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ECONOMY, ENERGY AND FAIR WORK COMMITTEE 

HEAT NETWORKS (SCOTLAND) BILL 

SUBMISSION FROM                                            Competition & Markets Authority 

Heat Networks (Scotland) Bill 

Introduction 

The Competition and Markets Authority (CMA) is an independent non-ministerial UK 
government department, and the UK’s primary consumer and competition authority. 
We work to promote competition for the benefit of consumers across the UK. Our 
aim is to make markets work well for consumers, businesses and the economy by 
promoting competition. Competitive markets and an effective competition policy can 
play a major role in delivering productivity and growth in the UK economy.  
 
The CMA has responsibility for: 

 investigating mergers which could restrict competition 
 conducting market studies and investigations in markets where there may be 

competition and consumer problems 
 investigating where there may be breaches of UK or EU prohibitions against 

anti-competitive agreements and abuses of dominant positions 
 bringing criminal proceedings against individuals who commit the cartel 

offence 
 enforcing consumer protection legislation to tackle practices and market 

conditions that make it difficult for consumers to exercise choice. 

We have worked with the Scottish Government as they have developed their 

proposals for Heat Network licensing. In 2017 we submitted responses to previous 

Energy Efficient Scotland consultations, with a focus on Heat Network regulation, 

drawing upon relevant work that the CMA had carried out and a number of consumer 

complaints relating to heat networks. We maintained a regular dialogue with the 

Scottish Government and other stakeholders in Scotland (including consumer groups 

and suppliers). We also contributed to the heat networks regulation working group 

which provided Scottish Government with recommendations1 on a range of issues 

relating to heat network regulation, including consumer protection. In March the CMA 

received a letter from Paul Wheelhouse, Minister for Energy, Connectivity and the 

Islands signalling the Scottish Government’s intention for the legislation to give effect 

to the CMA’s market study recommendations within devolved competence. We also 

                                                           
1 Heat Networks Regulation Working Group (2019) Interim Recommendations 
Report 
https://www.gov.scot/binaries/content/documents/govscot/publications/corporate-
report/2019/12/heat-networks-regulation-working-group-recommendations-
report/documents/heat-networks-regulation-working-group-interim-
recommendations-report/heat-networks-regulation-working-group-interim-
recommendations-report/govscot%3Adocument/heat-networks-regulation-working-
group-interim-recommendations-report.pdf 

https://www.gov.scot/binaries/content/documents/govscot/publications/corporate-report/2019/12/heat-networks-regulation-working-group-recommendations-report/documents/heat-networks-regulation-working-group-interim-recommendations-report/heat-networks-regulation-working-group-interim-recommendations-report/govscot%3Adocument/heat-networks-regulation-working-group-interim-recommendations-report.pdf
https://www.gov.scot/binaries/content/documents/govscot/publications/corporate-report/2019/12/heat-networks-regulation-working-group-recommendations-report/documents/heat-networks-regulation-working-group-interim-recommendations-report/heat-networks-regulation-working-group-interim-recommendations-report/govscot%3Adocument/heat-networks-regulation-working-group-interim-recommendations-report.pdf
https://www.gov.scot/binaries/content/documents/govscot/publications/corporate-report/2019/12/heat-networks-regulation-working-group-recommendations-report/documents/heat-networks-regulation-working-group-interim-recommendations-report/heat-networks-regulation-working-group-interim-recommendations-report/govscot%3Adocument/heat-networks-regulation-working-group-interim-recommendations-report.pdf
https://www.gov.scot/binaries/content/documents/govscot/publications/corporate-report/2019/12/heat-networks-regulation-working-group-recommendations-report/documents/heat-networks-regulation-working-group-interim-recommendations-report/heat-networks-regulation-working-group-interim-recommendations-report/govscot%3Adocument/heat-networks-regulation-working-group-interim-recommendations-report.pdf
https://www.gov.scot/binaries/content/documents/govscot/publications/corporate-report/2019/12/heat-networks-regulation-working-group-recommendations-report/documents/heat-networks-regulation-working-group-interim-recommendations-report/heat-networks-regulation-working-group-interim-recommendations-report/govscot%3Adocument/heat-networks-regulation-working-group-interim-recommendations-report.pdf
https://www.gov.scot/binaries/content/documents/govscot/publications/corporate-report/2019/12/heat-networks-regulation-working-group-recommendations-report/documents/heat-networks-regulation-working-group-interim-recommendations-report/heat-networks-regulation-working-group-interim-recommendations-report/govscot%3Adocument/heat-networks-regulation-working-group-interim-recommendations-report.pdf
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welcome the Scottish Government’s commitment to maintain a UK wide approach to 

consumer protection. 

