The key implications of the Carbon Reduction
Commitment

Some frequently asked questions
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The objective of CRC J

Generate behavior and
infrastructure change to improve
energy efficiency
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* The “organisational” structure specific
* Buying and selling subsidiaries and sites
» Landlord and tenant responsibilities
 Private Finance Initiatives
« Education

« Administrative and allowance management
» Forecasting payments and recycling
 Creating the evidence packs and sign off

« Addressing the myth of early action

» Key actions and priorities

» Questions
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The single entity organisation will be responsible for
determining qualification (primary member)

Organisations that are part of a larger organisational
group must act together

Organisations with at least 1 HHM settled on half hour
market will be included:

> 6,000 MWh full participation
< 6000 MWh information disclosure



[ National Holdings PLC }

Educational Servi|

PLC What is the boundary on individual

| . responsibility?
[ ESducal_tion }[ Eglur?atilon ¢ Corporate reSpOnSIblllty
B » Subsidiary responsibility

* “Group”
[ . } * Single building

Specialists Ltd
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Organisational groups participate as single entity
even if individual subsidiaries qualify standalone

Parent company acts as primary scheme
member. If parent is outside UK then UK parts
grouped to form single CRC participant with
highest member responsible.

Qualification based upon emissions from
organisational structure as of 31 December 2008




For large (or principle) subsidiaries separate
emissions report required if emissions are
significant enough to qualify for CRC alone.

Reporting of absolute emissions only not growth
or early action.

Requirement is to enable historic transfer of
emissions in event of acquisition or disposal of
assets for reduction of loss coverage and to
ensure fairness of scheme




Organisational Structure j

Where smaller sites or subsidiaries are acquired
of or disposed contribution would be picked up by
aggregate emissions and growth metric.
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[ National Holdings PLC }
e Special arrangements

[ | }[ ' » Central government

Educal

Schor  Joint ventures and PFl
* Landlords and tenants
* Franchisees

[ penci } * Schools/Education

Specialists Ltd

Education
Suppliers
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Organisational Structure j

Lo

The counterparty to the energy supply
contract is generally the responsible party
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Landlords and Tenants j

Landlord / Tenant — energy used in leased
buildings is the responsibility of the person who
has the contract with the energy supplier
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Landlords and Tenants

Type of bullding

Dieacription of enengy provigion

arangamants

Landiord reaponaibliities under CRC

Tanant reapona iblitea under
CRC

Wihaole bullding let
o teanaant

Whaole buliding ks fully ket io tenant
and therefore fenant la lkely o
hold reaponalbliity for punchaaing
the enengy it conaumea, rather
than landiord belng counfarmpary
1o the enangy billa,

I the landiond aupindiea the anengy
o the f=nant’s premiaea, and
recovers the coat from the tenant,
then the landiond (or the higheat

parent onganisathon of the landiond)
will be reaponalble under the CRE.

In mioat ceasa, the tenant will be
the CRC pariicipant (i it mests the
gualification criteria).

Tenant uaually has
reaponalblity for buying the
enangy it conaumea,

R eapona lbliity for compilance
with CRC will reat with the

tenant {or higheat parant
organiaation of fanant).

Mutl bet type

Landlond provides enengy uasd
for the common parts but tenants

have thelr own enengy aupplies for
e Cemiast areEg.

Lamnalond reaponalble for enangy
ussd In common parta.

Tenania reaponalble for
ENErgy USe In helr oremiasa,
It muat be added fo thelr other

enengy uaes for purpoass of
gauging incheslon, and for

calculating their total footprint.

Source: The carbon reduction commitment a guide for landlords and tenants (www.bpf.co.uk)
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Landlords and Tenants

Type of bulliding

Diea cription of enengy provialon

Landiord reaponaibliities under CRC

Tenant nemnin Sl e, Lanher

Muttl It type 2

BITANpeIments

Landiond provides the anangy
uasd for commaon paris and alao
guppdiea the enengy to the tenanta
oreTIasa.

With no sub-meiering, the landiond
wiould normally bl the fenant fora

progartion of flsor anea.

Reaponalbliity for compllance with
CRC falia entiraly on the landiond.

CRC

Mone

Muttl bt type 3

Lanalond provides all the enengy
uasd for the common paria,

and alao suppliss the enangy 1o
fznant’a premisea — but with such
enengy Sub-metsnsd.

Sub-metering enables landiond 1o

bl tenants for thedr actual anengy
-

Reaponalbliity for compllance with
CRC falia antirely on the landalond.

