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Introduction

Respondent Name

Please enter your name in the space provided.:

Simon Wyke

Email

Please enter your email address in the space provided.:

simon.wyke@london.gov.uk

Organisation name

Please enter the name of your organisation in the space provided. If you are not responding on behalf of an organisation, please enter 'personal'

here.:

Greater London Authority

Organisation type

Please select your organisation type from the dropdown list below.:

Local authority

If you selected 'Other' as your organisation type, please enter your organisation type in the space below.:

Regional Government

Is your organisation defined as public sector, private sector, or third sector?

Please select one from the list below.:

Public sector

Have you been active in the UK heat network market to date?

Yes

What has been your organisation's activity in the UK heat network market to date? (Not relevant for individual respondents)

UK heat network market activity - Previous involvement:

Project sponsor, Third-party debt provider, Advisory

UK heat network market activity - Current participation:

Project sponsor, Third-party debt provider, Advisory

UK heat network market activity - Possible future involvement:

Project sponsor, Third-party equity investor, Third-party debt provider, Advisory

Confidentiality

Do you consider any of the information that you provide through this consultation to be confidential? For more information on how

confidential information is handled through this consultation process, please see the confidentiality and data protection disclosure on

page 5 of the consultation document (embedded above).

Please select an answer from the dropdown list.:

No

If you have indicated that some of the information you are providing is confidential, please provide full details below. :

A. Who should be eligible to apply directly for capital funding?

1  Do you agree that the proposed Pilot phase should be aimed at local authorities?

Yes

2  Are there other public sector bodies that should be eligible to apply directly for support in the proposed Pilot and if so, why?



Public sector body and reasoning for eligibility:

Yes if they have a fully worked up business case illustrating a commercially viable heat network that either they have developed or if they have been supported

through a similar project development process to that offered by HNDU that is developing business cases for commercially viable heat network projects that can

be taken to market, such as the Greater London Authority’s Decentralised Energy Project Delivery Unit (DEPDU).

It is our experience that a lot of the time the Local Authority will be the main sponsor for area-wide networks as they have the strategic role and appetite for

developing them and the interest in realising the environmental, social and economic benefits they can provide for an area and its energy systems. Generally

other public sector organisations will be involved as stakeholders, either heat suppliers e.g. hospitals or consumers e.g. social housing providers in area-wide

networks but universities or hospitals for example could also be the main sponsors if the project is for a campus/site-wide network.

The pilot still provides the opportunity for other project sponsors to be involved in and have access to funding but in partnership with the local authority which is

often what naturally happens certainly with are-wide heat networks anyway. As an example the GLA’s DEPDU project supported 21 schemes helping them

develop their project so that it could be taken to market for financing and 17 of those were Local Authorities and 4 were from the private sector.

We recognise that our experience is about working in dense urban environments where heat networks start out as small island networks but very much with the

intention that they will grow and expand to connect increasing numbers of consumers and ultimately connect other island networks creating larger district-wide

heat networks. We realise that the HNIP will also want to support smaller networks that will remain small, such as in rural locations, but that these will also be

pursued as the most carbon and cost efficient way of supplying heat to consumers in these locations also.

3  Do you agree that the following types of heat network sponsors and owner-operators should be able to apply for capital funding in the

full scheme? - Local Authorities, wider public sector, private sector, not-for-profit groups, and community groups.

Yes

4  Please set out who should or should not be eligible to apply directly for support in the full scheme and explain why?

Who should be eligible? (explanation):

We think that all heat network sponsors and owner-operators should be able to apply but believe to maximise the strategic value of the HNIP that Local

Authorities should be prioritised as they are generally the owner of the Energy Masterplan, if one has been produced, and the main sponsor for area-wide

networks. Their strategic role in and appetite for developing heat networks and having a vested interest in realising the environmental, social and economic

benefits that they can provide for an area and its energy systems. This scenario certainly doesn’t mean excluding private sector or other types of heat network

sponsors and owner-operators from benefitting from HNIP funding but where there is appetite in the local authority then from a strategic perspective the preferred

approach would be for the money to go to the local authority and for them to then on-loan or invest that in the wider public sector, private sector, not-for-profit

groups and community groups networks. This allows the local authority to take a stake in the network and have an influence over how it is developed, operated

and expanded over time allowing it to better respond to the socio-economic drivers for heat networks. The additional benefit is that this not only qualifies as

non-fiscal spending but also ensures that the local authority has money coming back into it that it can use to develop or support another new heat network,

creating a lasting legacy for the HNIP funding beyond its initial investment.

