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BACKGROUND 

 
The FINERPOL project aims to increase investment in energy efficiency and renewable energy in buildings in Europe. As part of the programme, Plymouth City 
Council is developing a Fund to provide investment finance to public- and private sector organisations looking to implement energy efficiency, sustainable energy 
and low-carbon projects that will help them meet their energy and low-carbon targets.  
 
EnergyPro has been commissioned by the FINERPOL project to outline the rationale for the Fund, the high-level operational and risk considerations involved, and 
to prepare an ex ante report. EnergyPro has already produced a phase 1 report, entitled High level advice on structuring of finance for energy efficiency and low-
carbon projects, which can be found in Appendix 1.  
 
This document is divided into three sections: 
 

• The rationale for creating a low-carbon fund for the South West 
• The ex ante report 
• Appendices 
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INTRODUCTION  

 
The UK energy market is undergoing its most significant energy transformation in a generation and the transition to a low-carbon economy is underway. For this 
transition to take place, many billions of pounds of investment will be required over the coming decades. The recent National Infrastructure Plan suggests that 
investment of £117.4bn will be required in the energy sector by 2021. The South West is home to around 10% of the UK’s population and, while it is predominantly 
rural, one can reasonably assume its low-carbon sector will require at least £8-10bn of investment. This is underpinned by a recent report, commissioned by the 
West of England Local Enterprise Partnership (LEP), which identified a £2.5-3bn investment requirement for the region’s domestic building stock alone.  
 
This considerable investment will have to come from a mix of public- and private-sector sources, as the government and the public sector have already conceded that 
there is simply not enough in the public purse to fund the level of investment required. The local authorities and wider public-sector organisations of the South West 
have a significant opportunity to collaborate and pool energy projects on an aggregated scale that will not only generate financial savings and carbon reduction, but 
also bring significant economic benefit, employment opportunities and skills development to the region. The South West has a nascent environmental and energy 
ecosystem, and one important component it needs is a South West Low Carbon Fund that can act as a focal point for the region’s energy transition. 
 
To facilitate the development and ongoing operation of the South West Low Carbon Fund and ensure that the South West receives its much-needed investment, 
it is vital to identify an initial pump-priming source of investment funding. Throughout this assessment process, the level of stakeholder engagement has made it 
abundantly clear that there is robust support for developing the South West Low Carbon Fund alongside the project development unit (PDU) to accelerate the 
region’s significant existing and expanding pipeline of energy projects.  
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THE RATIONALE FOR CREATING A LOW-CARBON FUND FOR THE SOUTH WEST 

 
The rationale behind establishing a specialised South West Low Carbon Fund is to address market failures. There are different types of market failure that prevent 
projects from proceeding to implementation: first, where projects are economically viable for public or private finance, but other barriers, such as informational 
asymmetry and structural factors – for example, small project size, a lack of capacity for stakeholders to develop projects to bankable status, and a lack of capability 
within the financial sector – mean that projects do not proceed to implementation, and second, where projects are not strictly financially viable due to low returns 
but have significant positive externalities, which, if valued properly, would make the project viable.   
 
The South West Low Carbon Fund is not intended to support projects that are simply not financially viable. Equally, it should not be used to address projects that 
are viable, but where stakeholders are simply looking to improve profitability through concessionary finance. The Fund should target those projects that are not 
currently, but could be, viable given assistance to overcome one or more of the barriers identified; this may include cost of capital. It is for the Fund Manager to 
decide and demonstrate if informational asymmetry or financial viability are the cause of project failure. 
 
It should be noted that: 
 

• There are many potential, economic projects that may not receive funding from conventional, private-sector equity and debt providers (in other words, 
there is a market failure). 

• Other potential projects are not economically viable without valuing externalities.  

• Investing in low-carbon projects helps to achieve environmental objectives, but also contributes directly to economic development and job creation in a 
region, in addition to addressing social problems, such as fuel poverty. 

• There are insufficient public funds to invest in all economic projects and to invest at the rate needed to meet national and regional carbon emission-
reduction targets. 

• Blending public funds with private funds can help to provide the low-cost finance required for infrastructure projects. 

