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Abstract 

The community-owned energy service company (ESCo) business model is regarded as a 

potential solution to low-carbon transition. By guaranteeing savings on energy bills and 

using local resources, this model can also contribute to fuel poverty alleviation and energy 

security. Nevertheless, the adoption of community-ESCo business model has remained 

niche in the UK. 

This report investigates the reasons behind its limited deployment by addressing the 

challenges for community-ESCos in the UK. 12 semi-structured interviews were conducted 

with community-ESCo representatives and experts within the field. 

It is found that both institutional factors (i.e. political, legal, economic and social-cultural 

factors) and the capacities of community-ESCos themselves (i.e. legal advice, technical 

skills and administration skills) have an impact on the development of community-ESCo in 

the UK. 

Based on the findings, this report provides three policy recommendations: 

(1) Engage local authorities into community-ESCo projects 

(2) Develop plans to support low-carbon heat 

(3) Provide indirect supports such as skill training and education programmes 
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Executive Summary 

In recent years, an innovative business model – community-owned energy service company (ESCo) has emerged and been regarded as a potential 

solution to ‘energy trilemma’ (i.e. environmental sustainability, energy security and energy affordability). Despite its merits, the adoption of this 

business model in the UK is still limited. 

This report investigates the reasons behind its limited deployment by addressing the barriers for community-ESCos in the UK. Altogether twelve 

semi-structured interviews were conducted with representatives at community-ESCos and experts within the field. Transcription of the interviews 

was analysed for themes. 

This research finds that political, legal, economic and social-cultural factors and the capacities of community-ESCos themselves have an impact 

on the success of community-ESCo projects (Table 1). 

Table 1 Barriers facing community-ESCos in the UK 

Barrier Sub-division Claim 

Political Policy framework Policy framework regarding community energy and renewable heat is unstable and unclear. 

Ideology and values Policies supporting renewable energy has been scrapped and sustainable heat has relatively 

lower political salience. 

Legal Support from local 

authorities 

Engagement with local authorities is limited. 

Planning regulations Getting planning permission is restrictive due to the lengthy process and councillors’ 



Understanding Challenges for Community Energy Service Companies in the UK 
 

 
 

3 

unfamiliarity with renewable technology. 

Building regulations Building regulations hasn’t been a very strong push to limit carbon emissions for residential 

properties. 

Economic Subsidies Subsidies have been cut recently and applying for them is complex. 

Grants and loans Applying for funding is time-consuming and complicated. A shift from grants to loans and 

subsidies has made it difficult to pay for upfront costs. 

Third-party financing Obtaining funding from financial institutions is difficult due to structural barriers. 

Social-cultural  Behavioural response to increasing energy efficiency is limited. Unregulated heat market has 

inhibited consumers to adopt community-ESCos. 

Organisational 

capacity 

 Legal advice, technical skills and administration skills are inadequate for community-ESCos. 

In light of these findings, this report provides several policy recommendations, including: 

 Encourage more engagement of local authorities through integrating community-ESCo projects into community benefit schemes and 

partnership with community-ESCos and private sectors 

 Develop plans to support low-carbon heat. The plans could include a reform on building regulations, reviews of economic incentives, 

measures to incentivise financial institutions’ engagement, standardisation of energy service contracts and regulation on heat tariffs. 

 Provide indirect supports such as training and education programmes
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1. Introduction 

Contrary to the situation in the 1980s and the 1990s, when the challenges for the UK’s energy 

market was merely energy security and energy affordability, respectively (Helm, 2004), the UK 

is now facing ‘energy trilemma’ (Bradshaw, 2010; WEC, 2015). The impact of climate change, 

the insecurity of energy supply, and the rising energy costs are threatening both the human 

population and the natural environment. 

The Renewable Energy Directive has required the UK to achieve 15% of its energy consumption 

from renewable sources by 2020 (EU, 2009). However, currently the UK is still 9.9pp away from its 

2020 objective, lagging behind other member states, including Sweden and Finland who may 

exceed their original targets (Fig. 1).  

Moreover, domestic production of natural gas is constantly decreasing (Fig. 2) owing to the 

decline in North Sea oil and gas reserve (IEA, 2012). A fifth of power plants are also due to 

retire within this decade as they are ageing or too polluting according to the EU’s Large 

Combustion Plant Directive1 and Industrial Emission Directive2 (DECC, 2012a). Considering the 

unpredictable impact of external events on UK’s supply, it is doubtful whether there will be 

                                                        
1 http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:32001L0080 
2 http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:32010L0075 
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sufficient energy supply (DECC & Ofgem, 2014). 

Further to this, rising energy prices (CMA, 2015), together with a fall in wages because of the 

2008 UK recession (Fender, 2012) has caused a great number of households in fuel poverty 

(Fig. 3). 

Currently, the UK’s energy market is dominated by six large utilities (i.e. British Gas, EDF, E.ON, 

RWE, Scottish Power and Scottish and Southern Electric, known as the ‘Big Six’), which provide 

energy for about 90% of the domestic customers (Fig. 4 & 5). These companies run under 

what Hannon, et al., (2013) referr to as the ‘Energy Utility Company (EUCo)’ business model, 

meaning that they charge customers for the number of energy units (e.g. gas and electricity) 

sold. 
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Despite the dominance of the EUCo model, there are mounting concerns about its inability to 

tackle the ‘energy trilemma’ (Soutar & Whiting, 2012; Foxon, 2013). Sourcing fossil fuels for 

energy generation (BNEF, 2012), the existing EUCo model may not be able to curb energy-

related GHG emissions within the timeframe. The lack of new infrastructure for energy 

generation and provision may hold back the security of energy supply (Bolton & Hawkes, 2013; 

Helm, 2009). Furthermore, in light of the oligopoly of UK’s energy markets, the ‘Big Six’ can 

influence the price of electricity and gas (Ofgem, 2014), thus hindering energy equity. 

As a result, there are calls for innovative business models to meet societal needs in a 

sustainable approach. One novel business model that has drawn scholars (Boait, 2009; 
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(Ofgem, 2015b)
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Bertoldi, et al., 2006) and practitioners’ (Smith, 2007) attention is known as Energy Service 

Company (ESCo) business model. ‘Energy services’, by the EU’s (2012) definition, means the 

physical benefit, utility or good derived from energy with energy-efficient technology or with 

demand-side action. By providing energy services rather than solely fuels or conversion 

equipment (e.g. boilers), ESCos are intrinsically incentivised to meet people’s needs for energy 

in a more efficient way (Fang, et al., 2012).  

Moreover, a more innovative type of ESCo – community-ESCos have emerged in the UK in 

recent years (Hannon & Bolton, 2015). Community-ESCos are ESCos that are wholly or partly 

owned by communities. It has been recognised that, apart from increasing energy efficiency, 

community-ESCos can also contribute to alleviating fuel poverty and ensuring energy security 

at local levels (CSE, 2013). 

Despite the aforementioned merits, adoption of community-ESCo business model is still 

limited. It is estimated that there are currently around 30-50 ESCos in the UK market, with 

large international companies as the major market players (Bertoldi, et al., 2014). Community-

ESCos are still a niche market (CSE, 2013): very few community renewable energy (RE) projects 

have adopted the ESCo model. 

This report aims to investigate why this gap exists by tackling the following questions: 

(1) What are the key challenges facing community-ESCos in the UK? 

(2) How have UK government policies constrained or enabled the development of 

community-owned ESCos? 

Due to the various definitions of community-ESCos and time constraints, this report only 

focuses on community-ESCos delivering renewable heat (i.e. heat sourced from bioenergy, 

solar thermal, or heat pumps). 

