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PART I  
  
 
 

 
RECOMMENDATION  
 
Endorsement of the Executive is sought to the following recommendations to be 
submitted to the Council meeting on 26th September 2016. 
 
 

(a) To become a shareholder of the public sector Energy Services Company.  
 

(b) Provide up to £98,000* to support the procurement of an Energy Services 
Company to build, operate and finance a district heating network. (*to be 
met from an identified revenue carry forward amount of £100,000 into 
2016/17, as detailed in Section 3) 

 
(c) In principle, subject to successful procurement of a private sector energy 

partner, invest up to £177,000* into the Joint Venture company as a share 
of the required public sector equity stake. (*to be considered as a bid to 
the capital programme for 2017/18, as detailed in Section 3) 

 
 
1. PURPOSE 
 

To consider formation of an Energy Service Company, (ESCo) for the purpose 
of procuring a private sector partner and funding to deliver District Heating 
Networks in Exeter (city centre to Wonford) and at SW Exeter. (connecting the 
Energy from Waste facility to SW Exeter)  

 
2. BACKGROUND 
 

Teignbridge District Council and public sector partners across the Exeter area 
have been working to establish the feasibility and viability of generating and 
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supplying competitively priced low carbon heat from a city wide heat network. 
The Partners are: 

 
 Devon County Council (DCC) 

 East Devon District Council (EDDC) 

 Exeter City Council (ECC) 

 Royal Devon and Exeter NHS Trust (RD&E) 

 Teignbridge District Council (TDC) 

 University of Exeter (UoE) 

 
Heat networks (also called district heating or DH) and combined heat and 
power (CHP) enable heat generated at a central point to be distributed to a 
number of buildings. Co-generation uses the heat produced as a by-product of 
electricity generation; this heat is usually lost at large power stations.  

 
The Exeter area is at the forefront of district heating in the UK; a major new 
build district heating scheme is currently being rolled out at Cranbrook by EON 
(1,000 homes connected) and a similar scheme at Monkerton and Science 
Park has also been announced. 

 
A city centre to Wonford retrofit DH scheme envisages a large new gas CHP 
plant at the RD&E which provides electricity and heat for the hospital and 
exports low carbon heat to Exeter City Council buildings in the city centre (Civic 
Centre and new pool complex) and other private sector DH ready buildings 
along the route.  

 
Teignbridge has previously supported preparatory work for the delivery of a 
district heating network, including a particular emphasis on the South West 
Exeter urban extension. (Executive report of 30th July 2013 refers)  

 
An initial feasibility study was completed in 2012 and concluded that a city wide 
network was technically feasible and economically viable.  Subsequently the 
Department of Energy and Climate Change’s Heat Network Delivery Unit 
(HNDU) and Partners have funded further technical, legal and finance work to 
enable the preparation of the business case for setting up an Energy Services 
Company (ESCo). The HNDU has provided £257,950 of grant funding to date. 
This work has significantly de-risked the project. It has the commitment of the 
RD & E hospital which has the highest heat demand in the city, along with the 
identification of land for the siting of the energy centre.  

 
Circumstances have changed regarding the approach towards South West of 
Exeter. As the development scheme has moved ahead more quickly than 
originally envisaged, the private sector is likely to be developing the District 
Heating Network (DHN) for the development. This means the SW Exeter option 
of a public sector ESCo controlled DHN is no longer feasible. Alternatively, a 
different opportunity for public sector involvement has emerged whereby the 
ESCo would buy heat from the Energy from Waste plant at Marsh Barton and 
sell it on to the private sector for a transmission charge to serve the new 
development area and other potential users on this side of the city.  
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As well as South West Exeter, other strategic sites at Houghton Barton and 
Wolborough, Newton Abbot (for jointly 2600 homes) have had favourable 
technical feasibility assessments for district heating completed in 2015. 

 
3. MAIN IMPLICATIONS 

 
Corporate/Legal Structure 

 
The proposed legal structure (see over) envisages a public sector joint ESCo 
being established. This entity will procure a private sector partner (PSP) which 
will fund up to 50% of the equity of a JV company (JVCo). Assuming there are 
five public sector stakeholders would give each a 1/10th (10%) net interest in 
the JVCo. Devon County Council has agreed to administer the joint ESCo and 
lead the procurement of a PSP.  

 
Two schemes are being considered for investment, (as shown in the schematic 
plan over) with shareholders able to take an interest in either or both the City 
wide scheme special purpose vehicle (SPV) and the South West Exeter scheme 
SPV.   

 
It is envisaged that the £18m investment for the city wide SPV would be 
largely project financed by financial institutions (typically 10% equity and 90% 
debt).  

 
A draft shareholder’s agreement for the ESCo has been prepared by the 
University’s legal department in association with Ashfords on behalf of the RD 
& E, which has been considered by the DH Project Group. It will provide the 
appropriate legal (and financial) protection for the project over the coming 
years. 

