0
Heat Trust response to BEIS Building a Market TRUST
Framework consultation.

Heat Trust is pleased to respond to the Heat Networks: Building a Market
Framework consultation.

About Heat Trust

Heat Trust is an independent, non-profit consumer champion for heat networks
that holds the industry to account for the benefit of everyone involved. Heat Trust
was launched in November 2015 with a clear ambition to place customers at the
heart of a rapidly expanding, but unregulated, heat network market.

Our work has focused on addressing two key gaps in the heat network market:
¢ A minimum set of customer service standards that apply to all heat networks
serving residential and micro-business customers.
e Providing independent redress through an Ombudsman service.

Heat Trust has expanded to provide protection to over 10% of residential and
micro-business customers on heat networks and continues to see more sites and
suppliers join each year. In both the CMA report' and the recent BEIS consultation?,
reference to Heat Trust and our early work in establishing minimum customer
service standards has been highlighted. It was also stressed that heat suppliers
should act now to improve service levels, and not wait for regulation.

By registering with Heat Trust, our Registered Participants are demonstrating their
commitment to improving service standards in advance of regulation. They are also
benefiting from access to the Energy Ombudsman, bespoke monitoring reports,
independent audits and guidance from Heat Trust, ensuring they are well
positioned as regulation is introduced.

Response to questions

Q1. Do you agree with the inclusion of micro-businesses within consumer
protection requirements?

Yes.

" www.gov.uk/cma-cases/heat-networks-market-study
2 https://www.gov.uk/government/consultations/heat-networks-building-a-market-framework
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Q2. Do you agree that consumer protection requirements should not cover
nondomestic consumers (other than micro-businesses)?

Yes. It is more common for larger non-domestic businesses to negotiate terms
directly with the supplier.

Q3. Do you agree with our proposed approach to a definition of heat network,
including that it should cover ambient temperature networks but not ground
source heat pumps with a shared ground loop? Are there network arrangements
you think would not be covered by this and which should, or vice versa?

No, both ambient and shared ground-loops should be included in the definition of a
heat network.

We agree that ambient temperature heat networks should be included. It is
important that the definition encompasses all technology types. This includes
ground source heat pumps with a shared loop.

The consultation argues that on these types of schemes customers do not have the
same interaction with a heat supplier and, as the heat pump is run on electricity,
they are able to switch their electricity supplier as they choose.

This fails to take into consideration key points:

1) Shared ground loop systems come under the non-domestic RHI scheme which
means the same due diligence and levels of protection for customers are not
there. Some customers are not aware until it’s too late that RHI payments
are claimed by the developer or management company.

2) There is no consistent approach in contracts that are provided to customers.
The same issues that are seen with heat networks will persist unless
addressed collectively.

3) The customer is still on a monopoly system with no alternative. If there is an
issue with the ground loop - and we are aware that there are examples
where systems are not delivering reliable heat supply to customers - there
are no standards to ensure these are resolved satisfactorily. We understand
that under the RHI rules, additional supplementary heating is not allowed.

4) The occupier does not always own the heat pump. The developer or
management company can still own the heat pump leading to questions on
who is responsible for maintenance and servicing the heat pump and who
pays for the cost of this. If RHI payments are already being claimed by the
operator / developer, there is little incentive for them to address poor
performance.

10 Dean Farrar Street | London | SW1H 0DX E o ﬂ
+44 (0)20 3031 8740 info@heattrust.org Page 2 of 19



5) Consumers on shared ground loops can still be subject to fixed tariff charges
from a supplier for maintenance and management of ground source systems.
This is still a form of monopoly supply.

6) Current examples show inconsistency in how customers are charged. For
example, we have been made aware of a scheme in development which
sought to charge both a fixed and variable cost to customers.

7) Customers do not have a clear, independent redress process, and if schemes
are set-up under commercial agreements, they fall outside of the remit of
existing domestic consumer schemes.

BEIS has also issued a consultation on clean heat grants and is expected to allow
shared loop heat networks to be eligible for public funding. It is important that
these types of heat networks are subject to the same customer protection
requirements as other technologies. We strongly believe that under the current
proposal, consumers will not be protected.