This report has incorporated different sources including an extensive literature review on the 

development of ESCos and community energy in the UK, as well as 12 semi-structured 

interviews with community-ESCo representatives and experts within the field. 
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The report is structured as follows. Section 2 examines the core characteristics of community-

owned ESCos as well as the barriers faced by ESCos and community groups. Section 3 sets out 

the integrated analytical framework this report uses, including structure and agency 

approaches. Section 4 outlines the research methodology of this report. Section 5 presents 

the findings from the report’s empirical investigations, setting out barriers and opportunities 

for community-ESCos. Finally, Section 6 provides conclusion and policy recommendations for 

the UK government. 
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2. Community-owned ESCos 

At present, several communities in the UK have adopted the ESCo model to satisfy local energy 

needs and achieve wider social objectives. Examples include Meadows Ozone Energy Services 

and Woolhope Woodheat (Hannon, 2012). Despite these examples, ‘community-ESCo’ and 

‘ESCo’ are still debated concepts (Bertoldi, et al., 2006). 

In 2006, the Energy Service Directive (EU, 2006, p. 68) has provided a definition for ESCo. 

However, even with the existing definition, the industry itself uses various terms to refer to 

contracting activities (Sorrell, 2007), such as ‘Chauffage’ used in France (Fawkes, 2007) and 

Comfort Contracting used in Scandinavia countries (Bertoldi, et al., 2014). This means there 

are difficulties in assessing the overall size of the industry (Marino, et al., 2010). For example, 

there is a mismatch in the development of ESCos in European countries in different reports. 

Whereas CSE (2013) indicated that community-ESCos are more common in Scandinavian 

countries, according to the EU’s report (Bertoldi, et al., 2014), the development status of 

ESCos in Scandinavian countries is preliminary or moderate while the UK is good.  

Therefore, prior to empirical data collection, it is essential to understand the core 

characteristics of community-ESCos. To start with, the definition of ESCo will be discussed. 

2.1 The Definition of ESCo 

To understand the concept of ESCos, one needs to understand different contracting models 

and the depth of energy service contracts. 

 Energy Service Contracts 

ESCos provide energy services to customers through energy service contracts, normally lasting 

from 5 to 25 years (Fawkes, 2007; Westling, 2003). Currently, energy supply contracts and 

energy performance contracts are two major contracting models. 

 Energy Supply Contracts (ESCs) 

ESCs are widely used in European countries (Labanca, 2010). Under ESCs, ESCos provide useful 
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energy such as hot water, coolant and electricity to their customers, which represents energy 

commodities (e.g. coal, gas and electricity) that have been converted by primary conversion 

equipment including boilers and Combined Heat and Power (CHP) plants. The control over the 

primary conversion equipment allows ESCos to reduce the demand for energy commodities 

by improving the efficiency of the primary conversion equipment (Sorrell, 2005). 

Existing studies haven’t stated clearly why companies selling electricity can be regarded as 

ESCos. Sorrell (2005; 2007) differentiated ‘imported electricity’ as a form of energy 

commodity and ‘electricity’ as useful energy. His differentiation is based on whether it is 

centralised generation (i.e. ‘imported electricity’) or decentralised generation (i.e. ‘electricity’). 

Hannon (2012) argued that as long as electricity has gone through a primary conversion 

equipment, it can be regarded as useful energy. 

To avoid confusion, this report will only focus on ESCos delivering renewable heat. However, 

the confusion surrounding ‘electricity’ will still be discussed in Section 5.1. 

 Energy Performance Contracts (EPCs) 

EPCs are widely used in the USA (Stuart, et al., 2013). ESCos using EPC provide final energy 

services (e.g. heating and ventilation) to their customers. Under EPCs, ESCos can take control 

over secondary conversion equipment such as lights and radiators (Sorrell, 2007). This enables 

ESCos to control the demand for final energy services and therefore control the demand for 

energy commodities and useful energy (ibid). In some cases, ESCos using EPC may also possess 

the control of primary conversion equipment. This approach is called total energy 

management (Sorrell, 2005) or integrated energy contracting (Bleyl-Androschin, 2009; 

Wargert, 2011). Fig. 6 summaries the difference between the incumbent EUCo model, ESCs 
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and EPCs. 

 Comparing ESCs and EPCs 

ESCs and EPCs differ from each other in terms of their revenue streams. Fig. 7 elucidates the 

cash flow for a supply contract. Under ESCs, customers pay for the units of useful energy they 

have used (Fawkes, 2007). In this sense, the ESCos’ revenue stream is similar to the EUCos’. 

However, ESCos using ESCs normally generate energy through decentralized generation 

system and low-carbon sources. Therefore, savings on energy bills will be achieved through 
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Fig. 7: Cash flows for Energy Supply Contracts
(adapted from Hannon, 2012)
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increased energy efficiency of primary conversion equipment and economic incentives, such 

as the Feed-in Tariff (FiT) and Renewable Heat Incentive (RHI) (Hannon, 2012). 

The EPC’s revenue stream is customers’ payment for final energy services. EPC is much more 

innovative than ESC in that its remuneration for final energy services is closely related to the 

cost savings achieved. Fig. 8 shows the cash flows for EPCs: the main idea is that an ESCo 

develops and carries out a project that reduce the cost of energy and operation and 

maintenance (O&M), and the ESCo takes out its service fee based on the money saved through 

energy bill reduction. 

The amount of customers’ payment to ESCos under EPCs will depend on whether the two 

parties sign a guaranteed savings contract or a shared saving savings contract. These two 

contracts distinguish each other from the distributions of investments, performance risks and 

financial risks assumed by ESCos and their customers (see Langlois & Hansen, 2012; IEA-RETD, 

2013 and Dreessen, 2003). 

 The Depth of Energy Service Contracts 

Sorrell (2005) used the ‘depth’ of an energy service contract to describe the number of 

activities needed to provide useful energy or final energy services. These activities usually 

encompass (Bertoldi & Rezessy, 2005): 
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 Energy audits 

 Energy financing 

 Energy supply and management 

 Equipment purchasing / installation / operation / maintenance / refurbishment / 

upgrade 

 Monitoring and verification (M&V) of performance 

 Advice and training 

Fig. 9 illustrates an example of ESC: to provide hot water to customers, an ESCo may need to 

finance, purchase fuels and a boiler, and in charge of installation and O&M of the boiler. 

2.2 The Definition of Community-ESCo 

Although most of the ESCos identified in the literature are public or commercial ones (Marino, 

et al., 2011), in practice, an increasing number of citizens, in the form of communities, have 

initiated their energy provision in a more sustainable way. Designing and implementing heat 

networks or carrying out energy renovation projects for local residents, these community 

groups were termed as ‘community-ESCo’ by academia (Hannon & Bolton, 2015). However, 
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the underlying meaning of ‘community-ESCo’ is not unified because ‘community’ is a highly 

contested concept and the definition of ‘community energy’ is controversial (Anderson, 2006; 

Walker & Devine-Wright, 2008). 

Table 2 demonstrates six distinct but interconnected meanings for community identified by 

Walker (2011). 

Table 2: Meanings of community 

Community 
as… 

Explanations 

Actor 
A subject that can interact with others and make changes through various 
forms. 

Scale 
The position of a group of people within a hierarchy of interacting scales of 
action. 

Place 
A certain geographical boundary where people live together (Musall & Kuik, 
2011). 

Network 
A group of individuals who share a common interest (e.g. investors in a 
cooperative project (Conaty, 2011)) 

Process A way of involving people to collaborate. 

Identity People’s perception of who they are and what they should do in their daily life. 

 

Community is often related to a positive status (Delanty, 2003). Nevertheless, there are some 

critiques arguing that communities can be exclusive, marginalising those who are regarded as 

not fitting (Harvey, 1996). For instance, where community is defined as network, investment 

through shared ownership may only benefit those who are able and willing to invest (Walker, 

2008). 

As for the meaning of community RE, Walker and Devine-Wright (2008) have identified two 

dimensions. The process dimension draws attention to who a project is developed and 

operated by. The outcome dimension focuses on who a project is for. 

The diversity and flexibility of the ‘community energy’ label are its strength as it does not 

restrict what a community energy should look like (Walker, et al., 2007). However, it also 

causes RE projects to wrongly label themselves as ‘community RE’ while some certain key 

features are lost in terms of both process and outcome dimensions (Walker, et al., 2010). 
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To avoid the issue, the definition of community-ESCo in this report is ‘an ESCo that is wholly 

or partly owned by a community’. This is because that the participatory nature of a 

community RE project will gain greater acceptance and support from local people (Walker & 

Devine-Wright, 2008). 