We welcome the opportunity to provide evidence to the committee on the Heat 
Networks (Scotland) Bill. Our response sets out the recommendations of the CMA 
market study into Heat Networks and our views on the licensing regime outlined in 
the Bill. We have not responded to all of the committee’s questions but focussed on 
those within our areas of competency and expertise. We would be happy to discuss 
any of the material in this paper.  
 
Which part of the Heat Networks Bill is of most relevance to you or your 
organisation, why, and what do you consider its impact will be? 
 
The Heat Networks Scotland Bill gives effect to the CMA’s recommendation to UK 
and Scottish Governments that heat networks should be regulated. In 2017 the CMA 
launched a market study into domestic heat networks which looked to review how 
well the market worked and if consumers were getting a good deal.2,3 We found that 
the majority of heat network customers pay for heating and hot water at prices 
comparable with or lower than other potential sources of supply (such as gas) and 
experience comparable service standards. However, some customers – particularly 
those on certain privately-operated schemes – are getting poorer deals in terms of 
price and service. 
We identified three causes of poor outcomes for customers: 
 

a) differing interests of property developers, heat network operators and 
customers in the design and build of networks; 

 
b) the monopoly supply of heat; and 

 
c) limited customer awareness of what heat networks are, with customers 

lacking key information, both when looking for a property and during 
residency. 

 
Our final report, published in July 2018, set out recommendations to the Scottish and 
UK Governments to address the concerns identified. Our overarching 
recommendation was that the sector should be regulated by a public-sector body 
which has statutory powers to set regulation, monitor compliance, and enforce 
against heat network operators that do not comply with that regulation. The 
Department for Business, Energy and Industrial strategy (BEIS) supported our 
recommendation for a single UK regulatory framework that would provide the 
optimum outcomes for both consumers and business.4  

                                                           
2 Competition and Markets Authority (2017) Heat Networks Market Study launch 
https://www.gov.uk/cma-cases/heat-networks-market-study  
3 Market studies are conducted under the Enterprise Act 2002.  
4 Department for Business, Energy and Industrial Strategy (2018) Heat Networks: 
Ensuring sustained investment and protecting consumers 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attach
 

https://www.gov.uk/cma-cases/heat-networks-market-study
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/774586/heat-networks-ensuring-sustained-investment-protecting-consumers.pdf
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Alongside the final report, we published an open letter to the sector making clear the 
steps that suppliers should be taking in advance of regulation to ensure they are 
treating customers fairly. We also published advice for heat network customers.  
 
Are you content with the definition of heat networks used in section 1 of the 
Bill? (If not, please elaborate.) 
 
The final report of our market study sets out what the CMA’s understanding of a heat 
network to be. We are content that the definition outlined in the Bill broadly fits with 
this, covering both communal and district heating. However, our definition exclusively 
referred to domestic heat networks and did not cover microbusinesses as this was 
not covered by the remit of our market study.   
  
Previous consultations have identified different priorities for this legislation – 
including transition to low-carbon or renewable energy, tackling fuel poverty, 
and ensuring consumer protection. To what extent do you think such priorities 
are reflected – and balanced – in the Heat Networks (Scotland) Bill? 

 
In relation to consumer protection, ensuring that those receiving energy through heat 
networks have adequate levels of protection, similar to customers on gas or 
electricity, will not just protect existing customers but also promote trust in the market 
which will help to drive the other priorities outlined in the Bill and in previous Scottish 
Government consultations, such as tackling fuel poverty and transitioning to low-
carbon and renewable energy. 

 
There is potential further to identify a consumer body to perform a role akin to that 
which Citizens Advice has played in recent years as consumer advocate for people 
receiving energy through heat networks. Going forward, there may be a benefit in 
defining a role for Citizens Advice Scotland and/or the new Consumer Scotland 
agency in working effectively with the licensing authority outlined in the Bill, to ensure 
the interests of consumers are embedded in the standard licencing conditions. In the 
next section we set out what consumer protection measures the CMA would expect 
embedded in the licencing conditions.   
 
We do not have a view on whether these aspects should or can be reflected in the 
Bill but they are important nonetheless to delivering a regulatory regime that has the 
confidence of consumers.  
 
What are your views on the licensing regime as envisaged by the Bill? 
 
We welcome the introduction of the licensing regime outlined in the Bill. We 
previously recommended that a statutory framework be established that underpins 
regulation of all heat networks. This can be achieved through the licensing regime 
detailed in the legislation.  
 

                                                                                                                                                                                     

ment_data/file/774586/heat-networks-ensuring-sustained-investment-protecting-
consumers.pdf  

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/727736/heat_networks_open_letter_to_industry.pdf
https://www.gov.uk/government/publications/heat-networks-advice-for-customers-and-the-industry/heat-networks-advice-for-customers
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/774586/heat-networks-ensuring-sustained-investment-protecting-consumers.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/774586/heat-networks-ensuring-sustained-investment-protecting-consumers.pdf
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We understand that the UK and Scottish Governments have chosen to take different 
approaches to regulating heat networks. The CMA notes the different ways in which 
markets can be used in the process of commissioning and developing heat networks 
which allow them to operate efficiently and offer value to customers. 
 