• Several agencies in the region, including the South West Energy Hub and the regional local enterprise partnerships (LEPs), will increasingly be bringing 
forward project opportunities that will need  

- a) additional project development assistance to make them bankable, and  

- b) a source of funding*. 

• A regional fund will act as a focus for low-carbon projects across the region and help to increase the flow of projects through the development process to 
implementation. 

 
* Note: ‘Funding’ is the act of raising capital to conduct an activity. The South West Low Carbon Fund will be a source of project funding, such as debt funding or equity funding. ‘Financing’ describes 

the means by which that funding is serviced (for example, a project will finance the debt through anticipated project revenues). Ideally, an energy-efficiency project will finance itself through energy 
cost savings. 
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Following engagement with stakeholders in the South West, it is clear that there is a need for the proposed fund. The lack of funding sources is seen as a significant 
pinch point in being able to deliver low-carbon projects in the region. Government policy is currently focused on the development of regional infrastructure, such 
as the South West Energy Hub and the LEPs, which are geared towards and will be judged on delivering the national low-carbon agenda.  
 
The South West Energy Hub and the Project Development Unit (PDU) are essential components in developing low-carbon projects in the region, but without 
access to local funding, project delivery is likely to be slow. The South West Low Carbon Fund will act as a focal point and source of investment monies that will 
be critical to the South West’s ability to meet its low-carbon targets and to start delivering projects at scale.  
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WHAT WILL THE FUND LOOK LIKE? 

 
The proposed South West Low Carbon Fund will be established to provide funding for low-carbon projects in the South West. It should have the following 
characteristics:  
 

• Have a target £100mn fund size; 

• Be a blend of public and private funds to reduce the cost of capital to projects; 

• Be primarily a debt fund; 

• Be broad in scope, spanning a range of sectors and technologies, including energy efficiency, distributed generation, demand response, storage and 
e-mobility; 

• Have an independent Fund Manager to run the fund and help secure investment, procured using an open dialogue approach or similar (see 
Appendix 3 for the outline terms of reference for this procurement process); 

• Collaborate with the proposed PDU being developed to ensure a flow of projects into the fund; 

• Use energy performance contracts, but remain open to other contract forms and platforms, particularly for smaller projects; 

• Operate best-practice risk-management systems, including standardised project-development tools (see Appendix 4 for the outline risk-
management process); 

• Operate an institutional structure that binds in consortium members as far as possible to bring projects to the fund; and 

• Consider a structure that returns some funds to project owners for use in social projects, such as fuel poverty-mitigation measures, if possible. 

 
With the development of other resources in the South West, there now appears to be a clear process and operational synergy between the relevant organisations. 
The linkage between the South West Energy Hub, the proposed ELENA-supported Projects Development Unit and the South West Low Carbon Fund are the key 
constituents that will allow the South West to make significant advances on its low-carbon journey.  
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WHAT BENEFITS WILL THE FUND PROVIDE? 

 
The South West Low Carbon Fund will provide significant benefits to the public sector, the environment and the wider South West community. The immediately 
identifiable benefits can be split between those stakeholders who engage and support the fund at its inception and the wider benefits to users of the Fund. 
 
Initial supporters of the Fund can benefit from: 
 

• The opportunity to shape the investment policy of the Fund, its scope and objectives; 

• Involvement in the procurement process to select the Fund Manager; 

• Nil or reduced membership fees, which might otherwise be charged to new entrants to the partnership; 

• Priority access to the PDU resource; 

• Earlier realisation of the value added of investments; and 

• First access to potentially limited grant and private-sector leverage. 