The term ‘community’ here refers to ‘place’ because it is a more practical definition when 

conducting qualitative research, given the fact that most community RE database such as 

Energy Archipelago1 are location-focussed. The often mentioned ‘community as network’ is 

not chosen because it sometimes simply brings benefits to shareholders, who might be far 

away from energy generation, instead of to local people (Walker, 2008).  

ESCo in this report is defined as companies deliver renewable heat under ESCs. The reason for 

choosing ESC is that it is widely used by community groups in the UK. It is found that the 

existing literature (Jensen, et al., 2013; Ürge-Vorsatz, et al., 2007) put a strong emphasis on 

EPCs. This report tries to narrow the gap by focusing on ESCs. The reason for focusing on 

renewable heat is that decarbonised heating technology is widely used by community-ESCos. 

2.3 The Benefits of Community-ESCos 

Community-ESCos generating and selling renewable heat to local residents can provide 

environmental, economic and social benefits, which are listed in Table 3. 

Table 3: The benefits of community-ESCos 

Environmental 1. Increasing energy efficiency by minimising transmission and 

distribution losses (DEFRA, 2007). 

2. Addressing impeding factors that discourage end-users from using 

renewable heat, such as lack of information or finance (Sorrell, 2005). 

3. Ownership over community-ESCos can incentivise greater awareness, 

understanding and acceptance of RE (Rogers, et al., 2008). 

Economic 1. Generating income locally by selling renewable heat and stimulating 

local woodfuel supply chains (Madlener, 2007). 

2. Creating jobs regarding O&M of infrastructures (Kelly & Pollitt, 2010). 

                                                        
1 https://energyarchipelago.com/ 

https://energyarchipelago.com/
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Social 1. Alleviating fuel poverty by reducing energy costs for end-users (Kelly 

& Pollitt, 2010). 

2. Guaranteeing a certain degree of local resilience by using local 

resources in spite of the fluctuating gas and oil prices (CSE, 2013). 

 

2.4 The Development of Community-ESCos in the UK 

Despite the aforementioned benefits of community-ESCos, this business model has not 

become a major part of UK energy system thus far. According to the EU’s ESCo market status 

report (Bertoldi, et al., 2014), the UK has lagged behind other European countries in ESCo 

development. In 2013, there were about 30-50 ESCos in the UK, while Germany and France 

had up to 500 ESCos, putting them amongst frontrunners in Europe. 

Data on the development of the community-ESCo sector across EU member states is currently 

unavailable, possibly due to its unclear definition. However, it is found that dissimilar to 

Germany where 25% of its ESCos were locally owned (Bleyl & Seefeldt, 2012), the UK’s ESCo 

market is dominated by large international companies (Bertoldi, et al., 2014). 

Previous research has already attempted to understand the barriers facing ESCos’ adoption, 

these include: 

 Unstable policy framework: Since ESCo contracts usually last for a long term, customers 

will hesitate to sign ESCo contracts due to the high risks associated with changeable policy 

framework (Bertoldi, et al., 2014). 

 Unsupportive regulatory framework: There are several regulations that hinder the 

development of ESCos. The most relevant one is the lengthy and complicated public 

procurement process, which has impeded public sectors’ investment in ESCos (Singh, et 

al., 2010; Pantaleo, et al., 2014). Another inhibitory factor is the “landlord-tenant problem” 

(IEA, 2007). This means that tenants do not have the rights to sign energy service 

contracts, whereas landlords with this authority may not have the interest as they are not 

the ones to pay the energy bills (Hannon, et al., 2013). 
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 Financing: ESCos have found it difficult to obtain funds from financial institutions (FIs) 

(Painuly, et al., 2003; Sorrell, et al., 2000) and so far in-house financing dominates the 

sector (EEVS, 2015). The financing challenge arises from banks’ unfamiliarity with the 

ESCo model (Ürge-Vorsatz, et al., 2007), which is regarded to be risky and unprofitable 

(Pantaleo, et al., 2014). Consequently, FIs will continue to support large-scale and 

centralised energy projects which they are used to financing (Hannon, et al., 2013). 

 Low level of awareness and understanding: It is suggested that customers are unaware 

of and do not fully understand what ESCos can offer and how they work (Steinberger, et 

al., 2009) since the ESCo model itself is complicated and different from the widely-used 

EUCo model. 

 Mistrust from end-users: A lack of trust by customers still exists (COWI, 2008), resulting 

from inhomogeneous ESCo activities in the market and a lack of appropriate monitoring 

and verification methods (Bertoldi, et al., 2014). 

Apart from the external factors, ESCo themselves have several weaknesses, including: 

 A lack of standardised energy service contracts: This means that drafting legal contracts 

can be time-consuming and resource intensive for ESCos, which leads to high transaction 

costs (Vine, 2005). 

 Inflexibility of long-term commitment: Whereas a long-term contract might be an 

advantage for ESCos and FIs as it means stable revenue stream, it can hinder clients’ 

adoption because it will constrain end-users from switching energy suppliers (Marino, et 

al., 2010). 

Further research sheds light on the barriers for community RE projects. Some of the barriers 

identified are similar to the barriers for ESCos, but often with different explanations. These 

barriers include: 

 Financial constraint: Community RE projects usually rely on funding to cover the upfront 

investment for the feasibility study and infrastructure. However, competition for funds 
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can be high and funding programmes can be unstable (Walker, 2008). As a result, without 

sufficient access to capital, projects can stall at either pre- or post-planning stage (Haggett, 

et al., 2013). 

 Inadequate capacity: As community projects are normally run by part-time volunteers 

rather than full-time paid staff (Roberts, et al., 2014), a lack of technical knowledge and 

expertise can inhibit community actions (Walker, 2008). However, it is also worth 

mentioning that the existence of the expertise cannot ensure the success of community 

projects (Haggett, et al., 2013). 

 Free-rider problem: Since everyone can benefit from the collective action including a 

sustainable supply of energy and lower bills, individuals may tend to free-ride on others’ 

efforts (Bomberg & McEwen, 2012; Burch, 2010). 

Two further barriers can greatly impact community RE projects: access to grid and land. These 

refer to the lengthy procedure of securing grid connection and costly and complicated land 

lease agreement (Haggett, et al., 2013). 

Previous research has provided valuable insights on challenges for ESCos and community 

groups. However, there are four major criticisms of the current literature: 

(1) The existing literature hasn’t differentiated ESCs from EPCs, whose revenue streams and 

contract scopes are completely different. 

(2) Much of the research may now be outdated due to changes in the policy landscape. 

(3) Very little research specifically focuses on the UK ESCo sector. Considering the 

development of ESCos varies between countries, barriers may differ and the UK may have 

its own unique issues. 

(4) There is little research specifically regarding community-ESCos. This means some 

difficulties identified in current literature may not relate to community-ESCos. For 

instance, the widely-recognised issues with public procurement framework may closely 
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related to public sectors rather than community groups. 

Through an empirical investigation into community-ESCos in the UK, this report aims to 

address current gaps in the academic literature by identifying challenges for community-ESCos 

in the UK and how government policies have influenced them.  
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3. Analytical Framework 

Currently, theoretical explanations for the existence and success for community initiatives are 

either structure-focused or agency-focused. Whilst previous literature usually focuses on only 

one approach (Schut, et al., 2011; Middlemiss & Parrish, 2010), this report develops an 

analytical framework that integrates both approaches and applies the framework to analyse 

the barriers and opportunities for community-ESCos in the UK. 

Structure-oriented explanations refer to the broad institutional contexts that community-

ESCos are embedded (Bomberg & McEwen, 2012; Oteman, et al., 2014). Schut, et al., (2010; 

2011) have identified five factors that may influence space for innovation, which are political, 

legal, economic, social-cultural and biophysical subsystems. The biophysical factor (e.g. wind 

speed, solar hours) will be excluded from this report because it is unaffected by policy. 

Agency-oriented explanations aim to identify micro-level features of community initiatives. 

Middlemiss & Parrish (2010) has identified four capacities (i.e. cultural, organisational, 

infrastructural and personal) that influence communities’ ability to reduce carbon footprints. 