The definition of a heat network should include all shared loop systems, with the
ability to apply for exemptions where relevant and supported by appropriate
evidence. We believe that the approach should be technology neutral.

Q4. Do you consider Ofgem to be the appropriate body to take on the role of
regulator for heat networks? If not, what would be an alternative preference?

Yes. Heat Trust believes a statutory regulator is required and that Ofgem would be
an appropriate body.

Heat Trust has been in operation for over four years and now covers 80 heat
networks. We are keen to share our learnings of experience in setting and
monitoring minimum customer service standards with the regulator.

In our fourth annual report we are able to show that the Heat Trust standards were
delivering benefits to customers?. Specifically:

e Customer complaints are falling: From a complaint ratio of 12.9 complaints per
100 customers in 2018, the complaint ratio has fallen to 4.7 in 2019.

e Customers are benefiting from independent redress: While there was a fall in
complaints within the Energy Ombudsman Terms of Reference, of all complaints
that were investigated, only 9% were not upheld. In 58% of cases, the Energy
Ombudsman agreed with the customer and upheld the complaint.

e Customers are receiving compensation for outages: In addition, over £25,000
worth of guaranteed service payments were paid to customers for outages not
resolved within the timeframe specified.

3 https://www.heattrust.org/annual-reports-v2
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e Customer suspensions for debt have fallen: In our 2018 report, we highlighted a
rise in suspensions due to debt. In 2019 there was a significant reduction in supply
suspensions due to debt.

Based on over four years of operational experience, we believe a regulatory
framework needs to address:

e Measuring heat network performance: One of the largest challenges we have
found in the heat network market is that there are no sector wide baselines.
Individual projects and companies will collect monitoring data, but there is no
centralised depository that brings this together, and often individual companies
may choose slightly different metrics. This means there is no overarching picture of
how heat networks are currently performing. Performance monitoring should be
part of developing technical standards.

e Mandatory requirement to provide customers with clear terms of service: From
our experience the lack of consistency in how a supplier provides terms and
conditions to their customers directly contributes to customer confusion and poor
transparency in the market. The consultation includes as a desired outcome that
customers are clear about the terms and conditions of their heating service. Heat
supply agreements are included as an example of how the outcome can be
demonstrated.

The current market set up means that heat networks are monopolies. We would
urge BEIS and a future regulator to be clear on how terms of service are provided to
customers. Heat Trust requires its Registered Participants to provide terms and
conditions through a dedicated contract (often called a heat supply agreement).
For legacy schemes where there may just be clause in a tenancy or leasehold
agreement, we encourage adoption of a customer charter that sets out information
that would be within a dedicated contract.

e Transparency of heat charges: In our fourth Annual Report over a third of all
complaints reported by Registered Participants were related to billing and charges.
A similar proportion has been seen in the previous two years. Clear and transparent
information on how charges are set and how they may change in the future should
be shared with customers as early as possible and in advance of a customer moving
into a property.

o Access to redress: Where customer choice is limited, as in the case of heat
networks, the ability to access redress is more acute. We believe a future
regulatory framework should set clear outcomes on redress which should cover both
internal complaint handling and access to an independent Ombudsman.

Q5. Do you agree that the proposed regulatory model is appropriate for the
regulation of heat networks?

An authorization model with an optional license for suppliers seeking additional

powers seems sensible. We agree and fully support the principle that all heat
networks, both existing and new should be covered by the regulations.
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Q6. Which entity should be responsible and accountable for regulatory
compliance, particularly where the heat supplier and heat network operator
are not the same entity? Please explain why you think this.

The appropriate organisation to hold regulatory accountability would be the
organisation that holds the contract to supply heating and hot water (and cooling
where provided) to the end users. This would be the organisation that has the heat
supply agreement with each end user.

At Heat Trust, we require Registered Participants to be the organisation that is
party to the heat supply agreement.

Q7. Do you agree that consumer protection requirements during the operation
and maintenance project stage should be regulated, such as pricing,
transparency and quality of service?

Yes. These are the key areas where customer detriment is more likely to occur and
were the areas identified by the CMA study. Heat Trust has published four annual
reports which include data on heat network performance and complaints. Billing
and charging has consistently been the topic that receives the highest volume of
complaints.

