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4.1 Introduction
This guide describes low carbon domestic retrofi t funding and procurement and 
identifi es the associated business opportunities, covering:

• sources of funding for domestic low carbon retrofi t

• funding models for large-scale housing retrofi t programmes

• sustainable procurement and how to tender successfully. 

Energy effi  ciency measures need investment and investment needs to be fi nanced and 
often repaid. In order to achieve this, when planning a refurbishment project, we need 
to consider not only the capital costs of the improvement options, and the available 
funding support and incentives, but also by how much each measure is likely to reduce 
fuel costs and what the maintenance costs over the lifetime will be. Carbon dioxide 
savings may also be a factor to consider. 

The Government is introducing a range of mechanisms to reduce the costs of 
installations (eg using Feed in Tariff s [FiT], Renewable Heat Incentive [RHI] and Energy 
Company Obligation [ECO]) and to spread costs over the long term through neutral 
energy bills at no “upfront” cost to the householder or landlord (via the Green Deal). 
These mechanisms are reducing the payback periods of retrofi t technologies, reducing 
the initial capital costs of installations as markets develop and removing important 
barriers to take-up among households (eg the reluctance to invest in energy effi  ciency 
improvements in case consumers move house). Partners such as local authorities, 
housing associations, energy suppliers, fi nance lenders and other businesses are 
developing innovative fi nancing models that combine these diff erent funding sources 
and adopting collaborative procurement models. 

For businesses exploring opportunities in low carbon retrofi t, it is important to have 
an understanding of the funding mechanisms available and how to procure and sell 
sustainably. This will help to identify the nature and scale of the potential opportunities, 
as well as help businesses to assess the risks of investing in the sector. 

4.2  Sources of funding for low carbon retrofi t
Funding programmes for low carbon housing retrofi t include:

• the Green Deal

• the Energy Company Obligation (ECO)

• the Feed in Tariff  (FiT)

• the Renewable Heat Incentive (RHI).

For up-to-date information about these funding programmes see Guide A.
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Additional sources of funding

To access Green Deal, FiT and RHI funding opportunities, organisations involved 
in developing large-scale retrofi t schemes, such as local authorities and housing 
organisations, are also making use of additional sources of funding, including: 

  Public Works Loan Board (PWLB)/”Prudential Borrowing” The PWLB is a loan 
facility available to local authorities provided they can satisfy government “prudential 
borrowing“ requirements in which they have to demonstrate that the loan will be 
used for an investment which is self fi nancing, eg borrowing to fi nance renewables 
projects in which a local authority receives FiT payments. Typical PWLB interest rates 
to local authorities are around 4–4.5% over 25 years, below the rates of return they 
can receive from FiTs, thereby fulfi lling the requirement for these projects to be self 
fi nancing. Examples of the use of PWLB funding include the Birmingham Energy Savers 
programme (see Case Study on page 10). Since PWLB capital is raised nationally by 
Government through public borrowing, it may be subject to constraints in the future.

  Third party funding from the private sector including banks and risk capital 
investors, which provides local authorities and housing organisations with the capital 
to invest in installations, from which they then generate FiT or Green Deal payments 
to repay the third party funding. Third party funding can take a variety of forms, 
including roof rentals, shared equity and partnership schemes. See Section 4.3 for 
further information. 

  European sources of funding for low carbon housing retrofi t projects includes 
funding from the European Investment Bank (EIB), the New European Commission 
Energy Effi  ciency Fund (EEEF), European Local ENergy Assistance (ELENA) and the 
European Regional Development Fund (ERDF). 

Advising housing stock 
owners (eg local authorities 
and housing associations) on 
developing funding for large-
scale retrofit projects.

Setting up special purpose 
vehicles and brokering investment 
from commercial investors. 

Advising project partners 
on developing procurement 
frameworks for supplying 
products and services to large-
scale retrofi t projects. 

Providing retrofit services 
and technologies to supply 
to large-scale retrofit 
programmes, including via 
procurement frameworks. 

4.3 Large-scale retrofi t funding models
Local authorities and housing associations, working with energy suppliers, 
investors, other businesses and the community sector are developing large-scale 
housing retrofi t programmes covering thousands of properties. These large-scale 
programmes are using a combination of funding, including Green Deal fi nance, FiT, 
RHI, ECO, Local Authority ”prudential borrowing”, European funding and third 
party/capital market investments. 

Alternative models for funding large-scale FiT based programmes 

Five alternative models for funding large-scale FiT based programmes are outlined 
below:

• third-party FiT Scheme – “rent a roof”/roof leases/“PV for free” 

• shared equity FiT Scheme

• partnership FiT Scheme

• self-fi nancing by building owners

• funding via a special purpose vehicle.

The suitability of these models varies according to the amount that housing 
organisations are required to invest, the amount of debt and risk that they wish to take 
on, the degree of control they have over projects and how much money they could 
make. 

Business Opportunities
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Third-party FiT Scheme – “Rent a roof”/roof leases/“PV for free”
The current use of this model, which involves financing and ownership by a third 
party, is based on revenues from FiT but could also make use of RHI in the future. 
Examples include third-party FiT schemes and involve the use of capital raised by 
the third party to fund solar PV installations.

The third party company is granted the lease of roof space or land (housing, business 
premises, schools etc), for the installation and maintenance of FiT qualifying 
installations. All investment, installation and maintenance is provided by the third party 
(or their installation subcontractor) who in turn receives the FiT revenue. The third party 
takes all of the FiT revenue, which provides them with a return on investment (at least 
10%, depending on the scale of the scheme). The third party also maintains the solar PV 
installation throughout its 25 year life, at the end of which ownership is transferred to 
the housing organisation. The building owner receives rental income (eg roof rent) and 
benefi ts from some free electricity. 

