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The Carbon Offset Fund is a means of directing deve  lopers’ investmentin CO
reduction toward the highest priority and most cost -effective opportunities

Developer CO , reduction obligation
National Regulations and local planning
policy require developers to reduce the
CO2 footprint of their developments
= r—-———"m - |
The Carbon Offset Fund

Fund invests in
local CO , reduction
Contribution to projects
Fund
% of target met by
payment into an
Offset Fund

On-site CO2 reduction
% of target met through < )

on-site measures

Potential revenue
into the Fund
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National zero carbon policy will permit developers to offset CO , by investment
in offsite carbon reduction measures — this could be through a local offset fund

Zero Carbon Policy is expected to be introduced for new domestic properties in 2016 and
new non-domestic buildings in 2019.

The definition of ‘zero carbon’ requires developers to reduce the emissions of a new

development through onsite measures — energy efficiency and onsite low carbon energy
generation.

Developers are permitted to invest in a range of potentially offsite measures to mitigate the
remaining emissions. These measures are known as Allowable Solutions

The Zero Carbon Homes

Government is currently deliberating on how hierarchy
investment in Allowable Solutions should be
collected and managed.

Cost nﬂl.umdlnq

A local offset fund is one potential il odviddadunc

mechanism.

Successful operation of the offset fund would
ensure Allowable Solution investments are
retained in the region.
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The alignment of the fund with national policy is k ey to ensuring it has a long-
term role.

Tightening Building
Regulations controls Zero Carbon policy in effect
emissions from new Developers contribute to Allowable Solutions

developments
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Carbon Offset Fund
operates as part of local
CO, reduction policy

Successful
demonstration of
locally administered
fund

Potential for local offset fund to operate as mechanism
for collection and investment of Allowable Solution
contributions

Cost-effective CO, reduction initiatives achieved across Cambridgeshire
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Local planning policy will need to be developed to collect developer
contributions — S106 or CIL could provide a mechanis m

A mechanism for collection of Allowable Solution contributions into the offset fund will be
required. Either:

* A new mechanism is established for local COFs to collect contributions from developers
or,

» An existing mechanism is used — S106 or CIL

Our view is that either S106 or CIL could be used, although there are issues with both.

Local planniggpoli

Strategic Infrastructure
Programme

Local Infrastructure plan

CIL charging schedule
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Assuming a partnership between the six councils, th
annual income of £20-25m from development

e fund could achieve an

New dwelling
completions per year

Annual investment in Fund

(Em)

Forecast dwelling completions in Cambridgeshire by district
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Based on current
growth projections
contributions into the
offset fund could reach
£20 — 25m per yeatr.



Development of a Company Limited by Guarantee isli  kely to provide the most
appropriate vehicle to manage the fund

_ Joint Committee under LGA 1972, section 101
Contractual/partnership

structures Development schemes and trust
arrangements

Company limited by shares

Company limited by guarantee (CLG)
often charitable)

Corporate SPVs

Community interest company (CIC)

Industrial and Provident Society (IPS)
Other

LPs and LLPs — difficult to apply in local
authority context

« A CLG is likely to be the preferred vehicle due to limited liability status, flexibility
of membership and constitutional flexibility.

« A CIC offers similar advantages, but the regulatory burden is considered more
onerous.



There are a wide variety of types of carbon reducti  on project that could be
supported, depending on local priorities

Type of project Issues

Off-site renewables » Can provide large, relatively low cost carbon saving
projects *Potential to return a revenue to the fund
e.g. wind turbines * Fund investments may not be required — additionality issues

» Fund could provide a key role in de-risking projects for

Community heating developer / ESCO investments
infrastructure * Significant opportunity, particularly on large urban
extensions

» Low cost carbon savings

* Local authority able to influence improvement of the stock
e Individual investments are small

* Link to impact of new development is tenuous

Energy efficiency projects
e.g. loft insulation, cavity-
walls etc.

Low carbon transport, e.g.
electric vehicle purchase
& charging infrastructure

 Cost of carbon saved is high and scale of saving in the near
term likely to be limited — demonstration scale projects

Green infrastructure
projects

e.g. establishing woodchip
supply chain

* Direct carbon saving difficult to measure
» Could fit will with broader land-use objectives and creation of
employment




Existing LA experience of offset fund and lesson le arned

Five other local authorities have been identified that have or plan to introduce an offset fund —
Milton Keynes, Ashford, Aberdeen City Council, Reigate and Banstead and Uttlesford.

Milton Keynes is the most advanced

-Seeks to achieve carbon neutrality in new development

-Imposes a charge of £200 for every tonne of CO, a development will emit in its first year.
-Fund has insulated ~ 2,500 existing private dwellings and sheltered housing across the city.

The other LAs are following something very close to the Milton Keynes model
-Use of DPD policy and S106 to impose contribution into a fund
-Spending focussed on improvement of existing stock.

