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In the Heat networks regulation: fair pricing protections consultation (‘2025
consultation”), we consulted on a fair pricing framework for heat networks, including its
structure, objectives, principles, and a 'fairness test' for implementation. We also

consulted on:

e cost allocation proposals
e analytical methods for price and profit comparisons
e options for publishing price data centrally

e our approach to price investigations

The consultation built on our joint consultation with the Department for Energy Security
and Net Zero (DESNZ) Heat networks regulation Implementing consumer protections

consultation (2024 ICP Consultation’).

This document outlines our decisions on these proposals following consideration of the

responses to our consultation.
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Executive Summary

The Energy Act 2023 named Ofgem as the regulator for heat networks in England,

Scotland, and Wales (Great Britain). Our Forward Work Plan outlines the work we are

doing in 2025 and 2026, including our ongoing preparations for our new regulatory
responsibilities for heat networks and the commencement of the new regime in January
2026. We aim to develop a proportionate regulatory framework, balancing consumer

protection and supporting investment in the sector and government targets for net zero.

This document provides a response to the feedback received as part of our 2025
consultation. Alongside this response, we are consulting on draft guidance which we
have developed following the responses from stakeholders summarised in this

document.
Response Overview

In general, stakeholders were supportive of our approach to the fair pricing framework,
which is to use guiding principles and cost allocation guidance to improve consumer
outcomes whilst balancing investment needs and market growth. However, there were

several common themes among responses which were raised across consultation topics.

Respondents requested further clarity and asked for more detailed guidance and
definitions and raised concerns regarding overlap with zoning and Heat Networks
Technical Assurance Scheme (HNTAS) on rules and policies. They also asked for further
clarifications on the interactions with Landlord and Tenant Legislation. We are working
with DESNZ on zoning to ensure clear alignment. We are also collaborating with DESNZ

to avoid unnecessary duplication of reporting.

We have been working with industry and across government to understand the
interaction with existing housing legislation. As part of the Heat networks regulation:

implementing consumer protections Government response (‘2025 ICP government

response’), DESNZ and the Ministry for Housing, Community, and Local Government
(MHCLG) have committed to further exploring options for unbundling heat charges from
housing charges. As part of this work, they will be exploring a number of legislative and

practical impacts, including the relationship between existing leases and housing law.

This document accompanies the publication of our fair pricing and cost allocation

guidance consultation. The responses from stakeholders to the guidance consultation will

be used to finalise the first set of pricing guidance, which will be published in January
2026.

OFFICIAL


https://www.ofgem.gov.uk/sites/default/files/2025-03/Forward-Work-Programme-2025-to-2026.pdf
https://www.ofgem.gov.uk/sites/default/files/2025-04/Heat%20networks%20regulation%20fair%20pricing%20protections%20consultation.pdf
https://www.ofgem.gov.uk/sites/default/files/2025-04/Heat%20networks%20regulation%20fair%20pricing%20protections%20consultation.pdf
https://assets.publishing.service.gov.uk/media/689212c8a34b939141463f6d/heat-networks-regulation-government-response.pdf
https://assets.publishing.service.gov.uk/media/689212c8a34b939141463f6d/heat-networks-regulation-government-response.pdf
https://www.ofgem.gov.uk/consultation/heat-networks-regulation-fair-pricing-protection-guidance
https://www.ofgem.gov.uk/consultation/heat-networks-regulation-fair-pricing-protection-guidance

OFFICIAL

Decision -Response to consultation on heat networks regulation: fair pricing protections

Introduction

This document makes references to the following previous consultations and government

responses:

The ‘2020 consultation’ refers to the Heat networks: building a market framework

consultation published in 2020, which informed the provision in the Energy Act 2023.

The subsequent government response is referred to as the ‘2021 government response.’

The ‘2023 consultation’ refers to the Heat networks regulation: consumer protections

consultation published in August 2023, which informed the Heat Networks Market
Framework Regulations SI (2025 HNMFRGBR SI). The subsequent government response

is referred to as the ‘2024 government response.’

The ‘2024 ICP consultation’ refers to the Heat networks regulation: implementing

consumer protections consultation published in November 2024. The subsequent

government response is referred to as the ‘2025 ICP government response.’

The ‘2024 ARO consultation’ refers to the Heat networks regulation: authorisation and

regulatory oversight consultation published in November 2024. The subsequent decision

document is referred to as the ‘2025 ARO decision’.

The '2025 consultation’ refers to the Heat Networks regulation: fair pricing protections

consultation published in April 2025.

Context
The 2018 CMA study did not find evidence of systemic high prices across the market,

compared to those paid by consumers on gas or electricity, nor did it identify at that
time an urgent need for intervention to reduce prices. The CMA did recognise there were
some pockets of higher pricing. It recommended that the sector regulator should monitor
that prices are not excessive and require all heat networks to comply with ‘principles-
based’ rules or guidance on pricing. However, we recognise that energy price rises since
the CMA study was published in 2018 may have significantly changed this market, and
not all the findings from 2018 may still be relevant today. We have also received more

recent anecdotal evidence of high prices in the market.

