impacts and how they are worked into the options appraisal 

process 

• Section 4 looks at OB, Sensitivity Analysis and Risk.  It sets out a methodology for calculating Optimism Bias and 

an approach to undertaking sensitivity analysis on the shortlisted options to understand the changes to the 

variables which may change the Preferred Option decision (along with the ‘FMCIRD – Risk Register’) 

• Section 5 discusses how the Commercial Structure and Financing Mechanisms can be factored into the Financial 

Model 

• Section 6 describes the Preferred Option and how the information contained within the Financial Model should 

be presented in the Financial Case section of the OBC 

• At Appendix A, a detailed ‘FMCIRD’ is provided, which is a resource to underpin the review that the LA can 

undertake on the TEM as it is developed into the Financial Model.  It is structured as follows: 

– ‘Inputs’ – to provide information on the approach that should be followed to develop the key inputs into a 

HN Techno-Economic and Financial Model 

– ‘Risk Register’ – which considers the risk of variability of the ‘Inputs’ and a mitigation approach to try and 

minimise this.  Where available it also sets out a range of the potential variability to help inform the sensitivity 

analysis 
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– ‘Comparator’ which provides guidance on developing the ‘Project Comparator’, ‘Property Developer 

Comparator’ and the ‘Consumer Comparator’. 

This guidance assumes that an initial Feasibility Study has been undertaken, the LA already has determined the broad 

parameters / options of a HN scheme and that an initial TEM has been developed.  

1.b Linkage to the Outline Business Case within the HMT 5 Case Model 

Table 1 summarises Green Book guidance as to the role of the Financial Model in the development of the OBC.  

Please note that this is not an exhaustive list of Green Book activities, it simply summarises those identified for the 

OBC stage. 

Table 1: Role of the Financial Model in the Economic and Financial Case 

Development Process Deliverable in 
relation to 5 
Case Model 

Commentary on use of the 
Financial Model 

Stages / Steps / 
Actions as set 
out in Green 
Book 
Supplementary 
Guidance 

Stage 2 - Planning the scheme and preparing the OBC  

Determining potential VfM Economic case – 
part 2 

 Step 4 

Revisit Strategic Outline Case 
(SOC) / Feasibility Study and 
determine short list, including the 
Reference Project (Outline Public 
Sector Comparator) 

 The options will help determine the structure 
of the model.  The full Financial Model will 
not be fully utilised here. 

Action 9 

Prepare the economic appraisals for 
the short-listed options 

 The Financial Model will be utilised to 
generate NPVs to allow comparison between 
options 

Action 10 

Undertake benefits appraisal  Not part of the Financial Model although some 
of the key elements may be used to generate 
benefit measures e.g. Gross Value Added 
(GVA) 

Action 11 

Undertake risk assessment / 
appraisal 

 Key input variables to the Financial Model will 
be considered, a range of likely cost identified 
and a risk allocation and mitigation strategy 
identified.   

Action 12 

Select preferred option and 
undertake sensitivity analysis 

 The degree of sensitivity analysis on the 
Financial Model will depend on the degree of 
sophistication of the initial Feasibility Study.  If 
an overarching commercial structure has not 
been explored / agreed at the earlier stages 

Action 13 
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Development Process Deliverable in 
relation to 5 
Case Model 

Commentary on use of the 
Financial Model 

Stages / Steps / 
Actions as set 
out in Green 
Book 
Supplementary 
Guidance 

then sensitivity analysis will need to be run on 
the different commercial models. 

Ascertaining affordability and 
funding requirement 

Financial Case  Step 6 

Prepare financial model and 
financial appraisals 

 Financial Model will be a key data source for 
all elements of the Financial Case.  Care must 
be taken at the design stage of the model to 
ensure that it can be disaggregated enough to 
provide the relevant information. 

Action 19 

Step 4 (‘Determining potential VFM’, HMT Green Book) is the spending (or ‘options’) appraisal phase of the project, 

where the potential VFM of the scheme is determined in relation to the various options for delivery.  This is the 

Economic Case.  Whilst bringing together a variety of information on costs, benefits and risks means options 

appraisal aids decision making, it should not be seen as unequivocally providing the right answer.  The goal is ‘optimal’ 

– in other words, the option looked for is the one which best balances the costs in relation to the benefits and risks. 

Further details around all the steps required to complete the Economic Case are set out in Section 3 of the BEIS 

Business Case Template.  This provides details around the: 

• Development of Critical Success Factors 

• Long-listing of options from the Strategic Outline Case 

• Short-Listing of Options – this is where the guidance in this note should be considered 

• Procurement Options – where reference needs to be made to the separate ‘Guidance on Powers, Public 

Procurement and State Aid’ 

The purpose of Step 6 (‘ascertaining affordability and funding requirements’, HMT Green Book) is to ascertain the 

affordability and funding requirements of the preferred option, in relation to the other short-listed options; and to 

demonstrate that the recommended deal is affordable.  This is the Financial Case. 

Whilst there tends to be a significant cross-over between the two steps, 5 Case guidance specifies the key differences 

between the Economic and Financial analysis.  An initial Economic Appraisal will have been undertaken at the 

Feasibility Stage and will form the initial basis of the analysis – this will have been undertaken on a cashflow model 

which will not have included taxation or financing assumptions as set out in the Green Book and reproduced in Table 

2 below. 



Heat Network Detailed Project Development Resource:  Economic and Financial Case 

© 2016 Grant Thornton UK LLP. All rights reserved. 23 

Table 2: Economic versus Financial Appraisal 

 Economic Appraisals Financial Appraisals 

Focus: � VFM – net present value (NPV) � Affordability – cash flow 

Coverage: � Wide coverage – Government and society (‘UK plc’) � Relevant organisation(s) 

Relevant standards: � HM Treasury Green Book Rules 

� Discount rate (3.5% real) applies (Note this rate applies for 
first 30 years of the appraisal period.  For the years 31 – 75, 
a real rate of 3.0% should be applied)  

� Organisational accounting rules and 
standing orders 

Analysis: � Constant (real) prices 

� Includes opportunity costs 

� Includes indirect and attributable costs  - costs of others 

� Includes all quantifiable costs, benefits and risks 

� Excludes all Exchequer ‘transfer’ payments – for example, 
VAT 

� Excludes general inflation 

� Excludes sunk costs 

� Excludes depreciation and capital charges 

� Current (nominal) prices 

� Benefits – cash releasing only 

� Includes transfer payments (e.g. 
VAT) 

� Includes inflation 

� Includes depreciation and capital 
charges 

If HMT sign-off is not required for any elements of the funding that the project is looking to source then there may 

be some flexibility in the application of Green Book guidance to the Economic Appraisal. For example, it may be 

possible to compare the options at the LA level taking into account the interests of local residents rather than the ‘UK 

plc’ level as part of the Economic Appraisal. 

It is recognised that there will be a number of financial drivers for a LA and that the Financial Model will need to be 

able to assess these.  For example, the LA may be concerned about the viability (whether revenues exceed costs over 

the life of the project), upfront costs including development costs and start-up losses, operating costs and cost of heat, 

and financial risks for the council. 

Many LAs will also want to understand the impact of the Financing Mechanism within the Economic Appraisal and 

therefore require this analysis to be brought into an earlier stage of the process than envisaged within the Green Book.  

We have therefore not replicated the approach suggested in the Green Book around undertaking the value for money 

analysis on a cashflow model without taxation and financing assumptions.  This is because by the time of the OBC, 

we will be comparing the costs of the HN to the Project Comparator (see section 1.c).  These are both real options for 

delivery which therefore need to consider the impact of financing the scheme and therefore a taxation assumption.  

This differs from the Public Sector Comparator as described in Green Book and the value for money analysis needs to 

take into account two deliverable options rather than making a decision around a public versus a private sector 

procurement route. 

1.b.i Financial Model Development Process 

The flowchart set out in Figure 1 (overleaf) and Table 3 set out the process which should be followed to develop the 

TEM from the detailed Feasibility Study stage through to the Financial Model as part of the Commercial and Financial 

Cases.  It sets out the following: 
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• Activity undertaken and its purpose 

• What the model will look like at that stage 

• Key outputs of the model / stage 

• Who would build / use the model 

• Which members of the project team would be involved in the process 

• Cross reference to the more detailed guidance in this note, ‘FMCIRD’ and ‘BEIS OBC Template’ 

It should be noted that the flowchart has been set up to print A3 to allow the reader to review it more easily. 

To assist in the presentation, Figure 1 sets out the Financial Model development process only.  At Appendix B, this 

development process is linked to the stages in the CIBSE Code of Practice and the key activities in the Guidance on 

Strategic and Commercial Case. 

The heading references in Table 3 are also identified on the flowcharts to assist in working through the model 

development process.  
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Figure 1:  Financial Model Development Process  
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Table 3: Approach to Model Development and Explanatory Guide to the Flowchart 

NB For the purposes of this example it has been assumed that it is the LA which is leading the HN development. 

Activity and purpose What will the model look like 
Key outputs of 
model / stage 

Who would build 
/ use the model 

Who else would 
be involved in 
the process Cross reference 

A Review the output of the Feasibility Study and 
TEM  

The first stage will be to understand the 
characteristics of the shortlisted options and their 
likely ability to be delivered on a commercial basis. 

This should allow the determination of the number of 
options to take into the Economic Case – ideally only 
one alongside the Project Comparator. However, a 
couple of technical options may continue to be 
examined, depending on the nature of the HN. 

Cashflow model developed in 
accordance with CP1:2015 Objective 
2.9 

This will have considered key technical 
inputs and scheduled these cashflows 
out over 25 and 40 year periods. 

NPV of all options 

Pre-Financing Project 
IRR of all options 

External Technical 
Advisory (TA) / Council 
team will develop 
cashflow model.  

Although if it is a 
complex scheme then a 
Financial Advisor may 
be required 

TA support to 
develop key inputs 

On-going review from 
LA team 

Section 2c of this 
guidance note 

FMCIRD ‘Inputs’ & 
‘Risk Register’ section 
at Appendix A 

OBC Template 3.3 & 
3.4 

B Apply an initial Financing assumption and 
Taxation treatment 

This should be applied to one (or a limited number of) 
shortlisted option.  It may that the financing 
assumption will have been agreed at the Feasibility 
Stage. 

The financing assumption should be simple in the first 
instance e.g. a fully debt financed solution provided by 
Prudential Borrowing.  This can be flexed later in the 
process. 

This process will allow the development of a Financial 
Model which can generate NPVs and upon which 
Sensitivity Analysis can be undertaken.  If there is still 
more than one technical option being considered, this 
will support the Preferred Option decision. 

It is likely that this will be a full 
Financial Model with a full set of 
financial statements i.e. Profit and Loss 
Account, Balance Sheet, Cashflow.  It 
will also include the tax structure 
(Corporation Tax, Capital Allowances, 
VAT). 

However, dependent on the complexity 
of the HN being proposed and the 
number of options being taken forward 
it may be that a slightly more 
sophisticated cashflow model than at 
the TEM can be used to reduce the 
shortlist.  This will need to be 
determined on a project specific basis. 

NPV of all shortlisted 
options 

Pre- and Post- 
Financing Project IRR 
of shortlisted options 

Potentially a ‘Financing 
IRR’ to reflect the return 
to each of the individual 
financiers if different 
sources of finance are 
used. 

If financing structure 
then it is likely that an 
external financial 
adviser would be 
required unless the 
Council has the 
capacity in house. 

If still a cashflow model 
then this could 
potentially still be done 
in-house 

TA support to 
challenge key inputs 
from initial TEM 

On-going review from 
LA team 

Section 2c of this 
guidance note 

Concept Diagram – 
Appendix C 

OBC Template 3.4 

C Develop the Project Comparator and 
Consumer Comparator 

This is a comparator option against which you would 
compare the Preferred Option.  It should generate the 
same outputs as the Preferred Option but without 
delivery of the HN e.g. if the HN project was only 
concerned with the delivery of heat then the Project 
Comparator would only be modelled for the same heat 

The model will cover the same 
appraisal period as the model 
underpinning the Preferred Option. 

If a full Financial Model is being 
developed to reflect the Preferred 
Option then the Project Comparator will 
need to reflect a financing solution.  A 
simplifying assumption should be made 

NPV of Project 
Comparator 

Levelised cost of heat 
to act as a Consumer 
comparator for HN 

Although the financing 
structure is likely to be 
straightforward, it may 
be that an external 
financial adviser would 
be required unless the 
Council has the 
capacity in house. 

TA support to 
develop the Project 
Comparator inputs. 

On-going review from 
LA team 

Section 1c of this 
guidance note 

FMCIRD ‘Project 
ComparatorTab’ & 
‘Risk Register’ 

OBC Template 3.3 & 
3.4 
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Activity and purpose What will the model look like 
Key outputs of 
model / stage 

Who would build 
/ use the model 

Who else would 
be involved in 
the process Cross reference 

demand. 

The LA will need to determine the degree of 
development and on-going use of the Project 
Comparator.  It may be that for smaller and more 
straightforward schemes, the Project Comparator is 
only used to quickly confirm the Preferred Option. 

in this regard. 

If the NPV assessment is still being 
made on a cashflow basis then the 
approach to financing should not be 
considered in the Project Comparator. 

If still a cashflow model 
then this could 
potentially still be done 
in-house 

D Risk Assessment - Undertake Optimism Bias 
assessment 

OB is a process that starts at the options appraisal 
stage of the Economic Case and is continued near to 
financial close – its use is dependent on the scale of 
the opportunity. It would be expected that large scale 
and / or multiple options would use it more heavily and 
in an iterative way. It should be undertaken alongside 
the Sensitivity Analysis described in ‘5’ below. 

One or more optimism bias workshops may need to 
be carried out dependent on the project at various 
stages of the FM development. Key points in the 
process where OB could be considered are: 

� Initial Feasibility 

� Final Shortlisting 

� Final Decision 

This generates a quantified assessment of the 
‘optimism’ that has been applied to the model 
developed in ‘2’. 

It is likely that the calculation of OB will 
be undertaken outside of the Financial 
Model.  However, it will be the key 
inputs into the Financial Model that will 
need to be assessed to understand the 
degree of ‘optimism’ that has been 
applied to them. 

This will need to be considered in NPV 
terms. 

Quantified assessment 
of optimism bias in NPV 
terms to allow 
assessment of the VFM 
position. 

This process would 
need full input from the 
Project Team with a 
focus from the 
Technical and the 
Financial Advisors. 

This process would 
need full input from 
the Project Team 
with a focus from the 
Technical and the 
Financial Advisors. 

Section 4a of this 
guidance note 

OBC Template 3.4.1 

E Risk Assessment - Run sensitivity analysis 

The purpose of the sensitivity testing is to assess the 
impact of changes to the key input variables to the key 
outputs of the Financial Model e.g. Project IRR, NPV, 
Heat Price (if this is generated by the Financial 
Model). 

The sensitivity analysis should be undertaken 
alongside the Optimism Bias assessment set out in 4.   

The sensitivity analysis will be run by 
applying changes to the input variables 
in the Financial Model developed in 2. 

Impact of changes to 
input variables on 
output of the Financial 
Model. 

If including a financing 
structure then it is likely 
that an external 
financial adviser would 
be required unless the 
Council has the 
capacity in house. 

If still a cashflow model 
then this could 
potentially still be done 
in-house 

TA support to 
challenge key inputs 
from initial TEM 

On-going review from 
LA team 

Section 4b of this 
guidance note 

FMCIRD ‘Risk 
Register’ sets out 
ranges of variability 
where they are 
available 

OBC Template 3.4.4 
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Activity and purpose What will the model look like 
Key outputs of 
model / stage 

Who would build 
/ use the model 

Who else would 
be involved in 
the process Cross reference 

F Combine Qualitative and Quantitative Factors 
to determine Preferred Option (Cost Benefit 
Analysis) 

This activity will be undertaken through a workshop 
and its objective is to identify the likely Preferred 
Option before the detailed work on the Financing 
Mechanisms is undertaken. 

It would be expected that an assessment of the 
qualitative scores of the different options would have 
been undertaken. This will have been alongside the 
review of the Social NPV and any other approaches 
that the LA will have used to consider the non-
financial elements of the projects. 

The LA should then combine the risk adjusted 
Financial NPV (i.e. NPV of the option generated by 
the Financial Model plus the NPV of the Optimism 
Bias adjustment) with the qualitative analysis to 
determine the Preferred Option.  This is the Cost 
Benefit Analysis. 

In making this decision the LA will also need to 
consider the: 

� acceptability of the IRR generated,  

� the Heat Price that needs to be charged to 
ensure the viability of the scheme 

� analysis which flows out of the Social NPV 
calculation although care needs to be taken that 
the quantifiable costs aren’t double counted 

The Sensitivity Analysis undertaken in ‘5’ should be 
reviewed in the context of the Preferred Option 
decision. 

The NPVs of the project option(s) will 
be taken from previously developed 
Financial Model.  The NPV of the 
Project Comparator will also need to be 
identified. 

These will be combined with the risk 
adjustment identified through the 
Optimism Bias adjustment and the 
Sensitivity Analysis to generate a risk 
adjusted NPV for each option. 

The Sensitivity Analysis should be 
reviewed to understand the switching 
points as to the change in key input 
which generates a change in the 
Preferred Option decision.  It will need 
to answer: 

By how much can operating costs 
increase if the proposal is to remain 
worthwhile?  How likely is this? 

By how much can revenues fall, if the 
proposal is to remain worthwhile?  How 
likely is this? 

See Table 10 in Section 
4 demonstrating 
Preferred Option 

NPV of all options 

Pre- and Post- 
Financing Project IRR 
of all options 

Potentially a ‘Financing 
IRR’ 

If private ESCo 
structure then ‘Blended 
Equity IRR’ from the 
ESCo’s perspective.  

Levelised cost of heat 
to act as comparator for 
HN 

Switching points as to 
when Preferred Option 
decision may change 

Full Project Team Full Project Team Section 4c of this 
guidance note 

OBC Template 3.4.4 

G Apply different finance, commercial and 
delivery structures to the Financial Model 

At this point, the number of options to be considered 
should have been reduced to a Preferred Option and 
potentially one other. The Project Comparator could 
also be maintained. 

The work that has been undertaken in the Strategic 
and Commercial Case will have identified the likely 

The Financial Model developed in ‘2’ 
will be a starting point for the analysis. 

Additional functionality may be required 
to meet the requirements of different 
funders e.g. if bank finance is 
introduced then Debt Services Reserve 
Accounts and Cover Ratios would 
need to be applied. 

NPV of Preferred 
Option(s) 

Pre- and Post- 
Financing Project IRR 
of all options 

Potentially a ‘Financing 
IRR’ 

External Financial 
Advisor 

Full Project Team Guidance on 
Strategic and 
Commercial Case  

Section 5 of this 
guidance note 

OBC Template 3.4 & 
3.5 
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Activity and purpose What will the model look like 
Key outputs of 
model / stage 

Who would build 
/ use the model 

Who else would 
be involved in 
the process Cross reference 

Roles of the different Parties and the impact that this 
will have on the Delivery Structure.  Based on the 
output of this work it will be possible to run the 
Financial Model with the different financing solutions 
that are available under the proposed Delivery 
Structure(s).  This process is likely to be iterative as 
there will be an interplay between a key input variable, 
the Delivery Structure and the Financing Mechanism 
e.g. if external bank finance is being proposed they 
may require a more prudent assumption around the 
embedded benefits in electricity sales. 

As these Financial Models are likely to 
be more complex, the project needs to 
be progressed to a point that the 
models are being developed on a 
limited (ideally one) number of options.   

If private ESCo 
structure then ‘Blended 
Equity IRR’ from the 
ESCo’s perspective.  

Levelised cost of heat 
to act as comparator for 
HN 

Total Revenues 
generated 

Total Capex and 
Funding Requirement 

H Confirm Preferred Option including 
Contractual and Financing Solution 

Once the analysis in ‘7’ has been completed, it should 
be possible to identify the preferred contracting and 
finance solution. And procurement    

The analysis undertaken in 6 should then be repeated 
to confirm the Preferred Option. A further headline 
consideration of Optimism Bias and Sensitivity Testing 
should be undertaken at this point setting out the 
scenarios at which there would be a change to the 
Preferred Option. 

The Economic Case should now be complete. 

The Financial Model will be fully 
developed as set out in ‘7’. 

See Table 12 in Section 
5 demonstrating 
Preferred Option 

Switching points as to 
when Preferred Option 
decision may change 

Procurement routes 

Heads of Terms  

Key stakeholders and 
anchor load customers  

Full Project Team Full Project Team Section 5e of this 
guidance note 

OBC Template 3.4.4 

Procurement & State 
Aid Guidance 

Guidance on 
Strategic and 
Commercial Case   

I Complete Financial Case 

The majority of the information required for the 
Financial Case should be generated from the 
Financial Model. 

The LA will need to ensure that the project is 
affordable from their perspective and this will require 
them to identify the budgets that are available – both 
revenue and capital.  To further assess this additional 
sensitivity analysis should be undertaken to 
understand at which point the Preferred Option 
becomes unaffordable. 

The Financial Model should have been 
developed to allow separate 
identification of the LA cashflows.  This 
is determined depending on the role of 
the LA. 

The LA will need to identify the budgets 
that it has available to support the 
scheme 

Completed financial 
statements including 
Cash Flow, Balance 
Sheet and Income 
statement clearly 
outlining liabilities and 
assets that will end up 
on the LA’s balance 
sheet 

Completion of the BEIS 
OBC template – section 
5.1 

LA in-house finance 
team to understand 
budgetary position. 

External Financial 
Advisor to extract 
financial information in 
the Financial Model 

Full project team Section 6 of this 
guidance note 

FMCIRD ‘Risk 
Register’ 

OBC Template 
Section 5 
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1.b.ii Developing the functionality of the Financial Model 

As the Financial Model is developed, it will need to have the functionality to consider the overall economics of the 

HN and the role that the LA (or other Developer) wants to play.  As an example, the Economic Appraisal of a HN 

project would look at the whole system and determine whether it was economically viable.  The measures that would 

determine this would be a mixture of quantitative and qualitative factors – see Sections 3 and 4.  The Financial 

Appraisal would look at the cash flows etc. associated with the particular position taken by the LA (e.g. does the 

particular position taken make a sensible business opportunity?). 

This guidance describes the use of Concept Diagrams at section 2b.  The use of these is good practice and should 

ensure that the Financial Model is developed so that key project cashflows can be extracted.  

The Guidance on Strategic and Commercial Case sets out a range of organisational structures for delivering the 

project or operating the scheme.  These are: 

1. Private sector led 

2. Public-private shared leadership 

3. Public Sector led 

4. Community Company 

1.b.iii Use of the Financial Model after the OBC has been approved 

Once the OBC has been approved, the use of the Financial Model developed within the OBC will change dependent 

on the structuring of the deal as follows: 

• Key elements from the Financial Model will be used to determine parameters of the procurement process, for 

example: 

– Affordability envelope – this sets out the range of budget support that the LA and others would be prepared 

to provide to support the scheme before having to revisit the scope 

– NPV competitive benchmark to feed into the bid assessment, although it is noted that Bidders will be assessed 

on their whole life cost 

– Initial guidance to bidders on financing options 

– Heat Tariff / Consumer Comparator (see section 1(c)) eg a LA may reasonably assume that a bidder will 

reveal a pricing methodology that has been used on other projects or a justification why a new heat pricing 

methodology may be required.  This may give the LA confidence to the LA that end customers will not be 

overcharged 

• If the LA decides to finance the scheme itself, then the Financial Model may be used to determine the level of 

Prudential Borrowing or internal cash reserves that the LA would require to develop the project 

• If there is a competitive process to choose a delivery partner (this is likely to be in the Private Sector Led 

approach with the LA procuring the delivery partner) then the Financial Model should not be shared with the 

bidders.  It would be expected that guidance would be provided to bidders to confirm the requirements that the 

LA would want to see in the bid Financial Model.  The delivery partner would then use the models they have 

developed to work with its potential funders of the project. 
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1.c Project Comparator 

In the context of a HN, it may not be possible to develop a Public Sector Comparator (PSC) in the way that is 

specified in the Green Book.  This is because it is likely that the development will involve a combination of public and 

private sector interests which wouldn’t directly compare to a purely public sector approach.   

Consequently, to comply with HMT 5 case guidance, a Project Comparator Option will need to be developed for 

comparison to the Preferred Option.  The Project Comparator should be developed over the same appraisal period as 

the other options and should be: 

• Assessed over the full project life and presented in NPV terms 

• Maintained through the final options appraisal process to demonstrate the value for money of the Preferred 

Option 

• Utilised throughout the procurement process to act as a benchmark and maintain competition.   

This will need to be considered carefully.  Whilst the Project Comparator may be apparent, the methods used to 

model and evaluate the difference between the Preferred Option and the Project Comparator may not be immediately 

obvious and will vary depending on a number of factors such as the degree of new developments which may 

immediately or ultimately connected to the HN. 

There could be a number of potential options developed as the 'Project Comparator’. A detailed description of 

different potential Project Comparators is set out in the ‘Comparator’ section of the ‘FMCIRD’ at Appendix A. The 

project team will need to carefully consider the most appropriate Project Comparator but key examples are set out 

below: 

1. Business As Usual (BAU) Model - if the HN is being developed to heat existing public buildings, the comparator 

may simply be the business as usual model.  This would consider the current costs of heating the existing 

buildings (with an appropriate level of capital and maintenance spend over the appraisal period). Where the HN is 

being expanded to provide heat to end consumers (potentially both social and private residential housing and 

non-residential) then the comparator could be the on-going costs of providing that heat through gas fired boilers 

with a phased approach to the boiler replacement. 

2. In cases where the development of a HN will be to meet the aspirational requirements of the LA, be that for new 

public developments or for connection to commercial buildings, the Project Comparator will be more complex.  

One way of developing this could be to look at the cost of bringing the proposed assets up to current building 

regulation standards, but without introducing the HN.  More guidance around this is set out in the ‘Project 

Comparator’ section of the ‘FMCIRD’ at Appendix A.   
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It is important to note the role that scale, location, development type (e.g. residential, commercial offices etc.) and 

whether the scheme is new-build or a retrofit / refurbishment project, plays on determining appropriate Project 

Comparator scenarios. There is a detailed analysis as to the elements to consider in the ‘Comparator’ section of the 

‘FMCIRD’ at Appendix A. 

The Project Comparator will serve a specific purpose in the assessment of options.  It will therefore need to be 

considered separately from the other comparators which may be developed in the OBC, i.e.: 

• Property Developer Comparator – this is the cost which would be incurred if the user didn’t connect to the 

scheme (which may give rise to a Capital Contribution / Connection Charge) 

• Consumer Comparator – this is the Heat Price Cost of the Alternative – see Part 2 Section 4. 

                                                        
1
 Para 2.5.13, Sustainable Design and Construction, Supplementary Planning Guidance, Mayor of London, April 2014 

Including the Cost of Carbon – A London example 

As part of this assessment, it may be possible to consider the CO2 performance of the HN as compared to the Project Comparator. This 
may not be relevant in some schemes but it is an approach that is used in London, for example planning guidance 

1
 suggests that 

£1,800 / tonne should be applied to schemes to ‘offset’ CO2 underperformance (to be charged once – as capital expenditure – often as a 
condition of planning consent).  Whilst this methodology is intended to ensure developers contribute to emissions reductions outside the 
scheme, the same approach could be used in establishing the capital cost associated with the Project Comparator. 
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2 Use of  the Financial Model 

The evolution of the TEM into the Financial Model will be pivotal to the development of the OBC.  As part of the 

Feasibility Study, it would be expected that an initial TEM would have been developed.  In accordance with CP1:2015 

Objective 2.9 ‘to conduct a consistent financial analysis and options appraisal’, as a minimum it is likely that it would 

have been developed on a cashflow basis, considering key technical inputs and generating a pre-financing pre-tax 

Project Internal Rate of Return (IRR). Dependent on the degree to which the HN is developed, it may be that an 

initial post-financing Project IRR may have been determined.  This will have required an assumption to be made 

around the financing of the scheme. 

As the project moves into the OBC stage, the TEM will be developed into the Financial Model to allow analysis of the 

following: 

1. Different potential technical solutions – although these should be limited in number eg HN with a Combined 

Heat and Power Plant v HN with Energy from Waste facility 

2. Project Comparator 

3. Commercial Structure 

4. Funding Mechanism 

5. Sensitivity of Outputs to varying ranges of key Inputs 

The Financial Model will also be used for Sensitivity Analysis and elements within it extracted to allow the calculation 

of OB. 

The Financial Model must be developed with the specific project requirements at the heart of the design, taking 

robust inputs, through logical calculations to generate outputs which enable informed decision making.  As part of the 

development of the Financial Model, an approach to managing the risks around the cost inputs will need to be 

developed.  The ‘FMCIRD’ provides a detailed ‘Risk Register’ which provides a methodology to managing the risk of 

errors in the inputs – it is worth noting that these are pre-finance components of the FM. 

This section sets out: 

1. Model build using Best Practice  

2. Model Structure  

3. Concept Diagrams  

4. Sourcing Inputs 

5. Calculations within the Financial Model   

6. Outputs 
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2.a Model build using Best Practice 

Best practice modelling now often refers to the FAST (Flexible, Adaptable, Structured and Transparent) standard.2  

Whilst the full requirements of FAST may not be required, dependent on the complexity of the model structure, the 

following best practice should be retained as the model is developed. 

Key principles in the model development should be: 

• Clear separation between inputs, workings and outputs. All assumptions are clearly defined 

• Formulae are consistent across each row and timelines are treated consistently 

• Data flows from inputs through working to outputs 

• Linearity with no circularity 

• Appropriate model integrity and commercial check are included 

• There are no hidden rows, columns or worksheets 

• Sign convention is consistent  

• Transparency and simplicity of macros within the Financial Model.  Their use should be minimised 

2.b Concept Diagrams 

As part of transitioning the TEM from the Feasibility Stage model into the Financial Model at the OBC stage, it will 

be important to set out the components of key revenue and expenditure items, such as revenue and cost drivers, 

operating costs profiles and heat demand assumptions to ensure there is a common understanding of the calculations.  

This process will also help to identify the assumptions which will need to be obtained in order to complete the model. 

An example of concept diagrams is set out at Appendix C of this note.  This is an indicative example only (based on a 

Gas CHP HN) which sets out a best practice approach to determine the key drivers and calculations of the costs 

before developing the Financial Model.   This sets out the key calculations that the Project Team need to be 

comfortable with before embarking on the detailed financial modelling process.  This will also allow the Financial 

Model to be checked and refined as it increases in sophistication. 

The structure of the Financial Model should be based on the following worksheet types: 

• Inputs 

• Calculations 

• Outputs 

Appendix C shows the core calculations that generate the outputs from an initial set of inputs.  This means the Project 

Team can understand how the key categories of Income, Operating and Lifecycle Costs, Capital Expenditure (and 

potentially Capital Income) and Financing Costs are generated. 

                                                        
2
 http://www.fast-standard.org/ 
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2.c Sourcing Inputs 

As the TEM is developed into the Financial Model, the key model assumptions will be developed and expanded to 

cover the categories as set out in Table 4. 

It should be noted that currently HNDU expect that energy prices are based on real, local figures where possible or 

modelled from local information.  This is before national estimates are used, as they do not accurately reflect current 

energy prices. 

It would be expected that an early task in the development of the TEM into the Financial Model would be to apply an 

initial financing assumption to allow a full suite of project returns to be considered.  The financing assumptions 

should be simple in the first instance, e.g. a fully debt financed solution provided by Prudential Borrowing.  More 

detailed analysis will be applied around the Financing Mechanisms in Section 5. 

Table 4: Category of Input assumptions and source 

Key category Source 

General Macro-Economic Factors 

� Indexation Rates 

Will be specific to Input Category, e.g. General Inflation - Office of National Statistics
3
 – factor 

used to be agreed by Project Team 

� Electricity Prices Key variable – see ‘FMCIRD – Input’ and also DECC ‘Updated Energy and Emissions 
Projections – Annex M’ 

4
 

� Heat and Coolth Prices Key variable – see ‘FMCIRD – Input’.  Note this can be an input to and an output of the Financial 
Model. 

Project 

� Commencement 

� Duration 

� Phasing 

� Expansion 

� Configuration 

� Load Input 

This information will be project specific and should be worked through in detail by the project 
team based on initial findings from feasibility.  It is likely that these would be developed in 
conjunction with the Technical Advisors to the project (this could be an in-house technical team 
or external advisors) 

Capex See separate ‘FMCIRD’ ‘Inputs’ 

Opex See separate ‘FMCIRD’ ‘Inputs’  

Energy Demands See separate ‘FMCIRD’ ‘Inputs’ – in particular the section on Consumption 

Heat Sources See separate ‘FMCIRD’ ‘Inputs’ 

Customer Types To be developed through the project design phase.  Will flow from the Techno-Economic 
Modelling at the Feasibility Stage. 

Revenue See separate ‘FMCIRD’ ‘Inputs’ 

Funding See Section 5 (this will include details on the cost of capital, financing terms etc) 

Taxation See ‘Tax Guidance’ in Guidance on Strategic and Commercial Case.  Given the complex nature 
of taxation required for a HN it is likely that there will need to be external Financial Advisor 
support  

                                                        
3
 Office of National Statistics ‘Inflation and Price Indices’ - https://www.ons.gov.uk/economy/inflationandpriceindices 

4
 https://www.gov.uk/government/publications/updated-energy-and-emissions-projections-2015 
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Key category Source 

Project Comparator See discussion on Project Comparator in Part 1.c.  The Project Comparator is likely to be 
developed in the same workbook as the Financial Model behind the HN Project.  However, it will 
not necessarily need all the functionality detailed above. 

Further detail on the sub-categories and the approach to costing items are set out in the attached ‘FMCIRD’ – both in 

the ‘Inputs’ and ‘Risk Register’ sections.  There is a separate guidance note on the use of the ‘FMCIRD’ but as 

previously discussed, it is important that the LA challenges the inputs that have been used in the Feasibility Stage and 

understands the degree of accuracy that may be assigned to them.  This is the purpose of the ‘Inputs’ section of the 

‘FMCIRD’ at Appendix A in that it allows the LA to consider whether their costings have been developed 

appropriately.  Dependant on the skills within the project team there may be a need to seek technical advisory support 

in this regard.  Within the ‘Inputs’ section of the FMCIRD at Appendix A there is a cross reference to a ‘Risk Register’ 

which identifies how the risk of wide cost variations in outturn expenditure can be mitigated and potential ranges for 

Sensitivity Analysis.   

The ‘Cost Input’ information should be reviewed by the Project Team and an appropriate level of contingency 

assigned based on the perceived risk of the project.  This analysis should be considered alongside the Optimism Bias 

calculations set out in Section 4 of this report. 

The phasing of the scheme development will be demonstrated through the cash flows in the Financial Modelling.  The 

distribution design drawings will provide a basis for the analysis.  Major plant items, distribution networks and all final 

valve sets and hydraulic interface sets will be identified and scheduled. 

2.d Calculations within the Financial Model 

As an example from a HN Financial Model, the worksheets set out below will be developed from the Concept 

Diagrams as detailed at Appendix C and generate the calculations to assess the options. 

Table 5: Worksheets 

Worksheet Description 

Inputs 

Input Constants non-time dependent inputs and scenarios 

Input Series inputs based on annual timeline 

Calculations 

Time model timeline, project flags and phasing 

Index indexation and discount factor calculations 

Income Heat, Coolth and Electricity income calculations for plant 

Operating Costs Operating cost calculations for plant (including fuel costs) 

Capex Capital Expenditure cost calculations for plant and pipe network over the chosen appraisal period 

Financial Costs Financing and investor return calculations 
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Worksheet Description 

Heat Price NB Heat Price can be input to and an output of the Financial Model. 

� Scenarios for calculation of heat price (see further guidance in Part 2), depending on whether a cost 
based approach or pricing with respect to the alternative is used 

Electricity revenues Options for calculation of electricity revenue, which will be based in the output of the plant multiplied by the 
price determined as follows:  

� Base on floor price in Power Purchase Agreement – although noted that this may be a variable 
pricing structure 

� BEIS/ Pöyry profiles 

� Private Wire, Licence Lite or other electricity sale options 

� Equity risk appetite if Special Purpose Vehicle (SPV) structure 

Cashflow Considerations 
and Bad Debt Provision 

This is discussed in more detail in Part Section 6(d), however the Financial Model should include 
appropriate provisions for delayed payments of bills and an assumption around bad debts. 

Dashboard Workings Supporting workings for Dashboard presentation (see below) 

Outputs 

Financial Statements Profit and Loss Account, Balance Sheet, Cashflow Statement 

These should include the impact of sensitivities, phasing and timeline variations 

Economic Outputs Economics of HN scheme - including project returns (e.g. Pre- and Post - Financing Project IRR, individual 
financing return to each investor) 

CHECKS Model integrity check sheet 

Dashboard Summary and graphical presentation of scheme, highlighting outputs for key decision making metrics, 
such as NPV and IRR.  This will need to be tailored for the LA’s requirements. 

Within this summary, dependent on the functionality of the FM, it may be possible to record the impact of 
sensitivities such as phasing and timeline variations.  This will allow comparison of the sensitivity findings 
to determine the robustness of the HN project. 

Other 

Map Contents sheet 

Concept Diagrams Summary of key calculations within Financial Model 

When developing the Financial Model the implications for the financial statements of the parties should be 

considered. This is expected to include: 

• Potential treatment as a Service Concession 

• Treatment of construction costs and extent to which they are eligible to be capitalised,  

• Treatment of any financing costs  

• Revenue recognition depending upon the contractual and tariff structure and extent to which payments are 

guaranteed or usage dependent 

• Approach to valuing heat network assets in balance sheet” 

Professional advice should be sought as to the accounting treatment that is applied to ensure that the above items are 

dealt with correctly.  This will need to determine whether UK Generally Accepted Accounting Principles (GAAP) are 

applied or whether the Financial Model is developed under International Financial Reporting Standards (IFRS). 
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2.e Outputs of the Financial Model  

For each technical option that has been shortlisted through the Feasibility Stage, the Financial Model will need to 

assess the full whole life costs of the project under a range of scenarios over an agreed appraisal period (e.g. 25, 30 and 

40 year periods – dependent on the scheme it may not be necessary to model all these appraisal periods and it may be 

that longer appraisal periods may need to be considered).  The appraisal period should be appropriate for a project 

and the potential financing arrangements. The Financial Model will need to present this in terms of a Balance Sheet, 

Income Statement and Cashflow Statement. 

The same analysis will need to be undertaken on the Project Comparator – this will need to be considered on a whole 

life cost basis.  

This sub-section briefly describes: 

• The IRR and the NPV  

• Other likely key outputs from the Financial Model 

2.e.i Internal Rate of Return (IRR) and Net Present Value (NPV) 

The IRR and NPV are key outputs from the Financial Model.  The ‘London Heat Network Manual’ 5 sets out at a 

headline level description of these two measures.  Table 6 describes the measure and details variants on them which 

may be used.  

                                                        
5
 ‘London Heat Network Manual’, April 2014, Mayor of London and Arup 
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Table 6: Description of Net Present Value and Internal Rate of Return 

Key Measures Description Output from Financial Model 

Net Present Value NPV is frequently used for long term projects to 
calculate the prospective value of a project over its 
life, allowing for the time when the investment is 
made and cash flows are received.  The NPV 
calculation discounts the projected cash flows to 
allow for the time delay in receiving them, at the 
required rate of return on the investment (see 
Table 1 in Section 1).   

This is normally used in the investment appraisal 
decision.  

Pre-finance and Post-finance NPVs - To understand the 
impact of financing approach on the total cost of the 
project 

Internal Rate of 
Return 

IRR is used to measure the return that can be 
made from alternative investments.  The higher a 
project’s IRR, the greater the return or profit the 
project may offer.  A project may be considered an 
acceptable investment if its IRR is greater than an 
established minimum acceptable rate set by the 
institution making it. 

At a headline level, the difference between the Project 
IRR and an Equity IRR relates to the return measure 
being calculated pre- and post- capital structuring. 

The Financial Model should be able to produce both and 
do so on a pre- and post- corporation tax basis and in 
real and nominal terms. 

There are three commonly used IRR measures in 
assessing projects: 

6
 

� Project IRR - represents the weighted average cost 
of capital for a project. It is usually calculated from 
all of the non-financing project cash flows, including 
capital costs, operating and maintenance costs, 
revenues and working capital adjustments 

� Modified IRR – this is calculated in the same way 
as the Project IRR but assumes that positive cash 
flows are reinvested at the investing organizations 
cost of capital and the initial outlays are financed at 
the organisations financing cost. This compares to 
the Project IRR which assumes the cash flows from 
a project are reinvested at the one calculated IRR 

� Individual Investor IRR – represents the return on 
the individual investors investment based on the 
cash inflows and outflows over the time the 
investment is held in the project.  A commonly used 
return measure is the Blended Equity IRR if an 
SPV structure used - represents the return to 
investors after taking account of Senior Debt 
service. For tax and accounting reasons investors 
typically provide a mixture of share capital (equity) 
and Junior Debt 

7
: in which case the IRR calculation 

takes into account all payments received on both 
equity and Junior Debt, 

At this point, there will need to be a detailed workshop to discuss the outputs of the Financial Model to ascertain and 

understand the key metrics that will be monitored as this will depend on the Contractual and Financing Structure 

chosen.  This will need to be tested through the Sensitivity Analysis.  It may be that a number of iterations of the 

model will be required to reach the Preferred Option.   

                                                        
6
  https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/225363/02_pfi_internalratesguidance1_210307.pdf 

7
 Junior Debt is defined as debt that has is assigned a lower priority than Senior Debt in a liquidation or administration scenario.  In SPV 

structures, it is often used as quasi-equity reflecting the fact that it requires a higher rate of return due to the higher level of risk being 
taken.  It is also tax efficient. 
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Given that the development of the HN pipeline in England and Wales is in its early stages, there is limited precedent 

on HN IRR values.  However, DECC have identified8 that initial HN projects are a ‘diverse range of potential 

schemes ranging from £3 to £4 million up to projects in excess of £40m.  The IRR on these projects vary between 

0% and 15%, but with the majority sitting between 5% and 9%’.  As schemes often have a social objective then it may 

be that a lower IRR is acceptable to a LA.   

The LA will need to carefully consider the IRR (range) that it believes is acceptable in a development.  The Financial 

Model should be optimised using the best available figures and that will generate the IRR.  That IRR will dictate the 

business models which are available to the LA and therefore the role that it wants or needs to play (based on the 

above ranges and the ‘Role Descriptions’ in Section 3 of Guidance on Strategic and Commercial Case) in order to 

deliver the strategic benefits of the project.  This will need to be set against the wider objectives of the scheme, e.g. 

reducing fuel poverty, and key assumptions made – in particular heat and electricity price assumptions (see ‘Risk and 

Sensitivity Analysis’ in Section 4).   

The IRR is unlikely to be the only measure scrutinised in these projects; the NPV should also be considered.  These 

metrics should also be compared against the corresponding outputs of the Project Comparator. See Table 11 which 

summarises the key metrics used to determine the Preferred Option.  Underneath this table, the use of the different 

outputs in making the Preferred Option decision is discussed. 

2.e.ii Other key outputs from the Financial Model 

The Financial Model should include an ‘Outputs tab' or 'Project dashboard’ to effectively present the outputs to the 

LA which are important in their decision making.  This information can then feed through into the Business Cases 

and for translation into reports for members. Alongside the key return metrics set out above, this is likely to include 

items such as: 

• Integrated financial statements (P&L, BS and cash flow implications) 

• Capital structuring  

• Levelised Heat, Electricity and Coolth Prices – see Part 2 

• Discounted payback period 

• Undiscounted payback period 

• Key Dates for the Project 

• Total Capital Expenditure – split out by Capex type and fully detailed 

• Sources and Uses of Funds during construction and operations 

• Plant output capacity – in terms of both heat and electrical output and detailing losses allowed for 

• Electrical kWh sold split into on-site sales and export to the local distribution network  

• Fuel usages in main plant and back-up boilers 

If a project finance structure is being proposed with external debt the following key ratios should be presented: 

• Debt Service Cover Ratio (average, minimum and any year within which the target is breached) 

• Loan Life Cover Ratio (average, minimum and any year within which the target is breached) 

                                                        
8
 DECC ‘Investing in the UK’s heat infrastructure: Heat Networks.” 
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3 Consideration of  non-financial 
benefits / impacts 

Below is set out – at a headline level – an approach which tailors the guidance in the Green Book to quantify the non-

financial benefits of a HN.  This demonstrates the flow of the options appraisal process and how this generates the 

decision around the Preferred Option. 

BEIS has also produced a document for LAs considering Social NPV9.  This document defines Social Net Present 

Value (Social NPV) before providing a methodology that could be used to measure the Social NPV of a HN project. 

It also considers further impacts which should be considered locally in the Social NPV calculation (e.g. reputational 

benefits (industry wide), air quality improvements) but which will none the less be of interest to LAs when making 

their investment decisions. This approach is particularly applicable for projects seeking to deliver specific social 

objectives.  

For projects where the key driver relates more to Economic Development / Regeneration, some LAs have also 

commissioned work to look at quantifying the Gross Value Add (GVA) to their local area through undertaking a HN 

scheme. This approach generates a further quantification of factors which are not directly related to the underlying 

cost or revenue base of the scheme.  In simple terms, GVA is the value of goods and services produced in an area, 

industry or sector of an economy. In the case of HN, it is the goods and services created/supported through 

investment in the HN. 

3.a Undertake benefits appraisal as part of the Economic Appraisal 

The benefits that can be quantified financially (i.e. in £s) should be included in the economic appraisals and subject to 

the cost benefits analysis. However, a HN project is likely to deliver a number of wider benefits to LAs which cannot 

necessarily be quantified financially. An example is shown below of a set of criteria that could be used to generate the 

qualitative assessment in accordance with section 3.4.2 of the BEIS HN OBC Guidance.  Dependant on the approach 

that the LA was taking to their project, these can be supplemented by the key drivers set out at Appendix A of the 

Guidance on Strategic and Commercial Case. 

• Economic benefits of having the HN business in the region and the money spent on energy bills staying in the 

region.  The development of a HN could be a unique selling point for a region to attract new business and help 

support existing business and organisations through lower development costs and lower cost low carbon energy 

• Direct and indirect jobs created to run and maintain local energy schemes 

• Skills increased through participation 

• Recycling of energy cost savings to the consumer back into the economy 

                                                        
9
 Heat Network Investment Decisions – Social NPV 
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• Potential health and economic benefits through alleviation of fuel poverty (although this may already have been 

covered in the Social NPV calculation) 

• Environmental benefits of reducing carbon emissions 

• Air quality improvement 

• Reputational benefits  

A common method within option appraisals is to weight and score the non-financial benefits for each option.  This 

allows the LA to compare and rank different options in relation to their associated non-financial benefits.  It should 

be undertaken as follows: 

1. Exclude all financial benefits, whether cash-releasing or non-cash releasing 

2. Group the quantifiable (non-financial) and qualitative benefits according to their relevant spending objective, and 

/ or other benefit criterion for the scheme as a whole 

3. Select an expert and representative team to weight and score the benefits for each of the shortlisted options 

4. Give a weight (0% to 100%) to each of the spending objectives and / or benefit criteria 

5. Give a score (1 to 10) to each option for how well it delivers the benefits associated with each spending objective 

or benefit criterion  

6. Multiply the weights and scores to provide a total weighted score for each option 

7. Rank the options in terms of benefit delivery and identify the preferred option on the basis of the highest score 

 

 

3.b Recording the results 

The process and the reasoning behind the scores and weightings should be documented clearly to demonstrate that a 

robust analysis has been carried out.  As the assigned weights and scores given to options are value judgements, then 

the option appraisal process will require negotiation and compromise.  The composition of the assessment team and 

their involvement in the process will lend credibility to these value judgements.  Typically, the composition of the 

appraisal team would be the key project team and or the project board as supplemented by specialist advisors to cover 

specific issues that may have been identified as key objectives of the scheme, e.g. skills increased through participation.  

A summary of the approach required in 3.4.2 of the BEIS HN OBC Guidance is set out in Table 7.  
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Table 7: Quantified Benefit Criteria – Example 

  Project Comparator A – HN with CHP 

B – HN linking 
into Energy from 
Waste facility 

Benefit Criteria Weight Score 
Weight x 
Score Score 

Weight x 
Score Score 

Weight x 
Score 

Economic benefits of having the HN business in 
the region and the money spent on energy bills 
staying in the region 

X X X X X X X 

Impact on fuel poverty X X X X X X X 

Direct and indirect jobs created to run and 
maintain local energy schemes 

X X X X X X X 

Skills increased through participation X X X X X X X 

Recycling of energy cost savings to the 
consumer back into the economy 

X X X X X X X 

Potential health and economic benefits through 
alleviation of fuel poverty 

X X X X X X X 

Environmental benefits of reducing carbon 
emissions 

X X X X X X X 

Air quality improvement X X X X X X X 

Reputational benefits X X X X X X X 

Total 100% X X X X X X 

Note: Options are indicative and not meant to give any specific guidance as to the preference of one option over another.  Only three 
options are included here – it may be that there are more options to consider.  The options have been deliberately not weighted or 
scored, as this will be for the project team on the specific project to work through. 

The presentation of the above analysis should be considered alongside the calculation of the Social NPV.   

The Preferred Option will be made based on a judgement made against the following: 

• Pure financial (to include NPV and IRR) 

• Qualitative and other Social NPV (although care needs to be taken when using this analysis that there isn’t a 

double count of the quantifiable costs)  

• Risk factors (eg technical / commercial, environmental, reputational) 

• Deliverability of the HN and timeframe 
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4 Risk Assessment – Optimism 
Bias and Sensitivity Analysis 

HMT Green Book and Departmental Manuals have always required public sector organisations to undertake a risk 

assessment of the short-listed options.  Risk Management is not just important from compliance perspective but it is a 

fundamental part of project management which should lead to lower costs and better performance.  HNs are complex 

infrastructure projects and there needs to be adequate risk transfer arrangements – there are particular issues around 

interface risk in HNs given that there are generation, transmission and billing operations contained within the same 

project. 

Action 12 in the ‘Green Book Supplementary Guidance’ sets out a detailed approach to dealing with the risk 

assessment and appraisal. In relation to HN projects, the accuracy of the TEM should increase as it develops into a 

more detailed Financial Model.  However, it is important that Sensitivity Analysis is applied to the key variables in the 

model to check the Preferred Option decision and to understand the impact of changes in variables on the 

affordability of the scheme and how it impacts the strategic and economic case. 

This section deals with Risk Assessment in relation to the costings that are included in the Financial Model.  It does 

not deal with the wider project management risks that sit around a project. 

The key areas to test in relation to the Cost Inputs are set out in the ‘Risk Register’ section of the FMCIRD.  These 

should be considered alongside the factors set out in Table 10 below. 

The Green Book also introduces the concept of Optimism Bias (OB).  This is defined as ‘the demonstrated and 

systematic tendency for project appraisers to be overly optimistic’.  This is a worldwide phenomenon whereby 

appraisers tend to overstate benefits and understate timings and cost, both capital and operational.  To redress this 

tendency, project teams are required to make explicit adjustments for the bias. 

This section considers the approach to managing the risks of underestimating the costs or using incorrect assumptions 

in the Financial Model.  This analysis will form a key part of the overarching approach to risk management in relation 

to the HN development.  It is likely that the following assessments will be delivered through a series of workshops.  

The development of the risk analysis will require full involvement from the wider project team and potentially require 

specialist advice.  Whilst the process has been presented sequentially below, it is likely that it will be iterative. 

In relation to developing the Economic Assessment within the OBC: 

• Strictly in accordance with Green Book guidance, it would be assumed that an allowance for OB would have been 

applied at the detailed Master Planning stage (in effect the Strategic Outline Case in Green Book terminology).  

However, it is recognised that this may not have happened explicitly in some Feasibility Studies (although 

contingency factors may have been applied – the link between identification of optimism bias and the level of 
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contingency will need careful consideration by technical work stream in the project team.  It is likely that 

professional technical advisory support will be required – including quantity surveying skills – as there can be a 

trade-off between the contingency included in the underlying capex and the level of optimism bias that is then 

applied), therefore this should be revisited at the start of the OBC development process 

• A full risk analysis including OB assessment and sensitivity analysis should be undertaken to feed into both on the 

Shortlisted Options and the Preferred Option decision within the options appraisal process.  See Risk Register 

section of the FMCIRD at Appendix A. 

• A further risk analysis should be undertaken to confirm the final decision when the detailed structuring and 

funding approach has been worked through 

The remainder of this section is set out under the following headings: 

1. Optimism Bias 

2. Sensitivity Testing 

3. Conclusion on Shortlisted Options 

4.a Optimism Bias 

The main objectives of the OB calculations are to: 

• Provide a better estimate of the likely capital costs and works’ duration. 

• Make adjustments to the estimates of capital and operating costs, benefits values and time profiles 

It is recognised that there has been no specific approach to OB developed for HNs.  LAs are therefore going to need 

to draw on the experience of their project team on a project specific basis and take a considered view as to the level of 

OB to apply to their scheme.  Dependant on the size of the project team it may be that technical and financial 

advisory support may be required to assist in the calculation. 

This section is structured under the following headings: 

i. Capital Expenditure Optimism Bias 

ii. Operating Expenditure and Revenues Optimism Bias 

iii. Confirmation of the Preferred Solution decision 
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4.a.i Capital Expenditure Optimism Bias 

In relation to Capital Expenditure OB, an approach to calculating this based on the Green Book Generic Guidance, as 

developed by Mott MacDonald, is set out below.  However it should be noted that, given the specific characteristics 

of a HN, it is not possible to use the Mott MacDonald guidance ‘off the shelf’.  Whilst their analysis provides a useful 

starting point, the adjustment factors and approach will need tailoring for individual heat network schemes. 

Making adjustments as per Green Book – Capital Expenditure 

Table 8 sets out the adjustment percentages for generic project categories as developed by Mott MacDonald based on 

the results of a study which looked at the sizes and causes of costs and time overruns in past project.  This has been 

presented here purely to link back to Green Book guidance and indicate a starting point for HN schemes. 

Table 8: Green Book Recommended Adjustment Ranges 

Project Type 10 

Optimism Bias (%) 

Works Duration Capital Expenditure 

Upper Lower Upper Lower 

Standard Buildings 4 1 24 2 

Non-standard Buildings 39 2 51 4 

Standard Civil Engineering 20 1 44 3 

Non-standard Civil Engineering 25 3 66 6 

Equipment / Development 54 10 200 10 

Outsourcing n/a n/a 41
11

 0 

In order to utilise the methodology set out in the Green Book, the project team should consider the ranges above 

alongside CP1:2015 categories i.e.: 

• Energy Centre (plant and thermal store) 

• HN (variable speed pumps, surveillance system) 

• Building Connections (heat exchanger, heat meter, two port control valve) 

• Building heating systems (heat emitters, two-port control valves) 

• Gas Mains extension 

• HV DNO connection 

In undertaking the OB adjustment under Green Book, the project team should identify the upper bound percentages 

relating to the average historic optimism bias found at the OBC stage for a traditionally procured project (i.e. a design 

& build project, funded and project managed by the public sector).  Each scheme will need to assess and agree project 

                                                        
10

 As defined in HMT Green Book guidance p.60. 
11

 The OB for outsourcing projects is measured for operating expenditure. 
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specific values, but Table 8 provides an upper starting point.  Once specific percentages are determined for the HN 

project then these should be used for determining the OB adjustment. 

The following approach can then be undertaken to calculate the optimism bias for the specific HN proposals.  The 

same methodology should be applied for both the Capital Expenditure and Works Duration risk elements for the 

scheme. 

A worked example of applying this to a HN project is set out below – this is purely illustrative to allow a LA to 

develop an approach to calculating OB and is developed from previous work undertaken in the waste PPP sector.  

The process which should be followed is: 

1. Consider each element of the HN project in turn 

For example, the first asset to be considered could be the Energy Centre. It could be assumed that this has an 

estimated Capital Expenditure of £5m. 

2. Use the appropriate upper bound value adjustment as the starting value for calculating the Capital Expenditure and Works 

Duration OB 

For example, the Energy Centre OB could have an upper bound adjustment value of 24% (this is an illustrative 

example assuming that an Energy Centre could be considered as a standard building in Green Book guidance. It is 

recognised that this upper bound will need refining.)  The value that is chosen will also depend on the stage of the 

business case at which the assessment is being undertaken ie it is likely to be higher at the feasibility stage as compared 

to a more developed business case. 

3. Consider whether the optimism bias factor can be reduced 

The Project Team should review the asset category and ascertain whether the upper bound percentage is valid and 

applied correctly.  The focus of this is mainly from a technical perspective to inform the costing itself. The level of 

contingency already contained in the capital cost will also need to be considered as part of this technical assessment – 

it is likely that this will have moved on significantly from the Feasibility Stage, given the greater technical 

understanding of the scheme(s) and the iterative nature of the process. 

In relation to financial and delivery issues, the HMT Green Book Guidance identifies a framework for mitigating 

down against the categories.  This should be undertaken using the following methodology – this will need to be 

tailored to the specific scheme. 

For each OB category – for both the ‘Capital Expenditure’ and ‘Works Duration’ categories, the upper bound value 

should be the starting point.  Contributory Factors to that OB percentage should be identified and weighted.  By 

considering the stage of the OBC development, the risk mitigation plan should enable the OB to be scaled down over 

time as the risks are addressed.  This should be considered on a percentage basis – see Table 9 below. 

The Project Team should consider the specific contributory factors that generate the initial upper bound percentage.  

These can then be weighted by the Project Team’s considered view as to how well developed the project is – so in this 

example the most important item contributing to the optimism bias is the ‘Degree of Innovation’ weighted at 10.  
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There will need to be a process of discussion and negotiation as to the overarching view of the relative weightings 

between the Contributory Factors. 

The Project Team should then work through each item to understand the degree of mitigation that is in place at this 

stage of the project.  The example overleaf crudely uses the following mitigation approach: 

Mitigation Percentage (%) Description 

0 Not mitigated 

25 Partially mitigated 

50 Understood factor and mitigation in hand 

75 Well understood factor 

100 Fully mitigated 

Table 9: Example of Mitigation of Non-Standard Buildings Upper Bound Capital Expenditure Optimism Bias (anonymised version of a 

Waste PPP project) 

 

For each Contributory Item, a calculation can then be performed which indicates the degree of mitigation that has 

taken place.  These can then be summed to give a total percentage mitigation.  So in this example, through the Project 
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Team’s understanding of the stage of development of the project, 66.45% of this upper bound OB (24%) needs to be 

applied i.e. 15.9%. 

4. Apply the optimism bias factor.  The present value of the capital costs should be multiplied by the optimism bias factor.  The 

result can then be added to the total net present cost (or net present value) of the whole life project costs to provide the Base Case 

In the worked example above this would mean applying an optimism bias of 15.9% to the Energy Centre element of 

the capital expenditure (£5m) giving an OB of £814k (if it is assumed all of the Energy Centre Capital Expenditure 

takes place in the first year of construction.  If the construction is phased over a number of periods then the capital 

expenditure will need to be discounted back to an NPV). 

5. Review the optimism bias adjustment 

The above exercise will need to be completed for each element of the HN project and for both the Capital 

Expenditure and Works Duration Categories.  The total OB to be applied to each option should then be compared to 

understand whether the approach is reasonable. 

It should be noted that this exercise needs to be undertaken for both the Preferred Option and the Project 

Comparator.  It is likely that one or more OB workshops may need to be carried out dependent on the project at 

various stage of FM development.  Key points in the project are likely to be: 

• Initial Feasibility 

• Final Shortlisting 

• Final Decision 

As previously discussed, it is likely that there will be some overlap between the contingencies included in the 

underlying capital expenditure estimates and the optimism bias percentage.  This will need careful consideration by the 

financial and technical workstreams within the project team. 

4.a.ii Operating Expenditure Optimism Bias 

In their analysis,  Mott MacDonald were unable to recommend sound upper and lower bound optimism bias levels for 

operating expenditure and /or revenue items.  However, the guidance is clear that optimism bias should still be 

considered for these parameters.  If there is no other evidence to support adjustments to operating costs or revenues, 

appraisers should use sensitivity analysis to check tolerances and / or 'switching values', i.e. asking the following 

questions: 

• By how much can operating costs increase, if the proposal is to remain worthwhile?  How likely is this? 

• By how much can revenues fall, if the proposal is to remain worthwhile?  How likely is this? 

It would be expected that the majority of this sensitivity testing will be undertaken as set out in section 4b below.  
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4.b Sensitivity Testing 

As per the Code of Practice section 3.12.4, the Techno-Economic Modelling should – as a minimum - have 

considered the following sensitivities  

• heat sales volume  

• delays in the connection of buildings to the network  

• downtime of primary heat source, e.g. CHP unit  

• variations in future fuel and electricity prices  

• out-turn construction cost  

• construction programme over-run  

• non-fuel operating and maintenance costs and management costs. 

As the project moves into the sensitivity testing on the Financial Model to support the Economic Case, the key areas 

to test in relation to the Cost Inputs are set out in the ‘Risk Register’ section of the FMCIRD at Appendix A.  The 

impact of these changes on the IRR and NPV of the remaining shortlisted options will need to be considered. 

As the OBC moves towards identifying the Preferred Option, it would be anticipated that the focus of the sensitivity 

testing on the model will consider the key revenue drivers as discussed in Table 10 below.  The LA will need to 

consider the degree to which they apply these sensitivities.  It would be expected that each sensitivity will be run 

individually and then a combination of these will also be run e.g. combined sensitivities on future electricity and heat 

prices.   

The analysis should consider the potential maximum upside and downside exposure to demonstrate the ranges that 

may be delivered by the project and this should be fed into the risk assessment.  However, care should be taken to 

ensure that the number of sensitivities considered is contained to a manageable level.   

Table 10: Areas to test for Sensitivity Analysis 

Main Sensitivity 

Category Sensitivity to run Discussion 

Capital Expenditure Will be project specific and 
depend on technology 
choice 

See guidance in the Risk Register section of the FMCIRD at Appendix A.  There 
will be a number of impacts which will determine the sensitivity band to apply 
e.g. accuracy of sizing requirements, number of connections to be made, 
technology risk etc. 

Fuel Price Will be project specific See guidance in the Risk Register section of the FMCIRD at Appendix A.  Will 
depend on technology chosen. 

Level of Demand Risk Will be project specific See guidance in the Risk Register section of the FMCIRD at Appendix A and 
Part 2 3(e) Will depend on the ‘Density of the Load, the ‘Heat Loss percentage’ 
and ‘Occupancy and Diversity’. 

The demand risk associated with retrofitting projects over a locality should be 
considered.  In particular, this will need to pick up where there is a risk attached 
to the rate and the number of connections made and the longevity of the heat 
supply arrangements which can be entered into. 
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Main Sensitivity 

Category Sensitivity to run Discussion 

Heat Price charged to 
end user 

Model at current price paid 
for heat for retrofit and 
new build (Consumer 
Comparator) 

Understand return generated by putting customer in a ‘no better, no worse 
position’. 

Maximise / Minimise IRR  "Stress test" the model to understand the maximum and minimum pricing.  This 
would give a range of the likely heat price to allow checking against market 
prices. 

The maximum IRR is likely to be generated by using the highest Heat Price that 
could be charged. 

In understanding the impact of the minimum IRR, this would potentially be 
agreed upfront and would give rise to the minimum heat price. This range would 
be of particular interest in a project finance style contracting structure – see 
Section 5 – as it would set out the potential returns to equity investors. 

Different pricing models 
i.e. Fixed and Variable 
Charging 

Part 2of this guidance sets out the key considerations when developing a tariff 
structure.  Each section within Part 2 describes how the issues considered in 
that section should be reflected in the Financial Modelling.  Once the base 
sensitivities have been considered then the specific scenarios set out in this 
note should be considered. 

Different indexation 
profiles e.g. fuel 
indexation, RPI, CPI 

To assess the impact a differential indexation rate for revenues as compared to 
the indexation rate inherent in the model.   

Differing technical 
performance of the 
plant leading to heat 
loss 

Run above sensitivities 
against different technical 
performance of plant and 
consequent heat revenue. 

The heat loss percentages and technical tolerances specified on the plant itself 
will need to be reviewed. 

Price of electricity sold 
for CHP.  This will 
need to consider 
electricity sold to the 
grid and private wire, 
as well as embedded 
benefits 

See discussion in Part 
3 Section 3 of this 
guidance 

Wholesale electricity price Sets the base position to compare against 

Percentage of electrical 
output which can be sold 
through private wire 

As this will have a different pricing point to the wholesale electricity price – see 
Part 3 Section b3 

Floor price in Power 
Purchase Agreements 
(PPA) 

PPA contracts differ, The PPA structure will also need to be considered in terms 
of the variable time of day, season and long and short term contracts and 
resulting prices 

DECC Electricity Profiles DECC (now part of BEIS) produce price curves for wholesale electricity prices 
dependant on different economic growth assumptions 

12
.  The different 

scenarios in these could be modelled, as could an average of the profiles. 

Electricity Volumes Equity Appetite In an SPV structure, the equity investor may be prepared to take a view on the 
electricity sale price they are prepared to assume in the Financial Model.  This 
could be higher than the wholesale price – more in the region of the retail price, 
although soft market testing should be undertaken on this item. 

4.c Conclusion on Shortlisted Options prior to testing the Financing Mechanisms 

Once the OB and Sensitivity Analysis on the different Shortlisted Options has been undertaken (including the Project 

Comparator) it should be possible to provide the base information as set out in Table 11 below.  If the required 

                                                        
12

 https://www.gov.uk/government/publications/updated-energy-and-emissions-projections-2015 
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analyses have been undertaken rigorously, then selecting the preferred option should be reasonably straightforward.  

The detail on the Commercial Structure and Funding Options can then be considered. 

Table 11: Summary analysis of shortlisted options – Illustrative Example 

 

Project Comparator 

NPV (£’m) 

Option A – HN with 

CHP  

NPV (£‘m) 

Option B - HN with 

EfW 

NPV (£‘m) 

Capital Costs X X X 

Operating Costs X X X 

Revenue  X X X 

Sub total X X X 

NPV X X X 

Optimism Bias X X X 

Cash Releasing Benefit X X X 

NPV X X X 

    

 Agreed Measure Agreed Measure Agreed Measure 

Benefits Score / Social NPV 
/ Other non - quantifiable 
benefits (from Section 3) 

X X X 

    

Risk (non-financial) score / 
assessment of option 

H / M / L H / M / L H / M / L 

The sensitivity analysis undertaken in section 4b above should then consider at what point a change in the input 

variables would change the decision set out in Table 11.  As set out in Figure 1 then this may indicate that the some of 

the key project parameters will need revisiting. 

In making its Preferred Option decision, the LA will therefore need to consider the analysis above with the Project 

IRR that the project is generating.  If the different financing approaches available do not generate the value for money 

position of the Preferred Option and /or an acceptable IRR to the project developer then the scheme may not be 

viable. 

