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 W h y  &  W h e n  D i s t r i c t  H e a t i n g ?  A  m a c ro - p e rs p e c t i v e

 W h e re  D i s t r i c t  H e a t i n g ?  B a s i c  n a t i o n a l  p l a n n i n g  p r i n c i p l e

 H o w  D i s t r i c t  H e a t i n g ?  O w n e rs h i p ,  p r i c e s  a n d  f i n a n c e

Outline
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I s  i t  c o s t l y  fo r  s o c i e t y  t o  b u i l d  u p  d i s t r i c t  h e a t i n g  i n f ra s t r u c t u re s ?

F ro m  a  m a c ro e c o n o m i c  p e rs p e c t i v e ,  m a ny  c o u n t r i e s  c u r re n t l y  h a v e

 L o w  i n t e re s t  ra t e s

 N o  s h o r t a g e s  o f  l a b o u r

 I m p o r t s  o f  f u e l s

 A  C O 2  c r i s i s

 A i r  p o l l u t i o n  p ro b l e m s  i n  c i t i e s

T h e s e  a re  v e r y  g o o d  c o n d i t i o n s  fo r  d e v e l o p i n g  a n d  ex p a n d i n g  t h e  d i s t r i c t  
h e a t i n g  s e c t o r !

The Macroeconomic Conditions for District Heating 
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 N a t i o n a l  p ro c e d u re  fo r  i d e n t i f y i n g  s o c i o e c o n o m i c  v i a b l e  d i s t r i c t  
h e a t i n g  a r e a s .  

 Fo r  ex a m p l e ,  u s i n g  t h e  E u ro p e a n  f ra m e w o r k  fo r  c o m p re h e n s i v e  
a s s e s s m e n t  o f  h e a t i n g  a n d  c o o l i n g  

 S u p p o r t e d  b y  a va i l a b l e  t o o l s  a n d  re p o r t s  ( E g .  H e a t  Ro a d m a p  
E u ro p e  /  Pe t a 4 ,  H o t m a p s ,  T h e r m o s ,  a n d  o t h e rs ) .

 O n  t h i s  b a s i s ,  e s t a b l i s h  d e s i g n a t e d  a re a s  fo r  d i s t r i c t  h e a t i n g  sy s t e m s  
t h ro u g h  zo n i n g  p o l i c i e s .

Where District Heating?



A  n a t i o n a l  re g u l a t o r y  f ra m e  fo r  t h e  h e a t i n g  s e c t o r.

• P l a y s  a n  i m p o r t a n t  ro l e  fo r  c re a t i n g  t h e  b a s i s  fo r  a  d i s t r i c t  
h e a t i n g  e c o n o my.  

• A s  a n  o v e ra l l  n a t i o n a l  f ra m e ,  t h e  ro l e  o f  t h e  h e a t  s u p p l y  a c t  i s  t o  
o u t l i n e  t h e  s o c i e t a l  p u r p o s e  o f  d i s t r i c t  h e a t i n g  sy s t e m s .

E x a m p l e  - t h e  D a n i s h  H e a t  S u p p l y  A c t :

Creating the basis for district heating
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W h a t  a re  t h e  re g u l a t o r y  c h a l l e n g e s ?

T h i s  p re s e n t a t i o n  fo c u s e s  o n  O w n e rs h i p  &  P r i c e  Re g u l a t i o n  fo r  a  
m o n o p o l y  s u p p l y  

How district heating?
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F ro m  a  c o m p a ny  p e rs p e c t i v e ,  t h e  re g u l a t i o n  o f  d i s t r i c t  h e a t i n g  sy s t e m s  
m u s t  a d d re s s :

 H i g h  u p f ro n t  c a p i t a l  c o s t s  n e c e s s i t a t e s  a  l o n g  t e r m  i nv e s t m e n t  
p e rs p e c t i v e

 A s s o c i a t e d  r i s k s

 A c c e s s  t o  c a p i t a l

The regulative challenge – Company perspective
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F ro m  a  s o c i e t a l  p e rs p e c t i v e ,  t h e  re g u l a t i o n  o f  d i s t r i c t  h e a t i n g  sy s t e m s  
m u s t  a b l e  t o  d e l i v e r :

