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FOREWORD – COUNCILLOR KIERON WILLIAMS, CABINET MEMBER FOR 
HOUSING MANAGEMENT AND MODERNISATION

We want everyone in Southwark to have a warm home, with heating and hot water that is 
effective, reliable and affordable. To meet our council commitment to make Southwark 
Carbon neutral by 2030 we also need to ensure the heat sources that supply homes in our 
borough are increasingly low and zero carbon. 

Heat networks have an essential role to play in meeting these needs. They supply heat 
from central sources to homes via a network of pipes carrying hot water. Modern heat 
networks can deliver a wide variety of benefits including lower costs, high reliability, easier 
maintenance and low or zero carbon emissions. They are particularly suited to high-
density urban areas like most of Southwark where the distances between buildings are 
small, minimising the heat loss as the hot water travels between buildings. 

Nearly a third of council properties in Southwark (17,000) are already connected to heat 
networks. These range from small communal boilers supplying a single block to the 
South-East London Combined Heat and Power (SELCHP) which serves multiple estates. 
Whilst collectively these networks continue to offer affordable heat, many are now ageing 
and need substantial investment to bring them up to modern reliable and low carbon 
standards. Last winter in particular saw substantial problems with some of our older 
networks including with the large systems that serve the Wyndham and Comber, Brandon 
and Aylesbury estates. 

This report provides an update on the work we are doing to improve and expand heat 
networks in Southwark. It sets out the progress we have made in modernising our current 
heating networks through the council’s current 2017-20 investment plan. It outlines how 
we aim to go further by investing in new low carbon heat sources and by exploring the 
further expansion of the SELCHP network. It reaffirms our commitment to working with 
residents to take forward this work including through the establishment of a Heat 
Networks Residents Working Group. It also sets out the key practical, policy and 
regulatory issues the council will need to respond to take forward this work and confirms 
our commitment to do so by bringing a new Southwark Heat Networks Strategy and 
accompanying Heat Networks Investment Plan to Cabinet in March 2020.

Together these actions seek to achieve a step change in the way homes, and potentially 
many other buildings, in our borough are heated. Providing heat that is reliable, affordable 
and sustainable.  

  



RECOMMENDATIONS

Recommendations for the Cabinet

That the Cabinet:

1. Notes that action is being taken to address the causes of major heating outages that 
occurred during winter 2018-19 (paragraphs 33-35) as well as the update on the 
delivery of the council’s 2017-20 District Heating Investment Plan (Appendix 3). 

2. Agrees to invest £490,000 in developing low carbon heat networks to serve council 
(and wider) homes in Southwark. This will fund the detailed technical and financial 
viability and development plan work needed to advance the extension of the 
SELCHP network and to develop renewable heat networks on council estates as 
well as work needed to improve the council’s heat networks data and management 
processes (as summarised in paragraphs 91-108 and 153-165 and Appendix 2).

3. Request that a Southwark Heat Networks Strategy, setting out the approach the 
council will take to improve and extend heat networks in the borough so more 
households have access to reliable, affordable and sustainable heat, and an 
accompanying Heat Networks Investment Plan be brought to cabinet in March 2020 
for approval. 

4. Agrees the establishment of a Heat Networks Governance Board as described in 
paragraphs 197-199 to drive forward this work and ensure that issues of 
compliance, maintenance, resident engagement and investment strategy receive 
sufficient scrutiny and are resolved efficiently.

5. Agrees the establishment of a Heat Networks Residents & Homeowners Working 
Group as described in paragraphs 200-206, made up of representatives of council 
residents, homeowners and tenant management organisations, to provide feedback 
and advice on the management of council’s existing district heating systems and the 
development of new systems and of the wider Southwark Heat Networks Strategy

6. Notes the conversion of the fixed term Strategic Project Manager (Heat Networks) 
into a permanent role and creation of a two year Heat Networks Officer to take 
forward the development and delivery of the council’s heat networks strategy, which 
is known to require several years.

7. Note that the Heat Networks (Metering & Billing) Regulations and potential 
upcoming heat market regulation (see paragraphs 169-180), could have significant 
financial and procedural impacts on the council and request an update on the status 
of such regulations and the council’s position within 12 months.

Recommendation for the Leader of the Council

8. Agrees that procurement strategy and award decisions relating to the renewable 
heating systems discussed in paragraphs 91-96 and 153-159 should be delegated 
to the Cabinet member for Housing Management and Modernisation for Individual 
Decision Making (IDM).



EXECUTIVE SUMMARY

Background information

9. In ‘Background Information’, the national and local policy context is outlined as well 
as the current situation with the council’s heat networks. Southwark is already a 
major heat network operator, serving some 17,000 residents with heat, including 
nearly 3,000 served by heat from the waste incinerator at SELCHP. However, the 
council has an aging asset on its hands and major investment is required. This was 
sadly reflected in the number and duration of heating outages endured by residents 
this winter, especially at some of the larger estates. The council has had to bring 
forward emergency investment for this summer to address these issues, as 
described in paragraphs 33-35.

10. The need for investment can be an opportunity as well as a challenge, especially 
given that national, regional and local policy all support the development of heat 
networks and the need for radical decarbonisation. The renewal of the council’s heat 
networks is also an opportunity to improve controllability and reliability for residents. 

Funding and ownership

11. Internal investment in the council’s heat networks has fallen over the last eight 
years, due to budget limitations. In light of this, being aware of the range of grants 
and loans available is vital. A wide range of grants and low interest loans is currently 
available, both for project development work (feasibility, design and 
commercialisation) as well as for capital delivery. Using the council’s own Carbon 
Green Fund is also a possibility. 

12. Given the major investment levels required, the council may need to look outside of 
its normal investment and operating structures. Most plant rooms are operated on a 
managed contract basis with the council retaining all ownership, billing, customer 
management and risk. Creating long-term ESCO contracts that transfer the 
responsibility for investment and customer service, in return for rights over the heat 
sale income or a standing charge from the council, could permit private sector 
investment in the council’s network infrastructure. 

Carbon reduction

13. If the council is serious about cutting its carbon emissions, with the aim of being 
carbon neutral in just over a decade, then it does not make sense to be installing 
gas boilers today that will still be operating in 2030. Instead the council will need to 
shift its standard practice towards renewable and low carbon heating systems and 
this may require a new ‘options appraisal’ process to guide system selection. 

Opportunities to develop the council’s heat networks

14. In the past year four streams of investigation have taken place, some of which are 
still ongoing. The results of these projects are summarised within the main body of 
this paper (paragraphs 91-118). Some of the opportunities identified through these 
investigations were found to achieve a positive “Net Present Value” for the council – 
i.e. a net financial benefit over the lifetime of the project. In these instances, the 
council can achieve both carbon savings and system renewal while making a 
financial saving. Other opportunities require a net contribution by the council if they 
are to take place. Next steps for many of these projects are laid out and costed 



within the roadmap provided in Appendix 2.

15. One of the most pressing opportunities to shift towards renewable heat in the short 
term, which will both save carbon and benefit the council financially, is the 
Renewable Heat Incentive (RHI) supported London aquifer heat pump projects. On 
aggregate, the schemes identified present a positive Net Present Value for the 
council of over £10m and carbon savings of over 115,000 tonnes (both figures over 
20 years). With the RHI only guaranteed for another two years, development and 
delivery of these projects is a high priority. 

16. Another very significant opportunity is the possible extension of the existing 
SELCHP heat network. Extending north towards Canada Water is one possibility but 
depends to a large extent on whether a major new development in that area wishes 
to connect. Extending west towards the Old Kent Road and Peckham is another 
possibility and would enable a number of the council’s largest housing estates to 
connect. Both extensions could be technically and economically viable, especially if 
supported by available grant money. Further technical, economic and commercial 
investigation is needed to bring these opportunities to a decision point. 

17. The remainder of the ‘opportunities’ section revolves around the need to improve the 
council’s heat networks asset data, so that any long-term investment decisions can 
be based upon a strong footing. 

Compliance and conclusions

18. The council has reviewed its obligations under the heat metering and billing 
regulations and is aware that it needs to take action in order to comply with the 
requirement to install building level heat meters. The cost of capital works to comply 
with this element of the regulations has been estimated at around £4m. As the 
regulations are revised, the council may also be required to install final customer 
heat meters within each dwelling and the cost of these works could be 4-5 times 
higher. On a positive note, metered networks almost always have better control and 
efficiency resulting in lower gas consumption and smaller heating bills for residents. 

19. Beyond heat metering, the overall heat networks market is currently unregulated 
and the report notes that this is likely to change in the coming years to afford heat 
customers similar rights and protections as gas and electricity customers. The 
regulations are yet to be defined but are likely to require changes in the way the 
council communicates with its residents, handles complaints and provides 
compensation for any service outages. 

20. A strategy for managing and investing in the council’s heat networks is starting to 
emerge but much of the detail still needs to be added. Actually implementing the 
strategy will be a major undertaking requiring a number of years, though as noted 
above, some elements must be enacted much more quickly. A draft strategy 
schematic is shown within the conclusion section of the paper and is repeated in 
simplified form below. 



21. Added to this a number of governance and resident consultation work streams have 
been addressed. The council intends to create a Heat Networks Governance Board 
to provide regular updates and scrutiny on the progress of the strategy, as well as a 
Residents Working Group to consult and communicate with both tenants and home 
owners. 

BACKGROUND INFORMATION 

National context - reasons for district 
heating

22. Under the Climate Change Act 
2008, the UK has committed to 
reducing greenhouse gas 
emissions by at least 80% by 2050 
and heat accounts for over a third 
of those emissions (see Figure 1). 
The UK has been increasingly 
successfully at decarbonising the 
national electricity grid and as this 
process continues, heat will 
represent an even larger 
proportion of carbon emissions. 

23. The Department for Business, 
Energy & Industrial Strategy 
(BEIS) sees the development of 
heat networks as a key part of its 
strategy for a low carbon future. 
BEIS offers two types of support to 
Local Authorities for the 
development and expansion of heat networks – firstly through the Heat Networks 
Delivery Unit (HNDU) to provide expertise that local authorities may not have in 
house, and secondly through the Heat Networks Investment Project (HNIP) to 
provide capital grant and loan funding to heat network projects. 

Figure 1 - UK carbon emissions by sector (Taken from 
BEIS’ Transforming Heating report, December 2018)



The Mayor of London and the council’s commitment to low carbon heat networks

24. London is responsible for 8% of the UK’s GHG emissions and the Mayor of London 
has committed to making the capital a zero carbon city by 2050. As of 2015 
London’s GHG emissions were 25% lower than 1990 levels.

25. The current (2016) London Plan requires Southwark and other London boroughs to 
embed support for decentralised heat networks within local plans. It also committed 
the capital to meet 25% of its energy requirements through the use of decentralised 
energy by 2025 (expected to be predominantly through gas-fired CHP and heat 
networks). Policy 5.6 is particularly important as it requires major developments to 
follow a hierarchical approach, starting with connecting to an existing heat network; 
then moving to a site wide CHP network where this is not feasible; or lastly opting 
for a communal heat network.