The government expects the sector to grow rapidly in the coming decades, and we are
committed to facilitating that growth, whilst ensuring good consumer outcomes and

standards across the sector.

In August 2023, a joint consultation was conducted by Ofgem and DESNZ on Heat

networks requlation - consumer protection to inform secondary legislation and

authorisation conditions (*2023 consultation’). An additional joint consultation, the 2024

ICP consultation, was launched building upon the 2023 paper.
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In these consultations and the subsequent government response, we outlined the policy

proposals of the fair pricing framework.

These proposals were developed further in two recent Ofgem consultations, the

November 2024 Heat networks regulation: authorisation and regulatory oversight (‘2024

ARO consultation’), which sought views on definitions, registration processes, and data,
and the 2025 consultation.

Our fair pricing policy proposals outlined in the previous consultation seek to achieve
good consumer outcomes, such as reliable heat and good customer service, delivered for
consumers at a fair and transparent price. In developing the fair pricing framework and
achieving this outcome, we must first consider that costs and prices will vary depending
on network, technical and commercial characteristics. Secondly, as the heat networks
sector is developing, the approach to pricing must be dynamic, flexible, and
proportionate to support investment and market growth while addressing emerging

challenges and protecting consumers.

Our fair pricing protection proposals aim to improve transparency and give us specific
powers to protect consumers from disproportionate pricing and monopoly power through

an outcome-based approach (the fair pricing framework).

Our focus will be on addressing pricing issues where these arise while keeping any
burdens on heat networks to a proportionate level. This aims to minimise the impact of
heat networks passing additional costs onto final consumers, while providing consumers

with protections from disproportionate prices.

In addition to protecting against instances of disproportionate pricing, our fair pricing
proposals, along with our monitoring initiatives, will help us identify if there are systemic
issues of disproportionate pricing in the market. This will also inform future policy

development.

Our decision-making process

We received 90 responses to our consultation. We asked stakeholders to provide
answers to 34 questions and considered all views presented. Whilst not every single
response we received for each individual question has been outlined in our summaries,
we have considered and noted all responses during our analysis and response
development. We have aimed, where possible and appropriate, to keep summaries

succinct, catering to the readability and conciseness of the document.

Our Decision
We have considered responses to the consultation and provided our response under

individual chapters.

OFFICIAL


https://consult.ofgem.gov.uk/energy-supply/heat-networks-regulation/supporting_documents/Heat_networks_authorisation_and_regulatory_oversight.pdf

OFFICIAL

Decision -Response to consultation on heat networks regulation: fair pricing protections

1. Fair Pricing Framework

Section summary

In the 2024 ICP consultation we proposed a framework for pricing regulations which

develops the general obligation on heat networks to provide fair and not disproportionate
prices. This would be implemented through outcomes or principles-based authorisation

conditions.

Our framework utilises six key principles to meet its overarching objective and deliver on
a set of positive consumer outcomes and one industry outcome. These principles are:
cost reflectivity, cost efficiency, fair and reasonable returns, affordability, regulatory

control, and price transparency.

These principles, alongside definitions and limited examples of proposed best practice

guidance, were published in the 2025 consultation for stakeholder feedback.

Stakeholders requested further clarity on terminology, scope of principles, desired

outcomes, and market segments.

The following section provides a summary of stakeholder responses by question and
Ofgem’s position in response.

Question analysis

Q1. Have we identified the right set of fair pricing consumer objective,
principles and outcomes and are these properly defined? If you disagree with
this proposal, please specify what changes you would like to see and provide a

justification.

Table 1: Response summary for consultation question 1

Response Number of responses Percentage of total
responses

Agree 9 10%

Partially agree 36 40%

Neither agree nor disagree | 16 18%

Disagree 7 8%

Not answered 22 24%

7
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Comments 68 76%

1.1

1.2

1.3

1.4

1.5

1.6

1.7

Whilst the majority of respondents were broadly supportive of Ofgem’s proposals,
stakeholders provided feedback and comments which we discuss thematically

below.

Lack of detail and implementation concerns: 10 respondents raised concerns
around a general lack of detail in the proposals and implementation concerns,
asking for stronger guidance, clear definitions of the roles and responsibilities,
and definitions for terms such as ‘fair’, ‘not disproportionate’, ‘not-for-profit’, or
‘small heat network’. Respondents also asked for further guidance on approaching
competing principles, for example between industry growth and consumer-

focused outcomes.

‘Price promise’ or ‘cost avoidance’ models: five stakeholders asked for guidance
on how 'price promise' or ‘cost avoidance’ models will be treated, noting that it

does not fully align with the cost reflectivity principle.

Regulatory burden: concerns were raised about the regulatory burden being
placed on the sector, with five respondents concerned about the impacts on cost,

especially on smaller networks.

Regulatory overlap: there were also concerns from 12 respondents around the
regulatory overlap of the fair pricing framework with both HNTAS and zoning,
with respondents commenting on the lack of clarity between the fair pricing
framework and HNTAS. Eight respondents raised concerns about ‘double
regulation’ in heat network zones, and the possibility of conflicting requirements
or uncertainty for heat networks and investors. A minority of respondents

suggested that Ofgem should be the sole regulator.