 
Those that use the Fund will benefit from: 
 

• Access to best-in-class technical, legal and financial due diligence and ongoing project monitoring through the Fund Manager and PDU; 

• Potential PDU and Fund support across the consortium to bring forward pools of projects for commercial structuring and procurement, which could 
then benefit from economies of scale; 

• Depending on the structure developed and the demonstration of best-value funding, the potential provision of project-development funding; 

• Energy benefits, including energy cost savings and reduced exposure to price volatility; and 

• Non-energy benefits, including local employment, health and welfare advances. 
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PROJECT LIFECYCLE AND STAKEHOLDER ENGAGEMENT 

 
The South West Low Carbon Fund will become a cornerstone of the development and delivery of low-carbon projects in the South West. There is a clear interaction 
between the newly created South West Energy Hub, the proposed Project Development Unit being coordinated by Bristol City Council with the ELENA grant and 
the Fund. The operational diagram provides details of projects steps, which organisation oversees the steps, the document sets required, the agreements required, 
decision gates, governance steps and the level of project risk associated with each stage. 
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FUND GOVERNANCE 

 
It is vital that a clear set of governance structures be put in place for the day-to-day operation of the South West Low Carbon Fund. The below diagram outlines 
the proposed governance structure of the Fund.  
 

Fund governance structure 
 

  
 
The precise governance arrangements of the Fund will depend on the degree of control the consortium members wish to retain and the outcome of the 
procurement process. The outline governance structure above sets out clear roles and responsibilities for stakeholders within the Fund’s structure. 
Consortium/founder members of the Fund will sit on a Steering Group that will have the ability to shape the Fund, its direction, its investment focus and the like. 
This will be fed into the Fund’s investment strategy, overseen by the Investment Committee, which will typically be made up of senior representatives of the Fund 
Manager and (an) independent member(s). However, stakeholders may also wish to be represented. The Investment Committee will ultimately give the green 
light to investment projects. The day-to-day operation of the Fund will be carried out by the Fund Manager and its dedicated management team.  
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NEXT STEPS 

 
To develop the proposed South West Low Carbon Fund from here, a series of steps will need to be followed.  

 
 
 
 
 

 
Submit report: In accordance with Article 37 (3) of the Common Provisions Regulation (CPR), the managing authority should submit the ex ante assessment to the 
Monitoring Committee. The ex ante assessment is to be conceived as an iterative process, rather than a strictly linear one. This means that the authority may go 
back and forth in its elaboration and will have to ensure the coherence of the whole assessment. In addition, the summary findings and conclusions of ex ante 
assessments in relation to financial instruments shall be published within three months of their date of finalisation. 
 
Decision to proceed: Ultimately, the success or otherwise of the Fund depends on the engagement of local stakeholders, including local authorities, public-sector 
bodies, the LEPs and the South West Energy Hub, and their agreement to engage with and use the Fund and associated PDU infrastructure. Concurrently with the 
managing authority’s review of the ex ante assessment, the consortium members need to progress internal approvals and funding commitments, both for the 
initial development of the fund and for initial public-sector investment funding. 
 
Sign consortium agreement: A consortium agreement will be needed that sets out the basis of the individual members’ commitment to the fund, including the 
provision of seed funding and an agreement in principle to undertake relevant capital projects via the PDU and fund, subject to pre-determined value-for-money 
criteria. 
 
Initiate Fund Manager procurement: If a Fund Manager is procured through a competitive tender process, in line with the requirements of Directive 2004/18, 
the management fees paid to the Fund Manager are normally considered to comply with state aid regulations, as the tender process will operate as a benchmark 
in terms of the market rate of remuneration. Such a process should, therefore, be considered for appointing the Fund Manager. Legal advisors will also need to 
be identified. Suggested terms of reference for the independent Fund Manager can be found in Appendix 3. 
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Procure Fund Manager: Following the conclusion of a competitive procurement exercise, the authority will contract with the successful Fund Manager, which will 
establish and invest the capital of the new Fund. This will be either directly or via the Fund vehicle established by the Fund Manager, according to the agreed 
approach. Selection is likely to be based on prospective managers’ responses in several categories, including: 
 

• Organisational and individual experience and skills, 

• Investment methodology and governance, 

• Investment strategy and pipeline, 

• Ability to raise additional funding, and 

• Proposed management fees.  

 
Fundraising: As presented in the successful tender, the selected Fund Manager will execute its strategy for sourcing and/or providing the additional funding to 
support the Fund’s investment activities. The strategy will include whether the funding will be secured at Fund or project level, together with any restrictions that 
may apply to the use of the funds. 
 