26. The Draft New London Plan, which has not yet been adopted but which is a material 
consideration in planning decisions, includes an updated heating hierarchy which 
reflects the reduction in grid carbon emission factors. Policy SI3 paragraph D1 
contains the new hierarchy which again placed connection to local existing or 
planned heat networks first, followed by use of “available local secondary heat 
sources (in conjunction with heat pump, if required…” second. Heat pumps use 
electricity to collect renewable heat from the air, the ground, water courses, or some 
other source, elevating this heat to a useable temperature. 

27. The Mayor of London’s, London heat Network Manual states that “Large scale 
decentralised energy schemes incorporating heat networks offer an affordable way 
of achieving low carbon energy supply in densely populated areas such as London, 
meeting domestic, commercial and some industrial space heating and domestic hot 
water requirements. It achieves this through the supply of low cost low carbon 
sources of heat distributed in bulk via heat networks.”

28. Southwark’s current Energy and Carbon Reduction Strategy, published in 2011, lays 
out the council’s plans to reduce carbon emissions by 80% by 2050. A manifesto 
commitment made in the 2018 council elections goes further and commits to making 
the borough carbon neutral by 2050. And in March 2019, the cabinet declared a 
climate emergency and brought that commitment forward by 20 years so that the 
borough will be carbon neutral by 2030 if possible. 

29. This is in line with the Intergovernmental Panel on Climate Change’s (IPCC) Special 
Report on Global Warming which warned we only have until 2030 before global 
temperatures are expected to reach or exceed 1.5°C above pre-industrial levels, 
resulting in irreversible climate change2. The borough’s sustainability strategy is in 
the process of being updated to reflect this new commitment. 

30. The New Southwark Plan (December 2017) also supports the development of heat 
networks linked to low carbon sources. Policy P62 (Energy) states that: 

“Major development must be designed to incorporate decentralised energy in 
accordance with the following hierarchy: 

1 https://www.london.gov.uk/what-we-do/planning/london-plan/new-london-plan/draft-new-london-
plan/chapter-9-sustainable-infrastructure/policy-si3-energy
2 https://www.ipcc.ch/sr15/

https://www.london.gov.uk/what-we-do/planning/london-plan/new-london-plan/draft-new-london-plan/chapter-9-sustainable-infrastructure/policy-si3-energy
https://www.london.gov.uk/what-we-do/planning/london-plan/new-london-plan/draft-new-london-plan/chapter-9-sustainable-infrastructure/policy-si3-energy
https://www.ipcc.ch/sr15/


i. Connect to an existing decentralised energy network; then
ii. Be future-proofed to connect to a planned decentralised energy network; or
iii. Implement a site-wide low carbon communal heating system; and
iv. Explore and evaluate the potential to oversize the communal heating system for 
connection and supply to adjacent sites and, where feasible be implemented.”

Southwark’s systems and current situation

31. The council owns and operates 220 boiler houses and plant rooms which supply 
heating to over 120 separate district / communal heating networks. These range 
from small communal boilers supplying heat to a block of flats to a number of 
estates connected to South-East London Combined Heat and Power (SELCHP) 
providing heat and hot water from waste. Altogether these networks provide over 
300 GWh of heating and hot water annually to some 17,000 council properties.

32. Historic investment in the council’s networks has mainly focused on the central plant 
and underground distribution mains networks which were considered to be the worst 
performing parts of the systems. These are also the parts that affect the most 
residents when they fail. 

33. The council’s “heating availability” KPI was 97.2% in the year to February 2019 
meaning that on average residents had 11 days when either their heating or hot 
water or both were unavailable. The council recognises that this is far below an 
acceptable standard and is doing all it can to improve this. As discussed in 
paragraphs 119-122, the council intends to develop greater detail in its KPI reporting 
so that it can distinguish between planned outages (for maintenance purposes) and 
longer unplanned outages, which are far more disruptive to residents. 

34. Major unplanned outages affecting whole estates are the primary reason for lower 
availability and the two largest estates, Wyndham and Aylesbury, both endured 
major plant failures this past winter. Other estates were also affected by unplanned 
outages, though to a lesser degree. The council has since invested £0.5m in 
improvements to the Aylesbury boiler house and is currently rebuilding the boilers 
on the Wyndham Estate at a similar £0.5m cost. Wyndham also has major 
investment planned to start later this year including the complete replacement of the 
south and east zone underground mains. The summertime is the council’s main 
window for preventative maintenance and our contractors will be undertaking 
maintenance visits to all boiler houses before the cold weather comes again. 

35. Due to the increasing age and deteriorating condition of some parts of the council’s 
networks, district heating has been identified as one of eight key priorities within the 
‘Housing & Modernisation 2019/20 Business Plan’. No firm budgets have yet been 
allocated within the council’s 30 year business plan, but there is recognition across 
the council that significant investment is required. The council is committed to 
modernising its heating networks for the benefit of residents (efficiency and 
reliability) but also to meet its carbon reduction targets laid out within the Council 
Plan and recently extended through its climate emergency declaration. 

36. A cabinet paper “Borough Wide District Heating” was laid before cabinet in January 
2017. That paper summarised the understanding at the time of the urgent need for 
investment in the borough’s district heating networks, primarily serving the council’s 
housing estates. It referred to a study that had been completed by Parsons 
Brinkerhoff into the condition of the council’s heat networks and concluded that 
some £350m in capital works would be required over 40 years. 



37. The 2017 cabinet paper sought and received approval for a three year investment 
plan into the council’s most problematic district systems, while a longer term 
strategy was developed. A progress update against the approved three year 
programme has been provided in Appendix 3. On the strategy development front, 
since 2017 the council has: 

 HNDU Grant - Applied for and received an HNDU (Heat Network Delivery Unit) 
grant to support a borough wide investigation into strategic, low carbon district 
heating potential.

 Heat mapping study - Procured and appointed a consultant to deliver the above 
study. Heat mapping and master planning has been delivered by Arup. See 
paragraphs 109 to 116 for more detail. 

 SELCHP extension study - Appointed a consultant to examine the feasibility of 
extending the SELCHP network to incorporate more of the council’s communally 
heated housing estates, as well as other buildings. See paragraphs 103 to 106 
for more detail. 

 Recruited – the council has now recruited a strategic project manager to oversee 
the development of a longer term district heating strategy.

38. The strategic project manager post was filled in December 2018 and the officer has 
since started delivering on a number of key work streams: 

 Funding – Tracking funding and finance opportunities.

 Compliance – Supporting the engineering team with issues around heat network 
compliance. In January the council submitted its quadrennial heat networks data 
notification to BEIS (the department of Business, Energy & Industrial Strategy).

 Communication – Re-establishing the District Heating Delivery Board and other 
actions to promote a greater understanding of and communication around heat 
network issues across the council.

 Data review – Reviewing the council’s district heating asset data and identifying 
opportunities for improving the management and presentation of this data.

 Consultancy projects – Managing the external consultants undertaking “Heat 
mapping and masterplanning” for the council as well as supporting the SELCHP 
extension feasibility study.

 Emerging strategy – Starting to combine the above elements to develop a 
deliverable strategy that will permit greater investment in the council’s heat 
networks.

The SELCHP heat network 

39. In 2013 the council entered into a long term agreement with Veolia Environmental 
Services Southwark Ltd (VESS) to build and operate a heat network. This system 
has now been operating successfully for several years taking waste heat from 
SELCHP (the waste incinerator in Lewisham) and supplying it through a network of 
buried pipes to a number of the council’s housing estates. In total 2,665 council 



residences are supplied with heat from SELCHP. A number of backup heating 
systems are kept on line in case they should be needed. 

40. The carbon intensity factor associated with heat from SELCHP has been calculated 
to be only 0.0598 kgCO2/kWh which is around 5 times less than from a gas heating 
system. Furthermore, SELCHP’s carbon intensity factor is set to reduce even more 
over time. 

41. SELCHP can supply up to 40MW of heat with some minor modifications and Veolia 
have indicated that this could be increased further. Currently the council only uses 
around 13MW at times of peak winter load meaning that there is significant potential 
for other sites to connect to the network. 

Heating charges to residents

42. The council operates different charging systems for tenants and homeowners. For 
tenants, energy costs are pooled across the dwelling stock and standardised 
charges are set on a borough-wide basis depending on the number of bedrooms 
and type of heating installation. Tenants’ heating charges do not include 
maintenance and repair costs because this forms part of the basic rent cost. 

43. The tenants’ share of heating energy costs along with income from tenants’ heating 
charges are managed within a ‘heating account’. The heating account is ring fenced 
within the HRA and run on a trading account basis, with surpluses/deficits carried 
forward between years allowing pricing consistency. 

44. Homeowners pay a variable rather than a fixed service charge, based on the actual 
cost of fuel for their estate / system, together with repairs and maintenance in 
accordance with the terms of their lease. 

Parsons Brinckerhoff report

45. In 2016 consultants, Parsons Brinckerhoff, undertook a review of the borough’s heat 
networks and assessed strategies for future heat supply across all the housing 
estates currently served by district heating systems. In particular they considered 
the relative benefit of the business as usual case (keeping the existing district 
heating systems going with upgrade only occurring at end of life) against a good 
practice district option (investing in systems to bring them up to a modern standard) 
and against an individual gas boiler option. 

46. In very few cases (14%) was the individual boiler option considered beneficial and 
even this is likely to be too high due to the legal cost to the council of altering leases 
and other administrative costs. For 19% of estates the most economical option was 
found to be business as usual and for the rest (67%) the best option was to upgrade 
systems to ‘good practice’ district heating. 

47. This analysis was based upon a 40 year lifecycle modelling exercise meaning that 
all capital costs, replacement costs, maintenance costs and fuel costs were 
considered over the long term. So although investing in ‘good practice’ district 
heating was found in many cases to yield significant savings over the long term 
compared to business as usual, the capital investment was found to be significant – 
around £350m over 40 years. 

48. Although the Parson Brinckerhoff study found some sites that could operate more 



economically on individual gas boilers, it should be noted that switching from a 
district system to individual systems:

 Limits the future potential for the heating to be de-carbonised (communal 
systems are better suited to conversion to low-carbon heat sources such as 
CHP, heat pumps or connection to an area network such as SELCHP)

 Cannot be conducted on a piecemeal basis (allowing one or two flats to come off 
a district system while most residents stay connected reduces the system 
efficiency and penalises those still connected as network losses have to be 
shared amongst a smaller number of connections)

 In most cases would increase the maintenance costs for the council

KEY ISSUES FOR CONSIDERATION

Funding and ownership options

49. Investment in the existing stock is provided primarily through the QHIP and other 
specific works programmes which are predominantly revenue funded from the HRA; 
the maximisation of resources for investment in the stock has and remains a key 
priority for the HRA. However, given government rent reduction policy over the last 
four years, budgets have been severely constrained and there has been no 
opportunity to increase resources in this area to meet the ever growing needs of an 
aging housing stock. Consequently, programme priorities have and continue to be 
carefully managed to ensure optimum delivery and value for money. As it stands, 
the resource pool is largely fixed and increasing the district heating element would 
mean other areas would need to be reduced. Whilst there may be potential to 
achieve small increases in this manner, it is unlikely to be sufficient to achieve 
meaningful investment of the scale required. However, it is recognised that 
investment in the district heating network is essential and to accommodate this, a 
bespoke funding solution going forward is likely to be required.