The main advantage of this type of scheme for the housing organisation is that the solar 
PV installations are provided at no cost to the housing organisation, and its residents 
benefi t from reduced energy bills and some free electricity for 25 years.

However, there is a strong tendency for the third party to “cherry pick” the most 
favourably oriented, unshaded roofs with easy access; if the housing organisation 
wishes to include other, less fi nancially attractive roofs in the scheme, in order to 
distribute the benefi ts of the FiT more widely among its residents, then it must make 
separate arrangements for those roofs, with no option of cross subsidy. The other 
disadvantage is that the housing organisation loses control of some of its assets 
(the roofs of its houses) for 25 years, after which it is left with the potential liability 
of worn-out solar PV systems. 

This third party model is illustrated in Figure 4.1 below. 

FiT revenue is 
assigned to third 
party businessOwns, installs 

and maintains 
PV systems

Roof lease agreement 
with property owner

PV 
systems

Meter data

Private, public or 
voluntary sector 
ownership of premises

THIRD PARTY 
BUSINESS

Houses

Public sector 
buildings

Business 
premises

Community 
premises ELECTRICITY

SUPPLIER/
FiT PROVIDER

Figure 4.1 Third-party FiT Scheme – “Rent a roof”/roof leases.
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Shared equity FiT scheme

Shared equity FiT schemes take at least two forms. The housing organisation may be 
able to invest its own capital in the scheme and thus take a share of the FiT income 
as well as being paid “roof rent”. The share of the FiT income depends on the level of 
investment but the return on capital can be as much as 7%. Most housing organisations’ 
fi nance offi  cers would consider this a very attractive return on investment, which could 
be fi nanced by borrowing from fi nancial institutions or by raising a bond. Alternatively, 
the housing organisation may not invest any capital but forgo roof rent in return for a 
small share of the FiT income or negotiate an appropriate balance of the two. 

The advantage of a shared equity FiT scheme is that the housing organisation can 
obtain an attractive return on investment, which can then be used to fund other activity, 
including other low carbon housing retrofi t measures. The disadvantages are essentially 
the same as those of third party schemes: “cherry picking” and loss of control of the 
housing assets.

Partnership FiT scheme

A partnership FiT scheme is essentially a joint venture involving a housing organisation 
and a supplier and/or installer of solar PV systems. Both parties invest capital to fund 
the installation costs, the housing organisation provides the roofs, the partner installs 
and maintains the solar PV systems and the FiT income is shared on an agreed basis that 
refl ects the investment made by each party.

The advantage of this type of scheme is that it is “self-contained”: there are no external 
investors seeking a return. The partner can provide the technical expertise, accredited 
products and accredited installers that the housing organisation does not have. The 
housing organisation makes roofs available, liaises with the residents and maintains 
control of its assets (subject to some obligations to its partner) and can include a wide 
range of dwellings in the scheme rather than cherry picking only the most fi nancially 
attractive roofs. The partner has a vested interest in providing sound, well-designed and 
well-specifi ed solar PV installations that will maximise the FiT income from each roof.

The disadvantage of partnership FiT schemes is the need to fi nd a reliable, trusted 
partner with appropriate technical expertise, accredited products and installers, and 
capacity. Therefore, this option is more suited to housing organisations with relatively 
small, local stocks, although larger organisations with stock in several areas might enter 
into separate partnerships in diff erent areas. Economies of scale are more diffi  cult to 
achieve than they are in third party or shared equity schemes, in which many housing 
organisations may participate.

Self-fi nancing by building owners

In a self-fi nanced scheme, the housing organisation is the sole investor (although it 
may raise funding from a fi nancial institution or via a bond), and the work of designing, 
specifying, installing and metering the solar PV installations is given to a specialist 
contractor. This option suits housing organisations with access to capital, some in-
house technical expertise and large housing stocks that provide economies of scale in 
both purchasing and installing PV panels.

The main advantage of a scheme of this type is that there are no other investors, so 
all of the FiT revenue is taken by the housing organisation, which can use it to fund 
other activities. The housing organisation also retains complete control of its assets 
and can choose which roofs to include. The disadvantages are the need for detailed 
in-house engagement with the technicalities of the scheme and the need to select 
and appoint a reliable contractor with the capability and capacity to design and 
install the solar PV systems. For large schemes, selection of the contractor would be 
subject to the statutory European competition, the Official Journal of the European 
Union (OJEU) procedure.

funding and procurement 
for low carbon retrofi t projects

6



FiT revenue is 
assigned to local 
authorities

Contract

Repayment and interest

Tenants receive 
some free electricity

PV 
systems

Funding

Ownership of housing 
stock and PV systems

Sources of funding

Electricity supply 
contracts and meter data

–  SINGLE LOCAL AUTHORITY 
–  GROUPS OF LOCAL AUTHORITIES
–  HOUSING ASSOCIATIONS

– Financial reserves
– Central Government funding, 
     eg Public Works Loan Board, 
     prudential borrowing
–  Bank finance
–  European Investment Bank

Additional 
funding eg ECO

ELECTRICITY
SUPPLIER/

FiT PROVIDER

Installers contracted 
to install and maintain 

installations

Houses

Install and 
maintain PV 
systems

Figure 4.2 Self-fi nancing by building owners – eg local authorities and housing associations.

Peabody has developed its own “Do it Yourself” (DIY) solar PV programme and 
has chosen the DIY option, rather than signing up to a third party scheme, for 
three reasons:

1. Peabody has access to capital (it raises funding from the market via a bond).

2. Peabody wishes to retain management control of its housing assets.

3.  A FiT-funded solar PV programme was assessed as delivering significant 
benefits at low technical risk. Peabody already has experience of solar 
PV installations.

Peabody assessed all of the roofs in its stock, identifying solar PV generation 
potential and installation costs, and projected an overall internal rate of return 
(IRR) of 7.6%, with many estates having IRRs of over 10%.