Non-domestic customers: three respondents suggested that fair pricing
protections should not apply to non-domestic customers, particularly large
commercial and industrial users, on the grounds that these consumers tend to
have greater negotiating power and that such protections could distort

commercial agreements and disincentivise investment.

Alternative approach: some stakeholders proposed an alternative approach to
price regulation based on an external benchmark linked to alternative heat
sources, arguing that this approach would be a simpler and transparent way to
deliver fair prices for consumers. A few other respondents thought this should be

the approach where rights to build were awarded via competitive tender (for
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1.8

1.9

1.10

1.11

1.12

1.13

example, zoning), arguing this would focus regulatory resources where most

needed while safeguarding the financial viability of compliant developers.

Principles outlined: stakeholders also provided feedback regarding how the
principles are outlined in the framework. Some respondents worried that cost
reflective pricing could lead to increases in costs on some heat networks, for

example, where costs have previously been unknowingly under-recovered.

Fair and reasonable returns: one respondent was concerned about excessive
shareholder dividends and debt loading, suggesting this risk be reflected in the

definition of fair and reasonable returns.

Affordability: six respondents said that the principle of affordability should
consider fuel poverty or whether prices are affordable in relation to income, with
two proposing it be a central objective. Three respondents felt a separate
affordability principle was unnecessary, arguing that fairness is already addressed
through other principles and that affordability is a broader societal issue.
However, some respondents called for further action on affordability, proposing
Ofgem and DESNZ consider support mechanisms when fair prices remain

unaffordable, such as existing fuel poverty schemes.

Clear guidance: stakeholders also mentioned the need for clear guidance, with
four respondents finding the guidance on operating efficiently unclear, and
another respondent asking for more clarity on whether cost-reflective pricing
allows for recovery of costs related to safe operation, decarbonisation, and

protection from unexpected plant failures.

Landlord and tenant legislation: interaction with landlord and tenant legislation is
also a common theme raised, with four respondents mentioning that the principle
allowing for profit must be balanced with obligations under the Landlord and
Tenant Act, and called for clearer guidance for the social housing sector. Three
respondents highlighted challenges in energy procurement within the social
housing sector, noting that legal constraints, such as the Landlord and Tenant

Act, limit the ability to hedge costs.

Outcomes: with regards to the outcomes of the framework, three respondents
thought the industry growth outcome was weak and the current framework does

not appear to support sector growth.

Ofgem response

We acknowledge the calls for further clarity and definitions related to specific terms.

Whilst we are not predefining terms such as ‘fair’ and ‘not disproportionate’, we have
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outlined how we will apply these concepts when implementing the fair pricing
framework. We discuss this further in Q3 of this response document. We do not believe a
formal definition of ‘not-for-profit’ nor one of ‘small heat networks’ is required for the
application of the proposed first guidance iteration, as these are not categories used for
market segmentation, though the individual circumstances of networks will be taken into
account when considering compliance and enforcement. We are committed to ongoing
stakeholder engagement to build on our understanding and evidence base in drafting the

authorisation conditions and relevant definitions.

‘Price promise’ or ‘cost avoidance’ models can be compatible with the fair pricing
framework, provided they deliver fair and not disproportionate prices for consumers.
This means that prices should be aligned with broader fair pricing principles and
outcomes. In order to evaluate this, the proposed fairness test will explore the extent to

which prices are fair and not disproportionate according to the principles outlined.

We acknowledge the concerns about regulatory burden, particularly on smaller networks.
We aim for the approach to be proportionate, and we are committed to minimising

unnecessary burden by aligning with existing frameworks and engaging on guidance.

We understand stakeholder concerns about potential overlap between Ofgem’s role and
that of Zoning Coordinators within heat network zones. Ofgem pricing regulation will
apply both inside and outside of zones. We are working closely with DESNZ to ensure
clarity on how pricing protections and zoning policy will interact, including the
responsibilities of Zone Coordinators and Ofgem. We believe it is important that fair
pricing applies within zones so that all customers benefit from the protections. Though
rights to build may be awarded through a competitive tender process, fair pricing

regulation is needed to ensure key principles are followed on an ongoing basis.

For detailed technical standards and best practices, we have referred to the Heat
Network Technical Assurance Scheme (HNTAS), which is being jointly developed by
DESNZ and the Scottish Government. Once HNTAS requirements are further defined, we

may review our guidance to enhance clarity if needed.

In the 2025 ICP government response we found that most respondents agreed that the

fair pricing framework should be extended to non-domestic consumers, and this remains
our position. However, given the limited feedback received on this specific point, we are
seeking .additional views on the inclusion of larger non-domestic consumers within the

scope of the pricing framework as part of the Fair Pricing Protection guidance

consultation.

Regarding alternative approaches to fair pricing framework, we intend to use external

benchmarks as part of our benchmarking methodology. However, given the diversity of

10
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the market a single counterfactual linked to alternative heat sources is unlikely to reflect
competitive prices for many networks, particularly over time. The approach risks turning
this benchmark into a de facto price cap, with networks pricing at this level regardless of
the underlying costs, potentially pricing significantly higher than they would otherwise

price.

