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1. THE NATIONAL CARBON REDUCTION AGENDA. 
1.1. The United Kingdom has established four goals for the country’s energy policy:

1.1.1. To cut the UK’s CO2 emissions by 80% by 2050, with real progress by 2020;

1.1.2. To maintain the reliability of energy supplies;

1.1.3. To promote competitive markets in the UK and beyond, helping to raise the rate of sustainable economic growth and to improve productivity; and

1.1.4. To ensure that every home is adequately and affordably heated.

1.2. In supporting these objectives, Government is also concerned about: 

1.2.1. Evidence on the potential adverse impact of climate change;

1.2.2. The UK has become a net gas importer sooner than expected and is also becoming a net oil importer;

1.2.3. There has been a general heightening of sensitivity on global energy issues, and security of supply from major exporter countries contributing to higher price volatility.
1.3. The Carbon Reduction Commitment Energy Efficiency Scheme (CRC) developed by the Department of Energy and Climate Change (DECC) and administered by the Environment Agency is a regulatory incentive to improve energy efficiency in large public and private sector organisations.  This mandatory scheme (introduced in April 2010 for all organisations with half hourly metered electricity consumption above 6 GWh) aims to improve energy efficiency in a bid to achieve UK commitments to reduce carbon dioxide (CO2) emissions by 34% of the 1990 baseline by 2020 and 80% by 2050.

1.4. This area of the Council’s work is set within the context and objectives of the County Council’s (ECC) Environmental Strategy, that supports sustainability – i.e. improving the quality of life now and for future generations; in the wider community and in everyday approaches to work.  It includes working towards an environmentally, economically and socially sustainable county and that natural resources are managed in the most sustainable way, having regard to issues such as renewable energy, waste, climate change and air quality.
2. GOVERNMENT POLICY. 

2.1. The Carbon Reduction Commitment (CRC) forms part of Government strategy to cut CO2 emissions and is given statutory footing in the Climate Change Act 2008.  It came into effect in April 2010.  For the County Council the CRC currently relates to building related emissions from fossil fuels.  
2.2. The key features of the CRC are: 

2.2.1. A mandatory emissions trading scheme for the private and public sectors, designed to cut energy consumption.

2.2.2. Qualification as participant of the scheme is based upon 600MWH of electricity per year (circa £500,000 per annum) through half hourly meters in 2008 calendar year.

2.2.3. Participating organisations must count all energy sources not just half hourly electricity.

2.2.4. Participation depends on who is the counter-party in each energy bill, i.e. who pays the bill, not who actually consumes the energy.

2.2.5. Requires measurement of electricity in use in 2008 in order to determine whether the scheme applies and accurate measurement of energy use from April 2010.

2.2.6. Commenced in April 2010 with a three year introductory phase with a fixed price for the Government sale of carbon ( £12 per tonne) but no cap on how much is sold; carbon is then limited and auctioned in subsequent phases (therefore the market determines the price of carbon credits). 

2.3. The CRC scheme has been implemented nationally on the basis of achieving the UK targets for the reduction of green house gases emissions by 2050 by at least 80% compared to the UK’s 1990 base line emission figures.
3. KEY DRIVERS – LEGISLATIVE REQUIREMENTS.  
3.1. The Carbon Reduction Commitment (CRC) Energy Efficiency Scheme 
3.1.1. The Climate Change Act 2008, is the legislative basis for the CRC proposal.  It is a regulatory “cap and trade” scheme designed to benchmark and incentivise good performance.  However, failure to achieve and maintain progress in improving CO2 reduction objectives will result in penalties being applied.

3.2. National Energy Reduction Targets 
3.2.1. The Climate Change Act committed the UK to reduce carbon dioxide (CO2) emissions to 34% of the 1990 baseline by 2020 and 80% by 2050.

3.3. Energy Performance of Buildings Directive (EPBD) 

3.3.1. European directive - Measures to improve the energy performance of our buildings through the introduction of energy performance certificates (EPCs), display energy certificates (DECs), Inspections for air conditioning systems and boilers. 
3.4. UK Policy on Planning & Renewable Energy. 
3.4.1. Planning Policy Statement 22 (PPS22) sets out the Government's policies for renewable energy, which planning authorities should have regard to when preparing local development documents and when taking planning decisions.
3.5. Building Regulations (Part L)

3.5.1. A legal framework and set of Approved Documents for (Conservation of fuel and power) for construction & refurbishments covering new and existing non domestic buildings and dwellings. 
4. IMPLICATIONS FOR LOCAL AUTHORITIES. 
4.1. Over the initial three-year capped phase, the CRC will introduce a system of incentivisation related to performance. All public sector bodies are potential contributors to the programme, with the County Council’s performance being evaluated against its own total CO 2 emissions arising from its property portfolio including the schools portfolio.  Schools represent 54% of the County Council’s eligible property portfolio and circa 80% of its floor area.  This poses financial risk if schools do not reduce their energy consumption.