The Heat Price can be both an input and an output of the model (See discussion in Part 2 Section 4(e) of this 

guidance). There needs to be an initial Heat Price input into the Financial Model to identify a starting position and this 

can then be adjusted to optimise the key outputs – to the extent that the LA may have control over it within the 

commercial structure.  The Financial Model needs to be flexible enough to deal with these different analyses. 

A key option, that may mitigate fuel poverty, would be to have, for example, a 10% saving against the heat price cost 

of the alternative (Consumer Comparator).  However, this would need to be considered on a project specific basis. 
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5 Commercial Structure and 
Financing Mechanism 

Once a limited number of potential options that meet the Technical and the Economic Assessment (‘Costed 

Shortlisted Preferred Option’ as set out in Figure 1) have been identified, the impact of different potential delivery 

vehicles and financing mechanisms needs to be applied through the Financial Model.  In reality, the final decision 

around the preferred technical solution and the different Delivery Vehicles and funding structures is likely to be 

developed in an iterative way. 

This section does not seek to prescribe commercial structuring solutions for HNs.  It recognises that commercial 

solutions are currently being developed and that greater clarity around approaches will occur when more projects 

come to market. It is also recognised that some initial consideration of the structures and funding sources will have 

been identified at the Masterplanning and Feasibility Stages. 

Within England and Wales, there are a large number of existing networks, but with limited exceptions, they are small 

and mostly confined to single housing developments (see ‘London Heat Network Manual’13).  It is recognised that the 

development of new business models could support increased roll-out of heat networks. 

Part 7 of the Guidance on Strategic and Commercial Case sets out four delivery vehicles that can be used to develop a 

HN. It also describes the Unbundled Model.   

Dependant on the nature of the HN, there may be a need to set up a Special Purpose Vehicle (SPV) to determine the 

contract structures and the associated commercial relationships.  However, this will depend on the strategic benefits 

that the LA wants to undertake and the financial performance of the project.  As the Financial Model is developed 

alongside the Strategic and Commercial Case, the LA will need to: 

i. Determine and review its objectives in relation to the scheme 

ii. Determine its risk appetite for the scheme – both in terms of the roles that it wants to play and the financial 

resources it makes available – p88 of the Guidance on Strategic and Commercial Case summarises the Delivery 

Vehicles alongside the Roles 

iii. From (i) & (ii) above the contractual relationships should become clear – this may create the need for an SPV or a 

number of different Delivery Vehicles 

Ultimately, the OBC should result in a recommended governance structure and funding route.   

  

                                                        
13

 ‘London Heat Network Manual, April 2014, Mayor of London, Arup 
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This section considers how these issues should be reflected in the Financial Model under the following headings 

1. When is an SPV and contract delivery structure needed? 

2. Structure of the SPV 

3. Financing Mechanisms and Funding Sources 

4. The ‘unbundling of networks’ 

5. Confirmation of the Preferred Option Decision 

5.a When is an SPV and contract delivery structure needed? 

In their simplest form HN developments do not require a specialised Delivery Vehicle e.g. a HN installed in a social 

housing development by a LA that owns it – the ‘Public Sector Led’ delivery structure (the LA would need to 

determine if the development of the infrastructure was covered by its general powers or whether it would require the 

development of a limited company under the Localism Act). 

For larger HN schemes to develop that are not owned, financed and managed by the same party then the scheme 

needs to be commercialised i.e. contractual relationships have to be put in place to: 

• Introduce investors and financiers to the project 

• Enable the installation work to be instructed  

• Allocate the risks between the differing parties to the project 

A LA which owns and finances a HN but sub-contracts the Operations and Maintenance and Lifecycle Management 

roles may still want to set up an SPV to ring-fence the operations of the network. This would make any future sale of 

the HN and / or refinancing of public sector and any commercial debt easier to achieve. 

These arrangements may not be fully settled at the OBC stage eg if it is agreed that a HN partner is to be procured 

then only a headline structures may be identified with the LA proposing to use the procurement process to determine 

the best approach.  However in a fully LA owned scheme then this would be worked up in more detail with approach 

to financing being determined through the interplay of state aid and risk.  The OBC should clearly document the 

proposed approach. 

5.b Structure of the SPV / Delivery Vehicle 

In developing the appropriate structures for the delivery vehicle and contract mechanisms, the first step is to identify 

the factors which will be the main consideration in their design.  In relation to the creation of an SPV / Delivery 

Vehicle, this requires understanding the balance of interests of the parties participating.  There will be a trade-off 

between the commercial interests of the parties developing, delivering and operating the scheme and the most 

appropriate risk allocation between them. 

The Guidance on Strategic and Commercial Case sets out four main categories of delivery vehicles: 

1. Private Sector Led 

2. Public-Private shared leadership 
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3. Public Sector 

4. Community Company 

Section 5.4 of the Guidance on Strategic and Commercial Case (‘Choosing the Appropriate Delivery Vehicle’) cross 

refers the different Roles in the heat supply system to the different Delivery Vehicles.  The Financial Model will 

need to have the functionality to able to deal with potential changes in consideration of the roles of the 

different Parties as the OBC is developed.  This may change the risk allocation in the commercial and legal 

structure and potentially flow through to the funding source affecting the cost of finance. 

For example, the Financial Model could be set up so that the cashflows relevant to each of the physical components 

of the network (see Section 1.4 Physical components of a Heat Network within Guidance on Strategic and 

Commercial Case) can be analysed discretely, i.e. 

• Heat Generation Plant 

• Energy Centre 

• Primary Network 

• Secondary Network 

• Tertiary Network 

• Fuel (input) 

• Electricity (output) 

These cashflows would need to be aggregated to consider the overall economics of the project and to allow the 

application of Financing Mechanisms. 

The Financial Model would then need to be able to consider the different commercial structures that are determined 

through the Commercial Case, e.g. an SPV may be set up to manage the purchase and sale of heat from the Energy 

Centre to the end users whilst the Primary Network could be owned and financed by the public sector.  The SPV 

could utilise one of the three of the Delivery Structures identified (which may have different return requirements), i.e. 

• Private Sector Led 

• Public-Private Shared Leadership 

• Public Sector Led 

The Financial Model would need to include the functionality to assess the impact of these different Delivery 

Structures on the overall project economics.  These conclusions would also need to be subject to Sensitivity Analysis 

set out in Section 4(b) above. 

Change in commercial structure and its impact on the funding source – an example to demonstrate 
required functionality in the Financial Model 

An initial assumption may have been that a private sector Developer would fund the pipe network and therefore the finance was being 
sourced from the private sector.  If the Financial Modelling demonstrates that this does not generate a suitable IRR for the scheme 
overall, then this may be a role that the LA steps into and uses Prudential Borrowing and / or seeks other funding (eg BEIS HNIP) to 
help finance this element of the scheme. 

The Financial Model would need the flexibility to apply different funding terms to the different elements of the scheme. 
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5.c Financing Mechanisms 

The Financial Model is the key tool used to assess the different potential Financing Mechanisms which could be used 

to fund the HN scheme.  It will need to be developed to reflect the commercial structure of the HN and it should 

have the functionality to allow the financial position of the different commercial stakeholders to be extracted. 

In particular, the Financial Model will need to be able to deal with potential different Financing Mechanisms and be 

able to compare between them – in terms of the key metrics for the LA (e.g. IRR, NPV, heat price etc.).  As 

previously discussed, this will depend on the complexity of a scheme – the Finance Mechanism appraisal for a small 

heat off-take scheme will look very different to a full SPV structure. 

The Financial Model is likely to need to include functionality to accommodate the requirements of external finance 

(e.g. Debt Service Reserve Accounts, Cover Ratios) and also of private sector developers of the network (e.g. 

identifying connection charges to end customers).  As the size and complexity of HN developments increase, the 

sums of capital investment required are likely to go beyond that which the promoters or developers (including the LA) 

are willing or able to accept on their balance sheets.  That means providers of finance will need to be able to see a 

structure for a delivery vehicle capable of securing the cashflows of the scheme to finance their loans.  The Financial 

Model is the starting point for assessing the relationship between the key project variables and the impact that they 

have on the cashflows available to service the financing of the project.  It will also calculate the different returns for 

the different investors 

Commercial Funders and the Green Investment Bank 14 have identified and are prepared to support a range of 

investment structures and Financing Mechanisms for HN projects. As part of the OBC development and the 

Financial Modelling, project teams will need to appraise the projects from an investor’s perspective, whether public or 

private. The following analysis considers two Financing Mechanisms although structures can vary significantly on a 

wide spectrum.    

Projects could be structured to sit on the scheme owner’s balance sheet (this could be on a LA or private sector 

balance sheet), financed through corporate finance loans (this could be internal finance available to the corporate 

entity or access to Prudential Borrowing by the LA) or reserves.  A separate fully owned entity could be established to 

separate the HN business unit – the scheme owner is in essence providing 100% project ‘equity’ with risk transfer 

being achieved through the contractual structure. Linking this back to the Guidance on Strategic and Commercial 

Case this would be either the: 

A - Private Sector Led Model; or 

C - Public Sector Led Model. 

In a project finance structure, the scheme owner would invest through a separate entity (this would be a SPV set up 

specifically for the delivery of the HN project).  If the IRR and the Economic Case indicated that the HN was viewed 

as ‘Commercial’ then this structure could attract other equity co-investors and project senior debt.  These investors 

would have limited recourse to the scheme owner’s own balance sheet; as such risk transfer is achieved through the 

contractual and Financing Mechanism.  This structure could be either of the following Delivery Structures set out in 

the Guidance on Strategic and Commercial Case: 

                                                        
14

 Green Investment Bank – ‘District Heating Finance’ – link to website to be added when know 
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A – Private Sector 

B - Public-Private Sector Shared Leadership’ 

A simplified representation of Corporate and Project Finance is set out in Figure 2: 

Figure 2: Contract Structure applied to Financing Mechanisms 

 

5.c.i Types of Financing Mechanism  

Table 12 below sets out potential Financing Mechanism and Project Characteristics together with where a LA may 

look to source funding / provide guarantees.  The purpose of this table is to group the broad categories of Financing 

Mechanism to the different characteristics of a project to allow the different funding sources to be reflected in the 

Financial Model.  A more detailed description of the different potentially available funding sources is set out in 

Section 3, sub-section 2 of this guidance note.   

This table should not be viewed as definitive guidance as to when a particular funding source should be used.  Its 

purpose is to help a LA work through the potential Financing Mechanisms which could be applied. 

The choice of funding will depend on the Delivery Structure for the different Roles within the HN and a number or 

all of the ‘Types of Financing Mechanism’ presented in Table 12 could be used. Therefore, for any given HN project 

the Financial Model will need to have the functionality to deal with the combination(s) of ‘Types of Financing 

Mechanism’ that are being evaluated through the business case. 
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It should be noted that BEIS are currently consulting on how the Heat Network Investment Project (HNIP) funding 

may be allocated to projects.  This funding is not included in the table below but will be an important source for 

projects in the future.  
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Table 12: Linkage of Types of Financing Mechanism to Project Characteristics and where the LA may provide funding 

Types of Financing Mechanism Project Characteristics LA funding sources 

Corporate Cash Reserves: 

� Cash resources used for projects with 
short paybacks, newer technologies, 
or where external funding not 
available or expensive 

� Should consider alternative uses and 
long term nature of assets 

� Given the likely availability of 
cash  reserves that a LA may 
wish to invest in a HN project, 
then if it was the sole funding 
source then this would likely be 
for a smaller scale project 

� As the LA / Developer would be 
putting its cash immediately at 
risk then it is likely that the project 
would have: 

� No/Low build out risk/ limited 
build out potential 

� No/Low demand risk 

� This could be a project that a LA 
is keen to take forward for non-
financial reasons therefore it may 
have low returns.  However, it is 
recognised that ideally all 
projects a LA invests in could 
generate a commercial return 

� Alternatively, this funding could 
be a useful source of finance to 
try and de-risk the early phases 
of a larger project to attract future 
private finance 

� Retained reserves 

� Prudential Borrowing 

Corporate Finance (debt) 

� On-balance sheet, against the 
scheme owner’s (borrower) credit 
rating  

� Fully owned arm’s length entity to 
separate business unit can be 
established 

� Public Sector use of Debt 
Management Office (DMO) finance eg 
Public Works Loans Board debt 

� Banks can make term loan to private 
or public sector clients  

� If private sector led then all debt 
would sit on balance sheet of the 
Developer – however the LA will need 
to carefully consider the accounting 
treatment in the context of the 
ownership structure 

� As the debt is being secured on 
the credit quality of the LA rather 
than the specific project 
economics then it is likely that the 
LA would only support small – 
medium size schemes as its 
liability could cover full repayment 
of the debt.  As above these 
schemes are more likely to have: 

� Lower build out risk/ limited 
build out potential 

� Lower demand risk 

� It is noted that this may not be 
the case for all LAs and that they 
may have a higher risk appetite 

� As above, this could be a project 
that a LA is keen to take forward 
for non-financial reasons 
therefore it may have low – 
medium returns (but sufficiently 
above internal cost of capital) 

� However, this funding could be a 
useful source of finance to try 
and de-risk the early phases of a 
larger project to attract future 
private finance 

� Retained reserves 

� Prudential Borrowing 

� Specific energy efficiency funds e.g. 
London Energy Efficiency Fund 

� Direct Borrowing from Banks Eg project 
lending from a major infrastructure bank or 
GIB’s Green Loan 

15
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 GIB’s Green Loan - offers the public sector a low, fixed-rate loan for periods of up to 30 years. It has been specifically designed to 
provide a flexible financing mechanism able to facilitate “spend to save” low carbon projects with repayments profiled to forecast project 
economics. 
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Types of Financing Mechanism Project Characteristics LA funding sources 

Project Finance (equity and debt) 

� Special purpose vehicle set up to 
identify the contractual arrangements 
to deliver the Financing Mechanism 

� Long term service provision with 
project risk transferred  

� In a traditional PPP structure, this has 
referred to off-balance sheet, limited 
recourse finance.  However the risk / 
reward position will be need to be 
considered to assess the accounting 
treatment 

� Some risk underwriting by the scheme 
owner could reduce cost of capital  

� Equity required and debt finance 
possible for large projects 

� The majority of the SPV finance is 
likely to come from a mixture of equity 
and debt finance. 

� Medium – Large size.  Larger 
lenders may have higher ticket 
requirements (perhaps £50-
100m). Smaller lenders may be 
interested in providing funding < 
£20m (perhaps £5-10m), which 
could be accompanied by higher 
pricing and shorter tenors. 

� Medium build out risk/ visible 
build out potential 

� Some future demand risk 

� Could be 100% Private or Public 
sector owned or a shared 
undertaking in a Public Private 
Joint Venture 

� Risk adjusted commercial returns  

� Dependant on specific SPV structure, the 
LA could provide an element Prudential 
Borrowing into the scheme.  Potentially this 
may be at a premium therefore providing 
additional revenues to the LA.  The 
potential implications of State Aid will 
require careful consideration 

� Specific energy efficiency funds e.g. 
London Energy Efficiency Fund 

Grants/ Subsidised Funding: 

� Support for demonstrators and new 
technologies, where external funding 
not available or expensive 

� Central Government/ European 
Funding 

� These funding sources are likely to 
be contributory sources and be  
provided to the HN along with the 
sources above 

� Small – Large size 

� High build out risk/ visible and 
speculative build out potential 

� High demand risk 

� Public / Private sector owned 

� Low – medium Return (sub-market 
given project risk) 

� City Deal Financing 

� European Structural Funds16 (includes ERDF 
and specific innovation criteria) 

This demonstrates that the Financial Model will need to be developed such that a range of funding sources can be 

considered with different tenors of debt with different returns.  This is one of the key differences between the 

Financial Model and the Techno-Economic Model in that it allows the ownership and financing structures to be 

modelled to demonstrate debt and equity returns.  

5.c.ii Financial Modelling of the Financing Mechanisms 

The LA should work through different project characteristics set out above and determine which of the above 

financing structures would be applicable to the project.  Once these have been narrowed down, then this can be 

modelled financially and the different returns assessed against the differential risk profile. 

A Financial Model which is designed to satisfy the requirements of external financiers in a Project Finance structure is 

likely to require more functionality than a fully Corporate Financed or Grant Funded approach.  This is due to the 

need to maintain cash reserves to cover future debt and interest payments and the need to ‘optimise’ the Financial 

Model to the different return requirements of investors. 

 

                                                        
16

 https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/224755/13-1049-development-and-delivery-european-
and-investment-fund-strategies-guidance-for-leps.pdf https://www.gov.uk/european-structural-investment-funds  
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Project Finance Structure – an example to demonstrate the impact this may have on the heat price to 
be charged to the user 

A project finance structure would require a higher return delivered to the private sector to cater for the risk transfer that is inherent under 
a debt / equity structure.  Dependant on the project economics it could mean that a more aggressive assumption would be required on 
any heat price charged to end users.  Hence, a privately financed HN may require access to a higher heat density than a public sector 
financed HN to achieve the same end tariff to customers. 

It is likely that this process will be iterative and that once the different financing and contractual structures are applied 

to the preferred option(s) then the scope of the project may need to be revisited.  It may be that some of the funding 

sources which have specifically been developed to promote the development of HN will allow flexibility around some 

of the funding terms eg deferral of repayment until construction is completed, reduced repayments in the early years 

of the schemes. 

5.d The unbundling of networks 

As set out in the ‘London Heat Network Manual’, the role of a SPV in the development of a HN at scale is 

particularly focussed at the establishment and construction management of networks.  An important consideration in 

the structuring and strategy of SPVs and the consequent Financial Modelling is the potential unbundling of networks 

and possible exit strategies.  

There are examples of project structures which as the project expands, unbundle into their constituent businesses e.g. 

a heat generation company or companies, possibly in different ownership from the network itself – as per networks 

served by energy from waste, possibly a different ownership from the network, e.g. a separately owned and operated 

EFW plant serving a network..  The businesses and risks associated with heat transmission or distribution may be 

separated from that of heat generation.  The result is the need for a structure of control which recognises the role of 

these parties as contractors, but at the same time accommodates their common reliance on the network's operation 

and economics. 

Again, the Financial Model should retain the flexibility to deal with these sorts of changes at a later stage of the project 

e.g. if the CHP units are likely to be replaced by a different technology / commercial approach at the end of their life 

/ change in strategy of the project.  

5.e Confirmation of the Preferred Solution Decision 

The application of the Contractual Structures and the Financing Mechanism may have changed some of the outputs 

from the Financial Model since the analysis in Section 4 summarised in Table 10.  This analysis should be revisited and 

the OB assessment updated.  Given the detailed analysis that will have been undertaken in the earlier assessment it 

would be expected that this could be undertaken quite quickly. 

The analysis should be represented as in Table 13 below. 
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Table 13: Summary analysis of Project Comparator and Preferred Option including Capital Expenditure Optimism Bias – Illustrative 

Example 

 

Project Comparator 

NPV (£’m) 

Preferred Option - HN with EfW 

NPV (£‘m) 

Capital Costs X X 

Operating Costs X X 

Revenue  X X 

Sub total X X 

NPV X X 

Cash Releasing Benefit X X 

NPV X X 

Optimism Bias – CAPEX X X 

NPV X X 

   

 Agreed Measure Agreed Measure 

Benefits Score / Social NPV / Other Qualitative (from 
Section 3) 

X X 

   

Risk (non-financial) score / assessment of option H / M / L H / M / L 

Again, the LA may wish to run some sensitivities on key input variables to understand at which point there may be a 

switch between the Preferred Option decision and Project Comparator. 
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6 Conclusion on Preferred 
Option(s) and Completion of  
Financial Case 

Once the Preferred Option is known and the commercial and financial structures have been applied then it should be 

possible to complete the Financial Case.  It is preferable to only consider one Preferred Option at this point although 

it may be that another option is considered. 

The majority of the information in the Financial Case should be generated from the Financial Model.  

BEIS’s OBC template (Section 5) sets out the key elements that should be contained within the analysis.  The key 

purpose of this section is to determine that the Preferred Option is affordable from the LA perspective and to 

understand the level of funding required. 

At this point, the satisfaction of the value for money goal of the Economic Case and the affordability goal of the 

Financial Case should largely be established.  However, both these positions will need to be monitored throughout the 

next phases of the project – which will require a number of procurement activities.  These positions will be finalised in 

the Final Business Case. 

The information for the Financial Case should be developed from the perspective of the LA as set out in Table 14 

below and provided for each year of the appraisal period. 

Table 14: Sources of information for Financial Case 

Cost Category as per BEIS 

OBC Financial Case Guidance Source of information Comment 

Capital Resources   

Preferred Option: Capital Resources 
required 

Financial Model tabs: 

� ‘Capital Expenditure’  

� ‘Outputs dashboard’ 

LA may not directly be providing capital funding 
into the project. 

Financial Model should be developed with 
functionality to identify all Funding Sources. 
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Cost Category as per BEIS 

OBC Financial Case Guidance Source of information Comment 

Funded by: Financial Model tab ‘Funding Sources’ will 
break out the funding along the lines of: 

� Grant Funding  

� Internal Resources 

� Additional Prudential Borrowing from 
Public Works Loans Board 

If a Project Finance Structure is being 
considered then this will need to identify debt 
and equity sources also. 

Funding sources may be wider than this. 

In a SPV structure, the funding sources may 
come from a mix of debt and equity and not 
impact on the LA in terms of capital budgets.  
Also it may be that some categories of finance 
are to be sourced through the procurement 
process. 

Revenue Resources   

Programme Financial Model tabs: 

� ‘Profit and Loss Account’ 

� ‘Cashflow’ 

This will depend on the specific nature of the 
scheme and the commercial structures chosen.  
There will be a P&L for the scheme which will 
have been used to assess the viability of the 
overall development. 

The P&L in the Financial Model will need to be 
interrogated to draw out the element of costs 
that are being passed onto the LA.  It may be 
that this could be a net income to the LA. 

In HN schemes where the LA is taking an equity 
stake in the delivery vehicle then the dividend 
flow to the LA will need to be considered. 

Also if the LA is lending Prudential Borrowing 
into a delivery vehicle but charging a ‘premium’ 
on the underlying rate then this should also be 
recognised in the affordability assessment. 

Admin Costs of administering the HN scheme These should be developed by the LA or the 
Developer / SPV / ESCO developing and 
delivering the network. 

Care should be taken to ensure there is no 
double-count with costs included in the 
Programme Costs line.  This may arise in LA led 
schemes where the LA plays a key role in the 
delivery vehicle. 

Funded by: 

� Existing Budgets 

� Additional Sources 

There may be some budgets already in 
existence to fund the operations of the HN.  
These should be compared to the proposed 
costs and a commitment made to find the 
difference. 

An important part of the OBC approval will be 
the degree to which there is LA elected member 
approval of the scheme and commitment to 
meet any revenue shortfall which needs to be 
found for the project. 

6.a Financial Risk 

The impact on the sensitivity testing undertaken in Section 4 should now be considered on the financial position of 

the LA.  This should specifically determine the impact on the affordability of the scheme.  As part of this, an 

assessment should be made as to what movement in the key variables could cause the LA to reconsider its 

commitment. 

If this affordability commitment cannot be met then the decision around the Preferred Option will need to be 

reconsidered.  It is likely that the process will be iterative. 
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6.b Next Steps 

Once the OBC has been approved, the use of the Financial Model developed within the OBC will change dependent 

on the structuring of the deal.  The commercial characteristics of the deal and the roles performed by the different 

parties will need to be considered to determine which elements of the Financial Model are utilised by the LA and 

where the private sector may be involved. 

It would be expected that the model would be used as follows: 

• Key elements from the Financial Model will be used to determine parameters of the procurement process, for 

example: 

– Affordability envelope – this sets out the range of budget support that the LA and others would be prepared 

to provide to support the scheme before having to revisit the scope 

– NPV competitive benchmark to feed into the bid assessment, although it is noted that Bidders will be assessed 

on their whole life cost 

– Initial guidance to bidders on financing options 

– Heat Tariff / Consumer Comparator (see section 1(c)) eg a LA may reasonably assume that a bidder will 

reveal a pricing methodology that has been used on other projects or a justification why a new heat pricing 

methodology may be required.  This may give the LA confidence to the LA that end customers will not be 

overcharged 

• If the LA decides to finance the scheme itself, then the Financial Model may be used to determine the level of 

Prudential Borrowing or internal cash reserves that the LA would require to develop the project 

• If there is a competitive process to choose a delivery partner (this is likely to be in the Private Sector Led 

approach with the LA procuring the delivery partner) then the Financial Model should not be shared with the 

bidders.  It would be expected that guidance would be provided to bidders to confirm the requirements that the 

LA would want to see in the bid Financial Model.  The delivery partner would then use the models they have 

developed to work with its potential funders of the project 

• As at the OBC stage, the Financial Model will be the key source of information to allow completion of the Final 

Business Case 
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Part 2: Heat pricing  
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1 Introduction 

Consideration of the pricing approach for a HN will be key to understanding the revenues available and overall 

viability of the project. As discussed further in Part 1 Section 4(b), the price and pricing structure will be pivotal to 

testing the robustness of the project, in particular sensitivity testing relating to consumption. Not only will there be a 

high level of consumer interest in the pricing and charging structure (including attracting customers to connect in the 

first place), but it is also likely to have an impact on the type and origin of funding which might be available to the 

project.  

This Part of the guidance firstly sets out the context in which this document is operating, noting the largely 

unregulated market in which the supply of heat is currently made. A summary is given of the emerging guidance in the 

market aimed at consumer protection and setting best practice standards such as Heat Network (Metering and Billing) 

Regulations, the Heat Trust and CP1:2015. 

Secondly, the principles which should be borne in mind when setting the pricing strategy and structure for the scheme 

is described, including the types of pricing structures currently in the market and which elements of cost are most 

likely to be reclaimed through each element of the pricing structure, some of which may vary over time as the cost of 

delivering the service changes. The ways in which pricing levels can be set is discussed, commenting on the consumer 

expectation that prices might be equivalent to (or cheaper than) the common alternative (i.e. Consumer Comparator), 

and how to develop the cost of the alternative benchmark. It should be noted that this Consumer Comparator may 

play a role in the assessment of the Project Comparator – see Part 1 Section 1c Project Comparator. Different 

customer types are discussed and how the pricing structures might be different for these users depending on their 

consumption attributes and statutory requirements. 

Thirdly, the options for revenue collection over varying periods are discussed, including the implications on cash flow 

and budgeting for both the heat provider and the heat user. Cash collection will also need to be considered as well as 

the approach to dealing with debt, especially in the case of vulnerable customers. 

Finally, the link back to the Strategic Case is made, identifying examples of strategic objectives which may be 

conflicting when it comes to setting the pricing strategy. 



Heat Network Detailed Project Development Resource:  Economic and Financial Case 

© 2016 Grant Thornton UK LLP. All rights reserved. 68 

2 Context 

The context in which HNs are operating should be considered when setting heat prices. Key areas of emerging 

guidance are summarised below. Clearly implementing an efficient and well-designed HN will be a first step in 

supplying heat to consumers at a 'reasonable' price and therefore protecting consumers, which is dealt with in more 

detail in Part 3 Section 4c. 

2.a Legislative framework 

There is currently no regulator for the supply of heat via a HN, unlike for electricity and gas (Ofgem) and water and 

sewerage (Ofwat). HNs are sometimes perceived to be a natural monopoly as there can be very little market choice 

and consumers are often tied to one supplier for a long period of time. As such, the onus for customer protection, in 

particular with respect to operating an efficient HN and setting pricing levels, lies with the supplier. 

Consumer issues in the industry have been highlighted by research reports by the consumer group Which?, 

Changeworks17, and the statutory consumer representative Citizens Advice. The Which? report highlighted that "a 

significant number of consumers were dissatisfied with their district heating scheme, with cost a widely held concern" 

and states the "Government must consider measures to regulate the market and to introduce fair pricing". In 

particular, consumers had concerns that they may have been mis-sold district heating, there was confusion about what 

was included in their bills and consumers dissatisfied by poor customer service and complaints handling procedures. 

Which? collected data for 40 metered schemes and estimated that the average cost was equivalent to 11.04 p/kWh, 

but ranged from 5.51-14.94 p/kWh. This range is significant and highlights the disparity in costs for users.  

Ofgem's Insights paper on households with electric and other non-gas heating18 shows increasing interest in 

protection for HN customers and notes that the paper hopes to inform any future decision regarding the regulatory 

framework of this market. However, Ofgem currently has no powers with regards to heat networks and consumer 

issues.   

2.b Metering and Billing Regulations 

Heat Network (Metering and Billing) Regulations19 implement the requirements in the EU Energy Efficiency 

Directive (EED) with respect to the supply of distributed heat, cooling, and hot water. It should be considered 

whether the HN in question falls under this regulation using the Scope Guidance20, noting that the regulations do 

                                                        
17

 Section 4.4 Approaches to billing, Identifying the fair share – Billing for District Heating, Changeworks, 2015 
18

 Insights paper on households with electric and other non-gas heating, Ofgem, 2015 
(https://www.ofgem.gov.uk/sites/default/files/docs/insights_paper_on_households_with_electric_and_other_non-gas_heating_1.pdf) 
19

 Heat Network (Metering and Billing) Regulations 2014 and the Heat Network (Metering and Billing) (Amendment) Regulations 2015, 
SI 2014 No.3120 (HM Government, 2014) 
20

 Heat Network (Metering and Billing) Regulations 2014, Scope Guidance 
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cover most district HNs and communal heating in England, Scotland, Wales and Northern Ireland, and includes 

residential, commercial, industrial, public sector and other networks. 

The Heat Network (Metering and Billing) Regulations cover: duty of heat suppliers to notify the Secretary of State 

(and thereafter every four years) of heat supplies which fall within scope; metering requirements; and billing 

requirements. The below summary is not intended as a substitute for reading the full Regulations.   

• Where technically possible and economically justified to do so (i.e. less than £70 each year per bill paying 

customer21), billing information must be accurate and based on actual consumption 

• Specific charges for the provision of the required bill or billing information is not permitted (with some 

exceptions) 

• Explanation of the information contained in a bill, including how the bill was calculated and specifying fixed and 

variable charges must be provided 

• At the request of the customer: 

– Electronic billing information must be available 

– Billing information must be provided to an energy services provider (a person who supplies energy efficiency 

services) 

– Estimates of energy costs must be provided in a format which enables customers to compare the charges of 

different energy suppliers 

• At least once a year a bill must be issued to the final customer. Where the final customer has opted to receive 

electronic billing or where requested by the final customer, billing information must be issued by the heat supplier 

at least quarterly, otherwise this should be issued at least twice a year. 

What constitutes 'Billing Information' 

� current energy prices charged 

� energy consumption data 

� where available, comparisons of current energy consumption with the previous year (preferably in graphical form) 

� contact information for organisations from which information may be obtained on available energy efficiency improvement 
measures and technical specifications for products which use energy 

2.c  Heat Trust 

The Heat Trust22 is a GB-wide customer protection scheme for residential and micro-business 

customers served by communal and district heating networks, launched in November 2015. The 

industry-led Scheme is a voluntary self-regulation initiative aiming to recognise best practice, in 

the absence of a statutory regulator. It sets out customer service standards and customer 

protection requirements. Once a supplier becomes a member, it will be able to use the Scheme 

Certification Mark. Members must agree to the terms of the scheme and pay a joining fee, as well 

as a fee per connection. 

                                                        
21

 Paragraph 6, Schedule 2, Heat Network (Metering and Billing) Regulations 2014 
22

 http://heattrust.org/index.php 
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It should be noted that the Heat Trust 'Rules' are publicly available and therefore even if a decision is taken not to 

become accredited, the Heat Trust's best practice can still be adhered to. 

Key sections of the 'Rules' are noted below: 

Section 8 Joining and Leaving Procedures describes the information to be provided and processes which should be 

undertaken for those joining and leaving a scheme. In particular, it states that a scheme information sheet should set 

out the principles and benefits of district heating, including the key differences between district heating and the 

regulated utilities and a link to the Heat Cost Calculator. See Section 4b for further detail on the Heat Cost Calculator. 

Section 14 Vulnerable Heat Customers details how to identify and support Vulnerable Heat Customers with access to 

additional and impartial information or assistance, e.g. bill payment; energy consumption; and debt management. 

Section 15 Heat Bill and Heat Charge Calculations sets out requirements for calculating and billing heat users. This section 

references the Metering and Billing Regulations, and supplements this on specific requirements for participation in the 

Heat Trust Scheme in relation to current and future heat charges, notable areas of which are detailed below. The 

below summary is not intended to substitute reading the full Rules. 

• Bills must be provided in the customer's preferred format (paper or electronic) 

• Bills must be issued promptly following the end of each agreed period and 31 days' notice should be provided of 

any changes to planned billing dates 

• Payment dates must be a minimum of 14 days from the date of the bill and this payment date must be set out 

clearly on the bill 

• An annual account statement/bill must set out in a clear and transparent format: 

– Tariffs associated with each element of the pricing structure (see below), including VAT 

– Volume of heat consumed (for metered properties) 

– Total charge over the period 

– Explanation of how the total charge has been derived (for unmetered properties) 

– Billing Information (as above) 

• A charges schedule must be available setting out a list of the cost components that make up the pricing structure 

elements 

• Any external datasets used for calculating elements of the charge should be referenced and accessible 

• Fixed charges must be consistent across the site, regardless of metering type 

• Billing Information must be issued at least twice a year and with every bill issued (when billed based on actual 

consumption) and at least quarterly (when billing electronically) 

• Initial bills and billing information must be issued free of charge 

• The basis and triggers for future change to charges must be set out, must not occur more than once every 6 

months, and customers must be notified 31 days in advance of any change to charges 

Section 16 Paying the Heat Bill and Payment Difficulties details requirements for communication, payment methods and 

working closely with those having difficulty making payments. 
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2.d Heat Network Code of Practice (CP1:2015) 

Section 7.1 of CP1:2015 describes minimum standards for meeting the objective 'To provide reports on energy supply and use 

and bills that are clear and informative' (referencing The Metering and Billing Regulations and the Heat Trust).  

A requirement is set out to issue the heat customer with an annual statement: 

• comparing the heating charges for the HN supply with the equivalent charges for the most common form of 

alternative means of heat supply for this building and its location, taking account of maintenance and capital 

replacements costs; 

• detailing the amount of heat energy supplied to the network from each energy source; 

• of the heat losses on the network based on meter readings where available; 

• of the parasitic electricity used to deliver the heat (pumping energy and other energy centre electricity use); and 

• of the CO2 content of the heat delivered to the customer (taking account of heat losses and pumping energy) and 

a comparison with the emissions from other standardised energy supply systems such as: individual gas-fired 

boilers, direct electric heating or heat pumps. 

It also supplements this with propositions for Best Practice, which could involve the following in relation to pricing: 

• Providing bills at more frequent intervals, using actual meter data not estimates, and installing smart heat meters 

so users can see in real time via energy display devices their heating use and the heating cost  

• A discount on the bill if the return temperature achieved is consistently lower than a specified threshold (most 

likely to be suitable in contracts with non-domestic customers).  

Offering a discount where the return temperature achieved is consistently lower than a specified threshold, is not 

currently common in the UK but can be seen elsewhere in Europe. In order to arrive at an appropriate discount rate, 

technical advice should be sought on the operating cost savings available when return temperature are below a given 

level (with reference to CP1:2015), and then pass a proportion of this back to the customer. In order to realistically 

influence customer behaviour, this discount will need to be at a level which is appealing to the customer. The 

operating and capital cost implications of this will also need to be considered (e.g. of installation and monitoring of an 

advanced metering and information storage system) and weighed up against the operating cost savings available.  

2.e Wider Regulatory Context 

As well as the context specific to HNs, projects will need to consider the wider regulatory context within which the 

project will operate, in particular seeking legal advice where necessary. For example, ‘The Consumer Contracts 

(Information, Cancellation and Additional Charges) Regulations 2013’ which covers pre-contract information and 

complaints procedures, ‘The Consumer Protection from Unfair Trading Regulations 2008’ which protects against 

unfair commercial practices, and ‘The Consumer Rights Act 2015’ which covers issues such as unfair contract terms. 

Where supplies are being made to leasehold and rental properties, familiarity with the 'Landlord and Tenant Act', will 

be required as well as the role of the Housing Ombudsmen and Leasehold Valuation Tribunal, who support in the 

resolution of complaints under the Act.  
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2.f Impact on the Financial Modelling 

Although there is no statutory regulator, following the key guidance emerging in the sector represents an 

administrative cost to the supply of heat. This cost will be in the form of customer care, the cost of heating controls, 

administering comprehensive billing information and the initial and continued cost of metering and billing based upon 

actual consumption. Depending on the approach taken, the costs will need to be factored into the Financial 

Modelling.  

In particular, impacts on the Financial Modelling as described in the table below can be expected. 

Item Impact 

Revenue Due to a focus on billing based on actual consumption, seasonal variations in revenues would be expected which will 
impact cash flow.  

If heat tariffs are to be capped at the cost of the alternative (see Section 4b), this will act as a ceiling on potential revenues.  

The billing mechanism will impact the cash flows and may impact the level of debt risk. 

Opex Customer care and administrative cost would be expected to increase in line with the frequency of billing, the number of 
tariff options and the detail of billing information provided.   

Capex As well as the on-going cost of maintaining metering equipment, there will be an initial capital outlay. 
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3 Pricing Structures 

In this section, detail is given of the most common elements of pricing structures for HNs. Typically, the following 

system is implemented: 

• Flat Charge, or  

• Fixed Charge plus Variable Charge.  

In addition, a Connection Charge may be required. 

The Heat Network (Metering and Billing) Regulations require bills to be based on actual consumption unless it is not 

technically possible and economically justified to implement metering (see Section 2b). This means that Flat Charges 

(which are not based on actual consumption) would need to be justified. Retrofit schemes, new schemes and existing 

schemes are all subject to these Regulations. 

When it comes to pricing a HN, the "customer" can come in several forms and there may be multiple customers 

applicable under any one bulk heat supply. See further details on roles within (see Role Profile ‘Customer’ within the 

Guidance on Strategic and Commercial Case). For example, a private developer or LA may pay a connection charge (a 

type of capital contribution) for connection to the scheme. During operations, the landlord might be responsible for 

the maintenance costs of the scheme, and the tenant responsible for the remaining fixed and variable charges for heat 

consumed – see further detail on the requirements of landlords, social housing and mixed tenure at Section 5f. 

Alternatively, if a private owner is the energy consumer, they will be responsible for the maintenance costs, as well as 

the fixed and variable charges. 

The table below identifies some typical elements of pricing structures, but please note that there are different pricing 

structures available to suppliers, and these may be tailored to the specifics of the scheme and the customer types 

involved – see also Customer Types at Section 5. 

Table 12: Elements of Pricing Structures 

 Connection Charge Fixed Charge Variable Charge Flat Charge 

Description A one off charge for 
connection to the scheme 

An annual fee for 
availability of the system 
which is payable 
irrespective of use 

A price payable per unit 
used 

Fixed payment for use of 
the system, irrespective of 
consumption 

Regulations Allowed Allowed Allowed By exception only 

Pricing 
Principle 

To cover (a proportion of) 
the upfront / capital cost 
required to connect a new 
customer to the scheme or 
capture developer 
contributions 

To cover (a proportion of) 
fixed operating costs and 
funding costs of the 
scheme 

To cover the marginal 
costs of supplying each 
unit of heat 

Cover all costs (with 
potential exceptions for 
lifecycle replacement and 
maintenance of tertiary 
network) 
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 Connection Charge Fixed Charge Variable Charge Flat Charge 

Profits It would be expected that an element of profit would be included in each of the above pricing / revenue streams for 
the scheme, unless a not-for-profit scheme. 

Pros 
(customer 
perspective) 

Upfront payment may 
reduce subsequent 
charges 

For a high volume user, 
cost does not reflect 
usage 

For a low volume user, 
cost reflects usage 

Can allow customers to 
budget more easily  

Does not restrict usage 

Cons 
(customer 
perspective) 

May deter new customers 
from connecting 

For a low volume user, 
cost does not reflect 
usage  

For a high volume user, 
cost reflects usage 

Not reflective of usage 

Perception of subsidising 
other users 

Identifying the fair share23, gives further detail on the pros and cons of the various pricing methods for customers. This 

report summarises research exploring experiences of social landlords and residents with district heating, particularly 

around metering and billing. The report highlights that an effective way of setting tariffs for customer satisfaction is 

through engaging with customers and/or offering tariff options, albeit the cost implications of this will need to be 

considered.  

3.a Connection Charge 

A connection charge is a capital contribution towards the capital cost of initiating a connection to the HN. Depending 

on whether considering a new build or a retrofit scheme, connection charges could be paid by either the property 

developer, by the heat user if a private owner, or by the landlord. A connection charge may be payable by both public 

and/or private sector parties to the scheme.  

If in relation to a new scheme, the connection charge is likely to be passed through to the first owner of the dwelling 

via the initial purchase price. If in relation to a retrofit scheme, the connection charge is likely to be passed through to 

property owners via a major works charge. A landlord would need to consider how to recharge this, for example, it 

could be in lieu of a major works bill for replacing a boiler. 

The connection charge could be designed to cover: 

• The capital outlay required for connection to the scheme 

• An amount not more than the avoided cost (e.g. the cost of connection to/installation of an alternative heat 

source, the cost of operation and lifecycle replacement of an existing heating system, or the avoided cost of 

carbon contribution). To aid a calculation of this avoided cost, see 'Project Comparator' and 'Property Developer 

Comparator' within the FMCIRD at Appendix A  

• Planning Authority requirements (e.g. s106 Agreement or CIL – see Part 3 Section 2d)  

In any case where a connection charge is being agreed, there is often a negotiation to be had and will be governed by 

the amount which the entity that will incur the charge is willing to pay. Where this does not satisfy the capital costs 

required for connection to the scheme, these costs will need to be recovered in on-going fixed and/or variable 

charges. 

                                                        
23

 Section 4.4 Approaches to billing, Identifying the fair share – Billing for District Heating, Changeworks, 2015 
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3.b Fixed Charge  

Fixed Charges are often set to cover the fixed costs or minimum running costs of the scheme. This gives comfort to 

the operator (and funder) of the financial viability of the scheme. A common complaint made by customers is that 

Fixed Charges are high, and therefore a commercial decision should be taken as to whether the full extent of fixed 

costs should be included in the Fixed Charge. A balance may need to be drawn here between customer satisfaction 

and comfort over revenue streams for the operator (and funder); it should be borne in mind that the lower the Fixed 

Charge, the higher the demand risk. 

Broadly, these fixed costs are commonly made up of: 

• Operation & Maintenance 

• Lifecycle Replacement (i.e. cost of overhauls and replacement of capital items over the life of the project) 

• Debt repayment   

• Metering and Billing24 

• Cost of heating controls 

• Other Overheads (e.g. Insurance, Customer Service) 

• Cost of heating communal areas (if applicable) 

For transparency, suppliers may look to split Fixed Charges by category. In particular, this would help where different 

entities are required to pay for separate elements of the Fixed Charge. For example, under the Landlord and Tenant 

Act25, the cost of maintenance and replacement must be charged to the landlord and not directly to the customer 

(albeit will likely be recharged to the customer via their rent). 

There are a number of factors to consider regarding variance in fixed charges amongst users which are noted below. 

In all cases, the costs of administering multiple Fixed Charges should be considered. 

• Estimated Consumption – larger properties are likely to have higher consumption and fixed charges could be set 

to reflect this, based on floor space or number of bedrooms. See Figure 3 at Section 4b for heat usage estimates 

by property size.   

• Consumer Choice - tariff options could be offered as a choice to the consumer, similar to mobile phone packages. 

Low volume heat users would likely choose a low fixed charge and higher variable rate and high volume heat 

users would likely choose a higher fixed charge and lower variable rate.  

• Property Efficiency – In order to spread total costs more evenly amongst consumers, efficient properties may be 

allocated a higher Fixed Charge. This could be influenced by the location of a flat within a block, e.g. a cold top 

floor flat or a central one insulated by its neighbours. 

                                                        
24

 Specific charges for the provision of bills or billing information is not permitted under Heat Network (Metering and Billing) Regulations 
2014, however, as an overhead, this cost will likely be wrapped up into the Fixed Charge. 
25

 Landlord and Tenant Act 1985, 11,c, “there is implied a covenant by the lessor to keep in repair and proper working order the 
installations in the dwelling-house for space heating and heating water” 
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3.c Variable Charge 

The Variable Charge is often set to cover the marginal costs of supplying heat to the customer, which are commonly 

made up of: 

• Input fuel 

• Losses due to efficiency of the plant / transmission 

• Other variable charges (e.g. DNUoS, variable maintenance)  

• Revenue gained from power export (to offset other costs) 

Variable Charges can be set in bands such that a certain price per kWh is paid up to a set level of consumption and a 

different rate per kWh is paid beyond this level of consumption. However, a single unit rate is favoured by the Gas 

and Electricity Markets Authority when it comes to electricity supply26 (unless multiple tariffs are determined by time 

of use) so multiple unit rates may not represent best practice, albeit this may change with the increase in smart 

metering. 

3.d Flat Charge 

Notwithstanding the requirements to bill based on actual consumption where technically possible and economically 

justified, DECC estimated in 2014 that three quarters of existing residential networks do not have heat meters27. In 

many cases, heating bills are paid as Flat Charges alongside rent payments. Heat with rent can cause complications 

when benefits are involved, as benefits are only applicable to rent, not heat. Flat Charges vary in makeup; some based 

on occupancy, number of rooms, floor area, or simply divided amongst the number of dwellings in the block.  

3.e Additional Payments/Costs 

There may be some costs which are excluded when developing the pricing structure described above, the most 

common examples of which are noted below. The arrangements in relation to additional payments should always be 

made clear to the customer from the outset. Where additional payments are required and there is a sale of the property 

being supplied, then the buyer should be made aware of this prior to the sale 

Lifecycle Replacement: Where revenues from the main pricing structure are not intended to be put aside for lifecycle 

replacement costs, i.e. as a sinking fund, additional payments may be required from the customer to cover these costs. 

Use of a sinking fund, however, allows customers to budget more easily. 

Maintenance of Tertiary Network: Maintenance of the tertiary network (customer-side equipment) may not be 

included in the main pricing structure and it may be the responsibility of the customer to undertake/fund this.  

When charging the costs of maintenance and lifecycle replacement to leaseholders/tenants, the Landlord and Tenant 

Act 1985 and the Housing Act 1996 (as discussed further in Section 5f) should be borne in mind. 

                                                        
26

 ELECTRICITY ACT 1989, Standard conditions of electricity supply licence, Gas and Electricity Markets Authority 
27

 DECC, Implementing the Energy Efficiency Directive as it applies to the meeting and billing of heating and cooling, 2014 
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3.f Impact on the Financial Modelling 

The main impact of the pricing structure on the Financial Model is in relation to demand risk. The higher the element 

of variable pricing, the higher the level of demand risk inherent in the business case. The Financial Model should 

undergo sensitivity testing under a number of plausible upside and downside demand scenarios in order to understand 

the robustness of the business case.   

In particular, impacts on the Financial Modelling as described in the table below can be expected. 

Item Impact 

Revenue The Financial Model should be designed to accommodate any combination of the pricing structures described above (excl. 
Flat Charge unless otherwise determined as the only solution) so that a combination of scenarios can be tested.  

In undertaking the scenario testing it should be noted that the higher the proportion of variable charges, the more at risk 
revenues will be to variations in demand. 

Opex Heat revenues will be required to cover the cost of operating the scheme, unless other contributions or incomes are 
available.  Note that the operational costs of running the scheme and exposure to variable costs (e.g. gas/electricity 
prices) are dependent on the technology. 

Capex Connection charges (or other capital contributions) can be used to offset capital expenditure amounts required for 
installation of the HN. Depending on the commercial agreement, connection charges may only be payable once assets are 
operational and therefore funding may still be required during the construction phase. 
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4 Pricing Levels 

In this section ways in which the heat supplier might arrive at (quantify) the price chargeable to the consumer under 

the selected pricing structure - as described in Section 3 - is set out. 

4.a Cost Based Pricing vs. Pricing with Respect to the Alternative 

The costs of undertaking the project (e.g. capital expenditure, operating expenditure and the required rate of return for 

the project) can be fed into the Financial Model and used to generate a heat price for the consumer over the life of the 

project. This cost-based method of pricing makes for a theoretically financially viable project. However, a key question 

here is whether this price will be acceptable to the customer (now and in the long-term). 

A common theme emerging within Section 2 is in relation to being able to compare the price of supplies under a HN 

with the common alternative in an unregulated market:  

• Which? recommends that an independent, tailored and easy-to-use heat price comparator should be developed 

for all home owners and tenants connected to a HN;  

• The Heat Network Metering and Billing Regulations require estimates of energy costs to be provided in a format 

which enables customers to compare the charges of different energy suppliers;  

• the Heat Trust is in the process of developing the 'Heat Cost Calculator'; and  

• CP1:2015 suggests an annual statement is issued to consumers comparing the heating charges for the HN supply 

with the equivalent charges for the most common form of alternative.  

This move towards comparability of the cost of HNs with the common alternative builds a customer expectation that 

these prices should be equivalent, an expectation that does not seem unreasonable given that it is commonplace for 

other utilities. If heat prices charged are higher than the cost of the alternative, the operator is likely to be open to 

significant criticism from their customers and subject to scrutiny from the emerging 'regulatory' forces in the market. 

HN operators should look to ensure that the prices set for consumers are reasonable and affordable. 

In order to be competitive in the market and meet customer expectations, one option would be to ensure that district 

heating pricing is equivalent to (or cheaper than) the alternative, e.g. gas boiler. In Norway for example, the price for 

district heating cannot exceed the cost of electrical heating in any given supply area28. In the UK, some suppliers are 

implementing a price promise that heat prices are capped at the cost of the alternative and some have set their heat 

prices to be equivalent to, or at a percentage discount against the cost of the alternative. Clearly where a cost saving to 

consumers can be demonstrated, customers are more likely to connect to the scheme. 

The heat price then becomes an input to the Financial Model, with the rate of return becoming an output. Scheme 

operators will need to be comfortable that this (financial) rate of return (along with any other non-financial returns, if 
                                                        
28

 Norwegian Water Resources and Energy Directorate, Energy Act 1990  



Heat Network Detailed Project Development Resource:  Economic and Financial Case 

© 2016 Grant Thornton UK LLP. All rights reserved. 79 

assessed) is satisfactory, and remains satisfactory under sensitivity testing.  This balance between heat prices and rate 

of return during the Financial Modelling process is likely to be an iterative process. 

4.b The Cost of the Alternative (Consumer Comparator) 

To aid with the process setting heat prices, a determination of the cost of the alternative (i.e. the Consumer 

Comparator) will be required. This will also be useful throughout the operational phase of the HN for disclosure on 

billing information. Please also see the 'Consumer Comparator' within FMCIRD at Appendix A for further support in 

developing this comparator.  

Depending on the alternative technology that would be used to heat (e.g. gas boiler, electrical heater), it is likely that a 

number of elements of cost should be taken into account: 

• Utility standing charge 

• Input fuel costs 

• Maintenance costs 

• Replacement costs 

• Health & Safety compliance 

The comparator is unlikely to be a 'one size fits all'. For example, the specification, usage intensity and age of the 

identified alternative technology will impact the efficiency and maintenance requirements of the system. The audience 

for the comparator will also be a consideration, as for example, a tenant would expect to pay for costs associated with 

boiler maintenance through their rent, not through their heating bill. At the time of writing, the Heat Trust is in the 

process of developing a "Heat Cost Calculator" to enable comparison of the cost of HN supplies compared to the gas 

central heating alternative. This proposed heat price comparator takes into account the estimated full costs associated 

with an alternative heating system (i.e. system purchase price, installation, maintenance and running costs).  

The Heat Trust: 'Heat Cost Calculator' 

"means a publicly available facility (as amended, supplemented or replaced from time to time) developed and maintained by the 
Scheme Administrator which allows Heat Customers to compare the cost of his or her Heat Energy Supply against the costs of an 
alternative form of supply of Heat Energy" 

Guidance existing in the market29 suggests comparators for various residential dwelling sizes using a typical gas boiler 

heating system. The 'Average Price of Heat at Usage' shown at the top of the Figure below includes standing charges, 

variable fuel costs, boiler replacement costs and maintenance contract costs.  

                                                        
29

 The Price of Heat and The Regulation of the UK’s Heat Market, CIBSE Technical Symposium, London, UK 16-17 April 2015, Thomas 
Briault and Stuart Allison (Arup) 
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Figure 3: Average Price of Heat at Usage  

 

Source: The Price of Heat and The Regulation of the UK’s Heat Market, CIBSE Technical Symposium, London, UK 16-17 April 2015, 
Thomas Briault and Stuart Allison (Arup) 

4.c Price Reviews & Indexation 

As well as identifying the initial heat price which will be charged to customers, consideration will need to be given to 

how that heat price may be reviewed or indexed over time. This is particularly important given the long term nature of 

HNs. There are two main reference trajectories which will need to be borne in mind: 

• The cost of supplying heat (i.e. the cost base) 

• The cost of the alternative (i.e. the Consumer Comparator) 
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In many cases, these will vary over time on a similar trajectory, e.g. gas-fired CHP and individual gas boilers will both 

be highly influenced by the cost of gas. However, in some cases, the trajectory may separate, e.g. the cost of input fuel 

for a biomass-fired CHP may not always reliably track the cost of gas or electric-fuelled heating.   

An inflationary impact upon the cost base is a risk difficult for any operator to manage.  The extent to which this risk 

can be passed onto the customer (via price reviews and indexation), the lower the perceived project risk (which may 

lead to lower project return requirements, and therefore lower heat prices). However, the consumer will expect that 

their heating costs under a HN will not be higher than the cost of the alternative and therefore it is preferable to cap 

the outturn heat price (following price reviews and indexation) at the cost of the alternative to ensure that the supply 

is affordable.  

The cost base of a HN will be project-specific but a combination of the following indices (i.e. a basket of indices) are 

likely to come into play. In the interests of transparency, auditable market data should be used wherever possible. 

Table 13: Indices applicable to HNs 

Cost Item Applicable Index 

Input Fuel Gas / Electricity prices (DECC/BEIS published prices) – depending on the source of the input fuel, 
wholesale or retail gas price indices may be relevant 

Wages & Salaries Average Weekly Earnings (AWE) 

Other Retail Price Index (RPI) / Consumer Price Index (CPI) 

Below is an example of a heat price formula which could be used to generate the fixed charge and variable charge for 

heat supply in year N. Please note that the proportions given here are for demonstration purposes only and will vary from project to 

project. 

Example Heat Price Formula 

For demonstration purposes, it is assumed that: 

� The variable cost base of the system is determined to consist ¾ of costs tracking gas prices (CHP input fuel) and ¼ of costs 
tracking RPI (variable maintenance); and 

� The fixed cost base of the system is determined to consist ½ of costs tracking RPI (fixed maintenance, replacement) and ½ of 
costs tracking AWE (labour costs, customer service). 
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Example Heat Price Formula 

Fixed Charge 
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where: 

� FCn Fixed Charge in Year n 

� FC0 Fixed Charge in Year 0 

� RPIn Retail Price Index Year n 

� RPI0 Retail Price Index Year 0 

� AWEn Average Weekly Earnings Year n 

� AWE0 Average Weekly Earnings Year 0 

Application of Example Heat Price Formula 

Below is a worked example of how to calculate the heat prices as described by the above formulae for the Fixed Charge and Variable 
Charge in year 3 (i.e. where n = 3). 

 

For demonstration purposes only, we make the following assumptions: 

 

� VC0 Variable Charge in Year 0 £0.15/kWh 

� FC0 Fixed Charge in Year 0  £200 per annum 

� GP3 Gas Price Year 3  £0.05/kWh 

� GP0 Gas Price Year 0  £0.04/kWh 

� RPI3 Retail Price Index Year 3 270 

� RPI0 Retail Price Index Year 0 250 

� AWE3 Average Weekly Earnings Year 3 £500 

� AWE0 Average Weekly Earnings Year 0 £480 
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To avoid 'price shocks' to customers during the winter months, suppliers should consider applying annual price 

reviews during the spring/summer months or applying indexation more frequently.  

Where heat prices are to be capped at the cost of the alternative, consideration should be given to how this Consumer 

Comparator might vary over time. It may be that a domestic gas boiler is the alternative now, but it is difficult to 

predict what would be the norm 40 years into the future (e.g. green electricity-fired heaters? solar-thermal?). Scheme 

operators should perform sensitivity testing on the trajectory of heat prices available to become comfortable about the 

robustness of the financial viability of the project. Consideration should be given to contractual options to amend and 

agree indexation over time. Please also see 'Regulation Role' within Guidance on Strategic and Commercial Case. 
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4.d Treatment of Surpluses 

Depending on how the actual revenues compare to the cost base, surpluses may be generated. A governance 

consideration will be how these surpluses should be used. The following options may be considered: 

• Accumulate in order to cover future capital expenditure 

• Repay any external loans 

• Rebates against customer heat bills 

• Dividends to investors 

4.e Impact on the Financial Modelling 

Whether cost-based pricing or pricing with respect to the alternative is determined to be the preferred method will 

have an impact on the way that the Financial Model is used. For cost-based pricing, the heat price is an output of the 

Financial Model. For pricing with respect to the alternative, the heat price is an input and the rate of return is likely to 

be an output of the Financial Model. This is shown in the Figure below. Ideally both project returns and desired heat 

prices are satisfied as a balance between the two is drawn, which may be through several iterations of the Financial 

Model optimisation process. Providing reasonable and affordable heat prices to consumers should be at the forefront 

of this heat price development process. 

Figure 4: Financial Model using cost-based pricing vs. pricing with respect to the alternative  

Cost-based pricing 

 

 

Pricing with Respect to the Alternative 

 

 

In all cases, thorough sensitivity analysis is required upon revenues in the Business Case, including 

scenarios covering variations in initial prices, indexation and consumption. In particular, it will be important 
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to understand the reduction in revenues that the project could sustain before it becomes un-investible 

(based on the investors criteria for investing). This is sometimes referred to as the 'break-even point'. 

Understanding the Break-Even Point 

In order to identify the break-even point, the Financial Model should be interrogated to understand: 'By how much would projected 
revenues (as linked to the cost of the alternative) need to reduce to render the project un-investable?'. The second question to ask 
would be a qualitative question: 'How likely is it that projected revenues would reduce by this much?' 
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5 Customer Types 

It may be that a single HN supplies various heat users, in which case, it should be considered whether a separate 

pricing strategy should be implemented for each customer type. In this section, some of the considerations which may 

come into play when supplying heat to different types of customers are discussed.  

5.a Volume of Consumption 

The higher the volume of annual consumption of gas and electricity, the lower per unit rate that consumers are likely 

to pay within the wider gas and electricity market. For example in the non-domestic gas market, high volume gas 

consumers can pay 50-60% less per unit when compared to low volume gas consumers. Similarly in the non-domestic 

electricity market, high volume electricity consumers can pay 30-40% less per unit when compared to low volume 

electricity consumers. 

Therefore when negotiating heat prices, it is likely that higher volume heat users will require lower heat prices in order 

to make it commercially preferable to connect to the network. Understanding the consumer's current/alternative cost 

of heat is key to this. High volume heat users offer potential anchor heat loads into the project, which may also 

influence price of heat negotiations. 

5.b Stability of Consumption 

Consumers with a stable, constant and predictable level of year-round heat consumption (e.g. swimming pools) allow 

efficient use of base-load plant and lower requirement for peaking plant. Highly stable heat users offer potential 

anchor heat loads into the project, which may also influence price of heat negotiations. 

5.c Social Objectives 

Tariffs may be set at below market rates (either with respect to the Cost of the Alternative, or with respect to the 

tariffs charged to other users) in order to address social objectives such as fuel poverty. LAs may consider subsidising 

or accepting the cost of some elements of the pricing structure, e.g. the Fixed Charge. LAs may also choose to 

recognise the non-financial benefits of a HN as reasons for investment. See also Part 1 Section 3. 

Where heat sales are being considered at below market rates, please refer to section 'Downstream aid to third parties' 

within the Guidance on Powers, Public Procurement and State Aid, which discusses the potential State Aid 

implications of this approach. Although supplies of heat at below market prices to a private individual would not be 

considered to breach State Aid, an intermediary purchasing heat for onward sale (obtaining a commercial benefit) may 

indeed be considered to be benefitting from state resources. 
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5.d Complementary Consumption Profiles 

Customers should be sought for the scheme so as to achieve a consumption profile which is as flat as possible 

(therefore optimising usage of base plant and reducing the requirement for peaking plant). Customers with a flat 

consumption profile are clearly most advantageous in this respect but complementary demand profiles can also be 

obtained. For example, residential customers tend to have higher heat demands in the early morning and evening. This 

might complement well with an office block requiring demand during the day and an industrial process requiring 

heating overnight. The flattening of seasonal variances will also need to be considered, including identifying 

opportunities to increase summer demand and potentially cooling opportunities – see Part 3 Section 3c Cooling. 

Typically, consumers are likely to be a combination of the following (which may be public or privately owned): 

Table 14: Typical consumption profile by consumer 

Consumer Typical consumption profile 

Offices Daytime on week days, seasonal variance likely 

Industrial Dependent on industrial process 

Leisure May be low but constant demand, e.g. swimming pool 

Residential Mornings and evenings during the week and all day on weekends, seasonal variance likely 

Prison / Care Home / Hospital Likely to be constant, seasonal variance likely 

Commercial Dependent on opening hours, seasonal variance likely 

Furthermore, commercial or industrial heat load customers can help to ensure the return temperature of water to a 

CHP (if applicable) unit is low and this improves efficiency. 

In this way, a project may be willing to offer lower heat prices to customers with certain consumption profiles to gain 

their custom given the positive impacts (and financial consequences) they may have on the project should the 

consumption profile be complementary to the scheme. 

It should be noted that as well as complementary consumption profiles within the scheme, flattening demand from 

plant can also be achieved by e.g. heat storage – see further detail on this in Part 3 Section 4d Heat Storage. 

5.e Density of Demand 

The higher the density of demand, the more efficient the scheme. This is due to reduced pipework distances required, 

lower thermal losses on transmission and therefore lower plant capacity and input fuel requirements. For this reason, 

location of consumers can significantly impact the cost of a HN. Therefore, a project may be willing to offer lower 

heat prices to customers at certain locations to gain their custom given the positive impacts (and financial 

consequences) they may have on the project. 
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5.f Social Housing and Mixed Tenure 

Careful consideration should be shown where heat supplies are being made to a building which includes tenants 

(social and private) and/or leaseholders; different pricing structures may be required for these groups where there is 

mixed tenure. An example of this would be social housing which may include both (long) leaseholder and (short lease) 

tenants. 

(Short Lease) Tenant: Under the Landlord and Tenant Act 198530, landlords must bear the cost of maintenance and 

replacement of a HN, as it relates to keeping "in repair and proper working order the installations in the dwelling-

house for space heating and heating water". This landlord overhead is typically wrapped up into the rent charge, but it 

must not be charged over and above the rental amount.  

(Long) Leaseholder: The cost of maintenance and replacement of a HN would need to be reclaimed (in all or part) via 

a service charge, which must reasonably reflect actual cost incurred under the Housing Act 199631. Furthermore, 

leaseholders have a legal right to be consulted prior to certain types of service charge expenditure, such as major 

works (over £250 per leaseholder) and long term agreements (contracts for more than 12 months and £100 per 

annum per leaseholder)32.  

Case Study: Camden Gospel Oak 

Almost 1,500 residents in six neighbouring social housing blocks benefit from this tripartite scheme, which harnesses surplus heat from 
the CHP at The Royal Free Hampstead NHS Trust hospital and pumps it to local Camden council homes.  It is anticipated that the 
scheme will save in excess of £1m on fuel costs by 2026 and 2,500 tonnes of CO2 annually.   The Council pays an access fee to the 
hospital annually and O&M costs to the term contractors. 

5.g Impact on the Financial Modelling 

The types of customer and the pricing structure identified for each customer type will need to be built into the 

Financial Model. In order to set prices at suitable price levels, a clear understanding of the potential customer Cost of 

the Alternative (i.e. Consumer Comparator) should be developed and an initial/in principle agreement sought giving 

additional robustness to the Business Case. 

In the context of the Business Case, it can be considered that there is a degree of feedback between the level at which 

prices are set and the level of demand, as the cost of heat is likely to either attract or deter certain customers. In some 

cases, and particularly for non-residential customers, varied tariffs for time of day use can be implemented in order to 

drive consumption habits and favour network load balancing. 

                                                        
30

 Landlord and Tenant Act 1985, 11,c, “there is implied a covenant by the lessor to keep in repair and proper working order the 
installations in the dwelling-house for space heating and heating water” 
31

 Housing Act 1996, Part III Landlord and Tenant, 83, the tenant has a right to “determination of reasonableness of service charges” 
and can dispute whether the costs were reasonably incurred via the Leasehold Valuation Tribunal 
32

 https://www.gov.uk/leasehold-property/service-charges-and-other-expenses 
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6 Revenue Collection 

Once the pricing structure and levels have been set for the various customer types, the way in which this revenue is 

collected from the customer will need to be considered. There will need to be consideration of the frequency of 

billing, managing debt and performing the billing function itself. 

6.a Cash Flow 

Elements of the pricing structure may be billed on a weekly, monthly, quarterly or annual basis. Payments may be 

required in advance, in arrears or on a pre-payment basis (if the HIU has been engineered to accommodate this 

payment structure). As impacted by consumption during the period, the method of collecting Variable Charges will 

need to be considered. Methods include: 

• (most common) charge in advance and reconcile with meter readings at the end of the period; 

• charge in arrears once meter readings are available for the period; or 

• operate a pre-payment system.   

When setting billing/discount frequency, the cash flow and budgeting implications of both the customer and the 

energy provider will need to be considered. It is likely that the heat provider will favour advance or regular payments, 

whereas the heat user may favour fewer payments in arrears. The frequency of payments may also have an impact on 

the ability for the heat user to keep up with payments and therefore a strategy for dealing with debt will be required. It 

is likely that the more frequent the billing, the lower the risk of debt, albeit the cost implications of frequent billing 

should be considered. 

Subject to the approach taken on billing frequency, it is advisable to make the customer aware of the time window 

within which meter readings can be reported to be taken into account in the billing period in question. This will avoid 

confusion and unnecessary communication when the customer sees an estimated bill.  

6.b Debt Strategy 

It will be important to set a strategy in terms of debt management. Although more expensive to install, it has been 

noted that prepayment meters often lead to lower debt collection issues, as compared to direct debit or credit billing. 

Prepayment meters, however, can lead to residents self-disconnecting or under-heating. 

Common approaches include sending out reminder letters, eventually leading to disconnection (where technically 

possible). However, in the case of social landlords and vulnerable customers this process must be considered carefully 

with reference to Section 14 Vulnerable Heat Customers and Section 16 Paying the Heat Bill and Payment Difficulties of the Heat 

Trust standards. 
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6.c Billing Management Function 

It should be considered whether billing will be performed in-house or outsourced to a third party. Depending on the 

billing frequency, payment methods and debt strategy, billing management can be a resource-intensive function. 