Solar PV installations worth a total of approximately £23 million are planned 
for 2,500 houses and 800 blocks of fl ats. All estates where installations are 
technically feasible with an IRR better than 7% will eventually receive solar PV.

Electricity from solar PV installations on blocks of fl ats will be used to provide 
lighting in common areas, the remainder of the output being exported via the 
grid. PV electricity from installations on individual dwellings is given to the 
residents, any surplus being exported via the grid. All FiT income is used by 
Peabody to supplement the housing improvement budget and thus speed 
up the improvement programme. The solar PV installation and management 
package was tendered under OJEU rules.

Peabody’s DIY FiT scheme
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Funding via a special purpose vehicle (SPV)

This approach involves a housing organisation or group of organisations establishing 
a special purpose vehicle (SPV) to invest in generation assets and energy 
improvements. The SPV provides a means of attracting bank and investor fi nance 
from the capital markets. Examples of schemes being developed include Phase 3 of 
Birmingham Energy Savers, Project “Viridis” in Liverpool and plans for large-scale 
housing retrofi t in Greater Manchester. 

This approach provides “off  balance sheet” funding that ring-fences risk and 
liabilities, reduces balance sheet debt and equity investment and minimises security 
requirements. It also enables refi nancing once the scheme is up and running, whereby 
funders (eg a local authority or housing association) could sell their stake in an SPV to 
other investors once it is up and running, thereby freeing up their borrowing capacity to 
fund further waves of retrofi t activity. The approach is illustrated in Figure 4.3. 

FiT revenue
 is assigned to 
SPV Fund

Management 
contract

Loan agreements

PV 
systems

Governance and
loan agreements

Contracts

Ownership

Loan agreement

Sources of funding - for example

Electricity 
supply contracts 
and meter data

– Central Government funding, 
 eg prudential borrowing.
–  Bank finance
– European Investment Bank
–  Bond finance

Project finance/Bank

– Local authority
– Housing associations

– LA housing depts 
– Housing associations

ELECTRICITY
SUPPLIER/

FiT PROVIDER

Operating company (Opco) 

Houses

SPECIAL
PURPOSE

VEHICLE/FUND

Ownership  
of PV systems

Figure 4.3 Funding via a special purpose vehicle model.
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In the future it is expected that this model will incorporate Green Deal funding (as 
illustrated in Figure 4.4), so that bodies such as local authorities can in eff ect become a 
Green Deal Provider which could make use of a combination of:

• grants, such as ECO and European funding

• revenue subsidies, such as FiT and RHI

•  energy sales from plants such as Combined Heat and Power (CHP) and district 
heating systems 

•  Green Deal repayments from households or businesses: consumers would make 
repayments based on the value of energy savings they make in order to fund 
improvement works and installations. These repayments would be capitalised in order 
to service “Green Deal” loans, delivered in accordance with the Government’s “Golden 
Rule” that the value of the loan repayments must not exceed the savings delivered to 
the household. The repayment could take the form of a service charge added to social 
housing rent or a Green Deal contract for owner occupiers. 

One of the pioneering local authority-wled schemes incorporating Green Deal fi nance is 
the Birmingham Energy Savers programme, described in the case study on page 10. 

Guarantee

Loan

Green Deal 
payments

Green Deal 
payments

Bonds Investment

Agreed 
measures

SPECIAL PURPOSE 
VEHICLE

(issuer of bonds)
 

Green Deal 
provider

Green Deal 
installer

Electricity 
supplier

Consumers

INVESTORS
(primary investor and 

secondary markets)

 

Figure 4.4 Special purpose vehicle for the Green Deal. 
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In 2010 Birmingham City Council 
(BCC) established the Birmingham 
Energy Savers (BES) programme for 
low carbon retrofi t of homes in the 
city. BES is a long-term programme to 
retrofi t 200,000 homes in Birmingham 
by 2026, taking advantage of the 
Government’s Green Deal proposals, 
as well as drawing on funding sources 
such as FiT and ECO. Over the long-
term, the BES programme could 
involve £1–2 billion of investment 
and make a major contribution to 
the city’s target of reducing carbon 
emissions by 60% by 2026, as well as 
generating local jobs, increasing skills 
and reducing fuel poverty.

Because of the scale of investment 
needed to achieve large-scale housing 
retrofi t across the city of Birmingham, 
the BES programme is developing a 
groundbreaking model which brings 
together a mixture of public and 
private. The model is based on the 
Green Deal proposals being developed 
by central Government which provide 
a mechanism (Pay as You Save) to 
recover the cost of the low carbon 
retrofi t works from property owners or 
occupiers through utility bills over an 
extended period (eg 25 years). 

BES is structured into four phases: 

BES Phase 1 (July 2010 to December 
2010) was a pilot phase, which 
used £0.5 million of borrowing, 
paid back with FiT revenue over 25 
years to cover the costs of installing 
photovoltaic technologies on to 60 
council and Registered Social Landlord 
(RSL) owned houses, with tenants 
benefi tting from reduced electricity 
bills and free electricity. 

BES Phase 2 (Spring 2011 to 
September 2013) with the success of 
the pilot phase, BCC is implementing 
BES Phase 2 to install PV and energy 
effi  ciency measures on to 2,020 
properties, covering council housing, 
housing association properties and 
private sector vulnerable households. 
Phase 2 involves an investment of 
£13.5m funded through a combination 
of BCC prudential borrowing from the 
Public Works Loan Board, FiT revenues 
over 25 years and CESP and ECO 
payments from energy suppliers. The 
project is cost neutral to Birmingham 
City Council and is expected to 
generate additional revenue for further 
energy effi  ciency measures. 