Oteman, et al., (2014) argued that the micro-level factors vary between projects, therefore, 

agency approach cannot explain the general factors that enable or constrain the growth of 

community initiatives. However, from the empirical investigation, this report argues that 

community-ESCos share some common features which can be elucidated through an agency 

approach. As organisational capacity was mentioned most in the empirical data, it will be used 

to evaluate the human resources within a community. 

The analytical framework this report employs is summarised in Table 4. This framework is 

adopted to analyse interview transcription and to address the factors that enable and 

constrain  the development of community-ESCos in the UK. 
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Table 4 Factors that influence the existence and success of community-ESCos 

Structure-

focused 

Political Policy framework, political ideology and value 

Legal Formal legislations and the degree of decentralisation 

Economic Grants, loans, subsidies, financing methods 

Social-cultural Public attitudes towards energy and the role of 

communities in it 

Agency-

focused 

Organisational Human resources of the formal organisation within a 

community 
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4. Methodology 

4.1 Overall Research Strategy 

The main objective of this research is to investigate and analyse community-ESCos which 

deliver renewable heat. In line with the research questions, the main goal is to identify 

challenges facing community-ESCo development in the UK. 

To achieve this objective, an in-depth literature review on community energy groups and ESCo 

developments in the UK was conducted prior to primary data collection. Furthermore, twelve 

semi-structured interviews were conducted with representatives at community-ESCos and 

experts within the field. Finally, thematic analysis was used to analyse the transcription of the 

interviews. 

4.2 Sampling 

 Purposive Sampling 

The drawing of a simple random sample to ensure statistical representativeness was 

impossible for this research due to the lack of sampling frame (Bryman, 2008). The absence 

of existing sampling frames was caused by the absence of a central platform where people 

can get access to all the information on community RE projects (Harnmeijer, et al., 2012; 

Walker et al., 2010), particularly on community-ESCos.  

Therefore, purposive sampling was used to identify relevant interviewees (Bryman, 2008). By 

using this sampling method, interviewees were sampled based on community-ESCos selection 

criteria (See below) so as to ensure all samples fulfil the requirements for community-ESCos. 

 Snowball Sampling 

A ‘snowball sampling’ method was also employed at the end of every interview, whereby 

those who had been interviewed were used as informants to identify further appropriate 

interviewees (Robson, 2002). Therefore, the interviewee list was extended through 

information gathered as the interviews progressed, thus improving ESCo sample selection. 
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 Community-ESCos Selection Criteria 

Based on the existing literature, an initial community-ESCo selection criteria were developed 

for purposive sampling. 

The literature on ESCos has defined the main characteristics of ESCos regarding two major 

contracting models and ESCos’ key activities. The literature on community energy has helped 

to define the boundary of community-ESCos. Developed from literature, the selection criteria 

allowed for the accurate definition of community-ESCos, avoiding incorrectly labelled 

community-ESCos and picking up organisations who self-identify as ‘community energy 

projects’ rather than community-ESCos. 

Organisations that were selected need to meet following criteria: 

Table 5 Community-ESCo selection criteria 

Community indicator Be set up, run and owned (wholly or partly) by ‘communities as 

places’. 

ESCo definition  Provide heat which are generated from RE such as bioenergy, 

solar, etc., rather than providing primary energy, such as gas 

 Provide long-term (>5 years) ESCs 

 Assume performance or financial risks related to the delivery 

of energy services 

 

Once the selection criteria were set up, organisations were identified through various sources, 

including: 

 Academic literature and grey literature on ESCos, particularly on community-ESCos with 

case studies. This material is usually published within 5 years to ensure the information is 

still up-to-date. 

 Websites of community-ESCos and their umbrella organisations such as Sharenergy, 

Energy4All, Community Energy Scotland. 

Complete lists of organisations that were identified and interviewed can be found in Appendix 
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1 and 2. 

4.3 Data Collection 

Primary qualitative data was collected through twelve semi-structured interviews, lasting 

from 30 minutes to one hour. Most of the interviews were conducted over the telephone, 

however, where face-to-face interviews were logistically plausible, they were conducted in 

person. All interviews were recorded with the interviewee’s consent. 

During the interview, both community-ESCo representatives and experts were invited to talk 

about: 

(1) Key drivers and challenges to the development of community-ESCos 

(2) The impacts of government policies on community-ESCos 

In addition, community-ESCo representatives were asked to introduce their organisations, 

allowing the interviewer to confirm the organisation meet community-ESCo criteria. Experts 

were also invited to provide their understanding of community-ESCo. A detailed semi-

structured interview schedule is attached in Appendix 3. 

4.4 Data Analysis 

Interviews were transcribed and then subject to thematic analysis. Based on the techniques 

recommended by Ryan and Bernard (2003), themes are identified mainly through: 

(1) Repetition, namely “topics that occur and reoccur” (Guba, 1978, p. 73) 

(2) Similarities and differences between various interviewees’ narratives about difficulties 

they have met 

(3) Theory-related material, i.e. the agency-oriented and structure-oriented explanations set 

out in Section 3. 
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4.5 Limitations 

The study used multiple interviewing methods, which can lead to limitations in the nature and 

extent of interviewee’s responses. Bryman (2008) states that interviewees are usually more 

engaging and are willing to provide more revealing information if the interview is conducted 

on a face-to-face basis. However, since the interviewees were geographically dispersed, 

telephone interviews was more feasible for this research. 

Further, end-users’ viewpoints on community-ESCos would be important for researchers to 

find out social-cultural drivers or barriers encountered by community-ESCos. Due to time 

limitations, gathering data of this nature was not possible but is worth considering as a future 

means of improving the depth and breadth of this research. 

Lastly, more difficulties might have been met by community groups that had the ambition to 

establish community-ESCos but failed to do so due to various reasons. Since the development 

of community-ESCos in the UK is at an early stage at the moment, it is very difficult to identify 

those community groups because of a lack of information. Complimentary research could be 

conducted to investigate the reasons for the stalling or failure of those community groups. 
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5. Barriers and Opportunities for Community-ESCos 

Using thematic analysis, barriers and opportunities for community-ESCos in the UK has been 

identified and will be structured according to the analytical framework set out in Section 3. 

The structure-oriented explanations will be used to analyse how broad institutional conditions 

including political, legal, economic and social-cultural factors have affected the development 

of community-ESCos in the UK. The concept of ‘organisational capacity’ will be used to 

analyse the impact of the lack of human resources on the growth of community-ESCos. 

5.1 Confusion Surrounding ‘Electricity’ 

Prior to findings, this section aims to discuss the confusion raised in Section 2.1: whether 

community groups solely selling electricity can be regarded as community-ESCos. 

Some interviewees (Interview 8 and 11) admitted that from a theoretical perspective, 

electricity is not an energy service, however, two other characteristics can make community 

groups focusing on the provision of electricity as community-ESCos. 

The first feature is the generation of electricity from renewable sources at a local level and 

bringing benefits to local residents (Interview 8). This model is widely-used by community 

wind and solar projects. However, another interviewee (Interview 9) argued that their 

business model is not different from the EUCo model. What they sell are still units of fuels, 

rather than the services that energy provides (e.g. hot water). 

The second is the generation of electricity has undergone the primary conversion stage, which 

will have an impact on the overall efficiency of the energy service (Interview 11). An example 

of this is the electricity generated from gas through a combined heat and power (CHP) plant. 

This report argues that since ESCos play a significant role in improving energy efficiency (EU, 

2012), the first criteria is not sufficient enough to make a community group a community-

ESCo. This report adopts the second criteria. Nonetheless, as it was difficult to identify 

whether electricity has undergone conversion equipment prior to interviews, and community-

ESCos providing renewable heat has been little understood, this report focuses on renewable 



Understanding Challenges for Community Energy Service Companies in the UK 
 

 
 

27 

heat. 

5.2 Political 

It is found that both the policy framework and political ideology and values can influence the 

development of community-ESCos. 