4.2. Registration for the County Council’s baseline emission projections is scheduled for completion by 30th September 2010.  In future, the County Council must be able to self-audit by recording, monitoring and tracking the performance of each energy saving initiative year on year, which will also record annual cost savings and like for like comparison against the standard base year.

4.3. The County Council currently pays circa £29m per annum for utilities (figure 2008; including schools) and trend analysis predicts a continued increase in utility costs and increases in absolute energy consumption terms over the two years.  Acknowledging the projections means there needs to be corporate drivers to reduce energy consumption.  The Government has already set challenging reduction targets.  Current indications are that the UK will probably fail to meet these targets.

4.4. Commitment by the County Council to reducing energy consumption is essential.  It is necessary to build on this by embedding a culture of responsible energy consumption throughout the Authority by raising awareness of energy saving initiatives and projects.  
4.5.  The school’s estate represents a further challenge and they are being made aware of their proportionate financial and reputational responsibilities as ‘Associated Persons’ under the Act.  

4.6. Guidance from The Department for Education is to amend the Schools Finance Regulations in 2011-12.  The DfE proposal to change the school finance regulations from 2011/12 states that Dedicated Schools Grant (DSG) cannot be used to purchase allowances for C02 emissions from schools.  This then leads to issues of cross subsidy between the DSG and general fund.  There are considerations of loss of interest and / or the cost of borrowing depending on the position of a local authorities cash flow. 

4.7. The DfE proposal to change the school finance regulations state : 

4.7.1. To incentivise schools to reduce their energy consumption, DCSF proposes to amend the Schools Finance Regulations in 2011-12 to enable local authorities to charge any loss attributable to schools to the Schools Budget. Authorities will be able to treat this sum as centrally held expenditure but will be allowed, if they wish, to use a formula factor to apportion the loss among schools according to their individual performance.
5. ECC CORPORATE RESPONSIBILITY ARRANGEMENTS FOR CRC. 
5.1. Best practice and government guidance recommends local authorities to establish corporate governance process that enables a fully cross organisational response to the carbon reduction and energy management agenda.  This is often described as a Carbon Management Forum. 

5.2. The Executive Director Commercial Services has the lead accountability for the CRC agenda across the Council with the Energy Unit gathering, collating and reporting property related energy consumption (including schools). 
6. CORPORATE CARBON REDUCTION AND ENERGY EFFICIENCY AT A TIME OF CHANGE. 
6.1. Commercial Services Directorate is fully engaged with the Council’s Transformation Programme and leads on three major programmes:

6.1.1. Property Transformation

6.1.2. Facilities & Asset Management procurement initiative 

6.1.3. Shared and Traded Services optimisation. 

6.2. For each if these programmes account is being taken of CRC requirements and opportunities. 

7. RISKS AND MITIGATION. 
7.1. The  key risks are:

7.1.1. financial - budget pressures to the authority 

7.1.2. reputational – corporate social responsibility 

7.1.3. non-compliance – fines and/or prosecution
7.1.4. non- provision of data from the schools sector 
7.1.5. climatic conditions 
7.2. The first four of the above risks will be managed to reduce exposure, however they will remain high due to the potential severity of civil and criminal penalties arising from non-compliance and the potential financial impact arising from the scheme. 

8. FINANCIAL PRESSURES 
8.1. The regulatory requirements bring with them the risk of significant financial penalties aligned to failure to reduce carbon emissions across the whole County Council estate, including all maintained schools, that the County Council cannot afford to contain.  The costs of non-compliance are even more significant (in excess of £8m), however there are also financial opportunities to reduce expenditure and deliver savings by implementing the strategy effectively. 
8.2. Reducing consumption is the critical driver, followed by unit costs, as the two together produce the total financial impact. 
8.3. CRC Scheme Management Costs 

8.3.1. There are minimum costs of administering and running the scheme. These include annual registration and subsistence fees (c.£2,300), together with systems maintenance and training costs (c.£9,200). 

8.4. Purchase of CO2 emissions allowances and potential credits / penalties

8.4.1. All participant organisations are required to purchase carbon allowances in April of each year to reflect their anticipated emissions for that financial year.  The cost per tonne will be capped at £12 until 2013, after which the purchases will be made through auction and current estimates are £30-40 per tonne.

8.4.2. The carbon allowance purchase made each April will be returned to the organisation in October that year plus or minus a percentage dependent on the County Council’s performance in the benchmark league tables.  In the first year the recycling credit/penalty will be plus or minus 10%, which means those organisations at the top of the league table may receive up to 10% of their carbon allowance purchase in reward, and those at the bottom will receive a penalty of up to 10%.  The credit/penalty percentage increases to plus or minus 20% in year two, increasing annually up to plus or minus 50% in year five.  

8.4.3. Performance in the league tables is based on the reduction in carbon emissions from the organisation’s CO2 emissions, which is assessed in 2010/11.  In year one only, performance will not be measured on reduction but on voluntary installation of Automatic Meter Reading during year 2010/11 and /or obtaining the Carbon Trust Standard.  The Carbon Trust Standard requires three years consumption data. 
8.4.4. The Department for Education position is not to allow the local authority to use school budgets to purchase allowances.  As a member to the CRC, it is the responsibility of the local authority to ensure it has accurate & timely data from all schools, irrespective of designation.  Schools have a statutory duty to reasonably assist in the provision of data, it does not place a duty on them to reduce energy consumption and carbon emissions. 