Fair Pricing Principles

We note the broad support for the set of principles and outcomes set out in the

consultation and, accordingly, are not proposing changes to these or to their definitions.

Regarding the concern around the cost-reflectivity principle in cases where an operator
may be subsidising the network, the operator may still decide not to increase prices if
they believe it benefits consumers. We would not consider this, on its own, to breach the
fair pricing principles. These principles should be considered in a manner consistent with
the overarching objective and achieving the consumer outcomes. This may involve
balancing different principles, such as cost reflectivity and affordability, where

appropriate.

On the allowance for recovery of costs necessary for safe operations, decarbonisation,
and protection from unexpected plant failures, the framework does not intend to stop
the recovery of legitimate costs needed for the safe and effective operation of the heat

network.

The ‘fair and reasonable returns’ principle recognises that some heat networks will
include some level of profit. However, it does not override any existing legislation. Please

refer to our draft guidance for further detail on the ‘fair and reasonable returns’ principle.

Some respondents provided comments on fuel poverty. We recognise that a fair price is
not necessarily an affordable price for all consumers. We are working to ensure that our
framework does not clash with existing legislation and vulnerable consumer protections.
We also acknowledge that affordability is a broader issue, and some aspects may be
addressed through wider government initiatives. We will continue to engage with these
discussions to support consideration of heat networks in future support schemes and fuel

poverty-related work.

On the need for an ‘affordability’ principle, in the consultation we clarified that this

principle is in relation to what’s within the control of heat networks, such as reducing the
likelihood and impact of shock bills. While some of these measures will be covered under
principles such as cost efficiency, not all measures, such as reducing the impact of shock

bills, would fit under other principles.

11
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Responding to the stakeholder comment that characterised the industry growth outcome
as weak, our view is that the current framework balances consumer outcomes with
industry growth, ensuring that there are attractive opportunities within the market to

push industry growth whilst balancing transparency and fair prices for consumers.

12
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Q2. Do you agree with our proposals to develop the fair pricing guidance in
relation to the principles (please note that questions on cost allocation
proposals, including guidance, are asked separately under Chapter 3: Cost
allocation). In particular:

a) have we identified the right areas to be covered by the guidance
implementing the fair pricing principles (see paragraph 2.53 for a summary of
the areas we are proposing to develop in guidance under each principle)? If you
disagree with this proposal or think other areas should also be included, please
specify what changes you would like to see and provide a justification.

b) Do you agree with the specific proposals to develop each of these
areas in guidance? If you disagree, please specify what changes you would like

to see and provide a justification.

Table 2: Response summary for consultation question 2a

Response Number of responses r:.:;(e)::aege of total
Agree 16 18%

Partially agree 19 21%

Neither agree nor disagree | 19 21%

Disagree 2 2%

Not answered 34 38%

Comments 56 62%

Table 3: Response summary for consultation question 2b

Response Number of responses :':sr;g::aege of total
Agree 7 8%

Partially agree 13 15%

Neither agree nor disagree | 30 33%

Disagree 3 3%

Not answered 37 41%

Comments 53 59%

1.14 Respondents generally welcomed guidance, with some suggesting this was

essential. One respondent recommended that Ofgem outlines its intentions for

13
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1.15

1.16

1.17

1.18

1.19

1.20

1.21

1.22

14

the iterative development of the framework, including timelines for reviewing and

adjusting the framework.

However, a minority of respondents sought further clarity on how the fair pricing
principles that were not explicitly developed in guidance are in scope, or how they

will be treated in Ofgem’s monitoring and enforcement.

Cost efficiency: a minority of respondents felt that increasing cost efficiency
might come at a significant cost. There were also concerns that a drive from
Ofgem for heat networks to reduce costs is likely to result in poor consumer

experiences as operators cut the level of service.

Clearer guidance: some stakeholders welcomed clearer guidance that inefficiency
or avoidable costs should not be passed through without scrutiny, but requested
more detailed support on cost efficiency, including worked examples, templates,

and training to assist smaller networks.

Maintenance costs: a minority of respondents noted that social landlords may
face limits on passing maintenance costs through heat charges and raised
concerns about procurement practices, suggesting documentation of outsourcing
decisions to ensure value for money. Similarly, one stakeholder suggested that
the sector’s specialised nature may limit the practicality of competitive tendering

or full cost transparency.

Fuel procurement: four respondents explicitly supported guidance on fuel
procurement, including best practice examples. Some respondents suggested
Ofgem should explore a cap to prices for gas and electricity used in networks that
supply residential consumers to avoid large price variations. Others proposed a
centralised pricing framework that would undertake the fuel procurement and
hedging on behalf of the wider industry, to help achieve better prices for

networks.

Corporate risk: some stakeholders sought more specific guidance on how the

treatment of corporate risk would be applied in practice.

Fair and reasonable returns: 15 respondents had concerns on the lack of clarity of
what would be considered ‘fair and reasonable returns for investors’ under the
framework, noting that clearer definitions would enhance transparency to the

sector and reduce uncertainty for consumers, suppliers and investors.