The other option for developing area-wide heat networks would be for projects to at least have the local authority as an active partner playing a strategic role in

guiding the development and growth of the network so that over time it could become an important area-wide heat network playing a defined role in the local

energy systems. In this option the local authority does not have such a strong and influential role as it is unlikely to have a financial stake in the network.

B. What should the Heat Networks Investment Project provide capital funding for?

5  Should the Heat Networks Investment Project provide funding for commercialisation work where these costs are capitalised?

Yes

6  Please set out why funding for commercialisation work that is capitalised should or should not be provided under the Heat Networks

Investment Project and whether it should be provided through grants and/or loans. Please provide supporting evidence if available.

HNIP and commercialisation work:

We believe that this should be supported under HNIP as it is fundamental to getting good quality investable projects that can then be successfully taken to

market. The GLA’s experience through its DEPDU programme is that this is an essential element in the realisation of projects and ultimately in developing an

extensive project pipeline of investable projects, both key objectives for HNIP. The robustness of the project pipeline will be dependant on the commercialisation

work being undertaken in a thorough and comprehensive manner and this will then give assurance to potential investors of the size and nature of the investment

opportunity that district heating offers to them.

We believe that this could be undertaken as either a grant or a loan but consider that in this programme and at this stage of market development that grants

would generally be the preferred option to help ensure that projects can achieve a Net Present Value (NPV) that ensures they are able to secure investment. It

would be counterproductive to include their provision as loans if this in turn lowered the project’s NPV to a rate that made it difficult to fund. There could be a

condition on the grant that it is only paid at the financial close of the project as this would discourage speculative commercialisation projects being put forward for

funding and would incentivise applicants to actually make the projects happen.

For larger projects where the proportion of commercialisation costs to the overall project costs are much lower or for projects able to achieve very good NPVs and

also as the market becomes more mature projects then their inclusion as a loan could work but this should be considered on a project by project basis in the

HNIP.



Commercialisation Evidence:

No file was uploaded

7  Should the Heat Networks Investment Project provide funding for refurbishment of heating and hot water systems inside existing end

user premises (including distribution in multi-tenanted properties) that are connected to a new or refurbished heat network supported by

HNIP? This will exclude heating and hot water systems inside new-build properties.

Yes

8  Please set out why funding for internal heating and hot water system refurbishment as described in the previous question should or

should not be provided under the Heat Networks Investment Project and whether it should be provided through grants and/or loans. Please

provide supporting evidence if available.

Refurb funding:

This should be funded through loans as part of a commercially viable district heating network project. The refurbishment of secondary heating systems that are

connected to district heating networks should be eligible as they can have a significant impact on the cost and efficiency of the district heat network itself and

these savings can then be passed on to the consumers on the network.

Improvements in the secondary system and subsequently its performance can also help to create positive experiences where previously there may have been

poor experiences and this can help to promote a positive image and message for heat networks as smart, innovative, low carbon, 21st century heating systems.

We also believe that HNIP should provide loan funding for retrofitting the heating systems of existing buildings, for instance those with individual gas boilers, that

presently are not communally heated so that they are able to connect to an existing heat network where that is the most cost and carbon efficient way to supply

its heating needs and achieve its decarbonisation.

Internal funding evidence:

No file was uploaded

C. What combination of funding mechanisms should be offered?

9  Do you agree with the impact of grants on heat network sponsors and investors outlined in Table 2 of the consultation document?

Yes

10  Please set out your views on the impacts of grant funding below.

Views on grant funding:

Grants have a role to play in the HNIP but the GLA believe that their use should be kept to a minimum and wherever possible money should be loaned or

invested. This not only encourages the development of commercially viable projects, the promotion of heat networks as investable projects but also uses the

HNIP money in the most effective way by creating a legacy of recycled funds that beneficiaries can then re-invest in future heat network projects.

