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Summary

Utility services are essential to urban regeneration. Unfortunately, the provision of energy,
water and waste infrastructure, either new, additional or through diversions, is subject to a
wide range of difficulties, which means that many regeneration projects can be delayed or
even fail before they begin.

The cost of providing utilities infrastructure today can be prohibitive, particularly as utility
companies often require upfront investment by developers in the early stages of a
regeneration project. These costs are alongside problems caused by long time-scales, poor
communication, lack of understanding, disconnected visions, a culture of ‘first developer
pays’, and regulations that stifle rather than encourage.

These are not new issues, but have usually been overcome in the past, helped by the
comparatively easy availability of funding and inflated land and property values. Now, the
recession has brought them into sharp focus. There is uncertainty about who should take the
lead in addressing them, except on the most vital of sites when responsibility invariably falls on
the public purse.

Add into this equation the environmental and economic drivers of climate change, renewable
energy, a low carbon economy, the desire for decentralised energy generation, and then the
impetus to make this system work takes on a new and extremely urgent dimension. It is clear
that physical infrastructure has a pivotal role to play in terms of long-term sustainable
solutions.

There are no easy answers but we do raise a number of recommendations which tackle the
problem areas: early engagement, shared vision and knowledge, strategic direction, greater
guidance, increased skills, regulatory change, fiscal instruments, and new working models,
such as accredited contractors and Energy Service Companies (ESCos) and Multi-Utility
Service Companies (MUSCos).

This sector needs urgent change led by proactive, forward-thinking professionals who share
the same vision and understand that, by working together, regeneration can be achieved,
returns on investment realised and the North of England can move forward.
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Are utilities ‘the final straw’ for regeneration projects?

“While in the boom times utilities provision was often considered an annoyance, a
frustration or a hindrance, now it could be a show stopper.” 1"

Many of those consulted as part of this study could provide examples of projects that had
been delayed, stalled or even been abandoned due to utilities ® infrastructure. It is clear that in
many cases utilities infrastructure has become ‘the final straw’ for regeneration projects.

In addition to the magnitude of the costs, the reasons for this are complex but include costs
having to be paid upfront, a lack of understanding regarding the options and redress available,
and a failure of viability assessments to take into consideration site-specific costs. With the
impact of the recession and the likelihood of a long recovery period, the effect on the viability
of many regeneration projects is likely to be exacerbated, and difficulties with the provision of
utilities which were previously hurdles may now become barriers.

Utilities can pose a particular challenge for regeneration projects. The fact that regeneration
projects are often carried out in areas of low market value where viability may already be
marginal is a major consideration. In addition, regeneration work is often carried out on
brownfield, city centre sites, meaning the need for diversions on site or enhancements to
existing infrastructure is often greater. This can mean that the cost of the utilities works
outweighs the value in the scheme.

The provision of utilities services, including diversions, reinforcements and connection works,
can have a high cost and programme impact for regeneration schemes and all parties
expressed frustration at this. This paper explores the specific issues that lead to these
problems. The first section discusses the many potential barriers to utilities provision and the
second section then considers possible measures to overcome these barriers.

To establish the views of those involved in this industry, numerous interviews were conducted
with contributors from a range of backgrounds including developers, urban regeneration
companies, local authorities, utility companies and regulators. This paper encapsulates and
connects these contributions and has also been informed by previous research within this
field. Further information regarding the methodology for this paper is set out in the Annex.

Contributors were asked to respond to questions which fit under three overarching themes:
¢ \What do you see as the existing barriers to providing utilities for regeneration projects?
e How could these barriers be overcome?

e How do you see future pressures/drivers affecting the situation?

[1]  All unreferenced quotes were provided by contributors to this studly.

[2]  For the purposes of this study utilities have been defined as energy (electricity, gas, heat), water and
wastewater. While it is recognised that there is an overlap between wastewater and surface water, as these
may enter a combined sewerage system, issues specific to surface water have not been considered by this
study, as surface water has a different regulatory and planning structure. Telecommunications have been
excluded from this study due to the different nature of this industry.
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By far the greatest driver identified was that of sustainability and climate change.