Increased transparency on how charges are set and apportioned - including
guidelines to the market on where costs can be recouped - would help increase
transparency and standardisation in the market and therefore be in the interests of
consumers. As noted in our response to question four, in our fourth annual report
over a third of all complaints reported by Registered Participants were related to
billing and charges. A similar proportion has been seen in the previous two years.

With regards to quality of service, in addition to complaints, the number of
unplanned outages can provide a helpful parameter for assessing service quality.
Heat Trust requires a guaranteed service payment (GSP) of £30 for each additional
24hours a customer is off supply from hour 24. In 2019, there were 818 unplanned
outages, for which circa 13% went over 24 hrs. A total of over £25,000 worth of GSP
were made.

With no ability to switch supplier, it is important that a future regulator ensures
heat suppliers are providing a reliable heat supply. Where problems arise, these
should be addressed swiftly, with GSP to incentivise early resolution and sufficient
investment in maintaining heat networks.

Q8. Should there be a de minimis threshold below which a) very small domestic
schemes and/or b) non-domestic schemes with very few domestic consumers
are exempted from any of the regulatory requirements proposed in this
framework? Please explain why you think this.

There may be a small number of cases where an exemption would be appropriate.
These would be for a heat network which served a very small number of properties.
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For example, we were contacted by an installer looking to connect a biomass boiler
to two homes owned by the same family. Such exceptions should be made on a
case-by-case basis supported by evidence that the exemption is warranted.

Ultimately, these remain monopolistic forms of energy supply, even if they serve a
small number of customers. Further work on understanding the extent to which
exemptions are in reality needed is required first. This work should set out what
protections would be in place for customers, how detriment would be managed
while considering costs to apply/implement for the scheme in question. We believe
this requires further consideration before a decision can be made.

Q9. Should there be a size threshold above which larger schemes are subject to
more detailed regulation and scrutiny? If so, what type of threshold would you
consider most appropriate?

Yes, as not all large schemes will apply for additional powers and there are
thousands of large networks in operation already. In addition, the threshold should
apply at a portfolio level. This is because a single operator can have multiple heat
networks of varying sizes. There is a risk that if a simple size threshold is applied,
it may encourage development of heat networks below the threshold to avoid
detailed regulation and scrutiny.

The majority of existing heat networks are communal schemes - single buildings
with a single generation source. According to BEIS data, 12,000 of the 14,000 heat
networks. A single organisation can operate multiple communal heat networks
which separately could be considered as small, but when aggregated together,
represent a significant customer base.

Heat Trust disagrees that the threshold should start at 2000 connected customers.
Heat Trust would expect the size threshold to be significantly lower than the 2000
proposed in the consultation.

Q10. Should an optional licence be available for entities seeking rights and
powers? If not, what other approaches could be considered?
No comment - others better placed to answer.

Q11. Are there any other adjustments that could be made to the proposed
model to enable it to work better?

A review would be welcome at a set point after commencement of regulation
(perhaps three years) to evaluate how the new regulatory framework is delivering.
This would offer the opportunity for industry to provide feedback and allow the
regulator to implement adjustments.

Heat market regulation is happening against a backdrop of wider development in
the energy market. Unbundling of services on a heat network which could enable
new business models to come forward are worth further consideration. For
example, the metering and billing element could be retendered or heat networks
could be able to purchase heat from multiple generation sources.
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Q12. Are there circumstances in which transitionary arrangements should be
introduced? If so, in what circumstances might these apply and for what length
of period?

A transitionary period maybe required for older heat networks that are more likely
to be unmetered and therefore require upgrades to metering and billing systems.
Very small heat networks may also require support where resources are limited.
The introduction of standardised contracts and market guidance would be
beneficial here. For example, the HNIP Sales, Operation and Maintenance template
contracts, are a helpful contribution for new build schemes.

Knowledge that regulation would be introduced has been widely accepted since the
CMA market study in 2018. This study set out clear actions that all heat network
operators should be implementing or taking action to implement as soon as
possible. Therefore, while a transitory period may be necessary, it should include a
clear timetable and expectations for heat networks that use the transition period.
It is important that it is not used as a means of delaying action.

We note that further detail on transitory arrangements will form another phase of
work.