Some respondents said that investors require a known return on investment and
that any uncertainty would make this sector un-investable. Four respondents

believed that Ofgem should provide an estimate of what constitutes a fair and
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reasonable return and suggested different options such as using figures from gas

and electricity network companies.

1.23 Cross-subsidisation and sinking funds: respondents requested further clarity
regarding cross-subsidisation and sinking funds. Six respondents said they would
like clarity on what forms and levels of cross-subsidisation are acceptable. Five
respondents sought further clarity and guidance on how sinking funds should be

used and set. A minority of stakeholders also raised concerns about the

interactions between sinking funds and the Landlord & Tenant Act 1985.

Ofgem response

Respondents raised the point of clarity around guidance. We have published our
consultation that seeks further views on the approach to guidance around the fair pricing
framework. We also want to restate our approach to develop guidance iteratively over
time, as we gather more data from the market. Any changes to guidance will be
consulted with industry as per the authorisation conditions. However, we cannot commit

to a timeline as this will depend on data collection.

We are following a principles-based approach which allows for interpretation of principles
beyond detailed guidance. This means that all principles are in scope. However, in terms
of monitoring and enforcement we aim to take a proportionate and pragmatic approach

of what is reasonable to expect from industry, in light of the guidance provided. We also

aim for the guidance to be generally accessible.

We are taking a segmentation approach to ensure that regulation and guidance is
targeted to the right sectors of the market. We will continue to work with industry to

develop this.

Respondents raised points related to guidance on cost-reflective pricing. We believe that
guidance on cost-reflective pricing should remain as proposed in the Fair Pricing
consultation. We expect hew metering requirements to be introduced through the Heat
Network Technical Assurance Scheme (HNTAS). We also outlined that we would expect
networks to be able to explain how their prices meet this principle if asked. Further

details on cost-reflective pricing can be found in our draft guidance.

Respondents cited concerns on the impact of efficiency requirements on cost and quality
of service. We have been clear that consumers should receive an appropriate level of
service. This is in the consumer outcomes set out in the consultation. HNTAS and the
wider consumer protections should ensure that consumers receive a reliable and good
quality of service, along with a fair price through the introduction of this framework. We

expect heat networks to carry out activities in a cost-efficient manner and to be
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transparent in cost reporting. Please see our draft guidance for further details and best

practice.

We will keep working with industry to understand needs in terms of guidance and
accompanying materials. However, this is unlikely to be ready from go-live in January
2026.

Respondents raised concerns about the ability of social landlords to include maintenance
costs in heat charges. We acknowledge that certain proposals in this framework have
dependencies on the unbundling of individual heat charges from wider charges such as

rent. For more information on these proposals please see 2024 ICP consultation.

We understand not every part of guidance will be relevant to all networks. However, we
would expect networks to be able to justify why they do not follow specific guidance, and

how their choices align with the fair pricing principles, if requested.

Respondents requested best practice examples and templates for fuel procurement. On
this topic, we are aiming to include information in guidance. Networks are expected to

be able to explain how they have considered best practice guidance, if requested.

Some respondents raised the topic of a fuel input cap and industry-wide procurement
framework. These proposals fall outside of Ofgem’s remit but we have shared this

feedback with the government to explore the feasibility of these proposals.

Respondents questioned how the treatment of corporate risk would apply in practice. At
this stage we are unable to provide significant further guidance on corporate risk in

relation to the fair pricing principles, but it is an important area that we want to monitor
and keep under review as we gather more data and understanding of the sector. Further

guidance in relation to corporate risk has been provided under cost allocation rules.

Respondents raised questions about the effectiveness of guidance on fair and reasonable
returns. Our view is that this principle should be included in the framework, even if
terms such as ‘fair’ and ‘reasonable’ are not defined, because profit is a key factor in
pricing under monopoly. We consider that heat networks should be able to justify that
their level of profit is fair and reasonable in relation to the risks, even in the absence of
more detailed guidance from the regulator. Delaying the incorporation of this principle in
the framework until data acquisition and analysis would not eliminate investor
uncertainty. We believe that providing estimates without good data would not be

appropriate and would risk sending the wrong signals to the market.

Respondents raised concerns around cross-subsidisation. We understand that cross-
subsidisation amongst customers might happen in different circumstances and for

different reasons. However, we remain of the view that, at this stage, guidance should
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remain high-level, not setting direct restrictions but requesting that individuals or groups

of consumers should not face disproportionate prices as a result.

We will not be providing specific guidance on sinking funds at this time. We aim to
gather more data and knowledge of good practices in the sector and may provide best
practice examples in further iterations of guidance. Whilst we are not providing detailed
guidance at this stage, any sinking funds in place should adhere to the principles

outlined in the fair pricing framework.

Q3. Do you agree with the proposed 'fairness test'? In particular:
a) Do you agree with the high-level features of the fairness test
(principle based, reasonableness, case-by-case basis, and objectivity)?
b) Do you agree with our proposals to implement the fairness test

discussed in Appendix 1: Fairness test?

