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Ownership

Fully public vs hybrid vs fully private
Factors influencing the ownership’s structure

1) Return on investment for project investors
2) Objectives

3) Degree of control and risk appetite

4) Regulatory reasons

5) Ability to access capital

6) Market opportunities
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Option Description Rizk allocation

Entirely public sector led:
entirely publicly funded,
developed, operated and
awned

Public sector led: entirely
publicly funded, greater use of
private sector contractors

Public sector led, private
sector invests/takes risk in
some elements of the project

Joint venture = public sector &
private sector pariners take
equity stakes in a special
purpose vehicle

Public funding to incentivise
private sectar activity

Private sector ownership with
public sector providing a
guarantee for parts of project

Private sector ownership with
public sector facilitating by
granting land interests

Total private sector owned
project

Publlc sector retains all

Private sector assumes
design & construction
risk, and possibly
operational risk

Private sector takes risks
for discrete elements
(e.g. generation assets)

Risks shared through
joint participation in 1V
wehicle / regulated by
shareholders agreement

Public sector support
only to economically
unviable elements

Public sector underpins
key project risks

Private sector takes all
risk beyand early
development stages

Private sector carries all
risks

Source: Scottish Futures Trust

Public sector procures
contracts for equipment
purchase only. Procurement
could be direct, orviaa
publicly owned arm's length
entity (e.g. an energy services
company)

Public sector procures turnkey
asset delivery contract(s),
possibly with maintenance
and/or operation options

As 2, with increased private
sector operational risk, and
payment or investment at risk

Joint Venture = both parties
investing and taking risk

Public sector makes capital
contribution and/or offers
heat/power off-take contracts

Public sector guarantees
demand or takes credit risk

Public sector makes site
available and grants
lease/flicence/wayleaves

Mo or minimal public sector
role (e.g. planning policy /
stakeholder management)

Interreg HeatNet NWE resource:
Guide For Public Sector Organisations
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Objectives
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Environmental
sustalnablhty

Revenue &
job creation

Increase in
comfort &
safety

Affordable
energy

Interreg HeatNet NWE resource:
Guide For Energy Companies
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Risks

1) Technical risk

Are concerned errors In design &
construction, operational risk and unmet
defined quality service standard

2) Financing risk

Costs of capital subject to market
fluctuations and return rates on investment

3) Demand risk

Inaccurate consumption and/or number of
connexion prediction, connection delays,
unexpected disconnection
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4) Commercial risk

Risk linked to a mismatch between
incurred and invoiced costs

5) Regulatory risk

Changes in the regulatory framework
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Wholly public projects — quick reminder

Often starts within the existing structure of the public authority...

or trough a subsidiary such as municipal utility holding company

Sometimes multiple municipalities combine their resources into one common
energy company

Besides, the public authority can tender certain operations while retaining
ownership
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Reasons for transferring ownership to private actors

Organisational purposes
- Lack of expertise and regulatory complexity
- Project is growing to much

Administrative
- Regulations on public procurement
- Limitation to the territorial jurisdiction of public authorities
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Accounting

- Accounting rules for public authorities are stricter and more complex than
for enterprises

- Easier to assess the profitability of an operation when a separate entity
possesses Its own balance sheet and accounts

Fiscal

VAT optimisation

- Public authorities may be excluded from the scope of VAT

» An organisation subject to VAT can benefit from VAT deductibility
» Complexity of correctly choosing the VAT level (if applicable)

Taxation of profits
- Corporate taxpayers can benefit from tax deductions
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Financing - Ability to access capital

Similar to the accounting reason, an entity with its own balance sheet and
accounts appears more attractive to investors

Externalisation can reduce the financial burden on the public authorities’
finances
Furthermore, losses are not (solely) the responsibility of the PAs

Some legal entity cannot borrow money or accept external funds
There are sources of subsidies only accessible for private companies
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Price tariff for LTDH
consumers
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Price tariff for small

LTDH producers




Price tariff for LTDH consumers — background

* Supply temperature 65 °C
* Return temperature 35 °C.

* A new type of distribution pipes made out of plastic = easier and cheaper to
build.

* A solitary LTDH system with constant heat production cost, backed by a traditional
DH system.

research and innovation programme under grant agreement n° 767799-CO0L

DH- H2020-EE-2016-2017/H2020-EE-2017-RIA-IA” COOL DISTRICT HEATING

"The project has received funding from the European Union's Horizon 2020




Price tariff for LTDH consumers — result

* Connection fee

* Energy price based on the average
monthly return temperature
(weighted), two levels:

— 20-35 °C: X SEK/°C
— 35-55°C: Y SEK/°C

* Minimum energy price and maximum
energy price

"The project has received funding from the European Union's Horizon 2020
research and innovation programme under grant agreement n° 767799-CO0L
DH- H2020-EE-2016-2017/H2020-EE-2017-RIA-IA"
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Benefits and development potential

Simple for customers to understand.
Favors well-functioning substations.