We believe all projects supported by HNIP should be commercially viable/have positive Net Present Values at public sector discount rates and that grants should

not be used to make projects that have negative NPVs positive. Grants could be used to increase an already positive NPV in a project to a level that makes them

investable to either the public and/or private sector. For example if a project is showing an NPV of 6% and the public sector won’t finance it then a grant could be

used to increase the project’s NPV to a level, for example 10-12%, that would then enable the private sector to come in and finance it but this could also be

achieved in a better way by loaning the money to the local authority and the local authority then taking an equity stake in the private sector owned network.

Grants should be used to support commercialisation activity as mentioned in Question 6 and should also be used to fund additionality where that additionality

doesn’t directly generate economic return but delivers social and/or environmental value instead, for example utilising a lower carbon but more expensive heat

source – fuel cell instead of natural gas CHP. Where the additionality activity delivers economic returns for the project but potentially down the road then we

consider that loans/investment would be the more appropriate source of finance and these should only start to be repaid once the network is starting to realise the

additional income from that investment, for example oversizing of pipework for future expansion of heat network or securing greater space for an energy centre so

that it can be expanded to supply an expanding network.

11  Should grants be provided to contribute towards the costs of additional technical or commercial future-proofed characteristics (see

'Future-proofing as eligibility, scoring or additionality criteria' section) only?

No

12  What advantages does grant funding provide over other capital funding mechanisms to heat network sponsors and investors?

Advantages of grants: 

No, see answer above to Qu. 10. This is important but there are other situations where grants can play an important role in the finance package for the 

development and realisation of a commercially viable heat network. 

 

It provides finance that does not need to be paid back and so can artificially distort the economics of the scheme. The commercialisation work for projects should 

always be done without the consideration of grant funding subsidising the project so that the commercial viability of a project is understood then if ultimately grant 

funding is partly used to fund the project this just makes the NPV of the project better than it would be if it had to pay back that grant funding. 



The finance/investment sector needs to see that heat network projects are commercially viable and investable and consequently the use of grants should be

minimised so that there is a real incentive to reduce the costs of projects right across the development cycle so that ultimately there is a large selection of

commercially viable heat projects, all generating returns on investment, that can illustrate the investment opportunity that exists within heat networks.

13  Do you agree with the impacts of soft loans on heat network sponsors and investors as outlined in Table 2 of the consultation

document?

Yes

14  Please set out your views on the impacts of soft loan funding below. Including what advantages soft loans provide over other capital

funding mechanisms to heat network sponsors and investors?

Impacts of soft loans:

The GLA believes that this is the most useful type of capital funding mechanism that can be offered through the HNIP as this can then either be loaned and/or

invested directly into the recipient’s heat networks or on-loaned and/or invested into a third party heat network depending on the financing requirements of the

heat network and the type of role that the recipient is wanting to play in the heat network. For example, a local authority may receive a soft loan from HNIP and

use this to part fund their own network or alternatively they can invest this into another publicly or privately owned network giving it a share in that heat network

and the ability to influence and guide the strategic operation, evolution and expansion of the project so that the network is actively seeking to expand into areas

identified in their Energy Masterplan and be able to deliver relevant social and environmental goals as well as its economic ones.

The flexibility of soft loans is essential as it means that they are able to respond to the diverse financing needs of heat network projects and therefore actually

better able to respond to the type and nature of the inherent risk profiles of these projects. For example, we believe that there is a great opportunity to use this

programme to enable local authorities to apply for soft loans and then use that money to invest in private sector networks by buying an equity stake in the

operating company and then being involved in the strategic development of that network.

15  Please rate which of the following features, alone or in combination, would make soft loans most effective for heat networks?

Matrix choice selection - Loan drawn down in tranches over construction period:

Very effective

Matrix choice selection - Low interest rate:

Very effective

Matrix choice selection - Loan tenor aligned with pipe infrastructure lifetime:

Very effective

Matrix choice selection - First repayments to be made after construction i.e. in initial years of operation:

Very effective

Matrix choice selection - Sculpted repayments to match planned cash flows:

Very effective

Matrix choice selection - Option for payment holidays:

Very effective

Matrix choice selection - Subordinated debt, less senior than other loans:

Very effective

If there are design features for soft loans which would have greater impact than those above or if you disagree with the features above please set your

views out below and indicate whether this varies across different heat network types. In addition, please indicate whether soft loans across the

construction period or into the operation period would be most beneficial.:

All very effective and they each make up an element of the soft loan that is required to ensure that it is flexible enough to be able to meet the diverse range of

financial requirements that may be needed by a heat network project.