Table 4: Response summary for consultation question 3a

Response Number of responses r:.:;s::aege of total
Agree 17 19%

Partially agree 30 33%

Neither agree nor disagree | 7 8%

Disagree 4 4%

Not answered 32 36%

Comments 58 64%

Table 5: Response summary for consultation question 3b

Response Number of responses r:;;g::aege of total
Agree 6 7%

Partially agree 12 13%

Neither agree nor disagree | 12 13%

Disagree 2 2%

Not answered 58 65%

Comments 32 36%

1.24 Overall, respondents welcomed the high-level fairness test as a mechanism to

apply and implement fair pricing principles. Support was given by 34 respondents
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1.25

1.26

1.27

1.28

1.29

1.30

1.31

1.32

18

for the process being principle-based and case-by-case application due to the

diversity of the sector.

18 stakeholders voiced appreciation for the flexibility of the approach, which
strikes a balance between provision of guidance and allowance of contextual

differences in network characteristics.

Definitions: 17 respondents that were partially supportive gave feedback on a
need for clarity on definitions of terms and how the fairness test would be applied
in practice. Stakeholders requested clearer definitions for key terms and
considered that these could be interpreted differently between industry parties

leading to potential regulatory inconsistency and disputes.

Although several respondents viewed the case-by-case approach as a positive, six
stakeholders highlighted the risk of a proliferation of disputes, increased

administrative burden and higher costs for operators.

Interaction with other regulatory tools: there were also concerns raised about
how the fairness test would interact with other regulatory tools, such as
benchmarking and profitability analysis. Five respondents questioned whether the
test would be applied universally or only in cases that are flagged through

monitoring or other mechanisms.

Accurate data and benchmarking: there was general acknowledgement that
benchmarking and accurate data are key inputs into the effective implementation
of the fairness test. However, nine of the respondents also raised concerns about
the availability of data across the heat network sector and the implications this
could have on effective benchmarking within the fairness test. They stressed that,
in the absence of more strict definitions for ‘fair’ and ‘disproportionate’ pricing, at
least two years of data would be needed before meaningful comparisons could be

made across the industry.

General concerns were also voiced about the way in which benchmarking models
would be applied during the fairness test. Eight respondents asked for more detail
on which benchmarks would be used in any given instance and the way that the

remainder of the fairness test would be conducted around this application.

Vulnerability: two respondents argued that the fairness test should explicitly
incorporate vulnerability, levels of income and other markers of detriment when

determining which cases deserve earlier intervention.

A minority of stakeholders also stressed the need for the fairness test to be

contextual in its application, particularly around networks operating under an
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Energy Services Company (ESCo) model, which might have tariffs set with
reference to a long-term methodology resulting in early years of operation at a

loss before profits are generated in later years.

1.33 Support mechanisms: six respondents advocated for the provision of tools and
support mechanisms to assist network operators in adhering to the fairness test
and the fair pricing framework in general, such as worked examples, standardised

templates, checklists and training.

1.34 There was also support amongst a minority of respondents for an independent
review or appeals process, to allow consumers a pathway to challenge fairness

test outcomes.

1.35 Zoning framework: a minority of stakeholders raised concerns about the
interaction of the fairness test with the future zoning framework. They suggested
that the application of the fairness test after a heat network zone has been
established creates uncertainty and raises perceived regulatory risk, undermining

investor confidence in long-term infrastructure.

1.36 Additional questions: in response to the second part of the question, three
respondents offered suggestions for additional questions to be included in the

fairness test:

e “What steps have been taken to ensure costs are efficient?”
e "What is the source of high prices?”
e “Is there a pattern of high profit taking and debt-leveraging associated with

disproportionate pricing?”

Ofgem response

We welcome the broad support for the proposed fairness test and its high-level features.
The test is desighed to help us implement the fair pricing authorisation condition and
principles effectively by utilising a variety of tools, such as benchmarking and
profitability assessments. A case-by-case approach also allows us to account for the

diversity within the sector and consider the unique characteristics of heat networks.

We acknowledge the points raised by stakeholders regarding clarity on definitions and
practical implications of the fairness test. This theme has been raised in previous

questions, please refer to our response to Q1 for a discussion on this.

Some respondents interpreted the fairness test to be a regulatory tool that is separate
from benchmarking and profitability assessments. The intention is for the latter tools to
be utilised as inputs as opposed to standalone tools, feeding into the fairness test and

more specifically into the identification of disproportionate pricing.
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We received a strong consensus from stakeholders on the role of benchmarking and
accurate data within the fairness test. We also acknowledge the concerns around the
availability of data and implications for benchmarking. We will continue to engage with
industry on this with a view to allowing operators to better prepare for data
expectations. With regards to the concern around timeframe, we continue to view
benchmarking as a process that will develop in phases. New data will be ingested and
used to evaluate models that will be changed and refined to improve effectiveness where

possible. Please see Q6-Q9 for more discussion on data requirements.

