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ANNEX 2

Funding of Energy Conservation Improvements Using the Prudential System

Business Case
Climate Change and Energy Use

(1) The Prime Minister recently described climate change as ‘the most important environmental issue facing the world today.’  Others have gone so far as to claim it is the most serious threat to human existence.  Many scientists indicate that recent warm years and the increase in frequency of extreme weather events are signs of an already changing world climate. 

(2) Energy use, in its various forms, is the most significant contributor of 'greenhouse gases' that are thought to be causing climate change. Furthermore, carbon dioxide (CO2) is the most significant of these gases. In recognition of this, scientists have called for a 60% reduction in global CO2 emission between 1990 and 2050. It can be argued that the more developed areas of the world (such as the UK) need to reduce their emissions by more than 60% to compensate for the inevitable increase in emissions that is happening through industrialisation of less developed nations.

International & National Measures to Reduce CO2 emissions
(3) Agreement about how to proceed as a global community is difficult to reach, as demonstrated by the struggle to ratify the Kyoto Protocol which makes only a start on the 60% reductions scientists say is required.
 Having said that, the UK Government has gone beyond the Kyoto commitment and adopted a target of a 20% reduction in CO2 emissions by 2012 (as compared to 1990)  and has, in the past, recognised the need to reduce greenhouse gas emissions by up to 90% in developed nations. It has promoted and implemented a number of initiatives to encourage and facilitate emission reductions. These include taxation (e.g. Climate Change Levy), information and advice programmes, capital grant schemes, tightening of Building Regulations and involvement in Emission Trading schemes. Unfortunately, despite these initiatives, in recent years emissions nationally have actually increased.

Reviews of Oxfordshire County Council’s Approach

(4) A recent Inspection Report of the County Council’s approach to Sustainable Development by the Audit Commission, noted that the Council provides good Sustainable Development services but that its aims are broad and the implications for service delivery are not always clear. In addition, it stated that ‘the Council’s progress in improving its own sustainability has been inconsistent’ and ‘the Council’s integration of sustainable development into its property services is still developing’.

(5) The Council’s Environment Scrutiny Committee recently reviewed the Corporate Environmental Policy including climate change and energy and recommended that the Council should take all necessary measures to reduce its energy consumption and the carbon emissions caused by its own activities. It further recommended the adoption of a target of a 60% reduction in CO2 emissions by 2050 (base  year 1990) and the consideration of ways of increasing the capacity for renewable energy within Oxfordshire. The recommendations were not approved by the Executive, pending the outcome of the Audit Commission review.

(6) In the 2003 publication ‘Raising our performance 2: Organisational Improvement Plan 2003 – 2005’, the County Council has acknowledged that ‘many of our buildings suffer from a history of under investment’ and that ‘failure to invest is short sighted … we need to turn this situation around.’’ While this applies most visibly to maintenance issues, it applies equally to energy use and resulting environmental impact. Furthermore, there is a direct link between maintenance and energy use in buildings. 

Policies and Service Delivery

(7) The County Council is a signatory to the Nottingham Declaration on Climate Change
. Although not apparently a prime mover in terms of the Council’s actions to reduce its impacts, it does commit the Council to a number of actions including achieving significant reductions in greenhouse gas emissions from our own operations. Of more relevance is the County Council’s own Energy Policy. This includes a commitment to a 30% reduction in CO2 emissions resulting from energy use in its 'centrally managed' properties between 1990 and 2005. The policy encourages a similar reduction in properties with delegated responsibility for energy (i.e. schools). 

(8) The Council has continuously funded an Energy Management service that provides :

· a range of information, advice and training;

· energy purchasing;

· monitoring of use and cost;

· identification of waste and measures to reduce it; and

· surveying and active involvement with establishments to help them reduce energy use. 

(9) Whilst all of the above actions provide significant contributions to reducing environmental impact, achieving the challenging CO2-emission-reduction targets requires further commitment in the form of capital to reduce heat loss, install more efficient equipment and more closely control energy consuming plant. This is emphasised by the fact that, whereas CO2 emissions reduced in line with the target during the 1990s, they fell behind the target during the first few years of this decade. This can be attributed to three primary factors:

1. the expansion of the use of electrical equipment (mainly computers) in Council properties resulting in an increase in energy use;

2. the significant decline in energy prices in the late 1990s and the first few years of this decade, reducing the incentives to save; and

3. the lack of consistently available capital funds for investment in energy saving measures (funds have been available in only 3 of the last 8 years and even then at levels considerably below that available until the mid-1990s).

(10) In the last few years, emissions have been reduced to below the target through the purchase of renewable energy for almost all of the Council's electricity. Unfortunately, there is no guarantee that it will be possible to continue to purchase such electricity - demand far outstrips supply currently and the installation of new capacity has been slow. The chart below shows actual emission levels against the target, and indicates the level that would have been achieved had renewable energy not been purchased.
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(11) In addition to the ‘environmental’ justification for investing in energy-saving projects, there is a renewed financial imperative for doing so. There has been much discussion in the press during the last year about rising energy prices. The Council itself has experienced significant increases in gas and oil prices in the last few years to the point where current annual gas costs are approximately double those of 3 years ago, an increase in annual expenditure of about £1 million. The Council has benefited from electricity contracts that established fixed prices at very low rates in 2002 and 2003, just before prices began to rise. A significant increase in price has recently taken effect for the majority of Council properties and the largest 35 properties will experience a price rise in September 2005. The total increase in annual expenditure for electricity will be in the region of £500,000.

(12) Efforts will continue to obtain best possible prices for energy and the Energy Management service will continue to provide ongoing support for energy savings. However, reducing environmental emissions will require capital investment. Fortunately, the programme of energy surveys delivered by Atkins over that last few years has identified many opportunities for investment in energy (and water) saving measures with favourable 'payback' periods. It is likely that there is as much as £1 million of 'invest to save' work that complies with the parameters set for funding using the prudential system.