16  Do you agree with the impacts of equity on heat network sponsors and investors as outlined in Table 2 of the consultation document?

Yes

17  Please set out your views on the impacts of equity below including what advantages equity provides over other capital funding

mechanisms to heat network sponsors and investors?

Impacts of equity:

There is no reason to remove this option as the more financing options the better for the diverse range of projects that may well come forward and there may be

situations where this option is attractive to sponsors or owner operators. But we believe that grants and soft loans will provide the majority of the financing

opportunities for the projects that are submitted.

18  Do you agree with the impacts of guarantees on heat network sponsors and investors outlined in Table 2 of the consultation

document?

Yes



19  Please set out your views on the impacts of guarantees below. Including what advantages guarantees provide over other capital

funding mechanisms to heat network sponsors and investors. In particular, please set out whether construction period guarantees could

help achieve the Heat Network Investment Project aims.

Impacts of guarantees:

We think that there is a role for guarantees but would question how relevant this option will be to addressing the primary barriers to delivering heat networks

within the five years of the HNIP.

We believe that demand guarantees are probably the most beneficial focus for guarantees as they would help address one of the main investment risks

associated with heat networks due to the uncertainty surrounding the timing and nature of new connections coming on to a heat network as it is built out but for

them to be transformative within the heat network market they will be needed well beyond the lifetime of this programme. This could be something that is

developed in conjunction with this programme period so that Government could offer them at the end of this programme as part of a package of measures

designed to support and accelerate the development and growth of the heat network market. We would be keen to be involved in the development of a regulatory

investment framework, which may include a demand guarantee in place by the time current funding ends in 2021, to help create a market that operates in a

similar way to other network infrastructures.

Credit guarantees may be useful but again the timeframes may be a little short and construction guarantees may be relevant but are not addressing one of the

main financial barriers to heat network development and realisation as we understand it.

20  Are there any other opportunities and challenges presented by potential funding mechanisms that Table 2 does not cover? Or are there

other capital funding mechanisms that should be considered to support heat network deployment?

Opp. and Chall. of funding mechanisms:

We believe that beneficiaries receiving this money should be encouraged to look at the opportunity that this presents for establishing a revolving heat network

investment fund with the money that they receive back from their investment, creating a legacy fund that is capable of developing future additional heat network

projects.

21  One of the aims of this project is to help create the conditions for a self-sustaining heat network market. Increased build rates of heat

networks may require new investors. What would this project need to demonstrate to build awareness and confidence with new, private,

third-party investors and draw them into the UK heat networks market?

Please set out your views below:

We believe that the technical and financial quality and performance of these projects will be fundamental to supporting the development of the heat network

market and its ability to be able to attract new third-party investors. The project will need to be able to provide information back to Government so that it can be

aggregated and promoted.

This will need to be able to illustrate what we believe investors need to see:

• That these projects are commercially viable and create returns on investment

• Identification of where their respective revenues streams come from, their size and nature and how time-limited they could be in present and future scenarios

• The realised and not just theoretical rates of return along with the profile of these returns during operational time frames

• Detailed risk profiles for the projects and the approaches used to mitigate them illustrating the different types of financing strategies that are required at the

various stages of the project life-cycle

• The types of financing mechanisms that are used at present but also an acknowledgement that new and innovative financing mechanisms need to be developed

and that these third-party investors can be involved in developing these once they have a thorough grasp of both the nature and profile of the risks that these

projects are trying to mitigate in their development and delivery.

D. What criteria should be used to assess and decide capital funding applications?

22  Please indicate which factors below should be used in combination as the minimum eligibility threshold which all first stage

applications must meet AND which should be competitive factors that should be used to assess, score and compare applications at the

second stage of the application process.

