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Overview 

The ADE welcomes the BEIS Select Committee’s inquiry to examine the outlook for future 

investment in energy infrastructure. The Association recommends that forthcoming investment in 

the energy market is user-centred and promotes the active involvement of users in a low-carbon, 

decentralised, smart energy system. To do so includes putting the consumer perspective at the 

heart of the design of a new policy and regulatory framework and allowing users to compete to 

solve system needs; including where they offer a cheaper solution than building new network 

infrastructure. 

The ADE is the UK’s leading decentralised energy advocate, focused on creating a more cost 

effective, efficient and user-orientated energy system. The ADE has over 140 members active 

across a range of technologies, including both the providers and users of energy equipment and 

services. Our members have particular expertise in heat networks, energy efficiency, combined 

heat and power, and demand side energy services, including demand response and storage. 

 

1. How do recent investment decisions on nuclear and trends in low carbon investment 

affect the UK investment outlook for energy infrastructure?  Is there a case for 

changing the Government’s current approach to delivering a low cost, low carbon 

energy system? How could the ‘nuclear gap’ be filled? 

The ADE recommends that there is a clear case for changing the government’s current approach 

to delivering a low cost, low carbon energy system. There needs to be a step change in the way 

that the government rewards investment in energy, with a move towards rewarding low carbon 

opportunities.  

In the electricity system, it is not clear that there is necessarily a ‘nuclear gap’ to be filled.  

The National Infrastructure Commission (NIC) has recently stated that no new nuclear projects 

should be committed to beyond Hinkley Point C until 2025 given the uncertainty over whether it 

is needed1. Further, recent research by Imperial College and Vivid Economics found that “The UK 

can achieve a reliable, low-carbon electricity system with high levels of variable renewables, and 

low levels of thermal generation capacity. It can do so with no new nuclear beyond Hinkley Point 

C, no CCS and no biomass”2.  

To bring forward the significant volumes of demand-side response (DSR) and storage that will be 

needed in such a world, it will be necessary to do more to support investment. For these 

technologies, the key sources of revenue are –  

                                                
1 National Infrastructure Commission (2018) National Infrastructure Assessment: Low cost, low 

carbon 

2 Vivid Economics and Imperial College (2018) Thermal generation and electricity system reliability 

https://www.nic.org.uk/assessment/national-infrastructure-assessment/low-cost-low-carbon/
https://www.nic.org.uk/assessment/national-infrastructure-assessment/low-cost-low-carbon/
http://www.vivideconomics.com/wp-content/uploads/2018/06/Thermal-generation-and-reliability-final-report.pdf
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• Peak pricing arbitrage – In the wholesale market and Balancing Mechanism as well as 

locational and Time of Use network tariffs; 

• Tendered services – Capacity Market, Electricity System Operator balancing services and 

emerging Distribution System Operator balancing services. 

Carbon pricing also plays an important role in the competitiveness of these low carbon 

technologies.  

In 2021, a key established source of revenue, responding to TRIADs in network charges, is likely 

to largely be removed through Ofgem’s reform. Work is underway to improve the value of 

flexibility and decentralised power but is unlikely to be mature in the next few years. Further to 

this, the Capacity Market is currently suspended following the successful challenge of its State Aid 

approval by Tempus.  

This environment is significantly hampering investment in the sector.  

In the heat sector, the ADE wants to see zero carbon heat networks become a reality across 

the UK. In order to achieve this, industry will need policy drivers that reward investment in low 

carbon technology. At present, CAPEX costs for heat networks are typically significantly higher 

than the counterfactual, and this is primarily not because the cost profile for low carbon 

infrastructure itself is typically more expensive than the counterfactual, but rather because of 

high costs created by the current policy environment. For example, the costs associated with 

access and wayleave rights, or business rates, which are currently not on par with other utilities 

and infrastructures. This combines with the absence of a mechanism to address the critical issue 

of demand risk3 to distort the risk profile of these assets, and thus their attractiveness to 

investors.  