“Traditionally utilities have provided for growth,; now they need to contribute towards a lower
carbon economy. There needs to be a change in mind-set.”

Therefore, in addition to the sections on the barriers and possible solutions, discussion of
potential barriers and opportunities presented by the sustainability agenda has also been
included.

How is the utilities market structured?

Within England the utility companies were progressively privatised throughout the 1980s and
1990s, commencing with British Gas in 1986. Since their privatisation, where possible, the
Government and the regulators have worked to increase competition within the industry.
Where this is not feasible they have established a regulatory framework for areas that have
remained an effective monopoly. For example, the electricity industry is divided into
companies that generate electricity, those that distribute it and supply companies. As the
distribution networks are natural monopolies, the costs of the Distribution Network Operators
(DNOQs) are formally regulated. However, the end consumers can switch suppliers and
therefore the bills issued by the supply companies are not formally regulated.

The regulation of the utilities industry is currently carried out by Office of Water Services
(Ofwat) and Office of Gas and Electricity Markets (Ofgem). The primary purpose of the
regulators is to mimic competition in an effective monopoly.

“Ofgem’s principal objective is to protect the interests of consumers, including future
consumers.” ©

The utilities industry has been brought back into focus in recent months as both the electricity
and water markets are undergoing their five-yearly price reviews. In the electricity market the
DNOs forecast a significant increase in network investment and operating costs and they will
be allowed to raise their charges on average by 5.6% per annum. In addition to setting
allowed price increases, the regulator also acts to improve the service of the electricity
companies by allowing shareholders the opportunity of enhanced returns for improving
network efficiency, reliability or customer service. This includes:

e Facilitating competition in connections, which should be achieved by allowing a margin for
competitive connections

e Improving service to customers seeking a demand or generator connection, which should
be achieved by revised standard of performance and overarching licence condition

e Being proactive and innovative in engaging with all stakeholders, with a customer service
reward scheme

[3] http://www.ofgem.gov.uk/Networks/ElecDist/PriceCntrls/Pages/PriceCntrls.aspx
[4]  Electricity Distribution Price Control Review Final Proposals, 7 December 2009, Office of Gas and Electricity
Markets
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In the water market the average water bill will reduce slightly over the next five years (before
inflation). The water companies have responded that funding greater investment will be
difficult.” In addition, in a move to try and increase competition, Ofwat has recently expanded
the area of contestable works.®

What is the effect of the current economic climate?

“If in the boom times utilities could sometimes prevent a regeneration project from
continuing what will happen now?”

Many interviewees identified that the current economic climate and likely future market would
impact on the viability of many regeneration projects, and therefore the funding available to
pay for utility work, due to:

e The impact on land and property values

e A decrease in public sector funds

e Lack of investors

e Cost and availability of capital, particularly for projects considered high risk

While most people consulted felt that they would expect the economic situation to improve in
the future, it was thought that over at least the next five years there will be some element of
scarcity in the economy for investment capital or speculation.

“It will be a slow climb out of recession for regeneration projects.”

However, many interviewees also highlighted opportunities presented by the recession. Some
identified that the current slow down in development could reduce the pressure on the utilities.
The slow down also presents an opportunity to carry out planning in advance of the next
phase of developments. It was felt that this was an ideal opportunity for actions such as
identifying where substations may be required and allocating land for these, so that when
developments come forward there will be a better understanding of the utilities’ constraints.
Additionally, one suggestion was that utilities could be installed in advance of development so
that, when the market returns, sites are ready for development and there is less of a delay
caused by infrastructure provision.

The following case studies illustrate the process and barriers related to utilities diversions and
new connections in the electricity and water markets.

[6] http://news.bbc.co.uk/1/hi/business/8379866.stm

[6] Works on the utilities networks are classed as contestable or non-contestable works. Non-contestable works
must be carried out by the DNO or water company, while contestable works can be carried out by a suitably
approved contractor.
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Case study: Sefton Street Development, Liverpool

Sefton Street Development, a large-scale commercial and residential development, was
originally intended to be constructed in three phases over four years. Phase 1, which has
been completed, comprises of three, six and seven-storey apartment blocks including
commercial/office units. Phases 2 and 3 are currently on hold and consist of a residential
tower of 21 floors with commercial/office units on the ground floor and a hotel.