Assessment criteria - Volume of carbon savings in short-term and long-term, traded and non-traded (assumed minimum):

Minimum threshold criteria, Competitive scoring criteria

Assessment criteria - Will operate with no customer detriment in comparison to the counterfactual - heat price issues (including ability to generate

consumer bill savings) (assumed minimum):

Minimum threshold criteria, Competitive scoring criteria

Assessment criteria - Will operate with no customer detriment in comparison to the counterfactual - wider customer service issues (assumed

minimum):

Minimum threshold criteria, Competitive scoring criteria

Assessment criteria - That applicants have explored a suitable range of technical options:

Competitive scoring criteria

Assessment criteria - Technically future-proofed (e.g. able to expand):

Minimum threshold criteria, Competitive scoring criteria



Assessment criteria - Commercially future-proofed (e.g. the ability to refinance, consideration of legal structuring):

Competitive scoring criteria

Assessment criteria - Transformation of the heat network market through: raising awareness of this infrastructure opportunity with current and future

investors:

Competitive scoring criteria

Assessment criteria - Social Net Present Value (NPV):

Competitive scoring criteria

Please set out below the reasons for your choices, including which, if any, you would prioritise. Please also indicate where there are existing,

published, common methodologies, datasets and units of measurement that should be utilised.:

CO2 – this is the primary goal of the programme and the rationale behind developing heat networks. They must provide co2 savings now and also provide

opportunity for the decarbonisation of heat through to 2050 and beyond

Heat price – It is essential if the market is to be embraced and supported that the price of heat is not more than alternative options and this in the early years of a

network may mean that the NPV is not as high as it could be due to the requirement to provide cost competitive heat whilst building out the distribution

infrastructure/pipes needed for capturing and moving heat around in an area.

Customer service – It is important for consumers to have a good experience and make heat networks a supply system that consumers are keen to have.

Technical options – Important for the present and future carbon and financial performance of the scheme that all heat sources in the area are identified and

assessed to understand which can be used immediately and which could be used in the future as the scheme looks to develop a diverse range of heat sources to

not only decarbonise the heat within the network but to increase the resilience and security of the network.

Technically future-proofed – this is essential, and should form pat of Energy Masterplan, as whilst the nature of heat network is that they start small it is imperative

that where they are able to that they grow and expand into the surrounding areas connecting new users and adjacent networks to create the economies of scale

for both financial and carbon performance of the network. These should also form part of an Energy Masterplan so that it can form part of a co-ordinated strategic

approach to heat networks and their role in local energy systems.

Commercially future-proofed – This is important as it shows that the project has thought medium to long-term and is considering not only the optimum financing

options but also legal and ownership structures. Financing options will minimise finance repayment costs that add to overall costs of the network and ultimately

reduce the operating profits that then reduce the ability of the network to reduce costs for consumers. The legal and ownership structures illustrate that the project

has considered what is important to deliver the first phase of the project but also what the strategic and expansion objectives of the project could be and how

these can best be achieved.

Raising investor awareness – a way of educating and then engaging the investment sector so that they more actively consider and pursue investment

opportunities in heat networks.

Social NPV – This is really important as these networks have wider objectives than purely commercial return and these need to be valued so that informed

decisions can be made about pursuing these benefits and the impact that these benefits have on consumers, the surrounding community and society as a whole.

23  Determining the appropriate amount of funding will be critical to ensuring public money is used most effectively. One method may be

to assess the level at which HNIP capital funding would sufficiently improve equity nominal pre-tax equity returns to enable investors to

invest. To make such an assessment it would be necessary to have a pre-determined annual equity hurdle rate that HNIP would be able to

support – this may be different for public sector bodies and private sector investors – and thereby use that rate(s) as a target for assessing

the size of support (please see pg. 38 of the consultation for more information).Do you agree with this high-level assessment

methodology?

Yes

24  If you do not agree with the methodology described in the previous question, what alternate approach would you propose for

determining the appropriate level of funding for projects?

Please set out your views below:

Related to the yes above in Qu23 - The eligibility criteria for the assessment methodology should be kept to a minimum to ensure the greatest scope for

involvement whilst being focussed on the objectives of the HNIP. It is the scoring criteria that should then be used to assess projects for value-for-money, level of

contribution to HNIP objectives and ultimately against each other.

There may be some challenges around setting an annual equity hurdle for applicants and different ones for public and private sectors to assess the size of

support that is required. Perhaps you could use some indicative ones to guide your evaluation of submissions without having defined rates to reflect the variety of

projects, stakeholders and types of finance that may be needed to fully fund a heat network project. As an example we use as a guide an NPV at public sector

discount rate for public sector financing at between 3%-6% and for private sector at 10%-12% but as said this is very much used as a guide only in recognition

that each project and funder is different and project have tailored funding solutions.