Soft values can include:
Provide heat exchanger installation instructions to the customers.

Offer help with dimensioning of heat exchangers as well as maintenance.

Perform yearly maintenance visits.
Apply remote reading and control of substations.

"The project has received funding from the European Union's Horizon 2020

research and innovation programme under grant agreement n° 767799-CO0L
COOL DISTRICT HEATING

DH- H2020-EE-2016-2017/H2020-EE-2017-RIA-IA"




Prosumers — pros, cons and questions
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Price tariff for small LTDH producers — prerequisites

* Minimum supply temperature. (Brunnshog: 65-67 °C)

* “Alternative production cost” variable:
— Invariant production price? = Fixed compensation! (ex. Brunnshog/MAX V)
— Varying production price? =2 “Market price” compensation! (ex. Stockholm Exergi Ltd.)

* “Outdoor temperature” variable:

— Fixed outdoor temperature demand of YY °C,
... and/or the compensation decreases with increasing outdoor temperature.

— Fixed season demand,
... and/or the compensation varies with the seasons.

research and innovation programme under grant agreement n° 767799-CO0L

DH- H2020-EE-2016-2017/H2020-EE-2017-RIA-IA” COOL DISTRICT HEATING

"The project has received funding from the European Union's Horizon 2020




Thank you!

http://www.cooldh.eu/reports/business-plans-and-legislation/

research and innovation programme under grant agreement n° 767799-CO0L

DH- H2020-EE-2016-2017/H2020-EE-2017-RIA-IA” COOL DISTRICT HEATING

"The project has received funding from the European Union's Horizon 2020




Business Case for Waste Heat
Suppliers & Customer Service

Levels

John O’ Shea - Codema
Codema EREE

Dublin’s Energy Agency
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Heat Producers HeatNet NWE

ropean Regional Developmen

e Green credentials & CSR — more tangible than a
PPA & not an “accounting exercise”.

 Added value to the local community

* Free cooling

* Heat sink (CHP run hours)

* Revenue from heat (currently has no value)

* Reduce on-site plant requirement (space & cost)

* Reduce capacity charges (electricity &/or gas)

* Reduced water consumption/cost

e Additional system health monitoring (HR is
ESCo’s primary business)
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Producers HeatNet NWE

° -B-rgm-p-l_-ro-n—to—p-ro-dm— SChedUIing & dESign

o H Hp-— /)

° Operating successfully for decades

* EngagementinEE&€CO2reductionr Now key across all businesses, big savings

» Avaitabilityofcapex——competitiomfor-imvestr Returns available - business case
* knowledgeawareness-or-time-to-fully-investigate-eptions Analyse bills, meters
Access Planning

* Reluctance-to-ensure-security-of supply Find contractual balance risk v return

* Impacton-guatity-ofpreductorservice— Scheduling & design

* Querypaybaecks Verify independently

* System-contrel- Build in overrides
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TDHS Procurement

« Qutput led procurement approach - set out client
requirements to be met (CO2/MWh, RE/MWh etc.) and bid in
with a heat supply price

« Technical risk was assigned to the ESCo but DH Co. retain
control/ownership of the asset

« SDDH Co. commits a % of the capital up front (supported
with capital funding from CAF and HeatNet) - remainder
supplied by ESCo

« A portion of the capital expenditure by ESCo is paid back as
a fixed monthly payment over the duration of the contract
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Flowchart HeatNet NWE

ropean Regional Developmen

« External legal advice relates to the
development of the energy supply contract

( ' [ spoH SDDH
Internal Codema ! Project Project
Team Team

Initial project
appraisal —
tech/economic

External Peer : External External External
review j Legal & Tech Legal &
' Tech Tech
(SEAI Technical
Assistance)
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Service HeatNet NWE

« Heat prices are currently being developed with customers

« Heat price for customer needs to be competitive with the
counterfactual

«  Will likely have adjustment based on the return
temperature

« Connection fees may be included up front or spread over
the supply contract using more of a HaaS model (or a
mixture of both) - will depend on preference

« Potential to use building thermal mass for load
shifting/storage

« Heat supply to customer will need to be of the required
quality in terms of temp and/or flow requirement
throucshout the vear (comfort and lesionella) availabilitv
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For any follow-up to this Webinar please contact Codema:

John O'Shea at john.oshea@codema.ie
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