Outsourcing this function leads to lower levels of control, but may allow for access to expertise/resource which may 

not exist in-house. On the other hand, social landlords have "felt that the potential to disconnect people from their 

energy supply would conflict with their role as a social landlord"33. In any case, the meter reading and communication 

system implemented will need to be robust in order to effectively perform the billing management function. In 

particular, where guarantees have been given to consumers regarding savings against the Consumer Comparator, 

robust management processes will need to be in place to ensure that such guarantees are respected. 

Clearly, collection of heat consumption data will be required in order to bill based on actual consumption. Such data 

could be collected by the scheme operator or a third party, received as a submission by the consumer, or collected 

electronically under a 'smart meter' approach, if processes are developed to enable this. As well as being necessary for 

the billing process (under a metered scheme), consumption data also aids a greater understanding of usage profiles and 

therefore may allow for further optimisation of the scheme. 

6.d Impact on the Financial Modelling 

The charging methodology will be key to understanding revenue cash flows within the Financial Model. Infrequent 

and in arrears cash collection may cause difficulties for the delivery body in servicing its own operating expenditure, 

which will have an impact on the solvency of the delivery body. The working capital implications of the mechanism 

will need to be factored in to cover estimated levels of debtor days. Within the Financial Modelling, it will be 

important to make an assumption in relation to bad debts, which will have an impact on profitability and cash flow. 

Where bad debts are considered to be a significant cost to the scheme, sensitivity testing should be performed. 

Finally, the cost of the billing management function must be factored into the Financial Model, be they performed in 

house or outsourced. 

                                                        
33

 Section 6.5 Variable rate billing, Identifying the fair share – Billing for District Heating, Changeworks, 2015 
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7 Tensions of  Strategic Objectives 

When setting the pricing strategy, it will be important to link back to the overall strategic objectives of the project. For 

further guidance on strategic objectives, see Guidance on Strategic and Commercial Case.  

The diagrams below give some examples of objectives / requirements which may be in consideration for a HN 

project. You will see from the commentary that some of these objectives may be conflicting when it comes to setting 

the pricing strategy. 

Figure 5: Tensions of Strategic Objectives  

 

The lower the heat prices, the more the schemes is 
likely to be able to tackle issues of fuel poverty 

 The higher the heat prices the more income/profit 
generating ability the scheme will have 

 

 

The lower the fixed charge, the more heat costs to the 
consumer are linked to heat consumption  

 The higher the fixed charge, the more comfort 
over income the funder will have   

 

 

Consumers are more likely to be satisfied if prices are 
set to be equivalent to (or cheaper than) the cost of the 
alternative (e.g. gas boiler and gas prices) 

 Revenues must cover the actual costs of the 
scheme in order to be financially viable (unless 

other contributions are available) 

 

 

Residents are less likely to self-disconnect from their 
heating or under-heat their homes under a billed 
schemes 

 Prepayment metering avoids heat users falling 
into debt and the need for resources spent on 

debt collection 

Given the potential conflicts noted above, prioritisation and balancing of strategic objectives will be required when 

setting the pricing strategy. 

In order to manage the tension between potentially conflicting objectives, it is important that good governance and 

proper regulation are implemented. For more detail on the governance and regulation roles, see Guidance on Strategic 

and Commercial Case. 

Alleviating fuel poverty Heat Prices? Generating income/profits 

Cost linked to usage  Proportion of Fixed Charge? Give comfort to funders 

Meet consumer expectations Track Cost of the Alternative? Cover running costs 

Alleviating fuel poverty  Prepayment meters? Avoid debt collection issues 
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8 Pricing Examples  

A number of theoretical examples of ways in which pricing structures may be developed when taking into account the 

specifics of the scheme opportunity (such as the heat source, the customer types and the delivery structure) are given 

below. 

8.a Example 1: Bulk Supply to Social Landlord 

In this example, the LA is requiring investment in its ageing heating stock for a public building and this is also the case 

for a nearby mixed-tenure social housing block. A small district heating network using biomass-fired CHP has been 

identified as a viable option for combined delivery. The LA will finance and own the HN assets. Direct supplies of 

heat to the council buildings will be on a cost-basis but the social housing block will be served via a bulk supply 

agreement with the social landlord, who will sell the heat onwards to the residents. 

The LA has agreed to set the price of heat sales to the social landlord at x% below the cost of the alternative (the gas 

boilers) with indexation tracking the cost of gas, on the agreement that this benefit is passed onto the residents. 

The cost of input fuel (biomass) is lower than had been expected due to a surfeit of high quality wood pellets in the 

market. The trajectory of this commodity reduces below that of gas. For this reason, a surplus is generated. The LA 

decides to put this surplus towards capital expenditure required to expand the network. 

Biomass Fired CHP

Local Authority

Heat supplies to the public building are a central cost (input 

fuel and O&M) to the council via its own asset

Residential Social Landlord

A bulk heat supply agreement is made with the social 

landlord at below market rate on a per unit basis which 
requires consideration of State Aid implications

Social Tenants

Heat supplies to the social tenants  are billed based on 
metered usage with a fixed charge + variable charge.

Maintenance and Replacement costs must be borne by the 
Landlord (albeit reclaimed through rent).

Leaseholders

Heat supplies to the leaseholders are billed based on 
metered usage with a fixed charge + variable charge.

Maintenance and Replacement costs are charged via a 
Service Charge based on actual expenditure.
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8.b Example 2: Connection Charges  

In this example, the LA is looking to meet carbon reduction targets. A set of council buildings has been identified as 

heat load potential for a nearby operational energy from waste (EfW) facility which has surplus heat.  

A shopping centre requests planning permission in the vicinity for which permission is granted on the condition of a 

s106 agreement for connection to the potential HN. This increased heat demand and connection charge renders the 

scheme economically viable to a private sector investor (ESCo). 

Due to the significant s106-driven connection charge and the capital contribution (in asset form) of the council's 

boilers, limited capital expenditure was required by the private sector ESCo. The limited capital cost led to low 

funding costs which (coupled with the low perceived demand risk of the customers) meant that the LA and the 

Shopping Centre were able to benefit from low fixed charge elements for on-going heat supplies (as agreed within the 

heat supply agreements from the onset). 

The LA objective for connection to the scheme was in relation to the carbon savings offered and therefore was 

satisfied to pay the cost this low carbon heat. Similarly, the shopping centre was content to promote its green 

credentials. A negotiated and agreed cost based pricing approach (including costs, overheads and profit for the ESCO) 

was therefore taken and agreed over the long term with inflation to be reflective of the heat purchase agreement with 

the EfW. 

EfW

Private ESCo

ESCo purchases heat from the EfW, as well as operating 

back up boilers for peak demand

Local Authority

The local authority transferred ownership of its existing 

boilers to the ESCo as a capital contribution.

Heat supplies to the public buildings are under a 
commercial heat supply agreement using a fixed charge + 

variable charge.

Shopping Centre

s106 agreement for development of the shopping centre 

gave rise to a significant connection charge.

Heat supplies to the shopping centre are under a 
commercial heat supply agreement using a fixed charge + 

variable charge.
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Part 3: Revenue Streams 
& Avoided Costs – 

Maximising 
Opportunities 
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1 Introduction 

A HN tends to be specifically designed for the context in which it operates.  Some schemes are large, connecting 

hundreds of users and others are small, linking in only two or three buildings. Heat sources and users will also vary 

from scheme to scheme. In many cases, they have grown organically over time, as funding or planning has allowed, 

and as need or technology has developed.  

The result of this is that whilst there are some commonalities between HNs, each one is unique and has its own 

developmental ancestry.  This is a mixed benefit.  The benefit is the wealth of varied approaches from which to draw 

lessons learned and successes. The flip side is that there is no 'one size fits all'.   

In order to develop and deliver a cost effective scheme, the organisation undertaking the Promotion role  - see 

Guidance on Strategic and Commercial Case - must understand the context and environment 

(social/geographical/political/economic/technical) in which the scheme is being developed, draw from historic 

schemes and be innovative. This guidance note seeks to highlight areas for consideration when designing a scheme in 

this way.  

Main reference documents used for this guidance note include: 

• Towards a Smart Energy System, DECC, December 2015;  

• District Energy in Cities, Unlocking the Potential of Energy Efficiency and Renewable Energy, United Nations 

Environment Programme, 2015; and 

• CP1:2015 

Firstly, areas where the approach to funding can reduce costs to a project are identified, for example through reducing 

the perceived risk to the funder, availability of internal funds and/or funds to which interest and repayments are not 

applicable (grants, s106). Types of funders which may be available to the project are noted and consideration is given 

to the implications of refinancing. This section should be read alongside Part 1 Section 5 ‘Commercial Structure and 

Financing Mechanism’. 

Secondly, heat revenues and additional revenue streams which may supplement the supply of pure heat are 

considered. These could include revenues relating to sales of electricity, cooling, as well as supplies of other utilities 

such as water. Consideration of government subsidies is also made. 

Finally, avoided costs are considered, from both a LA and developer perspective. System design for efficiency is 

discussed with reference to CP1:2015 and consideration is given to exploring demand side response and heat storage.  

The benefits of an informed customer should not be forgotten and educational programmes to incentivise efficient 

energy usage can also offer opportunities for reduced costs. The guidance notes certain areas where costs can be 

reduced through access to surplus / naturally occurring heat sources and through exploring opportunities for 

collaboration and running an efficient procurement process.  
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2 Funding 

The approach to developing the Financing Mechanisms for the HN project and how it links to the specific project 

characteristics is set out in Part 1 Section 5. Once the Financing Mechanism has been determined then it should be 

possible to consider the specific sources of funding. As a general principle, the lower the risk perceived by the funder, 

the lower the cost of finance is likely to be. Therefore, parent company guarantees and guarantees of demand are likely 

to reduce the risk and therefore the cost of finance of the scheme. 

Due to their high frontloaded capex and long return periods, HN projects may not be attractive to some types of 

funders, who are looking for a higher return over a short period. However, the secure and long-term income 

opportunity will be attractive to certain institutional lenders, particularly if there is an ability to refinance during the 

operational phase.  

In any case, the ability of funders to lend for the required period of time will need to be understood when the viability 

of the project is tested through the Financial Model. As the Economic and Financial Case is developed, the source and 

type of funding will influence and be influenced by the delivery vehicle for the project. This will therefore need to be 

reflected back through the Commercial Case - see Guidance on Strategic and Commercial Case.  

2.a Types of Funding – overview 

There are many sources of funding which could be used to fund a HN project, broad categories of which are set out 

below: 

• Retained Reserves – funds already existing within the public or private sector, which can be invested in a HN 

project (either directly spent on the project, lent as debt or as equity into an SPV) 

• External Debt Providers: 

– Prudential Borrowing – Public Works Loans Board (PWLB) 

– Bank funding 

– Pension funds 

– Bond holders 

– Construction period lenders/mezzanine debt 

– Asset backed finance/lease 

– Working capital facilities 

• External Equity Providers – would be Private Equity where not publicly traded on a stock exchange 

• Subsidised Funding – debt with a social or environmental purpose which may be on preferable terms 

• Grants – interest free and non-repayable, grants with a social or environmental purpose may be available 
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There are a number of considerations when deciding on the funder for a HN project, as described in the paragraphs 

below. 

2.a.i Speed and availability of funding 

In order to be able to mobilise a project quickly, readily accessible sources of funding (e.g. retained reserves, PWLB) 

may be considered preferable to more conditional sources of funding (e.g. grants and bank funding), even if more 

expensive. The conditions may be in terms of lengthy due diligence processes or grant conditions.  

2.a.ii Sector seeking funding 

Certain funds may only be available to public sector (e.g. PWLB and certain grants/subsidised funding) whereas other 

sources of funding may be available to both (e.g. asset backed finance) and therefore consideration should be given to 

the body which will be receiving the funding. 

2.a.iii Pre or post-construction 

The construction period is generally considered to be the highest risk phase of the project and due to risk appetites, 

different funders may be more suited for either pre or post construction financing. For example, pension funds and 

bond issues are unlikely to be appropriate for investment pre-construction, whereas construction lenders provide 

funding specifically available during the construction phases. Some funders, however, will be able to fund throughout 

the project (e.g. GIB and retained reserves). Note that the cost of finance will likely increase in line with the level of 

risk being taken by the funder and therefore construction period lending is often a higher cost form of finance. 

2.a.iv Size of funding required 

As the typical capex for a heat network is in the region of £4-40m, sourcing external debt finance may be challenging. 

In particular, bond issues and pension funds are unlikely to be appropriate for individual or small heat networks; the 

minimum bond size is likely to be in the region of £150m. There may therefore be the need to aggregate projects to 

make the investment more attractive to large lenders e.g. infrastructure banks. 

2.a.v Project specific or general  

Certain sources of funding may be non-project specific (e.g. PWLB or working capital facilities), whereas other 

funding may be in relation to the specific project (e.g. Salix, HNIP). 

2.a.vi Cost of finance 

Certain sources of funding will be more expensive than others. This will be partly due to the specific risk perception 

of the project by the funder, however, certain types of funding are inherently more costly. For example, equity funders 

are likely to expect a higher return than debt funders, as they have last call on a company's assets and only receive 

dividends after debt payments are made. Similarly, short term loans are likely to be lower cost than long term loans 

due to the risk taken by the lender.     
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2.a.vii Terms and conditions 

Funding providers will attach terms and conditions to the funding. When seeking funding, these terms and conditions 

should be considered, as they may be cumbersome. For example, grant providers will likely specify the ways in which 

the funding can be used and may require reporting in order to satisfy grant conditions and therefore avoid claw backs. 

Banks will likely prescribe covenants (minimum standards which must be maintained or else funding can be 

withdrawn), which may be operational or financial in nature.LA Funding 

LAs should consider if they have funding available for the project, either through retained reserves or through 

additional borrowing. A LA's cost of borrowing is generally lower than the private sector through access to low-

interest sources of finance (e.g. PWLB, grants and subsidised funding).  

However, the issue is whether a HN scheme can fully benefit from this low cost of finance. Depending on the 

delivery vehicle, State Aid implications (see Guidance on Powers, Public Procurement and State Aid) will need to be 

considered, which may put a floor on the level of interest chargeable by the LA into a delivery vehicle34.   LA funding 

could be considered for the construction phase of the project (as noted above as generally considered to be the most 

risky phase of the project), at which point private sector refinancing could be explored and could allow LA capital to 

be recycled for future development phases. Alternatively, existing HNs could be used as collateral for asset backed 

finance to fund new HNs. 

2.b Specific Funding Sources 

Below some examples are set out of specific sources of funds which may be available to a HN project, within the 

categories of public and private sector recipients and whether or not they are project-specific sources of funds. This 

listing is not intended to be exhaustive and the organisation undertaking the Promotion role should consider what 

funding sources may be available at the time. 

When approaching funders, one should be aware that commercial funders are likely to look more favourably at 

projects which are more advanced in development (i.e. are actually at a point where finance is required). When 

deciding on the duration of funding, the interest rate chargeable and the amount of funding that will be extended, 

funders will pay particular attention to how much security can be taken against assets and the level of guarantees that 

will be in place. In particular for heat networks, the following would be considered to give comfort to funders: 

• Guaranteed consumption/demand from a creditworthy entity 

• Power Purchase Agreements in place with a creditworthy entity 

• Financial Model not overly reliant on variable prices, which are susceptible to demand risk 

• Offering charges over assets, such as the plant and network 

 

                                                        
34

 The second iteration of General Block Exemption Regulation (GBER), adopted in July 2014, added a new exemption expressly 
permitting investment aid for energy efficient district heating and cooling systems 
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2.b.i Non Project Specific – Public Sector 

Below is an example of funding which may be available to the public sector and is non-project specific. 

Name Prudential Borrowing - Public Works Loan Board (PWLB) 

Description The Public Works Loan Board (PWLB) is a statutory body operating within the United Kingdom Debt 
Management Office, an Executive Agency of HM Treasury. PWLB's function is to lend money from the National 
Loans Fund to LAs, and to collect the repayments. PWLB is non-project specific borrowing. 

Value PWLB fixed interest rates are based on gilt yields and as such are lower than commercial risk related lending 
rates. The LAs borrowing limits will govern the maximum loan available. 

Risk As a loan these funds are repayable and will count against the LA's borrowing limits.   

Further Information http://www.dmo.gov.uk/index.aspx?page=PWLB/Introduction  

Recipient LA 

2.b.ii Non Project Specific – Public or Private Sector 

There are many sources of non-project specific funding which may be available to the public or private sector, such as 

commercial banks – Lender Option Borrower Option (LOBOs) in the case of LAs, so they are not listed here. 

2.b.iii Project Specific – Public Sector 

Below are some examples of funding which may be available to the public sector and are project specific. 

Name Salix interest free loan 

Description Salix Finance Ltd. offers interest-free capital, under a number of interest-free loan programmes across the UK. 
The loans are for public sector organisations to improve their energy efficiency and reduce their carbon 
emissions. Eligible technologies include CHP (gas and biomass) and a number of heating technologies, 
including "connect to existing district heating". 

Value Loans extended average £300k per project. For example, The University of Liverpool has interest free funding 
from Salix Finance to install two new 2MW CHP engines in their old boiler house. The total project cost was 
£7.3m, with £6.1m of funding coming from Salix and £1.2m from other funding sources.  The university is saving 
£1.5m and 5,730 tonnes of carbon each year. The payback period of the loan is 4.1 years.

35
 

Risk As a loan these funds are repayable and recipients will need to adhere to the terms of the loan agreement. 

Further Information http://salixfinance.co.uk/  

Recipient Public sector 

 

Name Tax Increment Financing (TIF) 

Description Under the Local Government Finance Act 2012, Tax increment financing (TIF) works by allowing LAs to borrow 
money for infrastructure against the anticipated increase in business rates income expected as a result of those 
projects - creating funding for local public projects that may otherwise be unaffordable.  

Value The value of loans would vary depending on the increase in business rates income expected as a result of the 

                                                        
35

 http://salixfinance.co.uk/system/files/documents/liverpool_uni_web.pdf 
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Name Tax Increment Financing (TIF) 

project. 

Risk There is the risk that expected revenues from business rates do not materialize within the timescale envisaged, 
and so there is insufficient money to service the debt. 

Further Information http://www.lgiu.org.uk/wp-content/uploads/2013/04/LGIU-Guide-to-the-Local-Government-Finance-Act-2012.pdf 

Recipient LA 

 

Name Carbon & Energy Fund (CEF) 

Description Launched in 2011, the Carbon and Energy Fund (CEF) was created to fund, facilitate and project manage 

complex energy infrastructure upgrades for the NHS and wider Public Sector. 

The CEF can support Public Sector organisations through a variety of methods, including providing a source of 

funding.  

Value The CEF typically has up to £300m of capital available for projects via a panel of funders. It is endorsed by the 

Green Investment Bank and has sources of capital available from Banks and Pension Funds for terms from 7 to 

30 years. The CEF is estimated to provide c.90% of this type of finance to the NHS. 

Risk As a loan these funds are repayable and recipients will need to adhere to the terms of the loan agreement. 

Further Information www.carbonandenergyfund.net  

Recipient Organisations wishing to work with the CEF must seek membership. Recipients of the benefits provided are the 

NHS and the wider Public Sector. 

 

2.b.iv Project Specific – Public or Private Sector 

Below are some examples of funding which may be available to the public or private sector and are project specific. 

Name Heat Network Investment Project (HNIP) 

Description The Heat Network Investment Project (HNIP) is intended to facilitate the expansion of the UK Heat Network 

sector. BEIS are keen to start making awards on this project in 2016, although the format is in development at 

the time of writing. Whilst it is possible the funding may be in the form of grant funding, it is also possible that it 

will be in the form of loans or other financial structures.  

Value BEIS have set aside £320m of capital funding to award to the delivery of heat networks in England over 2016-

2021. This is considered to be seed funding, with total combined public and private funding expected to be in the 

region of £2bn. 

Risk To be confirmed when the structure of the HNIP funding has been agreed. 

Further Information https://www.gov.uk/government/consultations/consultation-on-the-heat-networks-investment-project-hnip 

Recipient May be available to both public and private sector 

 

Name UK Green Investment Bank (GIB) 

Description UK Green Investment Bank is a “for profit” bank, whose mission is to accelerate the UK’s transition to a greener 
economy, and to create an enduring institution, operating independently of Government. They can support public 
sector organisations by engaging early on projects and have the flexibility to provide a full range of structured 
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Name UK Green Investment Bank (GIB) 

financing options for energy efficiency and district heating projects. They aim to help progress challenging 
projects and to find innovative solutions to make sure good projects can be financed. 

Value £3.8bn of UK Government funding has been committed to green projects via GIB. As an example, in 2016 GIB 
committed to support the acquisition and expansion of the Wick renewable energy plant and district heating 
network. The Equitix-managed fund Energy Savings Investments (ESI), in which GIB is a cornerstone investor, 
has committed £4.9m to the project. An additional £5.1m of private capital has been mobilised from the Equitix 
Energy Efficiency Fund (EEEF). 

Risk As a loan these funds are repayable and recipients will need to adhere to the terms of the loan agreement, 
including the GIB's 'green' objectives.  

Further Information http://www.greeninvestmentbank.com/  

Recipient GIB is flexible in its lending structure, which could be directly to a LA or into a special purpose delivery vehicle. 

 

Name Scottish Partnership for Regeneration in Urban Centres (SPRUCE) 

Description The Scottish Partnership for Regeneration in Urban Centres (SPRUCE) Fund is a JESSICA (Joint European 

Support for Sustainable Investment in City Areas) UDF (Urban Development Fund) that is a source of funding for 

regeneration and energy efficiency projects within targeted areas of Scotland. 

The fund was established with funding from the Scottish Government and the European Regional Development 
Fund. 

Value £50m of funding is available, offering loans and equity investments to revenue generating infrastructure and 
energy efficiency projects to support regeneration in 13 eligible local authority areas in Scotland. 

Risk As a loan these funds are repayable and recipients will need to adhere to the terms of the loan agreement, 
repaid within an agreed timescale.  

Further Information http://www.gov.scot/Topics/Built-Environment/regeneration/investment/spruce 

Recipient Eligible projects must be located within the 13 local authority areas in the Lowlands and the Uplands of Scotland 
as determined by the Scottish Index of Multiple Deprivation. Projects may come from a variety of sources, and 
may be sponsored by public, private, or third sector bodies. Borrowers may include Local Authorities, Urban 
Regeneration Companies, private sector developers, national and local regeneration bodies, Registered Social 
Landlords, joint ventures and the voluntary sector. 

 

Name European Investment Bank (EIB) 

Description European Investment Bank provides finance and expertise for sound and sustainable investment projects which 
contribute to furthering EU policy objectives. EIB provides lending, blending (unlocking financing from other 
sources, particularly from the EU budget) and advisory services. One of their focus sectors is Energy. Projects 
typically include retrofitting and expansion of existing social and urban infrastructure and services and specifies 
"district heating".  

Value Funding value varies depending on the project. In 2015, the Ukraine was allocated €400m (£284m) for 25 – 40 
individual projects, including district heating. 

Risk As a loan these funds are repayable and recipients will need to adhere to the terms of the loan agreement. 

Further Information http://www.eib.org/projects/sectors/energy/index.htm  

Recipient Their project funding is to provide benefit to municipal projects, but would be provided to the SPV or similar who 
required financing as part of a financing consortium. They would normally participate in a procurement on the 
basis that they did not align to a particular bidder but that their financing was available to all bidders to use. 
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Name Pension Infrastructure Platform (PIP) 

Description The government has developed a Pension Infrastructure Platform (PIP) to facilitate long term investment into UK 
infrastructure by pension schemes. Pension funds require steady, low risk and long term incomes to cover their 
long-term obligations. As such, pension funds could offer an opportunity for long term, low cost funding.  

Value Pension fund return requirements are likely to be lower than other commercial lenders (albeit the risk inherent 
will need to be commensurately low and therefore more likely to be an opportunity for re-financing) post-
construction phase, particularly if projects are aggregated. 

Risk Pension Funds have historically not taken construction period risk, albeit that position is changing and would 
need to be assessed by the entity sourcing such financing. 

Further Information http://www.pipfunds.co.uk/about-us/  

Recipient Likely to be private sector 

 

Name Local Enterprise Partnership (LEP) 

Description A Local Enterprise Partnership (LEP) is a voluntary partnership between local authorities and business set up in 
2011 by the Department for Business, Innovation and Skills to help determine economic priorities and lead 
economic growth and job creation within the local area. To date there are 39 local enterprise partnerships in 
operation. The creation of LEPs signified the move to devolution of power to the regions, but with the private 
sector driving decision making, working closely with its public sector partners. LEPs attract certain types of 
funding such as City Deal and Growing Places. The heat network developer should liaise with their LEP to 
identify any funding opportunities. 

Value A total of over £15bn has been investment in LEP projects and programmes, including £5bn of private sector 
leverage secured to date. Funding is obtained through a wide variety of sources, through the negotiations and 
efforts of the Local Enterprise Partnerships. 

Risk Variable – as the sources and variety of the funding is not fixed from project to project, the risk profile and any 
associated repayment parameters can vary.   

Further Information https://www.gov.uk/government/policies/local-enterprise-partnerships-leps-and-enterprise-zones  

Recipient Public or private sector 

 

Name Green Growth Wales (under development) 

Description The Welsh Government is developing a fund to support investment in green energy projects in Wales through 
equity or debt commitments. The fund would work to investment criteria set by the Welsh Government, which 
would cover such matters as the nature of the investments (including technology and geography), acceptable 
returns, carbon savings and other factors to be confirmed. 

Value £25m with the aim of attracting private sector investors to take the funding pot to around £100m 

Risk The fund would look for those receiving finance to invest themselves, therefore putting own funds at risk. 

Further Information http://gov.wales/consultations/environmentandcountryside/green-growth-wales-options-for-investment-
support/?lang=en  

Recipient Public or private sector 

 

Name London Energy Efficiency Fund (LEEF) 

Description LEEF has £100m from the European Regional Development Fund and London Green Fund to be lent to public 
or private sector borrowers on projects that promote energy efficiency. LEEF can also support larger projects 
such as Combined Heat and Power, District Heating and Renewable Energy Generation. 

Value Loans must be £1m to £20m in value, with tenors of up to 10 years and interest rates from 1.65% per annum. 
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Name London Energy Efficiency Fund (LEEF) 

For example, London Borough of Enfield borrowed £6m from LEEF for the Lee Valley Heat Network. 

Risk As a loan these funds are repayable and recipients will need to adhere to the terms of the loan agreement. 

Further Information http://www.leef.co.uk/  

Recipient Public or private sector 

2.c Grants and Development Costs Support 

Availability of funding into the project through grant funding which does not attract interest or repayment can have a 

significant impact on the overall cost of capital for a project. Grant funders inevitably change as funding pots are 

exhausted and as new initiatives are brought into play. LAs should research available grants at the time, which may be 

location or sector-specific. BEIS is likely to be a good source of current grant funds relevant to HNs. Grant providers, 

however, may impose restrictions on how the funds are to be used or reporting requirements, which should be 

considered as an administrative cost to the scheme. Some examples (non-exhaustive) of potential grant and 

development cost support providers are noted in the tables below. 

 

Name Heat Network Delivery Unit (HNDU) 

Description Recognising the capacity and capability challenges which LAs identified as barriers to HN deployment in the UK, 
the Heat Network Delivery Unit (HNDU) was established by the Department of Energy and Climate Change to 
provide grant funding and guidance to LAs in England and Wales. This programme will be continued by the 
Department of Busiess, Energy & Industrial Strategy. 

The HNDU support LAs through heat mapping, feasibility studies, detailed project development, and project 
specific investigation. 

Value Grant funding of no more than 67% of eligible costs is provided to successful LAs. 

Risk The remaining funding must be provided by the LA and supporting partners. Restrictions on how funds are used 
and reporting requirements may be onerous. 

Further Information https://www.gov.uk/guidance/heat-networks-delivery-support  

Recipient LA 

 

Name Energy Company Obligation (ECO) 

Description The Energy Companies Obligation (ECO) is a domestic energy efficiency programme which works alongside the 
Green Deal to provide added support for packages of energy efficiency measures. 

These measures are implemented through legal obligations based on energy suppliers to improve the energy 
efficiency of households. Support includes insulation and heating packages to low income and vulnerable 
households and insulation measures to low income communities. HN projects may qualify for the purposes of 
ECO and therefore certain energy efficiency measures would be funded by energy suppliers. 

Value Suppliers are allocated a proportion of the overall ECO targets, depending on their relative share of the domestic 
gas and electricity market therefore the value of measures varies. 

Risk A HN project would need to align with the requirements of ECO  

Further Information https://www.ofgem.gov.uk/environmental-programmes/energy-company-obligation-eco    
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Name Energy Company Obligation (ECO) 

Recipient Likely to be a refurbishment development by public or private sector 

 

Name European Structural and Investment Funds (ESIF) 

Description The European Structural and Investment Funds (ESIF) programme provides funds to help local areas grow. The 
funds support investment in innovation, businesses, skills and employment and create jobs. Running from 2014 
to 2020, there are three types of funds involved in the programme: European Social Fund (ESF), European 
Regional Development Fund (ERDF), and European Agricultural Fund for Rural Development (EAFRD).  

Value The ESIF funding is allocated on the basis of national 'calls' for proposals. England’s 2014-2020 ESIF allocation 
totals €6,937.2 million, which is allocated amongst the 39 Local Enterprise Partnerships (LEP) areas. Grant 
amounts will vary depending on the 'call' and region. 

Risk Restrictions on how funds are used and reporting requirements may be onerous. 

Further Information https://www.gov.uk/european-structural-investment-funds  

Recipient Public or private sector 

 

Name European Local Energy Assistance (ELENA) 

Description ELENA support helps to put solid business and technical plans in place, which will help to attract funding from 
private banks and other sources, including the EIB. Examples of eligible projects include retrofitting of public and 
private buildings, sustainable building and energy-efficient district heating and cooling networks. 

Value ELENA covers up to 90% of the technical support cost needed to prepare, implement and finance the 
investment programme. This could include feasibility and market studies, programme structuring, energy audits 
and tendering procedure preparation. As an example, Bristol City Council received €2.6m in 2012 towards the 
costs of preparation and implementation of an investment programme, which included a district heating project. 

Risk Restrictions on how funds are used and reporting requirements may be onerous. 

Further Information http://www.eib.org/products/advising/elena/index.htm  

Recipient LA 

2.d Development and Planning Obligations 

As well as being able to use planning policy to encourage uptake and development of HN projects, financial 

requirements can also be put in place to require developers to fund specific or general infrastructure improvements, 

which can be used to support HN projects.  

Below are set out the main mechanisms for receiving financial contributions from developers under development and 

planning obligations. 
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Name Community Infrastructure Levy (CIL) 

Description The Community Infrastructure Levy is a planning charge, introduced by the Planning Act 2008 as a tool for LAs 
in England and Wales to help deliver infrastructure to support the development of their area. It came into force 
on 6 April 2010 through the Community Infrastructure Levy Regulations 2010. Unlike Section 106 (see below), 
the funds raised can be invested in a wide range of infrastructure and is not site-specific. 

Value Whether or not this is chargeable will depend on whether the local planning authority has chosen to set a charge 
in its area based on a needs and viability assessment. Most new developments which create a net additional 
floor space of 100 square metres or more, or creates a new dwelling, is potentially liable for the levy. 

As an example, 2016 rates for City of Westminster are up to £550/m
2
 for residential developments, whereas 

Shropshire Council charges £40/m
2
. 

Risk There is the risk that imposing high CIL rates may deter development investment in a region. In this way, 
charging authorities, ‘must aim to strike what appears to the charging authority to be an appropriate balance 
between’ the desirability of funding infrastructure from the levy and ‘the potential effects (taken as a whole) of the 
imposition of CIL on the economic viability of development across its area’

36
. 

Further Information http://www.legislation.gov.uk/ukdsi/2010/9780111492390/contents  

Recipient LA 

 

Name Section 106 (of the Town and Country Planning Act 1990) 

Description Planning obligations under Section 106 of the Town and Country Planning Act 1990 (as amended), commonly 
known as s106 agreements, are a mechanism which make a development proposal acceptable in planning 
terms, that would not otherwise be acceptable. They are focused on site specific mitigation of the impact of 
development. 

Value The value is negotiable with the developer but agreements can be up to several million pounds in value. For 
example, 20 years after the EfW facility was originally commissioned, 2013 saw the development of a district 
heating network to harness the heat from South East London Combined Heat and Power (SELCHP). This heat 
element finally came to fruition through a Section 106 agreement under Southwark Council's planning policies 
relating to Veolia's Old Kent Road SRF facility. 

Risk Negotiating s106 agreements can be a lengthy and costly process and could deter development investment in 
the region. They are linked to planning applications and so the knowledge of what would be available for a 
particular project would depend on progress of planning applications at the time of the OBC development. 

Further Information http://www.legislation.gov.uk/ukpga/1990/8/section/106  

Recipient LA 

2.e Impact on the Financial Modelling 

The cost of financing the capital development is likely to be a significant element of cost in the Financial Model, as the 

interest and repayment cashflows are payable over the life of the project. Any low cost funding or indeed zero cost 

grant funding/capital contributions (e.g. connection charges – see Part 2 Section 3a) can significantly improve the 

viability of the project and therefore opportunities to offer heat users reduced prices. 

The proposed Delivery Structure and the Financing Mechanism – see also Part 1 Section 5(c) - will therefore need to 

be carefully considered as the likely source of funding is being determined.  As with other areas in the project 

development, this will be an iterative process and will need a degree of soft market testing with potential funders. 

                                                        
36

 The Community Infrastructure Levy Regulations 2010, Section 14 
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3 Revenue Streams 

There are a number of ways in which revenue streams for HNs can be optimised and supplemented through accessing 

additional revenues such as in relation to electricity, government operating subsidies, and through exploring parallel 

supplies. 

3.a Heat Revenues 

Setting heat prices and pricing structures is discussed in detail in Section 3 and 4 of Part 2, which will clearly have a 

direct impact on the heat revenues available to the project. Although higher heat prices might lead to higher heat 

revenues, providing affordable heat prices and meeting consumer expectations that the price of heat should be 

equivalent to (or less than) the price of the common alternative will be key to attracting and retaining customers.    

Section 5 of Part 2 discusses Customer Types which can be identified and combined to optimise revenue streams for 

the project, for example by considering the customer location, density of demand, consumption profiles and that 

certain consumption profiles may be complementary. An optimised set of customers will need to be attracted to the 

scheme, and the level at which heat prices are set will have an impact on the desirability of the scheme to these 

customers. 

Once customers have been attracted to the scheme, ensuring a high quality customer service with appropriate billing 

information and performance guarantees will help to retain customers. Although there is currently no regulator for the 

supply of heat, guidance is emerging in the market for the protection of customers, which is discussed in Section 2 of 

Part 2. Managing the collection of these revenues, including debt management strategy is dealt with in Section 6 of 

Part 2, and is important for maximising cash receipt of revenues. 

Ensuring an efficient and well-designed scheme from the outset will maximise the cost to revenues ratio and therefore 

the reader should refer to Section 4c of Part 3 where reference is made to CP1:2015. It is anticipated that the initial 

design and route of the network will have been developed via thorough heat mapping, masterplanning and feasibility 

study and therefore optimisation of the route will have been performed from both a technical and financial point of 

view, however, project sponsors should keep abreast of developments within the scheme boundaries to ensure that 

new information is factored in as appropriate.   

3.b Electricity Revenues 

HNs often use combined heat and power (CHP) technology to generate heat. The electricity generated can be either: 

• Consumed on site or via a private wire; or 

• Exported off-site via the local Distribution Network Operator (DNO).  
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There are complex legal implications of the generation, distribution and supply of electricity and legal advice should be 

sought in all cases to navigate this and understand the options available to the project. 

Any sales to a third party will likely involve a Power Purchase Agreement (PPA). A PPA is a contract between a 

generator of electricity and a purchaser of electricity. It sets out the commercial terms, such as payment terms, 

including penalties for non-delivery, commencement and termination conditions. A PPA may agree the sale of 

electricity at a rate which fluctuates in line with wholesale/retail electricity prices or may be fixed over a period. The 

receipt of lower but certain revenues over the long-term may be considered preferable in some cases. Time of day and 

seasonal variations to prices may also be agreed within a PPA. 

The third party purchasing the electricity will have an impact on the revenues available, as the price offered will need 

to compete with, or more likely undercut, the price which it would otherwise pay for electricity. Notably, wholesale 

electricity prices (i.e. the price paid by commercial energy suppliers) are usually 40-50% of retail electricity prices (i.e. 

the price paid by retail consumers). This difference is due to TNUoS and DNUoS charges, environmental & social 

obligation costs recharged to suppliers by government, supplier overheads (e.g. customer service, sales, metering and 

billing), which are passed onto the consumer through the retail price, as well as the retailer profit margin and VAT. If 

selling via private wire (see Section 3bi), much of this expenditure can be avoided. Note that non-domestic consumers 

(e.g. industrial and commercial) can often negotiate rates based on their consumption levels and therefore size will 

influence the price which they pay.   

Case Study: Portsmouth City Council 

In 2002 Portsmouth City Council upgraded the heating system in the City's Charles Dickens Estate.  It connects to 538 dwellings in the 
residential blocks as well as two schools, an arts and sports centre.  A high-efficiency CHP unit was used, which supplies 500kWe of 
heat, hot water and electricity. Electricity generated is supplied to other Council facilities through a type of 'sleeving' arrangement with 
SSE. The heating system was pre-insulated to minimise heat losses and is electronically monitored. The project was facilitated by a 
grant of £435k from the Community Energy Programme. 

Source: http://projects.bre.co.uk/partL_study/pdf/Portsmouth.pdf 

Where schemes are considering electricity sales, consideration should be given to the Spark Spread (i.e. the difference 

between the value of the electricity generated and the cost of the fuel used to generate it). If gas costs for a CHP 

increased but electricity prices reduced (e.g. due to high levels of renewable sources) the Spark Spread may reduce to 

the extent that it is no longer economic to generate and sell the electricity. 

3.b.i On-site and Private Wire  

On-site sales are classed as being either to the same premises, premises immediately adjoining, or premises separated 

from each other only by a road, railway, watercourse or by premises occupied by a group company. 

Private wire is a privately owned electricity distribution network operated outside of the public network. Private wire 

can involve additional upfront capital expenditure to implement but the revenues (sometimes nearing retail levels) may 

justify this spend. 

Sales of electricity on-site and via private wire may be an option due to the Electricity (Class Exemptions from the 

Requirement for a Licence) Order 2001. This rules that operators need to determine if they qualify for an automatic 

licence exemption for generation, distribution and supply under the Electricity Act 1989, on the basis that the type of 
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supply being made falls within one of the types made exempt from the requirement for a licence by the Order. A brief 

summary of the exemptions are below, which are not intended to substitute reading the full Order and seeking legal 

advice on the matter: 

• Generation Exemptions: Small generators (<10MW or <50MW depending on the circumstances) and on-site 

supplies 

• Distribution Exemptions: Small distributors (<2.5MW) and on-site distribution (<1MW) to domestic customers 

and distribution to non-domestic customers 

• Supply Exemptions: Small suppliers (<2.5MW to domestic, <5MW to non-domestic), on-site and private wire 

supplies, but limited to 1MW to domestic consumers and re-sale of supplies purchased from a licensed electricity 

supplier 

Where licensing exemptions are applicable, operations do not need to be licensed and are not bound by industry 

codes.  Such supplies also avoid the UoS (Use of System) charges levied by distribution and transmission network 

operators for use of the public network.  

Due to concerns regarding the monopoly implications of private wire agreements and the Citiworks ruling, there is a 

requirement to allow third party access to a private wire in circumstances where a customer has expressed an interest 

in being supplied by an alternative supplier or has signed a contract with a third party supplier. Further information on 

this is available in a DECC guidance paper on the subject37. However, even if third party access is requested, a use of 

system charge can be levied upon the third party, and alternative electricity exports can be negotiated.   

Case Study:  Cardiff County Council & Vale of Glamorgan Council 

Kelda Organic Energy Ltd was contracted by the councils over a 15 year period to provide food and green waste treatment services. 
The 35ktpa anaerobic digestion plant is to be located on Welsh Water's land with the benefit of sales of electricity generated by the AD 
plant directly to Welsh Water's waste water treatment works via a private wire. The revenues from the sale of electricity help to reduce 
the cost of waste treatment to the Councils. 

Source: https://www.cardiff.gov.uk/ENG/Your-Council/Strategies-plans-and-policies/Cardiff-Organic-Waste-Treatment-
Project/Pages/default.aspx 

3.b.ii Exports via Distribution Network Operator  

Exports of electricity via the local Distribution Network Operator (DNO) will usually be contracted via a PPA with: 

• a mainstream licensed electricity supplier (potentially via an aggregator); 

• an alternative licensed electricity supplier, e.g. Nottingham City Council 

• a Licence Lite supplier, e.g. Greater London Authority – see Section 3(b)iii below 

• a consumer via some form of 'sleeving' – see Section 3(b)v below 

The revenues available will be dependent on the customer type, for example sales to a mainstream licensed supplier 

will be at wholesale rates whereas an alternative licensed supplier may have a business model which is sympathetic to 

heat networks and therefore may offer a higher price per unit.   

                                                        
37

 GUIDANCE: PROVISION OF THIRD PARTY ACCESS TO LICENCE EXEMPT ELECTRICITY AND GAS NETWORKS, February 
2012, DECC 
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When exporting via the DNO, there are a number of opportunities to access embedded benefits, exploit peak demand 

periods and gain access to availability payments for generation capacity being available. 

'Embedded benefits' are a cost advantage available to those who are supplying energy within the local distribution 

network, rather than entering the national transmission network. Purchasing energy for distribution within the same 

supply region reduces the supplier's requirement to draw down energy from the transmission network and therefore 

avoids related charges and costs. Although much of the benefits are initially captured by (usually) the supplier, these 

benefits may be shared with the generator or consumer. 

Embedded benefits arise from avoided: 

• TNUoS (Transmission Network Use of System) charges – costs of using the transmission network, which vary 

significantly across the country and can increase significantly during TRIAD periods – see below; 

• BSUoS (Balancing Services Use of System) charges – charged for balancing services by National Grid and is set at 

a universal rate; 

• transmission losses costs – losses of 1-2% which occur through the transmission network; 

• BSC (Balancing and Settlement Code) trading charges – charges for supplies and imbalances under the code; and 

• the Assistance for Areas with High Distribution Cost (AAHDC) subsidy – charges used to subsidise distribution 

in the North of Scotland supply region. 

Please note that these embedded benefits undergo frequent review and can vary by location so should be reviewed for 

relevance and applicability to the HN project in question. 

Generators may choose to export into the public network only at peak demand periods in order to access the 

sometimes high revenues available at these times, or to have their capacity available in order to achieve availability 

payments. Some of the key arrangements in this regard are detailed below. Note that in cases where there is a 

minimum capacity required to access these revenues, 'aggregators' often operate to bring together multiple generator 

sites, taking a percentage fee for their services. 
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Name TRIADS 

Description The Triad refers to the three half-hour settlement periods with highest system demand between November and 
February, separated by at least ten clear days. National Grid uses the Triad to determine Transmission Network 
Use of System (TNUoS) charges payable by each electricity supplier for the supply made to its customers with 
half hourly metering.  

Each licensed supplier will have to pay fees to National Grid for demand on the transmission system during 
these periods. If the project can generate and export during these periods, the electricity supplier who purchases 
the export will be relieved of transmission charges in respect of the exported volume and will recompense the 
cost that the supplier has avoided. This is a type of 'embedded benefit'. 

Value Any contribution an embedded small scale generator can make during the Triad periods reduces the supplier’s 
requirement for electricity sourced through the transmission network and therefore its liability for TNUoS 
charges. The amount saved and payable as an embedded benefit to the generator varies regionally and 
depends upon the particular deal made with the supplier to whom the generator sold its exported power; but it 
can be worth in the region of £25,000 - £30,000 each year per megawatt of electricity generation capacity. 

Risk The triad periods are determined in retrospect so it is not possible to know for certain when these periods will 
occur although they are usually on a Monday to Thursday, during periods of particularly cold weather, at around 
5-7pm. Therefore it is difficult to be certain that TRIAD benefit will be receivable, albeit operators can sign up to 
Triad warning notification systems.  

Further Information http://www2.nationalgrid.com/UK/Industry-information/System-charges/Electricity-transmission/Transmission-
Network-Use-of-System-Charges/Transmission-Charges-Triad-Data/  

Recipient Energy generator 

 

Case Study: Islington London Borough Council 

Bunhill 1, Islington London Borough Council’s heat network, is supplied by a 1.98MWe gas CHP engine. As well as heat sales, the 
Council exports energy all year round to the DNO. The electricity is sold via Power Purchase Agreements with aggregators. During 
TRIAD periods, the Council is able to access this embedded benefit. The Council continues to explore additional opportunities for 
maximising revenue streams and avoiding costs. For example, using its 115m3 thermal store for demand side response services. 
Bunhill 2 (the second phase of the heat network) will seek to optimise net electricity revenues by switching on the CHP/off the heat 
pump when electricity prices are high and may also access Renewable Heat Incentive (RHI) income. 

 

Name Short Term Operating Reserve (STOR) 

Description At certain times of the day, National Grid needs reserve power in the form of either generation or demand 
reduction to be able to deal with actual demand being greater than forecast demand and/or plant unavailability. 
National Grid will procure part of this requirement ahead of time through STOR. 

A STOR provider must be able to: 

� Offer a minimum of 3MW or more of generation or steady demand reduction (this can be from more than 
one site); 

� Deliver full MW within 240 minutes or less from receiving instructions from National Grid; and 

� Provide full MW for at least 2 hours when instructed. 

Value There will be two revenue streams associated with STOR: 

� Availability Payments (£/MW/h): service providers are paid to make their unit/site available for the STOR 
service. This is currently in the region of 3-5p/MW/h. 

� Utilisation Payments (£/MWh): service providers are paid for the energy delivered as instructed by National 
Grid. This is currently in the region of 165-175p/MWh 

The amount of revenue available depends on the location of the capacity and the season during which it is 
available, however, such contracts can be worth in the region of £10,000 – £15,000 each year per megawatt of 
electricity generation capacity. 

Risk Penalties are payable and income will not be received if the capacity is not available during the required 
availability window. 

Scheme operators should carefully consider whether diverting capacity away from 'normal' operations would 
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Name Short Term Operating Reserve (STOR) 

jeopardise the scheme.    

Further Information http://www2.nationalgrid.com/uk/services/balancing-services/reserve-services/short-term-operating-reserve/  

Recipient Energy generator 

 

Name Capacity Market (CM) 

Description The Capacity Market  is part of the government's Electricity Market Reform package and guarantees generators 
who are successful in the CM auctions a steady, predictable revenue stream (capacity payment) for availability 
of their generating capacity. This is to enable investment in new generation assets and to keep existing 
generation available on the system. Total available capacity must be greater than 2MW. 

Risk Revenues are driven through an auction which will take place annually, four years ahead of the relevant capacity 
delivery year. Therefore, revenue levels are market driven and difficult to predict prior to the conclusion of the 
auction. 

Further Information https://www.gov.uk/government/collections/electricity-market-reform-capacity-market  

Recipient Energy generator 

 

3.b.iii Licence Lite 

In 2009, Ofgem introduced 'Licence Lite' to give smaller electricity generators the potential to engage in the retail 

supply of electricity, without conforming directly to industry codes (i.e. effectively outsourcing compliance to another 

licensed supplier). This allows small players to enter the electricity supply market and supply their electricity retail to 

any premises connected to the public electricity distribution system. Greater London Authority (GLA) has applied for 

a Licence Lite licence and therefore this presents an opportunity for London-based HNs to access such revenues.  

3.b.iv Full Licence  

Becoming a fully licensed electricity supplier is an option that a number of LAs have considered and/or implemented. 

This option requires conforming to all industry codes, which can be a burden in resource terms and therefore is only 

likely to be viable where there is sufficiently large customer base. Unless covered under the Electricity (Class 

Exemptions from the Requirement for a Licence) Order 2001 – see 3bi above, an application will need to be filed with 

Ofgem's Industry Codes and Licensing Team. Before beginning the application process, it is recommended that 

independent legal advice on how best to comply with industry rules and regulations is sought. 

3.b.v Sleeving 

'Sleeving' is a direct agreement between an electricity consumer (importer) and a generator (exporter). This is also 

known as ‘virtual network' or 'third party netting'. A contract between the two sets out that the importer will buy a 

fixed volume of electricity from the exporter over a set period of time, either at a fixed of floating purchase price.  

Sales over the public network need to be administered by a licensed electricity supplier who can cover responsibilities 

such as Balancing and Settlement, metering and invoicing and TNUoS and DNUoS charges and is the supplier for 

regulatory purposes.  This cost means that a virtual network is unlikely to be economic for low levels of supply. 
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Case Study: HSBC 

Wind farms will provide 40% of HSBC's total energy requirements in the UK due to a 12 year power purchase agreement with Jack’s 
Lane Wind Farm in North West Norfolk and Wryde Croft Wind Farm in Cambridgeshire. The wind farm will generate and export 
electricity directly to the national grid to offset HSBC’s electricity consumption via a 'sleeving' agreement, supporting the bank’s 
commitment to reducing its environmental footprint. 

Source: HSBC Press Release, HSBC powers ahead with renewable electricity from new UK wind farms, 5 August 2015 

3.b.vi White Label 

White Labels are unlicensed companies that have a contractual agreement with a licensed supplier for the supplier to 

sell gas and/or electricity to consumers using the white label’s brand. This approach is being used by LAs who can use 

their trusted brand to encourage residents to switch suppliers and access better tariffs. The licensed supplier normally 

provides the customer service and billing infrastructure because it is responsible to the regulator Ofgem for the supply 

under its licence, not the owner of the white label brand.  Arrangements are often governed by KPIs such as in 

relation to customer services and the supplier's price position in the market. Although this does not represent an 

opportunity for HN projects to sell their own energy, it does offer the opportunity for broader service (electricity) 

offerings to customers served by the network. This model is usually only viable where there is a large customer base of 

electricity consumers. 

3.c Cooling 

Cooling, as well as heating, is a saleable product and there are a number of opportunities for introducing cooling 

systems within a district heating network. 'Trigeneration' or combined cooling, heat and power (CCHP), is the process 

by which some of the heat produced by a cogeneration plant is used to generate chilled water via an absorption chiller. 

This cooling power could equally be generated through 'free' sources such as lakes, rivers or seas.  

Case Study:  MediaCityUK 

Cofely was commissioned to design, build and operate a natural gas CHP trigeneration solution. Heat from the CHP is circulated around 
the complex through a network of pipes and Surplus heat is also used to chill water, providing a cooling service to buildings. 

Trigenration extends the environmental benefit of the scheme, displacing the need for separate air-conditioning, in turn reducing overall 
CO2. The installation will result in a saving of £560,000 each year in energy costs. It also delivers a minimum 29% saving in CO2 
emissions when compared to supplying the power, heat and cooling through conventional separate sources. 

Source: http://www.theade.co.uk/trigeneration_188.html 

In the UK, heating rather than cooling is usually the requirement. A HN project should carefully consider whether the 

additional cost of enabling the scheme for trigeneration or a separate cooling network makes financial sense when 

compared to using alternative cooling methods. A building with a continuous cooling demand is likely to be more 

attractive for trigeneration rather than an intermittent requirement. 

3.d Other Utilities 

Making use of the billing and customer services infrastructure which will need to be present for the supply of heat, the 

project could consider providing additional utility services such as water/sewerage, telecoms and highways, or offering 

a duel fuel tariff. The relevance of water is particularly topical given that the Water Act 2014 means that from April 
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2017, business customers (businesses, charities or public sector) will be able to choose who supplies their water and 

wastewater retail services (i.e. water meter reading and customer services). Business customers will also be able to 

apply for a licence to supply themselves (self-supply) with retail services. This offers the opportunity for economies of 

scale for any 'retail services' capacity and capability developed as part of a HN. 

3.e Asset Rental 

A LA may own assets which may be useful to an operator of a HN, for example land, boiler house or plant and 

equipment. These assets can be rented to the HN operator to drive a revenue stream for the LA. Where rental/lease 

agreements are being set up, legal advice should be sought to ensure the protection of the LA. 

3.f Government Operating Subsidies 

Subsidies available to HNs will vary over time under political changes. It will be important to understand the subsidy 

opportunities available, which are likely to vary based on the technology and generating capacity of the plant involved. 

At the time of writing, Renewable Heat Incentive (RHI) is available to help businesses, public sector and non-profit 

organisations meet the cost of installing renewable heat technologies. Subsidies may also be available as attached to 

electricity generated from renewable and low-carbon technologies, such as Feed in Tariffs (FiTs). 

Name Non-Domestic Renewable Heat Incentive (RHI) 

Description The Non-Domestic Renewable Heat Incentive is a government financial incentive to increase the uptake of 
renewable heat. Eligible technologies are as follows: 

� solid biomass, including when contained in waste (including CHP) 

� ground and water source heat pumps 

� air to water heat pumps 

� geothermal (including CHP) 

� solar thermal (at capacities of less than 200 kWth) 

� biogas combustion (except from landfill gas but including CHP) 

� biomethane injection 

Note that gas-fired CHP is not eligible for RHI. 

Value Payments are made on a quarterly basis over a 20 year period to the owner of the RHI installation or the 
producer of biomethane. Payments are based on a p/kWth rate for which current rates are between 2 – 
11p/kWth depending on the generating capacity, technology and accreditation date. 

Risk The rates applicable to RHI do reduce in line with uptake but once accredited the income is low risk.   

The recipient commits to providing annual declarations and provision of periodic data. 

RHI cannot be claimed if a grant from public funds has assisted in respect of any of the costs of purchasing or 
installing the generation equipment. 

Further Information https://www.ofgem.gov.uk/environmental-programmes/non-domestic-renewable-heat-incentive-rhi  

Recipient Energy generator 
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Name Feed in Tariff (FiT) 

Description The Feed-in Tariffs (FiT) scheme is a government programme designed to promote the uptake of a range of 
small-scale renewable and low-carbon electricity generation technologies. It is available through licensed 
electricity suppliers. To be eligible for the FiT scheme, the total installed capacity of an installation must not 
exceed 5 MW (see Contracts for Difference for capacity over 5 MW). The limit is 2 kW for micro Combined Heat 
and Power (CHP). Eligible renewable and low carbon technologies are: 

� Solar Photovoltaic (PV) 

� Wind 

� Hydro 

� Anaerobic Digestion 

� Micro CHP 

Value FiTs payments are made at least quarterly by licensed electricity suppliers that participate in the scheme. 
Payments are over a 20 year period (10 years for micro CHP). Payments are based on a p/kWh rate for which 
current rates are between 2 – 16p/kWh (for non-photovoltaic installations) depending on the generating capacity, 
technology and accreditation date. For example, the rate for micro-CHP is currently listed as 13.61p/ kWh. 

Risk The rates applicable to FiTs do reduce in line with uptake but once accredited the income is low risk.  

Further Information https://www.ofgem.gov.uk/environmental-programmes/feed-tariff-fit-scheme  

Recipient Energy generator 

 

Name Contract for Difference (CfD) 

Description Contracts for Difference (CfDs) are designed to give investors the confidence and certainty they need to invest in 
low carbon electricity generation. They do this by paying the generator the difference between a measure of the 
cost of investing in a particular low-carbon technology (the ‘strike price’) and a measure of the average market 
price for electricity (the ‘reference price’). The generator participates in the electricity market, including selling its 
power, in the normal way. Low carbon technologies such as biomass CHP and anaerobic digestion are eligible, 
subject to generating capacity.  

Value The value of the contract is the value of the difference between the 'strike price' and the 'reference price', which 
may be positive or negative. An important value, however, is the stability in income which allows investment 
decisions to be made without exposure to a fluctuating electricity market. 

Risk Allocation is through an auction process. Upside risk as well as downside risk is foregone when entering a CfD.  

Further Information https://www.gov.uk/government/publications/electricity-market-reform-contracts-for-difference  

Recipient Energy generator 

3.g Impact on the Financial Modelling 

A prudent approach should be taken when considering the levels of revenue to recognise in the Financial Model. It 

will be important to run a range of sensitivities (see Part 1 Section 4) on the assumptions around additional revenue 

streams to understand if their absence or (at what point) their reduction would render the scheme unviable. In 

particular, TRIAD and STOR income is considered to be high risk and therefore it would be prudent not to include 

this income as part of the Financial Modelling. 
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4 Avoided Costs 

Optimising the cost base for a project should be a key consideration through the development stage. As one of the 

most significant costs of the system, finding a cost-effective source of heat should be prioritised, as well as ensuring 

the system is designed for maximum efficiency. Consultation with technical experts will be required in this regard and 

also consideration of where collaboration and taking a holistic view of the wider benefits of HNs may make a project 

viable.  With advancing (and often the decreasing cost of) technology around data management and communications, 

there are opportunities to be innovative and take a 'smart' approach to maximising opportunities of HNs.   

4.a LA Budgets 

Whether or not LAs have specific budgets in place for HNs, the impacts of their implementation are likely to be felt 

across the LA on a whole system cost basis. For example HNs may lead to avoided costs in areas such as: 

• Energy purchase, where supplies are being made to council properties 

• Capital spend, where ageing heating systems are in need of replacement – the timing of the heat network is critical 

for avoiding this spend 

• Maintenance spend, where the cost of maintaining heating plant is avoided (or reduced) 

4.b Developer avoided costs 

Depending on local policy, developers may have standards to conform to in terms of carbon efficiency for 

developments. Connecting to a heat network may satisfy these requirements, therefore avoiding costs of alternative 

measures. For example and as discussed in Part 1 Section 1c, developers in London are required by planning guidance 

to pay £1,800 / tonne to ‘offset’ CO2 underperformance. Therefore, installation of a HN which reduces 

underperformance can be seen as an avoided cost.  

Please see the Comparator section within the FMCIRD at Appendix A for guidance on calculating this Developer 

Comparator (i.e. the cost which would otherwise be incurred (avoided cost) by the developer if it did not connect to 

the HN), which may justify charging the developer a Connection Charge or negotiating a Developer Contribution – 

see Part 2 Section 3a. 

4.c System Design for Efficiency 

Historically HNs in the UK have suffered criticism for being inefficient and sometimes oversized. It is therefore 

imperative that the design of the network is optimal to ensure an efficient and cost-effective system. Technical 

expertise should be sought to optimise efficiency of the system, with reference to Section 3 Design of CP1:2015. As 

highlighted in CP1:2015, some of the 'Goals' for an optimised HN are set out in the table below. 
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Table 15: Financial Implication of CP1:2015 Goals 

Goal as per 

CP1:2015 Description Financial Implication 

A. Correct sizing of plant 
and network 

Plant and the network should be sized in line with accurate demand 
profiles, matching base load demand and peaking capacity to relevant 
generation assets. For example, a CHP plant would be typically sized to 
provide 60% to 80% of the total heat demand of a scheme with the 
balance (peaking plant) from gas-fired boilers.  A heat store is 
particularly useful where heat generation and heat demand do not match 
up. Designers should also bear in mind the potential for expansion of the 
scheme when sizing e.g. primary network branches.   

Conservative designs can be 
more costly and have lower 
performance, however, 
oversizing leads to 
unnecessary capex and opex. 

B. Achieving low heat 
network heat losses 

Heat losses can occur through poorly insulated pipework and designers 
need to consider ways to reduce the heat losses as far as practical 
through proper insulation and optimised flow temperatures. 

The impact of losses will 
depend on the cost of the 
heat source, i.e. heat losses 
under a scheme using a low 
marginal cost heat source 
(e.g. geothermal) will have 
less financial impact than heat 
losses under a scheme using 
a higher marginal cost heat 
source (e.g. gas fired CHP). 

C. Achieving consistently 
low return temperatures 
and keeping flow 
temperatures low 

Where there is a high temperature difference between flow and return 
temperatures, a low design return temperature will reduce peak volume 
flow rates leading to smaller pipes. As noted in Part 2 Section 2d, heat 
consumers can be incentivised to achieve a consistently low return 
temperature through discounts on their heat bills. Networks operating at 
lower temperatures can make use of plastic pipes which are relatively 
cheap, flexible and quick to fit when compared to conventional steel 
pipes.  

Reduction in capital and 
operating expenditure 
requirement. 

D. Use of variable flow 
control principles 

Using variable flow control systems will result in lower flow rates and 
lower return temperatures at part-load. Variable speed pumps are used 
and should be controlled to maintain a minimum pressure difference at 
the extremities of the network.  

Reduction in heat losses and 
pumping energy therefore 
reducing costs. 

E. Optimising the use of 
low carbon heat 

Where a primary driver for the HNs is a reduction in carbon, low carbon 
heat capacity should be sized to deliver a high proportion of the annual 
heat demand. 

Carbon benefit is the driver 
here but low carbon heat 
sources can be cost effective 
(often high capex and low 
opex). 

F. Delivery of a safe, high 
quality scheme where 
risks are managed and 
environmental impacts 
controlled 

A safe, high quality scheme where risks are managed and environmental 
impacts controlled is an objective which should be at the core of any 
scheme design. 

Cost of 'quality' may be high 
but the risk of failure and the 
financial implications which 
come with this will be avoided. 

 

Case Study: Knowsley Council 

Knowsley Council are in the process of procuring a Strategic Energy Services Partner (SESP) to deliver the a HN in Knowsley Industrial 
and Business Park (KIBP). To maximise revenues, the design recommendation promoted both the sale of heat and power, with power 
sold directly to connected anchor loads through private wire. A phased approach will be taken to avoid front-loaded capital expenditure. 
HN routes were selected to utilise council land and sub-soil rights and thereby minimise costs associated with land and wayleave rights. 
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4.d Heat Storage 

Storage of electricity via batteries has had its challenges, but heat lends itself to thermal storage in insulated water 

tanks, or more innovatively within the building fabric itself. As noted in CP1:201538, "incorporating thermal storage 

has a number of benefits: 

• Smoothing of the daily variation in heat demand reducing the use of peak boilers – normally of a benefit in the 

spring and autumn months. 

• Enabling a CHP plant to operate during times of higher electricity price (daytime) and shutting down at times of 

low electricity price (night-time)39. 

• Enabling extraction [i.e. decreased electrical output] from steam turbine and operation of heat pumps to be 

prioritised during times of low electricity price (night-time). 

• Enabling biomass boilers to operate continuously.  

• Enabling plant to operate at full output for fewer hours rather than at part-load where it would be less efficient. 

• Reducing the number of starts of low carbon plant especially CHP units. 

• Allowing the peak heat network capacity to be reduced and hence smaller pipes, by using local distributed stores."  

Case Study: Bunhill Heat Network 

Bunhill Heat and Power is a ground-breaking scheme retrofitting district heating to existing buildings in an inner-city environment. 
Completed in 2012, the first phase of the network serves over 850 homes, two leisure centres and a new housing development. It 
provides cheaper, greener heat to residents, helping to provide a buffer for residents against rising fuel prices and delivers CO2 savings 
of around 60% for the existing buildings compared to their previous heating systems. Islington Council is expanding the network to 
connect additional homes and capture low carbon and renewable heat from the London Underground network. 

A 115m³ thermal store allows the CHP to efficiently operate during periods of high electrical demand (securing better prices) by storing 
the heat generated.  Expansion to this is anticipated in the form of a further 70m³ store which will be charged via low carbon sources 
(such as a heat pump) during periods of low electricity prices. 

Source: Delivering UK Energy Investment: Networks, January 2015, DECC and Towards a Smart Energy System, DECC, 17 December 
2015 

Heat storage can also be used to harness excess electricity from variable renewable generators such as wind and solar 

power. As the UK's renewable generation capacity increases, the supply to the grid becomes more variable. Heat 

storage can be used to smooth this supply variability through storage of excess energy (e.g. on windy and sunny days). 

Contrariwise, at times of low renewable output, CHPs can be switched on to meet shortfalls. Heat storage is also 

extremely helpful in “smoothing out” space heating demands throughout the day, particularly when utilised in HN 

schemes. 

Depending on the level of insulation, heat storage periods can range from a few hours, up to a few seasons. Intra-

seasonal transfer of energy can be supported through thermal storage to capture heat during warm summer months 

for releasing during the winter periods.  

Case Study: Galliford Try: Grayling Park Chichester Linden Homes 

Regeneration of a former Victorian hospital on an 85 acre site, the scheme is the first in the UK to utilise twin pipe insulation technology 
which dramatically reduces heat losses and also optimises the construction process by reducing the amount of trenching required.  The 
system provides heat to 750 newly built homes, some of which are in the converted Victorian hospital.  The design includes a 96,000 
litre thermal store and is powered by a combination of 6 heat and electricity generators to ensure the system runs efficiently.  The 8km 
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 CIBSE Heat Network Code of Practice  Section 3.11, To optimise the use of thermal storage 
39

 PPAs may govern electricity prices with variations during the day or between seasons. 
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network is electronically monitored and any anomaly in the operation of the system is immediately picked up.  The development is 
scheduled to be complete for 2017.  The system runs on natural gas and produces both heat and electricity. The electricity is supplied 
into the local grid.   

Source: www.eneteq.co.uk/case-studies/graylingwell-park-chichester/ 

4.e Demand Side Response (DSR)   

Demand Side Response is defined by Ofgem as ‘actions taken by consumers to change the amount of electricity they 

take off the grid at particular times in response to a signal’. In the case of a HN the 'consumer' would usually be the 

network operator. There are two common forms of DSR activities: 

1. reducing demand for a short period, or  

2. using on-site generators to temporarily meet on-site requirements and/or export to the grid. 

This may be relevant to HNs through: 

• Switching on CHP during high demand periods to access peak tariffs from the grid, or to supply electricity to 

network users therefore reducing demand from the grid 

• Switching off of a heat pump during high demand periods to reduce electrical demand 

• Generating during TRIADs – see Section 3bii 

• Implementing varied tariffs (by time of day) for heat users, to incentivise reduced heat usage during periods where 

electricity supply to the grid is achieving low tariffs. 

4.f Heat Controls & Education  

DECC’s research40 suggests many people find their heating controls confusing or difficult to use, which can lead to 

energy being wasted. Firstly, education programmes (including training and user-friendly manuals) can be 

implemented so as to ensure an informed user. Secondly, smart heating controls can be installed to offer various 

innovative functions to better align the timing and temperature of heating with when it is needed. These systems can 

also come equipped with automated DSR services.  

4.g Procurement 

Procurement following OJEU procedures can present an opportunity to drive efficiencies and innovation from the 

private sector under competitive pressures of quality and price. The more market interest there is in the competition, 

the more likely these efficiencies will be generated. For this reason, prior to going to OJEU, LAs should consider 

packaging the project in order to make the risk-reward opportunities to the private sector appealing, whilst protecting 

public interests. 

To facilitate and support the procurement of products and services related to district energy, there is potential that a 

municipally owned procurement cooperative will be established, called District Energy Procurement Agency (DEPA). 