50. On a positive note, in October 2018 government lifted the HRA borrowing cap for 
local authorities, primarily to stimulate new council house building. In Southwark, 
new borrowing has been reserved for the provision of new homes and over the long-
term will be fully consumed in delivering the council’s commitment to build 11,000 
properties. Whilst the council welcomes the borrowing freedom, it is not without risk 
and should not be seen as a panacea, as the revenue financing costs of servicing 
the debt must be sustainable over the long-term (thirty to fifty years on average). 
Borrowing remains subject to the provisions of the Local Government Act 2003 
which requires local authorities to have due regard to the CIPFA’s ‘Prudential Code’ 
when determining how much it can prudently afford to borrow. In line with the new 
build programme, consideration of borrowing along with other financing sources 
would be part of any scheme appraisal and be assessed on a case-by-case basis.

51. The graph below shows how historic heating capital budgets have changed over the 
last eight years. The downwards trend is in accordance with the council budget 
constraints as described above. Over or under spend in any one financial year is 
inevitable due to projects coming in under or over budget once fully designed and 
specified, and due to unforeseen investment requirements in response to 
emergency heating repair needs. 



Figure 2 – Historic heating capital budget and spend profile

52. The rest of this section deals with different sources of funding including internal 
funding, grants, loans and private investment. 

Carbon offset funding

53. Under planning law all new development is now expected to be zero carbon. It is 
accepted, however, that some carbon emissions cannot always be avoided ‘on-site’ 
and there is therefore a provision that some residual carbon emissions may be 
offset via the council’s carbon offset fund (also known as the ‘Carbon Green Fund’). 
Through section 106 agreements, developers building in Southwark are obligated to 
contribute to the fund at a rate of £60 per lifetime tonne of CO2. The council can 
then use the money to pay for carbon reduction projects ‘off-site’. 

54. It is difficult to estimate carbon offset fund ‘income’ accurately because the rate at 
which development takes place is dependent upon the market and the extent to 
which developments achieve onsite carbon reductions will change over time. 
However, with large-scale regeneration projects in the pipeline, it is possible that 
substantial sums (tens of millions) could be generated. 

55. It is possible that some or all of the money generated through the carbon offset fund 
could be used to invest in the council’s district heating assets as many of the 
potential projects would yield substantial carbon savings, in line with the fund’s 
purpose. 

56. Utilising Carbon offset funds for district heating projects in the borough would not be 
as favourable as accessing grants, where these are available from outside the 
council, because it means the COF funds cannot be used for other carbon saving 
priorities that the council may have. However, it may be more desirable for certain 
projects than utilising loan finance if the project is not investible without a reduction 
in capital expenditure. In this sense, the carbon offset fund could be used as gap 
funding. 



57. A high level projection of the sum expected to be collected into the carbon offset 
fund in the medium term has been requested from the planning department. 

Energy Company Obligation (ECO)

58. The Energy Company Obligation (ECO) is a government energy efficiency scheme 
to help reduce carbon emissions and tackle fuel poverty. The obligation is upon 
energy suppliers to undertake certain actions in the domestic sector. Earlier versions 
of ECO funding allowed the obligated energy suppliers to deliver their obligations 
through a wide range of measures. The current version however (which is known as 
‘ECO 3’ and which commenced on 3 December 2018) focuses on fuel poor 
households in the private sector and the worst performing properties in social 
housing. In its current form, ECO funding has little applicability to renewal of the 
council’s heat networks. 

Decentralised Energy Enabling Project (DEEP) Funding

59. DEEP is a support programme run by the Greater London Authority (GLA) with part 
GLA funding and part EU funding. It has been established to provide public sector 
intervention and support to larger-scale decentralised energy projects in London 
through a combination of guidance, consultancy framework, and consultancy grants. 

60. The council received a grant from DEEP in 2018 to part fund the feasibility study into 
the SELCHP extension towards Peckham/Old Kent Road. The DEEP project is due 
to close in 2019 but there is some potential to access further grants in the short 
term. 

Heat Network Delivery Unit (HNDU)

61. The Heat Network Delivery Unit (HNDU) is part of BEIS and provides grant funding 
and guidance to local authorities through the early stages of heat network project 
development. Grants can comprise no more than 67% of eligible costs and only 
externally commissioned consultancy costs are eligible. The development stages 
supported by HNDU are as follows: 

 Heat mapping

 Energy masterplanning

 Techno-economic feasibility

 Detailed project development

 Early commercialisation.

62. The council received an HNDU grant in 2018 which is part funding the heat mapping 
and masterplanning project described in paragraphs 109 to 117. There is good 
potential for the council to apply for and receive further grants to develop the 
identified heat network opportunities further. 

Heat Network Investment Project (HNIP)

63. The Heat Network Investment Project (HNIP) is also funded by BEIS. Whereas the 
HNDU programme (above) is delivering support and funding through the early 
stages of project identification and development, HNIP is focussed on latter stage 
commercialisation and delivery. The government has provided a £320 million capital 
funding pot that will be offered as ‘gap funding’ through a combination of grants and 



loans. Funding will be available to eligible projects from April 2019 and the scheme 
is expected to remain open until March 2022. 

64. HNIP funding parameters include the following: 

 Grants are available up to a maximum of £5 million

 Loans are available between £25,000 and £10 million. Two types of loan are 
available; corporate loans made to a credit-worthy project sponsor are currently 
available with an interest rate of 0.25% for period of up to 25 years, and; project 
loans made direct to a project company without recourse are currently available 
with an interest rate of 4.00% also for up to 25 years

 Grants and loans must be less than 50% of the construction cost

 Local authority controlled projects with a capex greater than £2.4m must be off 
the ‘national accounts’ such as through the use of a special purpose vehicle 
(SPV)

 HNIP funding is subject to State Aid rules and these may interact with other 
funding sources such as the RHI (see paragraphs 67-72).

65. HNIP funding is considered to be a key opportunity in support of the council’s 
ambition to deliver new and extended low carbon heat networks in the borough. 
There is good potential for the council to apply for both grants and loans in future 
HNIP funding rounds to part fund some of the project opportunities discussed within 
this paper. 

66. However, developing an HNIP funding application is a detailed exercise that 
requires the projects in question to have reached an advanced stage of 
development. Applications must include an approved outline business case, delivery 
cost plan, funding plan, technical design documents, heads of terms for heat supply 
agreements and other contracts, ownership structure diagrams and other legal 
documentation. Since many of the project opportunities discussed within this paper 
are at a relatively early stage, it is vital that the council prioritises the most 
appropriate and strategically important projects for HNIP funding and progresses 
these with all speed. 

Renewable Heat Incentive (RHI)

67. The Renewable Heat Incentive (RHI) is organised into two strands – the domestic 
RHI and the non-domestic RHI. Despite the projects in question relating to domestic 
properties, the element most relevant to heat networks is the non-domestic strand 
because the renewable heating systems would be serving multiple dwellings rather 
than individual domestic properties. 

68. The non-domestic RHI a government environmental programme that provides 
financial incentives to increase the uptake of renewable heat. Eligible installations 
receive quarterly payments over 20 years based on the amount of heat generated. 
Eligible renewable heating technologies are as follows: 

 Solid biomass boilers

 Ground and water source heat pumps

 Air to water heat pumps

 Solar thermal collectors



 CHP systems using biomass, biogas or waste

 Geothermal systems

 Energy from waste

 Biogas generating plant.

69. Many of the renewable heat technologies have no or limited scope for deployment 
within Southwark due to lack of local resource, lack of space, unsuitable geology or 
air quality impacts. Some, however, have substantial scope for deployment such as 
ground, water or air source heat pumps. These technologies generally rely upon grid 
electricity to extract the thermal energy from the local environment and ‘concentrate’ 
it to create a useful output temperature. Despite the electrical input (with its 
associated carbon emissions) these systems result in significant carbon savings 
overall because for each unit of electricity used several units of renewable heat are 
generated. The heat generated by these systems ultimately comes from the sun 
because that is the source of the thermal energy within the ground, water and air 
around us and it is being continually replenished. 

70. Air source heat pumps are not quite as efficient as ground or water source heat 
pumps because the air temperature falls in the winter just when the heating system 
is needing to extract the most heat. Ground and water sources generally have more 
stable source temperatures throughout the year and can therefore achieve better 
overall efficiencies, but these systems are usually more costly to install. 

71. The council has recently completely early stage feasibility considering the London 
aquifer as a specific water source for water source heat pumps for a number of 
housing estates. Results are very positive (further information is available within 
paragraphs 91 to 95) but the financial performance of these projects is highly 
dependent upon receipt of the non-domestic RHI. 

72. At present, the non-domestic RHI is only guaranteed until March 2021 and this is a 
key risk in the development of financially viable heat pump projects. The funding 
deadline again means it is vital that the council moves quickly to bring key projects 
to fruition. 

Mayor’s Energy Efficiency Fund (MEEF)

73. The Mayor of London’s Energy Efficiency Fund (MEEF) is a £500m investment fund 
established by the GLA with funding from the European Commission. MEEF can 
fund up to 100% of the capital cost of £1m+ projects but can also part fund large 
scale regeneration projects with key low carbon credentials. MEEF predominantly 
provides senior debt for up to 20 years but will consider mezzanine and equity 
opportunities. MEEF also has available to it up £2m of technical support funding that 
can be made available to support a project's business case, accelerating the due 
diligence process. 

74. As loan finance, MEEF should be compared with other loan opportunities whenever 
projects require external investment. 

Public Works Loan Board (PWLB)

75. The Public Works Loan Board (PWLB) is a statutory body that issues loans to local 
authorities, and other specified bodies, from the National Loans Fund, operating 
within a policy framework set by HM Treasury. This borrowing is mainly for capital 



projects. 

76. PWLB loan interest rates are set on a daily basis but are generally very low (1.91% 
for a 20 year annuity loan at the time of writing). Loan periods are also flexible. 

77. PWLB loans are probably the default funding source for local authorities undertaking 
capital works, but in the energy and heat networks space on an interest rate basis at 
least, PWLB loans are not as favourable as some other sources. 

Salix 

78. Funded by BEIS, Salix is able to provide interest free loans for energy efficiency 
projects across local authority estates, though with social housing only communal 
areas are eligible for the fund. Over 100 energy efficiency technologies are 
supported including boilers, combined heat and power, insulation, LED and lighting 
upgrades. Loans are usually repaid from energy savings within a 5 year period and 
the cost of CO2e saving must be less than £172 per tonne over the lifetime of the 
project.

79. As loan finance, Salix funding should be compared with other financing opportunities 
whenever projects require external investment. Salix is the only interest free loan 
fund considered in this paper and is therefore likely to compare favourably, but other 
terms of the funding mean that it will not necessarily be the most suitable source of 
funding. 