Mone

Source: The carbon reduction commitment a guide for landlords and tenants (www.bpf.co.uk)
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The franchisor is responsible for the energy of
franchisee and is the responsible person.

unless

the landlord is the counterparty to the energy
supply contract



PFI, JV, PPP, BDFO

Majority stake > 50% then energy use is
aggregated with majority owner organisation

No maijority stake > 50% then considered as a
separate organisation



PFl School — where PFl is counterpart to energy
supply contract, energy use will be attributed to
PFI company

University — Participate as separate
organisations, for collegiate universities the
iIndividual colleges are grouped under their
respective university

State funded schools the Local Authority is the
responsible person with each school being the
associated person. This includes Foundation,
Voluntary Aided, Academy etc



“an associated person (school) must provide the
responsible person (local authority) with all such
assistance, including the provision of information or
records, as is necessary to enable the responsible
person to identify fully, and discharge, the
requirement imposed on the combined participants”



Administrative and allowance management J

J A J o J A J o J A J o J A J o

Purchase
from I:I .

government

Report and

surrender I:I . |:|
Recycle i |:| .

Secondary
Second —

Allowances purchased for 2010/11 (in
arrears) and 2011/12 (in advance)
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Administrative and allowance management }

Calendar Year

2010

J

Scheme Year

Purchase
from
government

Report and
surrender

Recycle

Secondary
Market
purchase

www.i-prophets.com
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J o J A J o J A J o J A J o

2010/11

.

Recycling aIIowance.\s purchased April
2011 relating to activity prior to 31st
March 2011 (early action)

_
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Administrative and allowance management J

Calendar Year

2010

J

Scheme Year

Purchase
from
government

Report and
surrender

Recycle

Secondary
Market
purchase

www.i-prophets.com

A

J

(o)

2010/11

J A J o J A J o

Recycling allowances purchased April
2012 relating to performance 2011/12
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Administrative and allowance management J

J A J o J A J o J A J o J A J o

Purchase
from i I:I .

government

Report and
surrender |:|

] []
Recycle |:| .
Secondary
Second —
purchase

Secondary market ‘open’ from purchase
to report of ‘scheme year’

1- prophets _ oy
energy services*

www.i-prophets.com



Administrative and allowance management }

Factor

Phase |

Goal: Learn, master systems

Goal: Forecast, reduce. track, optimize

Phase Il

* Qualifying year - 2008
Baseling year — 2010-2011
Year 2 —2011-2012

Deductions for CCA & EU-ETS

W

« Starts April 2013

New Qualifying Period

New Baseline Year

All Participants must reassess
No sarly aclion deductions:

Allowance

» Unlimited Allowances
Fixed Price - E12/Tonne

+ Caped allowances - no Safety valve
Price sat by aucfion

dei"ﬁ Year 2 double sale — Aprll 2011 Allowances must be from prior year
Value & No third-party purchases at sale Linﬂtmmdnutabmwmm
St ry trading thereafter ; thereafter
rategy Safety valve tracks to EU-ETS Emkh&gbmmﬂiuwmmnuaﬂ
Revenue « Performance league rank * Performance league rank
- - Absolute metric (relative) - Absolute metric (relative)
- early actian - no early action
- growth - grawth

Yr1=+-10%, YR2 = +J-E-EEH-‘E

Yrad—¥r8, +/-30 - +-50%
Auction bids require carsful planning

www.i-prophets.com
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Concept is to protect against unit price becoming
excessive

participant pays deposit price

scheme purchase from EU ETS

scheme calculates actual price and
requests additional funds or provides re-
fund

corresponding available credits in EU ETS
are cancelled

scheme will never sell for less than £12

Revenue from ‘safety valve’ sales not included in
recycling pot




Administrative and allowance management }

Factor Phase | Phase Il
Goal: Learn, master systems Goal: Forecast, reduce. track, optimize
« Qualifying year — 2008 « Starts April 2013

Baseline year — 2010-2011
Year 2 —2011-2012
Deductions for CCA & EU-ETS

Sels stage for year 2 Targels

New Qualifying Period
New Baseline Year
All Participants must reassess

No early ambn-dema.l:lnns-\

» Unlimited Allowances

Caped allowancas - no Safety valve

Allowance Fixed Price - £12/Tonne Price set by aucfion
Trading Year 2 double sale — Aprll 2011 Allowances must be from prior year |
Value & o third-party purchases at sale Lkrﬂtm%ﬂdnﬂfﬂbﬁh'mm
rategy Safety vaive tracks to EU-ETS Emmng-bum allowances canosll
Revenue « Performance league rank - pW
- - Absolute metric (relative) - Absolute metric (relative)
- early action - no early action
- growth - grawth

Yr1=+-10%, YR2 = +J-E-EEH-‘E

Yrad—¥r8, +/-30 - +-50%
Auction bids require carsful planning

www.i-prophets.com
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Costs and Cash flow J

Phase One
CRC Footprint (tCO,) 5,000 50,000 100,000
Approximate energy bill: N 760k ~ £7.56m - £15m
Annual allowance cost \‘LQ\\'G £60k £600k £1.2m
Double allowance purchase cost in 2011 . £120k £1.4m £2.4m
Phase Two
®
Annual allowance cost %\’LQ\‘ FEOK E600k £1.2m
£2.5m £5m
£250k
G& ﬁ ﬁ
Annual allowance cost %‘.&Q\‘ FB0k £600k £1.2m
i- prophets
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Forecasting

