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Outline

▪ Where District Heating? Basic national planning principle

▪ How District Heating? Ownership, prices and finance
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Breaking the DH price topic up in two
topics

Two tariff related topics:

1) Tariff levels - What costs are the DH company allowed to include in the tariffs – regulated through price regulation

2) Tariff structure - How is the consumer tariff structure designed to cover those costs

This presentation addresses topic 1 Tariff levels

The tariff structures is also an important topic – but a seperate topic

- See fx Djørup et al «District Heating Tariffs, Economic Optimisation and Local Strategies during Radical 
Technological Change” DOI: https://doi.org/10.3390/en13051172

https://doi.org/10.3390/en13051172


Where District Heating?

▪ 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 .



Creating the basis for 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 :

Translation: Djørup, S. The institutionalisation of zero transaction cost theory: a case study in Danish district 
heating regulation. Evolutionary and Institutional Economics Review (2020). https://doi.org/10.1007/s40844-020-
00164-3



How district heating?

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  



The regulative challenge – Company 
perspective

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  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 – Society’s 
perspective

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



Consumer vs Investor protection



Three basic forms of regulative 
strategies



The price-ownership matrix – framework for 
considering regulative strategies

Good experiences in DK
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Price regulation – Price cap principle

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 – True cost principle

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



Traditional regulation in a market economy

See Djørup et al (2021). Consumer Ownership of Natural Monopolies and its Relevance for the Green Transition: 
The Case of District Heating. In: Danish Utility Regulator's Anthology Project Series on Better Regulation in the 
Energy Sector  VOL. 1. 



Traditional regulation in a market economy 
– The monopoly challenge

See Djørup et al (2021). Consumer Ownership of Natural Monopolies and its Relevance for the Green Transition: 
The Case of District Heating. In: Danish Utility Regulator's Anthology Project Series on Better Regulation in the 
Energy Sector  VOL. 1. 



Example of ownership construction: 
Local public ownership



Example of ownership construction: 
Consumer ownership



The strength of consumer ownership

See Djørup et al (2021). Consumer Ownership of Natural Monopolies and its Relevance for the Green Transition: 
The Case of District Heating. In: Danish Utility Regulator's Anthology Project Series on Better Regulation in the 
Energy Sector  VOL. 1. 



A) THE PROBLEM OF MONOPOLIES… B) HOW OWNERSHIP REGULATION SOLVES IT



Traditional regulation in a market economy 
– The monopoly challenge

See Djørup et al (2021). Consumer Ownership of Natural Monopolies and its Relevance for the Green Transition: 
The Case of District Heating. In: Danish Utility Regulator's Anthology Project Series on Better Regulation in the 
Energy Sector  VOL. 1. 



The ownership factor matters –
Experience from Denmark

Open access publication: Ole Odgaard & Søren Djørup (2020) “Review of price regulation regimes for district heating”, 
International Journal of Sustainable Energy Planning and Management. DOI: https://doi.org/10.5278/ijsepm.3824 

https://doi.org/10.5278/ijsepm.3824


Enabling framework for district heating



Summing up

▪ District heating projects should be based on socioeconomic assessments

▪ Regulatory measures should address;

▪ Consumer acceptance and protection (low returns on investments)

▪ Access to capital & risk management

▪ Company & ownership structures that enable long term planning
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