Answer to Qu24 - No Comment

25  For current or potential investors: What are / would be your typical nominal pre-tax hurdle rates for investment in comparable 

industries (although we understand this will be affected by the specifics of a particular heat network project including but not limited to its



size, duration, customer base etc.) and what industries do you consider to be comparable to heat networks when determining your hurdle

rate? If possible please split out how your hurdle rate has been built up (e.g. risk free rate assumption, construction risk premium inflation

premium etc.)

What are / would be your typical nominal pre-tax hurdle rates for investment in comparable industries?:

As mentioned above we would use the indicative values stated in Qu.23 to guide our investment expectations for projects but wouldn’t want project applications

responding to these parameters. Ideally we would like to see private sector expectations similar to those in other utilities but recognise that the market needs to

mature and some of the risks need to be better mitigated for this to happen.

What industries do you consider to be comparable to heat networks when determining your hurdle rate?:

Please explain how your hurdle rate has been built up (e.g. risk free rate assumption, construction risk premium inflation premium etc.):

26  Please indicate for each heat network characteristic below, which should form part of a minimum eligibility threshold criteria, and

which are best practice characteristics that can be used to demonstrate technical/ commercial additionality.

Characteristics of optimised future-proofed heat networks - Suitable diversity of customers who demand heat at different times to flatten heat demand

profile and optimise heat source utilisation or a wider scope of customers that would otherwise have been constrained (such as less profitable heat

loads):

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Connecting (retrofitting) existing properties to heat networks:

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Network future-proofed for later expansion or interconnection:

Are happening consistently to date and should be minimum eligibility criteria

Characteristics of optimised future-proofed heat networks - More than 50% renewable energy, 50% waste heat, 75% cogenerated heat (CHP) or 50% of

a combination of average heat generated per annum across the lifetime of the pipe asset:

Are happening consistently to date and should be minimum eligibility criteria

Characteristics of optimised future-proofed heat networks - Ability to support electricity system balancing including CHP + electric heat source +

thermal store:

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Lower temperature primary heat network:

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Cooling networks and heat networks that provide cooling:

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Utilising multi-utility trenching:

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Suitable heating and hot water systems and coordination between property

developer/heat network developer or property owner/heat network owner:

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Smart controls, thermal store and/or modular approach to heat sources to optimise

system:

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Use of CIBSE ADE Code of Practice CP1:2015 technical standards (design, build,

commission, operate):

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Systems to obtain and utilise robust data:

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Deploying proven cost reducing innovation (including from SBRI):

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Metering and billing systems and processes over and above Metering and Billing

Regulation requirements, including customer interface innovation or smart heat meters:

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Local authority governance role in a majority private sector owned scheme:

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Customer protection over and above Heat Trust equivalent standards. This could include 

heat prices lower than counterfactual, consumer advocacy including cooperatives/community shares/customers on Board or heat network supply 

competition:



Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Heat networks build time reduced or bought forward, reaching operation sooner and

delivering carbon savings in earlier carbon budgets:

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Bringing in private sector third-party investment (not involved in the operation of the heat

network) - debt or equity:

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Characteristics of optimised future-proofed heat networks - Contractual clauses that allow for future aggregation of multiple heat networks into a

portfolio, unbundling (of generation and distribution) or future sale/acquisitions once operating:

Best practice future-proofing characteristics that should be used as part of competitive scoring criteria

Please indicate any other characteristics that should be considered minimum standards for all supported heat networks or any that could be deemed

additional. Please provide suporting evidence for your views or indicate how these characteristics could be demonstrated at application stage.:

E. Measuring Success

27  Do you agree that the areas set out on pg. 44 of the consultation document (see 'More Information' tab above) are important

components of a sustainable heat network market (or the transition towards such a market)?

Yes

28  If applicable, please indicate what should be monitored instead / as well.

Monitoring HNIP:

N?A

29  Are you aware of existing evidence on what facilitates, or works against, the transition to a self-sustaining market (i.e. one that does not

require government funding)?

Evidence for transition to a sustainable market:

There are a number of things affecting the transition to a self-sustaining market and these include:

• National energy policy – it needs to be developed further so that heat networks are able to compete on a level playing field against other heat supply systems

both at a system and building level. This would allow the most cost and carbon competitive solutions to be pursued in each circumstance, provide the greatest

reduction in demand for primary energy and ultimately ensure the most cost effective decarbonisation strategy is identified for each situation. There also needs to

be greater recognition of the contribution that heat networks can make to the wider energy system, for example through use of thermal stores for network

balancing in the electricity system and enabling the effective deployment of greater levels of intermittent renewable capacity.