 Erratic and incalculable policy framework 

Several interviewees mentioned the instability and ambiguity of the incumbent energy policy 

framework are detrimental to the growth of community-ESCos (Interview 3, 8, 10 and 11). 

One community group commented that: 

‘Where is government policy lacking? There is no clear energy strategy basically, 

and it has been put through renewables over the last few years but that’s now…I 

think the government policy is no coherence to it.’ (Interview 3) 

One of the factors that may influence the stability of policy framework is the political cycles 

of 4-5 years. As different parties are influenced by different lobbying groups with different 

interest (Unruh, 2000), party rotations may lead to policy changes. 

Others also mentioned that it was not clear that the government wants to support ESCos 

owned by communities (Interview 8 and 11): 

‘The question is really what UK government expect these community-ESCos to 

actually achieve: are they supposed to be something which the UK energy policy 

can rely on or is it something which is additional, or something which is only 

marginal communities are expected to do?’ (Interview 8) 

It is not clear which technology will be widely used, either. Although the government’s 2013 

Heat Strategy has offered several solutions towards decarbonising heat including heat 

networks and CHP, it hasn’t committed to any of them (DECC, 2013b, p. 114). This might arise 

from different conclusions provided by different scenarios: whilst the EU-funded Stratego 

project estimated that district heating would meet 70% of the heat demand in 2050 (Connolly, 

et al., 2015), others suggested that it would supply approximately 14% to 34% domestic 

demand and up to 7% of non-domestic demand (Baringa, 2012; Delta-ee, 2012). 
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The instability and the uncertainty of the policy framework may lead to insufficient investment 

in community-ESCos. Since investors are unsure about how policies will change in the future 

due to elections every 4 to 5 years, they tend to pool money in short-term projects rather than 

into community-ESCos, which usually last between 5-25 years. 

 Ideology and values 

The government’s attitude towards fossil-fuel generation and renewables is also likely to 

influence the growth of community-ESCo sector (Interview 3, 4 and 9). Since July 2015, the 

UK government has enacted a series of new energy policies. These policies include cuts on 

subsidies for renewable heat and scrapping zero carbon homes plan. Conversely, taxes on 

North Sea oil and gas production has been slashed and fracking is allowed to support the shale 

gas industry. According to Bast, et al., (2014), the UK is the only G7 nation to increase fossil 

fuel subsidies. 

The UK government’s U-turn over environmental policy may have a negative impact on 

community-ESCos. As historically the community energy sector is closely associated with the 

renewable sector, policy changes on the renewable energy (RE) will add barriers to the 

development of community-ESCos (Interview 4). Prospective investors may lose confidence in 

the success of community-ESCo projects because support mechanisms have been or will be 

removed. 

Moreover, in contrast to electricity which has received a lot of attention when it comes to 

sustainable energy, heat has lower political salience (Interview 11). 

‘From political perspective, politicians are like ‘oh well nice if these things can work 

and we’ll say some words about it’, but as far as I understand currently there isn’t 

any political cost to not to solve the heat problem.’ 

To conclude, since government intervention can mitigate market uncertainties surrounding 

the direction for investment (Unruh, 2000), policy changes on RE and insufficient focus on 

sustainable heat may lead to underinvestment in community-ESCos. 
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5.3 Legal 

Legal conditions will also influence the community-ESCo sector. The legal factors here pertain 

to both the level of decentralisation and formal legislations in community energy sector. 

 Support from local authorities 

Previous literature has stressed the crucial role of local authorities (LAs) in sustainable 

development (UN, 1992; Collier & Löfstedt, 1997; Kelly & Pollitt, 2011), however, interviewees 

reported little engagement with LAs (Interview 1, 5, 10 and 11). Although some local councils 

have offered loans or funding to some community-ESCos at the initial stages of their projects 

(Interview 1 and 5), LAs still lack engagement with community-ESCos. One community-ESCo 

stated that: 

‘We’ve tried to offer them the chance to join the project, but they’ve not been 

particularly interested in joining in and working.’ (Interview 5) 

The lack of willingness of LAs to participate in, and to bolster community-ESCos can be 

attributed to various reasons. 

From a historical perspective, since the privatisation of the energy industry in the 1990s, UK 

energy policy has been highly centralised with the central government in charge of strategic 

policy-making. This means that LAs do not need to or are not able to develop its own strategic 

plans (Bale, et al., 2012). 

Secondly, although recent policy changes such as the UK Low Carbon Transition Plan (HM 

Government, 2009, p. 94) and the Localism Act (DCLG, 2011) have broadened LAs’ powers to 

meet local people’s needs, LAs still remain under-resourced. This has restricted their ability to 

support the development of community-ESCos (Bale, et al., 2012).  

Thirdly, approaches to encourage LAs’ engagement with sustainable development are mostly 

on a non-binding and voluntary basis. For instance, although the Home Energy Conservation 

Act has required LAs to set out energy conservation measures, ‘councils were obliged to write 

the plan, but without obligation to do anything.’ (Interview 10) 
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 Planning regulations 

Some interviewees also identified planning as a barrier (Interview 2, 8, 10 and 11). Different 

to privately-owned projects which may face more opposition from the communities (Haggett, 

et al., 2013), difficulty in getting planning permission for the community-ESCo was perceived 

to be due to local councillors: 

‘[The councillors] didn’t really understand what we were doing. They didn’t 

understand this is a boiler system. They thought it was an incinerator with 

big chimneys, and is going to have a lot of smoke and to be noisy, and of 

course, it hasn’t been.’ (Interview 2) 

Others mentioned that planning in the UK is generally restrictive for all developers, but it is 

especially problematic for community groups (Interview 8). Energy project development 

usually needs to go through four stages: conception, feasibility, planning and operation 

(Haggett, et al., 2013). Large developers usually have the capacities to sustain the whole 

process. Yet, due to the lack of sustainable revenue streams, a lot of community-ESCos cannot 

sustain ‘the valley of death’ (Interview 8), which is a period between project conception and 

planning permission granted: 

‘Some of the more conventional community energy company, they might start with 

quite idealistic positions that they might want to address fuel poverty. But once 

they developed their business model, they actually realised that they could only 

focus on installing solar PV systems, for instance. Because the entire process of 

going through planning is significant, so much work, all other more idealistic 

ambitions were just lost in the process.’ (Interview 8) 

 Building regulations 

Building regulations, though not directly related to RE generation and provision, has been an 

enabling factor for the establishment of community-ESCos. 

For example, registered social landlords such as housing associations must meet the Scottish 

Housing Quality Standard by 2015, with a minimum energy efficient rating of National Home 

Energy Rating (NHER) of 5, Standard Assessment Procedure (SAP) 2001 of 60 and a full 
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efficient central heating system (Scottish Government, 2011). To meet these criteria, housing 

associations need to ensure the efficiency of boilers. This has incentivised them to establish 

community-ESCos to conduct, for instance, biomass district heating projects.  

Conversely, it is also suggested that there hasn’t been a very strong push to limit carbon 

emissions for residential properties, which may inhibit the growth of community-ESCos 

(Interview 10 and 11). For example, the NHER and SAP 2001 haven’t differentiated ratings for 

different fuel sources – housing associations are able to get the same NHER and SAP score for 

heating with oil, electricity or biomass (Scottish Government, 2015). This means that housing 

associations may tend towards maintaining the status quo even though heating with electric 

or oil is carbon-intensive. 

In England, the Zero Carbon Home policy, which mandates all new domestic dwelling from 

2016 to mitigate on-site carbon emissions (Zero Carbon Hub, 2015), has been scrapped to 

‘reduce net regulations on housebuilders’ (HM Treasury, 2015). This policy was originally 

regarded as an opportunity for ESCos (Hannon, et al., 2015). The policy had three core 

requirements, including regulation on the building fabric, on-property energy solutions and 

allowable solutions such as investing in a district heating scheme. As property developers are 

not skilled at managing renewable generation, they are likely to transfer their responsibilities 

to community-ESCos. However, since it has been abolished, some community-ESCos might 

lose their opportunities to develop further. 