                                                        
40

 https://www.gov.uk/government/publications/2010-to-2015-government-policy-household-energy/2010-to-2015-government-policy-
household-energy#appendix-2-smarter-heating-controls-research-programme 
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This would be an OJEU compliant procurement organisation mirroring the well-established Swedish model – 

Värmek. One of the objectives of DEPA would be to significantly reduce the capital costs of district energy projects 

and enhance their viability. The core service of the DEPA would be the procurement of district energy goods and 

services for LAs, undertaking two key activities: 

• Procuring frameworks of relevant goods and services; and 

• Undertaking procurement on behalf of members (UK LAs). 

It is intended that revenue funding for DEPA would come from both subscriptions paid by the members and through 

a levy on successful project delivery contractors, suppliers and/or service providers.  

4.h Secondary Heat Source 

A significant area of cost to the scheme is likely to be fuel/heat generation – both from a capital investment and an 

operating expenditure point of view. Therefore the technology used to generate/capture the heat should be carefully 

considered in conjunction with the surrounding built and natural environment to identify opportunities. Most HNs in 

the UK are heated via natural gas or biomass-fuelled CHP/boilers, but the following should be considered for 

maximising opportunities to harness secondary heat sources, i.e. surplus heat arising as a by-product of industrial and 

commercial activities or heat that exists naturally within the environment (air, ground, water). Much of the 

information below is sourced from London's Zero Carbon Energy Resource41. 

A drawback of using secondary heat is that it may be low grade heat (usually 5 - 35ºC). As such it may need to be 

upgraded to the required temperature using a (single or two stage) heat pump, which will require capital investment 

and on-going opex, which will need to be taken into account when determining surplus heat as the preferred source.  

4.h.i Surplus Heat 

Where surplus heat can be harnessed, (e.g. heat arising as a by-product of industrial and commercial activities) this 

might be available to the scheme at a cost lower than that required to purpose-generate the heat from a fuel. In 

particular, generation plant and input fuel costs are likely to reduce. However, depending on the grade (i.e. 

temperature) of the heat, expenditure may be required to upgrade the heat to the required temperature using heat 

pumps. 

Case Study: Sheffield Energy Recovery Facility (ERF) 

Under a 35 year contract with Sheffield City Council, Veolia operates an ERF which treats 28 tonnes of the city's residual waste per 
hour. This waste generates up to 21MW of electricity for the grid each year and up to 45MW of heat is supplied to buildings connected 
to the city's HN. 

Source: http://www.veolia.co.uk/sheffield/sites/g/files/dvc461/f/assets/documents/2014/11/Sheffield_ERF_Brochure_0.pdf 

Numerous HNs in the UK are supplied via Energy from Waste (EfW) plants processing municipal solid waste. A heat 

off-take can be a welcome source of revenue for such a facility and therefore reasonable prices may be negotiated.  
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 LONDON’S ZERO CARBON ENERGY RESOURCE, Secondary Heat, Buro Happold, July 2013 
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Other waste management processes such as Anaerobic Digestion of organic waste and sewerage treatment works 

produce heat due to biological activity required as a by-product and therefore similar off-take contracts may be 

negotiated.  

Power stations often have high levels of energy losses (sometimes operating with efficiencies of 30-50%) as heat is 

produced as a by-product of the combustion process of a fuel to generate electricity. 

Cooling processes often reject heat as part of a chilling mechanism. Cooling will often be more in demand during the 

summer months so harnessing heat from cooling processes may only offer a seasonal source. However, data centres 

and supermarket fridges need cooling year-round and so may offer a reliable source of heart. 

Industrial processes can lead to high levels of surplus heat, which can be up to 70ºC (depending on the process). 

Processes which are likely to generate waste heat include chemical and pharmaceutical, clinical waste incinerators and 

food producers. In some cases, water bodies located next to an industrial (e.g. a soap factory) can raise the 

temperature of the water, which can then be harnessed for a heat network. 

There are also a number of infrastructure sources of surplus heat, which include underground and metros (generated 

though train breaking and lighting), electricity substations and sewers. 

Planning conditions and/or planning opposition may mean that some of the technologies noted above are not 

permitted to be built close to population centres. This can be a lost opportunity to harness surplus heat as long 

distances and transportation of the heat can render its use infeasible. Where possible, the organisation undertaking the 

Promotion role should be in contact with planning authorities to ensure awareness of the wider considerations of 

certain planning consent decisions. 

4.h.ii Naturally Occurring Heat 

Although the upfront capital expenditure can be high, and indeed there is potential uncertainty of availability of heat 

until the wells are drilled, geothermal offers a reliable, long term solution with very low running costs and zero fuel 

costs. Deep geothermal is a relatively untested technology and therefore the costs associated with construction may be 

subject to high variation from initial estimates – see Inputs within FMCIRD at Appendix A.  

Case Study: Southampton Geothermal 

Southampton City Council created the UK's first geothermal power scheme in conjunction with Cofely via a 1,800m deep aquifer at a 
temperature of 76 °C. The scheme heats a number of buildings in the city centre as part of an enlarged city centre district heating 
system that includes other cooling and power sources. Electricity generated from the scheme is sold via a private electrical connection 
to the Port of Southampton, with any surplus electricity sold back to the grid. 

Ground, air or water source heat pumps can also be considered, albeit electricity is required to run heat pump systems, 

as they upgrade the naturally occurring heat (usually less than 20ºC) into higher grade heat. Ground source is a very 

stable source as it is not subject to significant seasonal variation, whereas air source will vary both on a seasonal and 

diurnal basis.  
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Another source of naturally occurring heat can be considered to be solar thermal, which collects solar energy as heat. 

Clearly, the level of heat collected will vary depending on cloud levels and seasons so this may not represent a stable 

heat source. 

Case Study: Stoke on Trent Geothermal 

The Stoke-on-Trent and Staffordshire City Deal is built around a flagship proposal for the UK’s first at-scale, HN system that takes 
advantage of local deep geothermal energy. The proposal forms part of the City’s Low Carbon Task Force that is driving the transition to 
increased energy self-sufficiency and sustainability. 

With a total expected investment of £52.4 million, of which £20.2 million will be funded from Government through the City Deal, the 
project will supply 45 GWh per year to a range of consumers. The scheme is expected to lower heating costs by up to 10% and save 
around 10,000 tonnes of CO2 per year when it is completed in 2019. Phase 2 of the scheme has wider ambitions for sustainable energy 
across Stoke-on-Trent including opportunities to use mine water and waste industrial heat. 

Source: Delivering UK Energy Investment: Networks, January 2015, DECC 

4.i Decarbonisation 

District heating systems, through aggregation, scale and sometimes low grade heat requirements, can make the use of 

renewable energy sources economically viable, which may not otherwise be so at the household or building level. HNs 

are technology agnostic when it comes to heat source and so offer opportunities to increase use of / swap in 

renewable technologies as they become available, or as they become more cost competitive. 

Case Study: Basildon Langdon Hills, Thames Energy 

The district heat scheme serving 556 dwellings on the Langdon Hills Estate was first developed in the 1970s.  Its original design 
standards coupled with old age had reduced its efficiency to only 55%.  Thames Energy were appointed to carry out the upgrade.  This 
included replacing the original boiler system with a gas fired CHP unit, replacement of the piping for new high thermal insulation piping 
and a replacement of the control systems.  The revenue brought in from the sale of electricity into the grid helps to reduce bills for those 
on the HN, which have come down by 20% as well as reliability improved. 

Gas CHP is a common source of heat for HNs and their long term carbon benefits of this technology have come 

under scrutiny. Current government guidance suggests "operators can save up to 30% on carbon emissions"42 through 

use of CHP. It should be noted that that there are also expectations regarding decarbonisation of the grid and 

therefore the carbon differential in self-generation via gas fired CHP and using 'greener' electricity from the grid may 

be seen to close over time. In any case, CHP usually has a lifespan of approximately 15 years and therefore will need 

to be replaced or swapped out for an alternative technology after this period. Plant replacement strategy should plan 

for a lower carbon heat source based on information available at the time. 

4.j Network Routing and Installation 

HNs often require a significant civils cost for installation of pipework and therefore opportunities to reduce this cost 

through innovation and efficiencies can have a significant impact on the viability of the scheme.  

There is a clear incentive to reduce the length of pipework required as this is typically a £ per meter cost, albeit 

physical constrains such as avoiding rivers and roads will be required. In addition to this, routes may be considered 
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preferable where there are opportunities for shared utilities trenching and timing developments to share the cost of 

groundwork. Similarly, consideration should be given to selecting routes where the gas mains have been abandoned or 

have yet to be replaced, which may offer an opportunity to reduce future costs in the gas network. Horizontal 

directional (HD) drilling can be used may also avoid the requirements for open trenching, this is particularly cost-

effective for ambient temperature networks supplied by heat pumps. 

Case Study: Bunhill 1, Islington London Borough Council 

Launched in 2012, Bunhill 1 is a district-wide heat network which is wholly owned and operated by Islington London Borough Council. 
The system consists of a 1.98MWe gas CHP engine and 115m

3
 thermal store which serves heat to 6 local sites, including 850 homes 

and two leisure centres. The project avoided costs through sharing utilities trenching with Thames Water, during the Victorian mains 
replacement and the shared trench ran down approximately 200m of road. The first contractor opened the trench and laid their pipework 
and the second (Vital Energy) laid the heat network pipework within the same trench and undertook the backfilling and reinstatement 
works. The network is due to be extended in 2016 (Bunhill 2) to serve the King’s Square housing estate. An additional energy centre will 
be developed to recover heat from the London Underground via a heat pump and supplied to the network. 

4.k Collaboration 

As the number of networks within any given conurbation might be anticipated to grow, there may be opportunities 

for collaboration in the form of interconnection with neighbouring district heating networks. This would enable 

excess energy that is produced to be traded under a commercial agreement, reducing demand volatility in the overall 

network and allowing access to increased economies of scale. Other opportunities for collaboration might be in terms 

of bulk procurement/transportation of fuel sources and economies of scale gained on specialist operation and 

maintenance. 

4.l Impact on the Financial Modelling 

Taking a holistic view of avoided costs could make or break the viability of a scheme being tested through Financial 

Modelling. Where possible, wider avoided costs should be captured in the modelling process and/or under the Project 

Comparator – see Part 1 Section 1(c) and Inputs within the FMCIRD at Appendix A. System efficiencies, capital 

expenditure and cost of fuel should be a key area of sensitivity testing where variability might be perceived. 

Smart systems may offer opportunities for efficient energy use but this 'intelligence' comes at a price. In all cases, a 

cost-benefit analysis should be performed as part of the Financial Modelling exercise. Due to their nature, revenues 

generated based on variability in demand from the grid will be mixed and therefore caution should be applied when 

assuming such revenues, with sensitivity testing performed. 
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Appendix A – Financial Model 
Cost Input Reference Document 

The Financial Model Cost Input Reference Document (FMCIRD) has been developed to enable an interested party to 

review the financial implications of a proposed heat network and should be used in reference with the Guidance on 

Economic and Financial Case in addition to the Guidance on Strategic and Commercial Case as well as other relevant 

publications, such as the Heat Networks Code of Practice. 

The accuracy and robustness of the Feasibility stage Techno Economic Model (TEM) will be based upon the level of 

technical and commercial knowledge held at the time of assessment. This reference document should be used to assist 

in identifying that key financial items have been accounted for, if not directly identified. The information should be 

further used to validate assumptions and considerations made within the TEM. 

The assessment should be carried out in three stages, in order to develop reflective costs and support the development 

of the TEM into the Financial Model (FM) in the Outline Business Case (OBC). 

The three stages, for each option, are as follows:- 

1. Input Data 

2. Risk Assessment 

3. Project Comparator 

The Input Data has been further sub-divided into four areas of a heat network, as defined below; 

1. Overarching; costs relating the overall heat network 

2. Generation; all costs associated with thermal energy generation including plant, buildings and connection to the 

distribution system 

3. Distribution; all cost associated with distributing heat from the thermal energy generation plant boundary, to the 

first point of building thermal connection 

4. Consumption; all costs associated with delivering heat from first point of building thermal connection, to the 

internal heat customer. Captures thermal energy sales. 

The figure below visually presents the boundaries of these groups and has been colour coded for ease of use; 

Overarching (Orange), Generation (Green), Distribution (Blue) and Consumption (Red). 
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Inputs – General notes 

The data contained within the FMCIRD has been developed as a guide for LAs to assess and review the level of detail 

within the Techno-Economic Model (TEM) developed at the Feasibility stage of a project. 

The information contained within the Input section, is intended to allow the LA to review their current TEM and 

identify whether key items have been considered. The Input section of the FMCIRD has been developed into four 

categories, each representing a physical element of a heat network; 

• Overarching:- Costs associated with the overall scheme that may not be suitable to attribute to a specific cost type 

(defined below) on most projects 

• Generation: - Costs associated with the generation of thermal energy. Demarcation set from the primary energy 

import (gas, electricity etc) through to the thermal energy export (Generation - GC/31 Network Distribution 

Pumps) 

• Distribution: - Cost associated with thermal energy distribution from point of generation (Generation - GC/31 

Network Distribution Pumps) to the customer (Distribution - DC/06 Thermal Sub-Station).  

• Consumption: - Cost associated with thermal energy consumption from the heat network (Distribution - DC/06 

Thermal Sub-Station). Costs dependant on extent of the network but should include all items up each point of 

sale. 

Not all projects will be split into these categories nor will all items be required for all projects. Additionally, it is not 

necessary to have each item identified within the TEM but there should be consideration to identify with sufficient 

allowances have been made. The information is not intended to comment on the accuracy of the prices developed 

within the project TEM. The reader may refer to published data, such as SPONs, but it is recommended to seek 

manufacturer/installer/operator cost input to validate financial assumptions. To date, the limited published financial 

information on heat networks is unspecific and can be inappropriate for use in alternative projects. 
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The cost areas are further categorised into three cost types; Capex, Opex and Revenue. Cost line items are identified 

by these categorisations and information provided to assist in their testing and development. The information 

provided is as follows; 

• Item – Items that should be considered within the TEM 

• Including – summary of what the item includes 

• Influenced by  – summary of what can influence the price of the item 

• Guidance – information on how to develop the cost with considerations required to improve accuracy 

All information provided is for high level guidance only and cannot cover every eventuality within its scope. The 

output of this process will allow the LA to review the TEM, developed at the Feasibility stage. This will then be 

developed into a Financial Model. Awareness is required as to the timing and impact of when capital cost occurs in 

addition to operational costs and projected revenue.



Heat Network Detailed Project Development Resource:  Economic and Financial Case 

© 2016 Grant Thornton UK LLP. All rights reserved. 125 

Input – Overarching 

 

Cost type Item Including Influenced by Guidance on developing cost 

Capex Development Costs � Stakeholder costs 

� Design/Professional costs 

� Planning costs (building, above 
ground pipework etc.) 

� Complexity 

� Professional skills required 

� Duration 

� Scope change 

Prior to materials being installed on-site, the project will incur 
costs associated with the design, development and procurement 
of a proposed heat network. These costs will be impacted by the 
complexity of the project, the team required to deliver the project 
as well as the length of time taken to deliver the project. Further 
costs may be incurred on on-going management of the delivery 
process until the scheme is deemed to be operating successfully. 
Costs beyond this point are considered to be covered under 
Opex. 

Capex Procurement Costs � Assessment of procurement routes 

� Financial appraisal 

� Procurement of installation  

� Procurement of operation 

� Operational complexity 

� Procurement complexity 

� Professional skills required 

� Duration 

� Phasing 

Whilst identified above in Development Costs, procurement costs 
can be considerable and depends on the procurement proposed. 
The procurement route is to be based on the guidance identified 
within the Guidance on Strategic and Commercial Case. Items to 
consider include procurement route, development of the 
commercial procurement details including duration of 
procurement, phased of procurement, stages of procurement 
(multiple tender stages) and the team required to deliver the 
appropriate procurement strategy. This process may continue for 
significant lengths of time post tender, up to installation once a 
contract is agreed/signed. 

O
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Capex

Development Costs

Procurement Costs

Commissioning Management

Contingency

Opex

System Management

Insurance

Business Rates and corporation tax

Other Costs
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Cost type Item Including Influenced by Guidance on developing cost 

Capex Commissioning 
Management 

� Commissioning Management  

� Soft Landings 

� Complexity 

� Professional skills required 
(manager and agents) 

� Duration 

� Project phasing 

� Seasonal commissioning 

Review the commissioning requirements for the project including 
BREEAM drivers and soft landings. At an early stage of project 
design, Commissioning Management is to be considered with a 
team member appointed to review commissioning strategy and 
delivery of the project. If the project is de-coupled and/or phased, 
additional complexity may be present. The Commissioning 
Manager should review the full system from primary fuel 
purchase, through to final point of sale on the network. Seasonal 
commissioning may also need to considered and managed. 

Capex Contingency � Residual Risk Cost � Project assessment 

� Selection of contingency level 

Following a review of the project risk profile, a contingency sum 
may be generated to cover the level of residual risk that is 
assessed to be held within the project. Poor project assessment 
may lead to incorrect selection of contingency level 

Opex System 
Management 

� Overarching network management 

� Governance 

� Reporting  

� Commercial structure Additional costs covering the cost of the overarching heat 
network management, governance, reporting etc. Some costs 
may already be covered under Generation, Distribution or 
Consumption management. The scale of complexity of these 
additional costs will be affected by how the heat network is 
commercially structured i.e. Decoupled Model. Please refer to the 
Guidance on Strategic and Commercial Case. 

Opex Insurance � Project specific cost � Dependent on provider or 
self-cover 

Project specific cost to be included. Please refer to Guidance on 
Strategic and Commercial Case. 

Opex Business rates & 
corporation tax 

� Project specific cost � Dependent on operator Project specific cost to be included. Further guidance is provided 
in the Guidance on Strategic and Commercial Case. 

Opex Other costs � Heat network management 

� Governance 

� Reporting  

� Contractual structure Additional costs would also cover the cost of heat network 
management, governance, reporting etc. 
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Input – Generation 

 

Ref. Cost Area Cost Type Item Including Influenced By Guidance on developing cost 

GC/01 Generation Capex Energy Centre 
Building 

� Building frame/structure 

� Façades and roof 

� Ground works/landscaping 

� Footprint, area, volume 
and finish  

� Building geometry  

� Requirement for 
additional plant 

� Planning 

The energy centre cost is affected by footprint, area, 
volume and finish. Building geometry will be a result of 
the building's location and plant requirements. Finish 
can be driven by Planning restrictions, acoustic 
requirements and client drivers. Multiple energy centres 
may require an increase in area/volume due to 
additional plant. Containerised solutions and using 
existing building areas can reduce cost, if appropriate. 

Guidance around the Useful Economic Life of Assets 

can be found at ‘CIBSE Guide M – Economic Life 

Factors Section 12.’ 

GC/02 Generation Capex Energy Centre 
Land 

� Land value 

� Requirements for 
demolishing existing 
infrastructure/buildings 
Landscaping requirements 
Removal or relocation of 

� Size required 

� Access restrictions 

� Utilities locations 

� Parking requirements 

� Delivery frequency 

Energy centre location(s) to be considered in the 
context of land value and existing uses. Energy Centre 
may also require permanent access, external utility 
locations, parking and future plant movement 
requirements, all of which may increase required land 
area. Consideration to be given to the access due to 
regular maintenance visits, future plant movement and 
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Ref. Cost Area Cost Type Item Including Influenced By Guidance on developing cost 

flora/fauna � External utility buildings 
(Gas and Electricity) 

� Future plant movement 
requirements 

deliveries (fuel, spare parts, plant) 

GC/03 Generation Capex Gas � Gas network upgrades for 
provision of gas to 
combustion plant 

� Meter stations 

� Boosters  

� Network re-enforcement 

� If medium pressure 
required: 

� Pressure reducing valves 

� Building/kiosk for gas 
meters, if required 

� Pressure requirements 

� Peak capacity  

� Annual consumption 

� Requirement for medium 
pressure   

Gas is to be provided to combustion plant. Cost of gas 
will be based on the pressure requirements, peak 
capacity and annual consumption. Costs may increase 
if medium pressure is required along with pressure 
reducing valves, meter stations, boosters and possible 
network re-enforcement. PRVs and gas meter room 
may require separate buildings/kiosk to be constructed 

GC/04 Generation Capex Thermal 
Resilience 

� Gas resilience plant 

� Any further 
infrastructure/utilities 
works to support resilience 

� Availability/type of 
chosen alternative fuel 
supply 

Method of gas resilience is to be considered and costed 
if required. Methods can include alternative fuel 
provision such as diesel or a connection point for 
temporary boilers 

GC/05 Generation Capex Electricity � Electrical network 
upgrades to support 
additional load 

� Ring Main Units and 
Transformers 

� Import and export 
capacity of connection 

� Voltage and 
transformation 
requirements 

� Requirements for area 
separation of electricity 
plant 

Electricity is to be provided to each energy centre. 
Consideration is required for the import and export 
capacity of the connection as well as the voltage and 
transformation requirements. Separate areas, and 
possibly buildings may be required for Ring Main Units 
and Transformers. Separate costs should be identified 
for any potential private wire connections to allow 
specific cost benefit analysis. 

GC/06 Generation Capex Electrical 
Resilience 

� Back up generation plant 

� Controls infrastructure to 
support back up 
generation 

� Any utilities/infrastructure 
upgrades required to 
support back up plant 

� Voltage and 
transformation 
requirements  

� Type of back up 
generation chosen 

� Back up capacity 
requirements  

Method of electrical resilience is to be considered and 
costed if required. Methods can include separate 
electrical supply, UPS or back up generation 

GC/07 Generation Capex Private Wire 
Electrical 
Connection 

� Wiring from generators to 
point of sale 

� Private transformers, if 
required 

� Voltage and 
transformation 
requirements  

� Capacity of system 

Costs associated with the installation of a private wire 
system. Consideration required for peak provision, 
voltage requirements and distance. 
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Ref. Cost Area Cost Type Item Including Influenced By Guidance on developing cost 

� Electrical metering 

GC/08 Generation Capex Water  � Utilities infrastructure costs 
for provision of raw water 
to energy centre 

� Initial network filling 

� Peak capacity under 
normal operation 

� System volume 

� Network filling plan 

� Distance of energy centre 
from existing water mains 

Raw water to be provided to the combustion plant and 
network filling point. Peak capacity can be minimised to 
meet normal operational capacity of the system i.e. 
leaks and boiler re-filling. Initial network filling to be 
considered  

GC/09 Generation Capex Drainage � Drainage system costs 

� Separate discharge facility 
if required for Boiler blow 
down water 

� Type and volume of 
effluent  

Drainage will be required in each energy centre. 
Consideration to be given as to any limitations as to the 
type and volume of effluent that may be discharged. 
Boiler blow down water may require a separate 
discharge strategy 

GC/10 Generation Capex Communication � Connection to external 
communication systems 

� Cable and system costs 

� Set up of web based 
facilities such as system 
viewing platforms 

� Type of communications 
system in place 

� Method of communication 

� Network coverage in the 
area, eg 3G 

Energy centre will require connection to external 
communication systems 

GC/11 Generation Capex Conventional 
Boiler Plant 

� Boiler Plant Costs 

� Installation Cost 

� Boiler ancillaries costs 

� Thermal peak capacity 

� Type of the Plant 

� Quantity 

� Resilience strategy 

� Phasing 

Consideration is to be given to the type, quantity and 
resilience strategy in order to meet the identified 
thermal peak capacity of the system. Phased 
developments may require differing boiler technology 
types or sacrificial plant 

GC/12 Generation Capex Water source 
heat pump - 
Open loop 

� Plant and pipework costs 

� Installation Cost 

� Consideration of system’s 
impact on the water 
source by specialist.  

� Permission by appropriate 
authority (Environment 
Agency).  

� Plant requirements to 
service peak load 

� Capacity of the system 

� Distance of energy centre 
from water source 

� Type of water source - 
stagnant or flowing 

� Quality/cleanliness of 
water source 

� Method of peak load 
provision 

Capacity of the system may be aligned with an 
identified base load with an alternative heat source 
required for peak load. Detailed consideration required 
for the possible impact to the water source. Permission 
may be required from appropriate authorities such as 
the Environment Agency. EA (or alternative) should be 
engaged to identify financial impact of requirements  

GC/13 Generation Capex Water source 
heat pump - 
Closed loop 

� Plant and pipework costs 

� Installation Cost 

� Consideration of system’s 

� Capacity of the system 

� Distance of energy centre 
from water source 

Capacity of the system may be aligned with an 
identified base load with an alternative heat source 
required for peak load. Detailed consideration required 
for the possible impact to the water source. Permission 
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Ref. Cost Area Cost Type Item Including Influenced By Guidance on developing cost 

impact on the water 
source by specialist.  

� Permission by appropriate 
authority (Environment 
Agency).  

� Plant requirements to 
service peak load 

� Type of water source - 
stagnant or flowing 

� Quality/cleanliness of 
water source 

� Method of peak load 
provision 

may be required from appropriate authorities such as 
the Environment Agency. EA (or alternative) should be 
engaged to identify financial impact of requirements  

GC/14 Generation Capex Deep 
Geothermal 
technology 

� Cost of deep geothermal 
plant, including drilling to 
necessary depth 

� Consideration of ground 
conditions by specialist  

� Alternative heat source to 
service peak load 

� Capacity of the system 

� Distance of energy centre 
from borehole 

� Depth necessary for 
drilling 

� Prevailing subsurface 
temperatures 

Capacity of the system may be aligned with an 
identified base load with an alternative heat source 
required for peak load. Detailed consideration of ground 
conditions required and specialist pricing is necessary. 

GC/15 Generation Capex Ground source 
heat pump - 
horizontal - 
closed loop 

� Plant Cost including 
ground array 

�  Installation Cost 

� Consideration of ground 
conditions by specialist  

� Alternative heat source to 
service peak load 

� Heating and cooling 
capacity of the system 

� Prevailing ground 
conditions 

� Area available for ground 
works 

� Prevailing water table 
conditions 

� Resilience requirements 

Capacity of the system may aligned with an identified 
base load with an alternative heat source required for 
peak load. Detailed review of ground conditions 
required prior to confirmation of costs 

GC/16 Generation Capex Ground source 
heat pump - 
vertical - open 
loop 

� Plant Cost including 
ground array 

� Installation Cost 

� Consideration of system’s 
impact on the water 
source by specialist.  

� Permission by appropriate 
authority (Environment 
Agency).  

� Alternative heat source to 
service peak load 

� Heating and cooling 
capacity of the system 

� Prevailing ground 
conditions 

� Area available for ground 
works 

� Prevailing water table 
conditions 

� Resilience requirements 

Capacity of the system may be aligned with an 
identified base load with an alternative heat source 
required for peak load. Detailed consideration required 
for the possible impact to the water source. Permission 
may be required from appropriate authorities such as 
the Environment Agency. EA (or alternative) should be 
engaged to identify financial impact of requirements  

GC/17 Generation Capex Ground source 
heat pump - 
vertical - closed 
loop 

� Plant Cost including 
ground array 

� Installation Cost 

� Consideration of ground 

� Heating and cooling 
capacity of the system 

� Prevailing ground 
conditions 

Capacity of the system may be aligned with an 
identified base load with an alternative heat source 
required for peak load. Detailed review of ground 
conditions required prior to confirmation of costs 
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Ref. Cost Area Cost Type Item Including Influenced By Guidance on developing cost 

conditions by specialist  

� Alternative heat source to 
service peak load 

� Area available for ground 
works 

� Prevailing water table 
conditions 

� Resilience requirements 

GC/18 Generation Capex Air source heat 
pump 

� Air source heat pump to 
serve base load 

� Alternative heat source to 
service peak load 

� System location 

� System capacity 

� Visual and acoustic 
considerations 

Capacity of the system may be aligned with an 
identified base load with an alternative heat source 
required for peak load. Confirm capacity of the system 
and seek quotation. Location of the system may be 
required to be external with associated consideration of 
acoustic and visual impact  

GC/19 Generation Capex CHP (Spark 
Ignition Gas 
Engine) 

� Plant Cost 

� Installation Cost 

� Alternative heat source to 
service peak load 

� Dry air coolers and oil 
system if required 

� Capacity of the system 

� Operational effectiveness 
of CHP  

� Phasing 

� Acoustic and vibration 
requirements 

� Flue requirements 

� Flue gas treatment (noise 
and emissions) 

Consideration to be given to the operational 
effectiveness of the CHP installation. This consideration 
should consider the base load thermal profile and how it 
is met by the proposed CHP installation. CHP may be 
installed at a later stage if the base load is required to 
be demonstrated on phased developments. Acoustic 
and vibration requirements will impact associated cost 
of the CHP installation. The CHP cost should also 
include dry air coolers and oil system if required. Noise 
and emission constraints can impact cost of installation. 

GC/20 Generation Capex Gas turbine 
CHP and waste 
heat boiler 

� Plant Cost 

� Installation Cost 

� Alternative heat source to 
service peak load 

� Capacity of the system 

� Operational effectiveness 
of CHP  

� Phasing 

� Acoustic and vibration 
requirements 

� Flue requirements 

� Flue gas treatment (noise 
and emissions) 

Turbine systems normally suited to applications with 
high (>3 MWth) for long periods of time. As such, 
turbines are normally suited to very large heat 
networks. If turbine technology is being considered as 
part of an energy solution, quotations are to be sought 
and early manufacturing engagement is essential. 
Noise and emission constraints can impact cost of 
installation. 

GC/21 Generation Capex Steam turbine 
CHP 

� Plant Cost 

� Installation Cost 

� Alternative heat source to 
service peak load 

� Capacity of the system 

� Operational effectiveness 
of CHP  

� Phasing 

� Acoustic and vibration 
requirements 

� Flue requirements 

Turbine systems normally suited to applications with 
high (>3 MWth) for long periods of time. As such, 
turbines are normally suited to very large heat networks 
or heat generators i.e. Energy from Waste. If turbine 
technology is being considered as part of an energy 
solution, quotations are to be sought and early 
manufacturing engagement is essential 

GC/22 Generation Capex Biomass CHP � Plant Cost � Capacity of the system Fuel silo and flue design be areas of cost impact. Upon 
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Ref. Cost Area Cost Type Item Including Influenced By Guidance on developing cost 

� Installation Cost 

� Alternative heat source to 
service peak load 

� Fuel silo 

� Delivery mechanism  

� Flue design 

� Flue gas treatment (noise 
and emissions) 

selection, seek quotations.  Noise and emission 
constraints can impact cost of installation. 

GC/23 Generation Capex Thermal Store � Plant Cost 

� Installation Cost 

� Scale of thermal store 
required  

� Space capacity 

� Load capacity of 
structural base 

� Delivery routes 

� Visual impact (external) 

Evaluate scale of thermal store required and ability to 
include the proposed thermal store. Upon completion of 
verification obtain quotations for accurate cost, inclusive 
of plant movement. Additional cost associated with the 
area to locate the thermal store and that the structural 
base is sufficient to accommodate the weight. If the 
stores are to be external consideration of visual impact 
will be required and detailed in a Planning application 

GC/24 Generation Capex Biomass boiler � Plant Cost 

� Installation Cost 

� Alternative heat source to 
service peak load 

� Capacity of the system 

� Fuel silo 

� Delivery mechanism  

� Flue design 

� Flue gas treatment (noise 
and emissions) 

Capacity of the system may aligned with an identified 
base load with an alternative heat source required for 
peak load. Fuel silo, delivery mechanism and flue 
design be areas of cost impact. 

GC/25 Generation Capex Solar thermal � Plant Cost 

� Installation Cost 

� Fluid costs 

� Assess Space 

� Available roof area for 
installation 

� Performance 

� System volume 

Purpose-designed ‘evacuated tube collectors’ have 
been developed to increase performance against the 
typical ‘flat plate collectors’. Assess space for 
installation and impact to system integration. System 
may not be suitable for heat network integration, 
dependant on design temperatures, and may have a 
negative impact on the performance of a heat network 
system 

GC/26 Generation Capex Flue Gas 
Treatment 

� Plant Cost 

� Installation Cost 

� Permitted emission levels Flue gas may require treatment in order to meet 
identified emission levels. These items have significant 
associated capital cost and should be captured, if 
required. Requirement may be driven through direct 
local air quality requirement or indirect environmental 
performance requirements such as BREEAM 

GC/27 Generation Capex Waste heat 
chiller i.e. 
Absorption 
chillers 

� Plant Cost 

� Installation Cost 

� Capacity of system 

� Availability of waste heat 
(annual, peak) 

� Cost of waste heat 

� Carbon factor of waste 
heat 

Assess required capacity of system to specify chiller. 
This will determine the space requirements and 
installation considerations. Careful consideration must 
be given to the method of waste heat collection, its 
effect on chiller efficiency and the controls strategy 
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Ref. Cost Area Cost Type Item Including Influenced By Guidance on developing cost 

� Level of controllability 

GC/28 Generation Capex Conventional 
chiller 

� Plant Cost 

� Installation Cost 

� Capacity of system 

� Supply and ambient 
temperature 
requirements/conditions 

Assess required capacity of system to specify chiller. 
This will determine the space requirements and 
installation considerations. 

GC/29 Generation Capex Ventilation � Plant costs 

� Heat gain control  

� Smoke ventilation 

� Acoustic limitations on 
site 

� Ventilation method 

� Level of acoustic 
attenuation 

The energy centre ventilation strategy is to be 
considered based on the acoustic limitations of the site. 
Combustion air, heat gain control and smoke ventilation 
to be considered. Cost will be affected by ventilation 
method, resilience and level of acoustic attenuation 

GC/30 Generation Capex Energy Centre 
Pipework 

� Pipework 

� Lagging 

� Valves 

� Small pumps (plant 
circulation) 

� Supports  

� Length of pipework 

� Structural constraints 

� Spatial constraints 

� Pipework material and 
weight 

Pipework, lagging, valves, small pumps and supports to 
be priced and included 

GC/31 Generation Capex Network 
Distribution 
Pumps 

� Plant Cost 

� Installation Cost 

� Sacrificial and resilience 
plant cost 

� Peak flow requirements 

� Control method 

� Thermal strategy (delta 
T) 

� Phasing and future 
proofing 

� Minimal summer load 
conditions (diversified 
load) 

The heat network distribution pumps are likely to have 
multiple pumps designed to meet peak flow 
requirements and resilience. Consideration required on 
control method, flow and return temperatures (deltaT), 
phased development of the network and minimal 
summer load conditions. Consideration of sacrificial 
plant may be required 

GC/32 Generation Capex Water 
Treatment, 
pressurisation 
and expansion 

� Plant Cost 

� Installation Cost  

� Operational water quality 
requirements 

� Pressure requirements 

� System 
size/capacity/volume 

Long term water quality within a heat network is 
essential in maintaining its value. Poor water quality can 
significantly shorten the life span of the network. 
Operational water quality and its management to be 
considered with an appropriate method to technically 
deliver and maintain those conditions. Pressurisation 
and expansion also to be considered as part of this 

GC/33 Generation Capex Controls � Cost of Controls 

� Interface to thermal sub-
station control   

� Interface to fiscal energy 
meters (heating and 

� User interface 
requirements 

� Reporting/alarm 
requirements 

� Limitations on control 

Appropriate controls to be developed for the energy 
centre plant control as a minimum. Recommended to 
be designed to monitor and control all aspects of the 
heat network; generational (all plant within the energy 
centre), distribution (all items installed at point of 
demarcation from network to building i.e. thermal sub-
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cooling)  

� Network heat energy 
management  

� Field communication 
system 

� Hardware 

� Software 

communications i.e. 
wireless may not be 
appropriate 

station) and point of sale. All data from fiscal heat 
meters should be provided back to the control system to 
allow operator to optimise the system. Communication 
strategy to be identified and agreed in principle at an 
early stage. Wireless communication can be 
appropriate in some circumstances but signal 
interference needs to be considered in the context of 
the built environment. 

GC/34 Generation Capex Heat 
Exchangers 

� Plant Cost 

� Installation Cost  

� Capacity 

� Flow rate 

� Pressure drop and 
resilience 

Plate heat exchangers (PHEX) may be required if a dry 
air cooler is a sufficient height away, high temperature 
networks are being used to import heat or if the heat 
network is operating at lower temperature than the 
generation equipment. Cost of the PHEX is influenced 
by capacity, flow rate, pressure drop and resilience 

GC/35 Generation Capex Other Energy 
Centre 
Elements 

� Small power 

� Lighting 

� Fire systems 

� Security 

� Welfare 

� System size/capacity 

� Prevailing regulatory 
requirements 

In addition to the items identified above, cost 
consideration is required for the following items; small 
power, lighting, fire systems, security, welfare etc. 

GC/36 Generation Capex Commissioning � Commissioning planning 

� Factory Acceptance 
Testing 

� Installation commissioning 

� Seasonal commissioning 

� Knowledge transfer 

� Commissioning 
management plan 

� System size/capacity 

� System complexity 

� Phased installation of 
equipment/plant 

� Development of the heat 
network (peak and 
annual load) 

Based on the commissioning management plan, the 
installation commissioning processes should align and 
demonstrate installed plant performance. Once initial 
plant performance is proven and accepted, the system 
should continue to be monitored and may require 
additional work as the heat network evolves. The 
evolution of the heat network will be impacted by the 
installation of assets as well as growth in thermal 
energy consumption. Cost of commissioning is 
considered separately under Generation, Distribution 
and Consumption. 

GC/37 Generation Capex Overhead, 
Profit and  
Preliminaries 

� Contractor overheads 

� Contractor profit  

� Associated preliminary 
contract costs 

� Procurement strategy Developed costs need to ensure they account for 
contractor overheads, profit and any associated 
preliminary contract costs. OHP and Prelim costs 
considered separately for Generation, Distribution and 
Consumption. 

GO/01 Generation Opex Asset 
replacement 
costs 

� Installed asset 
replacement 

� Asset capacity 

� Asset quality 

� Age of plant 

� Hours of operation 

� Operation and 

Planned cost for replacement of capital plant. Whole life 
costs can be significantly affected by the level of the 
maintenance undertaken. The costs may be further 
influenced by the simplicity of replacement of the plant. 
All plant should be assessed as early as feasibility 
through to installation stages for future maintenance 
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Maintenance regime 

� Resilient design 

� Ease of access 

and replacement requirements. 

GO/02 Generation Opex Operation and 
maintenance 
cost 

� Operation of the 
associated assets for heat, 
cooling and electrical 
power 

� Planned maintenance of 
the associated assets for 
heat, cooling and electrical 
power 

� Unplanned maintenance of 
the associated assets for 
heat, cooling and electrical 
power 

� Spares 

� Staff costs (operator, 
management and 
maintenance) 

� Manufacturer's 
maintenance 
requirements 

� Demarcation of the O&M 

� Specialist equipment 

� Requirement to hold 
spares in stock 

� Complexity of access to 
undertake maintenance 

� Requirements of the 
contract 

� Energy production/sales 

� Quality of O&M on other 
areas of the system 

� Control system data 
(detailed analysis of 
asset performance) 

Cost associated with the operation and maintenance of 
the associated assets. Cost can be impacted by the 
demarcation of the O&M and requirements of the 
contract. O&M can be significantly impacted by the 
quality of the O&M in other areas of the heat network, if 
hydraulically linked. A comprehensive control and 
monitoring system should also enable detailed system 
performance reviews to be undertaken with potential for 
interventions to improve system performance. 

GO/03 Generation Opex Electricity � Prevailing electricity prices 
for purchase 

� Time dependency of 
prices 

� Size and capacity of 
system 

Consider cost of whole sale electricity and how it is to 
be procured. Any co-generation within an energy centre 
may be used to offset an element of this cost 

GO/04 Generation Opex Gas � Prevailing gas prices for 
purchase 

� Time dependency of 
prices 

� Size and capacity of 
system 

Consider cost of whole sale gas and how it is to be 
procured. 

GO/05 Generation Opex Biomass � Availability of fuel supply 

� Quality of fuel supply 

� Time dependency of 
prices 

� Size and capacity of 
system 

� Consistent fuel source 

Assess and identify source of biomass fuel as part of 
the design process. Specify and agree fuel supply 
contractor. Continuous monitoring of fuel quality (make-
up, size, moisture etc) is necessary. 

GO/07 Generation Opex Water � Prevailing water prices for 
purchase 

� Time dependency of 
prices 

� Size and capacity of 
system 

Consider cost of water 
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GO/09 Generation Opex External heat 
purchase 

� Fixed cost for annual 
external thermal energy 
provision (standing 
charge) 

� Variable cost for thermal 
energy consumed (unit 
rate) 

� Total annual thermal 
energy consumed 

� Installed peak thermal 
energy requirement 

� Carbon factor of supplied 
thermal energy 

The cost, operational quality and value of the external 
heat should be considered. Capacity of supply 
(diversified), annual consumption, availability, carbon 
factor and cost need to be considered. 

GO/10 Generation Opex Temporary 
heat purchase 

� Delivery of temporary 
system 

� Operation of temporary 
system 

� Fuel consumption for 
temporary system 

� Points of connection 
(quantity) 

� Peak capacity of 
temporary system 

� Ease of connection 
including location of 
temporary system 

� Duration of use (time and 
fuel) 

Having conducted a risk assessment upon failure of 
heat supply, temporary heating solutions may be 
utilised. Normally containerised boiler systems with 
integral fuel storage (diesel) may be brought onto site 
and operated. 

GO/11 Generation Opex Consumables � Oils/lubricants 

� Dosing chemicals 

� Flue gas treatment 
chemicals 

� Operation and 
maintenance strategy 

� Control systems 
(stop/start operation) 

� Inability to match low load 
thermal energy demand 
within installed capacity 

� System leaks 

The costs associated with consumables will be affected 
by the operation and maintenance strategy applied to 
the plant. This will be further impacted by the ability of 
the plant to efficiently meet the thermal energy 
requirements of the system especially at low load 
points. The ability to meet the variable demand is 
impacted by both plant selection and the control 
systems installed. Increased costs associated with 
issues, such as leaks, should be addressed through 
corrective measures. 

GO/12 Generation Opex Carbon offset � Avoided costs associated 
with carbon charges 

� Prevailing carbon market 
charges 

The proposed scheme may result in avoided costs 
associated with carbon charges i.e. Climate Change 
Levy (CCL). This avoided cost should  be identified 

GO/13 Generation Opex Offset utility 
costs 

� Offset utilities costs due to 
a net reduction in energy 
purchased  

� Prevailing utility market 
charges 

On-site energy generation may be utilised to reduce 
operational utility costs (OG/13), with excess energy 
being sold to a DNO (GR/03) or private third party 
(CR/02 and CR/03). Each of these levels of use or sale 
may have different financial values, which should be 
identified and accounted for. May enable the reduction 
in traditional utility costs i.e. TNUoS and DNUoS.  

GO/14 Generation Opex Management 
costs 

� Cost of managing the 
generation assets 

� Complexity of the system 

� Capacity of the system 

� Phased development of 
the system 

Cost of the system management. The scale of 
complexity of these additional costs will be affected by 
how the heat network is commercially structured i.e. 
Decoupled Model. This cost will also be affected by the 
requirements of the Governance structure and 
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� Contractual Structure of 
the Heat Network 

� Governance 
requirements 

� Regulatory requirements 

Regulatory requirements imposed. System 
Management costs have been identified for each area 
of the heat network. These costs should be considered 
in coordination to ensure that costs/activities are not 
duplicated or overlooked. Duties should be defined 
within the Governance and Regulatory requirements for 
each cost area. 

GR/01 Generation Revenue Thermal 
Energy 
Generation 

� The annual quantity of 
energy produced in kWh 
or MWh, by the thermal 
generation system 

� Capacity of the network 

� Quality of the installation 

� Operational parameters 
of the network 

Thermal energy will be lost between the point of 
generation i.e. boilers, to the point of sale i.e. residential 
HIU. The losses are to be identified and minimised as 
these losses represent a cost that needs to be passed 
onto the customers. The ability to minimise loss, has a 
direct impact on the financial viability of the project. 
Below ground and above ground pipework losses 
should be separately identified and minimised in 
accordance with Heat Networks Code of Practice 

GR/02 Generation Revenue Electricity Unit 
Price 

� Annual electricity cost  � Prevailing cost of 
electricity 

Electricity generated may be sold. The sale mechanism 
is to be identified and the appropriate wholesale value 
input within the model 

GR/03 Generation Revenue Additional 
electrical 
income 

� Prevailing energy revenue 
tariffs 

� Generating capacity 

� External operational 
restrictions (noise, heat 
rejection) 

� Time dependent 

The electrical generating capacity should be reviewed 
against the electrical capacity market and any additional 
potential income identified. The operational impact of 
signing up to an additional revenue scheme is to be 
assessed technically as it may impact environmental 
performance and require additional plant i.e. CHP 
rejecting heat to the environment in order to generate 
electricity 
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GC/01 Generation Capex Energy Centre 
Building 

� Building frame/structure 

� Façades and roof 

� Ground works/landscaping 

� Footprint, area, volume 
and finish  

� Building geometry  

� Requirement for 
additional plant 

� Planning 

The energy centre cost is affected by footprint, area, 
volume and finish. Building geometry will be a result of 
the building's location and plant requirements. Finish 
can be driven by Planning restrictions, acoustic 
requirements and client drivers. Multiple energy centres 
may require an increase in area/volume due to 
additional plant. Containerised solutions and using 
existing building areas can reduce cost, if appropriate 

GC/02 Generation Capex Energy Centre 
Land 

� Land value 

� Requirements for 
demolishing existing 
infrastructure/buildings 
Landscaping requirements 
Removal or relocation of 
flora/fauna 

� Size required 

� Access restrictions 

� Utilities locations 

� Parking requirements 

� Delivery frequency 

� External utility buildings 
(Gas and Electricity) 

� Future plant movement 
requirements 

Energy centre location(s) to be considered in the 
context of land value and existing uses. Energy Centre 
may also require permanent access, external utility 
locations, parking and future plant movement 
requirements, all of which may increase required land 
area. Consideration to be given to the access due to 
regular maintenance visits, future plant movement and 
deliveries (fuel, spare parts, plant) 

DC/01 Distribution Capex Buried 
Pipework 

� Material storage 

� Dig management 

� Utility coordination 

� Excavation 

� Drilling 

� Material movement and 
disposal 

� Installation 

� Inspection 

� Backfilling 

� Making good 
•Requirement for trenching 
the system 

� Type of pipe 

� Size of pipework (peak 
thermal capacity) 

� Depth of pipework 

� Security of pipework 

� Location of pipework 

� Presence of other utilities 

� Road closure/traffic 
management/licensing 
costs 

� Road surface instatement 
(type of surface) 

� Valve locations and 
future access 

� Expansion systems and 
future access 

The cost of pipework will be directly affected by the type 
of pipe, size, depth and location of the pipework. Type 
of pipe (including insulation) and size can be affected 
by the thermal strategy and will impact the cost of the 
materials and labour. Location and depth will affect the 
civil cost element of the installation and may impact the 
cost of materials based on route length. The technical 
requirements for both the pipework and civil costs are to 
be reviewed in detail and include pipework material 
storage, dig management, utility coordination, 
excavation, material movement, installation, inspection, 
backfilling, making good and commissioning. If the 
system is required to be trenched, this is to be 
considered separately. Costs can vary depending on 
whether the dig is soft, suburban hard dig, urban hard 
dig or central urban hard dig 

DC/02 Distribution Capex Geographic 
obstacle 

� Cost for overcoming 
Physical barriers such as: 

� Private land 

� Roads 

� Railways 

� System location 

� Future expansion 
requirements 

� Legal considerations 

� Stakeholder engagement 

Special cost consideration to be given to any significant 
physical barrier to the proposed heat network route. 
Physical obstacles can include, but are not limited to, 
private land, roads, railways, canals, rivers, major utility 
routes and areas with environmental or archaeological 
interest.  
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� Canals and rivers 

� Major utility routes 

� Areas with environmental 
or archaeological interest 

DC/03 Distribution Capex Dig type � Cost of materials 

� Cost of labour 

� Cost for burying pipework 
in major network routes 

� Public impact by forming 
a trench 

Dig type can be divided into the following categories; 
soft dig, suburban hard dig, urban hard dig and central 
urban hard dig. The associated costs of the civil 
component can significantly increase dependant on the 
public impact by forming a trench. Detailed 
consideration to any additional costs associated with 
burying pipework in major network routes is required. 

DC/04 Distribution Capex Above Ground 
Pipework 

� Cost of materials 

� Installation Cost 

� Pipework support 

� •Type of pipe 

� Size of pipework 

� Location of pipework 

� Pipework support 

� Planning permission (if 
required) 

The cost of pipework will be directly affected by the type 
of pipe, size and location of the pipework. Type of pipe 
(including insulation) and size can be affected by the 
thermal strategy and will impact the cost of the 
materials and labour. Location will also affect the 
installation cost based on complexity of access and 
physical protection. Pipework support to be considered 
as part of this cost 

DC/05 Distribution Capex Heat network 
communication 

� Communication ducts 

� Fibre optic cables 

� Connection costs 

� Data points 

� Chosen communication 
strategy 

� Size of network and 
distance between 
communication points 

The method in which data from the thermal sub-
stations, fiscal heat meters (if required) and network 
monitoring is communicated back to the energy centre. 
System may include communication ducts and fibre 
optic cables independent of the other systems installed 
in the area, effectively forming a private communication 
system. Alternative solutions to be considered and 
selected as appropriate 

DC/06 Distribution Capex Thermal sub-
station / Bulk 
heat exchanger 

� Isolation valves 

� Pressure/Flow Control 

� Heat metering  

� Network performance 
control and monitoring 

� Hydraulic separation (if 
required) 

� Area (GIA) taken 

� Capacity of sub-station 

� Complexity of sub-station 

� Space available 

� Access (installation and 
maintenance) 

� Communication systems 
available to enable 
control from Generation 
control systems 

A point where there is a physical and/or contractual 
break in the heat network. The thermal sub-station may 
serve a single or multiple buildings. The cost should 
cover from an identified point of isolation within the heat 
network, a form of heat metering, hydraulic separation 
(if required) and controls if not considered under GC/33. 
Cost for secondary side controls and building 
distribution are to be considered under CC/02 and 
CC/03 respectively. Cost will be impacted by the 
capacity and complexity of the thermal sub-station 

DC/07 Distribution Capex Buried valve 
pits 

� Cost of materials 

� Associated chambers 

� Pit locations and 
associated required 
ground 
works/landscaping 

The quantity of buried valves and their associated 
chambers are to be identified and costed. Locations of 
valves may include; road crossings, plot boundaries, 
positions to allow for future extension etc.  
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� Access requirements 

� Thermal resilience 
strategy 

� Strategic network 
isolation requirements 

DC/08 Distribution Capex Thermal 
Resilience 

� Isolation points on network 
to allow for the connection 
of temporary boilers 

� Spatial impact of 
connection points 

� Peak capacity of the 
temporary solution 
allowed for  

� Impact on the area (road, 
parking, site operation) if 
the facility is used 

� Customer level thermal 
resilience  

Having conducted a risk assessment upon failure of 
heat supply, temporary heating solutions may be 
utilised. Strategy to be developed and adopted. Points 
of connection may be installed on the network or at an 
individual building level. Capital costs may be reduced if 
customers have their own form of thermal energy 
resilience. operational costs considered under GO/10 

DC/09 Distribution Capex Commissioning � Commissioning planning 

� Installation commissioning 

� Seasonal commissioning 

� Knowledge transfer 

� Commissioning 
management plan 

� System size/capacity 

� System complexity 

� Phased installation of 
equipment/plant 

� Development of the heat 
network (peak and 
annual load) 

Based on the commissioning management plan, the 
installation commissioning processes should align and 
demonstrate installed plant performance. Once initial 
plant performance is proven and accepted, the system 
should continue to be monitored and may require 
additional work as the heat network evolves. The 
evolution of the heat network will be impacted by the 
installation of assets as well as growth in thermal 
energy consumption. Cost of commissioning considered 
separately under Generation, Distribution and 
Consumption. 

DC/10 Distribution Capex Overhead, 
Profit and  
Preliminaries 

� Contractor overheads 

� Contractor profit  

� Associated preliminary 
contract costs 

� Procurement strategy Developed costs need to ensure they account for 
contractor overheads, profit and any associated 
preliminary contract costs. OHP and Prelim costs 
considered separately for Generation, Distribution and 
Consumption. 

DO/01 Distribution Opex Below ground 
pipework repair 

� Buried pipework 

� Backfill and surface 

� Valves and chamber 

� Leak detection system 

� Expansion system 

� Records of installation 

� Management of civil 
works in or around 
pipework 

� System water quality 

� Pipework material 

� Operating temperatures 

The buried pipework element is most likely to 
experience issues if the system is poorly document and 
reported. Clear control measures are required to be in 
place to ensure that knowledge of the system is 
available and communicated throughout its life. 

DO/02 Distribution Opex System water � Cost of treated water to � Leaks within the system If the system is known to be losing water, and it is not 
located/identified in the above ground systems 
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loss keep the system filled (Generation or Consumption side), the distribution 
system may have a leak. Treated water and heat costs 
may be incurred unless the leak is rectified. Installation 
of a leak detection system would clarify the situation. 
More advanced systems would allow for accurate 
identification of where the leak is occurring. Detailed 
and accurate drawings would further support in locating 
the leak. 

DO/03 Distribution Opex Asset 
replacement 
costs 

� Installed asset 
replacement 

� Asset capacity 

� Asset quality 

� Age of plant 

� Hours of operation 

� Operation and 
Maintenance regime 

� Resilient design 

� Ease of access 

Planned cost for replacement of capital plant. Whole life 
costs can be significantly affected by the level of the 
maintenance undertaken. The costs may be further 
influenced by the simplicity of replacement of the plant. 
All plant should be assessed as early as feasibility 
through to installation stages for future maintenance 
and replacement requirements. 

DO/04 Distribution Opex Operation and 
maintenance 
cost 

� Operation of the 
associated assets for heat, 
cooling and electrical 
power 

� Planned maintenance of 
the associated assets for 
heat, cooling and electrical 
power 

� Unplanned maintenance of 
the associated assets for 
heat, cooling and electrical 
power 

� Spares 

� Staff costs (operator, 
management and 
maintenance) 

� Manufacturer's 
maintenance 
requirements 

� Regulatory maintenance 
requirements, eg F-Gas 

� Demarcation of the O&M 

� Specialist equipment 

� Requirement to hold 
spares in stock 

� Complexity of access to 
undertake maintenance 

� Requirements of the 
contract 

� Energy production/sales 

� Quality of O&M on other 
areas of the system 

� Control system data 
(detailed analysis of 
asset performance) 

Cost associated with the operation and maintenance of 
the associated assets. Cost can be impacted by the 
demarcation of the O&M and requirements of the 
contract. O&M can be significantly impacted by the 
quality of the O&M in other areas of the heat network, if 
hydraulically linked. A comprehensive control and 
monitoring system should also enable detailed system 
performance reviews to be undertaken with potential for 
interventions to improve system performance. 

DO/05 Distribution Opex System 
management 

� Cost of managing the 
distribution assets 

� Complexity of the system 

� Capacity of the system 

� Phased development of 
the system 

Cost of the system management. The scale of 
complexity of these additional costs will be affected by 
how the heat network is commercially structured i.e. 
Decoupled Model. This cost will also be affected by the 
requirements of the Governance structure and 
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� Contractual Structure of 
the Heat Network 

� Governance 
requirements 

� Regulatory requirements 

Regulatory requirements imposed. System 
Management costs have been identified for each area 
of the heat network. These costs should be considered 
in coordination to ensure that costs/activities are not 
duplicated or overlooked. Duties should be defined 
within the Governance and Regulatory requirements for 
each cost area. 

DR/01 Distribution Revenue Connection 
costs 

� Cost paid by a third party 
to connect to the heat 
network 

� Capacity of the 
connection 

� 3rd party thermal energy 
system design and 
operation 

� Capacity of the network 
to serve connection 

� Heat sale agreement  

� 3rd party counterfactual 
whole life costs  

� Cost of connection to 
distribution network 

The cost of connection should be identified at an early 
stage of the project to enable the Promoter to engage 
with prospective customer connections. The capital cost 
of connection will be affected by the issues identified 
above (Distribution Capex items). The likelihood of 
earning revenue from a connection can be affected by 
the cost of the connection, terms of the heat sale 
agreement and the connecting customers' whole life 
counterfactual costs/business case.  

DR/02 Distribution Revenue System Charge � On-going costs paid by a 
third party to remain 
connected to the heat 
network 

� Capacity of the 
connection 

� 3rd party thermal energy 
system design and 
operation 

� Capacity of the network 
to serve connection 

� Heat sale agreement  

� 3rd party counterfactual 
whole life costs  

� Cost of connection to 
distribution network 

Charges made against a connected customer, 
independent of the amount of the thermal energy 
consumed. Charge not always associated with the heat 
network distribution as it is often covered within the 
consumer heat charges. 
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CC/02 Consumption Capex Internal 
building 
pipework 

� Pipework risers and 
laterals 

� Pressurisation, dosing and 
pumping (if hydraulically 
separated) 

� Insulation 

� Corridor overheating 
mitigation strategy 

� Type of pipe 

� Size of pipework 

� Pipework routes  

� Future O&M access 
requirements  

This item may be procured directly by a third party i.e. 
Developer. The Heat Network team should ensure that 
all items prior to the final point of thermal energy sale 
adheres to the same standards as the rest of the Heat 
Network. System to be installed in accordance with the 
Heat Networks performance requirements, or clear 
demonstration of Developer design performance in 
accordance with the Networks Code of Practice. 

The cost of pipework will be directly affected by the type 
of pipe, size and location of the pipework. Refer to Heat 
Network Code of Practice to promote best practice 
system. Type of pipe (including insulation) and size can 
be affected by the thermal strategy and will impact the 
cost of the materials and labour. Location will also affect 
the installation cost based on complexity of access and 
physical protection. Additional cost consideration to be 
given to the corridor overheating mitigation strategy. 
Corridor overheating should be minimised through 
reduced pipework temperatures, improved insulation 
and minimised length of installation (more verticals with 
a view of eliminating laterals). Need for heat dissipation 
methods should be designed out, as far as reasonably 
practical, as these have a direct impact on Opex and 
Revenue 

CC/03 Consumption Capex Building 
distribution 
controls 

� Cost of Controls 

� Interface to thermal sub-
station control   

� Interface to building 
distribution energy meters 
(if installed) 

� Hardware   

� Software 

� Link to Heat Network 
controls 

� User interface 
requirements 

� Reporting/alarm 
requirements 

� Limitations on control 
communications i.e. 
wireless may not be 
appropriate 

This item may be procured directly by a third party i.e. 
Developer. The Heat Network team should ensure that 
all items prior to the final point of thermal energy sale 
adheres to the same standards as the rest of the Heat 
Network. System to be installed in accordance with the 
Heat Networks performance requirements, or clear 
demonstration of Developer design performance in 
accordance with the Networks Code of Practice. 

The building distribution controls enable to the building 
to deliver thermal energy from the thermal sub-station, 
to the final point of sale i.e. residential HIU, within the 
technical parameters set. Control will focus around 
pump control along with flow and return temperatures 
within the building distribution network. Failure to meet 
the agreed technical requirements can have an adverse 
effect on the performance of the heat network, by 
raising the return temperatures. 

CC/04 Consumption Capex Residential 
Heat Interface 
Units (HIUs) 

� Plant Costs 

� MID compliant heat 
metering  

� Number of connections 

� Type of connections 

� Future access 

This item may be procured directly by a third party i.e. 
Developer. The Heat Network team should ensure that 
all items prior to the final point of thermal energy sale 
adheres to the same standards as the rest of the Heat 
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� Pre-payment systems  arrangements Network. System to be installed in accordance with the 
Heat Networks performance requirements, or clear 
demonstration of Developer design performance in 
accordance with the Networks Code of Practice. 

The cost of an individual HIU can be small but is 
impacted on the type and complexity of the system. In 
large quantities, the associated cost of the HIUs can 
form a significant element of the project. Cost will be 
impacted by the type and capacity of the HIU as well as 
whether it also includes MID compliant heat metering 
and pre-payment systems. Additional consideration to 
be given to future access and impact of future HIU 
operation/maintenance. 

CC/06 Consumption Capex Commissioning � Commissioning planning 

� Factory Acceptance 
Testing 

� Installation commissioning 

� Seasonal commissioning 

� Knowledge transfer 

� Commissioning 
management plan 

� System size/capacity 

� System complexity 

� Phased installation of 
equipment/plant 

� Development of the heat 
network (peak and 
annual load) 

Based on the commissioning management plan, the 
installation commissioning processes should align and 
demonstrate installed plant performance. Once initial 
plant performance is proven and accepted, the system 
should continue to be monitored and may require 
additional work as the heat network evolves. The 
evolution of the heat network will be impacted by the 
installation of assets as well as growth in thermal 
energy consumption. Cost of commissioning considered 
separately under Generation, Distribution and 
Consumption. 

CC/05 Consumption Capex Overhead, 
Profit and  
Preliminaries 

� Contractor overheads 

� Contractor profit  

� Associated preliminary 
contract costs 

� Procurement strategy Based on the commissioning management plan, the 
installation commissioning processes should align and 
demonstrate installed plant performance. Once initial 
plant performance is proven and accepted, the system 
should continue to be monitored and may require 
additional work as the heat network evolves. The 
evolution of the heat network will be impacted by the 
installation of assets as well as growth in thermal 
energy consumption. Cost of commissioning considered 
separately under Generation, Distribution and 
Consumption. 

CO/01 Consumption Opex Metering and 
Billing 

� Gathering meter 
informationCompiling the 
billsGathering 
revenueDebt 
managementCapital meter 
replacement 

� Number of 
connectionsType of 
connectionsData 
gathering systemData 
gathering system 

Cost associated with the management of gathering 
meter information, compiling the bills, gathering 
revenue and debt management. The cost of capital 
meter replacement to be clearly stated as whether it is 
to be included within this cost or elsewhere 

CO/02 Consumption Opex Asset 
replacement 

� Installed asset 
replacement 

� Asset capacity 

� Asset quality 

Planned cost for replacement of capital plant. Whole life 
costs can be significantly affected by the level of the 
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costs � Age of plant 

� Hours of operation 

� Operation and 
Maintenance regime 

� Resilient design 

� Ease of access 

maintenance undertaken. The costs may be further 
influenced by the simplicity of replacement of the plant. 
All plant should be assessed as early as feasibility 
through to installation stages for future maintenance 
and replacement requirements. 

CO/03 Consumption Opex Operation and 
maintenance 
cost 

� Operation of the 
associated assets for heat, 
cooling and electrical 
power 

� Planned maintenance of 
the associated assets for 
heat, cooling and electrical 
power 

� Unplanned maintenance of 
the associated assets for 
heat, cooling and electrical 
power 

� Spares 

� Staff costs (operator, 
management and 
maintenance) 

� Manufacturer's 
maintenance 
requirements 

� Demarcation of the O&M 

� Specialist equipment 

� Requirement to hold 
spares in stock 

� Complexity of access to 
undertake maintenance 

� Requirements of the 
contract 

� Energy production/sales 

� Quality of O&M on other 
areas of the system 

� Control system data 
(detailed analysis of 
asset performance) 

Cost associated with the operation and maintenance of 
the associated assets. Cost can be impacted by the 
demarcation of the O&M and requirements of the 
contract. O&M can be significantly impacted by the 
quality of the O&M in other areas of the heat network, 
especially if hydraulically linked. A comprehensive 
control and monitoring system should also enable 
detailed system performance reviews to be undertaken 
with potential for interventions to improve system 
performance. 

CO/04 Consumption Opex  System 
Management 

� Cost of managing the 
Consumption assets 

� Complexity of the system 

� Capacity of the system 

� Phased development of 
the system 

� Contractual Structure of 
the Heat Network 

� Governance 
requirements 

� Regulatory requirements 

Cost of the system management. The scale of 
complexity of these additional costs will be affected by 
how the heat network is commercially structured i.e. 
Decoupled Model. This cost will also be affected by the 
requirements of the Governance structure and 
Regulatory requirements imposed. System 
Management costs have been identified for each area 
of the heat network. These costs should be considered 
in parallel to ensure that costs/activities are not 
duplicated or overlooked. Duties should be defined 
within the Governance and Regulatory requirements for 
each cost area. 

CR/01 Consumption Revenue Energy Unit 
Price 

� Generated (Heat, cooling, 
electrical) energy fixed 
price 

� Generated (Heat, cooling, 
electrical) energy variable 

� Heat network technical 
performance 

� Heat network financial 
performance 

� Utility costs 

Heat cost to be evaluated and considered with clearly 
stated fixed and variable components. Project specific 
annual heat cost targets should be identified, evaluated 
and compared to show comparable end user costs 
have been reached. 
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Ref. Cost Area Cost Type Item Including Influenced By Guidance on developing cost 

price � Debt risk 

� Project Counterfactual 

� Cost to customer 
limitations 

See main report discussion Part 1, Section 4c and Part 
2 'Heat Pricing' 

CR/02 Consumption Revenue Annual Energy 
Sales 

� The annual quantity of 
heating,  cooling or and 
electrical energy sold in 
kWh or MWh 

� Capacity of the network 

� Customers 

� Voids (customers 
connected but not 
consuming energy) 

� Debt risk 

The amount of thermal energy that will be sold to 
customers. This value is to exclude all network losses. 

Appropriate annual thermal energy sales assessments 
to be identified for each customer type. Whilst metered 
data is preferable for existing or comparable buildings, 
benchmark assessments may be required for new 
buildings.  
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Risk Register 

The Risk Register contains 49 general risk considerations that will have direct impact on the cost of a project. The heat network developer should review the risks 

identified and consider them in the context of their own project. Separate evaluations of the same risk item may be applicable if the scheme is to feature multiple 

stakeholders and customers who have different requirements and expectations e.g. leisure centre, hospital, prison, industrial, retail, housing etc. 

Each line provides the following information:- 

• Risk - Risk heading 

• Affected Roles – The group that may be primarily associated with controlling the risk, as identified within the Guidance on Strategic and Commercial Case 

• Commentary – description of the risk and impact  that it may have 

• Risk Probability – the chance that the risk will occur 

• Risk Impact – the impact the risk would have should it occur 

• Risk Severity – A function of Risk Probability against Risk Impact resulting in an overall Risk Severity 

• Typical Risk Mitigation – proposed methods and actions to be considered to minimise either probability, severity or both occurring. 

• HNCoP Ref - Supportive clause references to the Heat Network Code of Practice that provides further information on how to address the identified risk. The 

HNCoP. 

• Sensitivity - Guidance on how sensitivity may be applied to the identified risk 

• Mitigated Risk Probability, Impact and Severity – revised analysis of probability, impact and resulting severity having implemented a mitigation strategy 

The risks below have been assessed in the context of a generic project. The reader should agree an assessment methodology and apply to the table below. A 

methodology is defined within the BEIS Business Case Template for quantifying measurable risks and scoring unquantifiable risks. Upon reviewing the risks, it is 

recommended that the assessor also identifies any additional project specific risks. The assessor should then evaluate the proposed mitigation strategies and re-score 

the risk profile in the blank boxes. 