The initial assumption during the masterplanning stage was that a new connection would
be made to an offsite primary substation with secondary substations constructed within the
development. However, during early consultation with the DNO, Scottish Power, it was
established that this capacity was not available and therefore a new primary substation
would be required. Additionally, the new substation would require to be sited within the
development or, alternatively, the developer would be required to negotiate the purchase of
land offsite to accommodate the new primary substation.

The utility strategy for the site focused on undertaking an incremental approach to
electricity based on the phased construction programme. The network had the capacity to
support the Phase 1 demand, allowing a much smaller and less costly secondary
substation to be constructed within the site. The future intention was then to continue the
discussions with Scottish Power as more availability was released until it became necessary
to commit to the funding of a new primary substation.

Engagement with Scottish Power commenced at the start of the detailed design stage and
the process took in the region of nine to 12 months to agree requirements for the site and
obtain a quotation. Following protracted discussions with Scottish Power and concerns
over securing future electricity for the site, the developer investigated the possibility of using
an Independent Distribution Network Operator (IDNO) for the network electricity supply to
the site. However, the developer could not provide a commitment regarding the
progression of the Phase 2 and 3 demand of the site. The IDNO concluded that a scheme
was not viable without this additional future energy demand. Therefore the IDNO withdrew
from this project and the developer commissioned Scottish Power to carry out the works.
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Harvesting the market forces - Embracing new models: ESCos, MUSCos and IDNOs
New models of private utility companies are starting to emerge such as ESCos and MUSCos,
in addition to IDNOs.

ESCos design, build, finance, operate and maintain energy provision. Such energy services
contracting is an attractive option where the reduction in cost of supplying energy services
can more than offset the additional transaction cost compared to conventional supply. The
precise role and responsibilities of an ESCo are tailored to meet the needs of the specific
project or initiative. In general, ESCos are used to deliver objectives such as: CO, reduction,
renewable energy projects, energy savings, energy efficiency services, energy advice or
tackling fuel poverty. One of their main benefits is flexibility. An ESCo can be a wholly private
body, wholly public, or operated as a public-private partnership.

MUSCos offer similar solutions but for a more complete set of services that could include gas,
water, electricity and telecommunications.

IDNOs own and operate electricity distribution networks which are predominately network
extensions connected to the existing distribution network; for instance, to serve new housing
developments.

These arrangements are in their early days but they are likely to play an important role in the
future. One of their main potentials is to compete with the incumbent utilities companies
leading to a better harnessing of the market forces in the utilities industry. However, their
penetration of the market has been relatively slow due to the constraints imposed by the
existing regulations and the need for signing up to long-term contracts.

Case study: Thameswey ESCo

Thameswey Energy Limited was established in 1999. This is a joint venture company
between Thameswey Limited (a company wholly owned by Woking Borough Council) and
Xergi Ltd of Denmark. The ESCo builds, finances and operates small-scale combined heat
and power stations (energy stations), of up to six megawatts electricity output, providing
energy services to institutional, business and residential customers. Thameswey Energy
Limited delivered its first energy station in Woking Town Centre, which officially opened in
March 2001.

The diagram shows the structure of the ESCo.

Sources:
http://www.woking.gov.uk/
http://fey.org.uk/
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Sustainable utility solutions

We asked contributors to tell us what they thought the future pressures and drivers behind
utility solutions would be, from climate change to regulatory change, change in government to
technological changes. By far the greatest change people felt would affect the utilities,
particularly energy, is sustainability and climate change.

The pressures to minimise our carbon output and increase the sustainability of our built
environment is coming from a series of policies and regulations, including:

¢ The UK Climate Change Act (2008) with an aim to reduce the country’s CO, emissions by
80% on 1990 levels by 2050: in addition to central Government targets, regional and local
governments have also set their own aspirations

¢ The UK Renewable Energy Strategy (2009) target of generating 15% of the country’s energy
from renewable sources by 2020

Regeneration professional are, by and large, enthusiastic about the opportunities that
sustainable technologies, such as those involved in decentralised power generation or water
recycling, present. However, they also see the difficulty lying ahead in implementing these
schemes because of the considerable amount of inertia built into existing systems and the
lack of strong incentives from Government.