Respondents raised several themes related to the application of the fairness test to
different segments of the market. Regarding the first theme on vulnerability and
consumer detriment, A1.3 in the consultation asks questions with the intent of
identifying groups of consumers that are affected by disproportionate pricing, the size of
the affected group and the extent to which this group is affected. This information will
allow us to take a more targeted approach with any follow up actions to maximise the

benefits of regulation.

The fairness test is designed to be flexible and would consider any unique contracts and

pricing methodologies when assessing prices.

We acknowledge the request for further support to assist networks in adhering to the
fairness test. We will explore the options related to the provision of materials in the
future and will further consult on key elements of the fairness test such as benchmarking

and price investigations.

In relation to the calls for pathways allowing consumers to challenge fairness test
outcomes, we will take consumer complaints and information into account. However, at
this stage, we are not planning to include a consumer appeal process to challenge the
results of fairness test. We will however consult further on the detail of price

investigations in the future.

We acknowledge that reasonable profits need to be made to incentivise investment and
our approach will allow for this. We are working closely with DESNZ to ensure clarity on
how pricing protections will interact with zoning, to reduce uncertainty and improve

confidence in investment.

Some respondents offered suggestions for additional questions to be included in the
fairness test. The list of questions in appendix 1 of the consultation was intended as an
illustrative example of the type of questions we would consider, and they are not
exhaustive. The suggested questions cover areas that we are likely to explore either as
part of initial screening or in price investigations. The list of questions in the draft

guidance appendix has been updated to reflect some of these.
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Q4. Does the revised authorisation condition, ‘fair pricing’, reflect the policy

intent?

Table 6: Response summary for consultation question 4

Response Number of responses Percentage of total
responses

Agree 27 30%

Partially agree 17 19%

Neither agree nor disagree | 1 1%

Disagree 1 1%

Not answered 44 49%

Comments 46 51%

1.37 There was general agreement that the revised AC reflects policy intent with 44

respondents either agreeing or partially agreeing with the statement.

1.38 11 respondents noted that the AC was very high level and generally lacked detail.

Some respondents voiced the detail in the guidance would be key to determining

whether the AC reflects the policy intent. Three of them reiterated that the

framework should define terms such as ‘disproportionate’, for example through

the use of thresholds.

Ofgem response

We note the general support for the wording of the AC and its reflection of policy intent.

In relation to the comments referring to the high-level nature of the AC and general lack

of detail, we refer to our response to Q1 where we discuss stakeholder concerns on

clarity and definitions
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Q5. In relation to market segmentation (please note that we are asking in

relation to the considerations discussed in paragraphs 2.58-2.61, segmentation

considerations in relation to price benchmarking are considered under Chapter

4: Price comparison and benchmarking methods):

a) Have we identified the right characteristics for market segmentation,

and are these correctly defined?

b) Do you agree with the segmentation approach discussed for each of

these characteristics?

Table 7: Response summary for consultation question 5a

Response Number of responses Percentage of total
responses

Agree 17 19%

Partially agree 33 37%

Neither agree nor disagree | 3 3%

Disagree 6 7%

Not answered 31 34%

Comments 59 66%

Table 8: Response summary for consultation question 5b

Response Number of responses Percentage of total
responses

Agree 7 8%

Partially agree 30 33%

Neither agree nor disagree | 2 2%

Disagree 6 7%

Not answered 45 50%

Comments 45 50%

1.39 Segmentation: between the two parts to this question, there was general support

for both the identified characteristics for market segmentation and the proposed

approach for each one. Some respondents said that segmentation may be the

wrong or inadequate word to use regarding this approach and more needs to be

done to illustrate the interconnections. They also asked for definition on ‘not-for-

profit’.
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1.40 Requirements: a minority of stakeholders suggested that we should distinguish
where suppliers and consumers are the same organisation, with lower
requirements in these situations. One respondent did not support pre-legislation
networks having a longer transition period on data reporting requirements as this
could create data and regulatory asymmetry, but suggested that it may be
appropriate to tailor reporting requirements for very small or not-for-profit
networks (although it was noted that this should not compromise regulatory

oversight). Another felt that shared ground loops (SGLs) should be excluded.

1.41 Additional segment characteristics: amongst respondents, there were several
suggestions for additional segment characteristics: geography (specifically island
and rural networks), heat source or control of heat source, freehold vs leasehold,
generation fuel type, carbon intensity, temperature of heat and proportion of

vulnerable customers.

1.42 Several respondents also raised points related to the existing list of proposed
segments. Two respondents suggested type of network should not be a
consideration as there are currently many customers connected to communal

heat networks which are not being managed well.

1.43 Some respondents said that the amount of suggested segmentation
characteristics may lead to over complication or confusion, with one respondent
mentioning that a heat network may find itself in several different segmented

groups at once.

Ofgem response

A few respondents raised concerns related to our proposed segmentation approach.
Market segmentation involves considering whether and how rules and requirements may
need to be adapted for different types of heat networks in the market, to ensure that the

application of the regulation is relevant and proportionate (2025 consultation paragraph

2.58). This is separate to the grouping conducted in price benchmarking.

Respondents asked for self-supply networks to be distinguished from conventional
requirements. In line with the wider consumer protection position, where an authorised

person takes all heat generated on a network, the fair pricing framework will not apply.