The output from the risk assessment should be two fold; 

1 Following a risk review of the project the following capital cost considerations; 
a The cost of risk mitigation should be identified and built within the relevant items identified within the Input Data 
b Residual risk should be identified and converted into an appropriate contingency sum to be included within the capital cost assessment as shown 

within the Input Data. 
2 A qualitative statement of the level of residual risk faced by the project that will be reported in the TEM. 

The cost of the mitigation actions, post mitigation residual risk and contingency sum should be shown to be cost effective when measured against the un-mitigated 

risk. Risk transfer may also be considered as defined within the BEIS Business Case Template. The assessment will be project specific. 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

R/01 Customer 
satisfaction 

Customer 

Sale of Heat 

Operation 

Governance 

Customer satisfaction 
and retention will 
depend to a large 
degree on having fair 
and equitable 
contracts. It is 
important that the 
service level for the 
heat supplied is 
defined as ultimately 
this will determine the 
design and hence the 
costs of delivering the 
heat. 

Low High Med. 1. Engage with customers were education is 
required to communicate what a Heat Network 
is and how it operates 

2. Provide reports on energy supply and use 
and bills that are clear and informative; 

3. Develop communications with customers that 
meet customer expectations; 

4. State levels of service provision and 
response times to reported failures: 

5. Customers to meet agreed obligations.  

6. Consider adoption of a Code of Conduct 
scheme such as Heat Trust 

7. Adoption of agreed performance guarantees 
to be monitored and reviewed  

1.2, 1.3, 
7.1, 7.2 

Consider under 
R/04 Thermal 
Loads 

R/02 Heat Tariff Customer 

Sale of Heat 

Operation 

Governance 

Regulation 

Heat tariff may require 
change due to 
external influences, in 
order to remain 
attractive or compliant 
with future guidance 

Low High Med. 1. Establish proposed heat tariff (fixed and 
variable element) and demonstrate current cost 
effectiveness against identified counterfactual 

2. Conduct sensitivity analysis on future heat 
tariff rates based on risk identified within this 
document 

3. Consider within sensitivity testing that future 
heat rate tariffs may be capped against 
identified metrics  

1.2, 1.3, 
7.1, 7.2 

Project heat tariff 
should be 
compared to 
conventional heat 
price and value 
demonstrated 

R/03 Customer bad 
debt 

Customer 

Sale of Heat 

Funding 

The customer fails to 
pay on submitted bills 
and falls into Debt.  

Med. High High 1. Establish whom holds debt risk within 
commercial structure 

2. Identify possible level of debt risk 

3. Conduct sensitivity analysis and establish 
level of debt that could be accommodated within 
the heat tariff 

3. Develop revenue protection strategy that can 
be applied throughout the lifespan of the system 

4. Establish suitable heat sale agreements.  

1.2, 1.3, 
7.1, 7.2 

Conduct 
sensitivity 
analysis and 
establish level of 
debt that the 
business could 
accommodate 
against cost of 
operating pre-
payment system 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

5. Consider adoption of Heat Trust scheme. 

R/04 Assessment 
of thermal 
loads 

Promoter 

Asset Owner 

Installation 

Funding 

Operation 

Revenue 

Customer 

The peak heat 
demand drive capital 
costs as plant and 
network capacity 
increases. Oversized 
assets also lead to 
increased operational 
costs.  

The annual heat 
consumption 
determines the heat 
revenues to the 
scheme and, together 
with the daily and 
annual profiles of this 
consumption will 
determine the 
capacity of the low 
carbon plant which will 
supply the majority of 
the heat.  

Oversizing is more 
likely to occur than 
under sizing. 

High Med. High 1. Establish peak and annual loads based on 
best available data as defined within HNCoP. If 
potential loads are unknown, document 
assessment basis. 

2. Conduct sensitivity analysis on the projected 
loads based on the level of certainty of 
projected loads being present and connecting 

3. Establish likelihood of load being connected 
by engaging with responsible representative 

4. Confirm projected loads with responsible 
representative; occupation rates, periods of 
occupation etc. 

2.1, 3.2 Conduct project 
specific sensitivity 
analysis on peak 
and annual 
thermal load. 
Identify impact on 
capex, opex and 
revenue. 

R/05 Connection of 
thermal loads 

Promoter 

Asset Owner 

Installation 

Funding 

Operation 

Revenue 

Customer 

The projected peak 
and annual thermal 
loads do not occur 
due to; development 
not progressing or 
customers do not 
connect 

Med. Low Med. 1. Engage with responsible 
representative/stakeholder/customer at an early 
stage of the project 

2. Maintain dialogue until connection is made 

3. Identify heat sale agreements with 
commercial information being made available 

4. Ensure that the heat network offering is 
competitive with the counter factual 

1.3, 2.10, 
2.11, 2.12, 
3.12, 3.13 

Conduct project 
specific sensitivity 
analysis on peak 
and annual 
thermal load. 
Identify impact on 
capex, opex and 
revenue. 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

R/06 Realisation of 
thermal load 

Promoter 

Asset Owner 

Installation 

Funding 

Operation 

Revenue 

Customer 

The projected thermal 
loads of connected 
customers fail to be 
realised. 

High Med. High 1. Establish peak and annual loads based on 
best available data as defined within HNCoP. If 
potential loads are unknown, document 
assessment basis. 

2. Conduct sensitivity analysis on the projected 
loads based on the level of certainty of 
projected loads being present and connecting 

3. Establish likelihood of load being connected 
by engaging with responsible representative 

4. Confirm projected loads with responsible 
representative; occupation rates, periods of 
occupation etc. 

5. Develop heat sales agreements with 
consideration of guaranteed annual thermal 
energy purchase with a minimum connection 
duration 

2.13.2, 
3.34.35.1, 
5.2, 5.3, 
5.56.5, 6.6 

Conduct project 
specific sensitivity 
analysis on peak 
and annual 
thermal load. 
Identify impact on 
capex, opex and 
revenue. 

R/07 Change of 
connected 
thermal loads 

Promoter 

Asset Owner 

Installation 

Funding 

Operation 

Revenue 

Customer 

Connected thermal 
loads change due to 
alteration of building 
usage, improvement 
in energy performance 
or connection 
termination 

Low High Med. 1. Maintain dialogue with customer to identify 
potential for future change 

2. Develop heat sales agreements with 
consideration of guaranteed annual thermal 
energy purchase with a minimum connection 
duration 

3.7, 4.2, 
7.2, 7.3 

Conduct project 
specific sensitivity 
analysis on peak 
and annual 
thermal load. 
Identify impact on 
capex, opex and 
revenue. 

R/08 Unsuitable 
operating 
temperatures 

Operator 

Development of 
Property 

Customer 

Governance 

Operating 
temperatures are a 
key aspect of heat 
network design and 
will determine both the 
capital cost of the 
network and the heat 
losses and pumping 
energy. Designing for 

Med. High   An optimisation study shall be carried out to 
determine the operating temperatures for peak 
design conditions and how they vary with any 
given scheme, as it will be impacted by the type 
of heat supply plant and the characteristics of 
the heat network. The designer has also to 
consider constraints such as the temperatures 
used for existing heating systems and the 
degree that these can be varied. Hence, the 

2.4, 3.3, 
3.4 

None directly. 
May impact 
quantity of heat 
sold 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

lower operating 
temperatures will 
result in higher 
efficiencies with some 
types of heat sources, 
e.g. heat pumps and 
steam turbine 
extraction. 

requirements given below may not be valid in all 
cases and may be over-ruled by the conclusions 
of a detailed study for an individual scheme. 

R/09 Heat losses Operation 

Sale of Heat 

Customer 

Losses (proportion of 
annual thermal energy 
lost in kWh or MWh) 
are often incorrect 
leading to inaccurate 
energy centre plant 
and financial planning. 
The HNCoP states a 
best practice of 10% 
annual thermal 
production is lost to 
below ground 
pipework (energy 
centre to building). 
The HNCoP states a 
best practice of 10% 
annual thermal loss of 
vertical and lateral 
pipework, up to and 
including the HIU. 

Med. Med. Med. Detailed assessment of below ground and 
above ground losses. Review of insulation 
applied, pipework diameter, length of pipe and 
operating temperatures. 

2.1, 2.2, 
2.4, 2.5, 
2.7, 3.2, 
3.3, 3.4, 
3.5, 3.9, 
4.2, 6.3, 

Below ground 
pipework is - 
5%/+10%.  

Above ground 
pipework is - 
5%/+25%.  

Review impact to 
Opex and 
utilisation of CHP 

R/10 Combustion 
plant size 

Asset 
Ownership 

Installation 

Operation 

It is common for 
combustion plant to 
be oversized to meet 
peak thermal demand, 
in order to be 
cautious. However, 
this may be further 

Low Med. Med. 1. Identify and agree peak thermal loads 
assessment 

2. Consider development of the peak thermal 
load if the system is to have phased completion 

3. Identify thermal resilience strategy with 
specific consideration of boiler capacity and low 
carbon system capacity. Boilers at N+1 with 

2.1, 3.2, 
3.3, 4.3 

Sensitivity may be  
-0%/+30% range. 
Impact to capex 
and opex of plant 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

compounded in 
combination with a 
plant resilience 
strategy and how the 
thermal capacity of 
any low carbon 
thermal plant is 
considered. The 
impact of this is 
increased plant costs, 
increased space 
requirements (cost 
and loss of 
development 
revenue), possible 
lower thermal 
efficiency and 
increased 
maintenance costs. 

Oversizing a CHP is 
normally driven by 
overestimating annual 
thermal consumption. 
Oversizing a CHP will 
result in increased 
plant costs, increased 
space requirements 
(cost and loss of 
development 
revenue), increased 
maintenance costs 
and lower operational 
performance due to 
lack of operation. 

CHP as supplementary heat (not considered in 
peak capacity) is common.  

4. Review impact of capex inclusive of material, 
labour, maintenance as well as spatial impact 

R/11 Heat controls Customer Heat controls result in 
poor operation of the 

Med. Low Med. Appropriate generation, distribution (primary 
and secondary) and customer side controls 

3.114.35.1
, 5.3, 5.4, 

Typically none. 
Consider impact 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

Sale of heat 

Operation 

Governance 

system at generation, 
distribution and 
customer level. Key 
issues are 
optimisation of the 
system's resultant 
heat carbon factor and 
maintenance of flow 
and return 
temperatures.  

should be designed, installed, commissioned 
and monitored. Employ suitable designers and 
operators and review proposals with 
Commissioning Manager. Ensure the  systems 
are put in place, commissioned and operate as 
intended 

5.56.47.3 to overall system 
efficiency  

R/12 Inefficient 
heat network 
routes,  pipe 
sizes and 
reliability 

Customer 

Sale of Heat 

Operation 

Governance 

The capital cost of the 
heat network is likely 
to be a major 
component of the 
project cost. The 
routes for the network 
will define the length, 
installation difficulty 
and hence cost. 

Med. High High The quality of materials, design, construction 
and operation of the heat network are important 
in determining the reliability of the system. An 
optimisation study shall be carried out under 
high standards to achieve: 

1. Energy efficient  heat network; 

2. Low cost network - optimisation of routes and 
pipe sizing for minimum lifecycle cost; 

3. Reliable network with a long life and low 
maintenance requirements; 

4. Efficient heat distribution system within a 
multi-residential building; 

5. Other buried utility coordination; 

6. Geographical obstacle review; 

7. Land ownership 

2.5, 3.6, 
3.9, 4.2 

Consider under 
R/09 Heat Losses 

R/13 Inappropriate 
building 
interface 
connection 

Promoter 

Asset Owner 

Installation 

Operation 

A fundamental design 
choice is whether the 
buildings or dwellings 
are directly connected 
to the heat network 
(where the water in 
the network flows 
directly through the 

Low High Med. 1. A study shall be carried out to assess the 
costs and benefits of each connection methods 
at a building level and at an individual dwelling 
level; 

2. Where indirect connection is used the heat 
exchanger shall be sized with an approach 
temperature (primary return (outlet) temperature 
– secondary return (inlet) temperature) of less 

2.6, 3.3, 
4.3, 5.2 

Consider impact 
to connection 
costs and 
possible reduction 
in connecting 
customers - R/04 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

heating circuits of the 
building) or indirectly 
where a heat 
exchanger is used to 
provide a physical 
barrier to the water. 
The choice has an 
impact on cost and 
operating 
temperatures and 
pressures. 

than 5°C; 

3. Where boilers are being retained within the 
building for use at times of high demand the 
connection design shall ensure that the heat 
network heat supply is prioritised and the boilers 
used only when required to supplement this; 

4. Large bodied strainers with fine mesh shall 
be specified to reduce the risk of dirt 
accumulating on valves and heat exchangers; 

5. Control valves shall be two-port so that a 
variable volume control principle is established; 

6. The design of plant rooms for the heat 
network interface substations shall provide 
sufficient space for maintenance access and for 
future replacement of equipment. It shall provide 
suitable power supplies including for use when 
carrying out maintenance, lighting, ventilation, 
water supply and drainage facilities.  

R/14 Assessment 
of 
Environmental 
Impacts 

Installation 

Asset 
Ownership 

Funding 

Regulation 

The potential for 
negative 
environmental impacts 
that need to be 
considered, in 
particular there may 
be additional NOX 
and particulate 
emissions, increased 
noise and visual 
impact.  

Med. Med. Med. A more detailed evaluation of environmental 
impacts and benefits will be required at the 
design stage to support a planning application, 
to comply with legislation and to make the case 
for the project in terms of CO2 reductions. 

2.11, 3.13, 
4.4, 6.7 

Conduct project 
specific sensitivity 
analysis based on 
measures 
required to 
address 
environmental 
impacts 

R/15 Air quality 
requirements 

Promoter 

Governance 

Regulation 

Asset 

Optimism that 
emissions standards 
can be met with ease, 
without any flue 
scrubbing and 

Low Med. Med. 1. Assess local planning requirements in 
addition to any environmental permitting 

2. Analyse plant flue gas performance 

3. Develop mitigation strategy as required i.e. 
change plant or install flue treatment systems 

2.11,3.13,
4.4,6.7 

Consider within 
R/14 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

Ownership 

Installation 

Operation 

emissions reduction 
technologies (which 
are costly) 

4. Financially plan for proposed approach 

5. Conduct appropriate flue gas/air quality 
assessment  

6. Confirm final solution 

7. Demonstrate operational performance when 
appropriate 

R/16 Health and 
safety issues 
in 
construction, 
operation and 
maintenance 

Installation 

Asset 
Ownership 

Funding 

Regulation 

Reducing health and 
safety risks is of 
primary importance in 
any project. The 
health and safety of 
the general public 
during construction 
must be considered 
particularly as heat 
networks are often 
installed through 
publicly accessible 
areas. 

High High High 1. The client body shall recognise their role and 
obligations under the CDM Regulations and 
register the project as one governed by the 
CDM Regulations prior to the start of the design 
process. 

2. The designer has a key role to carry out a 
designer’s risk assessment and then to mitigate 
these risks by taking appropriate design 
decisions. The requirements of the COSHH and 
DSEAR Regulations shall be taken into account 
in developing the design. Consider undertaking 
a HAZOP assessment 

2.10, 4.1, 
6.1 

Conduct project 
specific sensitivity 
analysis based on 
H&S requirements 
of the project 

R/17 Poor 
performance 
of central 
plant 

Operation 

Installation 

Governance 

The principal rationale 
for any heat network 
is that heat can be 
produced at lower 
cost and with a lower 
carbon content at a 
central plant than at a 
building level. In 
particular, certain heat 
sources are only 
feasible at scale (e.g. 
deep geothermal, 
energy from waste). 
The economic case 
for the heat network 

Med. High High 1. Designers will need to refer to detailed 
guidance on various aspects of central plant 
design as appropriate and identify a 
performance level 
2. Monitor the operation of the central plant and 
to provide regular reports to the 
owner/developer so that a high standard of 
performance can be maintained. 
3. Conduct sensitivity analysis based on the 
poor performance of the plant 

2.3, 2.7, 
3.5, 3.10, 
4.2, 5.4, 
6.4 

Sensitivity may be  
-10%/+0% range 
based on 
operational 
efficiency 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

will depend on 
achieving the cost and 
environmental 
benefits at the central 
plant. 

R/18 Inadequate 
thermal 
energy supply 

Customer 

Sale of Heat 

Funding 

Failure to deliver the 
required amount of 
heat to each 
customer, critically at 
the times of peak 
demand. 

Low High Med. 1. ensuring that each customer cannot take 
more than the design flow rate that has been set 
in the supply contract (typically defined as a kW 
supply rate at defined flow and return 
temperatures); 

2. For residential properties, a hydraulic 
interface unit (HIU) is often used to provide a 
central control and metering point at each 
dwelling; 

3. Commission cost effective, accurate and 
reliable heat meters in accordance with the 
Measuring Instruments Directive (MID) and shall 
be Class 2 accuracy; 

4. Implement guaranteed performance 
standards within the contract 

2.1, 3.2, 
4.2, 6.1, 
6.3 

Conduct project 
specific sensitivity 
analysis based on 
failure to meet 
availability 
requirements 

R/19 Thermal 
Connection 
Arrangements 

Promoter 

Governance 

Installation 

Asset 
Ownership 

Operation 

Sale of Heat 

Anchor load 
customers/developers 
can prove key to the 
financial success of a 
network. Failure to 
secure these 
connections can result 
in financial failure of 
the heat network 

Med. High High Discussions with key anchor load customers 
should be undertaken as early as possible in 
order to establish both the technical and the 
commercial viability of providing heat utilities to 
them.  Time and resource should be itemised in 
the business plan to allow for these. 
Negotiations may be required in order to secure 
connections 

1.2, 1.3   

R/20 Future fuel 
price variation 

Operation 

Asset 
Ownership 

Funding  

The price of heat 
would include fuel 
cost, standing  
charge, maintenance 

High High High Conduct sensitivity analysis on projections of 
future fuel and electricity prices such as those 
published by the Inter-departmental Analysts 
Group (IAG), HM Treasury. Operator can help 

2.9, 2.10, 
3.12 

Conduct 
sensitivity 
analysis based on 
agreed projection 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

Governance cost, etc. These cost 
are significant parts of 
Opex, variation of 
which will impact the 
revenue. 

mitigate risk through use of future heat sale 
prices and linking to identified and agreed 
indices. 

guides 

R/21 Change of 
regulation 

Operation 

Asset 
Ownership 

Funding  

Governance 

Regulation 

Financial incentives 
and various funding 
scheme have 
significant impact on 
the case financial 
model.   

Med. High High Financial analysis based on both current 
regulations and potential policies under 
consultation.  

2.9, 2.10, 
3.12 

Conduct project 
specific sensitivity 
analysis based on 
certainty around 
any incentives 
being considered 

R/22 Industry 
Regulation 

Operation 

Asset 
Ownership 

Funding  

Governance 

Regulation 

The heat industry is 
not regulated by an 
external third party. 
Formation of external 
regulatory body will 
incur additional 
management costs 

Med. High High Whilst the industry is currently unregulated, 
there have been a number of motions that have 
been applied by central Government, 
independent trade groups and professional 
bodies to improve the base level quality of the 
industry. Future external regulation may still 
occur given the current and predicted state of 
the market. Conduct sensitivity analysis on the 
potential for increased 
management/governance costs in the future. 
Sensitivity should be higher if not already 
assessing costs associated with current 
schemes i.e. CHPQA, Heat Trust, Heat Network 
Regulations 

2.9, 2.10, 
2.123.12 

Conduct project 
specific sensitivity 
analysis based on 
level of 
governance and 
management will 
require beyond 
level already 
allowed for 

R/23 Professional 
experience 

Promotion 

Asset 
Ownership 

Installation 

Operation 

Governance 

Without the correct set 
of skills or experience 
within the delivery 
team, a potential 
project may face 
increased costs at any 
stage of the project.  

Med. High High 1. Promoter role can include the review of 
project requirement's and develop a delivery 
team that covers the identified roles with 
sufficient expertise; 

2. Ensure companies and individuals have 
sufficient experience by reviewing CVs, case 
studies, references and training; 

3. Consider specifying project to be delivered 

1.1 May impact 
Development 
Costs, if additional 
time is required, 
or have long term 
effect on system 
performance if 
system is poorly 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

under the requirements of a formal structure, 
such as the Heat Networks Code of Practice. 

set-out 

R/24 Fuel incomer 
requirement 

Asset 
Ownership 

Installation 

Operation 

Risk that gas main 
infrastructure near 
chosen scheme site is 
of sufficient pressures 
and kW capacity to 
service energy centre. 

High Med. High Energy centres often require significant gas 
main peak capacity and pressure which cannot 
always be readily provided locally from the 
existing in situ pipework.  Early investigation of 
gas mains infrastructure recommended. 

2.1, 3.2, 
3.5, 4.2, 
5.1, 5.4, 
6.3, 6.4 

  

R/25 Fuel incomers 
costs 

Asset 
Ownership 

Installation 

Operation 

Assumed that 
connection of gas 
network to Energy 
Centre is 
straightforward when 
it can be onerous and 
costly 

Med. Low Med. Early investigation of gas mains infrastructure 
recommended. 

2.1, 2.9, 
2.10. 2,12, 
3.2, 3.12 

  

R/26 Water quality Asset 
Ownership 

Operation 

Water treatment is 
sometimes not 
considered, impacting 
CAPEX and OPEX.  
Hard water means 
extensive water 
treatment is required 
to reduce mineral 
content of the water.  
Without water 
treatment, plant 
lifespans will be 
reduced which is 
unlikely to be 
considered in life-
cycle costs. 

Low Med. Med. 1. Level of water treatment required should be 
investigated early. 

2. Water treatment plant to be identified along 
with capex and opex costs 

3. Water quality to be maintained whilst the 
system is operational.  

2.8, 2.9, 
2.10. 2,12, 
3.12 

Conduct project 
specific sensitivity 
analysis based on 
water quality and 
proposed water 
treatment system. 

R/27 DNO electrical 
connection 

Promoter 

Customer 

Electric DNO fee to 
connect and export to 

High High High Initial budget costs to be developed based on 
knowledge and experience of the local utilities.  

2.1, 2.2, 
2.9, 2.10. 

Conduct project 
specific sensitivity 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

Governance 

Regulation 

Funding 

Asset 
Ownership 

Development of 
Property 

Installation 

Sale of Heat 

grid is 
underestimated/unkno
wn at design stage 
(can often lead to 
huge one-off expense 
to connect for grid 
reinforcement works).  
Initial budget costs are 
often not tested soon 
enough within the 
project life cycle. 
Requirement to 
undertaken lengthy 
G59 application 
means it's often not 
done at early 
feasibility stages, 
which can lead to 
optimism on DNO 
connection 
cost/procedure. 
Occasionally, DNO 
infrastructure 
connection 
requirements/costs 
can halt a project 
completely. 

Identify changes in the current connection; 
increased import capacity (Heat Pumps) or 
ability to export (CHP) and amend price 
accordingly 

Seek quotations as soon as practically possible 

Identify key technical requirements are 
addressed within and quotations; security of 
supply, faults, capacity.  

Ensure cost of connection is contained within 
the business case and verified.  
Continue to engage with the market to ensure 
prices remain accurate and fit-for-purpose 

2,12, 3.2, 
3.12 

analysis based on 
level and quality 
of information 
available 

R/28 Electric export 
market 

Promoter 

Funding 

Regulation 

Operation 

Governance 

Electrical energy 
generated on-site, not 
evaluated suitability 
based on the 
perceived inability to 
connect to suitable 
loads, resulting in 
100% export 

Med. Low Med. Local grid constraints to be assessed at 
Feasibility Stage. Identify opportunities to sell 
electricity to higher value connections. Conduct 
sensitivity analysis based on assumed average 
unit price per kWhe.  

As the project progresses, further mitigate risk 
and sensitivity by proving viability of 
connections and entering commercial 
negotiations with potential customers 

2.2, 2.9, 
2.10, 2.12, 
3.12 

Test assumed 
average unit 
kWhe price 
against base unit 
kWhe price. 
Establish 
threshold limit. 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

R/29 Electrical load 
available for 
sleeving/privat
e wire 

Promoter 

Funding 

Regulation 

Operation 

Governance 

Customer 

Asset 
Ownership 

Sleeving/private wire 
end customer might 
not have the electric 
load requirement it is 
assumed to have or 
be willing to enter 
contract due to pre-
existing electrical 
supply arrangements 

Low High Med. Early engagement with potential customers is 
required to establish the real electrical load 
available. Discussion around potential costs and 
willingness to enter contractor to be 
commenced at an early stage to de-risk item. 

2.2, 2.9, 
2.10, 2.12, 
3.12 

  

R/30 Sleeving/ 
Private wire 
arrangements 

Promoter 

Funding 

Regulation 

Operation 

Governance 

Customer 

Asset 
Ownership 

Assumption of 
sleeving to end 
customers is assumed 
to be technically easy, 
requiring little or no 
upgrade to electrical 
infrastructure. Cost 
can  directly impact 
maximum sale price 
per MWh. 

Low High Med. Capital costs to be identified based on the level 
of design information available. Risk of price 
increased to be considered and appropriate 
contingency value put in place until risk 
designed out.  

2.2, 2.9, 
2.10, 2.12, 
3.12 

  

R/31 Electrical 
export  

Asset 
Ownership 

Operation 

Parasitic loads, 
transmission losses 
and transformer 
inefficiency often 
under-
estimated/ignored.  

Med. Med. Med. Assess potential parasitic loads and losses that 
could impact the quantity of electrical energy 
available for sale. Can reduce saleable 
electricity by up to 10%.  

2.2, 2.9, 
2.10, 2.12, 
3.12 

Sensitivity may be  
-10%/+0% range 

R/32 Electric 
revenue 

Funder 

Asset 
Ownership 

Operation 

Achievable sale price 
of electric often 
assumed to be too 
high (retail/wholesale). 

Med. High High Consider value of electricity used to generate 
heat and evaluate cost benefit of making loads 
parasitic 

Identify suitable electrical customers. 

Assess mid-point sale price per kWh for each 
point of sale. 

Agree a lower price and a higher price to 
sensitivity analysis 

2.2, 2.9, 
2.10, 2.12, 
3.12 

Conduct project 
specific sensitivity 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

R/33 Heat meters Customer 

Sale of heat 

Operation 

Governance 

Heat meters either not 
present, not installed 
properly or unable to 
transmit recorded 
information 

Low Low Low Suitable heat meters are to be installed in 
accordance with the relevant regulations and 
Heat Networks Code of Practice. The heat 
meter should be appropriate to the system 
design and installed in accordance with the 
manufacturer's requirements. Installed meters 
are to be commissioned and proven to operate 
over a continuing period of time, including data 
transmission. Meters will require on-going 
maintenance and possible recalibration, as 
identified during the planned maintenance 
process. 

3.8, 4.3, 
5.3, 6.5, 
6.6, 7.1, 
7.2, 

  

R/34 Energy Centre 
size and cost 
metrics 

Promoter 

Development of 
Property 

Asset 
Ownership 

Funding 

Installation 

No industry standard 
benchmark on 
physical size 
requirements, so often 
energy centres can be 
under-estimated.  
When at design stage, 
these errors can 
impact construction 
costs, cause 
programme delay and 
land use/developer 
availability.  
Furthermore, no 
industry standard 
benchmarks are 
available for 
construction/ 
procurement costs 
(£/m2).  

Med. Med. Med. Limited information or specific published metrics 
available therefore assessment to consider 
plant size, movement and maintenance. Internal 
heights and location of heavy plant also to be 
considered. 

2.1, 2.2, 
2.3, 2.7, 
2.8, 3.2, 
3.10, 3.11 

Sensitivity may be  
-0%/+30% range 

R/35 Connection to 
external heat 
sources 

Regulation 

Promoter 

Potential 
current/future 
requirements to 

Low High Med. 1. Assess potential for current/future 
connections to external heat sources and their 
technical compatibility 

1.3, 2.2, 
2.3, 2.4, 
2.5, 2.9, 

Conduct project 
specific sensitivity 
analysis based on 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

Customer 

Sale of heat 

Operation 

Governance 

Funding 

Asset 
ownership 

Installation 

connect to other 
external heat sources 
e.g. Energy from 
Waste plants. External 
heat sources will 
impact both peak and 
base load generation 
requirements for the 
heat network.  

2. Identify drivers that would lead to connection 
and the cost impact of the connection  

3. Establish possible timescale in which a 
connection would be made 

4. Review impact on peak thermal generation 
plant (possible redundancy) 

5. Review impact on LZC plant due to reduced 
run hours 

6. Review impact on plant area required 

2.10, 2.12, 
3.5, 3.6, 
3.7, 3.12, 
6.3 

placement and 
heat available 
from external 
sources 

R/36 Connection to 
other DH 
networks 

Regulation 

Promoter 

Customer 

Sale of heat 

Operation 

Governance 

Funding 

Asset 
ownership 

Installation 

Potential 
current/future 
requirements to 
connect to other heat 
networks. External 
heat network will 
impact both peak and 
base load generation 
requirements for the 
heat network.  

Med. High High 1. Assess potential for current/future 
connections to external heat networks and their 
technical compatibility2. Identify drivers that 
would lead to connection and the cost impact of 
the connection 3. Establish possible timescale 
in which a connection would be made4. Review 
impact on peak thermal generation plant 
(possible redundancy)5. Review impact on LZC 
plant due to reduced run hours6. Review impact 
on plant area required 

1.32.2, 
2.3, 2.4, 
2.5, 2.9, 
2.10, 
2.123.5, 
3.6, 3.7, 
3.126.3 

Conduct project 
specific sensitivity 
analysis based on 
placement and 
heat available 
from external heat 
networks 

R/37 DH pipework 
design 

Promoter 

Asset 
Ownership 

Operation 

Installation 

Governance 

Funding 

Pipe lengths often 
assumed to be too 
short than is 
necessary 

Installation of 
pipework is assumed 
to be straightforward, 
without the need to 
coordinate with 
utilities/highways 
which is rarely the 
case 

Med. High High Principles of network design (pipe sizing, 
DeltaTs, velocities, stress) should be based on 
agreed standards i.e. HNCoP and 
manufacturers recommendations. Networks 
should be designed for identified connected 
loads and documented allowance for any future 
expansion (increase in diversified peak 
capacity). Routes of pipework are to be 
established at any early stage with an identified 
allowance for additional pipework that has yet to 
be accounted for i.e. inaccuracy in routing and 
expansion loops. As the design progresses, 
routes detailed and confirmed, the additional 

2.1, 2.3, 
2.4, 2.5, 
2.6, 2.7, 
2.8, 3.2, 
3.3, 3.5, 
3.6, 3.7, 
3.9, 4.2 

Consider under 
R/09 Heat Losses 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

Pipework insulation 
performance 
overestimated, 
impacting energy 
losses and load on 
Energy Centre  

Inappropriate DeltaT 
can result in larger  
(increased capital and 
operational costs) 

Adverse design 
parameters can result 
in the shortening of 
the systems lifespan 

allowance proportion should be reduced to zero. 

R/38 DH pipework 
costs 

Promoter 

Asset 
Ownership 

Operation 

Installation 

Governance 

Funding 

Pipework costs often 
underestimated at 
early stages of the 
project until 
installation. Additional 
costs arise from the 
location of the 
pipework; soft dig, 
sub-urban, urban or 
central urban hard dig. 

Med. High High Establish lengths, sizes and routes at Feasibility 
stage and apply appropriate metrics dependant 
on dig type, location and obstacles 
Engage with manufacturers and installers to 
review and improve pricing accuracy when 
detail is available. This should be conducted as 
early as possible and prior to completion of the 
outline business case. 

2.1, 2.3, 
2.4, 2.5, 
2.6, 2.7, 
2.8 
3.2, 3.3, 
3.5, 3.6, 
3.7, 3.9, 
4.2 

Conduct project 
specific sensitivity 
analysis based on 
knowledge and 
quality of cost 
information 
available 

R/39 DH pipework 
maintenance 

Operation 

Customer 

Sale of heat 

Asset 
Ownership 

Funding 

Governance 

Pipe failures are not 
accounted for.  If they 
are accounted for, 
they are assumed to 
be easy to maintain.  
In reality, to fix a failed 
pipe is difficult, takes 
time and is costly - 
due to ground 
excavation works, 

Low Med. Med. OPEX cost estimates for pipework 
failure/servicing should be allowed for in the 
economic model. Consider use of leak 
detection, water quality monitoring and 
extended warrantees 

2.1, 2.3, 
2.4, 2.5, 
2.6, 2.7, 
2.8, 3.2, 
3.3, 3.5, 
3.6, 3.7, 
3.9, 4.2, 
5.1, 5.2, 
5.4, 5.5, 
6.3 

Sensitivity may be  
-5%/+5% range 
based on high 
quality installation 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

welding costs etc.  
Servicing of loads 
from DH network will 
be interrupted, 
requiring a short-term 
servicing strategy to 
be put in place and 
temporary plant to be 
brought onto site - this 
is often unaccounted 
for. 

R/40 Secondary/Te
rtiary system 
compatibility 
(existing 
buildings) 

Promoter 

Customer 

Development of 
Property 

Asset 
ownership 

Installation 

Governance 

Within existing 
buildings it can be 
assumed to be easy 
to convert/changeover 
secondary side 
systems to be 
compatible with 
network connection. 
Cost of ensuring 
technical compatibility 
to be considered 

In new build, how SH 
and DHW services are 
designed can have a 
significant impact on 
the capital costs and 
operating costs of the 
heat network. For 
example, achieving 
consistently low return 
temperatures will 
reduce capital costs 
for the network and 
thermal store, result in 
lower heat losses and 

High High High 1. Identify existing buildings that may wish to 
connect to the heat network 

2. Estimate initial cost of connection based on 
anticipated supply arrangement 
3. Confirm and validate operational parameters 
of the existing system 

4. Confirm age and condition of 
existing/retained assets 

5. Develop costs to reflect works to be 
undertaken and risk levels present i.e. re-
commissioning of customer system from 
82

o
C/71

o
C to 80

o
C/60

o
C flow and return 

temperatures. 

2.4, 2.5, 
2.6, 2.7, 
2.12, 3.3, 
3.4, 3.9, 
4.3, 5.1, 
5.2, 5.3, 
5.5, 6.3, 
6.4, 6.5, 
6.6, 7.3 

Consider under 
R/04 and R/09 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

pumping energy and 
in some cases reduce 
the cost of low carbon 
heat production. 

R/41 Secondary/ 
Tertiary 
system 
compatibility 
(new 
buildings) 

Installation 

Asset 
Ownership 

Funding 

Operation 

How SH and DHW 
services are designed 
can have a significant 
impact on the capital 
costs and operating 
costs of the heat 
network. For example, 
achieving consistently 
low return 
temperatures will 
reduce capital costs 
for the network and 
thermal store, result in 
lower heat losses and 
pumping energy and 
in some cases reduce 
the cost of low carbon 
heat production. 

High High High 1. Conduct specific design study to review the 
various options available for space heating and 
DHWS in relation to supply from heat networks. 

2. Implement agreed design, installation, 
commissioning standards and review their 
implementation 

3. Operator and Land Developers, or persons 
responsible for customer heat systems, to 
coordinate and ensure compatibility.  

2.4, 2.5, 
2.6, 2.7, 
2.12, 3.3, 
3.4, 3.9, 
4.3,5.1, 
5.2, 5.3, 
5.56.3, 
6.4, 6.5, 
6.6,7.3 

Consider under 
R/04 and R/09 

R/42 Secondary/ 
Tertiary 
systems 
operation 

Customer 

Landlord 

Sale of heat 

Operation 

Asset 
ownership 

Governance 

Poor 
secondary/tertiary 
side operation can 
result in high return 
temperatures, corridor 
overheating and poor 
system performance 

Med. Low Med. 1. Develop and agree a heat network design 
manual that covers design, installation, 
commissioning and operation. 

2. Consider making technically measurable 
items contractually binding i.e. return 
temperatures during summer and low loads 

3. Review operational interface if customer plant 
is being retained.  

4. Ensure that the heat taken from the network 
is maximised, measured and monitored. 
Emphasis to be placed on measuring return 
temperatures to the network. 

2.4, 2.5, 
2.6, 2.7, 
2.12, 3.3, 
3.4, 3.9, 
4.3, 5.1, 
5.2, 5.3, 
5.5, 6.3, 
6.4, 6.5, 
6.6, 7.3 

Consider under 
R/04 and R/09 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

R/43 Secondary/ 
Tertiary 
systems 
commissionin
g 

Promoter 

Development of 
Property 

Asset 
ownership 

Operation 

Governance 

Poor 
secondary/tertiary 
side commissioning 
can result in high 
return temperatures, 
corridor overheating 
and poor system 
performance 

Med. Med. Med. Potentially significant risk.  Impact can be 
reduced by incentivising downstream system 
owners to optimise their systems, or by 
commissioning systems as part of the network 
(this would require associated costs to be 
included in the business case).  Network 
operator may not wish to undertake downstream 
side systems. 

2.4, 2.5, 
2.6, 2.7, 
2.12, 3.3, 
3.4, 3.9, 
4.3, 5.1, 
5.2, 5.3, 
5.5, 6.3, 
6.4, 6.5, 
6.6, 7.3 

Consider under 
R/04 and R/09 

R/44 Planning 
consent and 
Way leave 
agreements 

Promoter 

Funding 

Asset 
Ownership 

Regulation 

Planning process 
often not considered, 
or are assumed to be 
straightforward.  
Energy Centre 
building planning 
performance 
requirements often not 
considered.   

Assumption that 
wayleave consent for 
preferred pipework 
routing will be 
granted, meaning in 
reality the required 
pipework lengths may 
increase and/or target 
anchor heat loads 
may not be 
connectable. 

Med. High High Often overlooked.  Early engagement with 
relevant bodies within local authority 
recommended (planning, highways etc.) to 
establish requirements for the energy centre, 
environmental performance and routing option 
viability. If above ground pipework (pipe 
bridges) are being considered, additional 
Planning engagement may be required. 

Way leaves agreement may take considerably 
longer than anticipated. 

2.9, 2.10, 
3.12 

Conduct project 
specific sensitivity 
analysis based on 
planning risk with 
change in 
Development 
Costs. Risk to 
consider 
alternative design 
solutions 

R/45 Carbon 
content of 
fuels 

Governance 

Regulation 

Asset 
Ownership 

Installation 

Future carbon content 
of electric offset is 
uncertain, potentially 
impacting future 
carbon tax abatement.  
Unknown carbon 

Med. Med. Med. Whilst utility carbon content is projected to 
reduce, the exact reductions are unknown. Use 
of BEIS projections is recommended for initial 
assessment and BEIS CHP bespoke carbon 
factors.  

2.9, 2.10, 
3.12 

Use published 
BEIS data (IAG 
and bespoke CHP 
data) and 
measure against 
any agreed 
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Ref. Risk 

Affected 

Roles Commentary 

Risk 

Typical Risk Mitigation  

HNCoP 

Ref Sensitivity 

P
ro
b
ab
ility

Im
p
act

Severity

Operation content of future fuel 
used in the Energy 
Centre, impacts the 
carbon content of 
electrical/heat export. 

alternative 
approaches. 
Sensitivity ranges 
may increase with 
time to reflect 
increasing 
uncertainty 

R/46 Technology 
costs with 
maturity 

Promoter 

Asset 
Ownership 

Governance 

Regulation 

Funding 

Operation 

Expectations of 
significant reductions 
in technology costs, 
particularly for 
technologies that 
currently are only 
marginally viable that 
may not have much 
scope for quick price 
reductions (e.g. 
platinum content fuel 
cells).  Impacts the 
technologies that are 
considered in current 
studies. 

Med. Med. Med. Significant unknowns. Conservative estimates 
recommended. 

Review opportunities to future proof the heat 
network both technically and commercially. 
Consider heat network suitability for current 
alternative technologies that are not yet 
commercially viable.  

2.9, 2.10, 
3.12 

Conduct project 
specific sensitivity 
analysis based on 
considerations on 
future proofing 

R/47 Technology 
availability 

Promoter 
Asset 
Ownership 
Governance 
Regulation 
Funding 
Operation 

Expectation that future 
technologies that 
replace CHP as the 
prime mover become 
available at scale, and 
are compatible with 
designed and installed 
network. 

Med. Low Med. Cost allowances should be made in the 
business case to allow technology changeover. 
Review opportunities to future proof the heat 
network both technically and commercially. 

2.9, 2.10, 
3.12 

Conduct project 
specific sensitivity 
analysis based on 
considerations on 
future proofing 
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Comparator 

This section contains technical themes that may be considered in forming an avoided financial cost or Business as Usual (BAU). The LA may wish to use this 

information to develop three Comparators for each building type on the network:- 

Project Comparator 

The LA should use the information below to evaluate the capital, operational and revenue costs that could be seen by a Project Promoter/Asset Owner, for the same 

level of thermal energy delivery, if they were not to connect to the heat network. This Business as Usual (BAU) cost should be used to assess the value of the 

proposed Heat Network. 

The BAU could be designed to cover, for each proposed building type: 

• The capital cost for installing the minimum compliance system for thermal generation and any mandatory carbon reduction systems 

• The associated costs (capital and loss of revenue) of any space used including plant rooms and risers (pipework and flues) 

• The operational costs for operating and maintaining the alternative system 

• Any revenue earned through the operation of the alternative systems e.g. energy sold from PV 

Property Developer Comparator 

The LA should use the information below to evaluate the capital, operational and revenue costs that could be seen by an external Property Developer, for the same 

level of thermal energy delivery, if they were not to connect to the heat network. This cost may be used to assist in the evaluation and negotiation of any proposed 

Connection Charge. A connection charge is a capital contribution towards the capital cost of initiating a connection to the HN.  

Depending on whether considering a new build or a retrofit scheme, connection charges could be paid by either the property developer, by the heat user if a private 

owner, or by the landlord. A connection charge may be payable by both public and/or private sector parties to the scheme. 

The connection charge could be designed to cover: 

• The capital outlay required for connection to the scheme 

• An amount not more than the avoided cost (e.g. the cost of connection to/installation of an alternative heat source, the cost of operation and lifeycle 

replacement of an existing heating system, or the avoided cost of carbon contribution). 

• Planning Authority requirements (e.g. s106 Agreement or CIL – see Part 3 Section 2d)  
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In any case where a connection charge is being agreed, there is often a negotiation to be had and will be governed by the amount which the entity that will incur the 

charge is willing to pay. Where this does not satisfy the capital costs required for connection to the scheme, these costs will need to be recovered in on-going fixed 

and/or variable charges. 

Consumer Comparator 

The LA should use the information below to aid a determination of the cost to the consumer of the thermal energy alternative (i.e. the Consumer Comparator), 

which will aid the process of setting heat prices and will also be required throughout the operational phase of the HN for disclosure on billing information – see Part 

2. The information below will assist in identifying the alternative technical solution that the consumer will be presented with. 

Depending on the alternative technology that would be used to heat (e.g. gas boiler, electrical heater), it is likely that a number of elements of cost should be taken 

into account: 

• Utility standing charge 

• Input fuel costs 

• Maintenance costs 

• Replacement costs 

• Management costs 

The comparator is unlikely to be a 'one size fits all'. For example, the specification, usage intensity and age of the identified alternative technology will impact the 

efficiency and maintenance requirements of the system. The audience for the comparator will also be a consideration, as for example, a tenant would expect to pay 

for costs associated with boiler maintenance through their rent, not through their heating bill. 

Developing the BAU Case 

Each comparator should be assessed for the duration of the project life and presented in NPV terms for each building type on the network. Each project will require 

a bespoke assessment to identify the specific cost items to be considered within the comparators. The table of information below identifies typical solutions and 

considerations. Each line provides the following information:- 

• Development Type - buildings can be classified under each type, where buildings may be new builds, existing or existing refurbishments. Any difference in costs 

between new build, existing or existing refurbishments are highlighted 

• CAPEX - the associated installation cost of the system being considered to achieve a minimum required technical level. Further installation costs identified if 

additional low carbon technology is required to achieve higher standards 
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• OPEX - the associated whole life maintenance and operation cost of the system being considered to achieve a minimum required technical level. Further whole 

life costs identified if additional low carbon technology is required to achieve higher standards. 

• REVENUE - the associated revenue of the system being considered to achieve a minimum required technical level. Revenue may be adjusted based on the 

operation of any low zero carbon technology.  

Upon review of these options, the LA should develop a separated techno-economic cash-flow for capital, operation and revenue as per the process identified above. 

If appropriate, the comparators may be developed into a financial model. 

Development type Cost Project Property developer Consumer 

Residential; individual 
heating 

CAPEX Minimum Compliance 

� Review residual life of current plant (if 
applicable) and develop cash flow based 
on plant permitted to be installed to meet 
minimum efficiency standards 

� Establish uplift costs based on current 
requirements for operations i.e. increased 
controls or metering 

� Cost of utility connection to development 

� Cost of utility connection to each dwelling 

� Cost of thermal generation plant for each 
dwelling 

Additional CO2 Reduction 

� Cost of low and zero carbon (LZC) 
solution and associated infrastructure e.g. 
PV 

Minimum Compliance 

� Cost of utility connection to development 

� Cost of utility connection to each dwelling 

� Cost of thermal generation plant for each 
dwelling 

Additional CO2 Reduction 

� Cost of low and zero carbon (LZC) 
solution and associated infrastructure i.e. 
PV] 

� None 

OPEX � Asset owner whole life cost of 
maintenance of thermal generation plant 

� Annual cost of fuel to generate heat; 
standing charge and usage 

� Asset owner whole life cost of 
maintenance of LZC technology 

� Asset owner whole life cost of 
maintenance of thermal generation plant 

� Annual cost of fuel to generate heat; 
standing charge and usage 

� Asset owner whole life cost of 
maintenance of LZC technology 

� Asset owner whole life cost of 
maintenance of thermal generation plant 

� Annual cost of fuel to generate heat; 
standing charge and usage 

� Asset owner whole life cost of 
maintenance of LZC technology 

REVENUE � Possible generation of income of applied 
low carbon solution if appropriate, to 
Asset Owner 

� Typically none � Possible generation of income of applied 
low carbon solution if appropriate, to 
Asset Owner 

Residential; communal 
heating 

CAPEX Minimum Compliance 

� Review residual life of current plant (if 
applicable) and develop cash flow based 
on plant permitted to be installed to meet 
minimum efficiency standards 

Minimum Compliance 

� Cost of utility connection to development 

� Installation of communal plant (per block) 

� Installation of internal heat distribution 

� None 
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Development type Cost Project Property developer Consumer 

� Establish uplift costs based on current 
requirements for operations i.e. increased 
controls or metering 

� Cost of utility connection to the block 

� Installation of communal plant (per block) 

� Installation of internal heat distribution 
systems (per block) 

� Installation of heat metering (per 
customer) 

Additional CO2 Reduction 

� Cost of low and zero carbon (LZC) 
solution and associated infrastructure e.g. 
PV 

systems (per block) 

� Installation of heat metering (per 
customer) 

Additional CO2 Reduction 

� Cost of low and zero carbon (LZC) 
solution and associated infrastructure i.e. 
PV] 

OPEX � Asset owner whole life cost of 
maintenance of central thermal 
generation plant 

� Landlord annual cost of fuel to generate 
heat; standing charge and usage 

� Management cost of operating the 
communal heating system 

� Asset owner whole life cost of 
maintenance of LZC technology 

� Asset owner whole life cost of 
maintenance of central thermal 
generation plant 

� Landlord annual cost of fuel to generate 
heat; standing charge and usage 

� Management cost of operating the 
communal heating system 

� Asset owner whole life cost of 
maintenance of LZC technology 

� Management cost of operating the 
communal heating system 

� Annual cost of fuel to generate heat; fixed 
charge and variable usage 

REVENUE � Residential heat sale 

� Loss of revenue from space occupied with 
thermal energy equipment; plant room, 
risers, flues etc 

� Possible generation of income of applied 
low carbon solution if appropriate, to 
Asset Owner 

� Residential heat sale 

� Loss of revenue from space occupied with 
thermal energy equipment; plant room, 
risers, flues etc 

� Possible generation of income of applied 
low carbon solution if appropriate, to 
Asset Owner 

� None 

Mixed Use CAPEX Minimum Compliance 

� Review residual life of current plant (if 
applicable) and develop cash flow based 
on plant permitted to be installed to meet 
minimum efficiency standards 

� Establish uplift costs based on revised 
requirements for operations i.e. increased 
controls or metering 

� Cost of utility connection to the residential 
block or customer 

� Installation of communal plant (per block 

Minimum Compliance 

� Cost of utility connection to the residential 
block or customer 

� Installation of communal plant (per block 
or customer) 

� Installation of internal heat distribution 
systems (per block or customer) 

� Installation of heat metering (per 
customer) 

Additional CO2 Reduction 

Non-Residential Unit Occupier 

� Installation of thermal energy plant 
specific to operational needs 

Residential 

� None 
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Development type Cost Project Property developer Consumer 

or customer) 

� Installation of internal heat distribution 
systems (per block or customer) 

� Installation of heat metering (per 
customer) 

Additional CO2 Reduction 

� Cost of low and zero carbon (LZC) 
solution and associated infrastructure e.g. 
PV 

� Cost of low and zero carbon (LZC) 
solution and associated infrastructure i.e. 
PV] 

OPEX � Asset owner whole life cost of 
maintenance of central thermal 
generation plant 

� Landlord annual cost of fuel to generate 
heat; standing charge and usage 

� Management cost of operating the 
communal heating system 

� Asset owner whole life cost of 
maintenance of LZC technology 

� Asset owner whole life cost of 
maintenance of central thermal 
generation plant 

� Landlord annual cost of fuel to generate 
heat; standing charge and usage 

� Management cost of operating the 
communal heating system 

� Asset owner whole life cost of 
maintenance of LZC technology 

Non-Residential Unit Occupier 

� Asset owner whole life cost of 
maintenance of central thermal 
generation plant 

� Non-residential annual cost of fuel to 
generate heat; standing charge and 
usage 

� Management cost of operating the non-
residential heating system 

Residential 

� Management cost of operating the 
communal heating system 

� Annual cost of fuel to generate heat; fixed 
charge and variable usage 

REVENUE � Residential heat sale 

� Commercial heat sale  

� Loss of revenue from space occupied with 
thermal energy equipment; plant room, 
risers, flues etc (if applicable) 

� Possible generation of income of applied 
low carbon solution if appropriate, to 
Asset Owner 

� Residential heat sale 

� Commercial heat sale  

� Loss of revenue from space occupied with 
thermal energy equipment; plant room, 
risers, flues etc 

� Possible generation of income of applied 
low carbon solution if appropriate, to 
Asset Owner 

Non-Residential Unit Occupier 

� None 

Residential  

� None 

Commercial CAPEX Minimum Compliance 

� Review residual life of current plant (if 
applicable) and develop cash flow based 
on plant permitted to be installed to meet 
minimum efficiency standards 

� Establish uplift costs based on revised 
requirements for operations i.e. increased 
controls or metering 

Minimum Compliance 

� Review residual life of current plant (if 
applicable) and develop cash flow based 
on plant permitted to be installed to meet 
minimum efficiency standards 

� Establish uplift costs based on revised 
requirements for operations i.e. increased 
controls or metering 

� None 
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Development type Cost Project Property developer Consumer 

� Cost of utility connection to building 

� Cost of thermal generation plant 

Additional CO2 Reduction 

� Cost of low and zero carbon (LZC) 
solution and associated infrastructure e.g. 
PV 

� Cost of utility connection to building 

� Cost of thermal generation plant 

Additional CO2 Reduction 

� Cost of low and zero carbon (LZC) 
solution and associated infrastructure e.g. 
PV 

OPEX � Asset owner whole life cost of 
maintenance of thermal generation plant 

� Annual cost of fuel to generate heat; 
standing charge and usage 

� Asset owner whole life cost of 
maintenance of LZC technology 

� Asset owner whole life cost of 
maintenance of thermal generation plant 

� Annual cost of fuel to generate heat; 
standing charge and usage 

� Asset owner whole life cost of 
maintenance of LZC technology 

� Management cost of operating the 
communal heating system 

� Annual cost of fuel to generate heat; fixed 
charge and variable usage 

REVENUE � Loss of revenue from space occupied with 
thermal energy equipment; plant room, 
risers, flues etc (if applicable) 

� Possible generation of income of applied 
low carbon solution if appropriate, to 
Asset Owner 

� Loss of revenue from space occupied with 
thermal energy equipment; plant room, 
risers, flues etc (if applicable) 

� None 

Industrial CAPEX Minimum Compliance 

� Review residual life of current plant (if 
applicable) and develop cash flow based 
on plant permitted to be installed to meet 
minimum efficiency standards 

� Establish uplift costs based on revised 
requirements for operations i.e. increased 
controls or metering 

� Cost of utility connection to building 

� Cost of thermal generation plant 

Additional CO2 Reduction 

� Cost of low and zero carbon (LZC) 
solution and associated infrastructure e.g. 
PV 

Minimum Compliance 

� Review residual life of current plant (if 
applicable) and develop cash flow based 
on plant permitted to be installed to meet 
minimum efficiency standards 

� Establish uplift costs based on revised 
requirements for operations i.e. increased 
controls or metering 

� Cost of utility connection to building 

� Cost of thermal generation plant 

Additional CO2 Reduction 

� Cost of low and zero carbon (LZC) 
solution and associated infrastructure e.g. 
PV 

� None 

OPEX � Asset owner whole life cost of 
maintenance of thermal generation plant 

� Annual cost of fuel to generate heat; 
standing charge and usage 

� Asset owner whole life cost of 
maintenance of LZC technology 

� Asset owner whole life cost of 
maintenance of thermal generation plant 

� Annual cost of fuel to generate heat; 
standing charge and usage 

� Asset owner whole life cost of 
maintenance of LZC technology 

� Management cost of operating the 
communal heating system 

� Annual cost of fuel to generate heat; fixed 
charge and variable usage 
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Development type Cost Project Property developer Consumer 

REVENUE � Loss of revenue from space occupied with 
thermal energy equipment; plant room, 
risers, flues etc (if applicable) 

� Possible generation of income of applied 
low carbon solution if appropriate, to 
Asset Owner 

� Loss of revenue from space occupied with 
thermal energy equipment; plant room, 
risers, flues etc (if applicable) 

� None 
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Appendix B – Financial Model Development Process linked to Strategic and Commercial Case
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Appendix C – Concept Diagram 

 

Gas CHP based Heat Network - Concept Diagram
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the costs are included refer to FMCIRD.



 

 

 



1

DEPARTMENT FOR BUSINESS, ENERGY & INDUSTRIAL STRATEGY
HEAT NETWORKS DELIVERY UNIT
DISTRICT HEATING GUIDANCE

Guidance on Powers, Public Procurement and State Aid

September 2016



2

CONTENTS

PART A: POWERS …………………………………………………………..5
PART B: PROCUREMENT ………………………………………………..9
PART C: STATE AID ……………………………………………………….28
RED FLAGS …….……………………………………………………………..39
ABOUT US …………………………………………………………………….49

GLOSSARY OF FREQUENTLY USED TERMS

BEIS – Department for Business, Energy and Industrial Strategy
Commission – the EU Commission
Concession – as used in the Concession Regulations and meaning the grant of a right to exploit works or
services (as further explained in Part B)
Concessions Regulations – the Concession Contracts Regulations 2016
Contracting Authority - the State, regional or local authorities, bodies governed by public law or associations
formed by one or more such authorities or one or more such bodies governed by public law, and includes the
Crown/central government authorities, but does not include Her Majesty in her private capacity
De Minimis – the threshold below which state aid may be permissible (as further explained in Part C)
ESCo - Energy services company
GBER – General block exemption regulations
General power (of competence) – the statutory power for a local authority to do anything an individual may
do (as further explained in Part A)
Joint venture – an arrangement between a local authority and a chosen private sector partner which may or
may not, depending on context, involve the setting up of a new legal entity
MEOP – Market economy operator principle
Mixed contract/mixed procurement – where a procurement may cover outcomes that may be a combination
or works/services/supplies and/or possibly falling under more than one of the regulations
OJEU – the Official Journal of the European Union (and because it is used for tender notices, generally adopted
as an umbrella term for all EU procurement laws)
PCR – Public Contracts Regulations 2015
Procurement – the acquisition by means of a public contract of works, supplies or services (where “public
contract” means a contract for pecuniary interest in writing)
SGEI – services of general economic interest (as further explained in Part C)
SPV – special purpose vehicle
Threshold – the relevant financial threshold above which a prospective procurement may be caught by
procurement regulations
Treaty/TFEU – the Treaty on European Union and Treaty on the Functioning of the European Union
Utilities Regulations - the Utilities Contracts Regulations 2016
Utility – the general term used in the Utilities Regulations (being either a contracting authority or public
undertaking)

http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A12012M%2FTXT
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:12012E/TXT
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INTRODUCTION

Purpose of this guidance

Lux Nova Partners Limited, working in collaboration with Browne Jacobson LLP, were appointed to produce
guidance to assist local authority readers, familiar with local authority procurement issues generally, to better
understand:

 the powers a local authority has to generate and supply heat;

 the application of public procurement rules to likely activity;

 where State aid may arise, how to quantify it and how to remain compliant.

What this guidance covers

The issues highlighted in this guidance are legal issues, which are not always straightforward in the context of a
particular scheme. The need to consider the legal issues is important in order to –

 Ensure that the scheme, and its means of delivery, are lawful;

 To thereby ensure that risk of legal challenge is avoided;

 To facilitate and enable investment (by private sector and grant providers);

 To remove the difficulty of having to retro-fit the delivery structure (where legal considerations are
overlooked at the start).

Failure to consider these factors can result in delay and extra expense. It should be noted, for example, that
whilst (as explained in this note) the risk of procurement challenges will eventually be time barred, the
limitation period for state aid risks is much longer: namely, 10 years from the provision of aid (which could be
10 years from the end of the project, depending on the aid provided).

The legal issues covered by this guidance overlap in many ways. For example, the assumptions made in the
business case may drive whether the scheme is being promoted for a commercial purpose, and/or may require
a joint venture with a private sector partner. This, in turn, will impact on the statutory powers being relied on,
the application of procurement law and choice of procurement route, as well as on state aid analysis.
Accordingly, none of these issues may safely be considered in isolation.

It is not possible to give definitive guidance that can be applied across
the broad range of district heating scheme delivery models discussed
in the other guidance produced in parallel to this guidance. As such,
this guidance summarises particular legal issues involved but is no
substitute for taking full advice – and, in preparing this guidance note,
we have assumed that local authorities will take advice specific to the
particular district heating project(s) for which they are developing their
business case.

TIP: Alongside the business
case, assess the powers,
procurement, and state aid
position in detail - and with
an eye on what may change
over time.
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Disclaimer

© Crown copyright 2016

This guidance on Powers, Public Procurement and State Aid is the property of the Crown, and has been
prepared for the Department of Business, Energy & Industrial Strategy (BEIS) for use only by local authorities in
England, Wales and Northern Ireland as a guidance on Heat Network Detailed Project Development to support
completion of a project Business Case.  This guidance is intended to constitute generic guidance to those local
authorities on the statutory powers that local authorities could rely on, public procurement and state aid
considerations that may arise in the context of developing district heating schemes.  However, this guidance
does not provide advice, or recommend any approach or decisions, specific to any particular project or
circumstance, and local authorities must obtain their own professional advice in relation to any specific
project, decisions or contracts.  This guidance may not under any circumstance be relied on by persons or
organisations other than local authorities, and any such other persons or organisations who rely on it do so at
their own risk. BEIS excludes, to the fullest extent permitted by law, any liability where this guidance is relied
on by persons or organisations other than local authorities or where local authorities rely on it without
obtaining professional advice.

This guidance was produced in accordance with, and subject to the terms of, the appointment of Lux Nova
Partners Limited by the Department of Energy & Climate Change. Lux Nova Partners Limited and Browne
Jacobson accept no responsibility to anyone other than the BEIS . This guidance is not, and is not intended to
be, a replacement for specific legal advice which should be taken by a local authority to assess the law in
relation to their proposed district heating scheme.

In relation to procurement law and state aid, the legal position in the UK is founded on EU Treaty principles
and/or EU Directives; accordingly any district heating scheme in an EU member state would have been
established against predominantly identical legal considerations.

This guidance is published under the Open Government Licence.  You may re-use this guidance (not including
logos) free of charge in any format or medium, under the terms of the Open Government Licence. To view this
licence, visit www.nationalarchives.gov.uk/doc/open-government-licence/ or write to the Information Policy
Team, The National Archives, Kew, London TW9 4DU, or email: psi@nationalarchives.gsi.gov.uk.

September 2016



5

PART A – LOCAL AUTHORITY POWERS

1. Powers to generate and sell heat

Section 11 of the Local Government (Miscellaneous Provisions) Act 1976 (as amended by the Electricity
Act 1989) provides that a local authority may generate and sell heat and electricity, and may also purchase
and supply heat.

Local authorities which are housing authorities, and which operate a heating installation and supply
premises with heat produced at that installation, may also charge for that heat under the Housing Act
1985.

Although this guidance is focused on heat, it is worthy of note that, in relation to electricity:

 the broad power under section 11 was limited by section 11(3) which provides that:

“Except in such cases as may be prescribed, a local authority shall not be entitled to sell electricity
which is produced otherwise than in association with heat.”

 since 2010, local authorities wishing to sell electricity generated from renewable sources have
been  permitted to do so;

 local authorities wishing to supply electricity (making physical delivery to premises as opposed to
merely selling ownership to a licensed supplier) may only do so lawfully in accordance with a
licence granted under section 6 of the Electricity Act 1989 or in circumstances where there is an
exemption from the requirement to obtain a licence – which is effected by an exemption order
made under section 5 of the 1989 Act.

Exemptions can be found in the Electricity (Class Exemptions from the Requirement for a Licence) Order
2001 (amended in 2007), and covers (broadly) small scale generation, offshore generation, on-site
distribution, and distribution solely to non-domestic consumers. Further legal advice would be required to
rely on an exemption. See also - https://www.gov.uk/guidance/electricity-licence-exemptions

2. General power of competence – Localism Act 2011

More broadly, Section 1 (1) of the Localism Act 2011 provides that “a local authority has power to do
anything that individuals generally may do”.  This general power of competence does not allow local
authorities to do anything that is specifically prohibited in legislation (a ‘pre-commencement limitation’).
Under section 3 of the Act, commercial activities may be undertaken - following on from the powers under
sections 93 and 95 of the Local Government Act 2003 - but this must be done through a company and
local authorities cannot trade in services that they already have a statutory requirement to provide.

“Renewable sources” is defined in the Electricity Act 1989 as “sources of energy other
than fossil fuel or nuclear fuel, but includes waste of which not more than a specified
proportion is waste which is, or is derived from, fossil fuel”. In the Sale of Electricity by
Local Authorities (England and Wales) Regulations 2010 (2010 No 1910), the following
are cited: wind, solar, aerothermal, geothermal, hydrothermal and ocean
energy, hydropower, biomass, landfill gas, sewage treatment plant gas, and biogases.

EU Directive 2009/28/EC, on the promotion of the use of energy from renewable
sources, defines energy from renewable sources as:

“...energy from renewable non-fossil sources, namely wind, solar,
aerothermal, geothermal, hydrothermal and ocean energy, hydropower,
biomass, landfill gas, sewage treatment plant gas and biogases;”

http://www.legislation.gov.uk/ukpga/1976/57
http://www.legislation.gov.uk/ukpga/1989/29/data.pdf
http://www.legislation.gov.uk/uksi/2010/1910/contents/made
http://www.legislation.gov.uk/uksi/2010/1910/contents/made
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32009L0028
https://www.gov.uk/guidance/electricity-licence-exemptions
http://www.legislation.gov.uk/ukpga/2011/20/contents/enacted
http://www.legislation.gov.uk/ukpga/2003/26/pdfs/ukpga_20030026_en.pdf
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Because earlier statutory powers to supply and sell heat and qualifying electricity exist (under Section 11
of the Local Government (Miscellaneous Provisions) Act 1976), it may be possible not to rely on the
general power, and thereby not necessarily be obliged to set up a company.

This means that local authorities:

 can supply and sell heat (and/or electricity generated with heat or from renewables) either
directly or through a company they control; and

 can operate on the basis of cost-recovery or on a for-profit basis, when selling heat (and/or
electricity generated with heat or from renewables).

3. Planning

Local authorities can promote district heating in a number of ways, exercising their planning powers. This
can include, amongst other things:

 pro-district heating planning policy – for example:

o many local authorities already have policies that require district heating to be
incorporated into developments of sufficient scale and adequate justification to be given
if it is not;

o where district heating networks already exist, some authorities require consideration to
be given to connect to that network, subject to technical and commercial feasibility,
and/or for new district heating schemes being installed to be “ready” for connection to
neighbouring schemes;

o the promotion of specifications for buildings and internal networks that make their
design and construction better suited to connection to a district heating scheme – if
done well, this can help raise standards for buildings and help district heating schemes
significantly reduce heat loss across the network;

 imposing conditions on the grant of planning permission and ongoing obligations in a s.106
agreement;

 simplifying the construction of district heating networks and connections through, for example:

o Local Planning Authorities have been able to produce a Local Development Order (LDO)
since the introduction of the 1990 Town and Country Planning Act.  LDOs grant
automatic planning permission for specified development in defined areas. They are
flexible and can be used for different uses and developments in different areas and
streamline the planning process (What types of area-wide local planning permission are
there? | Planning Practice Guidance)

o The scheme may involve elements that are permitted under the Town and Country
Planning (General Permitted Development) (England) Order 2015 – see
http://www.legislation.gov.uk/uksi/2015/596/pdfs/uksi_20150596_en.pdf.

4. Other powers

Looking more broadly at local authority powers in relation to district heating schemes, relevant powers
include:

 planning powers and associated obligations;

http://www.legislation.gov.uk/ukpga/1976/57
http://planningguidance.communities.gov.uk/blog/guidance/when-is-permission-required/what-types-of-area-wide-local-planning-permission-are-there/
http://planningguidance.communities.gov.uk/blog/guidance/when-is-permission-required/what-types-of-area-wide-local-planning-permission-are-there/
http://www.legislation.gov.uk/uksi/2015/596/pdfs/uksi_20150596_en.pdf.
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 powers of local authorities as the highways authority (and, for example, the Gas Act 1986 allows
certain apparatus to be installed in the highway);

 powers to dispose of land at an undervalue (section 123 of the Local Government Act 1972) but
State aid rules must still be complied with; and

 specific local powers enable local authorities to engage in district heating activities, e.g. The LCC
General Powers Act 1949 (which also allows apparatus to be installed in the highway).

5. Landlord and Tenant

There is no general, statutory obligation imposed on landlords to provide heat.  It is a common
misconception that there is.

However, in certain circumstances, landlords do have specific statutory obligations directly relevant to
district heating. Essentially, these can be characterised either as obligations:

 to provide or maintain certain infrastructure or services; or

 not to pass through to tenants unreasonable costs incurred.