Private investment and ownership models

80. Many, though not all, of the grant and loan sources described above assume that 
the council continues in ownership of the heat network assets. However, there are 
other models of ownership which open projects up to private sector funding. For 
example, if the above funding streams proved insufficient to fund all of the required 
investment, the council could hand over ownership and operation of certain heating 
assets to a private sector operator who would then be required to source private 
capital and recoup their investment over a period of time, either through charges to 
the council or by selling heat directly to residents. Changes in ownership, 
operational responsibility and charging mechanisms would constitute a major 
departure from the council’s standard practices and would undoubtedly require 
extensive consultation with tenants and leaseholders. 

81. The main ownership structures were presented within a table in the January 2017 
cabinet paper on this subject. Ownership structures have not changed in that time 
and readers are referred to Appendix 1 where this useful summary has been 
replicated. 

82. A similar and equally helpful summary of the different ownership models taken from 
a BEIS report, “Financing Heat Networks in the UK” is shown below with explanatory 
text from the same report in paragraphs 83 to 85. 



83. The ‘Concession’ and ‘3rd Party ESCo’ models pass risks (for example design and 
operational) to the existing ESCo market, at the cost of reduced (or removed) share 
in any project rewards. Under the Concession delivery structure, assets are retained 
by the Project Sponsor and it retains limited control over the ESCo’s contractors 
resulting in slightly higher risk than the 3rd Party ESCo. These models might suit 
Project Sponsors with limited expertise and resources, or desire to develop a heat 
network. 

84. The ‘In-house Delivery’ model and the ‘Project Sponsor ESCo’ model give the 
Project Sponsor high levels of control over the project, however, will also expose the 
Project Sponsor to more risk and reward. Setting up a Project Sponsor ESCo has 
the effect of ring fencing project operations so the Project Sponsor is slightly further 
removed from the project risk than through In-house Delivery. These models might 
suit Project Sponsors with some expertise and resources, and a desire to develop a 
heat network.

85. The ‘Joint Venture ESCo’ model falls between these two positions with control being 
shared between the partners in the joint venture in line with the shareholders’ 
agreement. The joint venture partners will also share in the risk and reward of the 
project. 

86. As the council’s district heating strategy continues to develop officers, councillors 
and of course residents will need to carefully consider the pros and cons of different 
delivery structures. Officers are currently engaging in a soft market testing process 
to gather information regarding which industry stakeholders are offering each of the 
above models, and what other local authorities are doing. 

Carbon reduction

87. On 29 March 2019, cabinet passed a motion to “declare a climate emergency and 
do all it can to make the borough carbon neutral by 2030.”

88. Since heating systems installed now are likely still to be operating in 2030, the 
decisions over which heating systems to install now should reflect the council’s 
ambition to become carbon neutral. 

89. As noted within the section dealing with the Renewable Heat Incentive (paragraphs 
67 to 72) there is significant scope within the borough to deliver low carbon and 
renewable heat pump systems. Although these systems use electricity from the 



national grid, they are becoming increasingly low carbon as the grid itself 
decarbonises. 

90. Natural gas boilers represent 99% of existing council heating systems and are the 
default choice for heating system renewal. It is possible that the gas grid will 
decarbonise in a similar way to the electricity grid (through the use of increasing 
quantities of bio-methane, or through conversion to renewably generated hydrogen) 
but this is proving far harder. 

OPPORTUNITIES TO DEVELOP THE COUNCIL’S HEAT NETWORKS

London aquifer feasibility studies

91. The London South Bank University (LSBU) installed a water source heat pump in 
2017 utilising the London aquifer as the water body. This involved drilling a pair of 
boreholes and a heat pump to elevate the temperature of the extracted heat to be 
usable within the campus’ heating system. 

92. The Environment Agency (EA) have been monitoring the temperature of water 
within the London aquifer for decades and have noted that temperatures have been 
rising steadily. In order to manage this, the EA are keen on projects which extract 
heat from aquifer water and return it at a cooler temperature. The EA granted an 
abstraction licence for the project at LSBU and would like to see additional projects 
of this kind brought forward. 

93. Since the aquifer geology underneath Southwark lends itself very well to this type of 
project, the council instructed a specialist company (ICAX, who delivered the LSBU 
project) to undertake preliminary feasibility work on a number of housing estates. 
Site visits were conducted for Alberta, Brandon, Consort, Newington, Pasley, 
Salisbury, Sydenham Hill and Wyndham. 

94. Alberta was discounted because it had too low a heat demand to justify the required 
investment and a small, inaccessible plant room. Pasley and Salisbury were also 
discounted to due plant room space limitations. All other sites were deemed 
provisionally feasible, subject to further investigation. Table 1 summarises the 
potential carbon savings and financial case associated with these projects. It should 
be noted that revenue streams are highly dependent upon the Renewable Heat 
Incentive (see paragraphs 67 to 72) which is only guaranteed until March 2021. 

Site
Internal Rate of 
Return (IRR) (%)

20 year Net Present 
Value (NPV) (£)

Year 1 carbon 
saving (tonnes 

CO2)
Newington 13.9% 1,817,647 1,075
Wyndham 19.8% 3,100,720 1,818
Brandon 14.3% 3,181,632 1,804
Consort 10.0% 861,695 769
Sydenham Hill 7.8% 455,677 355
Totals  9,417,371 5,821

Table 1 – Carbon and economic case for aquifer heat pump projects

95. As the modelling stands at present, there is the potential to save more than 5,800 



tonnes CO2 in year one alone (and this saving will increase year or year as the 
electricity carbon factor falls) while simultaneously generating in nearly £10 million of 
net present value (NPV) benefit for the council. 

96. Given the very positive business case and environmental benefit, coupled with the 
short two year window to access RHI funding, it is proposed that the council urgently 
progresses some of these identified projects. Next steps for these projects are 
outlined in paragraphs 153 to 158 in the Conclusions. 

Canada Water SELCHP extension

97. A major regeneration area exists in Canada Water. The largest heat demand within 
this area is a proposed mixed use development being brought forward by British 
Land. The plot would comprise of up to 3,000 homes and ~1,000,000m2 of 
commercial space. The referable development has applied for planning permission 
with an energy strategy proposing to heat the development with heat pumps but 
connecting it to an extended SELCHP network would also be technically possible 
given its proximity to the existing network. 

98. In addition to the British Land development, there are other proposed developments 
in the area. The Decathlon development is a mixed-use site to include 1,030 homes. 
A new residential development of 50 units is proposed next to the Albion Primary 
School.

99. There are also two existing housing estates belonging to the council: Osprey Estate 
and the Canada Estate, with combined 300 dwellings.

100. The council has had some preliminary discussions with Veolia Environmental 
Services Southwark (VESS), who operate the existing SELCHP heat network, to 
consider whether it would be possible to extend the network to the British Land 
development plot, and is looking to determine the best approach.

101. Arup, in the HHMP study (see paragraphs 109 onwards below) then considered 
whether further connections beyond just the British Land development and the 
council’s own housing estates, would be financially viable. Most of the options 
considered (including schools, a hotel, student accommodation and new mixed use 
developments) were not financially viable individually due to the additional pipe cost 
outweighing the revenue from relatively little heat sale, though extending the 
network to the Decathlon mixed use development was found to be viable. 

102. The further development of this opportunity depends, to a large extent, on whether 
the British Land development connects to the proposed network. Following an 
agreement in principle to connect, the council should undertake detailed project 
development work encompassing both technical and commercial aspects. A high 
level budget for this work is included within the roadmap in Appendix 2. 

Old Kent Road SELCHP extension

103. The council is approaching completion of a detailed feasibility study investigating the 
potential to extend the SELCHP heat network west towards the Old Kent Road 
regeneration area and onwards to some of the large housing estates in Peckham. 
This work is being part funded by the Mayor of London’s Decentralised Energy 
Enabling Project (DEEP), part funded by Veolia (the owner and operator of 
SELCHP) and part funded by the council. 



104. Consultants, Anthesis, were engaged to deliver this work initially with the scope of 
considering an extension only to serve the Old Kent Road regeneration area, which 
will eventually include some 20,000 homes as well as commercial space. Despite 
the large number of homes to connect the economic case was challenging for two 
reasons: Firstly, new homes are very well insulated and thus require relatively little 
heat supply, and; Secondly, the phasing of the regeneration meant that much of the 
load would not be connected for 15 years while the network infrastructure would 
mostly have to be in place (and therefore paid for) from day one. 

105. This was the reason for expanding the scope of the study to include existing housing 
estates which are both high heat consumers and ready to connect as soon as the 
network could be built. 

106. Anthesis have engaged specialist support from sub-consultants to ensure that the 
network routing put forward is informed of all infrastructure constraints such as 
buried gas mains, electrical supplies and telecoms cables. The draft route is shown 
below in Figure 3. 

Figure 3 – Draft proposed SELCHP extension route towards the Old Kent Road and 
Peckham

107. Financial modelling for the proposed extension has not yet been completed but it is 
not thought that the project is compact enough to achieve truly commercial returns. 
Despite this, the consideration of several scenarios should help to identify an 
optimised project. Furthermore, the scale and potential carbon savings attached to 
this project mean that it would have an excellent chance of receiving HNIP gap 
funding should this be required to reach a private investment ‘hurdle rate’. As 



explained in paragraph 64, HNIP carries the potential to provide very low interest 
loans as well as up to 50% grant funding, subject to certain conditions and this 
funding could substantially improve the economic viability of a SELCHP extension.

108. The next step is for the council to undertake detailed project development work 
encompassing both technical and commercial aspects. Engagement with 
developers, registered social landlords, schools and other potential heat customers 
will be a critical part of the next phase of work. Budget for carrying out detailed 
project development work has been included in the roadmap in Appendix 2.

Heat Mapping and Masterplanning (HMMP)

109. In summer 2018 the council appointed Arup to undertake a Heat Mapping and 
Masterplanning study for the borough. This work is being funded at a rate of 67% 
grant from the Heat Network Development Unit (HNDU) in BEIS with the balance of 
33% coming from council budgets. HHMP projects follow a fairly prescribed 
methodology of identifying heat, cooling and electrical demands across the borough 
and matching these geographically with heat, cooling and electrical supply sources. 
Mapping these supplies and demands allows opportunities for energy networks to 
be identified and then further detail to be developed for the most promising 
opportunities. 

110. A mapping workshop in 
November 2018 identified 
twelve clusters of opportunity 
(see Figure 4) and the council 
selected five of these for 
further study in the 
‘masterplanning’ phase of the 
project. The five were selected 
based upon scale, carbon 
saving potential, likely barriers 
(such as infrastructure 
congestion) and how easily the 
council could influence the 
development of feasible 
networks identified. Arup went 
on to prioritise which heating 
loads should be connected to 
any network developed in the 
area in question and conduct 
technical and economic 
analysis of the opportunity. The 
five clusters chosen are 
discussed below. 