8.4.5. The Council established a Carbon Reserve in 2008, which is intended to meet scheme management and improvement implementation costs; the reserve currently stands at £1.4m
8.5. Financial Summary

8.5.1. Table A below assumes that the maximum potential penalty is incurred by the Authority in October each year following the purchase of carbon allowances in April each year and that carbon reduction targets have not been achieved. These figures indicate the potential financial liability based on our current best available energy consumption data. Table B below shows the best case scenario with best league table position and reduction of emissions as per target.

9. HOW THE COUNTY COUNCIL WILL MEET THE CHALLENGES 
9.1. In light of the above drivers, the Energy Unit has identified key, high level objectives and targets in order to achieve the vision.

9.1.1. To reduce energy costs

9.1.2. To reduce consumption

9.1.3. To reduce carbon emissions

9.1.4. To ensure statutory requirements are met

9.1.5. To improve our use of sustainable procurement methods (i.e. all procurement activity must include specification for energy that is sustainable and all buildings must meet the European Performance of Building Directive). 
9.2. High level targets 

9.2.1. The overarching targets below are based on an ECC total annual utility spend of c.£29m per annum (including schools).
To reduce our energy costs by £350,000 (part year effect) in 2010/11
9.2.2. To reduce our energy consumption by 20% over the next 5 years from  the 2008 baseline

9.2.3. To reduce our CO² emissions by 20% over the next 5 years from the 2008 baseline
9.2.4. To comply with statutory energy requirements    

9.2.5. To ensure that all procurement activity includes sustainability.

9.3. Table of high level objectives and targets over 5 years

	Objective
	Current 

Data 
	Target 10/11
	Target 11/12
	Target 12/13
	Target 13/14
	Target 14/15
	5 Year Total Target

	Reduce costs
	c.£29m
	£350,000
	£ 1.43m
	£ 898k
	£868k
	£ 840k
	£4.386m

	Reduce consumption
	841,5         GW/hrs *
	5% = 42.075 GW/hrs *
	5% = 39.97 GW/hrs
	3.3% = 25.06 GW/hrs *
	3.3% = 24.235 GW/hrs *
	3.3% = 23.435 GW/hrs *
	155 GW/hrs (20% *

	Reduce emissions
	c.230,000 tonnes CO ²
	11,500 tonnes CO²
	10,926 tonnes CO²
	6,850 tonnes CO²
	6,623 tonnes CO²
	6405 tonnes CO²
	42,303 tonnes CO²

	Statutory requirements 
	Registration due 31.9.10  
	Register for CRC
Primary - CEO

Secondary  - GT
	Purchase credits – recycling payment  maximised
	Purchase credits  – recycling payment  maximised
	Purchase credits   – recycling payment  maximised
	Purchase credits  – recycling payment  maximised
	

	Sustainable procurement
	Not all procurement is sustainable
	Procurement strategy revised to include sustainability
	All procurement has a sustainable element 
	ECC procurement transformation project
	ECC procurement transformation project
	ECC procurement transformation project
	All procurement activity sustainable


9.3.1. Notes
9.4. Calculated due to future energy market trends based on current unit costs

9.4.1. This comprises multiple energy types and supply contracts
10. HIGH LEVEL ACTIONS TO MEET THE TARGETS AND CHALLENGES 
10.1. Nominate the primary and secondary members (Chief Executive and designated senior officer), set an energy strategy and identify a corporate body (to demonstrate strategic governance and accountability for achieving targets.  (Year 2010/11 & continuous)
10.2. Establish a forum for the coordination of carbon management with appropriate Member and senior officer engagement to ensure cohesive corporate implementation of strategy 

10.3. Consolidate responsibility for achieving objectives and targets into the Energy Unit within the Commercial Services Directorate (Year 2010/11 & continuous)

10.4. Ensure effective business planning that sets out the costs and investment requirements to meet CRC compliance by developing appropriate business cases and to identify risk mitigation on initiatives and opportunities, including invest to save options. (Year 2010/11 & continuous) 

10.5. Lead the energy agenda with the schools sector to ensure schools take appropriate responsibility for ensuring compliance with the CRC regulations. 
10.6. Maximise all energy reduction opportunities arising from ECC Transformation projects 

10.6.1.1. to increase occupancy rates, 

10.6.1.2. reduce the property portfolio,

10.6.1.3. to ensure all newly acquired properties are compliant with The European Performance of Buildings Directive (EPBD)   (Year 1-5)

10.6.1.4. to enhance our property values through EPBD compliance and energy efficiency, 

10.6.1.5. to enhance business value through a targeted improvement and investment programme

10.6.1.6. Implement actions to mitigate volatility in energy markets, the energy mix split (different energy types) & baseline inaccuracies.

Graham Tombs

Executive Director: Commercial Services 

PAGE  
- 1 -