Under section 11 of the Landlord and Tenant Act 1985, landlords must keep in repair and in proper
working order the installations in a dwelling-house for space heating and for heating water.  This
obligation only applies to domestic lettings, under a short lease.  A short lease is a lease of a dwelling
house for less than 7 years.1 There are various exemptions from this obligation, including: registered
social landlords, lettings by local authorities and lettings to students by educational institutions.  Even
where section 11 does apply, it is a defence for a landlord to show that, using reasonable endeavours, he
cannot gain access to parts of a district heating system outside the dwelling-house itself.  In respect of
those short leases where section 11 does apply, a tenant-heat customer will have grounds to object if, for
example, he is charged by his landlord for maintenance of pipework in the dwelling house.

Under sections 18 and 19 of the Landlord and Tenant Act 1985, landlords can only pass through to tenants
reasonable costs of maintenance (for example, of networks and apparatus within the building) if they are
charging in advance of incurring the costs. And, under section 20 of the Landlord and Tenant Act 1985,
landlord’s rights to pass through to tenants costs they incur under Qualifying Long Term Agreements are
severely limited unless they have undertaken a statutory consultation.  Qualifying Long Term Agreements
are agreements entered into by the landlord, which are at least 12 months in length and are charged at
over £100 per year or require more than a £250 contribution towards the cost of covered works.  Where
tenants are already occupying, certain consultation requirements must be followed. These are set out in
the Service Charges (Consultation Requirements)(England) Regulations 2003. The intention of the
legislation is to give existing tenants the right to challenge landlords who appear to be passing through to
them unduly high charges.  But where, for example, no tenants have yet entered into a lease of a building
served by district-heating at the time the contract is placed, case law would suggest that consultation is
not legally required and no dispensation needed2.  Instead, it is to be expected that the tenants will
discover about the contract before they enter into their lease. Consequently, best practice suggests that
landlords should still bring any such contracts to the attention of potential tenants before they sign.

Section 108 of the Housing Act 1985 limits to what is reasonable what local authorities can charge secure
tenants for heat.  However, this does not apply to charges made by a third party if they, rather than the
authority, operate a district heating scheme and supply the heat.

1 Section 13 and 14 of the Landlord and Tenant Act 1985
2 Legal advice should be sought where, for example, an agreement for lease or investment lease has been granted as the
legal position is ambiguous and a view may be needed whether or not consultation or dispensation is possible or advisable.

http://www.legislation.gov.uk/ukpga/1986/44
http://www.legislation.gov.uk/ukpga/1972/70/contents
http://discovery.nationalarchives.gov.uk/details/r/C2664585
http://discovery.nationalarchives.gov.uk/details/r/C2664585
http://www.legislation.gov.uk/ukpga/1985/70/section/11
http://www.legislation.gov.uk/ukpga/1985/70/section/11
http://www.legislation.gov.uk/ukpga/1985/70/section/11
http://www.legislation.gov.uk/ukpga/1985/70/section/18
http://www.legislation.gov.uk/ukpga/1985/70/section/20
http://www.legislation.gov.uk/uksi/2003/1987/pdfs/uksi_20031987_en.pdf
http://www.legislation.gov.uk/ukpga/1985/68/section/108
http://www.legislation.gov.uk/ukpga/1986/44
http://www.legislation.gov.uk/ukpga/1972/70/contents
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6. Conclusion

Accordingly, there is a statutory basis for pursuing district heating
schemes lawfully (i.e. intra vires).  Of course, in making decisions,
a public body would also need to ensure it complied with general
non-statutory duties to act reasonably, to take account of relevant
factors (and disregard irrelevant ones), and to act rationally. It
may, depending on the situation, need to undertake general or
specific consultations.

Moreover, whilst it may be clear-cut that sufficient statutory
powers exist, the authority should nonetheless take account of its
fiduciary duties and the degree to which it may be exposed to
project risks (especially any financial risks). The existence of
powers does not absolve an authority from acting prudently. The
Section 151 officer3 of a local authority, in particular, will take this
into account.

This will be especially important where the authority may be required to give guarantees of some sort in
relation to off-take agreements, supply agreements, or the like.

Depending on the scheme, there may be a range of other legal powers to consider and matters ancillary to
that. For example, if the scheme is to be delivered via an arms-length company, there will be a need to
consider directors’ duties, indemnification/insurance of directors, conflicts of interest generally, plus
company audit and secretarial functions.

3 An officer appointed by a local authority under section 151 of the Local Government Act 1972 to ensure the proper
administration of their financial affairs.

TIP: Address statutory
powers upfront as part
of the business case.
Recognise that there
are “traps”, e.g. the
requirement to set up a
company under the
Localism Act 2011
(Section 4) if
“commercial” activity
is intended.
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PART B – PUBLIC PROCUREMENT

This guidance assumes some familiarity on the part of the reader with procurement issues generally.

1. Identifying a “contracting authority” under the Public Contracts Regulations 2015, the Utilities
Contracts Regulations 2016 and the Concessions Contracts Regulations 2016

“Contracting authorities” are defined consistently across the Regulations (Regulation 2 of the PCR,
Regulation 4 of the Utilities Regulations and Regulation 4 of the Concessions Regulations) as being the
State, regional or local authorities, bodies governed by public law or associations formed by one or more
such authorities or one or more such bodies governed by public law, and includes the Crown/central
government authorities, but does not include Her Majesty in her private capacity.

A key part of this definition is what are “bodies governed by public law” – or for the purposes of the
Utilities Regulations, “public undertakings” (see Regulation 54). They are defined as bodies that have all of
the following characteristics:

And for these purposes a “public undertaking” is any undertaking over which contracting authorities may
exercise directly or indirectly a dominant influence by virtue of:—

a) their ownership of that undertaking;

b) their financial participation in that undertaking; or

c) the rules which govern that undertaking.

4 Regulation 5 introduces a stand-alone concept of “public undertaking” alongside “contracting authority”.

They are established for the specific purpose of meeting needs in the general interest,
not having an industrial or commercial character; and

They have legal personality (e.g. they are a company or partnership or similar); and

They have any of the following characteristics:
 they are financed, for the most part, by the State, regional or local authorities,

or by other bodies governed by public law
 they are subject to management supervision by those authorities or bodies
 they have an administrative, managerial or supervisory board, more than half

of whose members are appointed by the State, regional or local authorities, or
by other bodies governed by public law

http://www.legislation.gov.uk/uksi/2015/102/pdfs/uksi_20150102_en.pdf
http://www.legislation.gov.uk/uksi/2015/102/regulation/2/made
http://www.legislation.gov.uk/uksi/2016/274/regulation/4/made
http://www.legislation.gov.uk/uksi/2016/273/regulation/4/made
http://www.legislation.gov.uk/uksi/2016/274/regulation/5/made
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Most obviously this will be the case where the contracting authority has a “dominant interest” by virtue of
its share ownership, financial stake, or voting rights.

2. Determining which Public Procurement rules apply

From 18th April 2016, depending on the structure of the scheme, what scheme is being procured, and who
is carrying out the procurement, any of the following Regulations could be relevant to district heating
scheme procurement. A local authority may be a “utility” for the purposes of the Utilities Contracts
Regulations 2016 (see below).

Each of these terms and the Regulations are explored further below. Annex A further describes the likely
basis for deciding which of the Regulations applies.

Contracts to which the relevant Regulations do not apply in full or at all (e.g. because they are exempt)
must still be let in accordance with Treaty Principles i.e. non-discrimination, level playing field, transparent
tender process where there is likely to be cross border interest.

2.1 The Public Contracts Regulations 2015 (PCR)

Here is a link to the PCR:

http://www.legislation.gov.uk/uksi/2015/102/contents/made

This guidance assumes that the reader is familiar with the PCR, as this has day-to-day relevance for so
much local authority procurement activity, so we are not providing specific commentary on the PCR.

The Public Contracts
Regulations 2015

The Utilities Contracts
Regulations 2016

The Concessions Contracts
Regulations 2016

deal with procurements
of contracts for

services, works and
supplies

deal with procurements
of contracts for

services, works and
supplies

deal with the award of
concessions

by public
bodies, both
central and

local

by
utilities

by public
bodies

and
utilities

http://www.legislation.gov.uk/uksi/2015/102/pdfs/uksi_20150102_en.pdf
http://www.legislation.gov.uk/uksi/2016/274/contents/made
http://www.legislation.gov.uk/uksi/2016/273/contents/made
http://www.legislation.gov.uk/uksi/2015/102/pdfs/uksi_20150102_en.pdf
http://www.legislation.gov.uk/uksi/2016/274/contents/made
http://www.legislation.gov.uk/uksi/2016/273/contents/made
http://www.legislation.gov.uk/uksi/2015/102/contents/made
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2.2 The Utilities Contracts Regulations 2016 (Utilities Regulations)

Here is a link to the Utilities Regulations:

http://www.legislation.gov.uk/uksi/2016/274/contents/made

2.2.1 Broadly speaking, the Utilities Regulations apply to the award of a contract where these three
conditions are satisfied:

2.2.2 In more detail, the Utilities Regulations apply to:

 “contracting authorities” and “public undertakings” which carry out an activity referred to in
Regulations 9 to 15 - this includes (Regulation 9):

o the provision or operation of fixed networks intended to provide a service to the public
in connection with the production, transport or distribution of heat; and

o the supply of heat to such networks;

 entities which are not contracting authorities or public undertakings but carry out such
activities on the basis of “special or exclusive rights” granted by a competent authority.

This last category might apply to (for example) an ESCo which has been granted exclusive rights to supply
heat under a concession granted by a local authority, where this has not followed a competitive
procurement procedure.  The Utilities Regulations make it clear that the grant of special or exclusive rights
in this context does not apply where the rights were granted following a procedure where “adequate
publicity has been ensured” and “where the granting of those rights was based on objective criteria”.

The utility awarding the contract is a "contracting authority" or "public undertaking" or
has "special or exclusive rights"; and

The contract is for works, services or supplies associated with a prescribed relevant utility
activity; and

The estimated value of the contract exceeds the relevant financial threshold

EXAMPLE: Where there is an advertised, competitive procedure which leads to the grant of the
concession to the ESCo. Bear in mind, though, that the grant of the concession may itself be
subject to the Concessions Regulations (discussed further below). In other words, the grant of the
concession (the special or exclusive rights) will have been undertaken by way of a competitive
process under the Concession Regulations, thereby taking the ESCo outside the application of the
Utilities Regulations.

http://www.legislation.gov.uk/uksi/2016/274/contents/made
http://www.legislation.gov.uk/uksi/2016/274/regulation/9/made
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2.2.3 Exemptions exist for licensed electricity generation, supply of electricity and gas, and the
exploration of oil and gas in England, Scotland and Wales; however, there are no such
exemptions applying to the supply of heat. However, in principle, a utility which is above the
threshold triggering the requirement to hold an electricity generation licence (broadly, 50MWe)
and which, incidentally, produces heat in the course of this activity (e.g. an electricity led CHP
scheme) could benefit from this exemption – but it is unlikely that many local authority schemes
would be sufficiently large to require a licence.

2.2.4 Procurements carried out by these bodies will be subject to the full requirement to procure in
accordance with the Utilities Regulations if the works, services or supplies being procured are
intended for the pursuit of one of the activities in Regulations 9 to 15 and are above threshold
(and see below for these).

2.2.5 Regulation 23 of the Utilities Regulations provides that the Utilities Regulations do not apply to
contracts awarded by utilities which are active in the energy sector by engaging in an activity
referred to in Regulation 9(1) (so including the provision or operation of heat networks) for the
supply of (i) energy or (ii) fuels for the production of energy. This means that the procurement by
an authority operating a district heating system of gas, other fuels or electricity or forms of
energy (including heat going into the network), will not be subject to the requirements of the
Utilities Regulations. For completeness, the PCR (by virtue of Regulation 7) will not apply.

2.2.6 Thresholds for the Utilities Regulations are cross-referenced in Regulation 16 to Article 15 of the
Utilities Directive and are updated from time to time by the Commission – further details and the
sterling equivalents are set out at the end of this section.

2.2.7 Additionally, the Utilities Regulations include provisions similar to those in the PCR on contracts
with controlled persons and mutual co-operation. There are additional exemptions for contracts
awarded to affiliated undertakings and joint ventures - see below.

2.3 The Concessions Contracts Regulations 2016 (Concessions Regulations)

Here is a link to the Concessions Regulations:

http://www.legislation.gov.uk/uksi/2016/273/contents/made

2.3.1 The Concessions Regulations apply where:

a contracting authority or a utility lets a public works or public services contract; and

the value of that contract is (calculated on the basis of the estimated turnover, net of
VAT, of the concessionaire during the concession life) over €5,186,000 (Regulation 9,
cross referencing Article 8(1) of the Utilities Directive); and

the concessionaire is permitted to exploit the works or services which are the subject of
the contract (together with payment if required) and the award of the contract transfers
the operating risk to the concessionaire, which has no guarantee that it will recoup its
investment.

http://www.legislation.gov.uk/uksi/2016/274/regulation/23/made
http://www.legislation.gov.uk/uksi/2016/274/regulation/9/made
http://www.legislation.gov.uk/uksi/2016/274/regulation/16/made
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014L0025&from=EN
http://www.legislation.gov.uk/uksi/2016/273/contents/made
http://www.legislation.gov.uk/uksi/2016/274/regulation/23/made
http://www.legislation.gov.uk/uksi/2016/274/regulation/16/made
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2.3.2 In calculating the estimated value of the concession contract, authorities and utilities must take
into account, in particular:

 the value of any option and extension of duration;

 revenue from the payment of fees and fines by the users of the works or services (other than
those collected on behalf of the contracting authority or utility);

 payments or any other financial advantages from the utility/public sector to the
concessionaire;

 the value of grants or any other financial advantage from third parties for the performance
of the concession contract;

 revenue from sales of any assets which are part of the concession contract;

 the value of all the supplies and services that are made available to the concessionaire by the
contracting authorities or utilities, if necessary, for executing the works/services; and

 any prizes or payments to bidders.

2.3.3 Save where otherwise permitted, the maximum term for a concession contract is 5 years. A
period longer than 5 years may be permitted if it is justified in order to allow the concessionaire
to recoup its investment and realise a return. In the context of heat networks, which have high
capital costs and long asset lifespans (of heat network assets in particular), concession contracts
are typically 25 years and upwards and the justification for longer concessions is very likely to be
present.

2.3.4 Just as there are a range of types of contracts excluded from the scope of the PCR, these are also
excluded from the scope of the Concessions Regulations – e.g. pure land transactions and loan
agreements. Additionally, the Concessions Regulations include provisions similar to those in the
PCR on controlled persons contracts and mutual co-operation – see below. There are additional
exemptions for contracts awarded to affiliated undertakings and joint ventures - see below.

2.3.5 One of the key components of a concession contract to which the Concessions Regulations apply
is that there must be a transfer of operating risk to the concessionaire, which has no guarantee
that it will recoup its investment and/or the costs it incurs in operating the works and services to
which the contract applies (depending on the type of concession) i.e. no guarantee that it will
break even. The risk must not be nominal or negligible.  It must also arise from factors which are
outside the control of the parties (and can be demand risk or supply risk).

So, if a local authority offers a heat demand guarantee/take or pay heat contract to the
concessionaire which effectively means that (assuming the concessionaire does not default or
carry out its operations negligently, for example) the concessionaire is guaranteed a level of heat
purchase that will largely or wholly cover its  capital costs in constructing the network and/or (if it
simply operating/maintaining the network) cover its operating/maintenance costs, then the
contract will not amount to a concession contract but is very likely to be a works or services
contract and its procurement will therefore governed by the PCR.

EXAMPLE: If the concessionaire is, for example, paying for the construction of the heat network itself,
it should be a fairly simple exercise to demonstrate that the concessionaire will require longer than 5
years to recover its investment and make a profit.  A robust financial appraisal and/or business plan
will establish this.
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2.4 Mixed contracts but covering the same activity

2.4.1 A mixed contract is a contract where a particular activity is taking place e.g. building a heat
network, but the contracts being procured fall under each of services and/or supplies and/or
works.

2.4.2 Under the Utilities Regulations, Regulation 6 says where there are mixed contracts which have as
their subject matter different types of procurement covered by the Utilities Regulations—

 contracts which have as their subject matter two or more types of works, services or
supplies, the relevant procurement procedure is the one applicable to the type of
procurement that characterises the main subject of the contract in question; and

 in the case of mixed contracts consisting partly of “light touch” services and partly of other
services, or mixed contracts consisting partly of services and partly of supplies, the main
subject matter is determined by which estimated value is the highest.

2.4.3 Regulation 6 goes on to say that in the case of mixed contracts which have as their subject matter
procurement covered by the Utilities Regulations and procurement not covered by them:

 where the different parts of a contract are objectively separable, utilities may award
separate contracts for the separate parts or award a single contract:

o where they choose to award separate contracts for the separate parts, the decision as to
which legal regime applies to any one of such separate contracts is taken on the basis of
the characteristics of the separate part concerned; and

o where they choose to award a single contract, the Utilities Regulations apply to the
ensuing mixed contract, irrespective of the value of the parts that would otherwise fall
under a different legal regime and  which legal regime those parts would otherwise have
been subject to;

 where the different parts of a contract are objectively not separable, the applicable legal
regime is determined on the basis of the main subject matter of that contract;

 where the decision is taken to award a single contract then that mixed contract will, where it
contains elements of supply, works and service contracts and, of concessions, be awarded in
accordance with the Utilities Regulations, provided that the estimated value of the part of
the contract covered by the Utilities Regulations is equal to or greater than the threshold
prescribed by the Utilities Regulations (see thresholds table below).

2.5 Procurement covering several activities

2.5.1 Broadly speaking, this applies where a contract covers works, supplies or services benefiting both
utility operations and non-utility (but still contracting authority) operations.

Regulation 7 of the Utilities Regulations says:

 Where contracts are intended to cover several activities,
utilities may choose to award separate contracts for the

EXAMPLE: A possible example of this would be the procurement of an Operation and Maintenance
contract applicable to a heat network, but principally to that part of the network within a local
authority’s operational buildings.  This would be let using the PCR rules.

TIP: There is simply no
easy test for
determining the main
subject matter, but the
contract value is a good
place to start.

http://www.legislation.gov.uk/uksi/2016/274/regulation/6/made
http://www.legislation.gov.uk/uksi/2016/274/regulation/7/made
http://www.legislation.gov.uk/uksi/2016/274/regulation/6/made
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purposes of each separate activity or to award a single contract.

 Where utilities choose to award separate contracts, which rules apply to each is taken on the
basis of the characteristics of the separate activity concerned.

 Where utilities choose to award a single contract, the following paragraphs will apply (and
will override Regulation 6):

o the choice between awarding a single contract or separate contracts must not be made
with the objective of avoiding the application of the Utilities Regulations, the PCR or
Concessions Regulations;

o a contract intended to cover several activities is subject to the rules applicable to the
activity for which it is principally intended.

2.5.2 Where it is objectively impossible to determine for which activity the contract is principally
intended, the rules are determined as follows:

 The contract is awarded under the PCR if one of the activities for which the contract is
intended is subject to the Utilities Regulations and the other to the PCR;

 The contract is awarded under the Utilities Regulations, if one of the activities for which the
contract is intended is subject to the Utilities Regulations and the other to the Concessions
Regulations;

 The contract is awarded under the Utilities Regulations, if one of the activities for which the
contract is intended is subject to the Utilities Regulations and the other is not subject to any
of the 3 sets of Regulations.

2.5.3 The rules on mixed procurement under the Public Contracts Regulations 2015 (Regulation 4) and
the Concessions Regulations (Regulation 21) broadly follow the Utilities Regulations, to the
extent that they deal with the same subject matter. See above for a brief explanation of the
differences between the Regulations.

2.6 Thresholds above which the three sets of Regulations will apply

2.6.1 The Crown Commercial Service Procurement Policy Note: New Threshold Levels 2016 sets out the
current thresholds that will apply for the PCR and the Utilities Regulations. The Commission
publishes revised thresholds (usually every two years, commencing from 1st January).

The current thresholds, in sterling, are:

PCR:

Supplies Services Works
Central Government
bodies

£106,047 £106,047 £4,104,394

Other contracting
authorities

£164,176 £164,176 £4,104,394

Utilities Regulations:

Supplies Services Works
All utilities £328,352 £328,352 £4,104,394

Concessions Regulations:

All concessions
All contracting authorities and utilities £4,104,394

http://www.legislation.gov.uk/uksi/2016/274/regulation/6/made
http://www.legislation.gov.uk/uksi/2015/102/pdfs/uksi_20150102_en.pdf
http://www.legislation.gov.uk/uksi/2015/102/regulation/4/made
http://www.legislation.gov.uk/uksi/2016/273/pdfs/uksi_20160273_en.pdf
https://www.gov.uk/government/publications/procurement-policy-note-1815-new-threshold-levels-2016
http://www.legislation.gov.uk/uksi/2015/102/regulation/4/made
https://www.gov.uk/government/publications/procurement-policy-note-1815-new-threshold-levels-2016
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3. When and how Public Procurement rules apply in relation to District Heating Schemes

There are numerous combinations of possible delivery structures for district heating schemes where local
authorities are involved.

Here are some of the most common arrangements, together with a brief commentary on how the public
procurement rules may apply in relation to the different elements of the scheme:

3.1 Public sector led, funded, developed, owned and operated

In this case, the local authority is acting as a utility, and not granting a concession. Consideration could be
given to the application of the Public Contracts Regulations 2015 (“PCR"), but in either event, there would
need to be a public procurement. Accordingly, the purchase of equipment (and/or maintenance) will
likely be subject to the full rules under the Utilities Regulations where the procurement is above the
threshold (see above for thresholds). Compliance with public procurement rules, together with additional
competitive tendering requirements for below threshold procurement, is likely to be required under
external funding arrangements from public funds (and will certainly be required for EU derived funding).
In any event, where there is cross-border interest, Treaty principles of transparency etc. may still apply.
Local authorities should also comply with their own internal financial regulations and requirements to
obtain value for money. See above section and table for more detail about thresholds.

3.2 Public sector led and funded, private sector contractors

The appointment of the contractor and any operator and maintenance provider will be subject to the
Utilities Regulations – it is likely that each element will be above threshold. See above for more detail
about thresholds. For below threshold procurements, similar requirements apply as set out above in
relation to central Government and EU derived funding.

3.3 Public sector led/private sector ownership

If the structure of the scheme involves the award of a concession and if the value is above threshold, then
the Concessions Regulations will apply. See above for more detail about thresholds. See above for the
application of the rules where mixed contracts are involved.

3.4 Public/public joint venture

EXAMPLE: The local authority funds the entire scheme (either internally or via Government/EU
funding). It constructs, operates and maintains the scheme itself. The only aspect of the scheme
which it outsources is the purchase of equipment. This may also include the procurement of specialist
maintenance.

EXAMPLE: The local authority manages and funds the scheme. It procures the construction of the
scheme (on a turnkey basis – Design & Build), and its operation and maintenance (Operate &
Maintain). Or it procures a single Design, Build, Operate & Maintain.

EXAMPLE: Here, the public sector initially drives the project and may provide assets (e.g. land); the
private sector investor provides investment and (in particular) accepts risk for part of the project in
exchange for the right to exploit the scheme.

EXAMPLE: This might involve two or more local authorities jointly delivering a district heating scheme
either by building and operating it or simply by operating it.
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In the case of local authorities (and, indeed, other public bodies) jointly delivering a scheme, the mutual
co-operation exemptions under Regulation 12 of the PCR or (more likely) Regulation 28 of the Utilities
Regulations should apply to the co-operation (but not to subsequent procurement of works/services).

3.5 Use of a publicly owned company

Where a local authority owned company is providing services or carrying out works, if the PCR applies,
then the Regulation 12 controlled persons test may apply (see below); if the local authority is procuring
these services or works in the course of its activities as a utility, Regulation 29 of the Utilities Regulations
(contracts awarded to an affiliated undertaking) is likely to apply; if a concession is being granted to the
wholly owned company, Regulation 13 of the Concessions Regulations (contracts awarded to an affiliated
undertaking) is likely to apply

3.6 Public/private joint venture

There are two aspects to this. The first is the procurement of the private sector partner. Whether the
public procurement rules apply will depend on whether the private sector partner is simply investing or it
(or an associated company) is or is likely to be providing works, supplies or services. If the latter (i.e. the JV
partner is required to carry out works/services), then the public procurement rules (most likely the
Utilities Regulations) will apply (subject to the thresholds being met). See above for more detail about
thresholds.

If the former (i.e. the JV partner will be providing money only), then the public procurement rules will
generally not apply.

However, procuring a JV partner through a competitive route is likely to assist in demonstrating the
partner is not being provided with illegal State aid. It should also be borne in mind that where there is
cross-border interest, Treaty principles of transparency, etc. may still apply. Local authorities should also
comply with their own internal financial regulations and requirements to obtain value for money. So (and
subject to detailed legal advice): SEE OVERLEAF

EXAMPLE: Typically, the local authority and one or more private sector partners own equity stakes in a
special purpose vehicle (SPV) – both public and private sector partners invest assets and/or funding.

EXAMPLE: This might involve a local authority setting up a wholly owned company to deliver the district
heating scheme either by building and operating it or simply by operating it e.g. through an Energy
Services Company (ESCo).

http://www.legislation.gov.uk/uksi/2015/102/regulation/12/made
http://www.legislation.gov.uk/uksi/2015/102/regulation/12/made
http://www.legislation.gov.uk/uksi/2016/274/regulation/29/made
http://www.legislation.gov.uk/uksi/2016/273/regulation/13/made
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The second issue to consider is the actual award of contracts (be they works/service contracts or
concessions) by the local authority to the joint venture entity (a company limited by shares most likely). In
the case of works and services, the exemption for affiliated companies may apply – see para 5.3 below for
further details – which would mean no procurement is required.

In all cases where a joint venture is formed (meaning a legal entity), the basic test of “bodies governed by
public law” will apply to whether the JV entity is a contracting authority, or not (see paragraph 5 below).
The test is not simply about the size or percentage of the public sector shareholding. In no circumstances
can it be assumed that none of the Regulations apply – either to the award of contracts to the JV or to the
award of contracts by the JV.

3.7 Private sector led, public sector (part) funded

This may amount to a concession, depending on the level of transfer of risk and rights of exploitation. If
so, a procurement should, therefore, be dealt with under the Concessions Regulations. Compliance with
public procurement rules together with additional competitive tendering requirements for below
threshold procurement is likely to be required where the funding derives from central Government (grant)
funding arrangements (and will certainly be required for EU derived funding). Also bear in mind that
where there is cross-border interest, Treaty principles of transparency, etc. may still apply.

Alternatively, it may be prudent to procure the private sector partner via a competitive tender in order to
minimise or eliminate any risk of State aid to the private sector body – see the State aid section of this
guidance in relation to this – especially where there is grant funding to the private sector body.

EXAMPLE: Here, the private sector body owns and leads the development of the scheme and accepts
the risk in it. The public sector body makes a financial contribution to incentivise the private sector
activity and, possibly, subsidises economically unviable parts of it.

Is a private sector partner required/desirable?
If YES:

Will they be an investor
only?

Will they be providing
goods, works or services

(with or without
investment)?

YES: Public procurement
rules will generally NOT

apply YES: Utilities Regulations
are likely to apply
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4. Which Public Procurement procedures may be used

Under each of the Regulations, different types of procurement route are available, subject always to
whether they can be justified under the relevant provision in the Regulation concerned. The procedures
available are –

 Open (under the PCR and Utilities Regulations) – this involves single stage procurement with no
scope for negotiation. It would generally be used only where the subject matter is a commodity
and commercial terms and pricing not likely to need negotiation.

 Restricted (under the PCR and Utilities Regulations) – this involves a two-stage procurement;
pre-qualification and shortlisting, followed by the tender stage. However this route does not allow
for negotiation and will generally be used where the subject matter is capable of being specified
and priced in a straight-forward way.

 Competitive Procedure with negotiation (under the PCR) – again, a two-stage approach but with
an element of focussed negotiation if necessary.

 Competitive dialogue (under the PCR and Utilities Regulations) – also a two-stage process, but
in this case with a dialogue about the overall solution (including price). This approach is usually
taken where the subject-matter is complex.

 Negotiated procedure with prior publication (under the Utilities Regulations) – available in
limited circumstances only and if justified under the Regulations. Will be a two-stage process, but
the tender stage being an open negotiation.

 Innovation partnerships procedure (under the PCR and Utilities Regulations) – used where the
procurement is aimed at the development of a new “product/service/work” not available in the
market.

 Procedure ensuring Treaty Principles of equal treatment, transparency and proportionality
(under the Concessions Regulations) - meaning that the procurement route for a concession is
not prescribed other than by reference to these general principles.

 Existing framework agreement (under the PCR and Utilities Regulations) – being the use of a
framework (for works, services, or supplies) in existence. This route will work where the subject
matter, is capable of being “standardised” in some way so that the procuring authority makes a
“call-off” from the framework; there will be no negotiation/dialogue.

Broadly speaking, the procedures and associated requirements under the Utilities Regulations will be
familiar to anyone who regularly applies the PCR, but the Utilities Regulations are less onerous than the
PCR. For example, it is possible to apply the negotiated procedure without having to justify doing so, and
the Utilities Regulations rules on negotiated procedure are less prescriptive than the competitive
procedure with negotiation under the PCR. The Concessions Regulations, by comparison, do not require
the same prescriptive procedures.

5. Controlled persons, mutual co-operation, affiliated undertakings and joint ventures

5.1 Controlled persons

Each of the PCR, Utilities Regulations and Concessions Regulations provide exemptions for various types of
public sector/utility administrative arrangements (where there is a “controlled person”) rather than
treating them as a procurement under the respective Regulations.
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Under the PCR, Regulation 12, a procurement will comprise a controlled persons administrative
arrangement if all the following circumstances apply (and this will also apply where there is joint local
authority control). These tests would need to be met on an ongoing basis, not just at day one:

The rule on “no direct private capital participation” in the controlled entity, excludes non-controlling and
non-blocking forms of private capital participation required by national legislative provisions, in
conformity with the TFEU and the Treaty on the European Union, which do not exercise a decisive
influence on the controlled entity.

A procurement will also constitute a controlled persons administrative arrangement if a controlled legal
entity awards a contract to its parent or to any other entity controlled by the same parent, provided that
there is no direct private capital participation in the legal person being awarded the contract.

To amplify, where a local authority decides to carry out an energy services requirement through an ESCo
which is wholly owned and controlled by the local authority, then as between the local authority and the
ESCo, there is no procurement requirement arising out of the use of the ESCo to provide energy services
to, or for the benefit of, the local authority.

Similar provisions apply under Regulation 13 of the Concessions Regulations and Regulation 29 of the
Utilities Regulations.

However, it must be borne in mind that the ESCo is a contracting authority itself (as a body governed by
public law and a utility) and is required to comply with public procurement rules in relation to any
contracts it procures.

EXAMPLE: In context, where a local authority sets up a wholly owned company to provide heat
solely to its own buildings (i.e. not to third party customers) then the award of a contract by the
public authority to the company would not require a procurement.
By contrast, if the company is to provide heat mainly to third parties (customers), then the second
test will not be met. Equally, if the company involves a joint venture partner, the third test will not
be satisfied.

The control which the contracting authority exercises over the entity that has been awarded the
procurement is "similar to that which it exercises over its own departments"; and

More than 80% of the activities of the controlled entity are performed for the contracting authority or
other legal persons controlled by that contracting authority; and

There is no direct private capital participation in the controlled entity (subject to narrow exemptions -
see below)

http://www.legislation.gov.uk/uksi/2015/102/regulation/12/made
http://www.legislation.gov.uk/uksi/2016/273/regulation/13/made
http://www.legislation.gov.uk/uksi/2016/274/regulation/29/made
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5.2 Mutual co-operation

Regulation 12(7) of the PCR, Regulation 28(7) of the Utilities Regulations and Regulation 17(7) of the
Concessions Regulations deal with mutual co-operation between public bodies – including public-to-public
contracts/joint ventures.

A contract concluded/concession awarded exclusively between two or more contracting authorities is
exempt where all of the following conditions are fulfilled:

A key requirement is that any heat provided to third parties (i.e. on the “open market”) amounts to less
than 20% of the average total turnover or other appropriate measure relative to the total heat supplied
(i.e. the third test). Co-operation involving the joint delivery of the district heating scheme would be a
robust form of co-operation.

In this context, the supply of heat solely to residents of the local authority is likely to be treated as “open
market” activity for these purposes. Also, it should be noted that as soon as any commercial aims are
taken into the business case (e.g. profits recycled into other services), the second test will most likely not
be met.

5.3 Contracts awarded to affiliated undertakings by utilities

EXAMPLE: A practical example is where a local authority has a duty to provide education – and must
provide facilities in order to do so. So, a district heating network providing heating to a school could
be a discretionary element in meeting that public function and it could collaborate (for example) with
an adjoining local authority and/or an NHS Trust with similar public service obligations).

EXAMPLE: A practical example is where a utility (under the Utilities Regulations) sets up an affiliated
company to provide maintenance and other services in relation to a heat network. It may award the
contract to do so to that company and the company may carry out services for other utilities
provided that no more than 20% of its turnover derives from those other services.  In other words,
provided 80% of its turnover derives from the service provided to its “parent” (the Utility); the
affiliated undertaking can be awarded a contract directly without a procurement.

The contract/concession establishes or implements a co-operation between the participating
contracting authorities with the aim of ensuring that public services they have to perform are provided
with a view to achieving objectives they have in common; and

The implementation of that co-operation is governed solely by considerations relating to the public
interest; and

the participating contracting authorities perform on the open market less than 20% of the activities
concerned by the cooperation.

http://www.legislation.gov.uk/uksi/2015/102/regulation/12/made
http://www.legislation.gov.uk/uksi/2016/274/regulation/28/made
http://www.legislation.gov.uk/uksi/2016/273/regulation/17/made
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Regulation 29 of the Utilities Regulations and Regulation 13 of the Concessions Regulations provide for
additional exemptions. These apply where:

The test in the third box above, means in simplest terms that on a three year averaged basis, the affiliated
undertaking is doing 80% or more of its business with and for the parent Utility; in essence the works or
services are within a group structure.

5.4 Contracts awarded to a joint venture or to a utility forming part of a joint venture

Regulation 30 of the Utilities Regulations and Regulation 14 of the Concessions Regulations provide for
additional exemptions where:

A contract/concession is awarded: and

Where more than one affiliated undertaking provides the same or similar services, supplies or works
to the utility with which they form an economic group, the 80% is calculated taking into account the
total turnover deriving respectively from the provision of services, supplies or works by those affiliated
undertakings.

The award is by a utility to an affiliated undertaking or by a joint venture formed by utilities solely to
carry out activities under Regulations 9-15 (in the case of the Utilities Regulations) or Schedule 2
(which is similar to Regulations 9-15) of the Concessions Regulations to one of its members or an
affiliated undertaking of those members; and

For each of service, supply and works contracts (in the case of the Utilities Regulations) and for each
of services concession contracts and works concession contracts (in the case of the Concessions
Contracts), at least 80% of the average total turnover of the affiliated undertaking over the preceding
3 years, taking into account all services provided by that undertaking, derives from the provision of
services to the utility or one or more of its affiliated undertakings; and

Where, because the affiliated undertaking is a new company, the turnover is not available for the
preceding 3 years, it is enough for that undertaking to show that the turnover is credible, in particular
by means of business projections; and

http://www.legislation.gov.uk/uksi/2016/274/regulation/29/made
http://www.legislation.gov.uk/uksi/2016/273/regulation/13/made
http://www.legislation.gov.uk/uksi/2016/274/regulation/30/made
http://www.legislation.gov.uk/uksi/2016/273/regulation/14/made
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6. Typical activities for local authorities to engage in during the course of a procurement

In the course of conducting procurement, the authority is likely to engage in the following activities (in
sequence).  Some, but not all, will be governed by the applicable Regulations – the ones which are marked
*.

 Early Market Engagement* – to establish market interest, barriers to doing business, appetite for
the specific opportunity, and so on. This must not be done in a way which distorts the market.

 Business case – to establish commercial and technical viability of the proposed investment

 Approval of procurement strategy (including Cabinet approvals and delegations)

 Consultations with stakeholders (commercial, residential, highways, etc.)

 Establish selection and evaluation criteria – and scoring system*

 Drafting Tender Specifications*

 Defining performance management standards

 Legal review and drafting of contract conditions

 Issue contract notice (if required) and Contract Finder notice*

 Issue Pre-Qualification Questionnaire (if required)*

 Selection stage – of bidders in two-stage process (open procedure is single stage)*

A contract/concession is awarded….

by a joint venture, formed exclusively by a number of utilities for the purpose of carrying out activities
under Regulations 9 to 15/Schedule 2, to one of those utilities or by a utility to such a joint venture of
which it forms part; and

the joint venture has been set up to carry out the activity concerned over a period of at least 3 years;
and

the instrument setting up the joint venture stipulates that the utilities which form it will be part of the
joint venture for at least the same period.
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 Send notifications to unsuccessful candidates – with reasons*

 Issue Invitation to Tender ITT (or its equivalent under each procedure)*

 Evaluate tenders – using the published criteria*

 Inform tenderers of outcome – with reasons*

 Execute contract

 Issue Contract award notice*

 Issue Contract Finder award notice*

 AND possibly at a later date vary the contract awarded in response to a change in circumstances,
or need for additional (or less) works/services*.

7. Procurement in practice

7.1 Timing and strategy

For any scheme, a procurement strategy and programme is essential.
This would address:

 what elements of the project are subject to procurement law;

 how other strategies of the council may need to be linked (e.g.
the appointment of developers), so that all relevant
procurement activity is harmonised;

 what procurement routes will be used;

 overall timescales for each relevant procurement and ensuring
these are correctly prioritised and sequenced (including where
carried out in parallel) ;

 how and when soft market testing (as permitted by the OJEU rules) will be carried out – which
may be beneficial;

 the possible use of any pre-existing frameworks for delivery of the scheme or certain parts of the
scheme;

 whether stand-alone frameworks might be used (and which would be set up by the procuring
authority).

7.2 Evaluation criteria

It is always critical to get this right – especially for evaluation of
tenders. That is because the Regulations require criteria to be
transparent (i.e. disclosed to bidders and farmed in a way which makes
clear to bidders what will be evaluated and how). Lack of transparency
is often one of the ways in which a procurement is successfully
challenged by a losing bidder for example. As a rule, the criteria,
published at the start of the procurement, cannot be changed later on.

TIP: Timing is usually
little to do with what
the Regulations say
about minimum
periods, and more to do
with how much time
(usually longer) the
procuring authority
and the market needs.

TIP: Justifying a
concession period of
more than 5 years is
very unlikely to be
difficult where
significant upfront
capital investment is
required for a district
heating scheme.
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It is noteworthy, in context, that under the Regulations, social and economic criteria may be taken into
account.

7.3 Future proofing

Under procurement law, variations to contracts are subject to rules that
may mean a variation requires a fresh procurement. This may include
additional works, change of scope or specification, and change of
parties, for example. Depending on the type of contract being awarded,
the authority should consider at the start of any procurement
programme and subject to the relevant Regulations, including detailed
provisions which allow for flexibility by way of variations. Also, when
relying on the “controlled person” exemption, be aware of possible loss
of status over time (e.g. where the 80% rule is broken, or private capital
introduced); this may trigger a need for procurement.

7.4 Market appetite

For any scheme there may be a limited pool of suitably qualified providers. And in some situations, there
may be a marked reluctance by potential contractors to engage in time-consuming and costly tendering.
This should be taken into account in framing the procurement strategy (including the matters that may
need dialogue/negotiation). This is also a reason to carry out soft market testing.

8. Deciding whether to procure a framework agreement, works/services contract or a concession

It is not always straightforward to distinguish a concession contract from a
public services or works contract. The key distinguishing feature of
concessions is that they involve the transfer to the concessionaire of an
operating risk of economic nature – this means that there is a possibility that
the concessionaire will not recoup its investments and costs incurred in
operating the works/services awarded under normal operating conditions,
even if some of the risk remains with the contracting authority.

A principal benefit in awarding a concession rather than a services/works
contract is the ability to carry out a flexible procurement, based primarily on
Treaty principles. Although the maximum term for a concession contract is 5
years, district heating schemes are unlikely to have difficulty making out the
justification for a longer contract period. But that justification will need to be written up and included in
the business case (or elsewhere).

There are several advantages to using an existing framework to procure services, work or even funding.
The principal advantages are, arguably, speed, coupled with cost savings and efficiencies associated with
only having to put in place, at most, a mini-competition rather than a full procurement procedure. The
disadvantages are, arguably, restrictions on competition, coupled with restricted flexibility of
specification/award criteria. There are a number of frameworks which have been or are proposed to be
established to assist renewables and other energy efficient schemes, for example, by The Carbon Energy
Fund and the forthcoming District Energy Procurement Agency framework.

9. Challenge periods

It is not the purpose of this guidance to go into lengthy description of the various challenge periods
available under the Regulations. Suffice to say that there are time limits and that, as a rule, these will
mean that after a period a challenge would be timed barred.

Time periods are generally applied strictly but equally it is open to a court to exercise  discretion. In any
event, it is the consequences of there being a challenge at all that should be uppermost in the mind of an

TIP: The most difficult
task in practice can be
the framing of
evaluation criteria –
and is the most likely to
cause later difficulty if
not worked out
carefully.

TIP: Future-proofing
should be built into the
OJEU, procurement
documents, and
(crucially), the actual
contracts entered into.

http://www.carbonandenergyfund.net/how-it-works/
http://www.carbonandenergyfund.net/how-it-works/
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authority and of course the over-riding view that the scheme should be established in accordance with the
law.

10. Case studies

Practical scenarios involving some of the structures listed in Section 1:

Case Study 1: wholly owned Council company

A Council establishes a wholly owned company to deliver affordable heating via a
district heating scheme. Council proposes to fund the company and decides to
appoint it to procure, construct, operate and maintain a new district heating
scheme. The Council is able to appoint the company to act as the developer of the
scheme using Regulation 28 of the Utilities Regulations. The company is a “public
undertaking” under the Utilities Regulations and must procure above threshold (see
above table on thresholds) construction, and O & M services as regulated
procurements.

Case Study 3: joint venture with private sector partner

A Council wishes to establish a district heating scheme. It decides to work with a
private sector partner, but wishes to retain some degree of control. It decides to set up
an ESCo and to procure a private sector partner to be the majority shareholder in the
ESCo, with the private sector partner having a 90% shareholding and the Council
having a 10% shareholding. The Council will then award a 20-year concession to the
ESCo to build, maintain and operate the scheme. The Council considers whether it can
justify offering a 20-year concession to a private sector developer under the
Concessions Regulations. It runs a procurement which is compliant with the
Concessions Regulations via a procedure which is analogous to competitive dialogue.
The private sector partner will provide 90% of the funding. The ESCo, being a private
sector entity appointed by way of a competitive procurement procedure is not bound
by the public procurement rules.

Case Study 2: Concession to private sector partner

A Council wishes to establish a district heating scheme. It considers developing and
financing the scheme itself, but then decides that it wants a private sector partner to
provide significant levels of capital and take on construction and O & M risk. The
Council is able to provide land and also a guaranteed minimum level of connections for
the scheme, via its city centre tenants and also in respect of some of its own buildings.
This is likely to represent about 20% of the volume take-up needed by the successful
bidder to break even on the assumption that there is a 30-year concession. The
Council considers whether it can justify offering a 30-year concession to a private
sector developer under the Concessions Regulations. It runs a procurement which is
compliant with the Concessions Regulations via a procedure which is analogous to
competitive dialogue. Most of the risk capital is provided by the successful bidder. Its
SPV, which enters into the concession, also agrees a heat supply agreement with the
Council and its tenants.
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11. Unbundling

We cannot address unbundling in detail, but highlight a few early considerations. For these purposes
please see other parts of the overall Guidance for an explanation of the unbundling concept.

First, if a scheme is to be unbundled at the outset (i.e. individual elements of heat production, supply, etc.,
are separated out), then each component will be subject to procurement law considerations. Unbundling
will not, of itself alter the need to consider procurement law.

Second, if unbundling is to be considered at a later stage (i.e. after the scheme has been operation for a
number of years) then the way in which the various contracts are initially procured and structured will be
highly important. For example, the procurement Regulations will govern variations to contracts, and
therefore it will greatly assist if the initial procurement and contracts expressly cater for later unbundling.
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PART C – STATE AID

1. When and why State aid might arise in district heating schemes

State aid can occur whenever state resources are used to give selective assistance to an undertaking.
Article 107(1) of the Treaty on the Functioning of the European Union sets out the conditions which must
apply for a measure to represent State aid:

“Save as otherwise provided in the Treaties, 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 shall, in so far as it affects trade between member states,
be incompatible with the internal market”

An ‘undertaking’ is any organisation engaged in economic activity and can include non-profit
organisations, charities and even public bodies. An entity providing energy (including heat) under
discretionary powers will virtually always be an undertaking for State aid purposes.

BEIS has prepared clear and useful guidance on the basics of State aid
which is available at:

https://www.gov.uk/government/uploads/system/uploads/attachment_da
ta/file/443686/BIS-15-417-state-aid-the-basics-guide.pdf

State aid will be relevant to all district heating network projects involving
public authorities or the use of public funds (including European funding) as
any agreement involving state resources and an undertaking – even a
simple contract for services - can attract State aid considerations. Different
considerations will apply depending on the structure used and the parties
involved.

TIP: Where a local
authority is
engaged in an
economic activity
(rather than simply
carrying out statutory
functions), the
authority
can be considered to
be an “undertaking”.

What does MEOP mean: Key to an understanding of State aid is the principle of MEOP (Market
Economy Operator Principle). This is explained in Section C below.

In short, it is necessary to show that an ‘ordinary’ market operator, in the same position as the
public authority, would enter into the proposed arrangements. It is vital that, when assessing this,
only private considerations (which will primarily focus on financial considerations, but it is also
possible to include long term strategic considerations) are taken into consideration.

‘Public’ considerations, such as social objectives (for example, eliminating fuel poverty) or the
promotion of regeneration or economic growth, should be ignored for the purposes of this
principle.  If the Council owns land with development potential which the network will feed into,
then the commercial benefits of linking to the network could be taken into account, depending on
the contractual structure.

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/443686/BIS-15-417-state-aid-the-basics-guide.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/443686/BIS-15-417-state-aid-the-basics-guide.pdf
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Broadly, State aid considerations arise at three levels in relation to district heating schemes:

External Funding

Firstly, any external funding (being from state resources) injected into the scheme could give rise to State
aid considerations and the funding bodies will often seek assurances that
the funding will be used in a State aid compliant manner. Local
authorities will not only need to satisfy themselves that the project is
State aid compliant, but also to satisfy their funding bodies. This will
often involve obtaining legal opinions confirming the State aid position
addressed to both the funding body and the local authority. Where
external funding has been obtained this does not automatically preclude
further external funding being utilised in the same scheme, although
different funding sources may apply their own conditions restricting the
use of separate external funding. All of these considerations will apply in
relation to the deployment of the £300m allocated by the Government to
district heating through BEIS, and will likely form part of the eligibility
criteria and conditions of accessing these funds.

Joint Ventures and Wholly Owned Companies

State aid issues will clearly be relevant where a private sector partner is brought on board to help deliver
the project, but can also apply where a joint venture partner is another public authority. This is because
the definition of an ‘undertaking’ for State aid purposes is based upon the recipient’s activities, not their
status as a public or private body - see page 4 of this BEIS Guidance. This means that aid to public
authorities offering goods or services on a market must be considered just as carefully as aid to private
sector bodies.

Similarly, a company or other entity wholly owned by the local authority which undertakes any
commercial elements of a project is likely to be an undertaking and so any funding or support provided to
such an entity will also need to be considered for State aid purposes. See the next section for examples of
potential aid.

Downstream aid to third parties

If State resources are used to generate energy which is then sold at below-market rates (i.e. below the
rates the recipients would be able to obtain elsewhere on the available market), the sale of this energy to

Level 1:
External Funding

Level 2:
Arrangements with Delivery

Partners/vehicles

Level 3:
Direct or indirect benefits to commercial

customers and contractors

TIP: Undertaking a
competitive exercise to
award grant funding
will not negate any
state aid in the grant
although it may
mitigate the risk of a
challenge arising.

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/443686/BIS-15-417-state-aid-the-basics-guide.pdf
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undertakings has the potential to be illegal State aid to those undertakings. When developing a
commercially attractive offer, for example including discounted rates on price, care will need to be taken
to avoid illegal State aid. It is important to note that private individual consumers are not usually
undertakings for State aid purposes and, so, below-market rates to these consumers will not be illegal
State aid. However, this does not mean that the aid could be granted to an intermediary just because the
end user would be a private resident. For example, if a social landlord which was an undertaking obtained
below-market rates and obtained a commercial benefit as a result, the fact that the end user would be
private residents would not eliminate any State aid to the social landlord. There may, however, be other
routes to compliance, for example by passing through the benefit of the below market rates and ensuring
no residual benefit is retained by the social landlord.

Local authorities should carefully consider who else might benefit from the project, including developers,
house builders and commercial landowners. It is possible that third parties may benefit from direct or
indirect State aid so this will need to be considered on a project-by-project basis.

Finally, aid to any contractors or partners used in the delivery of the project must be considered carefully
alongside any public procurement obligations.

Sub-economic schemes

The financial modelling of a scheme may show that a particular district heating scheme – or involvement
in a particular heating scheme in a particular way – will deliver returns below thresholds that would be
acceptable to the private sector.  If that is the case, but the scheme or involvement is considered
worthwhile for broader economic reasons or wider social or environmental reasons, then support, in the
form of State aid is likely to be necessary for the scheme to progress.  In that case, the exemptions or
notification discussed in this guidance will need to be relied on.

Case Study 4: Identifying Aid in Joint Venture structures

A local authority is proposing to enter into a joint venture with Heat PLC to construct and operate a
new district heating system. The local authority will invest £10M in funding and land worth £2M and
Heat PLC will invest £10M in funding. The profits generated by the joint venture arrangement will be
shared 60:40 in favour of Heat PLC. The local authority is comfortable investing slightly more for a
lower return as the district heating system will support its social and economic regeneration objectives.
In these circumstances, there is the potential for illegal state aid to Heat PLC as the investment is not
made on ‘market terms’ where (subject to any indications to the contrary) as a private investor would
look for a proportionate sharing of risk and reward. This is because the local authority is forgoing
financial return and instead attributing value to social and regeneration considerations, whereas a
private investor would not.

If the investments and returns were equal or proportionate then this would give a strong argument
that the MEOP (see below) would apply, meaning that the investment by the local authority would not
be state aid. If the MEOP does not apply then another approach to state aid compliance would need to
be identified.

In this example, the joint venture may be classed as a separate undertaking and so aid could accrue to
the SPV as well as Heat PLC. This may be the case if the local authority provides loans or guarantees
which benefit the SPV at below-market rates.

For analysis of what the concept of “market” means, see section C below.
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2. Quantifying aid:

In order to address or eliminate any aid, the amount of potential aid must first be quantified. The table
below sets a simplified approach to quantifying aid for different measures:

Measure Quantum of aid

Investment Value of the investment. Where MEOP provides that a private investor
would not make the investment in question, the quantum of aid will be
the total investment value. If MEOP provides that a private investor would
make an investment on different terms (in a manner which can be valued)
the quantum of aid will be the difference between the two values.

Grant Value of grant (i.e. the amount)

Disposal of assets or
shares at undervalue

Difference between ‘market’ value and direct value obtained. See the

Commission Guidance Paper on State aid compliant financing,
restructuring and privatisation of state owned enterprises

Disposal of land Difference between ‘market’ value of land and direct value obtained – see
Commission Communication on sales of land

Loans at discounted
interest rates but on
otherwise ‘market’ terms

The difference between the total interest to be charged over the term of
the loan and the total interest which would be charged over the term of
the loan if an appropriate market rate of interest were to apply. The
Commission Communication on establishing the reference rate sets out
how to establish the market rate of interest. See also part 4.2.3.4 of the
Commission Communication on sales of land

Guarantee The market value of the guarantee or, in certain circumstance where the
guarantee applies to reduce the interest payable under a loan, the total
reduction in interest payments attributable to the provision of the
guarantee. The Commission Notice on the application of Articles 87 and 88
of the EC Treaty to State aid in the form of guarantees and the related
Corrigendum provide further guidance on this.

Provision of services or
access to resources (such
as premises) at nil cost or
at a discount

If provided free of charge, the market value of the services or access
provided.

If provided at a discount, the difference between the market value and the
discounted price charged.

Care should be taken when calculating the quantum of any aid as the exact approach will vary depending
on the nature of the aid, any exemption that may be used and the application of the Market Economy
Operator Principle to the circumstances. The above provides a useful starting point only and expert advice
should be obtained on a case-by-case basis.

3. Quantifying Risk

Granting illegal State aid can give rise to several significant risks, including:

 orders for the recovery of aid (regardless of the impact on the recipient);

http://ec.europa.eu/competition/state_aid/studies_reports/swd_guidance_paper_en.pdf
http://ec.europa.eu/competition/state_aid/studies_reports/swd_guidance_paper_en.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:31997Y0710(01):EN:HTML
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52008XC0119(01)&from=EN
http://ec.europa.eu/competition/consultations/2014_state_aid_notion/draft_guidance_en.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52008XC0620(02)&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52008XC0620(02)&from=EN
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:C:2008:244:0032:0032:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:C:2008:244:0032:0032:EN:PDF
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 aid schemes being suspended;

 withdrawal of the right for a member state or public authority to use GBER (see below);

 claims for damages from competitors of aid recipients;

 judicial review proceedings against the granting authority; and

 fines from the Commission.

However, BEIS Guidance encourages public bodies to take a risk-based approach – see page 97 for more
detail. These risks can also be mitigated by including appropriate contractual protection in key documents,
such as provisions requiring the repayment of aid and interest and indemnities in the event of a finding of
illegal State aid.

4. Avoiding or addressing State Aid:

Once the quantum of any aid has been established, it will be necessary to either identify an appropriate
exemption or obtain approval from the European Commission by notifying it of the proposed scheme
through the Department for Business, Innovation & Skills.

A: De Minimis Regulation

Where only a small quantum of aid is to be provided, it may be possible to rely on the De Minimis
Regulation. Further guidance on the application of the De Minimis Regulation is available at paragraph 8
of this BEIS Guidance. Given the low threshold for the application of this exemption, it is only likely to be
useful for low levels of aid to third parties rather than delivery partners.

B: General Block Exemption Regulation

The current General Block Exemption Regulation contains several exemptions permitting aid for specific
projects. See page 8 of this BEIS Guidance. The second iteration of GBER, adopted in July 2014, added a
new exemption expressly permitting investment aid for energy efficient district heating and cooling
systems. This is set out at Article 46 of GBER. If aid falls within the scope of Article 46, it will be deemed to
be aid which is compatible with Articles 107-109 Treaty on the Functioning of the European Union (TFEU)
and, so, will be exempt from the requirement to give prior notification to the Commission.

Case Study 5: Identifying aid in a discounted loan

A local authority intends to provide an unsecured loan to a company which will operate a district heating
network (whether or not the company is wholly/partly owned by the local authority). The market rate for
an unsecured loan to this company would be 8%. The local authority can borrow funding at 2% and
proposes to on-lend at 3%. The value of the loan is £500,000 and the term is 10 years.

The aid in the loan is the difference between the total interest payable over the loan at market rates and
the actual interest payable. Assuming simple interest and repayment in full at the end of the term, the
market interest would be:  8% of £500,000 x 10 years = £400,000.

The actual interest will be: 3% of £500,000 x 10 years = £150,000.

The benefit to the company is the difference between the two and this will be the quantum of aid to be
eliminated: £250,000

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/443742/BIS-15-148-state-aid-manual.pdf
http://ec.europa.eu/competition/state_aid/legislation/de_minimis_regulation_en.pdf
http://ec.europa.eu/competition/state_aid/legislation/de_minimis_regulation_en.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/443686/BIS-15-417-state-aid-the-basics-guide.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/443686/BIS-15-417-state-aid-the-basics-guide.pdf
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Local authorities seeking to rely on Article 46 to ensure State aid compliance will need to address the
different elements in the flowchart below. Each stage is explained in more detail below. The elements are
split into two categories: (i) general requirements which apply to all or the majority of exemptions under
GBER, and (ii) specific requirements which only apply to the Article 46 exemption.

GBER General Principles: GBER sets out a series of general principles which apply to the majority of
exemptions. These are set out at Articles 1-12. We have summarised key general requirements below but
care should be taken to review all the requirements in full.

Incentive Effect (Article 6): Prior to any ‘aid instrument’ (i.e. the legal agreement under which the
recipient becomes entitled to the aid) coming into effect, the recipient must formally request the aid in
order to demonstrate that the project would not proceed at the same level, or at all, without the aid. The
information to be contained in the application varies according to the size of the recipient. See Article 6 of
GBER for further detail. In reality, the following stages will be considered prior to the request being made
to ensure the exemption is available but the request will be the first ‘formal’ stage in the process.

Eligibility of Recipient (Article 1): the local authority must ensure that the recipient (even if itself) is
eligible to receive funding through GBER. GBER contains a number of restrictions at Article 1 - for example,
aid cannot generally be provided to recipients which are in financial difficulty or active in certain sectors.

Transparency (Article 5): it must be possible to calculate the precise amount of aid under GBER. Usually
this means that funding cannot be provided which covers all of the costs of a project up to a certain date
or completion if the amount of those costs are uncertain.  Instead, the deployment of aid to such costs
must be for a capped amount or fixed in advance. Similarly loan facilities and guarantees must be of a
maximum or fixed duration.

GBER Specific Requirements: As well as the general requirements above, a number of specific
requirements apply to Article 46. These are summarised below.

Eligibility of project: Article 46 only applies to funding for the production plant and/or distribution
network (including related facilities) of energy efficient district heating and cooling systems. The system
must satisfy the requirements of Article 2(41) and (42) of Directive 2012/27/EU on energy efficiency, set
out in the boxes to the right and below.

Incentive Effect Eligibility of
recipient

Other GBER
General

Principles e.g.
Transparency

Eligibility of
Project

Eligibility of
Funded Costs

Notification
Threshold

Publication of
Measure

http://ec.europa.eu/competition/state_aid/legislation/block.html
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Eligibility of costs to be funded:

Production Plant: Eligible costs will be “extra costs
needed for the construction, expansion and
refurbishment of one or more generation units to
operate as an energy efficient district heating and
cooling system compared to a conventional
production plant. The investment shall be an integral
part of the energy efficient district heating and
cooling system.” The value of the aid must be no
more than 45% of these costs. This percentage can be
increased for small and medium enterprises. The
Commission has published a User Guide setting out
how to establish whether an entity is an SME.

The financial modelling used to compare a district heating system with a counterfactual may prove useful
in establishing the base costs for the purposes of establishing the ‘extra costs’ referred to above.

Distribution Network: Eligible costs will be the total costs of the installation of the distribution network
but not the operating costs. The value of the aid is limited to the difference between the investment costs
of network installation and the operating profit (i.e. the viability gap). For the purposes of GBER, the
operating profit is defined as:

“the difference between the discounted revenues and the discounted operating costs over the relevant
lifetime of the investment, where this difference is positive. The operating costs include costs such as
personnel costs, materials, contracted services, communications, energy, maintenance, rent,
administration, but exclude, for the purpose of this Regulation, depreciation charges and the costs of
financing if these have been covered by investment aid”.

Since assessing the cost of installation and measuring the
operating profit occur at very different times, and are
subject to very different degrees of certainty, the value of
the aid can be established in advance on the basis of
projections or retroactively through a claw-back
mechanism. It is vital to ensure that there is no double-
counting, so the same eligible costs cannot be met by
‘operating aid’ and ‘investment aid’ or by funding through
different exemptions.

The distribution network and the production plant should be considered and calculated separately, as
confirmed in the Commission’s General Block Exemption Regulation Frequently Asked Questions.

“efficient district heating and cooling”
means a district heating or cooling system
using at least 50% renewable energy, 50 %
waste heat, 75 % cogenerated heat or 50

% of a combination of such energy and
heat

“efficient heating and cooling” means a heating and cooling option that, compared to a baseline
scenario reflecting a business-as-usual situation, measurably reduces the input of primary energy

needed to supply one unit of delivered energy within a relevant system boundary in a cost-effective
way, as assessed in the cost- benefit analysis referred to in this Directive, taking into account the

energy required for extraction, conversion, transport and distribution

TIP: Local authority owned vehicles
will usually not be classed as SMEs
regardless of their size. The rules
for establishing SME status are
complex and involve assessing
group structures as well as the
recipient undertaking itself.

http://ec.europa.eu/DocsRoom/documents/15582/attachments/1/translations/en/renditions/native
http://ec.europa.eu/competition/state_aid/legislation/practical_guide_gber_en.pdf
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Notification threshold: The level of aid which can be provided under Article 46 is capped at €20,000,000
in respect of any one project. If the proposed aid exceeds this, prior approval
will need to be obtained from the European Commission through BEIS.

GBER post-award publication (Articles 9 and 11)

Once the aid instrument has been entered into, the local authority must log
certain details about the aid measure with the European Commission
through BEIS. The information to be provided varies according to the total
value of the aid and is set out at Articles 9 and 11 of GBER. This includes a
summary of the aid measure in the form set out in Annex II of GBER, the full
text of the aid measure, and where the aid award exceeds €500,000, the
additional information set out in Annex III of GBER. The information must be
logged within 20 working days of the aid measure coming into effect and the
local authority must publish the aid measure on the internet.

C: Market Economy Operator Principle (MEOP)

Generally, loans, guarantees and contracts for goods, works or services entered into at market rates will
comply with the MEOP.

If a local authority can demonstrate that a private operator operating under normal market economy
conditions would act in the same way as the local authority, then the action taken will not result in illegal
State aid. This is the Market Economy Operator Principle (“MEOP”). BEIS’ detailed guidance on State aid
deals with MEOP at page 16.

To rely on the MEOP, it is necessary to show that an ‘ordinary’ market operator, in the same position as
the local authority, would enter into the proposed arrangements. It is vital that, when assessing this, only
private considerations (which will primarily focus on financial considerations, but it is also possible to
include long term strategic considerations) are taken into consideration. ‘Public’ considerations, such as
social objectives (for example, eliminating fuel poverty) or the promotion of regeneration or economic

EXAMPLE: Eligible Costs for production plant:

Energy Efficient District
Heating and Cooling
costs (£)

Conventional Costs (£)

Completion of retaining wall/ground
preparation

2,900,000 2,900,000

Completion of Steel Erection 2,400,000 2,000,000
Completion of Steelwork and Cladding 1,900,000 1,500,000
Installation of plant and equipment 4,000,000 2,000,000
Completion of Building and landscaping 1,500,000 1,500,000
Total 12,700,000 9,900,000
Difference = £2.8m

The above are all examples of the kinds of costs which could be eligible for GBER funding
under Article 46.  However, only  45% of the extra costs incurred due to using an efficient
district heating production plant as opposed to a conventional production plan can be
obtained. In the above example, 45% of £2.8M (i.e. £1.26M) could be funded under Article
46.

TIP: The application
of MEOP will usually
require expert advice
to be obtained on e.g.
the interest rate to be
applied to a loan, or
the market value of
land, or the “market”
rate in the context of
downstream aid.

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/443742/BIS-15-148-state-aid-manual.pdf
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growth, should be ignored for the purposes of this principle.  If the Council owns land with development
potential which the network will feed into then the commercial benefits of linking to the network could be
taken into account, depending on the contractual structure.

In practice, MEOP will only be useful where the proposed district heating scheme would be seen as
sufficiently attractive to a private investor (i.e. would generate sufficient revenue) to warrant the
investment the local authority is proposing to make. In order to demonstrate compliance with MEOP, a
local authority would need to have prepared a business plan which demonstrated that revenue from the
sale of heat, connection charges, sale of electricity or any other products and services would be sufficient
to warrant the risks assumed on a commercial basis. Expert advice is often obtained from commercial
advisers as to what a private investor would look for in a scheme and this would go a long way in
defending the local authority’s position in the event of a challenge or investigation.

D: Services of General Economic Interest (SGEI)

SGEI are services which the market does not naturally provide to the extent or at the quality required by
an individual Member State and which is in the general interest (i.e. open to the public). There is no
prescribed list of SGEI and it is left open to each member state to determine which services will be SGEI.
The provision of gas and electricity at a national level has the potential to qualify as an SGEI but the
position is less certain in relation to local district heating systems.

Decision SA.31261 (2011/N) of the Commission suggests that, in limited circumstances (which included a
statutory obligation on the body in question to provide affordable heat to residents), the provision of heat
through a district heating system can qualify as an SGEI. However, care should be taken in relying on this
decision and it may be prudent to obtain Commission approval before proceeding on this basis, as the
German authority involved did.

If a service does qualify as an SGEI, then the funding of this service by the state can qualify as legal State
aid if a number of criteria are met, including:

 the recipient undertaking must have public service obligations and the obligations must be clearly
defined;

 the parameters for calculating the compensation must be objective, transparent and established
in advance

 the compensation cannot exceed what is necessary to cover all or part of the costs incurred in
the discharge of the public service obligations, taking into account the relevant receipts and a
reasonable profit;

 where the undertaking which is to discharge public service obligations is not chosen pursuant to a
public procurement procedure which would allow for the selection of the tenderer capable of

EXAMPLE: State aid and public procurement

As noted above, one means of avoiding the award of State aid is to ensure that any financial
arrangements – such as procuring services or works – are entered into on market terms – in other
words, are compliant with the market economy operator principle. The most effective way of
demonstrating this is to procure the services or works via a competitive tender. This will generally
eliminate (or, at least, minimise) any risk of State aid to the private sector body. However, while
procuring a private sector partner reduces the risk of illegal state aid, aid provided in the form of
support to the joint venture will not be negated by simply carrying out a competitive exercise so
this should be considered carefully on a case-by-case basis.

http://ec.europa.eu/competition/state_aid/cases/239559/239559_1237236_57_3.pdf
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providing those services at the least cost to the community, the level of compensation needed
must be determined on the basis of an analysis of the costs of a typical well-run company

These requirements are often referred to as the ‘Altmark Criteria’.

For further information on SGEI see Chapter 7 of this BEIS Guidance. The provisions governing the funding
of SGEI are set out in the following documents:

Document Applicability

Communication from the Commission on the
application of the European Union State aid rules to
compensation granted for the provision of services of
general economic interest (2012/C 8/02)

Sets out the general requirements required
for funding of SGEI to be legal State aid

Commission Decision on the application of Article
106(2) of the Treaty on the Functioning of the European
Union to State aid in the form of public service
compensation granted to certain undertakings
entrusted with  the operation of services of general
economic interest (2012/21/EU)

Permits aid for funding SGEI up to €15M per
annum without prior notification to the
Commission

Communication from the Commission on the European
Union framework for State aid in the form of public
service compensation (2012/C 8/03)

Sets out criteria for assessment of larger SGEI
funding arrangements requiring prior
notification to the Commission

Commission Regulation 360/2012 on de minimis aid
granted to undertakings providing services of general
economic interest

Sets out an increased de minimis threshold
for undertakings providing SGEI (€500,000)

Financial Transparency Directive 2006/111/EC Sets out transparency requirements for
certain recipients of SGEI funding (for
example additional accounting requirements)

E: The interaction of the Community Infrastructure Levy, s.106 agreements and State aid

The Community Infrastructure Levy (CIL) was introduced in the Planning Act 2008 and the CIL Regulations
2010. Planning authorities in England and Wales may choose to charge the CIL on new developments,
including district heating schemes. Charging the CIL supplements planning obligations agreed under s.106
agreements. The CIL is calculated as set out in the planning authority’s charging schedule and based on
the size and type of new development.