5.4 Economic 

Economic factors including subsidies, grants and loans were identified as pivotal to the 

development of community-ESCos in the UK. Nevertheless, due to recent policy changes, the 

bureaucratic application process and lack of finances from financial institutions, interviewees 

also suggested that financing can be a barrier. 

 Subsidies 

The most relevant long-term economic incentives for community-ESCos is the Renewable 
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Heat Incentives (RHI), which provides subsidies to the owners of renewable heating systems 

(Ofgem, 2015c). A few community-ESCos (Interview 1 and 5) have received this support and 

stated that the RHI is very helpful:  

‘Certainly we’ve done these projects, without RHI they would not going to happen. 

We’re very grateful for that.’ (Interview 5) 

However, community-ESCos also acknowledged that applying for RHI was complicated: 

‘I think that joining the RHI was a very bureaucratic and time-consuming system. 

[…] The actual application was online but it was actually very hard to contact an 

actual human being who can give you some sense online.’ (Interview 5) 

Other complaints about the RHI include its lengthy process, taking ‘a ridiculous amount of 

time’ for the application to be validated and to receive the payments (Interview 5). Since 

community-ESCos’ revenue stream is simply the sale of heat, delay in receiving RHI payments 

may impede community-ESCos to have sufficient cash flow to maintain operation. 

Furthermore, many interviewees commented that the reduction in subsidies may have a 

profound negative impact on all kinds of progressive energy governance in the UK (Interview 

1, 2, 4, 5 and 9). For community-ESCos, the forthcoming cuts of RHI by £700m (Murray, 2015) 

may hinder the growth of community-ESCos in the future given that community-ESCos usually 

do not have sufficient in-house funding. Based on the trends in the last two years (Fig. 10), 
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this report suggests that biomass projects with the capacity smaller than 200kW are likely to 

be the most vulnerable. 

 Grants & Loans 

Grants and loans to cover the capital cost are also crucial to the start-up of community-ESCos. 

For example, biomass projects are much more expensive than gas- or oil-fired systems due to 

the additional cost associated with civil engineering, the boilers and fuel feed systems (BEC, 

2009). Therefore, under-resourced community-ESCos usually need grants or loans to cover 

these high upfront costs. 

Many of the interviewees acknowledged that existing grants and loans have contributed 

largely to their projects (Interview 1, 2, 3, 4 and 5). One loan scheme that has been widely 

used for projects based in Scotland is the Scottish District Heating Loan Fund (DHLF). DHLF 

provides unsecured loans with a competitive interest rate of 3.5 per cent and repayment 

period of either 10 or 15 years (EST, 2015). The DHLF is beneficial to both community-ESCos 

and to end-users. Community-ESCo representatives commented that ‘the project won’t be 

viable at all if we didn’t get the loan’ (Interview 1) and that, ‘there’s an easy [application] 

process to follow through’ (Interview 5). Additionally, heat networks connected to domestic 

households are required to save an average of 20 per cent on energy bills, which guarantees 

the benefits for local customers (Interview 6). 

Nonetheless, grants and loans still have following issues. 

(1) Energy Company Obligation (ECO) Funding 

Introduced in 2013, ECO is a supplier obligation which aims to reduce carbon emissions and 

tackle fuel poverty by funding energy efficiency measures (HM Government, 2015). 

Community-ESCos normally receive funding from large energy suppliers such as British Gas 

and EDF (Ofgem, 2015a) under the Home Heating Cost Reduction Obligation (i.e. ‘Affordable 

Warmth’) or Carbon Saving Community Obligation (DECC, 2012b). 

The ECO funding has received criticism from several interviewees (Interview 3, 5, 10 and 11). 
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One major criticism was regarding the time-consuming and complex application process: 

‘We’ve gone through an intermediary [to apply for the funding] and they still 

haven’t paid their last payment. […] It takes a long time to design the work, to make 

sure it’s done properly, and to go through planning and  through all the regulations.’ 

(Interview 3) 

Others commented that their organisation had to do many things for energy suppliers in order 

to secure the legal agreement, otherwise the ECO provider can just walk away to other 

projects. Furthermore, once the agreement has been signed, getting money from the ECO 

provider was challenging as well (Interview 5). 

Energy suppliers were also criticised for how they distribute the funding (Interview 10). Since 

the objective of ECO is to save carbon instead of spending a certain amount of money, energy 

suppliers tend to spend a long time to find the cheapest option for carbon-saving by 

comparing and negotiating with different projects. Consequently, funding is often distributed 

just before the deadlines, leaving community-ESCos with limited time for construction. This 

means that community-ESCos often have to contract out, which can affect the quality of the 

projects. 

These barriers may result from different objectives and values held by community-ESCos and 

large energy suppliers (Interview 11), which can increase transaction costs1 for community-

ESCos. 

(2) A shift from grants to loans and subsidies 

Several interviewees pointed out that due to the introduction of EU state-aid regulations (EC, 

2013), economic incentives have been shifted from grant schemes towards loans or revenue 

based subsidies (Interview 10 and 11). The effect of this regulation is that prospective 

community-ESCos can find it hard to start a project or need to be equipped with new 

knowledge to understand the whole application process for loans. 

                                                        
1 Transaction costs in the case of community-ESCos touch upon the staff, consulting and legal costs 
associated with negotiating with different stakeholders, drafting contracts, monitoring contract 
performance, etc (Sorrell, 2007). 
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 Third-party Financing 

It was also recognised that relying too much on government subsidies and grants would not 

be sustainable in the long term, especially in a period of fiscal austerity. However, currently,  

community-ESCos still find it hard to get money from financial institutions (FIs). One 

interviewee recalled that their organisation had to put a resident’s house forward as the 

security for the loan from the bank: 

‘I think the bank are pretty advanced in some of their thinking. However, they 

should find a different mechanism for the security. […] [The residents] were all 

frightened to put their house as the security for the loan.’ (Interview 2) 

A more common situation is that community-ESCos are unable to finance through banks. This 

might be caused by several reasons: 

(1) Large commercial banks such as the Barclay and the HSBC are not interested in community 

projects. Instead of aiming to generate profit and redistributing it to shareholders, 

community-ESCos tend to redistribute their surplus back to their projects (Interview 11). 

From the banks’ perspective, this may suggest a comparatively low rate of return on 

investment. 

(2) There is a lack of civil society focused FIs. As one interviewee put it: 

‘We don’t have local banking sector, and we don’t have credit unions in the UK that 

get involved in energy. We don’t have those kinds of small-scale lending to 

community organisations and social enterprises.’ (Interview 9) 

The lack of an investment community may arise from several structural barriers (Hall, et al., 

2015). Firstly, lenders may be unfamiliar with renewable generation and the ESCo business 

model. Secondly, retail investors tend to invest in funds with high liquidity, whilst projects 

conducted by community-ESCos usually last for long term, ranging from 5 to 25 years. 

5.5 Social-cultural 

Social-cultural factors relate to public attitudes towards energy efficiency and the role of 

community-ESCos in it. It is found that customers were generally supportive of community-
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ESCos. Indeed, one community group mentioned that community support was the key factor 

to the success of their project (Interview 2). The reasons behind the support are various. One 

of the possible explanations is the reduction in energy bills (Interview 4 and 12). As an 

interviewee mentioned: 

‘I think the church and the bowling club experienced significant lower heating bills 

than they did before, and money talks, doesn’t it?’ (Interview 4). 

In spite of the support from community members, a few interviewees (Interview 2, 9 and 11) 

also suggested some social-cultural factors which may hamper the growth of community-

ESCos. For instance, one interviewee commented that because the UK has gone quite a long 

way down the road of market and competition, any effort to re-structure the system may face 

opposition (Interview 9). 

Moreover, although there is a universal awareness of climate change, behaviour response is 

still limited (Lorenzoni, et al., 2007). For instance, an interviewee mentioned that: 

‘in summer, some people just don’t turn off their heating properly, they just turn it 

down in the end. And of course, the heating is going to coming on at night because 

it is getting colder. And they don’t actually need it.’ (Interview 2)  

The lack of behavioural change is partly related to the weakness of ESCs in that end-users are 

not incentivised to save energy under this contracting model (Pantaleo, et al., 2014). Since the 

power of community-ESCos stems from proactive community members, the lack of behaviour 

response may lead to slow growth of the sector. 