By creating a framework that provides a similar risk and return profile as those that exist for 

other infrastructure investments, industry will be able to deliver investment, jobs, carbon 

reduction, cost reduction, and a swathe of other benefits to the market, and help to achieve the 

government’s broader decarbonisation goals. One method to ensure this is through the policy of 

Demand Assurance, explored in detail below. 

Government is encouraged to engage with the Heat Networks Industry Council (HNIC), which is 

currently looking to map what industry could offer (in terms of jobs, carbon, etc.) in return for an 

investment and policy framework that supports heat networks.  

Any forthcoming regulatory framework needs to be embedded with an understanding that 

investors are commercially driven, and hence government needs to shift the balance of attractive 

investment towards low carbon opportunities, and away from high carbon opportunities. The ADE 

recommends that, whilst policy in this space needs to drive emissions reduction, government 

should allow industry and business to figure out how best to deliver it.  

Finally, in terms of demand management - a low cost, low carbon energy system necessitates 

a significant increase in the uptake of energy efficiency measures. A 2017 UKERC Report4 found 

that pursuing cost-effective energy efficiency measures to 2035 could save around a quarter of 

the energy currently used in UK housing, which is approximately equivalent to six nuclear power 

                                                
3 The ADE (2018) Shared Warmth: A heat network market that benefits customers, investors, 

and the environment 

4 UKERC (2017) Unlocking Britain’s First Fuel: The potential for energy savings in UK housing. 

 

https://www.theade.co.uk/resources/publications/shared-warmth-a-heat-network-market-that-benefits-customers-investors-and-t
https://www.theade.co.uk/resources/publications/shared-warmth-a-heat-network-market-that-benefits-customers-investors-and-t
file:///C:/Users/JamesGriffiths/AppData/Local/Packages/Microsoft.MicrosoftEdge_8wekyb3d8bbwe/TempState/Downloads/UKERC_CIED_Policy%20briefing_Unlocking%20Britain's%20First%20Fuel%20(3).pdf
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stations the size of Hinkley Point C. Moreover, meeting the Clean Growth Strategy’s ambition to 

improve business energy efficiency by 20% by 2030 could deliver up to £6bn in annual cost 

savings and contribute up to 22MtCO2e of non-traded carbon savings.5 It is important to 

recognise energy efficiency as part of energy infrastructure and a priority for investment, as has 

been suggested in a report by Frontier Economics6.  

In addition to the benefits felt by customers, increased energy efficiency by commercial and 

industrial users can help achieve wider system benefits through the reduction in overall demand, 

a reduction in the size of relatively carbon intensive peak energy demand and can enable 

flexibility.  

Although the value of energy efficiency to achieving decarbonisation is well understood, there 

remains significant policy gaps in bringing forward the requisite levels of investment. Clarity is 

lacking over long-term targets for the energy efficiency of both domestic and non-domestic 

buildings and existing standards are poorly enforced. Moreover, access to finance and incentives 

for the able to pay market ought to be addressed to facilitate further development. The 

Association welcomes the government’s recent call for evidence on an energy efficiency scheme 

for small and medium sized businesses and the announcement of increased energy efficiency 

measures in new build homes from 2025. However, there remains a need for increased clarity, 

particularly around longer-term ambitions, from the government in removing barriers to 

increased uptake of energy efficiency measure in the UK.    

 

2. How attractive is the UK energy sector for investment compared to other 

countries?   Are there particular technologies which are more – or less – attractive to 

investors under current arrangements?  

Regarding investment in decentralised electricity generation and DSR, the UK remains an 

attractive place for investment compared to other European countries where reforms to open up 

markets are less well-developed. However, the short-term loss of revenue and uncertainty over 

future revenue streams highlighted above is undermining confidence.  

Regarding investment in the heat networks and energy efficiency sectors, the UK is not as 

attractive a market as other European countries who have more significant and long-standing 

frameworks to bring forward investment. Clarity in the long-term policy will be one critical step in 

providing certainty to the market. 

 

3. How has Government policy improved the UK energy investment environment over 

the last three years? 