Funds raised by the CIL must be spent on “infrastructure necessary to support growth” and this includes
district heating schemes. The CIL funding may only be spent on capital projects and on associated revenue
spending to maintain those capital projects. This includes increasing the capacity of existing infrastructure
or repairing failing infrastructure, if necessary to support development.

The CIL Regulations provide that an authority may grant relief from liability to pay CIL if it appears that
there are exceptional circumstances which justify doing so and the authority considers it expedient to do

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/443742/BIS-15-148-state-aid-manual.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52012XC0111(02)&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52012XC0111(02)&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52012XC0111(02)&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52012XC0111(02)&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32012D0021&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32012D0021&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32012D0021&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32012D0021&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32012D0021&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32012D0021&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52012XC0111(03)&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52012XC0111(03)&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52012XC0111(03)&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32012R0360&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32012R0360&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32012R0360&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32006L0111&from=EN
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so. Discretionary relief for exceptional circumstances can only be granted if a s.106 agreement is in place
and that any relief must not constitute State aid.

CIL reliefs/exemptions are likely to constitute State aid, in principle, unless in particular circumstances
there is no selectivity or distortion of competition (in particular, if the cost of complying with a s.106
agreement is the same or greater than the CIL that would have been charged). Similarly, the deployment
of funds raised through CIL or s.106 towards district heating infrastructure being operated on a
commercial basis are capable of giving rise to illegal State aid and so should be considered alongside any
other forms of funding.

If the reliefs/exemptions or deployment of funds do constitute State aid then it will be necessary to
consider whether SGEI, GBER or the De Minimis Regulation will apply.

F: Notification to Commission: Process, timescales and principles

In the event that an appropriate exemption cannot be identified, the authority will need to either revisit
its proposals or obtain Commission approval for the project. The process for notifying the Commission of
the proposals is lengthy and must be conducted through BEIS as the process is conducted between the
member state (the UK) and the Commission. The Commission will only approve projects which it considers
to be compliant with the treaty principles and, in the case of district heating, the Commission will usually
consider the proposals against the Environmental Aid Guidelines. Although there is some overlap (e.g. that
a district heating scheme is to be energy efficient) between the Environmental Aid Guidelines and Article
46 of GBER, the requirements are different, so it is possible for projects which fall outside the scope of
Article 46 to comply with the Environmental Aid Guidelines.

The process for notification is set out in this BEIS Guidance at page 59 and BEIS recommends allowing a
period of at least 6-12 months for any notification process. This is a minimum as several factors, including
third parties objecting, can lead to significant delays in the process. Notification will usually only be a last
resort due to the timescales involved.

The following diagrams show how the State aid analysis might be made on a case by case basis, depending
on how a scheme is being structured. The diagrams only identify the areas where there may be a risk of
generating State aid and that an approach needs to be identified to deal with issues to ensure no unlawful
aid is being provided.

http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52014XC0628(01)&from=EN
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/443742/BIS-15-148-state-aid-manual.pdf
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Procurement and State aid – red flags

This final section is merely intended to highlight, graphically, where there is the greatest potential for
State aid to arise because of non-market terms, and where procurement rules will be triggered, in the
context of the roles and decision trees used, and explained, in the Commercial and Strategic Case
Guidance.

1. Promoter

No procurement or State aid red flags unless direct participation (then see other roles).

2. Customer

Potential for State aid if price being paid, as a Customer, is too high.  Similarly, where buying heat but on-
selling to tenants or others at too low a price, or where guarantees provided in the heat supply
agreement.

Promoter?

Planning policy & conditions

Meeting facilitator

Direct participation (see other
roles)

Customer?

As end consumer?

Heat Supply Agreement
(see Supply/Commercial
Heat Supply Agreement)

Making on-supplies?
Heat Supply Agreement
(see Supply/Bulk Heat

Supply)
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3. Governance

If authority has a controlling interest in a delivery vehicle, tests under procurement Regulations should be
applied. In a shareholding context, State aid could arise where, e.g. shares allocated to the authority are
lower than the value of their investment, relative to the number granted to the co-investor.

4. Regulation

Potential for the grant of State aid in any of the contract settings (described further below), if not on
market terms.

Governance?

Constitution

Management/decision-
making discretions and

accountability

Joint venture agreement
or shareholders’

agreement

“Governance agreement”

Regulation?

Through planning

Planning conditions

s.106

Other contractual
and voting rights?

“Governance agreement”

Funding conditions
(see Finance role)

Equity controls
(see Finance/Equity)

Ownership controls
(see Land Ownership and

Assets/Ownership)

Independent body

Heat Trust

Participant/scheme
application

Scheme rules

Scheme byelaws

Local Government or
Housing Ombudsman
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5. Funder

(a) primary provision of funding

Loans with below market interest rates or other terms suggest State aid. Grants are State aid.

(b) providing or taking security

Funder?

Debt?

Loan agreement

Shareholder loan
agreement

Equity?

Company Articles

Shareholder agreement
(more than 1
shareholder)

Other: e.g. Bonds or
debentures?

Grant?

Grant funding
agreement

Forms of security

Funder?

Debt?

Equity?

Grant?

Forms of security

Providing security?

[Letter of credit]

[Performance bond]

Parent company
guarantee

Non-financial
guarantee

(e.g. demand
guarantee)

Taking security?

Charges

Direct agreements

Assignments

Other measures

Reliance letters &
opinions

Subordination

Subordination of
debt

Subordination of
claims

Forms of security
provision above

Designation of bank
accounts

Named or co-insured
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Granting security and giving guarantees, without receiving corresponding remuneration on market terms,
suggests potential State aid (e.g. not charging a local authority controlled company for granting a parent
company guarantee to one of the company’s suppliers).

6. Asset ownership

Assets transferred or other rights granted in assets, at undervalue, indicate State aid (and may require
Secretary of State consent).

7. Development of property

Disposals at undervalue, procuring works or services and paying too much, granting concessions on terms
overly favourable to the concessionaire, all could give rise to State aid. Grant of concession and award of
contracts for works or services all trigger procurement Regulations.

Asset
ownership?

(generation,
and/or

network)

Asset transfer,
lease or license

Development of
property?

Do it yourself?

Development
agreement
(whole land

development)

Development of
assets
only ?

(see Assets)

Outsource?

Concession
agreement

(energy
concession)
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8. Land ownership

Local authority disposal of any land interest at undervalue is potentially State aid (and may require
Secretary of State consent).

9. Landlord connected to a DH scheme

Potential for State aid through paying too high a connection charge or too high a heat price or standing
charge. Market testing and benchmarking are important.

Land
ownership?

Sell land
(subject to
conditions)

Grant
lease/ease

ments
(subject to

terms)

Energy centre
lease and
pipework

easement (and
under-lease)

Connected
landlord?

Charges for heat
supply [Framework heat

supply agreement]

Residential heat
supply agreement

Housing association
heat supply
agreement

Commercial heat
supply agreement

Connection
agreement

(see
Supply/Connection)

Connection &
adoption

Connection
(without adoption)

Who’s responsible
for in-building

pipes and other
heat plant?

Secondary network
(see Connection

and Supply
Agreements)

Tertiary networks
(subject to  terms

of unit leases)
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10. Installation

Potential for State aid if contracts granted on terms unduly favourable to the supplier. Procurement
Regulations may be triggered by any of the procurements for works or services.

11. Operation

Procurement Regulations should be considered for O&M packages. State aid could arise if O&M price is
artificially high or heat is sold too cheaply.

Installation?
(generation

and/or
network
assets)

Professional
appointments
(incl. design,

project
management,

etc.)
Forms of
contract

Building
contract

D&B contract

DBOM
contract

Equipment
supply

contract

Construction
license

Warranties

Performance
Security

Operation?

Generation?

O&M

Warranties
(see Construction)

Sale of heat
(see Supply of heat)

Electricity export
(e.g. power purchase agreement)

Fuel & other utilities

Heat
network?

O&M

Use of
System

Agreement

Warranties
(see

Construction)



45

12. Supply of heat

Potential for State aid in overpaying for heat. All works and services contracts potentially subject to
procurement Regulations.

13. Supplier of last resort

Holding a reversionary interest in land or assets is not in itself problematic. However, the arrangement
under which the authority agrees to be the back-stop supplier could be seen as a form of guarantee, so
circumstances in which the role is taken on should be considered carefully.

Supply of
heat?

Connection
to the

network

Connection
& adoption

Connection
(without
adoption)

Sale of heat

Sale to end
consumer?

[Framework
heat supply
agreement]

Residential
heat supply
agreement

Housing
association heat

supply agreement

Commercial heat
supply agreementBulk heat

sales? Bulk heat
supply

agreement

Other
functions?

Metering

Billing

Debt
management

Customer
service

Supplier of
last resort?

Where does
ability to
perform

come from?

“Employer” under concession
agreement? (see Developer of

property)

Ultimate landowner? (see Land
ownership)

Stakeholder in an Estate
Management Company?

(Estate Management Company
and lease structure must

anticipate)

Where does
commitment
to perform

lie?

Terms of
sale/lease
(see Land

ownership)

Terms of
other deal

Terms of
stand alone
agreement
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ANNEX A - Procurement route: Flow Chart
How to use the procurement decision tree

What type of procurement entity are you? Choose between:

and

Choose the type of contract you are intending to award. The coloured ovals next to the decision arrows tell you what procurement options may still apply at that stage
of the decision tree. The procurement routes and associated colours are:

A contracting authority or a public undertaking

An entity which has special or exclusive rights

The Utilities
Contracts

Regulations apply

The Concessions
Contracts

Regulations apply

The Public
Contracts

Regulations apply

If there may be
cross border

interest, Treaty
principles apply

A procurement
process is not

required and you
may award the

contract directly
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The Public Contracts
Regulations apply to

the award of your
contract

Are you

A contracting authority or a public
undertaking? 1

Yes

Are you
Awarding a contract for relevant
works, services or supplies which
are not associated with a
prescribed relevant utility activity
(and are not a concession)?

2

Does the estimated value of the contract exceed
the relevant financial threshold? 5

If there may be cross
border interest, Treaty
principles apply to the
award of your contract

Awarding a contract under which the
concessionaire is permitted to exploit
works or services which are not associated
with a prescribed relevant utility activity
and the award of the contract transfers the
operating risk to the concessionaire, with
no guarantee that it will recoup its
investment? 3

Go to next page & boxes 1
and 5 or 2 and 7

Yes
Yes

Do the exemptions on contracts with controlled
persons, mutual co-operation apply?

4

A procurement
process is not

required and you may
award the contract

directly in accordance
with the exemption

Yes

No

Yes

No

Is it a mixed
contract?

See
paragraphs

2.4-2.5

No

Ordinarily your award process will
not be regulated by the Public
Contracts Regulations 2015, the
Utilities Regulations 2016 or the
Concession Contracts Regulations
2016. However, see Part B
paragraph 1 and paragraph 2.2.2
and box 2 on next page

ruthd
Underline

ruthd
Underline

ruthd
Underline

ruthd
Underline

ruthd
Underline

ruthd
Underline

ruthd
Underline

ruthd
Underline

ruthd
Underline

ruthd
Underline
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A contracting authority or a public undertaking?
1

An entity which has special or exclusive rights?
2

Yes

Are you

Are you

Awarding a contract for works,
services or supplies associated
with a prescribed relevant utility
activity? 6

Awarding a contract under which the
concessionaire is permitted to
exploit works or services associated
with a prescribed relevant utility
activity and the award of the
contract transfers the operating risk
to the concessionaire, with no
guarantee that it will recoup its
investment? 7

Yes

Yes

Does the estimated value of the contract
exceed the relevant financial threshold? 9

Does the estimated value of the contract
exceed the relevant financial threshold? 10

Yes

No

No Yes
Do any other exemptions apply? 11 No

Yes

The Utilities
Contracts

Regulations apply
to the award of
your contract

If there may be cross
border interest, Treaty
principles apply to the
award of your contract

The Concessions
Contracts

Regulations apply
to the award of
your contract

Go to
previous
page, box 2

Yes

Awarding a
contract for
works, services
or supplies
associated with a
prescribed
relevant utility
activity? 4

Awarding a contract for
works, services or supplies
which are not associated
with a prescribed relevant
utility activity? 3

Yes

Awarding a contract under
which the concessionaire is
permitted to exploit works or
services which are not
associated with a prescribed
relevant utility activity and the
award of the contract transfers
the operating risk to the
concessionaire, with no
guarantee that it will recoup its
investment? 5

Yes

Do the exemptions on contracts with controlled persons, mutual co-
operation, affiliated undertakings and joint ventures apply? 8

Yes

No No
A procurement
process is not

required and you
may award the

contract directly

Is it a mixed
activity?

See
paragraphs

2.4-2.5

Are you

Yes

ruthd
Underline

ruthd
Underline

ruthd
Underline

ruthd
Underline

ruthd
Underline

ruthd
Underline

ruthd
Underline

ruthd
Underline

ruthd
Underline

ruthd
Underline

ruthd
Underline
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ABOUT LUX NOVA PARTNERS LIMITED

Lux Nova Partners Limited is a unique, specialist, clean energy law firm and a leader on district heating.

We have four core business areas:

 district heating and cooling
 renewables and low carbon projects
 clean energy M&A and finance
 alternative routes to market

We have worked on many award-winning projects from community to utility scale, in the UK and
emerging markets, including numerous ground-breaking projects.  We are recognised as market leaders
for our work in district heating and cooling and alternative routes to market, where we are involved in the
most innovative thinking about new business models, challenging how energy business is done.

Our own business model is flexible, enabling us to structure the support we provide and the teams that
deliver that support to suit the project and client needs. We often work alongside Browne Jacobson LLP,
who are providing us with procurement and State aid support on a number of projects.

ABOUT BROWNE JACOBSON LLP

Browne Jacobson is a national law firm offering a unique collection of specialisms and a genuinely
dedicated public law practice. With over 800 staff, including over 400 lawyers and offices in Birmingham,
Exeter, London, Manchester and Nottingham, we are committed to being a quality relationship-led
business.

We act for a large number of government departments, NHS trusts and over 200 local authorities. As a
result, we are well-versed in the issues that affect the sector on an on-going basis and we are fully up to
speed with new and emerging issues.

Our specialist public sector practice is ranked nationally both by Chambers and Legal 500 and is led by
“knowledgeable, very accessible, responsive and thorough” partners all of whom are nationally recognised
as leaders in their fields.

CONTACT US

For further information about how we can help, please contact:

Tom Bainbridge Peter Ware
Partner Partner
Lux Nova Partners Limited Browne Jacobson LLP
Warnford Court 15th Floor
29 Throgmorton Street 6 Bevis Marks
London EC2N 2AT London EC3 7BA
tom.bainbridge@luxnovapartners.com peter.ware@brownejacobson.com
M: +44(0)7454 779 892 T: +44(0)115 976 6242

mailto:tom.bainbridge@luxnovapartners.com
mailto:peter.ware@brownejacobson.com


    
 
 

 

Version 1, 24 May 2016 

Heat Network Detailed Project Development Resource: 
Strategic and Commercial Case 

 
Template Heat Network Heads of Terms 

 
HoT 1 – Shareholders’ Agreement 

 
 

WARNING: This document is intended only to serve as a prompt to discussion of some of the 
key issues likely to arise in the context of the subject matter of this document. Substantive 
commercial and legal consideration will need to be given to a heat network scheme in order to 
develop the principles flagged below and others relevant to that particular scheme, and before 
the parties commit, in principle, to a set of “heads of terms” or develop and enter into a fully 
binding legal agreement.  This document is no substitute for taking proper legal advice from 
lawyers experienced in district heating. 

 
 

 
Shareholders’ Agreement:   [Local Authority] (1) and [JV Partner] (2) 
 
 
 

 
Assumptions 
 

 

• The Local Authority wishes to be directly involved in 
the delivery of and control of a DHS, together with a 
delivery partner, in a JV structure1 (“JVC”). 
 

• The JV is likely to own substantial interests in the 
DHS (for example assets) 

 

• Either the Local Authority and/ or its delivery partner 
will substantially fund2 the procurement and delivery 
of the DHS.  

 

• The Shareholder’s Agreement sets out the terms on 
which the Local Authority and the delivery partner 
as shareholders, will govern the JVC. 
  

 
Parties  
 

 
(1) [Local Authority] 
 
(2) [JV Partner]3 
 

                                                      
1 Note that where a Local Authority wishes to undertake activities for profit, it must undertake them through 

an incorporated vehicle. This could be a wholly owned SPV, or as detailed under this Agreement, a jointly 

owned vehicle, usually with a private sector delivery vehicle.  
2 This could be debt or equity.  
3 The JV Partner is likely to be a private sector delivery partner, who will manage and/or undertake the 

delivery of the DHS and potentially the long term management. 



  
 
 
 
 
 

 
Recitals  
 

 
(A) [Background to Project] 
(B) [Role of Party (1)] 
(C) [Role of Party (2)] 
(D) [Intention and role of this Agreement in context of 
Project] 
 

 
Business of the JVC 

 
[Describe DHS Project and the JVC’s intentions in relation 
to the DHS] 
 

 
Representations and 
Warranties  
 

 
[Standard representations and warranties from both Parties  
including:  

• incorporation 

• powers 

• enforceability of obligations 

• conflicts with law/ other obligations] 
 
[Warranty that the JVC at the date of the Agreement and 
has not carried on any business, has no assets/ liabilities] 
 

 
Completion  
 

 
[Parties to procure shareholder/ board meetings necessary 
to:  

• adopt Articles of the Company;  

• give directors authority to allot shares4;  

• appoint relevant directors and secretary;  

• undertake relevant administrative necessities 
(registered office, appointment of bankers auditors 
etc); 

• issue shares to the Parties;  

• [in consideration of share issue, Parties to: 
o [provide technical support/ pay [£  ] to the 

JVC/    [            ]5 
o adopt the Business Plan, including strategic 

masterplan].6 
 

 
Conditions  

 
[Insert relevant conditions to Completion]7 

                                                      
4 Note, consideration will need given as to the split in shareholdings of the Parties. Does the Local Authority 

want to be the majority decision maker? Or will the JV Partner lead? Or alternatively, will this be a 50/50 JV? 

Note that the level of control will have procurement implications. 
5 Insert relevant contributions that Parties are making to the JVC. This could include for example, already 

constructed assets (eg pre-existing heat generation kit), money, expertise (etc). 
6 This should be the relevant Business Plan for the DHS.  



  
 
 
 
 
 

  
[Obligation on the Parties to have satisfied the Conditions 
by [  ]] 
 
[If Conditions are not met, agreement to cease, except [    
]8] 

 
Matters requiring consent 
of shareholders  
 

 
[Include a list of Reserved Matters which the JVC cannot 
carry out without the consent of the Shareholders]9 

 
Directors and 
management  
 

 
[Composition of board to be detailed – with [x] number of 
Directors from the JV Partner, [y] number from the Local 
Authority] 
 
[Consider, if the shareholding is 50/50, that the Chairman 
will need to have a casting vote and whether such 
Chairman will be a Local Authority or JV Partner 
representative] 
 
[Include relevant details on replacement of Directors, 
conduct of meetings, (etc)] 

 
Finance for the JVC 
 

 
[Include relevant details on how the JVC will be funded]10 

 
Anti-corruption 
 

 
[Parties undertake that they will not and will procure that the 
JVC will not engage in activities that would constitute an 
offence under the Bribery Act 2010]11 
 

 
Restrictions on the 
Parties  
 

 
[Include relevant restrictions on the Parties in relation to 
e.g. undertaking a competing business, soliciting away 
services or employees from the JVC] 
 

 
Business Plan  

 
[The Business Plan for the DHS will be prepared by the 

                                                                                                                                                                     
7 These could relate, for example, to third party consents having been obtained, any relevant asset transfer 

agreements having become unconditional, no legislation or regulation having passed or be proposed that 

could prohibit or materially restrict the implementation of the proposed DHS business. 
8 Insert relevant provisions which shall survive expiry (such as confidentiality).  
9 Include all relevant matters which the Authority (and its JV Partner) would wish to retain decision making 

control over. Note that the extent of the Authority control will also depend on its shareholding. There are 

relatively standard Reserved Matters (such as altering Articles, increasing Share Capital, making borrowings 

over a certain amount (etc)), however any specific DH related matters should also be included (for example, 

entering into off-site connection agreements, varying heat pricing).  
10 This could be debt or further equity.  
11 This will be particularly relevant for the Local Authority. 



  
 
 
 
 
 

 Board for the JVC and should include, e.g. cashflow 
statements, monthly projected profits and losses for the 
DHS, operating budget, financial report, etc] 
 

 
Accounting and other 
information  
 

 
[JVC should maintain accurate and complete accounting 
and financial records] 

 
Dividend policy  
 

 
[Include agreed dividends policy]12 

 
Tax Matters  
 

 
[Include agreed treatment of taxes] 

 
Deadlock resolution  
 

 
[If the JV is 50/50, include relevant processes for resolving 
“deadlock” on decisions] 
 

 
Transfer/ sale  of shares 
and issue of further 
shares 
 

 
[Include relevant restrictions on share issue, transfer and 
sale. Given the longevity of a DHS, share issues, transfers 
and sales should be carefully controlled] 

 
Termination and 
liquidation  
 

 
[Where one Party ceases to hold shares or becomes 
insolvent] 
 
[Include any other events that should lead to termination] 
 

 
Confidentiality 
 

 
[Standard confidentiality, subject to any obligations placed 
on the Local Authority,, eg FOI] 
 

                                                      
12 Note that this should take into account the wider objectives of the Parties. For a Local Authority, this should 

include, for example, wider considerations of environmental benefits, fuel poverty, strategic ambition for the 

DHS. Maximising dividend payments will of course impact on these wider objectives. 



  
 
 
 
 
 

 
Boilerplate: 
 

 

 
o Status of the Agreement 
o No partnership or agency  
o Rights and remedies  
o Third Party Rights 
o Force Majeure 
o Change in Law 
o Notices 
o Variation and Waiver 
o Invalidity and Severability  
o Entire Agreement  
o Governing Law 

 

 
 
 
 
 
 
 
 
 
 
 
 

Heat Network Detailed Project Development Resource: 
Strategic and Commercial Case 

 
Template Heat Network Heads of Terms 

 
HoT 2 – Energy Centre Lease and Network Easements 

 
 

WARNING: This document is intended only to serve as a prompt to discussion of some of the 
key issues likely to arise in the context of the subject matter of this document. Substantive 
commercial and legal consideration will need to be given to a heat network scheme in order to 
develop the principles flagged below and others relevant to that particular scheme, and before 
the parties commit, in principle, to a set of “heads of terms” or develop and enter into a fully 
binding legal agreement.  This document is no substitute for taking proper legal advice from 
lawyers experienced in district heating. 

 
 

 
Energy Centre Lease:  [Tenant] (1) and [Landlord] (2) 
 
 
 
  



  
 
 
 
 
 

Assumptions 
 

• Local Authority may be:  
 

o Landlord;  
 

o Delivering a DH scheme and wishes 
oversight over its sub-contractor’s leasing 
arrangements.  
 

• Easements over Primary Network (running from the 
Energy Centre) will be granted pursuant to the 
Energy Centre Lease (rather than as a separate 
legal agreement)13. 

 
 
Parties  
 

 
(1) [Tenant]14 
 
(2) Landlord  
 

 
Lease Particulars 
 
 

 
[Land Registry required particulars, including: 

• title numbers;  

• parties; 

• any prohibitions or restrictions on disposal;15 

• restrictive covenants;  

• easements;16 

• permitted use17.]  
 

 
Demise 

 
[The Energy Centre]  
 

 
Rent  
 

 
[£1.00] 18 
 
[Plus usual additional rents such as costs incurred by the 
Landlord as a result of any breach of the Tenant’s 
covenants.] 

                                                      
13 Note that in some cases a licence or alternatively a lease may be granted, however an Easement is more 

common as it offers sufficient security of rights, without the complexity of separate leasing arrangements.  
14 Note that the counterparty to the Energy Centre Lease may be any of the ESCO, Concessionaire, DBOM 

Contractor or O&M Contractor, depending on the wider contractual matrix. 
15 Note that the Tenant may require some protections against disposal, if they have a long concession period 

under which they are bound to supply heat.  
16 Note, easements for the piperuns are often included in the Energy Centre lease.   
17 This should include the proposed use of the Energy Centre demise for constructing (if the lease is entered 

into prior to practical completion), operating, repairing, renewing, replacement, use and removal of the 

relevant heat generation equipment and for all relevant ancillary purposes.  
18 Often a peppercorn, if the “commercial deal” is being dealt with under, for example, a Concession 

Agreement or a DBOM Contract.  



  
 
 
 
 
 

 

 
Tenant’s Covenants  
 

 
 Tenant Covenants including:  

• payment of outgoings 

• VAT 

• Utilities19 

• Repair  

• Conduits 

• Prohibited Uses;  

• Permitted Uses; 

• Alterations;20 

• Preservation of Easements; 

• Alienation; 

• Statutory Requirements and Regulations;  

• Planning;  

• Notices;  

• Entry by the Landlord; 

• Landlord’s Costs;  

• Indemnity in relation to Tenant breaches; 

• Yielding Up; 

• Encumbrances. 
 

 
Landlord’s Covenants 

 
Landlord’s Covenants, including:  

• Quiet Enjoyment;  

• Landlord to Maintain;  

• Restrictions in relation to Adjoining Property;21 

• Grant of easements;22 

• Assignment of Reversion;23 
  

 
Insurance 

 
Landlord will normally insure the building in which the 
Energy Centre is located.  
 
Tenant will normally insure the contents of the Energy 
Centre.  
 

  

                                                      
19 Note that payment for utilities (gas, electricity, water etc) will depend on the wider commercial deal. 
20 Note that alterations that are permitted under e.g. a Concession Agreement or a DBOM Contract in relation 

to the DHS should be expressly permitted under the Lease, to avoid conflict. 
21

 Relevant restrictions should be placed on the Landlord to ensure that activities on neighbouring land does 

not affect the DHS (for example, excavation works or tree planting). 
22

 The routes over which the easements are granted may be covered in Schedules added to the Lease through 

deeds of variation (see note 15) 
23 As above, the Tenant may require some protections against disposal, if they have a long concession period 

under which they are bound to supply heat. 



  
 
 
 
 
 

 Termination  
 

[Automatic termination on termination of [eg DBOM 
Contract/ Concession Agreement]]24 
 

 
Limitation on Liability  
 

 
[   ]25 

 
Boiler Plate26 
 

 

 
o Subcontracting/ assignment 
o Notices 
o Third Party Rights 
o Change in Law 
o Waiver 
o Invalidity and Severability  
o Entire Agreement  
o Governing Law 

 
Schedule 1  Easements27  

 
 

Heat Network Detailed Project Development Resource: 
Strategic and Commercial Case 

 
Template Heat Network Heads of Terms 

 
HoT 3 – Concession Agreement 

 
 

WARNING: This document is intended only to serve as a prompt to discussion of some of the 
key issues likely to arise in the context of the subject matter of this document. Substantive 
commercial and legal consideration will need to be given to a heat network scheme in order to 
develop the principles flagged below and others relevant to that particular scheme, and before 
the parties commit, in principle, to a set of “heads of terms” or develop and enter into a fully 
binding legal agreement.  This document is no substitute for taking proper legal advice from 
lawyers experienced in district heating. 

 
 
 

 

                                                      
24 Dependent on the wider contractual framework, the Lease may be co-terminus with the contracts granting 

the right of the tenant to operate the equipment within the Energy Centre.  
25 This will be a matter for commercial negotiation. If the Parties to the Lease and other “governing” 

agreements such as a Concession Agreement or a DBOM, liability may be capped out under such “governing” 

agreements.  
26 Note, dependent on wider contractual framework and the identity of the relevant counterparties, boiler 

plate provisions may be referred back to e.g. a Concession Agreement or a DBOM Contract.  
27 As piperun routes are established, deeds of variation can be entered into to add Easements and easement 

routes to the Lease  



  
 
 
 
 
 

Concession Agreement:   [Local Authority] (1) and [Concessionaire] (2) 

 

 

 

 

Assumptions 

 

 

• The Local Authority does not wish to be directly involved 

in the delivery of the DHS (for example in a JV structure 

with a delivery partner) and is outsourcing the full 

concession for design, build, operation, maintenance 

and service provision (including heat supply, metering 

and billing) to a Concessionaire in respect of a retrofit or 

new-build Development. 

 

• The Concessionaire will be the heat supplier, will grant 

heat supply agreements and will be the recipient of 

revenues from heat sales. [NB. This contrasts with the 

DBOM arrangement described elsewhere under which 

the Local Authority retains this role] 

 

• The Local Authority has some degree of control over the 

Development which is served by the DHS (for example, is 

the ultimate landlord and as a pre-condition to 

Developer build out, requires connection to the DHS, or 

is a Residential Social Landlord, or has a Local Authority 

owned estate requiring heat) and can therefore give 

some assurances to the Concessionaire with regards to 

property rights, access, connection to the DHS and heat 

consumption.  

 

• The Local Authority may part fund the DHS (with the 

Concessionaire funding the remainder), either through a 

loan
28

 or through the payment of connection charges (eg 

where the Local Authority is landlord of relevant blocks 

being connected to the DHS) 

 

• The Local Authority is willing to have a hands on role in 

governing (including monitoring performance in) the 

delivery of the Concession by the Concessionaire for the 

(potentially long) concession term.  

 

• The Local Authority wishes to have some controls over 

the terms and conditions and price at which the heat is 

delivered to consumers  

 

Parties  

 

(1) [Local Authority] 

                                                      
28

 Investment via equity is considered under the Shareholder Agreement.  



  
 
 
 
 
 

  

(2) [Concessionaire] [The party to whom the concession is 

granted] 

 

 

Recitals  

 

 

(A) [Background to Project] 

(B) [Role of Party (1)] 

(C) [Role of Party (2)] 

(D) [Intention and role of this Agreement in context of Project] 

 

 

Representations and 

Warranties  

 

 

[Standard representations and warranties including:  

• incorporation 

• powers 

• enforceability of obligations 

• conflicts with law/ other obligations 

• authorisations in place 

• no claims or litigation  

• no disposal or rights or assets used in connection with 

the Agreement without notification] 

 

 

Term 

 

 

• [Conditions Precedent
29

]  

• Term
30

   

 

 

Concessionaire Obligations 

 

 

 

[Note: this list is non-exhaustive and general]  

 

Finance 

 

For finance of works and services, see Payments/Capital 

Contributions section below. 

 

Works  

 

• [Support for Developer planning applications]
31

 

 

• [Design, procure, construct, install] [and/or adopt]
32

 the 

District Heating System (including Energy Centre(s), 

                                                      
29

 May include obtaining planning, permits, completion of construction of certain assets. 
30

 Concession term will depend on the Development being served, however it is normal for concessions to be 

from between 30 – 50 years, giving a sufficient period of time for the Concessionaire to recoup costs from 

revenue streams (where the Concessionaire has part or wholly funded the Capex) and giving sufficient comfort 

as to security of supply.  
31 Relevant dependent on timing of entry into the Concession.  



  
 
 
 
 
 

Primary Heating Network, [Secondary Heating Network], 

[ancillary equipment, including HIUs, Meters])
33

: 

 

o in accordance with Good Industry Practice, 

(including CIBSE Code of Practice and the London 

Heat Network Manual and any Local Authority 

Best Practice requirements);  

o in accordance with the Metering and Billing 

Regulations 2014 and other applicable law; 

o that complies with the conditions set out in the 

s106 Planning Agreement relating to the 

provision of energy to the Development, in 

particular in relation to connectivity between 

development blocks; 

o that enables Developer compliance with the 

[Planning Permission(s)]; 

o [in order to ensure Connections are Carbon 

Compliant as at the date of Connection, as 

required under the s106 Planning Agreement]; 

o in accordance with the Energy Centre/ Plant 

Room Leases;  

o in accordance with relevant specifications/ 

Authority Requirements (for example, covering 

minimum technical requirements and “future 

proofing” i.e. ensuring that expansion of the 

scheme is possible in the future); 

• [adopt]
 34

, commission the plant, equipment and 

ancillaries; 

 

• [liaise with the [Developer’s]/[Local Authority’s] 

contractors to ensure correct interface between the heat 

exchange units and [Secondary]/[Tertiary] networks 

within Units]
35

; 

                                                                                                                                                                     
32

 Relevant where there are pre-built assets that will be adopted by the Concessionaire (for example on a 

retrofit) 
33

 Scope of build will depend on physical characteristics of the project, pre-existing pipework/ kit, any own 

build within Buildings served by the DHS etc.  
34

 Relevant where there are pre-built assets that will be adopted by the Concessionaire (for example on a 

retrofit). 
35

 Required where the Developer of a block builds out Secondary or Tertiary network. 



  
 
 
 
 
 

 

• produce records, drawings and operation and 

maintenance manuals; 

 

• provide an appropriate warranty package in relation to 

any outsourced element of the Works/ in respect of 

design of any plant and equipment; 

 

• [enter into Connection Agreements in respect of each 

block]
36

 

• [enter into Energy Centre Plant Room Leases]
37

 

Services 

 

• operate, maintain, repair, replace and upgrade (as 

necessary) the District Heating System (comprising 

Energy Centre, Primary Distribution Network, Secondary 

Distribution Network and, in some cases, meters and 

heat interface units)
38

: 

 

o in accordance with Good Industry Practice 

(including CIBSE Code of Practice and the London 

Heat Network Manual); 

 

o in compliance with all Authorisations and all 

applicable law;  

 

o to enable Developer compliance with the 

[Planning Permission] and the s.106; 

 

o to enable compliance with the standards set out 

in the Customer Supply Agreements;  

 

o in accordance with [the Technical Performance 

Specification]
39

  

                                                      
36

 Required where the DHS is connected on a built block by built block basis and there is a potential for 

separate block ownership from original Developer. 
37

 Relevant where a long term property interest is granted to the Concessionaire in respect of the siting of the 

heat generation equipment. 
38

 NB: It is unusual for a DHS Concessionaire to be responsible for the Tertiary Network (heating plant and 

equipment (such as piping, radiators and thermostats) within a domestic unit, however this could of course be 

offered as part of broader estate management services, depending on the broader contractual relationships 

on the Development  
39 Technical specifications may be set by a Local Authority, or on a more output based Concession, minimum 

requirements as to heat delivery quantity/ quality/ safety etc. Alternatively, the Local Authority could request 



  
 
 
 
 
 

 

o [to ensure a minimum further [5] year working 

life from the Expiry date for all plant and 

equipment.]
40

 

 

• enter into Customer Supply Agreements
41

;  

 

• [maintain a plant replacement fund in respect of major 

plant or network replacement which shall be transferred 

to the Local Authority on a Termination event, with 

sufficient funds to ensure plant replacement in 

accordance with good industry practice for the following 

[ x ] years]
42

; 

 

• [have no responsibility for the Tertiary Network (heating 

plant and equipment (such as piping, radiators and 

thermostats)) within housing units (or Secondary 

Network (depending on the contractual 

arrangements)]
43

; 

 

• report periodically on the state of repair and condition of 

the energy plant and heat network and shall make the 

plant accessible for such inspection as may be required 

from time to time; 

 

• provide temporary facilities suitable to ensure continuity 

of heat services;  

 

• provide customer metering and billing services;  

                                                                                                                                                                     
the Contractor provides their own specifications based on their understanding of the Local Authority 

requirements and the Development being serviced by the DHS.  
40 This may be a requirement to ensure a minimum longevity of plant following the end of the Concession/ to 

assist in the procurement of a replacement contractor.  
41 Note that the Local Authority may wish to have approval rights over the form/ content of the Customer 

Supply Agreements, including minimum performance standards, appropriate recourse afforded to Customers, 

maximum pricing charged for heat (for example, as against a gas comparator), or limits on standing charge as a 

proportion of heat bills).  
42 Will be dependent on the financial standing of the concessionaire and security package obtained. This could 

be converted into a termination payment obligation instead. 
43 It is unusual for a DHS Concessionaire to be responsible for heating pipework within a domestic unit, 

however this could of course be offered as part of broader estate management services, depending on the 

broader contractual relationships on the Development.   



  
 
 
 
 
 

 

• [arrange, manage and collect revenue in respect of the 

export of electricity from the operation of the CHP 

plants]
44

;  

 

• operate a call out system which will operate for the Term 

of the concession, with compensation paid to all 

customers on loss of Heat supply over a continuous 

period of time; 

 

• provide heat to unoccupied blocks prior to first 

occupation [on a reasonable and agreed tariff]
45

;  

 

 

Performance regime  

 

 

[Dependent on level of controls the Local Authority requires. Can 

range from basic output spec based (minimum heat 

temperatures, heat availability), to detailed specification 

requirements. Increased reporting and controls may be required 

where the Local Authority has a lender role/ supplier of last 

resort role and/or heat off-take role. Appropriate service failure 

points regime may be developed with rectification plan 

mechanism, followed by escalation to Major Default on failure to 

rectify in accordance with plan.] 

 

 

Local Authority Obligations 

 

 

[Will be dependent on Local Authority role on the Development 

(i.e. whether the Local Authority is the Developer/ Landlord/ is 

carrying out Works, or is simply procuring the Concession for a 

particular Development. Obligations may include:  

 

• Carry out [x] Works, including build of the [Energy Centre 

Plant Room]/[Secondary]/[Tertiary] network to minimum 

standards; 

 

• [grant]/ [procure] the grant of exclusivity to the 

Concessionaire in respect of the delivery of Heat and 

space heating, with limited exceptions eg small 

commercial units and temporary units] 

• Allow the Concessionaire to operate the district heating 

system without material disruption or impediment.] 

                                                      
44 Dependent on technology and commercial arrangements in respect of electricity.  
45 This may be required on a new-build development where heat is required for drying out units.  



  
 
 
 
 
 

 

Payments for works  

 

 

[Funding options for works/assets typically include: 

• Capital costs being borne in some split between Local 

Authority/Developer and Concessionaire, with 

Concessionaire recovering capital costs it incurs through 

Connection Charges and/or fixed charges charged to 

heat customers; 

• Concessionaire potentially paying adoption payments 

if/when it adopts existing, valuable district heating 

assets;  

• Local Authority loan to Concessionaire 

• Revenue sharing arrangement] 

 

NB: Operating costs are normally recovered from customers.] 

 

[Concessionaire should provide transparent financial model, 

(reported on on a regular basis), covering, e.g:  

 

• Capex – including: utility connection costs, 

refurbishment/replacement, design, installation, 

commissioning 

 

• Opex – including: utility consumption costs and standing 

charges, personnel, sub-contracted services 

 

• Financing cost 

 

• Depreciation 

 

• Revenue – including: assumptions on connection charges 

and numbers of connections, consumption charges and 

volumes, standing charges and number of consumers 

 

• Anticipated return on investment] 

 

 

Access/ Ownership   

 

 

[Appropriate property rights will need granted to the 

Concessionaire, according to Local Authority role:  

 

• [Provide]/[procure] the necessary rights of access to the 

Concessionaire during the Works phase; 

 

• [Provide]/[procure] licences/ leases/ easements/ title to 

assets to the Concessionaire in respect of use of and 

access where relevant.] 

 



  
 
 
 
 
 

 

Liability 

 

 

[Will be dependent on: role of parties, capital injected, impacts of 

non-performance, performance regime and whether there is an 

aggregated level of liability across a suite of documents which 

may include the Concession, Connection Agreements and Supply 

Agreements]  

 

 

Insurance 

 

 

[Concessionaire required to provide evidence of:  

 

o Contractor’s All Risk 

o Property Damage (will be largely dependent on 

ownership structures, with owner of asset responsible for 

insurance) 

o 3
rd

 Party (during construction and operational phases) 

o Professional Indemnity] 

 

 

Termination  

 

 

[Grounds for termination of the Concession, will include:  

o insolvency/administration/liquidation; 

o material breach; 

o unauthorised change in control] 

 

[Consequences of Termination: 

o liability for costs of procuring replacement party;  

o transfer of assets/contracts/IP/ shares; 

o consideration will be required as to supplier of last resort 

if a replacement concessionaire cannot be procured] 

 

 

 

Subcontracting/ 

Assignability/Transfer  

 

 

[Generally no subcontracting (etc) without notification and 

consent, except within limited circumstances.]  

 

[Transfer subject to financial Security Tests.] 

 

 

Change Management  

 

 

[Restriction on changes with certain impacts. According to risk 

allocation, Local Authority/ Concessionaire to pick up changes in 

law. Ability to change contract scope with agreement, for 

example to expand the scheme/ add more on-site or off-site 

connections, with agreement as to costs taking into account any 

additional capex requirements/ additional risks.]  



  
 
 
 
 
 

 

 

 

Confidentiality/ IP 

 

 

[Standard confidentiality, subject to any obligations placed on 

Local Authority, eg FOI] 

 

[Any IP in specific DHS systems should be protected for person 

developing, depending on commercial arrangements] 

 

Security 

 

 

o [Parent Company Guarantees] 

o [Performance Bonds] 

o [Collateral Warranties]  

 

 

Dispute Resolution Procedure  

 

[DRP provisions to be  Construction Act 2011 compliant] 

 

Boilerplate: 

 

 

 

o Third Party Rights 

o Force Majeure 

o Change in Law 

o Notices 

o Waiver 

o Invalidity and Severability  

o Entire Agreement  

o Governing Law 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



  
 
 
 
 
 

 
 
 
 
 
 
 
 
 

 
Heat Network Detailed Project Development Resource: 

Strategic and Commercial Case 
 

Template Heat Network Heads of Terms 
 

HoT 4 – Collateral Warranty 
 

 

WARNING: This document is intended only to serve as a prompt to discussion of some of the 
key issues likely to arise in the context of the subject matter of this document. Substantive 
commercial and legal consideration will need to be given to a heat network scheme in order to 
develop the principles flagged below and others relevant to that particular scheme, and before 
the parties commit, in principle, to a set of “heads of terms” or develop and enter into a fully 
binding legal agreement.  This document is no substitute for taking proper legal advice from 
lawyers experienced in district heating. 

 
 

 

Collateral Warranty:   [Local Authority] (1) and [Sub-Contractor/ design consultant] (2) 

 

 

 

 

Assumptions 

 

 

• The Local Authority is directly involved in the delivery/ 

management of the DHS and is outsourcing individual 

packages (such as D&B). 

 

• The Contractor is a sub-contractor to the main works 

contractor (eg D&B Contractor). 

 

• The Local Authority wishes to obtain security that sub-

contractors involved in the delivery of e.g. design 

elements of the Project, have performed their 

obligations and that the Local Authority has direct 

recourse against such sub-contractors.  

 

  



  
 
 
 
 
 

Parties  

 

(1) [Local Authority] (“Beneficiary”) 

(2) [Contractor] (“Contractor”) 

 

 

Recitals  

 

 

(A) [Background to Project and role of main contractor] 

(B) [Role of Party (1)] 

(C) [Role of Party (2)] (i.e. description of appointment by the 

main contractor and nature of the professional services they are 

carrying out) 

(D) [Intention and role of this Agreement in context of Project] 

 

 

Warranty   

 

 

[Contractor warranty that in carrying out the relevant 

professional services pursuant to their appointment, it has 

exercised and continued to exercise all reasonable skill, care and 

diligence expected] 

 

 

Prohibited Materials  

 

 

[Contractor warranty that they will not use “Prohibited 

Materials”
46

 in the performance of the Services] 

 

Copyright Licence  

 

 

 

[Contractor to grant to the Beneficiary with full title guarantee a 

royalty free, irrevocable, perpetual non-exclusive licence to use, 

adapt and copy the “Documents”
47

]  

 

[Contractor warrants and undertakes no infringement of 

copyright or other intellectual property or design rights] 

 

 

Insurance  

 

 

[Contractor to effect and maintain professional indemnity 

insurance in the amount of [   ]
48

 from date of appointment until 

[12]
49

 years after practical completion of the relevant works] 

 

Enquiries 

 

[Obligations/ liabilities of the Contractor not to be released or 

diminished by any inspection/ enquiries made by the Beneficiary] 

                                                      
46 E.g. substances which are identified in relevant reports e.g. identified as hazardous in the BCO report 

entitled “Good Practice Selection of Construction Materials’, or generally known to be deleterious to health 

and safety 
47 E.g. designs, drawings, models, plans, specifications, photographs, CAD materials etc.  
48 Insurance levels will be dependent on size of project and scope of the Sub-contractor’s Services.  
49 It is normal for a collateral warranty relating to a works contract to be for 12 years (the statutory limitation 

on liability under a deed). 



  
 
 
 
 
 

 

Assignment  

 

[Right of Beneficiary to assign the Collateral Warranty on [two] 

occasions without consent of the Contractor]
50

 

 

Limitation  

 

[No action/ proceedings under the Collateral Warranty to be 

commenced against the Contractor in connection with the 

Services after 12 years from the date of practical completion of 

the Services] 

 

[Contractor to be entitled in any action/ proceeding by the 

Beneficiary, to rely on any limitation in the Appointment with the 

main contractor and to raise equivalent rights in defence of 

liability] 

 

 

Boilerplate: 

 

 

 

o Notices 

o Waiver 

o Entire Agreement  

o Governing Law 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
                                                      
50 Assignment may be to e.g. a Lender or a subsequent purchaser of the DH scheme, who wishes to have a 

direct right of recourse against the contractor 



  
 
 
 
 
 

 
 
 
 
 
 
 
 
 

Heat Network Detailed Project Development Resource: 
Strategic and Commercial Case 

 
Template Heat Network Heads of Terms 

 
HoT 5 – D&B Contract 

 
 

WARNING: This document is intended only to serve as a prompt to discussion of some of the 
key issues likely to arise in the context of the subject matter of this document. Substantive 
commercial and legal consideration will need to be given to a heat network scheme in order to 
develop the principles flagged below and others relevant to that particular scheme, and before 
the parties commit, in principle, to a set of “heads of terms” or develop and enter into a fully 
binding legal agreement.  This document is no substitute for taking proper legal advice from 
lawyers experienced in district heating. 

 
 

 

D&B Contract51:   [Local Authority] (1) and [Contractor] (2) 

 

 

 

 

Assumptions 

 

 

• The Local Authority is directly involved in the delivery/ 

management of the DHS and is outsourcing individual 

packages, including Design & Build. 

 

• The Local Authority has some degree of control over the 

new build or refurbishment (Development) and its 

access which is served by the element of the DHS being 

constructed and can therefore give some assurances to 

the Contractor with regards to access in order to carry 

out the Works.  

 

  

                                                      
51 The form of contract could be based on a construction industry standard, such as JCT or NEC, or 

alternatively could be bespoke. 



  
 
 
 
 
 

Parties  

 

(1) [Local Authority] 

 

(2) [Contractor] 

 

 

Recitals  

 

 

(A) [Background to Project] 

(B) [Role of Party (1)] 

(C) [Role of Party (2)] 

(D) [Intention and role of this Agreement in context of Project] 

 

 

Representations and 

Warranties  

 

 

[Standard representations and warranties including:  

• incorporation 

• powers 

• enforceability of obligations 

• conflicts with law/ other obligations 

• authorisations in place 

• no claims or litigation  

• no disposal or rights or assets used in connection with 

the Agreement without notification] 

 

 

Term 

 

 

• [Conditions Precedent
52

]  

• Term
53

  

 

 

Contractor Obligations 

 

 

 

[Note: this list is non-exhaustive and general]  

 

Works  

 

• [Support for Developer planning applications]
54

 

 

• [Design, procure, construct, install] the [District Heating 

Scheme]
55

 (including Energy Centre(s), Primary Network, 

[Secondary Network], [ancillary equipment, including 

HIUs, Meters])
56

: 

 

o in accordance with Good Industry Practice, 

                                                      
52

 May include obtaining planning, permits, completion of construction of certain assets. 
53

 Will normally expire on conclusion of the Works, however is is normal to request a minimum of 12 – 24 

months defects liability from the Contractor.  Note that on a phased project, defects liability should run from 

practical completion of the relevant sections of the DHS works.  
54 Relevant dependent on timing of entry into the Contract.  
55 Dependent on the scope of the procured works.  
56

 Scope of build will depend on physical characteristics of the project, pre-existing pipework/ kit, any own 

build within Buildings served by the DHS etc.  



  
 
 
 
 
 

(including the CIBSE Code of Practice and the 

London Heat Network Manual);  

o [in accordance with the Metering and Billing 

Regulations 2014 and other applicable law]; 

o that enables [Developer]/[Local Authority] 

compliance with the [Planning Permission(s)]; 

o [in order to ensure Connections are Carbon 

Compliant as at the date of Connection, as 

required under the s106 Planning Agreement]; 

•  [commission the plant, equipment and ancillaries]
57

; 

 

• [liaise with the [Developer’s]/[Local Authority’s] 

contractors to ensure correct technical interface between 

the heat exchange units and [secondary]/[tertiary] 

networks within Units]
58

; 

 

• produce records, designs, specifications, drawings, 

documentation related to commissioning [and operation 

and maintenance manuals (etc) for provision to the O&M 

Contractor]
59

; 

 

• provide an appropriate warranty package in relation to 

any outsourced element of the Works/ in respect of 

design of any plant and equipment; 

 

• [provide Performance Guarantees]
60

 

 

• in accordance with relevant specifications/ Authority 

Requirements (for example, covering minimum technical 

requirements and “future proofing” i.e. ensuring that 

expansion of the scheme is possible in the future) and 

any Local Authority Best Practice requirements.  

 

                                                      
57 Note that on larger scale new developments it is likely that the build out of the heat network will be 

phased, as heat load is built out. Practical completion of sections of the network may occur, with 

commissioning on a phased basis.  
58

 Required where the Developer of a block builds out Secondary or Tertiary network and dependent on scope 

of procured works 
59 Relevant where specific kit has specific O&M manuals (mainly relevant for generation kit) 
60 The requirement to provide of performance guarantees will be project specific 



  
 
 
 
 
 

 

Local Authority Obligations 

 

 

[Will be dependent on Local Authority role on the Development 

(i.e. whether the Local Authority is the Developer/ Landlord/ is 

carrying out works, or is simply procuring the works for a 

particular Development. Obligations may include carrying out [x] 

Works, including build of the [Energy Centre Plant 

Room]/[Secondary]/[Tertiary] Network)  

 

Payment  

 

 

[Construction Act 2011 compliant payment for works] 

 

[Retention of sums from final works payments as security for 

warranties/ snagging list,  if appropriate] 

 

Deduction of liquidated damages for delay  

 

Access/ Licence for Works  

 

 

[Appropriate access rights will need granted to the Contractor,  

during the Works phase] 

 

 

Liability 

 

 

[Will normally be based on a multiple of the Works sum.] 

 

 

Insurance 

 

 

[Contractor required to provide evidence of:  

 

o Contractor’s All Risk 

o Property Damage  

o Third Party  

o Professional Indemnity] 

 

 

Termination  

 

 

[Grounds for termination of the Contract, will include:  

o insolvency/administration/liquidation; 

o material breach 

o unauthorised change in control] 

 

 

 

Subcontracting/ 

Assignability/Transfer  

 

 

[Generally no subcontracting (etc) without notification and 

consent, except within limited circumstances.]  

 

 

Change Management  

 

 

[Restriction on changes with certain impacts. According to risk 

allocation, Local Authority/ Contractor to pick up changes in law. 



  
 
 
 
 
 

Ability to change contract scope with agreement.]  

 

 

Confidentiality/ IP 

 

 

[Standard confidentiality, subject to any obligations placed on 

Local Authority, eg FOI] 

 

 

Security 

 

 

o [Parent Company Guarantees] 

o [Performance Bonds] 

o [Collateral Warranties]  

 

 

Dispute Resolution Procedure  

 

[DRP provisions to be  Construction Act compliant] 

 

Boilerplate: 

 

 

 

o Third Party Rights 

o Force Majeure 

o Change in Law 

o Notices 

o Waiver 

o Invalidity and Severability  

o Entire Agreement  

o Governing Law 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



  
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Heat Network Detailed Project Development Resource: 
Strategic and Commercial Case 

 
Template Heat Network Heads of Terms 

 
HoT 6 – DBOM Contract 

 

WARNING: This document is intended only to serve as a prompt to discussion of some of the 
key issues likely to arise in the context of the subject matter of this document. Substantive 
commercial and legal consideration will need to be given to a heat network scheme in order to 
develop the principles flagged below and others relevant to that particular scheme, and before 
the parties commit, in principle, to a set of “heads of terms” or develop and enter into a fully 
binding legal agreement.  This document is no substitute for taking proper legal advice from 
lawyers experienced in district heating. 

 
 

 

DBOM Contract:   [Local Authority/ SPV/JV] (1) and [DBOM Contractor] (2) 

 

 

 

 

Assumptions 

 

 

• The Local Authority wishes to directly procure the 

delivery of the DHS (potentially through an SPV or a JV 

structure) and is procuring the design, build, operation, 



  
 
 
 
 
 

maintenance and service provision in one package 

(which may or may not include heat supply, metering 

and billing) to a DBOM Contractor in respect of a retrofit 

or new-build Development. 

 

• The Local Authority has some degree of control over the 

Development and its access which is served by the DHS 

(for example, is the ultimate landlord and as a pre-

condition to Developer build out, requires connection to 

the DHS, or is a Residential Social Landlord) and can 

therefore give some assurances to the DBOM Contractor 

with regards to property rights and access (in order to 

carry out the Works), connection to the DHS and heat 

consumption.  

 

• The Local Authority will substantially fund or procure 

funding for the DHS, for example, through external debt 

funding, through a Local Authority loan
61

 or through the 

payment of connection charges (where the Local 

Authority is landlord of relevant blocks being connected 

to the DHS).  

 

• The Local Authority is willing to have a hands on role in 

governing the delivery of the DHS by the DBOM 

Contractor.  

 

• The Local Authority (or a special purpose vehicle) will be 

the heat supplier, will grant heat supply agreements and 

be the recipient of heat sales revenues [NB. This 

contrasts with the Concession Agreement where the 

Concessionaire performs this role in addition to design, 

build, operation and maintenance] 

  

 

Parties  

 

 

(1) [Local Authority] 

 

(2) [DBOM Contractor] 

 

 

Recitals  

 

 

(A) [Background to Project] 

(B) [Role of Party (1)] 

(C) [Role of Party (2)] 

(D) [Intention and role of this Agreement in context of Project] 

 

  

                                                      
61

 Investment via equity is considered under Partnering/ Joint Delivery Agreement 



  
 
 
 
 
 

Representations and 

Warranties  

 

[Standard representations and warranties including:  

• incorporation 

• powers 

• enforceability of obligations 

• conflicts with law/ other obligations 

• authorisations in place 

• no claims or litigation  

• no disposal or rights or assets used in connection with 

the Agreement without notification] 

 

Term 

 

 

• [Conditions Precedent
62

]  

• Term
63

   

 

 

DBOM Contractor Obligations 

 

 

 

[Note: this list is non-exhaustive and general]  

 

Works  

 

• [Support for Developer planning applications]
64

 

 

• [Design, procure, construct, install] [and/or adopt]
65

 the 

District Heating Scheme (including Energy Centre(s), 

Primary Network, [Secondary Network], [ancillary 

equipment, including HIUs, Meters])
66

: 

 

o in accordance with Good Industry Practice, 

(including CIBSE Code of Practice and the London 

Heat Network Manual);  

o in accordance with the Metering and Billing 

Regulations 2014  and other applicable law; 

o that complies with the conditions set out in the 

s106 Planning Agreement relating to the 

provision of energy to the Development, in 

particular in relation to connectivity between 

                                                      
62

 May include obtaining planning, permits, completion of construction of certain assets. 
63

 DBOM Contract term will depend on the Local Authorities’ preferences for management of the contract 

suite and the potentials for price savings/ benchmarking in re-tendering O&M Services after a set period of 

time (for example, 10 years).   
64 Relevant dependent on timing of entry into the DBOM.  
65

 Relevant where there are pre-built assets that will be adopted by the DBOM Contractor (for example on a 

retrofit). 
66

 Scope of build will depend on physical characteristics of the project, pre-existing pipework/ kit, any own 

build within buildings served by the DHS etc.  



  
 
 
 
 
 

development blocks; 

o that enables Developer compliance with the 

[Planning Permission(s)]; 

o in order to ensure Connections are Carbon 

Compliant as at the date of Connection, as 

required under the s106 Planning Agreement. 

o in accordance with the Energy Centre/ Plant 

Room Leases;  

o in accordance with relevant specifications/ 

Authority Requirements (for example, covering 

minimum technical requirements and “future 

proofing” i.e. ensuring that expansion of the 

scheme is possible in the future) 

• [adopt]
 67

, commission the plant, equipment and 

ancillaries; 

 

• [liaise with the [Developer’s]/[Local Authority’s] 

contractors to ensure correct technical interface between 

the heat exchange units and [Secondary]/[Tertiary] 

Networks within Units]
68

; 

 

• produce records, designs, specifications, drawings, 

documentation related to commissioning and operation 

and maintenance manuals; 

 

• provide an appropriate warranty package in relation to 

any outsourced element of the Works/ in respect of 

design of any plant and equipment; 

 

• [provide Performance Guarantees]
 69

; 

 

• in accordance with relevant specifications/ Authority 

Requirements (for example, covering minimum technical 

requirements and “future proofing” i.e. ensuring that 

expansion of the scheme is possible in the future) and 

any Local Authority Best Practice requirements;  

 

                                                      
67

 Relevant where there are pre-built assets that will be adopted by the DBOM Contractor (for example on a 

retrofit) 
68

 Required where the Developer of a block builds out Secondary or Tertiary network 
69 The requirement to provide of performance guarantees will be project specific 



  
 
 
 
 
 

• [enter into Connection Agreements in respect of each 

block/ Development]
70

 

• [enter into Energy Centre Plant Room Leases]
71

 

Services 

 

• operate, maintain, repair, replace and upgrade (as 

necessary) the District Heating System: 

 

o in accordance with Good Industry Practice 

(including CIBSE Code of Practice and the London 

Heat Network Manual); 

 

o in compliance with all Authorisations and all 

applicable law;  

 

o to enable Developer compliance with the 

[Planning Permission] and the s.106; 

 

o to enable compliance with the standards set out 

in the Customer Supply Agreements
72

;  

 

o in accordance with [the Technical Performance 

Specification]
73

  

 

o [to ensure a minimum further [5] year working 

life from the Expiry date for all plant and 

equipment.]
74

 

 

• [maintain a plant replacement fund in respect of major 

plant or network replacement which shall be transferred 

to the Local Authority on a Termination event, with 

                                                      
70

 Required where the DHS is connected on a built block by built block basis and there is a potential for 

separate block ownership from original Developer 
71

 Relevant where a long term property interest is granted to the DBOM Contractor in respect of the siting of 

the heat generation equipment 
72 Note that the Local Authority may wish to have approval rights over the form/ content of the Customer 

Supply Agreements, including minimum performance standards, appropriate recourse afforded to Customers, 

maximum pricing charged for heat (for example, as against a gas comparator), or limits on standing charge as a 

proportion of heat bills).  
73 Technical specifications may be set by a Local Authority, or minimum requirements as to heat delivery 

quantity/ quality/ safety etc. Alternatively, the Local Authority could request the Contractor provides their 

own specifications based on their understanding of the Local Authority requirements and the Development 

being serviced by the DHS.  
74 This may be a requirement to ensure a minimum longevity of plant following the end of the term/ to assist 

in the procurement of a replacement contractor.  



  
 
 
 
 
 

sufficient funds to ensure plant replacement in 

accordance with good industry practice for the following 

[5] years
75

] 

 

• [have no responsibility for the Tertiary Network (heating 

plant and equipment (such as piping, radiators and 

thermostats)) within housing Units
76 

and in some cases, 

Secondary Network]; 

 

• report periodically on the state of repair and condition of 

the energy plant and heat network and shall make the 

plant accessible for such inspection as may be required 

from time to time; 

 

• provide temporary facilities suitable to ensure continuity 

of heat Services;  

 

• [provide customer metering and billing Services]
77

;  

 

• [arrange, manage and collect revenue in respect of the 

export of electricity from the operation of the CHP 

plants]
78

;  

 

• provide heat to unoccupied blocks prior to first 

occupation [on a reasonable and agreed tariff]
79

;  

 

 

Performance regime  

 

 

[Detailed performance requirements (KPIs regime) will be needed 

for governing DBOM Contractor performance. Appropriate 

service failure points regime may be developed with rectification 

plan mechanism, followed by escalation to Major Default on 

failure to rectify in accordance with plan.] 

 

                                                      
75 Depending on the financial standing of the DBOM Contractor and security package obtained. This could be 

converted into a termination payment obligation instead. 
76 It is unusual for a DHS DBOM Contractor to be responsible for heating pipework within a domestic unit, 

however this could of course be offered as part of broader estate management services, depending on the 

broader contractual relationships on the Development.   
77 This obligation may or may not be included, dependent on the wider contractual framework. The Local 

Authority may undertake this role directly (taking advantage of pre-existing back-office infrastructure and 

tenant relationships, or they may subcontract to a dedicated Metering and Billing Contractor).  
78 Dependent on technology and commercial arrangements in respect of electricity.  
79 This may be required on a new-build development where heat is required for drying out units.  



  
 
 
 
 
 

 

Local Authority Obligations 

 

 

[Note: this list is non-exhaustive and general]  

 

[Will be dependent on Local Authority role on the Development 

(i.e. whether the Local Authority is the Developer/ Landlord/ or is 

simply procuring the Contract for a particular Development. 

Obligations may include:  

 

• [grant]/ [procure] the grant of access to all parts of the 

DHS]
 80

 

• Allow the DBOM Contractor to operate the district 

heating system without material disruption or 

impediment.] 

 

Payment  

 

 

[Construction Act 2011  compliant payment for Works] 

 

[Retention of sums from final Works payments as security for 

warranties/ snagging list, if appropriate] 

 

[Deduction of liquidated damages for delay] 

 

[O&M element based on scope of delivery of Services] 

 

Access/ Licence/ Lease/ 

Ownership   

 

 

[Appropriate property rights will need granted to the DBOM 

Contractor, according to Local Authority role:  

 

• [Provide]/[procure] the necessary rights of access to the 

DBOM Contractor during the Works phase; 

 

• [Provide]/[procure] licences/ leases/ easements/ title to 

assets to the DBOM Contractor in respect of use of and 

access where relevant] 

 

 

Liability 

 

 

[Will normally be based on the Capex during the Works phase 

and  a multiple of the annual Services payment sum during the 

O&M phase] 

 

 

Insurance 

 

 

[DBOM Contractor required to provide evidence of:  

 

o Contractor’s All Risk 

                                                      
80 Relevant where the DBOM Contractor is also the heat supplier. 



  
 
 
 
 
 

o Property Damage (will be largely dependent on 

ownership structures, with owner of asset responsible for 

insurance.) 

o 3
rd

 Party (during construction and operational phases) 

o Professional Indemnity] 

 

 

Termination  

 

 

[Grounds for termination of the Contract, will include:  

o insolvency/administration/liquidation; 

o material breach 

o unauthorised change in control] 

 

[Consequences of Termination: 

o liability for costs of procuring replacement party  

o transfer of assets/contracts/IP/ shares 

o consideration will be required as to supplier of last resort 

if a replacement DBOM Contractor cannot be procured] 

 

 

 

Subcontracting/ 

Assignability/Transfer  

 

 

[Generally no subcontracting (etc) without notification and 

consent, except within limited circumstances.]  

 

 

 

Change Management  

 

 

[Restriction on changes with certain impacts. According to risk 

allocation, Local Authority/ DBOM Contractor to pick up changes 

in law. Ability to change contract scope with agreement, for 

example to expand the scheme/ add more on-site or off-site 

connections, with agreement as to costs taking into account any 

additional capex requirements/ additional risks]  

 

 

Confidentiality/ IP 

 

 

[Standard confidentiality, subject to any obligations placed on 

LA, eg FOI] 

 

 

Security 

 

 

o [Parent Company Guarantees] 

o [Performance Bonds] 

o [Collateral Warranties]  

 

 

Dispute Resolution Procedure  

 

[DRP provisions to be  Construction Act compliant] 



  
 
 
 
 
 

 

Boilerplate: 

 

 

 

o Third Party Rights 

o Force Majeure 

o Change in Law 

o Notices 

o Waiver 

o Invalidity and Severability  

o Entire Agreement  

o Governing Law 
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HoT 7 – O&M Contract 
 

WARNING: This document is intended only to serve as a prompt to discussion of some of the 
key issues likely to arise in the context of the subject matter of this document. Substantive 
commercial and legal consideration will need to be given to a heat network scheme in order to 
develop the principles flagged below and others relevant to that particular scheme, and before 
the parties commit, in principle, to a set of “heads of terms” or develop and enter into a fully 
binding legal agreement.  This document is no substitute for taking proper legal advice from 
lawyers experienced in district heating. 

 
 

 

O&M Contract:   [Local Authority] (1) and [Contractor] (2) 

 

 

 

 

Assumptions 

 

 

• The Local Authority is directly involved in the delivery/ 

management of the DHS and is outsourcing individual 

packages, including Operation & Maintenance. 

 

• The Local Authority has some degree of control over the 

Development which is served by the DHS (for example, is 

the ultimate landlord and as a pre-condition to 

Developer build out, requires connection to the DHS, or 

is a Residential Social Landlord) and can therefore give 

some assurances to the Contractor with regards to 

property rights, access, connection to the DHS and heat 

consumption.  

 

• The Local Authority is willing to have a hands on role in 

governing the delivery of the Contract by the Contractor 

for the (potentially long) Contract term.  