111. Canada Water based upon 
expanding the existing 
SELCHP heat network 
(marked as cluster 3) - This 
opportunity has been explained more fully above in paragraphs 97 to 101. The 
financial and carbon results presented in Table 2 are for the extended networks 
going beyond the initially modelled British Land connections. The results include the 
British Land connection, though, and in that sense duplicates the financial savings 

Figure 4 - Clusters identified through heat mapping



presented previously. 

112. Elephant & Castle based upon expanding the existing Elephant Park heat 
network (marked as cluster 6) – This opportunity would potentially see the 
Newington Estate connected to the Elephant Park development heat network. This 
development, managed by LendLease, operates an energy centre that runs on gas 
CHP with bio-gas carbon offset. When planning was granted for the scheme a 
condition was placed upon the developer to connect the heat network to buildings 
outside of the immediate development plot. EON now operate the energy centre on 
LendLease’s behalf and have expressed interest in supplying the council’s 
Newington Estate. EON is in discussions with other sites, however, which could 
absorb all of the spare low carbon heat if they connect. The council is hoping to 
explore this opportunity further. 

113. Kennington based upon extracting waste heat from a London Underground 
tube station (cluster 7) – This opportunity would see the Brandon Estate connect 
to a heat pump drawing heat from a newly constructed vent shaft near to 
Kennington tube station. The vent shaft is geographically near to the Brandon estate 
and the heat load at this site closely matches the available heat from the tube, so 
extending the network to other estates was not beneficial. Transport for London is 
the key stakeholder in this opportunity. TfL has just commissioned a study to explore 
the scale of potential heat extraction and best methods from its tube stations. 

114. Earl Sluice (Camberwell) based upon extracting heat from an underground 
combined river/sewer (also cluster 7) – This opportunity could see heat being 
extracted from an underground river/sewer using specialist water source heat pump 
technology. There are technical challenges to this type of project, such as the 
excavation work to access the Earl Sluice itself, and the need to create a new 
energy centre nearby. The initial appraisal carried out by Arup looked at supplying 
the heat to Wyndham estate and this network may also face routing challenges, 
though the heat loads are a good fit. There is an alternative possibility that the new 
Aylesbury estate energy centre could use the Earl Sluice as a heat source instead. 

115. North Peckham based gas CHP engine to heat its own and surrounding 
housing estate heat networks (cluster 8) – This opportunity would see the 
installation of a gas CHP engine within the existing North Peckham energy centre. 
Electricity generated by the engine would be sold to the grid (the potential for private 
wire sales were examined and found not to be viable) and heat would be fed into an 
extended heat network connecting North Peckham to Sceaux Gardens. Connecting 
to other housing estates is a possibility but the further expansion was found to 
diminish the project’s economic case. An important note regarding this opportunity is 
that the housing estates in question are all being considered for connection to 
SELCHP through the Peckham / Old Kent Road proposed extension. The SELCHP 
extension should take priority over the gas CHP opportunity due to the lower carbon 
factor of the heat source and the potential of the SELCHP extension to facilitate 
further connections. 

116. The results of the study are currently at draft stage but point to significant carbon 
savings being achievable by each opportunity. If all five opportunities were pursued 
the total carbon savings have been estimated at over half a million tonnes CO2 over 
40 years. Financial viability varies greatly across the five opportunities but on 
aggregate would cost the council around £2m net financial contributions over the 
projects’ lifetimes. Table 2 summarises the financial and carbon results of the 
different cluster opportunities considered in the HMMP study. 



Name Heat 
demand 
(GWh 
p.a.)

Capital 
cost 
(£m)

40 year 
pre tax 
IRR (%)

40 year 
pre-tax 
NPV 
(£m)

40 year 
carbon 
savings 
tCO2

Canada Water 62.1 12.2 14.7 10.1 462,000
Elephant & Castle 5.1 1.0 14.8 0.8 66,000
Kennington 12.4 3.7 No return -6.8 46,000
Earls Sluice / 
Camberwell 18.1 6.2 No return -6.6 57,000

North Peckham 17.3 2.1 7 0.2 43,000
Combined Totals 115.0 25.2 - -2.3 674,000

Table 2 – Financial and carbon results from Arup’s draft HMMP report

117. Once the Arup study is finalised the council will have an opportunity to apply for 
further HNDU grant funding to support the development of the best of these 
schemes through a more detailed feasibility process, project development and then 
onto commercialisation and implementation. 

118. It is further noted that some of the housing estates incorporated within the 
opportunities identified through the HMMP clusters analysis above also feature 
within other opportunity work. For example, the Newington estate in Elephant & 
Castle was proposed by Arup to connect to the Elephant Park heat network, but is 
also being considered for the installation of an aquifer fed heat pump. 

Performance monitoring

119. The council’s main Key Performance Indicator (KPI) in relation to district heating 
system operation is “availability”. This is a measure of what proportion of the time 
heating and hot water is available for use by residents. The target is 99% availability 
and the council achieved a level of 97.2% in the year to February 2019. 

120. The calculation behind the availability KPI does not differentiate between planned or 
unplanned outages, or between short or long outages. Given that unplanned 
outages that leave residents without hot water for a whole evening, or even several 
days, are much more disruptive and inconvenient than a short planned outage, it 
seems sensible that these be differentiated in the reporting. 

121. It is intended that some additional metrics be developed (using the same available 
data sources) to monitor the number and length of unplanned verses planned 
outages, and in particular to quantify the more lengthy and disruptive outages. 

122. A ‘dashboard’ of such metrics and how they have changed over time could be used 
to track, for example, any rises in unplanned outages and reported to the proposed 
“District Heating Governance Board” (see paragraphs 197 to 199). 

Options appraisal process

123. For the reasons set out in this report, the council must now embrace low carbon 
heating systems whenever possible. The obvious time to do this is when heating 
plant is approaching end of life. It is therefore proposed that all estates with boilers 
coming up for replacement should go through an options appraisal process to 



determine if a renewable or low carbon heating system would be viable and to 
determine the best option from both an economic and an environmental perspective. 

124. As with Southwark’s policies relating to new developments, the options appraisal 
should consider the potential to connect to an existing or proposed low carbon heat 
network (such as SELCHP), before then considering the use of renewable or low 
carbon heating technologies to serve just the estate in question. 

125. A standard scope for the options appraisal should be developed to ensure that 
consultants are suitably briefed. The scope should include

 Energy efficiency improvements to the fabric of the buildings
 Central plant replacement options
 Heat distribution condition and options
 Dwelling internal distribution condition and options
 Heat metering and dwelling controls
 Capital costs and capital and revenue funding streams
 Economic, legislative and environmental appraisal.

126. The major works team’s panel of M&E advisors and agents may be able to deliver 
this work adequately or it may be necessary to engage specialist consultants to 
deliver. 

127. The commissioning party is likely to be a combination of the Housing and 
Modernisation ‘Engineering’ and ‘Major Works’ teams. ‘Engineering’ can help setup 
and guide the appraisal, being mindful that operation and maintenance of whichever 
solution is chosen will eventually be their responsibility. ‘Major Works’ will be key to 
developing a programme and delivering the solution so must be involved throughout 
the appraisal as well. 

Data and asset management approach

128. The strength of a strategy is only as good as the data that it is based upon. Where 
there are gaps in the data, assumptions must be made. For example, if the age and 
condition of the radiators within a block of flats is not known it might be assumed 
that they were replaced at the same time as the adjacent block and do not need 
replacing for many years. If when an energy centre renewal takes place it becomes 
obvious that the radiators in the block also need replacing, this can either be done at 
the same time (causing the project to go over budget) or programmed for a future 
year (potentially impacting the efficiency and condition of the newly installed plant if 
dirty water is circulating). 

129. In this example of an individual site, a condition survey could be carried out before 
the plant replacement is programmed and this could be avoided, but on a whole 
stock level when planning and programming are taking place, gaps in the data can 
lead to poor strategy and resources being allocated wrongly. 

130. The council’s housing asset data is stored in two systems: 

 Northgate / iWorld – this is the ‘live’ system where calls are logged and where 
jobs are raised and tracked. Any changes to assets (such as a boiler being 
serviced or renewed) should appear here first. 

 Apex – this system receives regular data outputs from iWorld and is primarily 
used for developing investment programmes



131. Neither system has an effective method of recording the age and condition of 
network pipes whether buried or within buildings. The most common way of 
recording pipework data is on network drawings and the council has many of these, 
but equally many are missing or only partial. In some cases, the council simply does 
not know where the buried pipes are. This can be problematical when distribution 
pipes burst or when utility contractors need to dig in the road. 

132. Boiler assets generally are contained within the above systems, often along with 
their age. It is not possible to calculate or monitor efficiency through these systems, 
however, because boiler / plant room heat meters are not present and the systems 
are not set up for this function. 

133. Regarding gas meters, the records are mostly kept up to date by our energy 
brokers, and regular meter readings should be taken by the heating maintenance 
contractor for each site. However, gas meter serial numbers, locations or meter 
readings are not generally integrated into iWorld or Apex and are thus not as 
straightforward to correlate with boiler rooms and estates. 

134. Without reliable data in the correct format appraising different investment options, 
planning replacement works or setting performance targets all become guess work. 
The council has been investigating what best practice heat network asset data 
management systems exist. This process is ongoing but costs have not yet been 
sought from providers as the scope of what the council needs is still be defined. 
However, it is estimated that the council should initially budget around £100k for 
pipework asset mapping work in order to at least have a complete set of drawings. 
This may also be enough to develop an asset register with the required functionality 
as well subject to further investigation. 

The sale of heat to third parties

135. At present the council provides the vast majority of heat from its communal boilers to 
domestic properties. Almost none of the heat delivered is metered but is sold on a 
flat rate basis (see paragraphs 42 to 44). Some heat is supplied to TRA halls and 
other communal areas on the estates and this is also generally not metered. The 
only heat currently sold to third parties outside of the housing portfolio is that sold to 
two schools. These sites have heat meters and are charged on an actual usage 
basis. Since the council does not maintain the plant rooms at the schools it is 
sometimes difficult to read the heat meters which can cause problems with billing. 

136. Recently the council was approached by a developer who is building a block of flats 
near to the existing SELCHP network. Under planning law they need to determine 
whether a connection to “an existing district heating network” is possible. The 
distance from the primary network (operated by Veolia) was too great but the 
distance to the secondary network (operated by the council on one of its estates) 
was provisionally viable. The council is therefore investigating the legal and 
commercial implications of selling heat in such situations. 

137. The sale of heat to third parties is also linked to the receipt of HNIP funding. One of 
the application criteria of HNIP is “expandability” i.e. that networks can expand to 
supply heat to new customers in the area as appropriate. If the council were to rule 
out selling heat to third parties, this would limit the practical, if not the technical, 
expansion potential of the networks and be against the spirit of the HNIP 
programme funding. 



138. As the council renews and decarbonises its housing estate heat networks, it is likely 
that further opportunities like that mentioned above will arise. This is potentially an 
opportunity for the council to expand the use of its assets to achieve financial and 
environmental benefit, but it would also require the council to change some of its 
processes. Private heat customers will want a long-term and legally binding ‘Heat 
Supply Agreement’, assurances over heat supply reliability, service standards and 
consumer protection, and clear and accurate billing showing consumption, tariffs 
and carbon factors. 