Through our market study, the CMA recommended that an effective regulatory 
regime would require design of suitable duties for the regulator in relation to prices, 
quality of service, transparency of information and minimum technical standards. It 
would also require a mechanism to identify, monitor and enforce the regulation. This 
could be through a licensing regime, as is currently outlined in the Bill, although other 
approaches would also be feasible. For example, in another sector, 
telecommunications, Ofcom regulates telecommunications providers under an 
authorisation regime.  
 
The Bill outlines that the standard licensing conditions will be decided by the 
licensing authority. Without seeing specific conditions at this stage, it is difficult to 
comment on how this will affect consumer protection for heat network customers. 
However, based on our previous response to the Scottish Government, we have set 
out what the CMA would expect these licensing conditions to cover:  

1. Regulation of prices - We suggested that all heat networks be required to 
comply with ‘principles-based’ rules or guidance on pricing and service 
quality. The regulatory framework should require heat networks to give due 
consideration to whole life costs during the design and build phases, and how 
this is likely to impact prices for consumers. Where the whole life cost for 
customers of a new heat network exceeds that of alternative fuels, the 
additional cost should be met by the developer of the heat network. It would 
also require developers are considering installing a new heat network to 
compare the price that heat network customers would pay based the whole 
life costs of the network to the price if customers were supplied by gas or 
electricity.  
 

2. Regulation of quality of service - Domestic heat network customers should 
be given similar protections to gas and electricity customers, particularly in 
relation to the quality of service and protections for vulnerable customers. This 
also includes mandatory access to an ombudsman with the ability to 
investigate suppliers and make binding recommendations. 
 

3. Transparency - We recommended that the UK and Scottish governments, 
including where appropriate a future sector regulator, implements rules or 
guidance as to the level of information which is necessary to help heat 
network customers. This should include information required to allow people 
to make appropriate decisions when considering whether to live in a property 
with a heat network and information for heat network customers to understand 
and act upon their bills. We consider that industry standards could be 
prepared in advance of the introduction of any statutory mechanism for 
monitoring and enforcement. 
 

4. Minimum technical standards - We also recommended that all heat 
networks comply with a new set of minimum technical standards, focusing on 
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measurable performance outcomes, such as operational efficiency. This 
included developing new standards, drawing on existing industry expertise 
including CP1, to allow monitoring and compliance with quality standards. We 
also recommended that additional training and certification should be made 
available to engineers to improve their knowledge and technical 
understanding of heat networks across their various stage of development, up 
to and including operation and maintenance. 
 

These licensing provisions will help to ensure that all heat network customers are 
adequately protected, giving them a comparable level of protection to customers of 
gas and electricity in the regulated energy sector. 
 
What is your opinion of the approach taken with Heat Network Zones (see 
parts 3 and 4 of the Bill)?  
 
The CMA understands that heat network zones can help to create a more strategic 
approach to planning for the development of heat networks which could incentivise 
investment. Identifying and designating heat network zones can provide the sector 
with greater awareness of development opportunities; and potentially reduce the 
demand risk faced by heat network developers. 
 
Please feel free to provide your views on any other aspects of the Bill or the 
policy aims underpinning it if not covered above. 
 
The key message from the CMA’s market study was that the sector should be 
regulated and that a single UK wide regulator - we think Ofgem is well placed to fulfil 
this role - be appointed to protect heat network customers. We understand that heat 
regulation is devolved and that responsibility for a single UK regulatory system would 
be the responsibility of both UK and Scottish Governments. We are aware that there 
is dialogue between governments on this point and we hope that this will achieve a 
positive result in due course.  
 
We also highlighted a number of recommendations that need to be implemented in 
partnership with other public bodies. Alongside our primary recommendation that 
there should be a sector regulator, we recommended property sales disclosure rules, 
including transparency of information prior to residency, such as of Energy 
Performance Certificates (EPC), be improved. These should help consumers 
understand the cost and implication of living in a property with a heat network. This 
includes the impact of performance of heat networks. We also note the role of 
property agents and private landlords in ensuring that pre-transaction information for 
potential house-purchasers is provided. 
 
We welcome the introduction of the Heat Networks Bill and hope that it will help to 
address the concerns our market study identified and lead to better outcomes for 
Scottish consumers. The CMA would be happy to engage with the committee further 
to discuss any of the material in this paper or the recommendations of our market 
study. We would also be happy to engage with the licensing authority as they build 
consumer protection measures into the licensing conditions to protect heat network 
customers. 
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