Regarding decentralised electricity generation and demand-side response, the impact of 

government policy has been mixed over the last three years. 

Regarding DSR, it has and will continue to benefit from reforms undertaken by the Electricity 

System Operator to reform balancing services. By contrast, Ofgem’s review of network charging 

is currently undermining investment in DSR rather than supporting it. During the last three years, 

the government’s policy on DSR has largely been delivered through the Smart Systems and 

Flexibility Plan. At Industrial and Commercial level (where the industry is currently most mature), 

                                                
5 BEIS (2019) Energy scheme for small and medium sized businesses: call for evidence 

6 Frontier Economics (2015) Energy Efficiency: An infrastructure priority. 

https://www.gov.uk/government/consultations/energy-efficiency-scheme-for-small-and-medium-sized-businesses-call-for-evidence?utm_source=2d11cc34-10e9-4507-8f46-a1aadc3e789a&utm_medium=email&utm_campaign=govuk-notifications&utm_content=immediate
http://www.frontier-economics.com/uk/en/news-and-articles/articles/article-i4966-energy-efficiency-an-infrastructure-priority/
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the main policy actions are supporting Power Responsive to raise awareness of DSR and Ofgem’s 

review of network charging. The Smart Systems and Flexibility Plan includes further actions at 

domestic scales such as smart metering and half-hourly settlement. This is very welcome but is 

not yet developed to a point where it can support greater flexibility at household level.  

The government should now build on the success of the Smart Systems and Flexibility Plan to 

develop it into a much more ambitious document, setting out a clear policy vision for a smart, 

flexible, low-carbon energy system and the major changes necessary to achieve this vision.  

Regarding investment in decentralised power such as Combined Heat and Power, policy 

decisions have largely tended to reduce its attractiveness rather than improve it. This includes 

the uncertainty highlighted above as well as more recent changes such as the removal of 

Enhanced Capital Allowances for energy efficient plant.  

Regarding heat networks, the investment environment has improved slightly in the last three 

years, as a result of policy signals from government indicating a vital future role for heat 

networks in decarbonising heating. However, signals have been mixed, with investment 

particularly affected by uncertainty around the role of gas-fired CHPs. At present, CHPs are vital 

to making the economics of many heat networks stack up, are lower carbon than the 

counterfactual, and offer scope for even greater carbon reduction when connected to low carbon 

heat generation over time. Thus far, however, policy has not brought down the CAPEX of heat 

networks enough to make connection of lower-carbon heat sources economical at scale. This is 

the central problem that will need to be addressed over the next 5-to-10 years.  

The recognition by government that the drivers for investment in heat networks need to be 

reviewed7 has also been a welcomed move. 

A key success has been the introduction of The Heat Network (Metering and Billing) Regulations 

2014. Customer protection and investment are heavily aligned; the introduction of requirements 

around metering and billing has helped to provide greater certainty around revenue, and thus 

investment returns. Further to this, the adoption of Heat Trust or equivalent standards helps to 

increase investor confidence also, by providing standardised requirements for business 

achievements.  The ADE welcomes continued reference to the Heat Trust standards in 

government policy documents, and the continued reinforcement of the value of customer 

standards.  

The RHI, HNIP and HNDU support has strengthened the sector and given investors greater 

confidence; to see the government investing alongside the private sector is welcomed by 

investors. Now, clarity on the post-RHI and post-HNIP landscape are needed to ensure that 

government policy maintains the trajectory for the heat networks market in the UK and provide 

long-term certainty to investors and the market.  

Regarding energy efficiency, the investment environment has seen limited progress in the last 

three years.   

Removing enhanced capital allowances from 2020 without a clear replacement has reduced the 

appeal of investing in energy efficiency measures for the non-domestic able-to-pay market. ECO 

funding has been insufficient in providing energy efficiency measures for those in fuel poverty, 

                                                
7 BEIS (2018) Heat Networks: Ensuring Sustained Investment and Protecting Consumers   
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with estimates indicating that £1.2 billion will need to be spent annually to meet the 2030 target 

to ensure that all fuel poor homes are upgraded to EPC band C.8  

Action by the Scottish Government to make energy efficiency a National Infrastructure Priority is 

a positive sign which encouraged investment, with successful policy resulting from this move. 