139. As an alternative to supplying heat to third parties directly, if the above 
considerations are deemed too challenging, or if the opportunity is deemed to small, 
the council could rely upon a joint venture partner or third party ESCO to offer this 
service on its behalf. This would reduce risk to the council but reduce or remove the 
financial benefit as well. 

Secondary systems

140. Almost all investments made in recent years to the council’s district heating assets 
have been to the boilers or to the primary buried mains serving each building. This is 
because there have been numerous failures to these essential items and also due to 
the fact that when these items do fail they affect the whole or at least substantial 
parts of the network, causing heating outages for potentially hundreds of homes 
simultaneously. 

141. It is right therefore, that these elements have received investment. However, 
secondary distribution systems (risers and lateral pipework within blocks of flats) 
also require investment as do the dwelling internal systems of pipes, radiators and 
controls. In many cases secondary and dwelling pipework is original to the building 
and residents have no control over their heating whatsoever. This is inherently 
inefficient as it results in excessive opening of windows while the heating is on, just 
to control internal temperatures. 

142. Investment is therefore needed in secondary and dwelling side systems. It should be 
noted that such investment is likely to trigger the requirement to install final 
customer heat meters under the ‘major refurbishment’ criteria, as described in 
paragraphs 169 to 180. Further knock-on effects of secondary and dwelling system 
renewal include the opportunity to redesign not only the way heat is charged for, but 
also the way systems operate: 
 What flow and return temperatures are necessary?
 Should dwellings be hydraulically separated from the primary and secondary 

pipework? 
 Should the network maintain heat to all areas 24/7 or only when called for?

143. Some of these questions will not only affect the design and installation of the 
secondary and dwelling systems themselves but have consequences for how easily 
networks can be decarbonised in future. For example, heat pump technology works 
more efficiently at lower flow temperatures so by designing systems that operate at 
lower temperatures, the council will be future proofing itself for latter decarbonisation 
works, even if primary heating plant is not changed at the same time. 

144. Despite the very clear need for investment in secondary and dwelling systems, there 
is not currently a clear enough set of data to determine which estates require these 
works, meaning budgets and programmes cannot be prepared. It is therefore 



proposed that a set of condition surveys take place focussing on secondary and 
dwelling systems. The cost of the proposed condition surveys is still to be confirmed 
but a high level budget has been included in the roadmap in Appendix 2. The 
council recognises that a strategic long-term investment plan is required and by 
gathering additional data will be well placed to prepare this. 

Asset data analysis and financial modelling

145. The collection and management of network asset data (paragraphs 128 to 134) as 
well as condition surveys on secondary and dwelling systems (paragraphs 140 to 
144) will only prove useful if the resulting data is fully utilised. The council already 
analyses its existing data on a monthly basis to track performance against 
performance indicators, and the council is now looking at ways to extend this 
analysis to give greater visibility on performance and better analytics for future 
investment decisions and long-term strategy. It must be recognised, however, that 
increased reporting requirements may have staff resource implications. 

146. The Parsons Brinckerhoff study referred to previously included life cycle analysis 
over a 40 year period and compared various options for investment and 
management. This work was conducted in 2016 so is now around 3 years old. Given 
that the scope of the project was limited (it did not consider any renewable 
technologies, not prioritise finding based upon carbon savings) and that 
technologies, carbon factors and cost assumptions all change over time, it is 
considered that some updates to this work would be beneficial. 

147. Updates could either take the form of a project refresh by the same or other external 
consultants, or alternatively a refreshed set of cost assumptions could be sought 
and the council could take responsibility for feeding up to date condition data into 
the model to keep the results current. 

148. Having a “live” view of the best whole life options for each estate would be extremely 
beneficial when making both emergency and planned investments, and would also 
allow the council to be fully informed when negotiating with potential ESCo partners 
regarding future system management. 

149. The most time and cost-effective solution for the council is considered to be an 
external refresh of the Parsons Brinckerhoff work with one of the key outputs being 
the handover of an up to date model which can be managed internally. Cost 
estimates for this work are being investigated and a provisional sum has been 
budgeted for within the roadmap in Appendix 2. 

Procurement implication

150. The processes and structures that the council currently uses to procure heating 
installation projects and maintenance services will need to be reviewed in light of the 
proposed projects, technologies and processes herein. This review has begun but 
not yet reached a stage where it can be included here. 



CONCLUSIONS

151. Over 17,000 council properties rely on district heating systems that are in need of capital investment and modernisation. There is not the 
funding in the current investment budget to upgrade the systems to a modern standard. The council is working to develop a heat 
networks strategy for the borough that addresses this problem head on and presents a clear way forward. 

152. The strategy is not yet fully developed but much has been done over the last two years and this paper presents some clear results and 
recommendations from that work alongside a clear set of actions for ongoing work to deliver the full strategy. The schematic diagram 
below shows the strands of activity which are believed to be necessary. 



RHI Schemes

153. The RHI has been identified as a key funding stream which will allow the council 
to deliver system renewal, carbon savings and a net financial benefit in one go. 
The RHI is only guaranteed to March 2021, however, so the council must move 
quickly to develop a small number of viable ‘pilot’ projects identified. These 
projects will enable the council to develop in-house knowledge of low carbon 
technologies. It is proposed that the council begin detailed investigations as soon 
as possible which, if positive, should lead straight onto procurement. The aim is 
for heat pump installations to take place within the 2020/21 financial year. 

154. It is further proposed that the net financial benefit, be ring-fenced for investment 
in the secondary pipework and dwelling internal systems. This work need not 
take place in the same financial year as the primary plant installation, but as soon 
as possible thereafter. Investing in secondary and dwelling systems will maximise 
the benefit of using a heat pump system by allowing lower temperature 
distribution. It will also maximise resident comfort and satisfaction with the project 
overall as they receive new radiators and better controllability. 

155. It is anticipated that light-touch tenant consultation should be sufficient for the 
heat pump works within the plant room as this will not lead to any changes in how 
residents receive or are charged for heat. 

156. More detailed resident engagement should be carried out if secondary and 
dwelling systems are renewed as this work would be more disruptive to residents, 
and would be more in need of careful programming and design to fit with 
residents’ requirements. 

157. Officers are currently exploring leaseholder consultation and contribution 
implications in terms of capital and operational costs. It is important that such 
considerations are resolved as quickly as possible to allow the overall projects to 
progress and meet the RHI deadlines.

158. Subject to further technical and economic feasibility the council should aim to 
finalise the details and begin procurement by the end of the year to allow 
contracts to be awarded by April 2020. This will give the contractor a full year to 
finalise designs and consents, complete the works and register the sites for the 
RHI before the March 2021 deadline. 

159. It is considered prudent, to achieve as quick and efficient a procurement process 
as possible, that where the contract value would normally require cabinet 
approval, that procurement decisions should be delegated to the Cabinet 
member for Housing Management and Modernisation for Individual Decision 
Making (IDM). 

Asset data & internal process development

160. It is proposed that the council develops a complete set of drawings and mapped 
data for its buried assets as well as better condition data relating to its secondary 
and dwelling side systems. 

161. Such data should be suitably used to refresh and improve the life cycle analysis 
of different heating options of the district heating estates. 



162. New council processes should be developed to include a heating options 
appraisal before planned works take place, and revising the monthly performance 
monitoring metrics to be considered by management. 

Strategic network expansion / renewal

163. The strategic network expansion and renewal opportunities identified by this 
paper, including the Canada Water SELCHP extension, Peckham/Old Kent Road 
SELCHP extension and others constitute an excellent opportunity to not only 
decarbonise the council’s own housing estates, but also to deliver wider carbon 
savings in the borough (including for example the council’s corporate estate, new 
housing developments and other significant heat loads), improved system 
performance and reliability and cost savings to the councils and its residents. 

164. The council intends to apply for further HNDU grants and/or DEEP (GLA) grants 
to part fund the next steps of detailed feasibility, project development and 
commercialisation. The council will also need to contribute financially to this 
process and the expected contributions are budgeted for within Appendix 2. 

165. Subject to successful completion of the above steps, it is hoped that some of the 
strategic opportunities will prove technically and economically viable and that the 
council will be able to apply for HNIP funding to support the capital investment 
before entering formal procurement and contracting processes. 

ESCo / delivery partner development

166. Those estates / networks not initially brought forward for an RHI supported 
renewable heating system or connection to a strategic heat network, may need to 
consider long term finance and operation structures outside of the council’s 
standard approach. 

167. The council will continue with its soft market testing process to determine the 
likely best options for bringing in private finance and/or operation. 

168. A break in the current heating and water maintenance contract in March 2021 
would be a suitable time for a new contract structure to begin if things have 
reached a sufficiently advanced stage by then. The existing contract is 
extendable by up to five years which should allow more than enough time for new 
arrangements to be put in place before a retendering of the maintenance contract 
becomes essential. 

COMPLIANCE

Heat Metering & Billing Regulations

169. The Networks (Metering & Billing) Regulations were published in 2014 and 
amended in 2015. Under these regulations heat suppliers have several legally 
enforceable “duties”. Failure to comply with these duties can technically be 
punished by an unlimited fine though BEIS have yet to prosecute any heat 
supplier under the regulations. Duties include: 

 Regulation 3 - to notify government of all the council’s heat networks every 
four years (the council submitted its notification for the second time in 



January 2019)

 Regulation 4(1) - to install “building level” heat meters (applicable from 
18/12/2014)

 Regulation 4(3) - to install “final customer” heat meters (applicable by 
31/12/2016 but this duty is currently on hold). This duty is conditional upon 
the installations being “cost effective and technically feasible” (see paragraph 
170).

 Regulation 7(2) - to install “final customer” heat meters in newly constructed 
buildings or buildings undergoing major refurbishment. This duty is not 
conditional upon installations being “cost effective and technically feasible”.

 Regulation 4(8) - to install heating controls wherever “final customer” heat 
meters have been installed so that customers can control their heat 
consumption.

 Regulation 9 – to bill customers based upon actual heat use wherever final 
customer heat meters have been installed.

170. Except for new build and major refurbishment situations, the installation of final 
customer heat meters is conditional upon the result of a “viability test” as laid 
down by the regulations. When the regulations were first published a viability tool 
was used to determine whether the installation of final customer meters was 
viable and should be carried out. However, the tool was found to be not fit for 
purpose and was withdrawn, while the duty to install final customer meters that 
depended upon the use of the tool was put on hold. 

171. Along with many other councils and housing providers, the council is yet to install 
building level meters in compliance with Regulation 4 (1) (above). Other than 
this, it is believed that the council is fully compliant with the other duties 
described. 

172. The cost of installing building level heat meters varies greatly depending upon 
the size of the building (and therefore the pipework serving the building), the 
accessibility of the pipework (e.g. subterranean entry points would require 
excavation) and the also whether a building has more than one connection to a 
network. The regulations define a building so that both a large block of flats and 
a terraced house are both buildings in the sense that they fall within the 
requirement to install building level meters. 