BES Phase 3 (Autumn 2012 to 2026) will 
involve signifi cant scaling up of activities 
and is planned to run from Autumn 
2012, to coincide with the launch of 
the Green Deal, and over time could 
represent a £2 billion eco-refurbishment 
of 200,000 properties. While private 
fi nance is interested in supporting the 
scheme, because BES Phase 3 is so 
groundbreaking it has been agreed to 
deliver an initial £100 million.
BES Phase 3 Pathfi nder Programme 
(BES P3PP) to run from Autumn 2012 
to 2015 before moving to a wider BES 
Phase 3 Programme from 2015.

BES Phase 3 Pathfi nder Programme 
BES P3PP (Autumn 2012 to 2015) 
was approved by Birmingham City 
Council in April 2011 and, in doing so, 
the Council committed to becoming a 
Green Deal provider and developing a 
Green Deal programme in Birmingham 
from Autumn 2012. BES P3PP will be 
a £100 million eco-refurbishment of 

15,000 properties in the city, costing 
approximately £6,500 per property. 
It will deliver photovoltaic panels and 
potentially other microgeneration 
technologies and energy effi  ciency 
improvements to allow eligible 
participating properties to reduce 
their energy costs and receive free 
electricity in a similar way to BES 
Phases 1 and 2. 

Birmingham City Council, with 
support from the Energy Saving 
Trust, is currently developing BES 
P3PP and it is expected to be funded 
with approximately £75 million 
of BCC prudential borrowing and 
£25 million from Energy Company 
Obligations (ECO) to work on 
vulnerable households and hard-to-
treat properties. BCC’s borrowing 
and the interest payments would be 
repaid by Green Deal payments from 
households as well as FiT and RHI 
revenues, allowing the scheme to be 
self-fi nancing. Development of BES 
P3PP also involves an application for 
a European Local ENergy Assistance 
(ELENA) grant from the European 
Investment Bank (EIB) for £1.3 million 
to contribute to procurement of a 
delivery partner and marketing costs. 

Once the success of BES P3PP has 
been proven after three years, BCC 
may refi nance the project (ie sell its 
investment to bring in private sector 
fi nance) and thereby free up BCC 
funding to refurbish the next 15,000 
homes. This refi nancing could be 
repeated on a rolling basis and BES 
P3PP includes the option to extend its 
value to up to £400 million by 2020. 

Green Deal 
and FiT 
payments,
(plus hard-to-
treat subsidy)

Funding

Green Deal payments

Meter/
deemed

Marketing

Surveyors

Installation
companies

Cost per house:  £6 –7k
Number of houses = 15,000

Energy utilities (hard-to-treat 
and fuel poor subsidy – ECO)

Birmingham City Council 
prudential borrowing (PWLB)

Birmingham 
Energy Savers

Operating 
company

Energy 
companies

Households

Payments

Other

Figure 4.5 Birmingham Energy Savers – Phase 3 Pathfi nder Programme (2012–2015).

Case study: Birmingham Energy Savers
A pioneering local authority-led Green Deal retrofi t programme
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Figure 4.5 Birmingham Energy Savers – Phase 3 Pathfi nder Programme (2012–2015).

Case study: Birmingham Energy Savers
A pioneering local authority-led Green Deal retrofi t programme
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Helping organisations to realise 

the benefi ts shown in Table 4.2. 

shown on page 14.

Providing consultancy services 

to help organisations identify 

emerging trends in the low 

carbon domestic retrofi t sector 

and the current and future needs 

of stakeholders.

Off ering businesses strategic 

support such as facilitation, 

risk and opportunity analysis, 

market analysis, stakeholder 

mapping, change management 

and pre-positioning.

Helping organisations 

to select and defi ne a 

procurement strategy. There 

are also opportunities to help 

organisations write product 

specifi cations and attain desired 

outcomes. This is especially 

important given the pace of 

development in the low carbon 

domestic retrofi t sector. 

Assisting organisations in 

composing compliant contract 

notice documentation and 

issuing it to its target audience. 

Other opportunities include 

helping manufacturers, suppliers 

and installers to identify 

contract opportunities and write 

competitive submissions.

4.4 Sustainable procurement
The construction sector currently spends approximately £26.7 billion a year on 
procuring the goods and services needed to deliver repairs, maintenance and 
improvement works to existing housing. Given the ambitious carbon reduction 
targets and incentive schemes such as the Feed in Tariff , Renewable Heat Incentive, 
Green Deal and Energy Company Obligation, this level of spend is expected to 
increase by a further £12.5 billion per annum. It is therefore essential that we 
procure in a way that not only achieves value for money but also delivers real long-
term benefi ts to businesses, society and the economy, while minimising damage to 
the environment.

This involves understanding and assessing the eff ect that goods, works or services 
have on the environment, as well as how communities and the local economy are 
aff ected by supply chains, then taking steps to reduce any negative eff ects and 
promoting the benefi ts wherever feasible.

Social
Sustainable

Procurement

Economic

Environmental

Sustainable procurement can consider the environmental, social and economic 
consequences of:

• Design
• Non-renewable 
 material use
• Manufacture and 
 production methods
• Logistics
• Service delivery
• Use

 

• Operation
• Maintenance
• Reuse
• Recycling
• Disposal
• Suppliers’ capabilities to 
 address these consequences 
 throughout the supply chain

Figure 4.6 How sustainable procurement aims to fi nd the best balance between 
economic, social and environmental goals.
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Helping procurers to assess 

submissions, identify the best 

tender, negotiate contract terms 

and coordinate agreements.

Assisting with monitoring 

performance under the contract, 

managing Key Performance 

Indicators (KPIs), providing 

feedback and formulating action 

plans to address areas of poor 

performance. Continuous 

improvement is the cornerstone 

of good procurement.

Driving innovation throughout 

the supply chain and delivering 

improved value more sustainably.