Opportunities

Undertaking regeneration implies that the redevelopment of, or improvement in, property
should tend to an overall reduction in water, heat and electricity demands, which represent a
significant opportunity to reduce the carbon footprint of developments. This is enabled by the
introduction of an array of sustainable technologies as well as good environmental design.

Increasingly stricter codes for buildings and homes mean that the demand for heating will
become negligible as buildings are better insulated. Meanwhile, the electrical supply
requirements will be reduced through a design which maximises daylight and reduces the
need for air-conditioning.

The introduction of feed-in tariffs, smart meters and smart grids can delay the need to
augment the supply on the national energy grid. The introduction of feed-in tariffs means that
a generator of electricity can supply power to the low voltage network, which is then available
for the consumers connected to that network. The electricity generator then receives a
payment per kilowatt of energy contributed into the network.

“A more intelligent electricity network could be one of the big transformations in terms of
utilities infrastructure coming forward.”

With increasing demands in electricity and with the grid being the main means of distributing
power, decarbonising the electrical grid is likely to be the key to a low carbon future. The
supply should come more and more from large-scale renewable sources of energy, such as
wind, solar, tidal and hydro-power. Turning to endemic sources offers the additional
advantage of securing the energy supply. At the moment, the UK is a net importer of gas and
oil, for which the long-term supply is uncertain. Nuclear power also relies on importations of
energy sources and coal could soon depend on it as well.
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Decentralised energy generation (electricity and heat) such as combined heat and power
(CHP) or district heating #? are also an important part of the solution. They increase the
resilience of the power supply by having a distributed rather than a centralised generation of
energy. However, participants believe that the true opportunity with these lies at community
scales or wider. At the development scale, the cost per unit of CO, mitigation is too high to
make their installation viable. Alternatively, solar thermal heating and ground-source heat
pumps are being installed on an increasing number of schemes and appear viable for
individual developments.

Barriers

Some important barriers, while not insurmountable, lie in the way of a true green technology
and decentralised utilities revolution. The first one is the high price tag of achieving stricter
building standards or installing on-site power generation, and the long pay-back period.
Without different funding mechanisms, such as Government grants or new financial models, it
is very difficult for developers to adopt them.

A majority of contributors argue that the economic advantages of the technology are yet to be
convincingly demonstrated. For most of the technologies available currently, the financial
break-even point is estimated to be at best between two and three decades after the start of
its operation. In the short term, therefore, a developer who intends to build and sell his units in
the first few years will see few, if any, of the financial benefits. This point is perhaps even more
important given the current economic downturn. In the present economic context, the main
financial driver for a developer to adopt these technologies is to demonstrate that the running
costs of his buildings will be less and hope that future occupiers will be willing to pay a bit
more for anticipated savings on utility bills. Recent research in America, funded by RICS,
found that ‘green buildings’ can attract rental premiums of up to 6% and sales premiums of
up to 16% over those of similar non-green buildings.?

A second barrier is the technology itself which, in some cases, poses important technical
challenges. For instance, the announcement of the introduction of feed-in tariffs has been met
with some resistance from the electricity companies who warn that the flow of current into the
grid from a high number of connections could destabilise it.

Another barrier is the scale at which this technology is most viable. Most of the decentralised
technologies for energy generation or water recycling require a critical mass (minimum size) of
development to balance efficiency and cost. At a development scale, wind generation and
photovoltaic panels, for instance, are still very expensive while their operational efficiency in an
urban environment is far from optimal. In fact, their use in these contexts has been described
as ‘window dressing’: these technologies are installed to make a statement or put a tick in a
box but their real contribution to the carbon and sustainability agendas represents a drop in
the ocean. As explained earlier, the real benefits of these technologies come at city or city-
regional scale or, possibly, over aggregated regeneration areas. This implies that there is a
need for a high degree of coordination of development, and collaboration between
developers, local authorities and utility partners, which is not an easy feat as discussed in the
previous sections. Amongst other things, this collaboration will require leadership and
someone to ‘own’ these projects.