In relation to SGLs, these networks are included in the scope of regulation under current
proposals. However, we acknowledge that different approaches may be required to

account for different charging mechanisms and services provided.

Respondents raised questions related to the existing list of proposed segments. The

intention of market segmentation is not to reduce pricing protection standards for some
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segments, for example communal heat networks. As explained above, this is to identify
whether regulations need to be adapted to different segments. This might be needed in

some cases given how diverse the market is.

Most of the additional segment characteristics raised by stakeholders seem to be
relevant for price benchmarking, given that they could explain differences in pricing. We
believe these characteristics are broadly captured in the factors that we have identified
in the benchmarking work. Please refer to the chapter on benchmarking in the 2025
consultation and our responses to the benchmarking section in this document. It is also
worth noting that in our case-by-case approach to pricing investigations, individual
characteristics will be considered, even if they are not identified as a specific ‘market

segment’.

In the consultation, we identified a long list of characteristics that could be relevant for

segmentation in relation to fair pricing requirements. In the draft fair pricing guidance

consultation we have included a shorter list that reflects the segments that are relevant
for the guidance first iteration and sought to further clarify how segments should be
interpreted in relation to the guidance. Generally, where the need for segmentation is

identified, this will be clearly explained in guidance.

We are aware that networks might fall in more than one characteristic. This should not
be problematic, as these segments are not mutually exclusive. As noted above, this is

different from our benchmarking approach.

Q6. Of the information listed in Table 3 below, what do heat networks already

regularly collect and can be easily reported?

Table 9 - Response summary for consultation question 6

Response Number of responses Percentage of total
responses
Comments 46 51%

1.44 46 respondents provided an answer to this question. A minority of respondents
said that they did not support the need for such a large and complicated dataset,
referencing the increased cost of delivery and stating that they did not
understand the requirement for quarterly reporting when most of the data types

will change annually.

1.45 Three stakeholders noted concerns more generally about resources and timing to

collect these datapoints across a large portfolio. Concerns were also raised about
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1.46

1.47

1.48

1.49

1.50

25

parallel reporting with Heat Network Metering and Billing Regulation (HNMBR)

and the Scottish housing regulator.

Challenging data collection: respondents raised a range of areas which may prove
challenging in data collection. A minority of respondents suggested requests for
data such as the costs passed into, and the bill split between, standing charges or
unit rates, may be difficult to provide. Others suggested older or not-for-profit
networks may face challenges in providing the requested data. More generally,
respondents noted that this information changes rapidly and often, which would
need to be considered in any reporting requirements. Three respondents

mentioned concerns regarding the overlap with HNTAS.

Areas easy to report: 17 respondents mentioned that they collect the majority of
the information outlined in the table, although some reported they may need
further development to allow their network to share the broader list. Consumer
types, pricing structure and total energy consumption were mentioned as areas
which would be easy to report. Respondents suggested newer and commercial
networks should be able to provide all the requested data. One respondent
mentioned that most suppliers already collected metered heat consumption, main

supply total consumption, tariff details (standing and unit rates) and fuel costs.

Other general comments: one respondent recommended that Ofgem define a
“core reporting pack” for small networks and allow phased reporting for legacy
networks. Another respondent argued that Ofgem should consider these practical
implications when determining reporting requirements and frequencies, ensuring
that the administrative burden remains proportionate while maintaining effective

oversight.

Four respondents disagreed with quarterly reporting, with another respondent
highlighting that the regularity of any reporting requirement is considered and
proportionate to the benefit as there may be a significant administrative burden

created by regulation if this is not considered carefully.

Our response to stakeholder feedback for question six is covered in conjunction

with questions seven and eight in the section below.
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Q7. Of the information listed in Table 3 below, which items would be more
challenging for heat networks to report?
Q8. Of the cost drivers listed in Table 7, which items would be more challenging

for heat networks to report?

Due to the overlap between these question topics, we have decided to address and

summarise stakeholder feedback to both question 7 and 8 in a joint section below.

1.51 Areas challenging to report: respondents listed a range of items that may be
challenging to report. The most frequent data points were network length, age
and type of properties supplied, other efficiency measures, standing charges, and
network generation. Additionally, respondents also commented on the general

burden of reporting created by the table items.

1.52 Scope and frequency of reporting: several stakeholders raised concerns about the
scope and frequency of data reporting, with a minority preferring annual over
quarterly submissions and others questioning the need for detailed cost allocation

information and Earnings Before Interest and Tax (EBIT) data.

1.53 Definitions: further clarification was asked for definitions of network generation,
number of customers, age of the network, other efficiency measures and

operating temperature.

1.54 Data points reported as difficult to obtain were especially noted for older legacy

networks, smaller networks, not-for-profit, and unmetered networks.

Ofgem response

Stakeholders again requested clarification and definitions in key areas. For this point,

please refer to our response in Q1.

Based on the stakeholders’ responses, we understand that some metrics (annual
network generation, network generation type, operating temperature) are more

challenging to report than others (metered versus unmetered, type of network).

Respondents have also noted that some segments o