For SMEs that engage with 

principal buyer organisations and 

sector partners: bring together 

groups of buyers and establish 

procurement processes and 

frameworks with manufacturers, 

suppliers and installers; advise 

partners involved in setting up 

large-scale retrofi t projects 

on how to procure sustainably 

and deliver more for less; 

facilitate and manage research 

and development; assist 

organisations with business 

planning to diversify into the low 

carbon domestic retrofi t sector.

Business Opportunities
Table 4.1 outlines some of the key issues that sustainable procurement practices can 
often help to address.

Environmental issues Social issues Economic issues

•  Emissions to air 
(eg greenhouse 
gas emissions and 
pollutants)

•  Releases to water 
(eg chemical 
contamination)

•  Releases to land (eg 
chemical fertilisers)

•  Use of raw materials 
and natural resources 
(eg reduced use of non-
renewable materials)

•  Use of energy (eg 
energy effi  ciency and 
renewables)

•  Energy emitted (eg 
noise, heat, vibrations) 

•  Waste and by-products 
(eg recycling and waste 
prevention)

•  Encouraging a diverse 
base of suppliers (eg 
minority or under-
represented suppliers)

•  Promoting fair 
employment practices

•  Promoting workforce 
welfare

•  Enabling training 
opportunities and 
skills development (eg 
apprenticeships)

•  Community benefi ts (eg 
supporting community 
groups)

•  Fair trade and ethical 
sourcing practices

•  Job creation (eg new 
markets, multi-skilling, 
back to work schemes)

•  Understanding whole 
life costs to achieve 
value for money

•  Facilitating open 
competition and 
creating opportunities 
for SMEs

•  Sustained demand, 
business continuity and 
long-term employment

•  Ensuring suppliers’ 
agreements are at fair 
and viable margins

Table 4.1 Key issues of sustainable procurement practices.
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Aside from the wider environmental and social benefi ts that sustainable procurement 
can bring, there are also several clear business reasons for doing it as illustrated in 
Table 4.2.

1 Sustainable procurement can help you win more business: Buying 
construction products, materials and services in a sustainable way will enhance 
your organisation’s reputation and image. This will help build competitive 
advantage and make you a more attractive company to many clients.

2 It is what your customers want: The nature of the low carbon domestic retrofi t 
market means clients and customers are extremely aware of sustainability 
issues and the importance of acting responsibly. Clients award contracts 
considering the sustainability credentials of suppliers and supply chains.

3 It will create value: Some perceive more sustainable solutions as a more 
expensive alternative to existing products and practices. However, sustainable 
business practices (including procurement) are based on the principles of:

• consuming fewer resources

• using less energy

• generating less waste.

It is about doing business more effi  ciently and creating value. This means 
purchasing decisions are made based on best value for money over the whole life 
of the product, taking into account social, economic and environmental aspects.

4 It will help manage and reduce risk: Identifying, prioritising and addressing 
sustainability risks and the eff ects of your procurement will help avoid any 
fi nancial penalties associated with failing to meet environmental obligations, 
regulations and legislation. It also reduces exposure to moral/ethical risks, 
security of supply risks and risks to your reputation.

5 Legislation: There is an increasing amount of legislation relating to procurement, 
both from a commercial and ethical perspective, that procurers need to be aware of.

6 Industry strategy and government policy: In recent years there has been 
a great shift towards more sustainable and effi  cient construction and 
procurement practices. The industry is set to continue in this direction in a bid 
to achieve more for less and to help tackle national targets such as the Climate 
Change Act 2008.

Table 4.2 Business reasons for following sustainable procurement principles.
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Defi ne the service need

•  Establish if there is a valid need for the project, goods, works or service. Reduce, 
reuse and recycle where possible.

•  Challenge or rethink any needs and work with stakeholders and clients to explore 
the options.

• Establish if procurement is the best way to meet this need.

•  Identify the core business requirements in terms of function, performance, 
sustainability, budgets, procurement route and project timescales.

Develop a business case 

•  Gain a better understanding of the market, its trends and dynamics. Engage with the 
market and clients to understand what is available and potentially possible.

•  Appraise the options, defi ne the strategy and align the procurement solution with the 
sustainable business objectives of the organisation.

•  Challenge any assumption relating to default working practices and specifi cations to 
promote more sustainable outcomes.

•  Business opportunity: off er businesses strategic support such as facilitation, risk and 
opportunity analysis, market analysis, stakeholder mapping, change management and 
pre-positioning.

Manage 
performance 

and 
relationships

Award and 
implement

Develop 
business 

case

Define 
procurement 

approach 
and tender

Define the 
service need

Review and
 learn

Undertake 
competitive 

procurement

Sustainable 
procurement 

process

Figure 4.7 A sustainable procurement process that, when fully embraced throughout the supply chain, can utilise 
procurement expenditure to drive positive economic, social and environmental outcomes.
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Defi ne a procurement strategy

•  Identify and evaluate all relevant procurement solutions capable of meeting the 
business need.

•  Select the purchasing strategy, procurement route and contract strategy that will: 
best meet the business need including sustainability requirements and provide the 
most value over the life of the goods, works or service.

•  Determine the level of integration within the project team including the supply chain, 
the risk allocation, how suppliers will be paid and when diff erent types of consultants 
and suppliers will be brought into the project team.

•  Finalise performance specifi cations that embed sustainability requirements and 
infl uence purchasing decisions.

Undertake competitive procurement

• Publish contract opportunities.

• Identify potential suppliers, consultants or contractors to invite to tender.

•  Pre-qualify suppliers, consultants and contractors if required (a pre-qualifi cation 
questionnaire or PQQ may be used for a specifi c project or selection of preferred/
framework suppliers for multiple projects).

• Write and issue tender document.

•  Agree Specifi c, Measurable, Achievable, Realistic and Time-based (SMART) 
criteria (including sustainability requirements) to evaluate bids and agree scoring 
methodology.