=2

Cash flow demand, increase or
decreases based upon purchase

requirement

|
== Vdaa\ N

S == CETE

YR

\ /

B —am

Lo \ N

— Best — -Worst —Average|

Date

www.i-prophets.com

1- prophets y
energy services*



Forecasting j

! L

Apr-11 Aug-11 }-Dec- 11

At

— Best — - Worst +Averag\/|
VA

/ /

Value ‘at stake’ or risk increases throughout
the duration of the scheme years, multiplying

in phase II dramatically
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Metric Year 1 Year 2/3 Year 4/5
Absolute 0% 60% 75%
Early Action 100% 20% 0%

Growth 0% 20% 25%



 Self certification scheme

« Evidence packs to record verification
 ‘Lodged’ via online registry

* Administer by Environment Agency

Two reports

 Footprint report
« Annual report



Reporting and Surrendering Allowances j

Plaben aol vour compaty Suiele L. ——

Capturs Parwr Dalalen

—_— - 5

Frimmry Conler] Dutalis

| ey gy l u E.-I - o . - Sw< cindary Conlegi Deleila

Larmties Lostatl Ldaon

Pty Cor htryre
Faresabon Declarsten

Eynin e Lladd
Crundyrg Fubpadwswe

CCa Fugrgitioe

Eurrufy = mlais
TR AN TICITIRE
Pyprmn
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The evidence pack must contain:

- structural records

- data records

- record of special events

- data for early action and growth metrics
- support for exemptions and credits

2010/11 Evidence must be kept for duration of
scheme, other years for 5 years from end of
phase

20% Audited per year.. 100% Audit in duration
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« Company Director (or equivalent) of the
participant must sign annually

* Records must demonstrated information is “true,
accurate and complete”

 Potential for Directors to be criminally liable for
false or misleading statements



Penalties - Criminal

Offence Penalty

Falsification Summarily
« Imprisonment up to three years
« Knowingly or recklessly make false or misleading « Fine up to £50,000.
staterment
« Falsification of evidence Indictrment
« Imprisonment up to two years
« Attempt to deceive or mislead the administrator. « Fine {undetermined).

MNon-compliance with enforcement
« Failure to comply with an enforcement notice
« Intentionally obstruct the administrator

« Failure to provide assistance, facilities and information or
to permit any inspection

« Failure to appear, or prevent any other person from
appearing, before the administrator as part of an inspection.
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Penalties - Civil

Non- Penalties
compliance

Failure to = Immediate fine of £5,000 imposed for failure to register by the deadline
register
= Further fine of £300 per working day for each subsequent working day of
delay until last working day of July (the next reporting deadline)

= Publication of non-compliance.

Failure to = Where an organisation with a Half Hourly Meter (HHM) that does not meet
disclose the qualifying threshold fails to make an information disclosure, a one-off fine
information of £1,000.

Failure to = Immediate fine of £5,000 for failure to provide a footprint report by the
provide a reporting deadline

footprint report

= Further fine of £0.05 per tonne of carbon dioxide (tCO,) per working day for
each subsequent day of delay up to a maximum of 40 working days. This
part of the fine is doubled after 40 working days

= Publication of non-compliance.

Failure to keep = Fine of £5 per tCO, of total emissions reported in the most recent annual
adequate report
records

= Publication of non-compliance.
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Early Action — Why?

RKED EXAMPLE:

. Company A Company A
Company A | Company B spends ~6% gains ~ 20%
“Early “Wait until less on energy less from the
mover” 011" over the period CRC (~
~ £440k £60k
Current annual 10,000 tCO2 (~ £1.3 m ( ) )
emissions energy spend) &
Emissions 35% reduction vs current = 0.2 0.
reduction target emissions by 2015/16 . r_:
= za
St“fggfm Steady 700 S q
Carbon |'EductT::|n tCO2 reduction E %
emissions each year each year E o o
S TiR 2 O ad= _g _
reduction from 2009/10 tfrc:_m "E'ﬁl“;h‘b g 8 7-0.7.4
strategy to reach ¢ reach o, Energy spend CRC be
tCO2 by
6,500 tCO2 i
by 2015/16 2015/16
Yy UL BCompany A OCompanyB H
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Energy Cost savings easily outweigh any
additional recycling benefits

Cash-flow ‘ease’ with need to purchase fewer
emissions

Opportunity to gain Carbon Trust Standard,
leading to higher recycling bonus

Potential damage to CSR reputation through lack
of action



Determine approach to compliance
|dentify organisation
Manage uncontrolled exposure
Early action metrics

Make sure systems are in place to gather and
manage data and forecast emissions

Engage experts, don’t be mislead
Implement energy savings — be proactive
Further information ....
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www.esta.org.uk
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www.carbontruststandard.com
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