Existing funds are smaller in scale than is proposed in Cambridgeshire. A larger fund brings:

«Ability to impact on delivery of larger-scale projects

*\Wider geographical scope increases range of project opportunities
«Scale of fund attracts further investment — skills and job creation
*Reduced spend on administration and management

The Cambridgeshire Offset Fund should incorporate principle of accession of local authorities
— allows flexibility for local authorities to develop their policies at differing rates.



The offset fund could provide investment in a numbe r of ways, depending on
the requirements of particular types of project




The offset fund could take a stake in local ESCOs, alongside the private sector,
to deliver larger or more complex project opportuni ties

Private sector involvement is
likely to be required to deliver
larger-scale and more
complicated projects.

Local ESCOs could be
established as Joint Ventures
between the Offset Fund and
private sector to deliver these
projects.
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The Low Carbon Development Initiative (LCDI) can pl  ay a role in developing
projects for investment by the offset fund.

The LCDI has been
established to mobilise
projects to point where
investors are prepared to take
them forward.

The LCDI could:

sinstigate projects that the
Offset Fund then buys-out.

emaintain a role as manager of
Offset Fund projects.



Case Study (1) — St Neots
How can an offset fund benefit St Neots?

St Neots has a unique position with the
potential to use low carbon heat

- Little Barford Power Station: 600MW Combined Cycle Gas Turbine 2 miles from
town centre — theoretically enough wasted heat for the whole of St Neots!

- Major urban extension to the east close to power station.




Case Study (1) - St Neots: The business case

Financing the low carbon energy strategy from new development:

- St Neots Eco-extension — around 5000 homes

- Other development around the town approx 2000 homes

- These could result in circa £17 million in Allowable Solutions investment.

- COF can help fund heat network and also extensive retrofit in the existing
town — large potential CO , reductions



Case Study (1) - St Neots: developing a heat network

-Examining the business
case for a small scale heat
network providing heat to
businesses and facilities
close to Little Barford

- Discussions with RWE
(owner of Little Barford)



Case study (2) — Northstowe.
Creating a zero carbon new town in South Cambs Dist

rict Councill

Northstowe will be an eco-town in South
Cambridgeshire, providing 9,500 new homes and 9,000
jobs.

The intention is to create a zero carbon built
environment, meeting the highest level of the Code for
Sustainable Homes.

The current business case promotes a 5SMW biomass
CHP plant, district heating network and
microrenewables. It also can include allowable solutions
to retrofit nearby settlements.

The COF could help by:
 Providing seed finance to deliver a larger than 5SMW
CHP plant, offsetting emissions from other smaller

developments.

» Meeting up-front capital costs to develop a district
heating system, as these are very high.



Case Study (3) — A Cambridge City development. Due  to the nature of
development in the city centre, very low carbon on- site will be challenging

Outside the Urban Extensions, much of the
development in Cambridge City will be contained
in a distribution of small sites.

Achieving very high levels of carbon reduction in
these sites can be technically challenging and
highly costly.

High levels of CO, reduction at the
individual dwelling scale often relies on
installation of photovoltaics.

This is not the most cost-effective
means of reducing CO.,.



Case Study (3) — Cambridge City development. The of fset fund could
reallocate investment into better opportunities in the City or partner districts
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Low carbon infrastructure in
major developments
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Investment in renewable energy
projects in partnering districts
with stronger resource
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The option of paying into the offset fund reduces
the cost to developers in the City and provides
finance to unlock high potential projects elsewhere.



Summary (1)

« The Carbon Offset Fund is a means of directing developer investments in CO,
reduction into the projects that are most cost-effective and highest impact.

« The Fund’s performance will be judged on the CO, saved per pound invested.
It is not-for-profit and will invest any financial return into future projects.

 The Fund should provide additionality — it should invest in carbon reduction
projects that would not occur without the Fund’s assistance.

 The major long-term role for the Fund is as an Allowable Solution, once zero
carbon homes and non-domestic buildings policy is in force.

e The case for inclusion of local offset funds as all owable solutions needs
to be made to central government.

» Developer contributions into the Fund could be collected under an existing
planning mechanism, e.g. S106 of CIL. There are some issues to be resolved
with each mechanism. A new mechanism could be introduced as part of zero
carbon policy.



Summary (2)

The proposed Cambridgeshire Offset Fund is larger than currently operating
funds, potentially including six councils. Partnership working increases the size
and impact of the fund and increase the likelihood of attracting further investment.

The Fund could invest in a wide-range of types of project, from energy efficiency
Improvements to large-scale infrastructure. This will depend on the priorities of
the Fund partners and potentially the route used to collect developer investment.

The offset fund could be instrumental in Cambridgeshire’s decarbonisation efforts.
Potential investments benefits include:

Optimum low carbon infrastructure at strategic sites, e.g. Northstowe

Extension of district heating systems into the existing stock, e.g. St Neots.

Cost-effective CO, reduction to offset growth — Cambridge City

Long-term the fund could provide stimulus to a wide-range of CO,, reduction
projects, such as low carbon vehicles.