Specifically, £119.6 million was allocated in the 2019/20 Scottish Budget for energy efficiency 

and fuel poverty, with plans to invest £500 million in energy efficiency by 2020/21.9 

Across the UK, there is appetite within the financial community to invest in energy efficiency if 

the risks are properly managed. The Investor Confidence Project is an example of an initiative 

where finance is being made available. Actions to stimulate demand are therefore required to 

fully utilise the available investments.  

4. What types of investor can we expect to finance future UK energy infrastructure? 

What are their criteria for investment, including on risks and returns?  Does it matter if 

investors for specific technologies are largely from overseas? 

Traditional energy infrastructure is a low-risk, low-return investment; the ADE wants investment 

in renewable investment to have a similar investment profile and attract similar levels of 

investment.  

Whilst we are increasingly seeing larger and in some cases, some institutional investors entering 

the market, there is clearly a need for reforms, particularly in the heat network and energy 

efficiency sectors, to reduce investment risk. 

The ADE do not consider that a predominance of overseas investment in decentralised energy 

represents a risk.  

5. What role should the Government play in providing financial support and sharing 

risks for new energy infrastructure?  Are existing financing mechanisms, notably the 

Contracts for Difference, fit for purpose? Are there any practical issues, or potential 

unintended consequences, that could affect the feasibility of implementing alternative 

support models (such as a Regulated Asset Base)? 

In the heat networks market, the ADE recommends that government has a role to play in 

providing financial support. The Association welcomes the current financial support from the Heat 

Networks Investment Project (HNIP) and the Heat Networks Delivery Unit (HNDU), which have 

helped to bolster the market and provided a vital level of investment. We also welcome the 

support provided through the Industrial Heat Recovery Support programme. This financial 

support will be a vital and ongoing role for government until a policy and regulated investment 

framework is created that allows the heat networks market to become self-sustaining. 

The role for a clear investment framework will be more important than ever in the post-HNIP 

landscape. The ADE-led Heat Networks Task Force has recommended the policy of Demand 

Assurance. “The main barriers raised by potential investors in the heat network market is demand 

risk… [this] must be addressed if government’s ambitions for heat network market growth are to 

be achieved”10. Demand risk is the name given to the risks associated with uncertainty about 

future connections, in turn affecting the sizing and efficiency of the network, and ultimately 

                                                
8 Policy Exchange, 2016, Warmer Homes: Improving fuel poverty and energy efficiency policy in the UK: 

https://policyexchange.org.uk/wpcontent/uploads/2016/09/warmer-homes.pdf 

9 The Scottish Government, 2018, Scottish Budget: 2019-20  

10 Heat Networks Task Force (2017) Shared Warmth 
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investment in it. Heat networks would be awarded Demand Assurance on the primary pipe 

network investment for expected connections giving confidence to investors that, if as a symptom 

of the policy landscape connections do not arise, the investment is protected.  

The Association would like to see investment in heat networks have a similar profile to 

investment in other infrastructures, namely, low risk, low return. All other utility network 

investments in the UK are currently financed under a regulated investment framework that 

guarantees long-term revenues to the investor, thus sharing the risk for the new infrastructure 

with government. This ensures regulated networks can access low cost capital from institutional 

investors. To achieve a similar scale of investment, heat networks need to have a similar risk 

profile to other energy networks. 

Industry recognises it has a key role to play in making this infrastructure investable, too. In the 

context of a regulated investment framework, industry will have the investment needed to deliver 

on low carbon targets and help achieve government’s decarbonisation objectives.  

Much of the heat network market is not suitable for an RAB model. RAB models can impact 

competition within markets and, given the natural monopoly structure of the heat networks 

market, the ADE is unconvinced that such a model would be suitable. Currently under RAB, 

projects are unable to begin development until demand is available, given the nature of heat 

network development, this is often not feasible. Furthermore, RAB models may not suit some of 

the varying investment and business models adopted by existing heat network investors. Finally, 

RAB models can result in high costs for customers when used in tandem with government 

subsidies – it is crucial that any forthcoming support for heat networks places customer 

protection at its heart, as well as not delegitimising the use of alternative low carbon support.  