Q13. Do you consider our proposed approach sufficiently flexible to
accommodate emerging business models, including unbundling of different
components of a heat network? If not, please suggest ways in which we could
ensure alternative business models are not precluded.

We agree that a flexible approach is sensible to ensure new business models can
come forward. As noted in our response to question 11, early thinking on how new
business models can be integrated would be beneficial to ensure any adjustments
can be considered early and helps ensure the market is provided with a clear
direction of travel.

Q14. How should government and the regulator ensure that enforcement action
is proportionate and targeted? Are there particular considerations for not for
profit schemes?

The proposal to introduce an authorization regime as opposed to a licensing model
akin to the gas and electricity market demonstrates that the heat network market
has characteristics that warrant a different approach. This also extends to how
best to target enforcement action in a market that is still small in comparison to
other utilities, and much more heterogenous in composition.

There is a potential risk that the relatively small size of the heat network market
and greater diversity in heat network operators and suppliers means enforcement
action is not prioritized against larger more well-established regulated incumbents.

We think a sensible approach to adopt would therefore, be to focus enforcement

based on customer harm. This could include clear penalties when customer
outcomes are not being met. It will be important that there is clarity in what are
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good customer outcomes. By focusing on meeting customer outcomes, this should
not necessitate a different approach for not-for-profit schemes.

More serious enforcement action could be assessed on a case-by-case basis where
there is greater risk of customer harm. It is worth noting that most of the penalties
on gas and electricity networks apply automatically through price controls and not
through enforcement action.

Q15. Do you agree that imposing fines and removing a licence/authorisation are
an appropriate and adequate set of enforcement actions for the regulator of the
heat network market?

Yes. We anticipate that a regulator will have an escalation process and utilise
options to work with heat suppliers to ensure compliance. Fines and revoking a
licence / authorisation should be final process once other options have been
exhausted. A clear escalation process and indicative timescales are important to
ensure regulated entities are held accountable for enforcement actions within a
specified timeframe.

It is also important that the enforcement process is transparent and open to
challenge/appeal by regulated entities so that the rules are seen to be enforced
fairly and to encourage wider participation by heat suppliers which will be in the
longer term interests of heat consumers.

We would welcome further clarity on ensuring customers remain protected if a
company had its authorisation revoked. Customers should not be placed in a
position where their protections are weakened while enforcement action is
underway.

With regards to not-for-profit schemes, all heat networks need to be financially
viable. Heat networks that operate on a not-for-profit basis still require investment
to maintain heat networks and deliver a high-quality service to customers.

Q16. Do you agree that the regulator should have powers to impose penalties at
the entity level which are proportionate to its size, in a scenario where there
are repeated or systemic failures across multiple schemes owned or operated
by the same entity?

Yes. We agree the ability to have this power is an important deterrent. As the
consultation notes, where a single heat network in a portfolio is consistently non-
compliant, the regulator can use targeted actions, such as removal of authorisation
for a particular site. Holding a range of regulatory tools will help ensure
enforcement is proportionate and targeted where required. As noted in our answer
to question 15, there should be a process to appeal.
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Q17. Do you agree that the regulator should have powers to revoke an
authorisation for single networks owned or operated within a group scenario, so
that the entity would still be authorised or licensed to operate those networks
within the group that remain in compliance? If not, what alternative approach
might the regulator take?

Yes, we agree. It is also important that the enforcement process is transparent and
open to challenge/appeal by regulated entities so that the rules are seen to be
enforced fairly and to encourage wider participation by heat suppliers which will
be in the longer term interests of heat consumers.

Q18. If compliance issues are more widespread within the group of networks
owned or operated by the same entity, do you agree that the regulator should
be able to revoke the authorisation or licence for the entity as a whole covering
its entire group of networks? If not, what alternative approach might the
regulator take?

Yes. We anticipate that a regulator will have an escalation process and utilise
options to work with heat suppliers to ensure compliance, before moving to more
severe enforcement action such as revoking authorisation / licenses at an entity
level.

It is also important that the enforcement process is transparent and open to
challenge/appeal by regulated entities so that the rules are seen to be enforced
fairly and to encourage wider participation by heat suppliers which will be in the
longer term interests of heat consumers

Q19. Do you agree that individual domestic consumers should have access to
ombudsman services for redress? Do you have any views as to which
ombudsman is best placed to provide this function for heat networks?