• Lack of low cost, flexible capital – because there is such a major requirement for creating the distribution infrastructure/pipework to get the scale of heat

networks that are able to compete with other more mature distribution infrastructure such as electricity and gas. There would be real value in providing an

investment framework for heat networks that is similar to other utilities as this would allow it to mitigate project risks and access finance in a similar way to other

utilities and one that is just not available to it at present.

Other issues that we are aware of that prevent the transition to a self-sustaining market include:

• Taxation on heat network infrastructure assets should be comparable to other utilities – Currently the Business Rate structure results in far greater costs for heat

networks than for other utilities such as electricity or gas networks. The knock-on effect is that it creates a competitive disadvantage with other utilities and heating

supply systems and ultimately reduces the opportunity for delivering lower customer bills and for realising further savings from delivering network efficiencies. A

total removal of this tax requirement whilst the market is maturing would be very useful but we believe that as a minimum heat networks should be treated in the

same way as other utilities so that they have a level-playing field on which to compete in the supply of heat to customers.

• Wayleave and access rights to install, repair and maintain heat networks, should be in line with other network assets such as water and gas.

• Creating project development support for local authorities in areas such as technical, financial, commercial and procurement activities, so that they are able to

identify and actively pursue heat network opportunities in their authorities.

• Revision of the Renewable Heat Incentive so that waste heat is also eligible in recognition of its ability to reduce upstream primary energy demand in the same

way as renewable energy or energy efficiency. This will encourage the exploitation of waste heat sources and provide support for the development of heat

networks that are required to allow the exploitation of readily available waste and environmental heat sources.

30  Is the supply chain ready for accelerated deployment of heat networks?

No

31  If you feel the supply chain is ready, what evidence do you have for this and what support do you think is needed to manage cost and

quality as heat network deployment accelerates?

Supply chain readiness: 

The market is only small in the UK and there is a supply chain that has developed around it capable of responding to its existing needs. The supply chain is 

starting to grow and develop as we start to see greater demand for development and commercialisation work, through programmes such as HNDU and DEPDU, 

as well as new heat network construction mainly associated with new build development driven through planning requirements, for example in London.



 

Whilst we are seeing an increase in the capacity of the supply chain to ensure that the level of skills knowledge and expertise to deliver these projects is sufficient

we believe that there is a skills development need for UK based companies along with greater efforts to attract knowledgeable and experienced capacity from

other developed heat network markets across the EU, such as Scandinavia. Together this will help create capacity and knowledge within the market whilst

stimulating sufficient competition and knowledge sharing to ensure that good quality schemes are developed, commercialised and built out. 

 

As part of this approach to developing the supply chain it is also important to educate the customers of the supply chain so that they are able to specify the

requirements for projects well as this will also drive learning in design, specification and construction that will ultimately improve the overall quality of projects.

Technical Annex Question

32  Do you have any comments on the evidence/assumptions DECC has used in its cost-benefit appraisal of the scheme? We would

welcome any supplementary evidence on the cost and performance of heat network or counterfactual technologies that you are able to

provide as part of your response to this consultation .

Views on cost-benefit appraisal (Technical Annex):

Some high-level numbers from the GLA's DEPDU project, it is estimated numbers from business cases and commercialisation work undertaken in helping to take

projects to market.

TOTAL Number of projects : 21 of which 17 Local Authorities and 4 private sector sponsors

TOTAL Value of projects : EUR 188,245,679 / £156,871,399 (@1.20 EUR/£ conversion rate)

TOTAL Installed Capacity / network length / CO2 savings of projects : 76.1 MWe / 151.2 MWth / 26.66 km / 52,276 tpa

Statistics (Maximum/Minimum/Average)

Supported Project CAPEX (£) Installed Plant Capacity (MWth/MWe) District Heating Network Length (km)

Maximum £24m 40/30 4.0

Minimum £230k 0.9/0.8 0.6

Average £7.1m 8.1/3.6 1.53

Cost / performance of HN and comparable tecs.:

No file was uploaded
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