With regard to energy efficiency, the lack of sufficient progress in the uptake of energy 

efficiency measures necessitates an increased role by government in providing financial support 

and sharing risks for new energy infrastructure.  

Financial support ought to be given to those unable to pay for vital measures, such as those in 

fuel poverty or where it is not financially viable to install energy saving measures. For those able 

to pay, this action can be encouraged by government intervention through providing attractive 

finance options and supporting the development of organisations looking to provide energy 

savings. Clarity and a clear roadmap towards long-term ambitions once again has a critical role to 

play in offering confidence to the market. 

The Association is therefore pleased to see the consultation on an energy efficiency scheme for 

small and medium sized businesses11, which targets these issues. However, a significant policy 

gap remains for targeting the uptake of energy efficiency measures in able to pay households.  

6. What further steps should the Government take to increase investor confidence in 

the UK energy sector?  

It is of vital importance that the government clearly signals the direction of travel of future policy 

as soon as possible, creating a road map with key timelines for decarbonisation. Long-term policy 

certainty is a key tool that government can use to increase investor confidence. Investment in 

energy infrastructure is a long-term investment, and as such, requires such long-term policy 

certainty. 

                                                
11 BEIS 2019 Energy efficiency scheme for small and medium sized businesses: call for 

evidence 

https://www.gov.uk/government/consultations/energy-efficiency-scheme-for-small-and-medium-sized-businesses-call-for-evidence?utm_source=2d11cc34-10e9-4507-8f46-a1aadc3e789a&utm_medium=email&utm_campaign=govuk-notifications&utm_content=immediate
https://www.gov.uk/government/consultations/energy-efficiency-scheme-for-small-and-medium-sized-businesses-call-for-evidence?utm_source=2d11cc34-10e9-4507-8f46-a1aadc3e789a&utm_medium=email&utm_campaign=govuk-notifications&utm_content=immediate
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Regarding decentralised electricity, the government with Ofgem should further develop the 

Smart Systems and Flexibility Plan to set out a much clearer set of outcomes and milestones 

towards the overall goal of establishing a smart system. This should include clear timescales for 

reforming markets and removing the current barriers to participation and recovery of the full 

system value of the flexibility they provide. In addition to this, they should ensure that reforms 

are implemented in a coordinated way so that the value of flexibility persists throughout the 

reforms rather than being significantly undermined in the short-term with possible increased 

revenue in the future.  

Regarding heat networks, certainty around the application of SAP and the 2019 Spring 

Statement would help to increase investor confidence in heat networks. It is important to 

recognise that the lack of a regulated investment framework and supportive policy context has 

meant heat networks are currently often economical only when connected to a gas-fired CHP. The 

government should seek to enable heat network infrastructure now in recognition of the low 

carbon opportunities offered over time, and should seek to create a regulated investment and 

policy framework that facilitates and rewards investment in low-carbon generation on heat 

networks.  

The appointment of a regulator for the heat networks market will be a key milestone towards 

securing a self-sustaining, investable market for heat networks. A regulator will be crucial to 

overseeing a regulated investment framework, and for levelling the playing field for this kind of 

low carbon infrastructure.  

Regarding energy efficiency, investor confidence in energy efficiency measures is limited due 

to a lack of clarity over long-term policy trajectories. Government needs to send clear messages 

to build demand for energy efficiency through opportunities that may include: 

• Binding and incremental targets for minimum energy efficiency standards for domestic and 

non-domestic buildings. Currently there is limited clarity over milestones and backstops 

for standards to be enforced  

• The offering for small and medium sized enterprises and related policies aimed at 

addressing the Clean Growth Strategy target of a 20% increase in business energy 

efficiency by 2030.  

• Government-backed financial products, such as low interest loans and green mortgages.   
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