Award and implement

•  Ensure that sustainability is properly assessed and given the correct level of 
consideration with the tender assessment process.

• Identify the winning tender.

• Negotiate and agree on contract terms, including the sustainability requirements.

•  Award the successful suppliers their contract and make them operational within the 
project team.

•  Finalise appropriate measurement tools and indicators and begin monitoring 
performance.

Manage performance and relationships

•  Eff ectively manage the performance (sustainability, value for money, social return) of 
the supplier over the life of the contract.

•  Identify sustainable improvement opportunities. These may be joint performance 
and/or supplier performance opportunities.

• Maintain a good working relationship with the supplier.
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Review and learn 

•  Ensure processes are in place to allow for review and feedback of key projects and 
purchases.

•  Take time to review lessons learned, record what works and do it again. Share this 
knowledge and promote best practice across the industry.

• Prepare for the future and regularly review the service need.

•  Reviews should happen throughout the procurement process and buyers do not need 
to wait until contract completion to do this.

Delivering truly sustainable outcomes

The needs of buyers span a wide range of products, installations and services which are 
explored in more depth throughout the suite of guides:

• Customer engagement services (see Guide 10)

• Surveying and assessing properties (see Guide 2)

• Project management (see Guide 5)

• Design and specifi cation (see Guide 6 and Guide 7)

• Materials and equipment supply (see Guide 6 and Guide 7)

• Installation services (see Guide 6 and Guide 7)

• Metering and monitoring (see Guide 9)

• Maintenance of equipment and assets (see Guide 8)

• Post installation advice to households (see Guide 9). 

In order to deliver low carbon domestic retrofi t services more eff ectively the sustainable 
procurement process must be embraced by all tiers of the supply chain. This calls for 
techniques such as value-based procurement, lean processes, benchmarking and 
continuous improvement, collaboration and supply chain integration in order to get 
the right products and the right price at the right time. Such practices create a host of 
opportunities for adaptable small and medium-sized enterprises (SMEs) who are able to 
drive innovation and realise the benefi ts associated with harnessing the investment of 
large-scale programmes.

Innovation may be driven by establishing local knowledge sharing hubs and 
using Knowledge Transfer Partnerships (KTPs) in areas where research and 
development is required. 

Working in collaboration with the School of Computing Science and Engineering 
at the University of Salford, Dyer Environmental Controls wanted to move the 
company from simply “supply and installation” to incorporate the development 
of innovative products and systems, specifi cally relating to the integration of 
design development tools and procedures. 

The two-year KTP has allowed Dyer to design and develop both bespoke and 
standard solutions and bring their own new products to the market rather than rely 
on third party suppliers. This will enable Dyer to establish itself as market leader.

To fi nd out more about establishing a KTP see www.ktponline.org.uk.

Case study: Knowledge Transfer Partnership: 
Dyer Environmental Controls and University of Salford
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For buyers, the identifi cation and procurement of innovative solutions are 
critical in securing improvements in the quality and delivery of services, as 
well as assisting the supply chain to deliver value for money. 

To achieve the best outcomes both key buyer organisations such as local 
authorities and housing associations and manufacturers, suppliers and 
installers are increasingly working together in the sector, forming strategic 
alliances and looking to procurement consortia frameworks that work with 
all tiers of the supply chain. For example, local authorities and registered 
providers are able to aggregate their demand for products and services, 
streamline the procurement process, develop local supply chains and 
realise substantial effi  ciency gains while also delivering truly sustainable 
benefi ts to all the parties involved.

 

How to compete eff ectively for contracts

A common perception of procurement is that it is a complex and resource intensive 
procedure which leads to many SMEs either ignoring potential contracts or submitting 
poorly researched applications. As a general rule, the more a contract is worth the more 
time consuming the process is likely to be. The fl owchart on page 19 demonstrates a 
typical procurement process and how to get the most from each of the stages:
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SCALE
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Strategic cost management
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Long-term contracts

Greater standardisation

Intelligent procurement
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Figure 4.8 When clients collaborate, the benefi ts can be signifi cant.

Fusion21 is a social economy business working with local authorities and social 
housing providers to promote collaboration to save money and create jobs. Working 
nationally, the Fusion21 supply chain has helped to deliver its clients’ capital and 
cyclical procurement work programmes and create sustainable jobs for local people 
while also generating cashable savings.

The model works by amalgamating demand, work-smoothing and selecting 
products from a focused range of options. This in turn has been able to drive 
economies in the supply chain. Key to the success of the consortia has been its 
approach to separating the procurement of materials from installation. This allows 
national scale consortia to deliver regionalised solutions, so that SMEs are able to 
compete for work.

As a social enterprise Fusion21 reinvests some of the cash effi  ciencies saved 
through its procurement model to deliver training to the unemployed and develop 
skill bases in the local communities in which it operates. This training is linked to 
installer contracts meaning that contractors employ Fusion21 “graduates” to set 
them on the path to a construction career. 

Last year the business and its stakeholders acknowledged that there would be a 
growing demand for the provision of energy effi  ciency goods and services. They 
now off er a host of low carbon domestic retrofi t procurement frameworks, in 
partnership with the national procurement body Procurement for Housing. These 
frameworks are monitored closely by a steering group made up of clients and staff  
to ensure innovation in the marketplace is accessible through the frameworks and 
fi lters down to live projects. The effi  ciencies generated fund support initiatives that 
help both new and experienced tradespeople enter the retrofi t market.

Case study: Fusion21
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Figure 4.9 How to compete 
eff ectively for contracts.
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By taking part in market dialogue as early as possible an SME can promote itself 
better on a one-to-one basis and gain valuable knowledge about the procuring 
body’s needs and drivers. Defi ne your target client(s), understand them and 
concentrate your limited resources on them. Be clear about your organisation’s 
strengths eg innovative, fl exible, local etc.