173. A simple single-dwelling building is estimated to costs around £1,000 to install a 
heat meter and basic heating controls. A block of flats is estimated to cost 
around £10,000 to install a heat meter (including enabling works). The council 
supplies heat to just under 500 building, and in the region of 100 of these are 
single-dwelling buildings (pending further investigation). 

174. A simple estimate of the cost of complying with Regulation 4(1) (duty to install 
building level heat meters) is therefore (400 x £10,000) + (100 x £1,000) = 
£4.1m. This is only a high-level estimate, however, and the council is currently 
working with its contractors to understand more accurately the likely cost burden 
and any barriers to delivery. 



175. A simple estimate of the cost of installing final customer heat meters and 
temperature controls across the district heating estate (just over 17,000 
customers) would be £17m but it should be noted the requirement to install final 
customer heat meters that are not part of a new build or major refurbishment 
setting is currently on hold. If this requirement becomes “live” again, any new 
viability tool may direct that not all (or even none) of the 17,000 dwellings need 
final customer heat meters, so this estimation is a “worst case” estimate only. 

176. Regulation 9 of the regulations requires heat suppliers to bill customers based 
upon accurate and actual heat meter readings wherever final customer heat 
meters have been installed. This is in contrast to the council’s current practice of 
charging tenants a flat rate across the borough and leaseholders a proportional 
share of the costs for heating their estate, meaning that changes would be 
required if further heat meters were installed. 

177. Where the council has built new homes which are supplied by a heat network, it 
is beginning to engage an external heat metering and billing company to 
undertake the installation and maintenance of meters, the collection of meter 
data and the billing of customers. The council may wish to consider undertaking 
some or all of these roles in-house in future, particularly if large numbers of final 
customer meters are installed. This would require significant changes to current 
council operations. 

The consequences or heat metering and billing - pros and cons, structural 
changes

178. There are consequences for customers of installing final customer heating 
meters. On the positive side, a meter installed along with heating controls will 
allow residents to better control their heating and only pay for what they use. If 
they are happy with a lower temperature, they do not need to subsidise those 
who wish to have a higher temperature. Furthermore, paying for actual usage 
encourages energy efficient behaviour such as not leaving windows open when 
it is cold outside. 

179. On the negative side, however, some customers cannot help needing more heat 
– those living in a top floor flat, for example, with an exposed roof above them 
will naturally require more heat than a mid-floor flat to maintain the same internal 
temperature. This is not the fault of the resident and it seems unfair to penalise 
this. Elderly or infirm residents may also require higher internal temperatures due 
to health needs and this would obviously cost more with a metered system. And 
finally, while encouraging energy efficient behaviour is obviously a good thing, 
where residents are in or at risk of fuel poverty, they may be tempted to under 
heat their properties in order to save money. This can result in windows never 
being opened (the opposite of the problem identified in paragraph 178) which 
can lead to poor indoor air quality, high humidity and CO2 levels, condensation, 
and mould, which in turn can lead to respiratory problems. These are some of 
the possible unintended consequences of installing final customer heat meters 
and billing residents for actual heat use. 

180. Strategies for counteracting some of the negative consequences of final 
customer heat metering include careful setting of the tariff structure, and 
insulating buildings to reduce heat loads. Issues such as these should be fully 
considered by the council before embarking upon major roll-out of final customer 
heat meters. These issues do not apply to building level heat meters in the same 



way because in most cases (other than terraced houses) building level meters 
would not be used to bill customers, but rather to calculate energy losses in 
different parts of the heat networks. 

Heat networks regulation

181. In July 2018 the Competition and Markets Authority (CMA) published a report 
recommending that heat networks should be regulated. At present, unlike other 
energy services such as gas and electricity supply, heat networks are not 
regulated which means that in general heat network customers have less 
consumer protection if things go wrong.

182. What might regulation look like in the heat market? 

 a priority services register for vulnerable customers

 a minimum standard of complaint handling;

 performance measures for quality of service and responding to supply 
issues;

 access to an ombudsman with the ability to investigate suppliers and make 
binding remedies.

183. It is likely that the recommendations of the CMA report will be implemented with 
Ofgem being the regulator. If this does happen it could mean significant changes 
for the way the council manages its heat networks and deals with residents. Until 
further information is released it is not possible to determine the exact changes 
that could happen or when they could happen but the council should be actively 
monitoring government and Ofgem messages in this field to ensure that it has as 
much time to respond to any new requirements as possible. 

184. The Heat Trust scheme, launched in November 2015, sets out a customer 
service standard that heat suppliers should provide their customers. It also 
provides an independent process with the Energy Ombudsman for settling 
complaints between customers and their heat supplier. The ombudsman service 
is free for final customers to access and is funded by the membership fees of 
heat suppliers. 

185. The Heat Trust scheme describes aspects of the customer service such as 
guaranteed performance standards (e.g. quantity and availability of heat) and 
governs levels of compensation that should be paid to heat customers in the 
event that the guaranteed performance is not achieved. It also describes how 
customers should be able to report faults, acceptable response times, how 
customers should be billed and how complaints should be managed. 

186. Cost of membership. Heat Trust membership fees (excluding VAT) for the 2019-
2020 financial year are £84.05 for site registration (this is a one off payment) and 
£4.73 per customer connection (this is payable annually). Membership fees rise 
in line with CPI. For the council to register all of its heat networks with the Heat 
Trust would therefore cost in the region of £89,000 in year 1 and £81,000 from 
year 2 onwards3. 

187. There is a risk to the council of joining the Heat Trust in that the compensation 

3 (100 networks x £84.05) + (17,132 customers x £4.73)



levels for heat supply failure would be higher than the council currently pays out. 
With an ageing heat supply infrastructure, there is a risk that significant 
compensation sums may become payable which might be better put towards 
system upgrades to avoid such outages in the first place. 

188. It is worth noting, however, that Heat Trust membership (or the adoption of 
equivalent standards) is a requirement for networks which are applying for HNIP 
grants (see paragraphs 63 to 66) meaning that the council may need to apply for 
membership for certain networks if it wishes to receive such funding. 

Fuel Poverty Regulations

189. The Fuel Poverty (England) Regulations 2014 set out a legal objective for 
addressing fuel poverty by ensuring that as many as is reasonably practicable of 
the homes in which such persons live have a minimum EPC energy efficiency 
rating of Band C. This objective is to be achieved by 31st December 2030. 

190. There are many means of improving EPC (Energy Performance Certificate) 
ratings which range from wall, roof and floor insulation to solar panels that 
contribute to a dwelling’s energy supply. One way of improving EPC ratings is to 
improve the efficiency of the heating system as more efficient systems provide 
heat more economically. 

191. District heating systems can have their efficiency ratings calculated and such 
ratings can be fed into the software that calculated EPC scores, thereby 
providing a method for improving the council housing’s EPC ratings by investing 
in the district systems. 

192. The implications of the Fuel Poverty regulations are far wider than just improving 
the council’s district heating systems however and are likely to be addressed in 
other ways. 

Electricity supply regulation – private wire

193. It is worth noting that none of the strategic heat network opportunities identified 
within this report are proposed to include private wire systems. The requirements 
outlined below should not, therefore, apply to the council in the short term. 
However, it is worth being aware that such requirements would apply if the 
council did implement a private wire system. 

194. Some low and zero carbon technologies such as CHP and solar PV, generate 
electricity that can either be used by the system operator or exported to the 
national grid. A third option for using the electricity, if there is too much for self-
consumption, is to install a ‘private wire’ system which involves running a cable 
from the installation to another private customer. This enables the electricity to 
be sold for a higher price than when selling to the grid. 

195. In such cases the private wire operator is supplying electricity directly to a 
consumer or consumers and must either be licenced or apply to be licence 
exempt. The route chosen will most likely be determined by the scale of supply, 
with smaller suppliers normally opting for the licence exempt approach. 

196. Even a licence exempt private wire operator is obliged to facilitate its consumers 
switching to another electricity supplier. This is termed ‘Third Party Access’ and 



can even include entirely new customer connections being made and the private 
wire operator permitting another electricity supplier using the “private” wire to 
supply existing or new customers. The private wire owner would be allowed to 
charge the other electricity supplier for use of the wire but would need to receive 
Ofgem approval on the charging methodology. Third Party Access requirements 
are accommodated in The Electricity and Gas (Internal Markets) Regulations 
2011. 

Governance

197. Given that the emerging district heating strategy outlined above relates to issues 
of compliance, meeting people’s basic heating needs, large investment sums and 
requires rapid delivery, it is proposed that a Heat Networks Governance Board be 
established to monitor current operation and oversee the development and 
delivery of the investment strategy. 

198. It is proposed that the board be comprised of the Cabinet Member for Housing 
and Modernisation (to chair or designate the chair) Strategic Director for Housing 
& Modernisation, Director of Asset Management, the Head of Engineering, 
officers responsible for district heating maintenance and officers responsible for 
investment strategy. Officers from finance, sustainability and other departments 
could be invited as required. 

199. The board should review:

 Current and historic performance utilising a suitable dashboard
 Issues relating to resident engagement or complaints
 Issues relating to the emerging investment strategy
 Issues relating to specific projects

Resident consultation 

200. Residents are the ones directly affected by any problems with the council’s 
district heating systems, and also by the investment strategy. Suitable resident 
consultation group(s) will be established to liaise with council officers throughout 
this process. 

201. Engaging with a relatively small group of residents who represent much wider 
groups, should provide a constructive means of early consultation that allows 
more detailed dialogue and discussion. A working group or groups could also 
advise on the most appropriate form of wider consultation exercises. 

202. Tenants Council has suggested recently4 the establishment of a residents 
working group with members selected from tenants council and SGTO. Their 
proposal is that this group would consider the council’s management of heating 
outages and the emerging investment strategy. 

203. This suggestion seems appropriate but the council has proposed that 
representatives from the Home Owners Council and Tenant Management 
Organisations be included in the same group in order to achieve the full breadth 
of representation. This wider representation needs to be balanced with the need 
to keep group membership to a sensible number. 

4 Report titled ‘Heating & Hot Water Services’ from Tenants Council, dated 18th March 2019.



204. Some specific project opportunities (for instance the installation of a heat pump 
in a plant room instead of a boiler) are likely to only need light-touch consultation 
with residents because residents won’t notice any differences in heating 
provision or their heating charges. 

205. Projects which could alter the way residents receive or pay for heat, or which 
alter the ownership or operational structure of the heating assets will need to 
undergo much more extensive consultation with residents. The form that this 
consultation process takes could be informed by the proposed new group. 

206. Consultation process are also likely to change in the future as the current 
Resident Involvement Review reaches its conclusions and these changes will 
need to be taken into account. 

Staff resource implications

207. The number of projects and work streams to be managed concurrently mean 
that a Heat Networks Officer will be needed, to work alongside the Strategic 
Project Manager. It is anticipated that this recruitment will be at Grade 9 level for 
a fixed period of two years. The primary focus for this post will be on improving 
the heat network asset data. As confirmed by the comments from the Strategic 
Director for Finance and Governance (paragraph 236), the estimated budget of 
£120,000 over two years will be contained within the HRA. 