 
Legal support will be required at key stages including the setting up of the 
ESCo, for example, to approve shareholder agreements and support provision 
of a director. Previously, legal support has been provided through external 
funding and procured advice and it is expected that through the procurement 
process this will continue. The Council will need to allocate an officer to be a 
director of the Joint Venture set up and attend quarterly board meetings. 
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Proposed corporate / legal structure 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Financial Implications 
 

An Investment Appraisal undertaken by the scheme consultants (Deloitte) for 
each of the partner bodies has provided an assessment of the potential return 
on investment by Teignbridge District Council (not a heat user) over a 25 year 
period from 2017/18. (This business case report is available to members on 
request to the Spatial Planning Team) 

 
Under the base case assumptions, Deloitte assesses the investment in the Joint 
Venture (JV) is forecast to make a project internal rate of return (IRR) of 9.7% 
and equity IRR of 21.5%. The return after procurement costs is more likely to 
be around 7.6% excluding any residual value and it is not clear whether 
dividends or any capital gain would be subject to taxation. 

 
The Deloitte base case assumes the company is financed by 10% equity, 90% 
debt gearing at a 6% interest rate. It is expected that each public sector 
stakeholder that participates will invest in the JV equally, with a total equity 
injection of £1.77 million (nominal) shared between investors. This total would 
be divided between five public sector stakeholders and a private sector partner. 
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The forecast result assumes a 50:50 JV with the private sector and each of the 
public sector partners sharing the public sector investment equally. Deloitte 
assesses an investment of £146,000 would generate nominal dividends per 
partner of £1.6 million received over the period of the project. Dividends would 
be distributed to the Council and other partners from 2025/26. The average 
dividend received is anticipated to be £89,000 from 2025/26 to 2042/43. Deloitte 
also assesses that there would be a significant residual value for such an 
investment of £0.9 million after 2042/43. 

 
An equity investment of £177,000 is required from Teignbridge (and other 
investing partners) which would need to be treated as a long term investment 
with potential returns as highlighted in the report. The stated amount is based 
upon five public sector organisations investing in the ESCo. Given the related 
lead in period, the most expedient means of funding would be to consider the 
full sum as a bid to the capital programme for 2017/18 and assessed initially by 
the capital review board. 

 
It is however the case that the £177,000 investment total together with the 
procurement costs could draw external borrowing costs from the Council in 
terms of MRP (capital repayments) and interest. Such costs would need to be 
met over the 8-year period to 2025/26 before dividend returns commence and 
probably until around 2034/35 before there is forecast to be a net overall return 
assuming a borrowing rate of 3% and investment rate of 1%.  

 
A sensitivity analysis has been undertaken by Deloitte which demonstrates the 
joint venture is expected to perform satisfactorily under various scenarios, 
including a 10% increase in operating costs, or discounts to heat or electricity 
sales.  

 
The Teignbridge share of external procurement costs is estimated at £98,000. 
If agreed, the sum will be a supplementary estimate for 2016/17 and met from 
a revenue carry forward sum of £100,000 identified from other sources.  The 
funding would be made on a staged payment basis linked to progress 
milestones during the course of the year. The only other costs are ‘’in kind’’ of 
providing staff time for the procurement and, to a lesser extent, operational 
phases.  

 
Opportunity also exists for the Council to borrow and lend to the JV and make 
a financial return on that lending. Any loan would be at commercial rates due to 
state aid rules. It should also be noted that the procurement process itself, will 
further refine the financial model outputs.  

 
If this investment is progressed there will need to be further financial and legal 
input to the process and the investment will need to be accounted for annually. 
As mentioned above under corporate/legal structure an officer will need to be 
allocated to be a director of the Joint Venture set up and attend quarterly board 
meetings. Teignbridge would have a 10% net interest.  

 
Unlike the other proposed public sector investors Teignbridge will not benefit 
directly from any competitively priced heat supply. However the proposed 
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investment has the potential to enable the council to achieve a return, deliver 
economic benefits to the area and work in partnership with public and private 
sector bodies to influence the development of the Exeter schemes and potential 
future energy projects across Devon. 

 
Benefits 

 

Participation in the ESCo provides a number of potential benefits to the 
Council: 

 

 Investment in low carbon heat supports Teignbridge’s commitment to a low 
carbon future within the greater Exeter area 

 

 The project is expected to make a healthy return of 9.7% IRR on 
investment  

 

 Along with public sector partners it reinforces Teignbridge’s local 
relationships with neighbouring authorities for the maximum collective 
benefit  

 

 Economic benefits, such as job creation and retention and energy security  
 

 Provides a vehicle for future expansion into other technologies and 
ventures, supporting the Innovation Exeter and Exeter Futures agenda 

 

 Local innovation activity provides the opportunity for the Council to benefit 
from regional funding bids such as the recent Urban Living Partnership 
bids. 

 

 Government remains committed to renewable heat and heat networks and 
grant funding (from a £300m capital pot aimed at projects currently 
supported by HNDU) may be available for the project or future expansion 
of the network. 

 

 Networks proposed are an initial phase and can be extended on 
commercial terms to third party consumers, some of which are already 
district heat ready. 