Yes. One of the key areas that Heat Trust has been working to address in the heat
network market is the lack of independent customer redress.

Since launching in 2015, Heat Trust has been working the Energy Ombudsman. All
Registered Participants of Heat Trust are required to allow their customers to refer
complaints to the Energy Ombudsman and sign a deed-poll with the Energy
Ombudsman. A summary of complaints that the Energy Ombudsman has
investigated from Heat Trust registered sites is published in our annual reports,
including the type of complaint, outcome and whether a goodwill and or credit
payment was awarded to the customer.

Since 2015, 576 complaints have been taken to the Energy Ombudsman, and an
average 56% of completed complaints were upheld. A total of £17,593 has been
awarded in goodwill and credit payments.
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Over time, we have found the number of complaints referred to the Ombudsman
falling, indicating that minimum standards are having a positive impact on the
market. When complaints are referred to the Ombudsman, they tend to be upheld
(about 60% in the last three years), indicating that these are the right types of
complaints to be referred to the Ombudsman. It also emphasises the importance of
the independent Ombudsman process.

For simplicity and consistency from the perspective of the customer journey, we
agree the Energy Ombudsman would be well placed.

There are of course differences between the heat network market and existing
regulated market. For example, in partnership with the Energy Ombudsman, we
have undertaken a review of the complaint categories used by the Ombudsman for
heat network complaints, as additional categories specific to heat network issues
are required.

Step-in Arrangements

Q20. Do you agree that step-in arrangements are necessary both to cover the
risk of stranded consumers and as a deterrent against sustained failure to meet
the regulatory requirements? If not, why?

Yes. Depending on the structure of how the heat network is managed, they may
apply to the supplier or heat network operator.

Q21. Do you have any examples of approaches we should be considering as we
develop the step-in arrangements?
No comment - others are better placed to answer.

Protecting consumers: Transparency

Q22. Do you agree that the provision of minimum information would help
consumers in making decisions at pre-contractual stages of property
transactions?

Yes.

Heat networks provide a small proportion (2%) of current heat demand; the
majority of UK customers are served by individual heating systems. According to
the Committee on Climate Change heat networks could potentially provide 18% of
residential heat demand by 2050, requiring millions of customers to live in
properties served by heat networks.

To meet decarbonistion targets, heat networks are utilising low carbon and

renewable generation sources, and are increasingly designed to operate at low
temperatures, such as ambient temperature networks and shared loop systems.
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For customers this is a material change in what has been familiar to them to date -
typically hot radiators and individual gas-heating.

Provision of pre-contractual information should fulfil two requirements:
1. Ensure customers understand the contractual terms of occupying a property on a

heat network including charges and that there is a single heat supplier; and

2. Providing clear and consistent information on what are heat networks and why
more homes are being connected to heat networks. This should explain the
transition from fossil fuel to low carbon and renewable energy sources and how
their development has been desighed.

As part of its Scheme Rules, Heat Trust requires Registered Participants to provide
and maintain an up-to-date customer information pack for prospective customers
that should be made available to letting agents, estate agents and developers.

To avoid confusion, we would encourage an update to current energy performance
certificates (EPCs). In our first annual report customers reported confusion in
energy costs reported on an EPC and actual heat charges. EPCs are not bespoke
energy assessments, however, some key assumptions are not adequate for heat
network properties.

In particular the standing charge used is the same for an individual gas boiler, and
repair and maintenance costs that are included in a heat network heat charge are
not captured in an EPC. As a minimum we would encourage EPCs for properties on
heat networks to carry an explanation that some costs for heat networks are not
captured in an EPC.

Q23. Do you agree that heat suppliers should be responsible for developing
information and guidance for prospective consumers? If yes, what minimum
information should be included?

Yes. We agree that heat suppliers across the market should be required to develop
information and guidance for prospective customers. It is important that key pieces
of information are provided to all customers.

As part of its Scheme Rules, Heat Trust requires Registered Participants to provide
and maintain an up-to-date customer information pack for prospective customers
that should be made available to letting agents, estate agents and developers.

Heat Trust provides guidance on this within Section 8 of its Scheme Rules, which
provides a useful starting point.