208. The protracted nature of many heat network projects, which normally involve 
multi-million pound investments and long-term contracts, mean that the 
development and delivery of the council’s heat networks strategy will need to be 
supported by a permanent post. It is proposed to convert the current fixed term 
contract of the Strategic Project Manager to a permanent position. As confirmed 
by the comments from the Strategic Director for Finance and Governance 
(paragraph 236), the estimated budget of £120,000 will be contained within the 
HRA.

209. An appraisal will need to be conducted on the impact of the emerging strategy 
on various teams across the council, in particular Housing and Modernisation’s 
‘Engineering’ and ‘Major Works’ teams and their capacity to deliver additional 
installation projects and to adopt and carry out new proposed processes. 

Policy implications

210. The London Plan committed to meet 25% of London’s energy requirements 
through the use of decentralised energy by 2025.

211. A manifesto pledge commits the council to becoming carbon neutral by 2050 and 
a motion passed recently by cabinet now commits the council to achieving 
carbon neutrality by 2030 if possible. 

212. Heat metering and billing regulations already require the council to install 
building level heat meters across its estate, and are likely to require the 
installation of final customer heat meters in due course.

213. Heat network regulation has been recommended to government and is likely to 
come into force in the coming years. 



214. The emerging heat networks strategy outlined here will assist the council in all of 
these policy areas. 

Community impact statement

215. More than 17,000 residents rely on the council’s district heating systems for their 
everyday heating and hot water needs. This paper relates primarily to shaping 
future investment in these assets. Without careful thought and extensive 
investment to ugrade the systems residents will be disadvantaged. Vulnerable 
residents will be particualry disadvantaged by increasingly unrealiable and 
inefficient district systems particularly affecting disabled, very young and older 
residents. 

216. Fuel poverty should remain a key consideration for any future solution. A modern 
and efficient system should decrease fuel usage, particuarly when internal 
controls are introduced. However the cost of providing heat to residents should 
remain a key consideration alongside the overall efficeincy of their homes. 

217. With regard to locations where the decision is taken to proceed with investment in 
heating systems, those living in properties may experience some inconvenience 
and disruption in the short-term, while works are taking place but communities as 
a whole will benefit in the longer term.

218. In local areas, the effects will be mitigated by working closely with residents on 
the delivery process and using experience gained on a significant number of 
recent projects. Residents will continue to be at the centre of and involved in 
works that take place. Where financially viable other positive community impacts 
will also be included as part of any proposed works.

219. Investing strategically in the council’s heat networks will provide a better standard 
of heating for residents and contribute to improved general health and well being. 
Due consideration will be given to those tenants with specific needs both during 
works and after completion.

220. The Public Sector Equality Duty requires public bodies to consider all individuals 
when carrying out their day to day work, in shaping policy, in delivering services 
and in relation to their own employees. It requires public bodies to have due 
regard to the need to eliminate discrimination, advance equality of opportunity 
and foster good relations between different people when carrying out their 
activities. 

Financial Implications

221. It has previously been estimated that the council needs to invest around £350m 
capital in the next 40 years in renewing the district heating assets. This paper 
provides an update on the development of a heat networks strategy and 
investment plan that will define the short, medium and long-term investment 
needs. However, this process is still at an early stage and the financial 
implications will need to be considered in more detail in future.

222. Some short term opportunities have been identified where the financial 
implications have been appraised, and these implications have been covered at 
each point. In particular the opportunity to deliver renewable heating projects 



using heat pumps was shown to have a positive business case (paragraphs 94-
95) and the SELCHP extension projects discussed are thought to be investible, 
subject to further investigation, if some public grants can be obtained (see 
paragraph 107). 

223. A roadmap of the necessary steps and anticipated costs likely to be incurred in 
developing the long term heat networks strategy and investment plan are 
provided within Appendix 2. Around £330k of council investment is expected to 
be needed to bring the renewable heating and SELCHP extension projects 
forward to an investable stage, and as these investigations progress each 
project should be considered in isolation to assess its economic viability. A 
further £160k is expected to be needed to improve areas of the council’s heat 
networks asset data to allow better modelling and investment planning. Further 
budget is allocated to staff resource as described in paragraphs 207-209.

SUPPLEMENTARY ADVICE FROM OTHER OFFICERS

Director of Law and Democracy

224. In January 2017 the cabinet approved an interim three year investment plan for 
District Heating in the Borough, whilst the options for funding the modernisation 
of Southwark’s heat network were fully explored. 

225. This report now seeks approval for investment in the first renewable heating 
systems on council housing estates within the borough as set out in the report. It 
also recommends the approval of a roadmap for developing the heat networks 
strategy, including the identified £490k budget.

226. The report recommends the establishment of a District Heating Governance 
Board comprising relevant officers across the council to provide oversight for the 
project. 

227. Pursuant to Part B of the council’s constitution, the cabinet is responsible for
formulating the council’s overall policy objectives and priorities and to approve 
key strategies and they are therefore asked to approve the next stage of this 
plan. It is noted that some of the further decisions relating to this project will be 
delegated to the cabinet member for Housing & Modernisation. The Leader is 
able to delegate the decision making in this way in accordance with the Local 
Government Act 2000. 

 
228. In considering these recommendations, the Cabinet should have regard to the 

council’s obligations to carry out its duties in accordance with the principles of 
best value and to ensure its functions are exercised having regard to a 
combination of economy, efficiency and effectiveness.

229. In continuing to develop the plan, where this directly impacts upon the day to day 
lives of residents, the council should consult relevant parties on the various 
options before reaching decisions so that those responses can be 
conscientiously taken into account by the decision makers. 

230. Section 105 of the Housing Act 1985 (HA1985) imposes requirements on a local 
authority to consult tenants, to consider representations made to them by 
tenants or their representatives and to publish details of the consultation 
arrangements. Section 20 of the Landlord and Tenant Act 1985 sets out the 



consultation requirements in relation to leaseholders. The Director of Law and 
Democracy notes that the Strategy proposes different levels/types of 
consultation with residents’ representatives and then with tenants and 
leaseholders separately, depending on the nature of works to be undertaken. 
The Director of Law and Democracy will continue to advise officers on the 
adequacy of any consultation that is proposed to ensure it is compliant with the 
statutory obligations.

231. The cabinet must continue to take into account the public sector equality duty 
(PSED) general duty under the Equality Act 2010 when making decisions in 
relation to this strategy, and specifically to have regard to the need to (a) 
eliminate discrimination, harassment, victimisation or other prohibited conduct, 
(b) to advance equality of opportunity and (c) foster good relations between 
persons who share a relevant protected characteristic and those who do not 
share it. The relevant characteristics are age, disability, gender reassignment, 
pregnancy and maternity, race, relation, religion or belief, sex and sexual 
orientation. The PSED general duty is a continuing duty and potential equality 
considerations should be considered at the different stages of the programme. 
Cabinet is specifically referred to the community impact statement in the report, 
which sets out the consideration that has been given to equalities issues for this 
stage of the programme.

 
232. It is noted that further decisions will need to be made via the procurement 

processes of the council, and officers from legal services will provide legal 
advice, when required, in relation to these processes and on the models
of service provision to be considered in the future. 

233. The Director of Law notes that the aim of the Strategy to increase efficiency and 
meet the target of moving to low carbon heat systems will, when implemented, 
also reduce spend on legal claims based on heating defects (such as outages, 
caused by leaks in aging underground pipes, etc., and the lack of control by the 
residents, among other issues). The Director of Law also notes the plan to work 
with residents to reduce disruption to them during the works – such reduction, if 
successful, this is likely to help in reducing legal claims which are likely to occur 
during the major works. 

234. The report highlights the fact that the council is working to comply with new 
legislation, including the Heat Network (Metering and Billing) Regulations 
2014 (The Regulations).  The Director of Law and Democracy notes that some 
reporting under these regulations is being done; heat meters have been installed 
in new buildings and steps are being taken to ensure that billing and 
maintenance functions (in relation to the meters) are undertaken by a 3rd party 
provider. Until the meters are switched on (to enable actual consumption to be 
shown in accordance with the regulations), the council has taken the practical 
option of not billing the residents with these meters at this time. 

235. The statutory duties and powers referred to in this report are noted by the 
Director of Law and Democracy , in particular the responsibilities arising from the 
Networks (Metering and Billing) Regulations. It will be important for the council to 
continue to plan a programme which enables compliance with these regulations. 



Strategic Director of Finance and Governance (H&M 19/031)

236. The Strategic Director of Finance and Governance notes the contents of the report. 
The development of a long-term heat network strategy is essential to address the 
ageing district heating infrastructure and achieve the council’s ambitious carbon 
reduction target by 2030. Work to date has identified a number of opportunities for 
the adoption of renewable heat technologies, such as heat pumps. Whilst early 
stage feasibility shows positive results, the financial viability of such projects is 
dependant on the receipt of financial incentives in the form of Renewable Heat 
Incentive (RHI) funding from government. This is payable for a period of 20 years 
based on the amount of heat generated, but access to this funding is currently only 
guaranteed until March 2021. Beyond this date, it is unclear what if any incentives 
will be available, but given government’s recent commitment to carbon reduction, 
this is likely to require on-going government support. Paragraphs 91-96 set out the 
proposed sites for investment along with the financial modelling which indicates a 
positive NPV and net receipt to the council over the lifetime of the RHI funding. 
Furthermore, the report outlines the opportunity for accessing GLA loan funding 
from the Mayor’s Energy Efficiency Fund (MEEF) to fund up to 100% of the capital 
cost of the eligible projects over a period of 20 years at a discounted interest rate. 
In line with existing practice, the consideration of borrowing (either through PWLB 
or alternative sources), along with other financing sources would be part of any 
scheme appraisal and be assessed on a case by case basis to achieve the 
optimum outcome. The revenue and employee costs related to this project (as set 
out in Appendix 2) will be fully contained within the HRA.

ACRONYMNS

ALMO - Arms Length Management Organisation
BEIS - Department for Business, Energy & Industrial Strategy
CHP - Combined Heat & Power
CMA - Competition & Markets Authority
DEEP - Decentralised Energy Enabling Project
DPD - Detailed Project Development
EA - Environment Agency
ECO - Energy Company Obligation
EPC - Energy Performance Certificate
ESCO - Energy Supply/Services Company
GHG - Greenhouse Gas
GLA - Greater London Authority
HMMP - Heat Mapping & Maspterplanning
HNDU - Heat Network Delivery Unit
HNIP - Heat Network Investment Project
HRA - Housing Revenue Account
IPCC - Intergovernmental Panel on Climate Change
IRR - Internal Rate of Return
JV - Joint Venture
LEEF - London Energy Efficiency Fund
LSBU - London South Bank University
MEEF - Mayor’s Energy Efficiency Fund
O&M - Operation & Maintenance
OJEU - Official Journal of the European Union
OKR - Old Kent Road
PPP - Public-Private Partnership



PWLB - Public Works Loan Board
NPV - Net Present Value
RHI - Renewable Heat Incentive
SELCHP - South East London Combined Heat & Power
TFL - Transport for London
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