Unregulated heat market may also inhibit people from signing ESCs. Different from electricity 

and gas markets which are regulated by Ofgem, heat is currently unregulated. This means that 

people may hesitate to sign ESCs with community-ESCos because their rights are not 

protected (Interview 10). Consequently, community-ESCos may fail to ensure their 

profitability due to a lack of customers. 

5.6 Organisational Capacity 

Apart from the institutional factors that affect community-ESCos, the capacities of 
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community-ESCos themselves may also influence their development. It is found that many of 

the community-ESCos have limited human resources (Interview 2, 3 and 9), which may impede 

their growth. This report has identified that legal advice, technical skills and administration 

skills are most needed for community-ESCos. 

 Legal advice 

One community-ESCo said that it was expensive and difficult for them to set up legal contracts: 

‘There have been extensive problems with pushing things to do legally with 

contracts, with between different parties, and we didn’t get the lawyers to write 

up those contracts.’ (Interview 1) 

 

In contrast, this report also found that drafting legal contracts hasn’t been a particular issue 

for community-ESCos that are subsidiaries of housing associations (Interview 2 and 5). As is 

elucidated in Fig. 11, housing associations usually take control over buildings and assets. 

Therefore, as their subsidiaries, it is comparatively easy for community-ESCos to set up legal 

contracts with housing associations. Besides, housing associations usually need to provide 

tenants with appropriate living standards – including heat (Roberts, et al., 2014), therefore, 

setting up ESCs with tenants has not been considered difficult. 
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 Technical skills 

Many interviewees identified a lack of technical skills as a challenge for community-ESCos 

(Interview 1, 3, 5 and 10). Because community-ESCos usually do not have the skills to develop 

a project on their own, they have to contract out to other project developers. This requires 

community-ESCos to call for tenders, negotiate with different developers and compare 

different designs. This negotiation can be very time-consuming, and can increase transaction 

costs. 

Besides, due to the knowledge asymmetry, it is very likely that community-ESCos meet 

problems with sub-contractors. For instance, one community-ESCo complained that their sub-

contractors were ‘absolutely useless’, making ‘the whole things take much longer than it was 

meant to.’ (Interview 4). 

 Community administration 

Finally, administration skills are also needed for community-ESCos. To maintain customer 

relationship, community-ESCos need to let people understand how boilers work and to get 

the correct metre reading and bill calculation. Nonetheless, since community-ESCos are 

mostly run on a voluntary basis, having staff manage community groups can be difficult. 

In summary, the preceding barriers are all related to the notion of transaction cost. According 

to Sorrell (2007), only when the savings in production cost1 can offset the transaction cost, an 

energy service contract is economically viable. Because of the lack of expertise, setting up 

legal contracts, negotiating with potential sub-contractors and managing community groups 

can add transaction costs, which will make ESCs less viable, hampering people to enter into 

ESCs. 

  

                                                        
1 Production cost refers to the financing costs of equipment, the staff and material costs for O&M 
and the purchase cost of fuels (Sorrell, 2007). 
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6. Policy Recommendations 

This research finds that political, legal, economic and social-cultural factors have the most 

profound effects on the growth of community-ESCos in the UK. The capacities of community-

ESCos themselves (i.e. legal expertise, technical skills and administrative skills) also influence 

the success of their projects. In lights of these findings, this report provides three policy 

recommendations, including: 

 Encourage more engagement of local authorities (LAs) 

 Develop plans to support low-carbon heat 

 Provide indirect supports such as training and education programmes 

It is also worth noting that policies should be designed and implemented in a stable manner 

(e.g. across political cycles), thus providing existing and prospective community-ESCos with 

confidence in future development. 

6.1 Engage LAs into Community-ESCo Projects 

Previous studies indicated that supportive councils could contribute to the success of 

community RE projects (Haggett, et al., 2013). Considering the austerity measures of DECC 

and DCLG over the next four years (BBC, 2015), this report suggests LAs bolster community-

ESCos through following ways: 

 Integrate community-ESCo projects into community benefit schemes 

Previous research shows that community benefit schemes developed by LAs would improve 

the deployment of community RE projects (Haggett, et al., 2013). The schemes mainly focus 

on the benefits of windfarms (Meacham, 2012). This report suggests that LAs could 

incorporate community-ESCo projects into existing schemes, providing information on 

planning regulation, building regulation and available financial supports. Since LAs may not 

have sufficient time and manpower (Argyriou, et al., 2012), they can collaborate with other 

non-governmental organisations such as the Energy Saving Trust or Carbon Trust. 
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 Cooperate with community-ESCos and private sectors 

Alternatively, projects could be conducted by community-ESCos in partnership with LAs and 

private sector organisations. Under this model, community groups can help with community 

engagement, thus strengthening local residents’ trust towards LAs and private sectors and, 

therefore, minimising opposition to projects. Private sectors have a more overarching input of 

expertise and networks of communication and resources. LAs have the ability to facilitate and 

coordinate different stakeholders, and provide advice on statutory and regulatory 

requirements. 

Through this partnership, community-ESCos can receive support from both public and private 

sectors, and LAs may be able to achieve their political aims such as tackling fuel poverty and 

reducing carbon emissions (Bale, et al., 2012). 

6.2 Develop Plans Underpinning Low-carbon Heat 

Secondly, this report suggests that building regulations, economic incentives, standardised 

contracts and regulated heat tariffs can foster the development of community-ESCos.  

 Reform building regulations 

First, reform of building regulations is needed to support the uptake of community-ESCos, 

thus increasing energy efficiency for newly-built and existing dwellings. 

New buildings are an important opportunity for community-ESCos. Since constructions can be 

designed beforehand, new build projects can be less disruptive than retrofit projects, which 

may lead to fewer objections from local people. Building regulations for new homes could 

require a certain percentage of heat generated from renewables or focus on raising the 

minimum energy efficiency performance standards for different types of buildings. 

For existing buildings, housing quality standards can not only be applied to the social housing 

sector, but also to public sector landlords, private sector landlords and owner-occupied 

households. Additionally, regulations could differentiate fossil-fuel sources and renewable 
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sources, providing different rating under NHER/SAP schemes. 

 Review economic incentives and incentivise financial institutions (FIs) 

As RHI programme will be cut by £700m and ECO will be replaced by a cheaper energy 

efficiency scheme (Murray, 2015), this report recommends the government to review these 

two schemes. Moreover, the government can incentivise FIs to invest in community-ESCo 

projects. 

The government can conduct a consultation on a review of the RHI. The consultation could 

consider following two issues: 

(1) Take social benefits (e.g. local reinvestment and fuel poverty alleviation) into 

consideration and ‘ringfencing’ some of the subsidies for community-ESCos 

(2) Take hurdle rate into account so as to incentivise FIs to finance community-ESCo 

projects. 

Consultation on a new energy efficiency scheme is also advised. Currently, very few studies 

have been done to understand the application process and effectiveness of ECO (Rosenow & 

Eyre, 2013; Rosenow, et al., 2013). The consultation could investigate different stakeholders’ 

experience with ECO funding application and potential measures to increase the transparency 

of the new scheme. 

Lastly, considering the fact that FIs may not be familiar with community RE investment (King, 

et al., 2013) and ESCo business model, it is advised that government-initiated information 

pack can be delivered to them.  

 Standardise contracts and regulate heat prices 

This report has found that community-ESCos have limited legal expertise and may lose 

potential customers in light of unregulated heat prices. Therefore, it is recommended that 

standardised contracts and regulated heat prices may reduce transaction costs and increase 

customers’ confidence in community-ESCos. 
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Currently, Carbon Trust (2009) has already drafted template contracts for biomass heating, 

including for fuel supply, heat supply, operation and maintenance (O&M) and service 

provision. The government can take this as a starting point, and engage other umbrella 

organisations including Energy Services and Technology Association and the Association for 

Decentralised Energy to draw up standardised contracts for community-ESCos using other 

technologies such as micro-CHP or solar thermal. The Code of Practice for the UK can also 

provide guidance beyond heat network construction (CIBSE & ADE, 2015), extending to other 

decarbonised heating technology. 