8.1 Provision of information to prospective buyers or tenants

8.1.1 A Registered Participant shall maintain an up-to-date Heat Customer
Information Pack for distribution to prospective Heat Customers, estate agents,
letting companies, and other interested parties on request and for inclusion in the
Heat Customer Supply Arrangements. As a minimum, a Heat Customer
Information Pack will include:
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a) the Scheme information sheet prepared by the Scheme Administrator
explaining the principles and benefits of district heating, including the key
differences between district heating and the regulated utilities. The
Scheme information sheet shall include the website address of the Heat
Cost Comparator;

b) up-to-date heat tariff information:

i. the current Standing Charge and Unit Charges for the property or
type of property at the Registered Site,

ii.  indicative annual Heat Energy consumption and Heat Bill;

¢) terms and conditions: a highlight of the key terms and conditions of the
Heat Customer Supply Arrangement or a standard copy of the Heat Energy
Supply Agreement for the Registered Site. Details must be provided setting
out where and how Heat Customers can obtain the information required by
paragraph 8.2 of the Scheme to be included in the Heat Customer Supply
Arrangement; and

d) the information prepared by the Scheme Administrator explaining the
protection available for a Heat Customer under the Independent Complaint
Handling Service, the contact details and the Website link.

8.1.2 A Registered Participant may choose the form the Heat Customer
Information Pack takes (paper, online, or e-mail). However, as a minimum, a
Registered Participant shall make the following information available in paper
form:

a) the Scheme information sheet prepared by the Scheme Administrator
explaining the principles and benefits of district heating, including the key
differences between district heating and the regulated utilities. The
Scheme information sheet shall include a link to the Heat Cost Comparator;

b) up-to-date heat tariff information:

(i) the current standing and unit charges for the property or type of
property at the Registered Site;

(ii) indicative annual Heat Energy consumption and Heat Bill; and

c) contact details of the Scheme Company including the link to the Website.

We feel further consideration is needed on how this is monitored. While a heat
supplier may provide the required information, its dissemination is reliant on
external organisations, such as estate agents.

Q24. How can we ensure new consumers receive or have access to information
about the heat network before moving into the property?
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Feedback to Heat Trust has indicated that information about a heat network and
what this means for ongoing supply is not always clearly presented by the seller
when selling a property or by the landlord or agent when renting a property.

The gap in informing a customer that a heat network supplies the property appears
to be more common in the private rented market. Communicating that a heat
network is present is particularly important when homes are being privately rented
as the obligation to pay the heat bill moves to the tenant, who may not have seen
the original Heat Supply Agreement.

A heat supplier may not always be informed that an owner is now privately renting
their property, unless there is a specific clause within the Heat Supply Agreement
for the owner to inform the heat supplier. Even when this is the case, some heat
suppliers are still not informed.

This often means that a tenant may not be aware that they are on a heat network
until a bill arrives. Some heat suppliers have sought to address the issue by
requiring both the private landlord (property owner) and tenant to sign an
agreement confirming that responsibility for bills transfers to the tenant until the
tenant vacates, at which point responsibility reverts back to the landlord.
However, this approach is not industry wide.

Ensuring customers have access to independent advice and information will also be
important. Heat Trust has created dedicated website pages for customers split into
prospective customers looking at a home on a heat network, those currently in a
property on a heat network registered with Heat Trust and those that are on a heat
network that is not registered with Heat Trust.

For each audience we have sought to provide information to help customers
navigate the market. For prospective customers we have set out key questions
customers should consider before moving into a property connected to a heat
network. We also have a resources section that explains what heat networks are,
the role heat networks play in the transition to net zero and an FAQ section on
heat networks.

Our aim with these pages has been to provide a central platform that customers
can use to access impartial advice on heat networks. We would be pleased to
discuss our work on this further with BEIS.

Q25. Do you agree that the market framework should regulate and enforce the
provision of information during residency?

Yes.

Pricing

Q26. Do you agree that the regulator should have powers to mandate and
enforce price transparency? Can you foresee any unintended consequences of
this?
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Yes.

There are many ways in which heat network schemes are owned, funded and
constructed. Consequently, the costs factored into heat bills will be different from
one heat network to another.