(13) In addition to identified energy saving projects at establishments, opportunities exist to improve the design of new and refurbished buildings and for investing in renewable energy projects. Many of these will be difficult to deliver without an identified and dedicated source of capital funds. A further justification for making funds available is that many grant schemes require that matching funds are provided by the bidder. Having such funds available increases the likelihood of success and puts the Council in a position to be able to respond more quickly and positively to funding rounds.

(14) Finally, as well as reducing environmental emissions such as CO2 and saving money, energy conservation investments often improve comfort conditions through such things as reducing drafts and cold-air infiltration, eliminating overheating and improving lighting levels.

Investment and Repayment Procedure

(15) A programme of potential investments has been compiled by Atkins and is added to as each energy survey or site investigation is completed.  Whilst some tendering will be required to establish contracts for the supply and installation of specialist equipment, others can be implemented on site by the term Repair & Maintenance contractors. The period up to the end of March 2005 will be used to undertake the necessary tendering with a view to implementing projects from 1 April 2005. The appended table details the level of funding that can be applied to various categories of project during the 2005/06 financial year. The table is divided into Category A and Category B projects across delegated and non-delegated establishments. Category A projects are those with very short payback periods (4 years or less) while Category B are those with slightly longer paybacks.

(16) Repayment will be arranged as follows:

Delegated Sites (schools):  The Council's Property Consultant will present to these establishments the case for investment, emphasising the benefits previously identified in the energy survey or site investigation. They will gain signed agreement from the appropriate officer of the establishment to the repayment of the Capital funds, plus applicable interest and fees, over an appropriate period. Repayments will be set at such a level that one-half of the savings are retained by the establishment. The repayment levels for individual establishments will be notified to Learning & Culture by the Corporate Property Group on an annual basis so that delegated budgets can be reduced. In addition, as a further precaution, Education Finance will be contacted prior to an agreement being reached at any particular school to ensure that, as far as they are aware, there are no financial difficulties. Efforts will be made to undertake a package of measures at individual establishments in order to further decrease overall project costs.

Non-Delegated Sites: Packages of investment projects will be put together for various service directorates and these will presented to the relevant Business Manager for approval. As with Delegated Sites, agreement will be gained for the repayment, which will be notified by the Corporate Property Group to the relevant Financial Manager so that budgets can be reduced. This may need to be revisited following a review of Accountancy for Property which is currently being undertaken with a view to a revised arrangement being put in place from 2006/07.
Use of Prudential Funding

(17) Prudential Funding guidelines require that Revenue savings from investments cover the cost of borrowing. Oxfordshire County Council has previously indicated that it will only use Prudential Funding for ‘Invest to Save’ measures. The arrangements for securing the funding for the financing charges explained above would satisfy the guidance for the Prudential System.

Financial Summary
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6
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Potential Energy Conservation Capital Investment Projects

Category A Projects (Simple Payback 4 years or less)

1. Delegated Sites - 

Project 
Investment (£)
Annual Saving (£)
Anticipated Payback (years)

Cavity Wall Insulation
25,000
6,250
4

Reflective Radiator Panels
10,000
5,000
2

Boiler Controls (e.g. Savastat)
7,500
2,500
3

Light-fitting Control Gear
75,000
25,000
3

Voltage Regulation




Urinal Flushing Controls
6,000
2,400
2.5

Variable Speed Drives




Thermostatic Radiator Valves
14,000
3,500
4

TOTAL
137,500
44,650
3.1

2. Non-Delegated Sites

Project 
Investment (£)
Annual Saving (£)
Anticipated Payback (years)

Cavity Wall Insulation
2,500
625
4

Reflective Radiator Panels
1,000
500
2

Boiler Controls (e.g. Savastat)




Light-fitting Control Gear
21,000
7,000
3

Voltage Regulation
31,000
12,400
2.5

Urinal Flushing Controls
1,000
400
2.5

Variable Speed Drives
5,000
1,667
3

Thermostatic Radiator Valves
1,000
250
4

TOTAL
62,500
22,842
2.7

Category B Projects – payback more than 4 years

1. Delegated Sites

Project 
Investment (£)
Annual Saving (£)
Anticipated Payback (years)

Draught stripping
2,500
500
5

Secondary Glazing
7,500
1,250
6

Lighting Controls
30,000
4,300
7

High Frequency Lighting *
45,000
6,429
7

Push Taps
10,000
1,450
7

Scale Inhibitors *
4,000
667
6

Pipework Insulation
2,000
400
5

Loft Insulation
10,000
1,667
6

TOTAL
111,000
16,663
6.7

2. Non-Delegated Sites

Project 
Investment (£)
Annual Saving (£)
Anticipated Payback (years)

Draught stripping




Secondary Glazing




Lighting Controls
2,000
286
7

High Frequency Lighting *
10,000
1,429
7

Push Taps
2,000
285
7

Scale Inhibitors *
1,500
250
6

Pipework Insulation




Loft Insulation




TOTAL
15,500
2,250
6.9

* These projects are more commonly undertaken via Repairs & Maintenance funds but significant energy savings are achievable and investment from Energy funds can be justified if the project is not schedule for R&M funds in the short term.

� The Kyoto Protocol is an international agreement that, with the recent ratification by Russia, has  become legally binding. It requires industrialised nations to reduce emissions by 5% between 1990 and 2008/2012. As part of this agreement, the European Union as a whole has a reduction target of 8% while the UK has committed to a 12.5% reduction. 


� The Declaration, specifically for Local Government, was launched in October 2000 and commits signatories to develop an action plan to tackle climate change, in conjunction with their communities.
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