[22] District heating (also known as heat networks) is a system for distributing heat generated in a centralised
location for residential and commercial heating requirements. The core element of a district heating system is
usually combined heat and power (CHP) or, alternatively, deep geothermal energy, and the heat is distributed
to the customer via a network of insulated pipes.

[28] Piet Eichholtz, Nils Kok, and John Quigley. Doing Well By Doing Good? An analysis of the financial
performance of green office buildings in the United States. Published by the Royal Institution of Chartered
Surveyors (March 2009).
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While much attention is focused on the development of decentralised energy and clean water,
contributors warned that the key opportunity, which lies in retrofitting, must not be missed. At
the current rate of turnover of building stock, 80% of the dwellings that exist today will still
exist in 2050 " and we have to make them more energy efficient.

Changing attitudes

Regeneration schemes are a crucial part of the sustainability and low carbon agenda, as
illustrated in the following case study on MediaCityUK. It is imperative that their role be taken
seriously. In addition to finding the right funding mechanisms and improving the technologies,
more emphasis should be put on behaviour and culture change. Local authorities, developers
and utility companies alike must move away from ‘business as usual’ and start doing things
differently.

Case study: MediaCityUK, Salford

MediaCityUK is a community located in Salford, designed specifically around the media
industry. When the first phase of development is completed in 2011, it will be the new
home of BBC North as well as other media companies.

MediaCityUK is part of the UK’s first and biggest urban regeneration project: Salford Quays
near Manchester city centre. For much of the 20th century the area was dominated by
Salford Docks, once one of the country’s busiest dock systems. Salford Docks suffered
from the decline of heavy industry and the containerisation of shipping. It was finally closed
in 1982, leaving the disused piers and waterways at risk of becoming a wasteland. But in
1985 the Salford Quays Development Plan was unveiled. During the intervening 25 years
the area has made the gradual transition from dockland to destination.

MediaCityUK has set high objectives of environmental sustainability. In September 2009 it
became the first development in the world to be named a BREEAM-approved sustainable
community. At the heart of its environmental credentials is a tri-generation plant which will
centralise power, heating and cooling. As with combined heat and power (CHP) tri-
generation harnesses the heat by-product of power generation for use to heat the
development. The process will utilise water from the Manchester Ship Canal and return it to
the canal, cleaner than before. At MediaCityUK, tri-generation will reduce CO, emissions by
29% compared to using traditional grid electricity and standard onsite boilers.

Source: http://www.mediacityuk.co.uk/

[24] University of Oxford Environmental Change Institute The 40% House (2005)
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Recommendations

There is an opportunity for the North of England to innovate in the delivery of regeneration
projects and become a national exemplar of innovative solutions to the barriers of utility
provision.

The unique position of the Northern Way as an enabler of economic development in cities and
regions in the North of England means it can play a critical role in developing this expertise
and supporting demonstrations. In addition, The Northern Way could facilitate the
engagement of the different parties who must work together to deliver appropriate responses
to these challenges.

The key recommendations emerging from this research concern ways to overcome existing
barriers and further work. We recognise that some of these recommendations are already
being implemented in specific regions in the North of England. However, these practices need
to become the rule rather than the exception.

* There is a need for developers to better understand the utility industry. Key to this is to
increase developers’ level of understanding of the structure and remit of the parties involved
in the utilities industry. Clear, concise and understandable guidance should be made
available. Further discussion is required to decide who should lead these initiatives. The lack
of understanding of developers of the options and redress available to them, from
contestable areas of work to alternative models for utility provision, also stifles competition in
the utilities industry.

¢ There is a need for a single point of contact within the utility companies. Developers
and regeneration agencies should be able to easily identify the right person to speak to in
the utility companies and ideally be able to follow through with them for subsequent
enquiries. A ‘Developer Enquiry Centre’ could be a good model for a single company or an
‘Infrastructure Hub’ where contact information is provided for several companies in one
place. Simplified communication will also improve the relationship between utility companies
and developers and regeneration agencies.

¢ There is a need to further discuss who should fund utility works where a site would
otherwise be financially unviable. If regeneration agencies are given this role, ways to
minimise the risks must be identified. A model where the public sector invests in utilities and
the private sector invests an equivalent amount in the land could be of interest. Other
financial mechanisms are identified but their constraints need to be understood.