Opportunities may be advertised on a range of websites. Some are free to use, 
while others require payment of an annual subscription to get full information. 
Common web-based competition portals include the Government’s Contracts 
Finder portal, CompeteFor and TED.eu. Many local authorities also run their own 
portals, which are free to access. Register with all free local portals – both to 
advertise your company and to receive notices of opportunities. When local portals 
advertise construction specifi c events make the time to attend and enter into 
dialogue with procurement bodies and prime contractors.

A PQQ is a method of short-listing interested parties by assessing the suitability 
of organisations’ commercial, technical and fi nancial capabilities. While it is often 
accreditation requirements that pose the most signifi cant barriers, national and 
international standards are important and can help put SMEs on a level playing fi eld 
with larger organisations. It is critical that an SME understands which accreditation 
and registration schemes its clients favour and then determines if the investment 
is likely to be repaid through winning the volume of available work. Investigate 
what wins and loses PQQs and align your organisation’s profi le accordingly. Critical 
areas include risk, commercial stability, compliance statements, contractual 
performance, case studies and technical capabilities.

After the PQQ stage both the successful and unsuccessful suppliers will be notifi ed 
of the outcome. Those who make the shortlist will then be taken forward to the 
Invitation to Tender (ITT) phase. Regardless of the scale of the contract being 
sought, the full procurement process must, under European law, aff ord fairness, 
competition and transparency. Guidelines embrace the “price-quality” relationship 
meaning selections are based on the most economically advantageous tender, 
rather than price alone. Understand how to read public sector advertisements for 
opportunities and the rules for responding. Investigate EU procurement rules and 
how they can be used to exploit opportunities.

After the ITT stage both the successful and unsuccessful suppliers will be 
notifi ed of the outcome. After a 10-day “stand still period”, those that have been 
successful will sign a framework agreement. If the framework comprises multiple 
suppliers, mini-competitions will be held for each individual project. A contract is 
awarded to the supplier whose terms represent the best value for the particular 
requirement when evaluated against the award criteria. Not all work issued 
through a framework will suit all suppliers. Continually monitor opportunities in 
the marketplace and remember to monitor and review the performance of your 
organisation regularly to remain competitive.

For buyers, the identifi cation and procurement of innovative solutions are 
critical in securing improvements in the quality and delivery of services, as 
well as assisting the supply chain to deliver value for money. 

To achieve the best outcomes both key buyer organisations such as local 
authorities and housing associations and manufacturers, suppliers and 
installers are increasingly working together in the sector, forming strategic 
alliances and looking to procurement consortia frameworks that work with 
all tiers of the supply chain. For example, local authorities and registered 
providers are able to aggregate their demand for products and services, 
streamline the procurement process, develop local supply chains and 
realise substantial effi  ciency gains while also delivering truly sustainable 
benefi ts to all the parties involved.

 

How to compete eff ectively for contracts

A common perception of procurement is that it is a complex and resource intensive 
procedure which leads to many SMEs either ignoring potential contracts or submitting 
poorly researched applications. As a general rule, the more a contract is worth the more 
time consuming the process is likely to be. The fl owchart on page 19 demonstrates a 
typical procurement process and how to get the most from each of the stages:
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Fusion21 is a social economy business working with local authorities and social 
housing providers to promote collaboration to save money and create jobs. Working 
nationally, the Fusion21 supply chain has helped to deliver its clients’ capital and 
cyclical procurement work programmes and create sustainable jobs for local people 
while also generating cashable savings.

The model works by amalgamating demand, work-smoothing and selecting 
products from a focused range of options. This in turn has been able to drive 
economies in the supply chain. Key to the success of the consortia has been its 
approach to separating the procurement of materials from installation. This allows 
national scale consortia to deliver regionalised solutions, so that SMEs are able to 
compete for work.

As a social enterprise Fusion21 reinvests some of the cash effi  ciencies saved 
through its procurement model to deliver training to the unemployed and develop 
skill bases in the local communities in which it operates. This training is linked to 
installer contracts meaning that contractors employ Fusion21 “graduates” to set 
them on the path to a construction career. 

Last year the business and its stakeholders acknowledged that there would be a 
growing demand for the provision of energy effi  ciency goods and services. They 
now off er a host of low carbon domestic retrofi t procurement frameworks, in 
partnership with the national procurement body Procurement for Housing. These 
frameworks are monitored closely by a steering group made up of clients and staff  
to ensure innovation in the marketplace is accessible through the frameworks and 
fi lters down to live projects. The effi  ciencies generated fund support initiatives that 
help both new and experienced tradespeople enter the retrofi t market.
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4.5 Summary of business opportunities
This section describes the business opportunities identifi ed in this guide in more detail.

Opportunities associated with Green Deal funding 
• advising businesses on Green Deal funding mechanisms

•  advising local authorities and registered social landlords (RSLs) on how they could 
make use of Green Deal for funding improvements to their housing stocks

•  advising on setting up funding for programmes, including special purpose vehicles 
(using Green Deal, FiT, RHI, ECO) for funding housing retrofi t; and in coordinating 
take-up of the Green Deal locally

• project management or coordination of Green Deal funded installations – see Guide 5

•  provision of business advice and access to fi nance support for companies who wish to 
diversify into Green Deal programmes (ie become Green Deal Providers)

•  helping project partners to develop supplier and procurement frameworks linked to 
Green Deal funded retrofi t programmes.

Opportunities associated with the Feed in Tariff  
•  advising businesses, households, local authorities and housing associations on 

exploiting the FiT for funding housing retrofi t

•  advising potential installers and technology suppliers on Microgeneration Certifi cation 
Scheme (MCS) accreditation requirements

• surveying dwellings and assessing their suitability for microgeneration installations

•  supply and installation of microgeneration technologies; and associated training, 
maintenance, management and monitoring; see Guide 2, Guide 3 and Guide 7

•  assisting partners (eg local authorities and housing associations) in developing 
supplier and procurement frameworks for FiT funded projects.