 
Project Risks  

 
The risk sharing partnership and financing structure is designed to minimise 
risk to Teignbridge. These will need to be carefully managed at each stage. 
However risks remain, for instance the upfront investment in procurement 
costs would not be recoverable if the scheme were not to proceed. The table 
below summarises key risks and mitigation measures.  
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                       Risk                    Mitigation  

        (assessed by Deloitte) 

Failure to procure a suitable private 
sector partner  

Financial evaluation shows that there is 
value in the project for the private 
sector partner. 
A suppliers day will be used to estimate 
suppliers’ appetite and address any key 
issues.   

Lack of competitiveness in dialogue. Ensure competitive tension through 
robust procurement strategy including 
good marketing material, procurement 
information notice soft market testing.  

Future energy prices. JVCo in a better position to manage 
energy price risk than partners 
individually. DECC forecasts factored 
into business case. 

Regulation of the heat market.  Likely to have positive impact on 
market penetration. 

Increased level of operating costs Budget holder & management 
awareness 

Poor design, commissioning or 
installation. 

Transfer risk to contractors through 
procurement by JV. Effective 
monitoring and quality control. Rigorous 
commissioning and testing to be 
specified in contracts.  

  
 
4. GROUPS CONSULTED  
 

Draft versions of technical feasibility reports (ie SW Exeter DH Network and 
Energy Centre Design by Parsons Brinckerhoff, Dec 2014) have been 
presented on Council websites and consulted upon with developers, specialist 
groups and the general public. A wide cross-section of groups has contributed 
to development of the project through such forum as the Low Carbon Task 
Force. 

 
Market testing with energy service companies for individual sites within the 
Exeter area has been undertaken and forms an on-going template for further 
development opportunities associated with district heating. 

 
5. TIME-SCALE 
 

The RD&E hospital, as host of the energy centre, is critical to the city wide 
scheme and was therefore the first partner to seek internal approval. Its board 
approved investment on 27th January, followed by confirmation from Exeter City 
Council on 23rd February and Devon County Council on 13th April. However, 
East Devon District Council has approved participation in the ESCo but no 
investment in the JVCo at the present time. 

 
Subject to Teignbridge and University partner approvals, the next stage is to 
agree the ESCo shareholder structure and procure a private sector partner. The 
focus of the procurement process will be the compilation of detailed business 
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plans for the JVCo and the SPV’s (including heat sales agreements) and the 
accompanying joint venture agreement and the articles of association. These 
documents will contain the final details of the scheme. The process going 
forward is anticipated as follows: 

 

Activity Date 

Partner decisions January / July 2016 

Public sector ESCo formed July 2016 

Private Sector Partner (PSP) procurement 
process 

Start September 2016 

PSP appointment (subject to successful 
procurement) 

Late 2017 

Scheme delivery 2018/19 

  
If alternatively members consider that the overall package does not match 
corporate expectations, then it remains open for the Council to follow the East 
Devon position of supporting the ESCo through observer participation only, 
without a procurement or investment contribution. 

 
6. JUSTIFICATION 
 

The main reasons for providing support to the project are contained in Section 
3 and the procurement is in line with a key objective of reducing carbon 
emissions in the Council Strategy. (2016-2025)  

 
7. DATE OF IMPLEMENTATION (CONFIRMATION OF DECISION SUBJECT   

       TO CALL IN) 
 

10.00 am on Tuesday, 26th July 2016. 
 
Simon Thornley                                                 
Business Manager, Strategic Place              
                                                                                                                                 
  

Wards affected 
 

Kenn Valley Ward 

Contact for more information 
 

Trevor Shaw Senior Planning Officer 01626 215703 
trevor.shaw@teignbridge.gov.uk 

 
Background Papers (For Part I reports only) 
 

Teignbridge Local Plan 2013-2033 
South West Exeter DH Network & Energy Centre 
Design, Parsons Brinckerhoff/DCC, Dec 2014. 
Houghton Barton urban extension, Newton Abbot – an 
initial feasibility assessment of site wide district heating 
and combined heat and power, University of Exeter, 
March 2015. 
Wolborough urban extension, Newton Abbot – an initial 
feasibility assessment of site wide district heating and 
combined heat and power, University of Exeter, May 
2015. 

Key Decision N 

In Forward Plan N 

In O&S Work Programme N 

Appendices attached: A: District Heating Shareholders’ Agreement (Draft), 
May 2016. 
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Glossary of Terms 
 
CHP – Combined heat and power 
DECC – Department of Energy and Climate Change 
DH – District heating 
DHN – District heating network 
EBIT – Earnings before interest and taxes 
EfW – Energy from Waste 
ESCo – Energy Services Company 
HNDU – Heat Network Delivery Unit 
IRR – Internal rate of return 
JV – Joint Venture 
JVCo – Joint Venture Company 
NPV – Net present value of a stream of cash flows  
PIN – Procurement Information Notice 
PSP – Private sector partner 
SPV – Special purpose vehicle 
WACC – Weighted average cost of capital. 

  