* There is a need for gap funding to overcome the issue of upfront investment in
infrastructure. The Regional Infrastructure Funds in place in the South of England could be
a source of inspiration.

¢ There is a need for engaging the regulators and national Government in overcoming
some of the barriers. Their intervention is required to permit changes in the regulatory
frameworks and for enabling new financial mechanisms.

¢ There is a need for coordinated infrastructure and spatial planning at a strategic
scale. Public bodies and utility companies will mutually benefit from the exchange of
intelligence and the identification of utility constraints or potential network reinforcements.
This could allow the setting aside of land for required substations, for example, which would
speed up future development. A regional development agency forming a Utilities Group to
be involved in planning is a promising approach. There is an opportunity to carry out this
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planning work now while the development sector has slowed down because of the
economic downturn.

e There is a need for early engagement of utility companies. Regeneration agencies and
developers should consult utility companies early in the masterplanning and planning
processes to identify the need for diversions and to establish utility requirements in terms of
costs and land take.

e There is a need to research solutions developed elsewhere. Solutions developed in
the London area and internationally might be of interest but an assessment of their
relevance and transferability to the North of England will be required. Opportunities for
scaling-up some of the initiatives already underway in the North of England also should be
considered.

e There is a need to recognise the role which regeneration has to play in achieving
carbon reduction targets and its contribution to the sustainability agenda. There is
the opportunity through regeneration to improve the environmental performance of the built
environment.

Annex
How we undertook this work.

Arup and RICS (the Royal Institution of Chartered Surveyors) were commissioned by The
Northern Way to conduct research on the provision of utilities to regeneration schemes. This
research is summarised in this discussion paper which will inform the Regeneration
Momentum Conference to be held on the 15th of January 2010. The co-produced Arup and
RICS paper is one of eight documents contributing to this event.

The report was prepared by Clare Leech, Emilie Lagacé and Steven Lesser from Arup, and
Geoff White from RICS. It was peer-reviewed by Simon Marvin of Salford University’s Centre
for Sustainable Urban and Regional Development (SURF).

Arup is an independent firm of designers, planners, engineers, consultants and technical
specialists with over 60 years of experience in supporting developers. The company uses its
sustainable planning and design expertise to consider how the cities of today can thrive in the
ecological age.

RICS is a pre-eminent organisation for professionals working in the land, property and
construction sectors in the UK and around the world. As an organisation, it conducts leading-
edge research into key issues in the built and natural environments.

SUREF is part of the University of Salford’s 6* Built and Human Environment research group.
Their work is structured around two main themes: city and regional thinking, and territorial
knowledge, science and technology.

The research involved a brief literature review, a workshop, electronic questionnaires and a
series of interviews to collect views from a variety of stakeholders in the provision of utilities
and regeneration enterprise. The responses came from all of the key sectors involved:

e | ocal authorities/Local government

e Regional development agencies
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e Private developers

e Public sector developers/Urban Regeneration Companies
e Utility companies

e |ndustry regulators

e Academics

e Consultancies

Arup and RICS thank The Northern Way Director and team for their support and direction.
The participants are in very busy, senior roles and we are particularly grateful for their
enthusiasm in giving up time to be interviewed or responding to the questionnaire at relatively
short notice. We apologise if we have missed anyone’s valuable insight.

The paper was submitted to The Northern Way in December 2009.
About Regeneration Momentum

In August 2009 The Northern Way launched Regeneration Momentum, a programme of
research and activities to rebuild momentum in the regeneration of our regions, cities and
towns, in the recovery phase and beyond.

Regeneration Momentum is supported by the three northern Regional Development Agencies
(One North East, Yorkshire Forward and the North West Development Agency), All Party
Urban Development Group, British Property Federation, Homes and Communities Agency,
Centre for Cities, NLGN, IPPR North, Core Cities, CLES, TCPA and BURA. This research
paper is one of a portfolio of research reports commissioned as part of the Regeneration
Momentum research programme. The views expressed in this paper are those of the authors
and not those of the aforementioned partner organisations. For further information about the
wider research programme, please go to www.thenorthernway.co.uk