Opportunities associated with the Renewable Heat Incentive 
•  advising businesses, households, public and voluntary sector on ways to exploit 

the RHI 

• developing fi nancing models for installations fi nanced via the RHI

• surveying dwellings and assessing suitability for renewable heating systems

•  supply and installation of renewable heat technologies; and the associated training, 
maintenance, management and monitoring; see Guide 2, Guide 3 and Guide 7

•  developing supplier frameworks for projects and investigating opportunities 
for investments.
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Opportunities associated with ECO
•  advising local authorities and housing associations on the use of ECO (from January 

2013) in funding local housing retrofi t schemes

•  brokering engagement between energy suppliers and local authorities and housing 
associations in developing plans for accessing ECO funding for local housing retrofi t 
programmes, particularly in assisting vulnerable, low income tenants and homeowners 
experiencing fuel poverty.

Opportunities associated with European funding for 
retrofi t programmes
•  advising organisations such as local authorities and housing associations, on 

opportunities for accessing European funding for developing or delivering low carbon 
housing projects. 

Opportunities associated with funding models for large-
scale retrofi t schemes
•  advising housing stock owners (eg local authorities) on developing funding for large 

scale retrofi t projects

•  setting up special purpose vehicles (SPVs) and brokering investment from 
commercial investors

•  advising project partners on developing procurement frameworks for supplying 
products and services to large-scale retrofi t projects

•  providing retrofi t services and technologies to supply to large-scale retrofi t 
programmes, including via procurement frameworks. 

Opportunities associated with sustainable procurement 
•  there are signifi cant business benefi ts to reap from good, sustainable procurement 

practices. These creates numerous consultancy opportunities:

– helping organisations to identify emerging trends in the low carbon domestic 
retrofi t sector and the current and future needs of stakeholders

– off ering businesses strategic support such as facilitation, risk and opportunity analysis, 
market analysis, stakeholder mapping, change management and pre-positioning

– helping organisations to select and defi ne a procurement strategy.

•  helping organisations to write product specifi cations and attain desired outcomes. 
This is especially important given the pace of development in the low carbon domestic 
retrofi t sector and will require a good understanding of the technical opportunities 
identifi ed in Guide 6, Guide 7 and Guide 8

•  assisting businesses to address areas of poor performance and helping them to 
deliver effi  ciency savings throughout the supply chain. This may include providing 
services to monitor performance, manage KPIs, provide feedback and formulate 
action plans
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•  helping businesses to tender competitively; for example, helping organisations to 
identify contract opportunities, complete PQQ and ITT documentation eff ectively to 
win work and then to negotiate contract terms and coordinate agreements

• subcontracting work from principal buyer organisations

•  bringing together groups of buyers and establishing procurement processes and 
frameworks with manufacturers, suppliers and installers

•  helping to drive innovation throughout the supply chain; this could include managing 
and facilitating research and development programmes.

4.6 Next steps
Key references and links related to the material in this guide are listed below.

Key references
BERRY, C and McCARTHY, S (2011) Guide to Sustainable Procurement in Construction 
C695, Construction Industry Research and Information Association (CIRIA), London. 

BIRMINGHAM CITY COUNCIL (2011) Birmingham Energy Savers Programme, Birmingham 
City Council, Birmingham.

BRITISH STANDARDS INSTITUTION (2010) BS 8903:2010 Principles and Framework for 
Procuring Sustainably, BSI, London.

CONSTRUCTION PRODUCTS ASSOCIATION (CPA) (2010) An Introduction to Low 
Carbon Domestic Refurbishment, Construction Products Association, London.

DEFRA (2006) Procuring the Future – Sustainable Procurement National Action Plan, 
Recommendations from the Sustainable Procurement Task Force, Department for 
Environment, Food and Rural Aff airs, London.

FINCH, R (2011) NBS Guide to Tendering: For Construction Projects, RIBA Publishing, 
London.

INNOVATION AND GROWTH TEAM (IGT) (2010) Low Carbon Construction, Final Report, 
HM Government, London.

MACKENZIE, F et al (2010) Energy Effi  ciency in New and Existing Buildings, BRE Trust 
Report FB26, BRE Press, Watford.

OGC (2004) Capturing Innovation, The Offi  ce of Government Commerce, Department 
for Business Innovation & Skills, London.

OGC (2009a) Driving Innovation Through Public Procurement, The Offi  ce of Government 
Commerce, Department for Business Innovation & Skills, London.

OGC (2009b) Considering Energy Effi  ciency in Procurement: Guidance Notes, The Offi  ce of 
Government Commerce, Department for Business Innovation & Skills, London.
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Key links
Birmingham Energy Savers www.birminghamenergysavers.org.uk

British Standards Institution: www.bsigroup.com

CompeteFor: www.competefor.com/business

Contracts Finder: www.contractsfi nder.businesslink.gov.uk

Department for Business Innovation and Skills: www.bis.gov.uk

Department of Energy and Climate Change: www.decc.gov.uk

International Organization for Standardization: www.iso.org/iso/home

Knowledge Transfer Partnerships: www.ktponline.org.uk

Microgeneration Certifi cation Scheme: www.microgenerationcertifi cation.org

OGC Achieving Excellence in Construction guides, publications and information notes, 
available on the National Archives website at: webarchive.nationalarchives.gov.
uk/20100503135839/http://www.ogc.gov.uk/ppm_documents_construction.asp

Supply National SME Engagement Programme: www.supplycontracts.co.uk

TED – Business Opportunities in Europe simap.europa.eu/supplier/opportunities-in-
europe
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