• C o n s u m e r  a c c e p t a n c e  a n d  p ro t e c t i o n

• T h e  a b i l i t y  t o  s u p p o r t  l o n g  t e r m  s t ra t e g i c  e n e rg y  p l a n n i n g

The regulative challenge – Society’s perspective
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Three basic forms of regulative strategies



Consumer vs Investor protection
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Consumer  ow nership

Munic ipa l  ow nership

Pr iva te  commerc ia l  ow nership

Consumer  prof i t

Pr ice  cap

No pr ice  regula t ion

The price-ownership matrix – framework for considering 
regulative strategies
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Good experiences in DK



P R I C E  C A P

U s i n g  s t a t e  re g u l a t i v e  p o w e r  t o  d e t e r m i n e  a  re g u l a t i v e  p r i c e  t h a t  s e e k s  a  
c o m p ro m i s e  b e t w e e n  i nv e s t o rs  d e m a n d s  fo r  re t u r n  a n d  t h e  s o c i e t y ’s  n e e d  
fo r  p r i c e  c o n t ro l  o f  t h e  m o n o p o l y

B E N E F I T S

Po t e n t i a l l y  a t t ra c t s  n e w  i nv e s t o rs  a s  a  re t u r n  i s  a l l o w e d

C H A L L E N G E S

I t  i s  d i f f i c u l t  fo r  re g u l a t o r  t o  m o n i t o r  c o m p a ny  c o s t s  – a n d  t h e re b y  
d i f f i c u l t  t o  d e t e r m i n e / re g u l a t e  a  ‘ fa i r  p r i c e ’

Price regulation – Price cap principle
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T R U E  C O S T  P R I C I N G

E n s u r e s  t h a t  p r o f i t s  c a n n o t  b e  t r a n s fe r r e d  o u t  o f  t h e  c o m p a n y  – p r o f i t  i s  
e i t h e r  r e - i n v e s t e d  i n  t h e  s y s t e m  o r  p a y e d  b a c k  t o  c o n s u m e r s

B E N E F I T S

K e e p s  p r i c e s  l o w  – t h u s  p r o m o t e s  c o n s u m e r  a c c e p t a n c e .

E n s u r e s  c a p i t a l  fo r  m a i n t a i n i n g  a n d  i m p r o v i n g  g r i d .  

C H A L L E N G E S

C a n  b e  d i f f i c u l t  t o  r e g u l a t e  i f  t h e  i n t e r e s t s  o f  t h e  r e g u l a t e d  a r e  n o t  
s u f f i c i e n t l y  a l i g n e d  w i t h  i n t e n t i o n  o f  t h e  r e g u l a t o r.

D i f f i c u l t  a n d  c o s t l y  fo r  r e g u l a t o r  t o  m o n i t o r  t r u e  c o s t s

O W N E R S H I P

D u e  t o  t h e s e  c h a l l e n g e s  t h e  o w n e r s h i p  s t r u c t u r e  i s  a n  i m p o r t a n t  p a r t  o f  t h e  
r e g u l a t i o n

Price regulation – True cost principle
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Traditional regulation in a market economy
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Traditional regulation in a market economy – The monopoly 
challenge
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Example of ownership construction: Local public ownership
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Example of ownership construction: Consumer ownership
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The strength of consumer ownership
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Some more examples from forthcoming AAU/IRENA 
Guidebook
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The ownership factor matters – Experience from Denmark
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Forthcoming open access publication: Ole Odgaard & Søren Djørup (2020) “Review of price regulation regimes 
for district heating”, International Journal of Sustainable Energy Planning and Management (In review)



Enabling framework for district heating systems
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 H i s t o r i c a l  n e c e s s i t y  a n d  o p p o r t u n i t y  fo r  d i s t r i c t  h e a t i n g

 E x p a n s i o n s  s h o u l d  b e  b a s e d  o n  s o c i o e c o n o m i c  a s s e s s m e n t s

 Re g u l a t o r y  m e a s u re s  s h o u l d  a d d re s s ;

 C o n s u m e r  a c c e p t a n c e  a n d  p ro t e c t i o n  ( l o w  re t u r n s  o n  
i nv e s t m e nt s )

 A c c e s s  t o  c a p i t a l  &  r i s k  m a n a g e m e n t

 C o m p a ny  &  o w n e rs h i p  s t r u c t u re s  t h a t  e n a b l e  l o n g  t e r m  p l a n n i n g

Summing up
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