Billing and heat charges are the topics most frequently raised in complaints by
customers. Clarity of heat charges, what costs sit in the standing charge and the
level at which a standing charge is set are issues that have been raised by
customers. In addition, the Energy Ombudsman is not able to arbitrate on
complaints about the level at which a heat or standing charge is set, or whether a
particular tariff is considered fair - these complaints fall outside of the Energy
Ombudsman’s Terms of Reference.

Unlike the regulated market, heat network customers cannot compare against
different heat networks. Heat Trust developed the Heat Cost Calculator (HCC),
which allows a customer to gain an indication of the annual heating and hot water
cost for a similar-sized property if it had a modern gas boiler. We have recently
consulted on developing the HCC to also compare against electric heating. The HCC
does not provide a bespoke assessment, and other nuances in how individual heat
networks set and allocate charges cannot be factored in.

We therefore support further consideration on additional regulatory action to help
improve transparency on tariffs and guidelines on which costs can be recovered
from a standing charge.

Q27. What are the current barriers to publishing and maintaining accurate
information on fixed charges, unit rates and tariffs? What are the main reasons
for information on pricing not being available at present?

Heat networks have developed piecemeal outside of a formal regulatory
framework. To date there have not been any standard guidelines on how charges
are set and apportioned. An exception to this would be requirements under the
Landlord and Tenant Act in England and Wales for Registered Providers, which
require certain costs to be recouped through the service charge.

There are many ways in which heat network schemes are owned, funded and
constructed. Therefore, the costs factored into heat bills will be different from one
heat network to another.

As there has been no market requirement to publish tariffs, there is no incentive to
do so voluntarily if other market participants do not follow.
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Q28. Do you agree that there should be clear, consistent rules on what costs
should be recovered through fixed and variable charges?

Potentially. This may sit better as guidance in order to allow for new business
models (including energy as a service). We would welcome further information on
the types of rules being considered and how these would work for different types
of business models.

Q29. Do you agree that the regulator should have powers to undertake
investigations on pricing and to enforce directions and remedy actions, where
there is sufficient evidence that these could lower prices for consumers?

Yes - we fully support this.

Q30. Do you agree that price regulation in the form of a price cap or regulation
of profits should not be implemented at this point in time? Please explain your
answer.

Yes. We agree with the assessment made by the Competition and Markets Authority
in its Heat Networks Market Study found that a price cap was not appropriate for
the market.

As noted above, the heat network market has grown organically, outside of any
formal dedicated regulation. Heat networks are owned, financed and operated in
different ways. A blanket-cap is unlikely to work for all types of operating
structures.

Q31. What might cause price regulation to become an appropriate intervention
in future? What evidence would be required to demonstrate this?

The regulator should have powers to be able to appropriately monitor the market,
including data on heat charges. If evidence shows that charges are excessive and
not providing customers with a fair tariff, options for further price regulation could
be taken. As shown in the regulated market, a price-cap can have unintended
consequences and lead to a stagnation in competition.

Quality of Service Standards

Q32. Do you agree that consumers on heat networks should have comparable
levels of service and protection as consumers in other regulated utilities? How
do we ensure the associated compliance costs of such protections remain
proportionate?
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Yes - this is a vital part of regulating the sector. We are encouraged that the
consultation highlights the work that Heat Trust has been leading in addressing
quality of service in the heat network market.

The CCC predicts 5 million homes will be on heat networks by 2050. This means
taking a proportion of customers that are currently protected under a regulated
regime into one that is not (currently) regulated.

The sector will only grow if customers are happy to be on heat networks. A key
principle should be that customers receive the same protections as other energy
customers, regardless of who their heat supplier is: customers should not have
their consumer protections diluted by being on a heat network. There are also
some key gaps in access to wider support, particularly regarding debt management.
For example, Fuel Direct which is not accessible by heat network suppliers. We are
happy to discuss this further with BEIS.

Q33. Do you agree that minimum standards should be outcome-based to allow
the regulator scope to implement these flexibly and proportionately depending
on the size and nature of different schemes? Are there other ways these
outcomes could be achieved?

The heat network sector is at the start of its regulatory journey. Regulation of the
gas and electricity market has matured over decades. In evaluating regulation for
over 14,000 networks, a balance between minimum requirements and overarching
principles, (emphasising the need to ‘treat customers fairly’) is required. We agree
with the consultation proposal to focus on ensuring good outcomes for customers.