 

 

 

Parties  

 

 

(1) [Local Authority] 

 

(2) [Contractor] 

 

 

Recitals  

 

 

(A) [Background to Project] 

(B) [Role of Party (1)] 

(C) [Role of Party (2)] 

(D) [Intention and role of this Agreement in context of Project] 

 

 

Representations and 

 

[Standard representations and warranties including:  



  
 
 
 
 
 

Warranties  

 

• incorporation 

• powers 

• enforceability of obligations 

• conflicts with law/ other obligations 

• authorisations in place 

• no claims or litigation  

• no disposal or rights or assets used in connection with 

the Agreement without notification] 

Term 

 

• Term
81

   

 

 

Contractor Obligations 

 

 

 

[Note: this list is non-exhaustive and general]  

 

In respect of pre-built assets 

 

• [accept  plant, equipment and ancillaries]
 82

; 

 

• maintain operation and maintenance manuals; 

 

• [enter into Connection Agreements in respect of each 

development block]
83

 

• [enter into Energy Centre Plant Room Leases]
84

 

Services 

 

• [operate, maintain, repair, replace and upgrade (as 

necessary) the District Heating Scheme
85

: 

 

o in accordance with Good Industry Practice 

(including the CIBSE Code of Practice and the 

London Heat Network Manual) and any Local 

Authority Best Practice requirements; 

 

o in compliance with all Authorisations and all 

                                                      
81

 Contract term will depend on broader contract framework. The Local Authority may wish to go out to 

procurement on a rolling basis to procure the best price for O&M Services. Terms may range from 5 – 15 years.   
82

 Where the assets have been built out by another Contractor, the O&M Contractor may be required to 

review the condition of the built assets before commencing services, in order to set a benchmark for 

performance (and to exclude liability where relevant – eg for defects).  
83

 May be required where the DHS is connected on a built block by built block basis and there is a potential for 

separate block ownership from original Developer and the obligation to “connect” is passed from the Local 

Authority to the O&M Contractor. 
84

 Relevant where a long term property interest is granted to the Contractor in respect of the siting of the heat 

generation equipment which is operated and maintained by the Contractor. 
85

 It is assumed that the O&M is for all elements of the DHS (generation kit and distribution pipework to the 

point of connection to tertiary networks within residential units) 



  
 
 
 
 
 

applicable law;  

 

o to enable compliance with the standards set out 

in the Customer Supply Agreements;  

 

o in accordance with [the technical performance 

specification]
86

  

 

o [to ensure a minimum further [3] year working 

life from the Expiry date for all plant and 

equipment.]
 87

 

 

• [maintain a plant replacement fund in respect of major 

plant or network replacement which shall be transferred 

to the Local Authority on a Termination event, with 

sufficient funds to ensure plant replacement in 

accordance with good industry practice for the following 

[3] years
88

] 

 

• [have no responsibility for the Tertiary Network (heating 

plant and equipment (such as piping, radiators and 

thermostats)) within housing Units
89

 and in some cases, 

Secondary Network]; 

 

• report periodically on the state of repair and condition of 

the energy plant and heat network and shall make the 

plant accessible for such inspection as may be required 

from time to time; 

 

• [provide temporary facilities suitable to ensure continuity 

of heat Services]
90

;  

 

• [provide customer metering and billing Services]
91

;  

                                                      
86 Technical specifications may be set by a Local Authority, or on a more output based Contract, minimum 

requirements as to heat delivery quantity/ quality/ safety etc. Alternatively, the Local Authority could request 

that the O&M Contractor provide their own specifications based on their understanding of the Local Authority 

requirements and the Development being serviced by the DHS.  
87 This may be a requirement to ensure a minimum longevity of plant following the end of the Contract/ to 

assist in the procurement of a replacement contractor  
88 Depending on the financial standing of the Contractor and security package obtained and term of the O&M 

(on short term O&M contracts this requirement would be unusual). This could be converted into a termination 

payment obligation instead 
89 It is unusual for an O&M Contractor to be responsible for heating pipework within a domestic unit, however 

this could of course be offered as part of broader estate management services, depending on the broader 

contractual relationships on the Development.   
90 This may or may not be within the role of an O&M Contractor 



  
 
 
 
 
 

 

• operate a call out system which will operate for the Term 

of the Contract, [with compensation paid to all 

customers on loss of thermal energy supply over a 

continuous period of time]
92

; 

 

• provide heat to unoccupied blocks prior to first 

occupation [on a reasonable and agreed tariff]
93

;  

 

Performance regime  

 

 

[Detailed performance requirements (KPIs regime) will be needed 

for governing O&M Contractor performance. Appropriate service 

failure points regime may be developed with rectification plan 

mechanism, followed by escalation to Major Default on failure to 

rectify in accordance with plan.] 

 

 

Local Authority Obligations 

 

 

[Note: this list is non-exhaustive and general]  

  

[Will be dependent on Local Authority role on the Development 

(i.e. whether the Local Authority is the Developer/ Landlord/, or 

is simply procuring the Contract for a particular Development. 

Obligations may include:  

 

• [grant]/ [procure] the grant of exclusivity to the 

Contractor in respect of the delivery of Heat and space 

heating, with limited exceptions eg small commercial 

units and temporary units]
94

 

• Allow the Contractor to operate the district heating 

scheme without material disruption or impediment;] 

 

 

Service Payment  

 

 

[Based on scope of delivery of Services]
95

 

                                                                                                                                                                     
91 This may or may not be within the role of an O&M Contractor – it could be outsourced to a separate 

metering and billing contractor.  
92 Dependent on the role of the O&M Contractor (i.e. whether they are also Customer facing) this may or may 

not be within the scope of the O&M Contractor. However, appropriate service payment deductions will likely 

be needed if the O&M Contractor does not directly compensate Customers.  
93 This may be required on a new-build development where heat is required for drying out units. Dependent 

also on role of O&M Contractor.  
94 Relevant where the O&M Contractor is also the heat supplier 
95 Note, consideration needs given to party paying fuel costs, who bears risk, (etc) and any consequent impact 

on Heat pricing.  



  
 
 
 
 
 

 

Access/ Licence/ Lease/ 

Ownership   

 

 

[Appropriate property rights will need granted to the Contractor, 

according to Local Authority role, including 

[providing]/[procuring] licences/ leases/ easements/ title to 

assets to the Contractor in respect of use of and access where 

relevant] 

 

 

Liability 

 

 

[Will normally be based on a multiple of the annual Services 

payment sum.] 

 

 

Insurance 

 

 

[Contractor required to provide evidence of:  

 

o Contractor’s All Risk 

o Property Damage (will be largely dependent on 

ownership structures, with owner of asset responsible for 

insurance.) 

o 3
rd

 Party  

o Professional Indemnity] 

 

 

Termination  

 

 

[Grounds for termination of the Contract, will include:  

o insolvency/administration/liquidation; 

o material breach 

o unauthorised change in control] 

 

 

Subcontracting/ 

Assignability/Transfer  

 

 

[Generally no subcontracting (etc) without notification and 

consent, except within limited circumstances.]  

 

 

 

Change Management  

 

 

[Restriction on changes with certain impacts. According to risk 

allocation, Local Authority/ Contractor to pick up changes in law.  

Ability to change contract scope with agreement.]  

 

 

Confidentiality/ IP 

 

 

[Standard confidentiality, subject to any obligations placed on 

Local Authority, eg FOI] 

 



  
 
 
 
 
 

 

Security 

 

 

o [Parent Company Guarantees] 

o [Performance Bonds] 

o [Collateral Warranties]  

 

 

Dispute Resolution Procedure  

 

[DRP provisions to be  Construction Act compliant] 

 

Boilerplate: 

 

 

 

o Third Party Rights 

o Force Majeure 

o Change in Law 

o Notices 

o Waiver 

o Invalidity and Severability  

o Entire Agreement  

o Governing Law 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



  
 
 
 
 
 

 
 
 
 
 
 
 
 

Heat Network Detailed Project Development Resource: 
Strategic and Commercial Case 

 
Template Heat Network Heads of Terms 

 
HoT 8 – Use of System Agreement 

 

WARNING: This document is intended only to serve as a prompt to discussion of some of the 
key issues likely to arise in the context of the subject matter of this document. Substantive 
commercial and legal consideration will need to be given to a heat network scheme in order to 
develop the principles flagged below and others relevant to that particular scheme, and before 
the parties commit, in principle, to a set of “heads of terms” or develop and enter into a fully 
binding legal agreement.  This document is no substitute for taking proper legal advice from 
lawyers experienced in district heating. 

 
 

 

Use of System Agreement:  [Local Authority] (1) and [System User] (2) 

 

 

 

 

Assumptions 

 

 

• The Local Authority wishes to support and obtain value 

from a DHS by owning and taking risk in pipework [Note: 

this could also include the wider DHS infrastructure 

(including the Energy Centre)] (“Energy System”) in 

respect of which it grants rights of use to the operator of 

Energy System, in return for a fee. 

 

• The Local Authority is likely to own the land in which the 

Energy System is situated.  

 

 

Parties  

 

 

(1) [Local Authority] 

 

(2) [System User][The System User is most likely to be either a 

generator or a supplier or someone with a combination of those 

roles, although an entirely separate distributor function is 

possible] 



  
 
 
 
 
 

 

 

Recitals  

 

 

(A) [Background to Project] 

(B) [Role of Party (1)] 

(C) [Role of Party (2)] 

(D) [Intention and role of this Agreement in context of Project] 

 

 

Representations and 

Warranties  

 

 

[Standard representations and warranties including:  

• incorporation 

• powers 

• enforceability of obligations 

• conflicts with law/ other obligations 

• authorisations in place 

• no claims or litigation  

• no disposal or rights or assets used in connection with 

the Agreement without notification] 

 

 

Term 

 

 

[Term]
96

   

 

 

Right to use the Energy 

System   

 

 

 

[Local Authority to grant to System User the right to [use, alter, 

modify, replace and upgrade]
97

 the Energy System]  

 

[Local Authority not to interfere with the System User’s rights 

provided the System User complies with its obligations under the 

UoS Agreement] 

 

 

[Obligation to maintain the 

Energy System [and provide 

the Service]]  

 

 

[Maintenance responsibility should be allocated appropriately. 

Dependent on wider contractual suite, the System User may be 

obligated under the UoS Agreement to operate, maintain, 

replace, repair, modify and upgrade the Energy System and 

provide operational services]
98

 

 

 

Use of System Charges  

 

 

[System User to pay the Local Authority a use of system charge]
99

 

                                                      
96

The Use of System term is likely to be in line with the overarching agreements, such as Concession or DBOM. 
97 Scope of rights granted will be dependent on wider contractual framework and the scope of ownership of 

the Local Authority  
98 See Operation and Maintenance Agreement Heads of Terms for details of requirements  
99 Detailed charge can be included or agreed between the parties from time to time.  



  
 
 
 
 
 

 

Local Authority Obligations   

 

 

[Dependent on wider contractual suite and arrangements, the 

Local Authority may be obliged to procure, for the benefit of the 

System User, the design, supply, installation and commissioning 

of the Energy System] 

 

 

Security     

 

 

[Dependent on wider contractual suite and arrangements, if the 

Local Authority has procured the delivery of the Energy System, 

collateral warranties may be required by the System User from 

each of the Local Authorities main contractors in relation to the 

design, supply, installation and/or commissioning of the Energy 

System] 

 

 

Insurance 

 

 

[System User is likely to be required to provide evidence of:  

 

o Contractor’s All Risk 

o Property Damage  

o 3
rd

 Party (during construction and operational phases)] 

 

 

Limitations on Liability  

 

 

[Parties’ caps on liability will be dependent on the value of the 

Agreement and the wider contractual arrangements.] 

 

 

Termination  

 

 

[Grounds for termination of the Agreement:  

o insolvency/administration/liquidation; 

o material breach 

o unauthorised change in control] 

 

[Consequences of Termination: 

o requirement to ensure smooth transfer in the manner in 

which heat is provided 

o transfer of assets/contracts 

o payment of outstanding charges] 

 

 

Subcontracting/ 

Assignability/Transfer  

 

 

[Restrictions on subcontracting (etc) without notification and 

consent]  

 

[Transfer subject to financial Security Tests] 

 



  
 
 
 
 
 

 

Confidentiality/ IP 

 

 

[Standard confidentiality, subject to any obligations placed on 

LA, eg FOI] 

 

[Any IP in specific DHS systems should be protected for person 

developing, depending on commercial arrangements] 

 

 

Boilerplate: 

 

 

 

o Third Party Rights 

o Force Majeure 

o Change in Law 

o Notices 

o Waiver 

o Invalidity and Severability  

o Entire Agreement  

o Governing Law 

 

 

Heat Network Detailed Project Development Resource: 
Strategic and Commercial Case 

 
Template Heat Network Heads of Terms 

 
HoT 9 – Connection & Adoption Agreement 

 

WARNING: This document is intended only to serve as a prompt to discussion of some of the 
key issues likely to arise in the context of the subject matter of this document. Substantive 
commercial and legal consideration will need to be given to a heat network scheme in order to 
develop the principles flagged below and others relevant to that particular scheme, and before 
the parties commit, in principle, to a set of “heads of terms” or develop and enter into a fully 
binding legal agreement.  This document is no substitute for taking proper legal advice from 
lawyers experienced in district heating. 

 
 

 

Connection & Adoption Agreement:  [ESCO] (1) and [Developer] (2) 

 

 

 

 

Assumptions 

 

 

• The Local Authority: 

 

o is either the Developer/ Landlord of a particular 

block in a development to be connected to the 

DHS and served with heat; 

 

o or has directly procured the delivery of the DHS 



  
 
 
 
 
 

and wishes oversight of the connection 

agreement entered into by e.g. the DBOM 

Contractor. 

 

• Secondary Network has been constructed by the 

Developer within the block being served by heat. 

 

• The Connection & Adoption Agreement will cover the 

physical connection of the DHS to a block requiring heat 

supply and the adoption of internal Secondary Network 

assets.  

 

• A “Framework Supply Agreement” may be entered into 

on or about the date of the Connection & Adoption 

Agreement, dealing primarily with (i) supply to the 

Development of heat prior to entry into Customer 

Supply Agreement by customers in domestic or 

commercial Units; (ii) risk in void periods; and (iii) 

governance of the terms on which heat is supplied to 

Customers.   

 

• Note that in some cases a combined Connection/ 

Adoption/ Framework Supply Agreement may be 

developed. Where the parties to the agreement are the 

same and are intended to be the same for the life of the 

Agreements, this may be a more suitable option.  

 

 

Parties  

 

 

(1) [ESCO] 

 

(2) [Developer
100

] 

 

 

Recitals  

 

 

(A) [Background to Project] 

(B) [Role of Party (1)] 

(C) [Role of Party (2)] 

(D) [Intention and role of this Agreement in context of Project] 

 

 

Representations and 

Warranties  

 

 

[Standard representations and warranties including:  

• incorporation 

• powers 

• enforceability of obligations 

• conflicts with law/ other obligations 

                                                      
100 Note that a Connection & Adoption Agreement could be entered into by the Developer or the subsequent 

Landlord of a block being served by heat. 



  
 
 
 
 
 

• authorisations in place 

• no claims or litigation  

• no disposal or rights or assets used in connection with 

the Agreement without notification] 

 

 

Term 

 

 

• [Conditions Precedent
101

]  

• Term
102

   

 

 

ESCO Obligations 

 

 

 

[Note: this list is non-exhaustive and general]  

 

Connection & Adoption 

 

• [Ensure that a connection of the required heat capacity 

is provided at the point of connection for the 

Development, by the relevant date of connection, in 

accordance with relevant technical specifications] 

 

• [Adopt the Secondary Network (and other relevant 

ancillary equipment)]
103 

 

District Heating Scheme  

 

• [Ensure that design of the DHS is such that it can deliver 

heat to the capacity set out in the Connection & 

Adoption Agreement and has required flow 

temperatures at the Point of Connection] 

 

• [Provide  heat to Customers under Customer Supply 

Agreements]
104

  

• [Ensure that the DHS is designed, installed, operated and 

maintained so as to not cause damage to the 

Development] 

                                                      
101

 May include completion of construction of certain assets, completion of the Secondary Network within the 

block 
102

 Term will be dependent on commercial negotiation between Developer and ESCO, however will need to 

recognise Developer’s long term requirements for connection to the DHS in order to enable heat supply to the 

Development.  
103 The details of the adoption process should be scheduled. Normally, adoption will occur after detailed 

inspection of the kit to be adopted is undertaken, including establishing whether the kit has been built 

according to the required specifications.  
104 This obligation may also sit under the Framework Supply Agreement 



  
 
 
 
 
 

Provision of Operation and Maintenance Services  

• [Ensure that operation and maintenance services are 

provided in relation to the Connection, from the date of 

connection, in order to enable the supply of heat to 

required standards] 

 

• [Ensure that operation and maintenance services are 

provided in relation to the Secondary Network, from the 

date of Adoption, in order to enable the supply of heat 

to required standards] 

 

 

Developer Obligations  

 

[Note: this list is non-exhaustive and general]  

 

[Install Secondary Network in accordance with relevant 

specifications]
105

 

 

[Where the Developer maintains ownership of certain 

equipment, e.g. meters or HIUs within customer dwellings, the 

Developer may be under an obligation to ensure that such 

equipment is operated and maintained in a manner not to 

adversely affect the DHS] 

 

[Where part of the DHS continuity of supply solution, provide 

suitable spaces for housing temporary boilers] 

 

[Undertake not to install or permit the installation of other forms 

of heat generation (including gas) or connect to another district 

heating scheme]
106

 

 

Ownership  

 

 

[Include relevant description of ownership structure of DHS 

within the block
107

] 

 

 

Access 

 

 

[Appropriate property rights will need granted to the ESCO:  

 

• [Provide]/[procure] licences/ easements/ title to assets 

to the ESCO in respect of use of and access where 

                                                      
105 Dependent on the wider contractual framework, these may be ESCO’s specifications.  
106 These exclusivity obligations may be tempered by the inclusion of exclusions for certain types of heat – 

e.g. to temporary buildings or the provision of gas for cooking to commercial units such as restaurants.  
107 Depending on the wider contractual and commercial arrangements, the division on ownership may vary 

from scheme to scheme. Consideration should be given to whether “adoption” of the Secondary Distribution 

Network results in the full passing of title, and whether there are any assets that stay within the Developer’s 

ownership  



  
 
 
 
 
 

relevant during works to complete Connection] 

 

• [ESCO right to access without notice in an Emergency] 

 

[Site rules should be provided to and followed by the ESCO] 

 

[Developer to grant a [non-exclusive] licence to exercise 

permissions
108

: 

• right to free, safe and uninterrupted access to the DHS 

within the Development: 

o to maintain, read, repair (etc) the DHS;  

o at any time in the case of an Emergency;  

o for any purposes required by a relevant law;  

o at all reasonable times to enable the ESCO to 

comply with its obligations under the 

Agreement] 

• right to install and retain equipment following 

variations.] 

 

[In return for the benefit of the licence, the ESCO covenants with 

the Developer that it shall:  

• ensure the DHS is kept in good repair; 

• comply with all Laws;  

• not do anything that renders the Developer’s insurances 

void;  

• insure the relevant sections of the DHS;  

• not do anything that creates a nuisance, annoyance 

(etc) to the Developer or occupiers of adjoining site;  

• observe and perform Site Rules] 

 

[In respect of the licence granted, the Developer shall: 

• be responsible for damage to any part of the DHS caused 

by the Developer;  

• ensure that no structures/ plant are placed above the 

pipe routes; 

• ensure that in the event of an Emergency relating to the 

pipework, the piperoute is made free of materials and 

vehicles that would prevent access by the ESCO] 

 

 

Variations  

 

 

[Ability for the Developer to request changes to the Connection 

(for example, location, capacity). Obligations should be placed on 

the Developer to provide all relevant information to the ESCO in 

                                                      
108 Note that these are examples only and are not intended to be comprehensive or suitable for all 

circumstances.  



  
 
 
 
 
 

order for the ESCO to appropriately cost and quote for the 

variation]   

 

 

Payment 

 

[Developer to pay for cost of Connection]
109

 

 

 

Compensation  

 

[Appropriate compensation mechanisms should be included to 

offer the ESCO relief where the ability to make the Connection is 

impacted by the Developer’s actions – for example, a delay in the 

Developer’s programme] 

 

 

Liability 

 

 

[Will be dependent on: impacts of non-performance, 

performance regime and whether there is an aggregated level of 

liability across a suite of documents which may include the 

Concession Agreement, Connection Agreements and Customer 

Supply Agreements]  

 

 

Insurance 

 

 

[ESCO required to provide evidence of:  

 

o contractor’s all risks 

o public liability; 

o employer’s liability;  

o property damage] 

 

 

Damage and Defects 

 

 

[Clear allocation of liability for damage should be detailed. 

Responsibility for damage arising from failure of Secondary 

Networks will be dependent on the adoption process and the 

extent of liability being taken by the ESCO] 

 

[Costs of damage to the DHS caused by the Developer should be 

reimbursed to the ESCO] 

 

[Costs of damage to the DHS caused by customers may be shared 

between the Developer and the ESCO]
110

  

                                                      
109 Pricing will depend on the commercial deal and variables such as capacity, unit numbers served, the 

number of Heat Interface Units being installed (if relevant).  
110 Risk sharing profile will depend on the wider commercial deal.  



  
 
 
 
 
 

 

[Liability for costs arising in defects in the Secondary Network will 

depend on wider commercial arrangements and what risks were 

passed on adoption] 

 

 

Termination  

 

 

[Grounds for termination of the Agreement, will include:  

o insolvency/administration/liquidation; 

o material breach/ major default 

o unauthorised change in control] 

 

[Consequences of Termination: 

o if termination by Developer for ESCO default, relevant 

transfer of assets (such as Secondary Distribution 

Network) back to the Developer  

o ESCO removal/ decommissioning of their equipment (as 

agreed according to the broader commercial 

arrangements)
111

 

o [other consequences relevant to commercial 

arrangements, including those addressing Supplier of 

Last Resort] 

 

 

Subcontracting/ 

Assignability/Transfer  

 

 

[Generally no subcontracting (etc) without notification and 

consent, except within limited circumstances.]  

 

[Developer transfer normally subject to financial Security Tests] 

 

 

Confidentiality/ IP 

 

 

[Standard confidentiality, subject to any obligations placed on 

Local Authority, eg FOI] 

 

[Any IP in specific DHS systems should be protected for person 

developing, depending on commercial arrangements] 

 

Security 

 

 

o [Parent Company Guarantees]
112

 

o [Collateral Warranties]
113

  

 

                                                      
111 Note, the Developer may wish to take over the running of the DHS on their development, therefore there 

may be an option to purchase the DHS from the ESCO on termination 
112 Dependent on the covenant strengths of the Parties, PCGs may be required.  
113 As part of the adoption process, the ESCO will require collateral warranties from sub-contractors 

undertaking the design, installation, commissioning (etc) of the Secondary Distribution Network  



  
 
 
 
 
 

 

Dispute Resolution Procedure  

 

[DRP provisions to be  Construction Act 2011 compliant] 

 

Boilerplate: 

 

 

 

o Third Party Rights 

o Force Majeure 

o Change in Law 

o Notices 

o Waiver 

o Invalidity and Severability  

o Entire Agreement  

o Governing Law 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Heat Network Detailed Project Development Resource: 
Strategic and Commercial Case 

 
Template Heat Network Heads of Terms 

 



  
 
 
 
 
 

HoT 10 – Connection Agreement 
 

WARNING: This document is intended only to serve as a prompt to discussion of some of the 
key issues likely to arise in the context of the subject matter of this document. Substantive 
commercial and legal consideration will need to be given to a heat network scheme in order to 
develop the principles flagged below and others relevant to that particular scheme, and before 
the parties commit, in principle, to a set of “heads of terms” or develop and enter into a fully 
binding legal agreement.  This document is no substitute for taking proper legal advice from 
lawyers experienced in district heating. 

 
 

 

Connection Agreement:  [ESCO] (1) and [Developer] (2) 

 

 

 

 

Assumptions 

 

 

• The Local Authority: 

o is either the Developer/ Landlord of a particular 

block in a development to be connected to the 

DHS and served with heat; 

o or has directly procured the delivery of the DHS 

and wishes oversight of the connection 

agreement entered into by e.g. the DBOM 

Contractor; 

o or has set up an SPV to operate as an ESCO and 

is entering into the Connection Agreement via 

its ESCO. 

 

• The Connection Agreement will cover the physical 

connection of the DHS to a block requiring heat supply 

Block but with no adoption of internal Secondary (or 

Tertiary) Networks (which will remain the responsibility 

of the Developer/ Landowner to operate and maintain). 

 

• A “Framework Supply Agreement” may be entered into 

on or about the date of the Connection Agreement, 

dealing primarily with (i) supply to the Development of 

heat prior to entry into Customer Supply Agreement by 

customers in domestic or commercial units; (ii) risk in 

void periods; and (iii) governance of the terms on which 

heat is supplied to Customers.   

 

• Note that in some cases a combined Connection/ 

Adoption/ Framework Supply Agreement may be 

developed. Where the parties to the agreement are the 

same and are intended to be the same for the life of the 

Agreements, this may be a more suitable option.  



  
 
 
 
 
 

 

 

Parties  

 

 

(1) [ESCO] 

 

(2) [Developer
114

] 

 

 

Recitals  

 

 

(A) [Background to Project] 

(B) [Role of Party (1)] 

(C) [Role of Party (2)] 

(D) [Intention and role of this Agreement in context of Project] 

 

 

Representations and 

Warranties  

 

 

[Standard representations and warranties including:  

• incorporation 

• powers 

• enforceability of obligations 

• conflicts with law/ other obligations 

• authorisations in place 

• no claims or litigation  

• no disposal or rights or assets used in connection with 

the Agreement without notification] 

 

 

Term 

 

 

• [Conditions Precedent
115

]  

• Term
116

   

 

 

ESCO Obligations 

 

 

 

[Note: this list is non-exhaustive and general]  

 

Connection  

 

• [Ensure that a connection of the required heat capacity 

is provided at the Point of Connection
117

 for the 

Development, by the relevant date of connection, in 

accordance with relevant technical specifications] 

 

District Heating Scheme  

                                                      
114 Note that a Connection Agreement could be entered into by the Developer or the subsequent Landlord of 

a block being served by heat. 
115

 May include completion of construction of certain assets, eg completion of the Secondary Network within 

the block 
116

 Term will be dependent on commercial negotiation between Developer and ESCO, however will need to 

recognise Developer’s long term requirements for connection to the DHS in order to enable heat supply to the 

Development.  
117 This may be, for example, the input valve to a substation 



  
 
 
 
 
 

 

• [Ensure that design of the DHS is such that it can deliver 

heat to the capacity set out in the Connection  

Agreement and has required flow temperatures at the 

Point of Connection] 

 

• [Provide  heat to Customers under Customer Supply 

Agreements]
118

  

• [Ensure that the DHS is designed, installed, operated and 

maintained so as to not cause damage to the 

Development] 

Provision of Operation and Maintenance Services  

• [Ensure that operation and maintenance services are 

provided in relation to the Connection, from the date of 

connection, in order to enable the supply of heat to 

required standards] 

 

 

Developer Obligations  

 

[Note: this list is non-exhaustive and general]  

 

[Design. Install, operate and maintain equipment downstream 

from the Point of Connection in such a manner as to be 

compatible with and not adversely affect the DHS] 

 

[Where temporary boilers part of the DHS continuity of supply 

solution, provide suitable spaces for housing such boilers] 

 

[Undertake not to install or permit the installation of other forms 

of heat generation (including gas) or connect to another district 

heating scheme]
119

 

 

Ownership  

 

 

[Include relevant description of ownership structure of DHS 

within the development  block]
120

 

 

 

Access 

 

 

[Appropriate property rights will need granted to the ESCO:  

 

                                                      
118 This obligation may also sit under the Framework Supply Agreement 
119 These exclusivity obligations may be tempered by the inclusion of exclusions for certain types of heat – 

e.g. to temporary buildings or the provision of gas for cooking to commercial units such as restaurants.  
120 Depending on the wider contractual and commercial arrangements, the division on ownership may vary 

from scheme to scheme. This Connection Agreement assumes that ownership, operation and maintenance of 

the Secondary Distribution Network is by the Landlord/ Developer.   



  
 
 
 
 
 

• [Developer to [provide]/[procure] licences/ easements/ 

title to assets to the ESCO in respect of use of and access 

where relevant during works to complete the 

Connection] 

 

• [ESCO right to access without notice in an Emergency] 

 

[Site rules should be provided to and followed by the ESCO] 

 

[Developer to grant a [non-exclusive] licence to exercise  

following permissions
121

: 

• right to free, safe and uninterrupted access to the DHS 

within the Development: 

o to maintain, read meters, repair (etc) in relation 

to the DHS;  

o at any time in the case of an Emergency;  

o for any purposes required by a relevant Law;  

o at all reasonable times to enable the ESCO to 

comply with its obligations under the 

Agreement] 

• right to install and retain equipment following 

variations.] 

 

[In return for the benefit of the licence, the ESCO covenants with 

the Developer that it shall:  

• ensure the DHS is kept in good repair; 

• comply with all Laws;  

• not do anything that renders the Developer’s insurances 

void;  

• insure the relevant sections of the DHS;  

• not do anything that creates a nuisance, annoyance 

(etc) to the Developer or occupiers of adjoining site;  

• observe and perform Site Rules] 

 

[In respect of the licence granted, the Developer shall: 

• be responsible for damage to any part of the DHS caused 

by the Developer;  

• ensure that no structures/ plant are placed above the 

pipe routes; 

• ensure that in the event of an Emergency relating to the 

pipework, the piperoute is made free of materials and 

vehicles that would prevent access by the ESCO.  

 

                                                      
121 Note that these are examples only and are not intended to be comprehensive or suitable for all 

circumstances.  



  
 
 
 
 
 

 

Variations  

 

 

[Ability for the Developer to request changes to the Connection 

(for example, location, capacity). Obligations should be placed on 

the Developer to provide all relevant information to the ESCO in 

order for the ESCO to appropriately cost and quote for the 

variation.]   

 

 

Payment 

 

[Developer to pay for cost of Connection.]
122

 

 

 

Compensation  

 

[Appropriate compensation mechanisms should be included to 

offer the ESCO relief where the ability to make the Connection is 

impacted by the Developer’s actions – for example, a delay in the 

Developer’s programme] 

 

 

Liability 

 

 

[Will be dependent on: impacts of non-performance, 

performance regime and whether there is an aggregated level of 

liability across a suite of documents which may include the 

Concession Agreement, Connection Agreements and Customer 

Supply Agreements]  

 

 

Insurance 

 

 

[ESCO required to provide evidence of:  

 

o contractor’s all risks 

o public liability; 

o employer’s liability;  

o property damage] 

 

 

Damage and Defects 

 

 

[Clear allocation of liability for damage should be detailed.] 

 

[Costs of damage to the DHS caused by the Developer should be 

reimbursed to the ESCO] 

 

 

Termination  

 

 

[Grounds for termination of the Agreement, will include:  

o insolvency/administration/liquidation; 

o material breach/ major default 

                                                      
122 Pricing will depend on the commercial deal and variables such as capacity and unit numbers served. 



  
 
 
 
 
 

o unauthorised change in control] 

 

[Consequences of Termination: 

o ESCO removal/ decommissioning of their equipment (as 

agreed according to the broader commercial 

arrangements)
123

 

o other consequences relevant to commercial 

arrangements, including those addressing Supplier of 

Last Resort] 

 

 

Subcontracting/ 

Assignability/Transfer  

 

 

[Generally no subcontracting (etc) without notification and 

consent, except within limited circumstances.]  

 

[Developer transfer normally subject to financial security tests] 

 

 

Confidentiality/ IP 

 

 

[Standard confidentiality, subject to any obligations placed on 

Local Authority, eg FOI] 

 

[Any IP in specific DHS systems should be protected for person 

developing, depending on commercial arrangements] 

 

Security 

 

 

o [Parent Company Guarantees]
124

 

o [Collateral Warranties]
125

  

 

 

Dispute Resolution Procedure  

 

[DRP provisions to be  Construction Act 2011 compliant] 

 

Boilerplate: 

 

 

 

o Third Party Rights 

o Force Majeure 

o Change in Law 

o Notices 

o Waiver 

o Invalidity and Severability  

o Entire Agreement  

o Governing Law 

 

 

 

                                                      
123 Note, the Developer may wish to take over the running of the DHS on their development, therefore there 

may be an option to purchase the DHS from the ESCO on termination 
124 Dependent on the covenant strengths of the Parties, PCGs may be required.  
125 As part of the adoption process, the ESCO will require collateral warranties from sub-contractors 

undertaking the design, installation, commissioning (etc) of the Secondary Network  



  
 
 
 
 
 

 
 
 
 
 
 

Heat Network Detailed Project Development Resource: 
Strategic and Commercial Case 

 
Template Heat Network Heads of Terms 

 
HoT 11 – Framework Supply Agreement 

 

WARNING: This document is intended only to serve as a prompt to discussion of some of the 
key issues likely to arise in the context of the subject matter of this document. Substantive 
commercial and legal consideration will need to be given to a heat network scheme in order to 
develop the principles flagged below and others relevant to that particular scheme, and before 
the parties commit, in principle, to a set of “heads of terms” or develop and enter into a fully 
binding legal agreement.  This document is no substitute for taking proper legal advice from 
lawyers experienced in district heating. 

 

 

Framework Supply Agreement:  [ESCO] (1) and [Developer] (2) 

 

 

 

 

Assumptions 

 

 

• The Local Authority: 

o is either the Developer/ Landlord of a particular 

block in a development to be served with heat; 

o or has directly procured the delivery of the DHS 

and wishes oversight of the Framework Supply 

Agreement for the Development entered into by 

e.g. the DBOM Contractor; 

o or has set up an SPV to operate as an ESCO and 

is entering into the Framework Supply 

Agreement via its ESCO. 

 

• The Framework Supply Agreement will cover the terms 

on which supply of heat is to the Developer/ Landlord 

during the construction period and void periods, supply 

of heat is made to Customers on the Development and 

ancillary heating services are provided.  

 

• The ESCO is providing heat supplies and metering and 

billing services to Customers. 

 



  
 
 
 
 
 

• Note that in some cases a combined Connection/ 

Adoption/ Framework Supply Agreement may be 

developed. Where the parties to the agreement are the 

same and are intended to be the same for the life of the 

Agreements, this may be a more suitable option.  

 

 

Parties  

 

 

(1) [ESCO] 

 

(2) [Developer
126

] 

 

 

Recitals  

 

 

(A) [Background to Project] 

(B) [Role of Party (1)] 

(C) [Role of Party (2)] 

(D) [Intention and role of this Agreement in context of Project] 

 

 

Representations and 

Warranties  

 

 

[Standard representations and warranties including:  

• incorporation 

• powers 

• enforceability of obligations 

• conflicts with law/ other obligations 

• authorisations in place 

• no claims or litigation  

• no disposal or rights or assets used in connection with 

the Agreement without notification] 

 

 

Term 

 

 

• [Conditions Precedent
127

]  

• Term
128

   

 

 

ESCO Obligations 

 

 

 

[Note: this list is non-exhaustive and general]  

 

Heat Supply 

 

• [The ESCO shall supply heat to residential units, 

commercial units and/or common parts in accordance 

with the relevant Residential Customer Supply 

                                                      
126 Note that a Framework Supply Agreement could be entered into by the Developer or the subsequent 

Landlord of a block being served by heat. 
127

 May include completion of construction of certain assets such completion and/or adoption of the 

Secondary Network within the block. 
128

 Term will be dependent on commercial negotiation between Developer and ESCO, however will need to 

recognise Developer’s long term requirements for heat supply to the Development.  



  
 
 
 
 
 

Agreement or Commercial Customer Supply 

Agreement]
129 

 

• [The ESCO shall supply heat to the Developer [for the 

purposes of construction supplies]
130

 [and during void 

periods]
131

] 

 

Heating Services  

 

• [The ESCO shall provide Metering and Billing Services and 

undertake maintenance and repair of the HIUs and 

Meters]
132

 

 

 

Developer Obligations  

 

[Note: this list is non-exhaustive and general]  

 

[Enter into Void Supply Agreements]
133

 

 

[Undertake not to install or permit the installation of other forms 

of heat generation (including gas) or connect to another district 

heating scheme]
134

 

 

[Include within leases/ tenancies/ purchase agreements: 

• (to the extent permitted by law) the obligation on 

tenants to enter into Customer Supply Agreements and 

on sale, a restrictive covenant on freehold title 

covenanting to permit access and not to obtain heat 

from alternative sources
135

; 

                                                      
129 The forms of these agreements may be scheduled in order to govern content/ changes (in particular in 

relation to governance of heat pricing). 
130 Note that a separate supply agreement could be entered into, or it could be a schedule to this Framework 

Supply Agreement. 
131 In order to ensure that there is ultimate responsibility for payment for heat and relevant standing charges  

(for example if a unit is vacated and prior to re-letting) the ESCO may wish to ensure that the Developer signs 

up to a void supply arrangement (either pursuant to this Framework Supply Agreement or a separate supply 

agreement.  
132 Note that metering & billing may be undertaken by a separate contractor, however this agreement 

assumes that it is also undertaken by the ESCO. It is also assumed that the obligation to operate and maintain 

Secondary Distribution Network assets will be covered under a Connection & Adoption Agreement (or indeed, 

a Concession Agreement).  
133 In order to share some risk of voids with the ESCO, a Void Supply Agreement may be entered into by the 

Developer/ Landlord. Alternatively, the Framework Supply Agreement may act itself as a Void Supply 

Agreement.  
134 These exclusivity obligations may be tempered by the inclusion of exclusions for certain types of heat – 

e.g. to temporary buildings or the provision of gas for cooking to commercial units such as restaurants.  
135 Note, including restrictive covenants is not always a preferred approach, as it can be viewed as anti-

competitive.  



  
 
 
 
 
 

 

• the obligation on tenants to permit access to enable the 

ESCO to undertake its obligations under the Concession 

Agreement/ Framework Supply Agreement/Connection 

Agreement] 

 

[Provide information to the ESCO in relation to Customer 

identities and reasonable assistance in relation to eg obtaining 

meter readings] 

 

[Ensure temporary boiler space is made available]
136

 

 

 

System resilience/ Heat 

Interruptions   

 

 

[Obligations on the ESCO to provide heat by way of back up 

boilers may be included to boost system resilience] 

 

[Liability may be placed on Developer  where the failure of heat 

arises due to their omission or default]
137

 

 

[Suspension of heat permissible to undertake planned 

maintenance]
138

 

 

[Permission for ESCO to suspend heat in an Emergency] 

 

 

Access 

 

 

[Site rules should be provided to and followed by the ESCO] 

 

[Developer to grant free, safe and uninterrupted access to the 

ESCO in relation to the DHS situated within the Development: 

o to maintain, read meters, repair (etc) in relation 

the DHS;  

o at any time in the case of an Emergency;  

o for any purposes required by a relevant Law;  

o at all reasonable times to enable the ESCO to 

comply with its obligations under the 

Agreement]
139

 

 

 

Variations  

 

 

[Ability for the Developer to request changes to the Services. 

Obligations should be placed on the Developer to provide all 

relevant information to the ESCO in order for the ESCO to 

                                                      
136 Such an obligation may be included where the wider infrastructure provision includes temporary boilers  
137 This may include failure to comply with obligations relating to the Secondary Network. 
138 This will be in accordance with parameters established under the Supply Customer Agreements.  
139 Note that these provisions could also be included under a Connection Agreement, where parties are the 

same. Alternatively, a licence may also be granted.  



  
 
 
 
 
 

appropriately cost and quote for the variation.]   

 

 

Payment 

 

[Dependent on wider commercial arrangement, there may be no 

direct payments made under this agreement (other than in 

relation to damages))
140

 

 

 

Relief Events   

 

[Appropriate relief mechanisms should be included to offer the 

ESCO relief where the ability to provide heat is impacted by the 

Developer’s actions] 

 

 

Liability 

 

 

[Will be dependent on: impacts of non-performance, 

performance regime and whether there is an aggregated level of 

liability across a suite of documents which may include the 

Concession Agreement, Connection Agreements and Customer 

Supply Agreements]  

 

 

Insurance 

 

 

[ESCO required to provide evidence of:  

 

o contractor’s all risks 

o public liability; 

o employer’s liability;  

o property damage] 

 

 

Damage and Defects 

 

 

[Clear allocation of liability for damage should be detailed.] 

 

[Costs of damage to the DHS caused by the Developer should be 

reimbursed to the ESCO] 

 

[Costs of damage to the DHS caused by customers may be shared 

between the Developer and the ESCO]
141

  

 

 

Termination  

 

[Grounds for termination of the Agreement, will include:  

                                                      
140 If heat is supplied to the Developer pursuant to this Agreement (rather than a Void Supply Agreement 

and/or a separate Construction Supply Agreement) payment for heat will be made pursuant to this 

Agreement.  
141 Risk sharing profile will depend on the wider commercial deal.  



  
 
 
 
 
 

 o insolvency/administration/liquidation; 

o material breach 

o unauthorised change in control] 

 

[Where contractual suite connected, the Framework Supply 

Agreement is likely to be co-terminus with the Connection 

Agreement] 

 

 

Subcontracting/ 

Assignability/Transfer  

 

 

[Generally no subcontracting (etc) without notification and 

consent, except within limited circumstances.]  

 

[Developer transfer normally subject to financial Security Tests] 

 

 

Confidentiality/ IP 

 

 

[Standard confidentiality, subject to any obligations placed on 

Local Authority, eg FOI] 

 

[Any IP in specific DHS systems should be protected for person 

developing, depending on commercial arrangements] 

 

 

Security 

 

 

[Parent Company Guarantees]
142

 

 

 

Dispute Resolution Procedure  

 

[DRP provisions to be  Construction Act 2011 compliant] 

 

Boilerplate: 

 

 

 

o Third Party Rights 

o Force Majeure 

o Change in Law 

o Notices 

o Waiver 

o Invalidity and Severability  

o Entire Agreement  

o Governing Law 

 

 

 
 
 
 
 
 
 

                                                      
142 Dependent on the covenant strengths of the Parties, PCGs may be required.  



  
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 

Heat Network Detailed Project Development Resource: 
Strategic and Commercial Case 

 
Template Heat Network Heads of Terms 

 
HoT 12 – Bulk Heat Supply Agreement 

 

WARNING: This document is intended only to serve as a prompt to discussion of some of the 
key issues likely to arise in the context of the subject matter of this document. Substantive 
commercial and legal consideration will need to be given to a heat network scheme in order to 
develop the principles flagged below and others relevant to that particular scheme, and before 
the parties commit, in principle, to a set of “heads of terms” or develop and enter into a fully 
binding legal agreement.  This document is no substitute for taking proper legal advice from 
lawyers experienced in district heating. 

 

 

Bulk Heat Supply Agreement:  [Supplier] (1) and [Customer] (2) 

 

 

 

 

Assumptions 

 

 

• The Local Authority is either: 

 

o the Bulk Heat Supplier; or 

 

o has procured a contractor to deliver Heat 

supplies (whether via a Concession or via a suite 

of disaggregated contracts managed by the Local 

Authority); or  

 

o is the counterparty to the Bulk Heat Supply 

Contract; 

 

• The Local Authority wishes to control the content of the 

Bulk Heat Supply Agreement;  

 



  
 
 
 
 
 

• Connection (i.e. physical connection of the district 

heating scheme to the relevant building or 

development) is dealt with under separate agreement.  

 

 

 

Parties  

 

 

(1) Heat Supplier 

 

(2) Bulk Heat Customer 

 

 

Heat Supply and Ancillary 

Services 

 

 

 

[To include: 

o Provision of heat to be made available within agreed 

operating parameters (and subject to emergency 

disconnection, requirements of Law, planned 

maintenance and disconnection due to non-payment) to 

the delivery point
143

, with the following parameters:  

� [   ]kWh of heat during [relevant 

periods]; 

� [   ]kWh of heat over [relevant period] 

� heat at [relevant flow/ return/ pressure 

etc] 

 

o maintenance of bulk heat supply meter.]  

 

 

Billing/ Pricing  

 

 

[To include invoicing for energy use based on the meter 

reading
144

 and in accordance with the commercial deal reached 

between the Heat Supplier and Bulk Heat Customer.]  

 

 

Customer Protection  

 

 

[To include:  

 

o ability to challenge meter readings and request testing 

of meter;  

 

o data protection and confidentiality; 

 

o appropriate dispute resolution procedures.] 

 

 

Fault Rectification/ 

 

[To include:  

                                                      
143

 This will be a metered bulk heat supply point (with no delivery across a secondary network).  
144 Metering and Billing Regulations will apply, which will normally require the meter to be “smart” and 

therefore capable of remote reading.  



  
 
 
 
 
 

Performance Regime  

 

 

 

o provision of response regime for fault rectification of 

plant and networks; 

 

o appropriate standards of performance and 

compensation regime for breach, guaranteed minimum 

standards of Heat supply will be dependent on the type 

of Bulk Heat Customer and their bargaining power.] 

 

Bulk Heat Customer 

responsibilities  

 

 

[To include:  

 

o payment;  

 

o not obtaining heat from another supplier during term of 

the Agreement (unless during a period of heat 

suspension that does not result from non-payment); 

 

o not damaging Heat Supplier’s equipment.] 

 

 

Non- Payment  

 

 

[To include clear procedure following non-payment, with 

disconnection only after a minimum of non-payment for [x] days, 

followed by a minimum of [x] reminders and continued non-

payment for a further [x] days after the last reminder.] 

 

 

Disconnection  

 

 

[Disconnection only following non-payment, in an emergency 

(including emergency repairs to the network), for planned 

notified maintenance or where required to do so by Law.] 

 

 

Limitation on Liability  

 

 

[The Heat Supplier will likely choose to limit their liability to the 

Bulk Heat Customer and exclude any liability to any end 

consumers taking heat from the Bulk Heat Customer. The 

limitation should be reasonable in the circumstances. 

 

Limitations on Bulk Heat Customer liability may also be included.]  

 

 

Termination by Customer  

 

 

[Right for Bulk Heat Customer to terminate should be clearly set 

out.]  

 

 

Boiler Plate 

 

 

 

o Subcontracting/ assignment 

o Notices 

o Third Party Rights 

o Change in Law 



  
 
 
 
 
 

o Waiver 

o Invalidity and Severability  

o Entire Agreement  

o Governing Law 

 

 

 
 
 
 
 
 
 
 
 
 

Heat Network Detailed Project Development Resource: 
Strategic and Commercial Case 

 
Template Heat Network Heads of Terms 

 
HoT 13 – Residential Heat Supply Agreement 

 

WARNING: This document is intended only to serve as a prompt to discussion of some of the 
key issues likely to arise in the context of the subject matter of this document. Substantive 
commercial and legal consideration will need to be given to a heat network scheme in order to 
develop the principles flagged below and others relevant to that particular scheme, and before 
the parties commit, in principle, to a set of “heads of terms” or develop and enter into a fully 
binding legal agreement.  This document is no substitute for taking proper legal advice from 
lawyers experienced in district heating. 

 

 

Residential Heat Supply Agreement:  [Supplier] (1) and [Customer] (2) 

 

 

 

 

Assumptions 

 

 

• The Local Authority: 

 

o is either the heat supplier; or 

 

o has procured a an ESCO to deliver heat supplies 

(whether via a Concession or via a suite of 

disaggregated contracts managed by the Local 

Authority). 

 

• The Local Authority wishes to control the content of the 



  
 
 
 
 
 

Residential Heat Supply Agreement.  

 

• If the Heat Supplier is not the Local Authority, detailed 

form of Residential Heat Supply Agreement to be 

approved by Local Authority.  Changes to forms of 

agreement to be subject to complying with law, 

maintaining performance standards, honouring pricing 

protection and fairness and Local Authority approval. 

 

 

Parties  

 

 

(1) Heat Supplier 

 

(2) Domestic Customer 

 

 

Acceptance Form/ Key Terms  

 

[A front sheet may be used to set out the key contract terms 

(flagging any onerous terms the Domestic Customer should note) 

and for the Domestic Customer to fill out their contact details, 

chosen methods of payment and a section for the Domestic 

Customer to sign and return, indicating acceptance of the terms] 

 

 

Heat Supply and Ancillary 

Services 

 

 

 

[To include: 

o provision of heat to be made available 24 hours per day 

for the duration of the supply agreement (subject to 

emergency disconnection, requirements of Law, planned 

maintenance and disconnection due to non-payment); 

 

o provision of customer query management facilities for 

end users to query energy invoices, service interruptions, 

maintenance/ repairs (etc); 

 

o provision of appropriate customer communication to 

initial new occupiers to advise of energy provision 

arrangements and benefits; 

 

o maintenance and/or replacement of meters, customer 

interface units and heat interface units. 

  

 

Billing/ Pricing  

 

[To include:  



  
 
 
 
 
 

  

o invoicing for energy use based on meter readings
145

, 

pricing comprising: 

� Heat Price 

� Maintenance and Replacement Service 

Charge
146

 

� Fixed Standing Charge 

 

o providing pricing protection (in respect of heat/hot 

water/total energy costs), with regular price comparator 

review; 

 

o pricing to be clearly explained and statements to set out 

breakdown of costs;  

 

o [offer of dual fuel discounts to Domestic Customers]
147

;  

 

o associated revenue collection with customer choice of 

methods (including pre-payment meters)
 148

; 

 

o provision of customer query management facilities for 

end users to query energy invoices.] 

 

 

 

Customer Protection  

 

 

[To include:  

 

o provision of additional services/ protections for 

vulnerable Domestic Customers;  

 

o [compliance with the standards set out in Heat Trust 

Scheme Scheme Rules and Scheme Bye-Laws]
149

; 

o access to Domestic Customer premises only by prior 

                                                      
145 Metering and Billing Regulations will apply, which will normally require the meters to be “smart” and 

therefore capable of remote reading.  
146 Note that in respect of Customers which are on short term leases (less than 7 years), the element of the 

bill that relates to maintenance of pipework and equipment within their Unit and building must be paid by 

their landlord to the Heat Supplier (this can of course then be recovered by the landlord pursuant to their 

Lease with the Customer). This is subject to certain exceptions. See section 11 and 13 of the Landlord and 

Tenant Act 1985.  
147 This will only be relevant where the Heat Supplier is either a licensed supplier and able to also offer 

electricity, or where the Heat Supplier is able to provide electricity from a CHP within licence exemptions 

(pursuant to the Electricity Order 2001 and the Electricity Act 1989). 
148 Some schemes may opt for pre-payment as a default payment method to reduce credit-risk. 
149 It may be beneficial from a reputational perspective to include compliance with the Heat Trust standards.  



  
 
 
 
 
 

arrangement or in an emergency and the obligation not 

to cause any damage (and any damage caused to be 

satisfactorily rectified); 

 

o ability to challenge meter readings and request testing 

of meters;  

 

o data protection/ limitations on use of personal data
150

.]  

 

 

Fault Rectification/ 

Performance Regime  

 

 

 

[To include:  

 

o provision of emergency call out services/response regime 

for fault rectification of plant and networks
151

; 

 

o appropriate standards of performance and 

compensation regime for breach, guaranteed minimum 

standards of Heat supply could be
152

:  

 

� restoration of Heat supply within [x] 

hours for a vulnerable Domestic 

Customer [(x hours if between hours of [  

]pm and [  ] am)] 

� restoration of Heat supply within [x] 

hours for all other Domestic Customers 

(provided hours between [[  ]pm and [  

]am] are excluded) 

� heat at a minimum of [x] degrees 

centigrade delivered to Domestic 

Customer’s home, with restoration to 

that temperature within a minimum of 

[x] hours during Winter months, [x] 

hours during summer months 

� rectification of serious leaks within [x] 

hours of notification 

                                                      
150

 Including in compliance with the Data Protection Act 1998 
151 Note that depending on the contractual framework, the Heat Supplier may or may not be the operator of 

the DHS. If they are a separate entity, a coherent customer facing offering must still be provided, with a help 

desk provided by eg Local Authority, O&M Contractor, Metering and Billings Contractor, Concessionaire, 

DBOM Contractor (etc), from which complaints are appropriately dealt with and the relevant parties notified 

in order to rectify any problems.  
152 Note that these minimum standards are not prescribed and may vary on a scheme by scheme basis, 

depending on technology and partners.  



  
 
 
 
 
 

o priority given to resumption of services for Domestic 

Customers over Commercial Customers.] 

 

 

Domestic Customer 

responsibilities  

 

 

[To include:  

 

o payment (by direct debit/ prepayment/ monthly billing 

etc);  

 

o not damaging / not tampering with the heating system 

within the home; 

 

o [responsibility for payment when home is let, unless 

arrangement put in in place with incoming tenant]
153

] 

 

 

 

Non- Payment  

 

 

[To include: 

 

o clear procedures for those having difficulty paying; 

 

o clear procedure following non-payment, with 

disconnection only after a minimum of non-payment for 

[x] days, followed by a minimum of [x] reminders and 

continued non-payment for a further [x] days after the 

last reminder
154

.] 

 

 

Disconnection  

 

 

[Disconnection only following non-payment in line with the 

above non-payment procedure, in an emergency (including 

emergency repairs to the network), for planned notified 

maintenance or where required to do so by Law.] 

 

 

Limitation on Liability  

 

 

[The Heat Supplier may choose to limit their liability to the 

Domestic Customer. The limitation should be reasonable in the 

circumstances.] 

 

 

Termination by Domestic 

 

Right for Domestic Customer to terminate should be clearly set 

                                                      
153 This protection may be added by the Heat Supplier as an additional protection against credit risk/ non-

payment.  
154

 Depending on the split of contractual responsibilities and the share in risk and reward that the Heat 

Supplier is taking (for example, if they are also Concessionaire), they may also take the credit risk for non-

payment of consumers. Note that where there is a Housing Association landlord, an element of credit risk 

normally lies with this Housing Association. 



  
 
 
 
 
 

Customer  

 

out.  

 

Boiler Plate/ General 

 

 

[Note: the boilerplate provisions should be as simple as possible 

and drafted in clear English] 

 

o Subcontracting/ assignment 

o Notices 

o Third Party Rights 

o Change in Law 

o Waiver 

o Invalidity and Severability  

o Entire Agreement  

o Governing Law 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Heat Network Detailed Project Development Resource: 
Strategic and Commercial Case 

 
Template Heat Network Heads of Terms 

 
HoT 14 – Housing Association Heat Supply Agreement 

 

WARNING: This document is intended only to serve as a prompt to discussion of some of the 
key issues likely to arise in the context of the subject matter of this document. Substantive 
commercial and legal consideration will need to be given to a heat network scheme in order to 
develop the principles flagged below and others relevant to that particular scheme, and before 
the parties commit, in principle, to a set of “heads of terms” or develop and enter into a fully 
binding legal agreement.  This document is no substitute for taking proper legal advice from 
lawyers experienced in district heating. 

 

 

Housing Association Heat Supply Agreement:  [Supplier] (1) and [Customer] (2) 

 



  
 
 
 
 
 

 

 

 

Assumptions 

 

 

• Heat supply is made to a Residential Social Landlord 

(“RSL”) and its tenants 

 

• The Local Authority is either: 

 

o the Heat supplier;  

 

o has procured a contractor to deliver Heat 

supplies (whether via a Concession or via a suite 

of disaggregated contracts managed by the Local 

Authority); or 

 

o is acting as a RSL. 

 

• The Local Authority wishes to control the content of the 

RSL Supply Agreement.
155

 

 

• If the Heat Supplier is not the Local Authority, detailed 

form of RSL Agreement to be approved by Local 

Authority.  Changes to forms of agreement to be subject 

to complying with law, maintaining performance 

standards, honouring pricing protection and fairness and 

Local Authority approval. 

 

• The RSL will take some credit risk in respect of heat 

supply to its residential tenants. 

 

• The RSL will pay a proportion of its tenants’ heat 

standing charges. 

 

• The form of residential customer supply agreement will 

be appended to the RSL Agreement (giving the RSL 

control over its content). 

 

 

Parties  

 

 

(1) Heat Supplier 

 

(2) RSL 

 

 

Heat Supply and Ancillary 

 

                                                      
155 Either pursuant to an overarching “governance” agreement (such as a Concession or DBOM (where billing 

and customer services are included) or as Local Authority acting as counterparty to the RSL Agreement.  



  
 
 
 
 
 

Services 

 

 

[To include: 

o provision heat to be made available 24 hours per day for 

the duration of the supply agreement (subject to 

emergency disconnection, requirements of Law, planned 

maintenance and disconnection due to non-payment); 

 

o provision of appropriate customer communication to 

initial new tenants of the RSL units to advise of energy 

provision arrangements and benefits; 

 

o provision of customer query management facilities for 

end users to query energy invoices, service interruptions, 

maintenance/ repairs (etc); 

 

o maintenance and/or replacement of meters, customer 

interface units and heat interface units.]  

 

 

Billing/ Pricing  

 

 

To include:  

 

o invoicing of RSL tenants for energy use based on meter 

readings
156

, pricing comprising: 

� Heat Price 

� Maintenance and Replacement Service 

Charge 

� Fixed Standing Charge
157

 

 

o providing pricing protection (in respect of heat/hot 

water/total energy costs), with regular price comparator 

review; 

 

o pricing to be clearly explained and statements to set out 

breakdown of costs;  

 

o [offer of dual fuel discounts to customers]
158

;  

 

o associated revenue collection (including pre-payment 

meters)
 159

; 

                                                      
156 Metering and Billing Regulations will apply, which will normally require the meters to be “smart” and 

therefore capable of remote reading.  
157 Note that the RSL will pay some element of this. 
158 This will only be relevant where the Heat Supplier is either a licensed supplier and able to also offer 

electricity, or where the Heat Supplier is able to provide electricity from a CHP within licence exemptions 

(pursuant to the Electricity Order 2001 and the Electricity Act 1989). 
159 Some schemes may opt for pre-payment as a default payment method to reduce credit-risk. 



  
 
 
 
 
 

 

o provision of customer query management facilities for 

end users to query energy invoices. 

 

 

Customer Protection  

 

 

To include:  

 

o provision of appropriate customer communication to 

initial RSL tenants to advise of energy provision 

arrangements and benefits; 

 

o provision of additional services/ protections for 

vulnerable RSL tenants;  

 

o [compliance with the standards set out in Heat Trust 

Scheme Scheme Rules and Scheme Bye-Laws]
160

; 

o access to RSL tenant premises only by prior arrangement 

or in an emergency and the obligation not to cause any 

damage (and any damage caused to be satisfactorily 

rectified); 

 

o ability to challenge meter readings and request testing 

of meters;  

 

o appropriate dispute resolution procedures; 

 

o data protection/ limitations on use of personal data
161

.  

 

 

Fault Rectification/ 

Performance Regime  

 

 

 

To include:  

 

o provision of emergency call out services/response regime 

for fault rectification of plant and networks
162

; 

 

o appropriate standards of performance and 

compensation regime for breach, guaranteed minimum 

standards of Heat supply could be
163

:  

                                                      
160 It may be beneficial from a reputational perspective to include compliance with the Heat Trust standards.  
161

 Including in compliance with the Data Protection Act 1998 
162 Note that depending on the contractual framework, the Heat Supplier may or may not be the operator of 

the DHS. If they are a separate entity, a coherent customer facing offering must still be provided, with a help 

desk provided by eg Local Authority, O&M Contractor, Metering and Billings Contractor, Concessionaire, 

DBOM Contractor (etc), from which complaints are appropriately dealt with and the relevant parties notified 

in order to rectify any problems.  



  
 
 
 
 
 

 

� restoration of Heat supply within [x] 

hours for a vulnerable customer [([x] 

hours if between hours of [   ]pm and [  

]am)] 

� restoration of Heat supply within [x] 

hours for all other customers (provided 

hours between [[  ]pm and [  ]am] are 

excluded) 

� heat at a minimum of [x] degrees 

centigrade delivered to customers home, 

with restoration to that temperature 

within a minimum of [x] hours during 

Winter months, [x] hours during summer 

months 

� rectification of serious leaks within [x] 

hours of notification 

 

RSL specifics 

 

 

To include:  

 

o RSL payment for Standing Charge/ heat consumption (if 

any) during void periods
164

;  

 

o RSL payment of proportion of Standing Charge/ 

Maintenance and Replacement Service Charge; 

 

o RSL obligation to notify Heat Supplier of incoming 

tenants (whereupon liability for void periods for that 

particular residential unit should cease); 

 

o not obtaining heat from another supplier during term of 

the Agreement (unless during a period of heat 

suspension that does not result from non-payment). 

 

                                                                                                                                                                     
163 Note that these minimum standards are not prescribed and may vary on a scheme by scheme basis, 

depending on technology and partners.  
164 The level of risk that an RSL will take on void periods will be a matter for commercial negotiation between 

the RSL and the Heat Supplier.  



  
 
 
 
 
 

 

Non- Payment  

 

 

To include in relation to RSL tenants: 

 

o clear procedures for those having difficulty paying; 

 

o clear procedure following non-payment, with 

disconnection only after a minimum of non-payment for 

[x] days, followed by a minimum of [x] reminders and 

continued non-payment for a further [x] days after the 

last reminder
165

. 

 

 

Disconnection  

 

 

Disconnection only following non-payment, in an emergency 

(including emergency repairs to the network), for planned 

notified maintenance or where required to do so by Law. 

 

 

Limitation on Liability  

 

 

The Heat Supplier will likely choose to limit their liability to the 

RSL. The limitation should be reasonable in the circumstances. 

 

Limitations on RSL liability may also be included.  

 

 

Termination by Customer  

 

 

Right for RSL to terminate should be clearly set out.  

 

Boiler Plate 

 

 

 

o Subcontracting/ assignment 

o Notices 

o Third Party Rights 

o Change in Law 

o Waiver 

o Invalidity and Severability  

o Entire Agreement  

o Governing Law 

 

 

 
 

Heat Network Detailed Project Development Resource: 
Strategic and Commercial Case 

 
Template Heat Network Heads of Terms 

 

                                                      
165

 Note that the RSL may choose to take over payments for certain customers following non-payment and will 

always require notification from the Heat Supplier on any threatened disconnection for non-payment.  



  
 
 
 
 
 

HoT 15 – Commercial Heat Supply Agreement 

 

WARNING: This document is intended only to serve as a prompt to discussion of some of the 
key issues likely to arise in the context of the subject matter of this document. Substantive 
commercial and legal consideration will need to be given to a heat network scheme in order to 
develop the principles flagged below and others relevant to that particular scheme, and before 
the parties commit, in principle, to a set of “heads of terms” or develop and enter into a fully 
binding legal agreement.  This document is no substitute for taking proper legal advice from 
lawyers experienced in district heating. 

 
 

 

Commercial Heat Supply Agreement:  [Supplier] (1) and [Customer] (2) 

 

 

 

 

Assumptions 

 

 

• The Local Authority is either: 

 

o the Heat Supplier; or 

 

o has procured a contractor to deliver heat 

supplies (whether via a Concession or via a suite 

of disaggregated contracts managed by the Local 

Authority); or  

 

o a Commercial Customer, purchasing heat for 

supply to is buildings.  

 

  

• The Local Authority wishes to control the content of the 

Commercial Heat Supply Agreement. 

 

• Where the Heat Supplier is not the Local Authority, (and 

the Local Authority is the Commercial Customer) the 

detailed form of Commercial Heat Supply Agreement is 

to be approved by Local Authority.  Changes to forms of 

agreement to be subject to complying with law, 

maintaining performance standards, honouring pricing 

protection and fairness and Local Authority approval. 

 

 

Parties  

 

 

(1) Heat Supplier 

 

(2) Commercial Customer 

 

 

Heat Supply and Ancillary 

 



  
 
 
 
 
 

Services 

 

 

[To include: 

o provision of heat to be made available 24 hours per day 

for the duration of the supply agreement (subject to 

emergency disconnection, requirements of Law, planned 

maintenance and disconnection due to non-payment); 

 

o provision of customer query management facilities for 

end users to query energy invoices, service interruptions, 

maintenance/ repairs (etc);] 

 

o [maintenance and/or replacement of meters, customer 

interface units and heat interface units]
166

.  

 

 

Billing/ Pricing  

 

 

[To include:  

 

o invoicing for energy use based on meter readings
167

, 

pricing comprising: 

� Heat Price 

� Maintenance and Replacement Service 

Charge 

� Fixed Standing Charge 

 

o providing pricing protection (in respect of heat/hot 

water/total energy costs), with regular price comparator 

review; 

 

o pricing to be clearly explained and statements to set out 

breakdown of costs;  

 

o [offer of dual fuel discounts to customers]
168

;  

 

o provision of customer query management facilities for 

end users to query energy invoices] 

 

 

 

Customer Protection  

 

[To include:  

                                                      
166 Commercial Customers may undertake this role, rather than the Heat Supplier, however where these units 

are owned by the Heat Supplier, maintenance obligations will usually lie with the Heat Supplier.  
167 Metering and Billing Regulations will apply, which will normally require the meters to be “smart” and 

therefore capable of remote reading.  
168 This will only be relevant where the Heat Supplier is either a licensed supplier and able to also offer 

electricity, or where the Heat Supplier is able to provide electricity from a CHP within licence exemptions 

(pursuant to the Electricity Order 2001 and the Electricity Act 1989). 



  
 
 
 
 
 

  

o access to customer premises only by prior arrangement 

or in an emergency and the obligation not to cause any 

damage (and any damage caused to be satisfactorily 

rectified); 

 

o ability to challenge meter readings and request testing 

of meters;  

 

o data protection and confidentiality; 

 

o appropriate dispute resolution procedures] 

 

Fault Rectification/ 

Performance Regime  

 

 

 

[To include:  

 

o provision of emergency call out services/response regime 

for fault rectification of plant and networks
169

; 

 

o appropriate standards of performance and 

compensation regime for breach. Guaranteed minimum 

standards of Heat supply will be dependent on the type 

of Commercial Customer and their bargaining power
170

] 

 

Customer responsibilities  

 

 

[To include:  

 

o payment;  

 

o [operation and maintenance of, and] preventing damage 

to / not tampering with the heating system within the 

Commercial Unit; 

 

o not obtaining heat from another supplier during term of 

the Agreement (unless during a period of heat 

suspension that does not result from non-payment).] 

 

 

Non- Payment  

 

 

[To include clear procedure following non-payment, with 

disconnection only after a minimum of non-payment for [x] days, 

                                                      
169 Note that depending on the contractual framework, the Heat Supplier may or may not be the operator of 

the DHS. If they are a separate entity, a coherent customer facing offering must still be provided, with a help 

desk provided by eg Local Authority, O&M Contractor, Metering and Billings Contractor, Concessionaire, 

DBOM Contractor (etc), from which complaints are appropriately dealt with and the relevant parties notified 

in order to rectify any problems.  
170 For example, a hotel may have a greater costs exposure for failure to provide heat, therefore they would 

request a higher compensation.  



  
 
 
 
 
 

followed by a minimum of [x] reminders and continued non-

payment for a further [x] days after the last reminder
171

.] 

 

 

Disconnection  

 

 

[Disconnection only following non-payment, in an emergency 

(including emergency repairs to the network), for planned 

notified maintenance or where required to do so by Law.] 

 

 

Limitation on Liability  

 

 

[The Heat Supplier will likely choose to limit their liability to the 

Customer. The limitation should be reasonable in the 

circumstances. 

 

Limitations on Customer liability may also be included.]  

 

 

Termination by Customer  

 

 

[Right for Customer to terminate should be clearly set out.]  

 

Boiler Plate 

 

 

 

o Subcontracting/ assignment 

o Notices 

o Third Party Rights 

o Change in Law 

o Waiver 

o Invalidity and Severability  

o Entire Agreement  

o Governing Law 

 

 

 
 

                                                      
171

 Depending on the split of contractual responsibilities and the share in risk and reward that the Heat 

Supplier is taking (for example, if they are also Concessionaire), they may also take the credit risk for non-

payment of consumers.  