Subsequently, the government could then integrate these standardised contracts and code of 

practice into its existing Community Online Portal (DECC, 2013a), which has proved to be 

useful for community groups (Hannon, et al., 2015). 

Further, Ofgem could aid in defining regulations for heat tariffs in cooperation with Heat Trust1, 

a newly-established voluntary customer protection scheme. Tariffs could be regulated through 

a specific formula, dependent on fuel prices, O&M and administration fees. 

6.3 Offer Indirect Support 

Indirect support such as skill training programmes and education programmes may contribute 

to the growth of community-ESCos. 

 Deliver training courses to community groups and LAs 

This research has found that community-ESCos and LAs lack expertise regarding legal and 

technical knowledge. Therefore, it is advised that government-initiated training programmes 

can be delivered to both community-ESCos and LAs, thus reducing knowledge asymmetry. The 

programmes may provide community-ESCos and LAs with knowledge on law, engineer, as well 

as central governments’ policies, such as RHI and ECO. The courses can be delivered in 

cooperation with Carbon Trust or Energy Saving Trust. 

                                                        
1 http://www.heattrust.org/ 
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 Promote education programmes 

Both this research and a recent large-scale investigation (Ipsos MORI & EST, 2013) indicate 

that public awareness of energy efficiency are insufficient, which may inhibit the uptake of 

ESCs. Meanwhile, previous experience has proved the effectiveness of education programmes 

in business and technology innovation diffusion (Madlener, 2007). Thus, it might be 

worthwhile for the government to collaborate with universities, non-governmental 

organisations and communities to offer information on energy efficiency measures and 

decarbonised heating technologies, such as heat pump and solar thermal. 
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Appendix 1: List of Community-ESCos 

Project Organisation Stage 
Douglas Community EcoHeat St. Bride’s Community Group Operational 

John Cleveland College Woodheat Co-

operative 

Green Fox Community Energy Co-operative Operational 

Bishop's Castle Community Energy Bishop’s Castle Community Energy Unknown 

Woolhope Woodheat Woolhope Woodheat Operational 

Kielder Community Heating Kielder Community Enterprise Ltd. Operational 

Nafici Environmental Research BHESCo Operational 

Chale Community Project Southern Housing Group Operational 

Balgair Castle biomass district heating Fintry Development Trust Operational 

Barcombe Biomass Community 

Heating 

Barcombe Energy Group Stalled 

Hoathly Hill Biomass District Heating Hoathly Hill Renewable Energy Ltd. Operational 

Glenshellach District Heating system West Highland Housing Association Operational 

Benderloch Biomass District Heating West Highland Housing Association Operational 

Dalintart Biomass District Heating West Highland Housing Association Operational 

Ullapool Community Trust Biomass Ullapool Community Trust Operational 

Cultybraggan Camp Biomass District 

Heating 

Comrie Development Trust Stalled 

 

Note: 

The community-ESCos listed above were identified for semi-structured interviews. 

Information to verify that they met community-ESCo selection criteria set out in Section 4.2 

were obtained from the organisations’ websites or from umbrella organisations such as 

Energy Saving Trust. The development stages of the projects were verified through projects’ 

websites and personal communication with staff at the organisations. The information is 

accurate as of November 16th 2015.  
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Appendix 2: List of Interviewees 

Organisation Position Date Code 

Fintry Development Trust Senior Energy Advisor Aug 18th 2015 1 

Hoathly Hill Renewable Energy Ltd. Director Sep 11th 2015 2 

Carbon Co-op Project Manager Sep 12th 2015 3 

Douglas Community Eco-Heat Director Sep 15th 2015 4 

West Highland Housing Association Operations Manager Sep 21st 2015 5 

Aberdeen Heat & Power General Manager Nov 17th 2015 6 

Energy Saving Trust Program Manager Nov 4th 2015 7 

University of Sussex Research Fellow Sep 3rd 2015 8 

University of Leeds Research Fellow Sep 8th 2015 9 

University of Edinburgh Research Fellow Sep 22nd 2015 10 

Imperial College London Research Fellow Oct 2nd  2015 11 

European Commission Joint Research Centre Principal Administrator Nov 20th 2015 12 

 

Note: 

Code 1-6 are representatives at energy service companies. Among them, code 1-5 are all 

community groups. Aberdeen Heat & Power (i.e. code 6) is Aberdeen City Council’s ‘arm’s 

length’ ESCo (Hannon & Bolton, 2015). Aberdeen Heat & Power was interviewed to explore 

how local authorities can engage in the development of ESCo business model. 
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Appendix 3: Semi-structured Interview Schedule 

Below is the semi-structured interview schedule for community-ESCo representatives and 

experts within the field. Since community-ESCo projects vary from one to another, and the 

interviewees have different backgrounds, conversations were not followed stringently 

according to the schedule. Instead, interviewees were allowed to discuss things that they felt 

were most relevant and important. 

1. Introduction 

1) Introduction of the interviewer and the project 

Thank you for agreeing to meet with me. I am conducting some research into energy service 

companies, and I am particularly interested in community-owned organisations providing 

renewable heat. This research is a part of my master’s programme and will not be 

disseminated outside of this research. 

→ To ESCo representatives: The interview will take 30 minutes of your time and will focus on 

your organisation’s business model, challenges faced by your organisation and your views on 

government policy surrounding energy services. 

→ To experts within the field: The interview will take 30 minutes of your time and will focus 

on drivers and barriers to community-led ESCos, based on your personal experience and 

opinion.  

2) Privacy options 

Is that OK if I list your name (and organisation) in the report, or would you prefer to remain 

anonymous? 

3) Confirmation of recording 

Are you okay with me recording this interview? The recording can be deleted once the study 

is completed. 
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2. Interview protocol for community ESCo representatives 

1) ESCo business models 

(1) Could you give me an overview of your organisation and your project(s)? 

a. What type of organisation are you? 

b. How many projects is your organisation currently undertaking? 

c. When did they start? 

d. What is the technology model of the project? 

e. Who initiated this/these project(s), and why? 

(2) Partnerships 

a. Were any other organisations involved in the project? (If yes, what were their roles?) 

(3) Ownership & funding sources 

a. Does your organisation own 100% of the project? If not, who else owns the project? 

(e.g. commercial or public partners?) 

b. Where did you initially get funding from? (e.g. Individuals with shared ownership; the 

ESCo sourced grant, equity or debt funding on behalf of its members) 

(4) Customers 

a. Who are your major customers?  

b. How did you identify your customers? 

(5) Cash Flow (Cost & Revenue) 

a. What is your major source of revenue? (e.g. service sales, renewable energy support, 

etc.)? 

b. Where do profits from the company go? (Profits might be distributed directly to 

shareholders or set aside, pooled and earmarked based on membership consensus) 

2) Drivers and barriers to the organisation 

(1) How do you think government (Westminster/Holyrood) policies (e.g. corporate law, 

renewable energy support, planning legislation and process) have affected community 

ESCo sector in the UK, and your organisation in particular? 

(2) What do you think are the key barriers facing community ESCo sector? How can they be 

mitigated? 
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(3) What barriers were there to your project? How did you overcome them? 

3) Representative viewpoints on government’s policy on community ESCos 

(1) How do you think the government’s energy policies might influence the community ESCo 

sector in the future? 

3. Interview protocol for experts within the field 

1) Understanding of community ESCos 

(1) What is your understanding of community ESCo business model? 

(2) What do you see as the biggest difference between ESCos (Energy Service Companies) 

under Energy Supply Contracts and ESPCs (Energy Service Provider Companies), in terms 

of their business model? 

2) Drivers and barriers to community ESCos 

(1) What do you think are the key drivers and challenges to community ESCo sector? 

(2) How will UK government policy enable or inhibit the development of community ESCos in 

the future? 

4. Closing remarks 

1) Do you have any other comments related to the current status and recent developments 

of the community ESCos that you would like to share with me? 

2) Are there any further questions you think I should ask? 

3) Do you have any recommendations for further people I should speak about my research? 
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