We recognise that experience of regulation will vary between heat suppliers, with
some operators requiring more structured support compared to others, with varying
experience of regulation in other markets. The consultation already points to a
potential transition period which could also be used to prepare those entities less
experienced with statutory regulation.

However, this should not mean that customers experience differing standards of
service. How specific outcomes are achieved will vary depending on the size of the
heat network and the size and type of the supplier. What should remain consistent
is the customer outcome being sought.

Technical Standards

Q34. Do you agree that all new schemes should be subject to minimum
technical standards (once developed), given the potential impact on system
performance and end consumers?

Yes, but we strongly recommend that performance metrics are also required to sit
alongside technical standards. In addition, action is still needed to address
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performance issues on existing networks which have not been required to meet any
technical standards, and comprise the majority of existing heat networks.

One of the largest challenges we have found in the heat network market is the lack
of performance data. Individual projects and companies will collect monitoring
data, but there is no centralised depository that brings this together, and often
individual companies may choose slightly different metrics. This means there is no
overarching picture of how heat networks are currently performing.

Evidencing that a heat network is performing in line with design parameters is
important for two key reasons:

e Customer assurance and transparency: heat networks are (currently) monopolies.
With no ability to switch, customers should have confidence that their heat
network is operating optimally, within agreed design parameters and delivering the
carbon savings anticipated.

e Continuous improvement: unless performance is measured, there is little feedback
to inform whether the technical standard remains fit for purpose.

The remit of Heat Trust is on customer service standards and customer experience.
We have not been able to set technical standards, but our experience shows that
poor technical performance has a direct impact on customer experience.

Our data reflects this. In our fourth annual report, over a third (36%) of complaints
were due to technical issues (in our 2018 report 42% of complaints were due to
technical issues).

Q35. How could we ensure the impact of minimum technical standards on new
small communal networks is proportionate?

There should be a basic set of metrics that all heat networks should be able to
report on. This will also be information that benefits the operator in helping to
optimally manage the heat network. Other metrics may depend on the technology
and set-up, allowing you to set additional metrics for larger networks.

Q36. Do you agree that regulated entities should demonstrate they are
compliant through an accredited certification scheme?

Yes.

Q37. What do you consider to be the most appropriate approach to setting the
technical standards?
No comment - others are better placed to answer.

Q38. Are there examples of the roll out of technical standards or the
introduction of compliance schemes which you consider particularly relevant
from other markets or technologies?

No comment - others are better placed to answer.
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Rights and powers

Questions 39 - 42
No comment - others are better placed to answer.

Access rights

Questions 43 - 45
No comment - others are better placed to answer

Street works

Question 46 and 47
No comment - others are better placed to answer

Q48. Do you agree that heat networks should be given equivalent powers to
other utilities to install and keep heat network pipes underneath roadways? Are
you aware of any potential unintended consequences?

Yes.

Permitted development

Question 49 and 50
No comment - others are better placed to answer.

Consultation rights and linear obstacle rights

Question 51 -53
No comment - others are better placed to answer.

Decarbonisation of heat networks

Q54. Do you agree that consumers should have access to information on the
energy performance and percentage of low-carbon generation of their network?

Yes. This is important for customer assurance and transparency. Heat networks are
(currently) monopolies. With no ability to switch, customers should have
confidence that their heat network is operating optimally, within agreed design
parameters and delivering the carbon savings anticipated.
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Q55. Do you agree that regulation is necessary to encourage decarbonisation of
heat networks over the period to 2050? Are there alternative means by which
government could act to support the decarbonisation of heat networks?

Yes. We think a regulatory framework can helpful in ensuring heat networks that
may initially utilise gas-generation take action to transition to low-carbon and
renewable heat generation sources. Heat networks have been identified as
important enabling infrastructure for heat decarbonisation. Regulation can play a
role in holding the industry accountable to decarbonisation commitments.

Waste-heat sorces

Questions 56 and 57
No comment - others are better placed to answer.

Contact details

Bind Patel, Director

Joanna Read, Policy and Operations Adviser
Joanna.read®@heattrust.org
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