Ex ante revisions: As market conditions and investment trends may evolve before and during the implementation phase of the Fund, Article 37 (2) (g) CPR requires 
that the ex ante assessment include provisions for its revision. Indicators that could trigger an update include:  
 

• Significant anticipated variances in the proposed scope or output targets after review of LEP energy strategies; 

• Significant variances between the proposed output targets and observed and forecast results; 

• Demand – both in terms of inadequate volumes of the financing to meet the observed project demand, or lower-than-expected demand; 

• Miscalculation of the risk to be taken by the fund: a situation may occur in which the risk profile of the fund is significantly higher than expected, 
leading the fund to incur significant losses, thereby compromising investor capital and its revolving nature;  

• Material change to the economic conditions and funding supply. 

  

The need to update and review the ex ante assessment could be signalled through regular reporting/monitoring of the Fund or through ad hoc or planned 
evaluations (eg, ongoing evaluations). The managing authority’s method of monitoring performance against financial and non-financial targets will require 
submission of a suite of pre-agreed management information to demonstrate performance, as well as regular Steering Group and Investment Committee 
meetings. This will enable the managing authority to assess cumulative performance. In particular, the mid-point summative assessment will assess the fund, at 
which time the ex ante assessment may be reviewed for ongoing relevance. 
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An initial question posed by the consortium is how to access the initial funds to develop the proposed Fund. In addition to any residual ERDF grant allocated by 
the LEPs under Priority Axis 4, there are a number of options open to local authorities when it comes to providing seed investment:  
 

• Where appropriate, capital grants can be provided by the relevant government departments through separate funding streams. The majority of these 
grants are not ring-fenced, giving local authorities much more flexibility on how they can spend the money, provided it is used for capital purposes. 

• Prudential borrowing can be undertaken by the local authority within the affordability limits stated by its auditors, as specified in the Local Government 
Act 2003. 

• Capital receipts from the sale of assets, and/or 

• Revenue resources used by local authorities to support capital spending. There is no restriction on revenue funds being used in this way, although 
accounting conventions prevent capital resources from being used to cover revenue spending. 

 
Given the budget limitations of most local authorities, it is likely that the prudential borrowing option will be most attractive, allowing local authorities to capitalise 
the Fund while covering at least their cost of capital from Fund returns. For the purposes of this assessment, it is assumed that the authorities will invest using 
contingent loan agreements, each with its own detailed investment policy, whereby the investor receives a return from the underlying investment, net of Fund 
operating costs. 
 
It should be noted that representatives of the Ministry of Housing, Communities & Local Government (MHCLG), the Department for Business, Energy & Industrial 
Strategy (BEIS) and South West Energy Hub contacted in the course of this assignment suggested that the FINERPOL team meet and discuss the proposed Fund 
with the senior BEIS team in London, which is looking to support collaborative projects and fund development across the regions. 
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EXECUTIVE SUMMARY 

 

EnergyPro has been commissioned by the FINERPOL project to undertake an ex ante assessment for the purposes of forming a South West Low Carbon Fund to 
support the development and deployment of low-carbon projects in the South West of England, with a specific focus on the retrofitting of buildings for increased 
energy efficiency.  
 
The FINERPOL project is focused on increasing investment in energy efficiency and renewable energy in buildings in Europe. As part of this programme, Plymouth 
City Council is investigating the creation of a sustainable energy/energy-efficiency/low-carbon fund to provide investment finance for public- and private-sector 
organisations to implement projects that help them deliver on their energy and low-carbon targets and aims. 
 
The rationale for establishing a specialised fund is based upon: 
 

• There are many potential economic projects that may not receive funding from conventional private-sector equity providers and debt providers. 

• Investing in low-carbon projects clearly helps to achieve environmental objectives, but can also contribute directly to economic development and job 
creation in the region, as well as address social problems, such as fuel poverty. 

• There is insufficient public financing to invest in all economic projects and to invest at the rate needed to meet national carbon emission-reduction 
targets. 

• Bringing project opportunities through to funding requires a catalyst of development assistance and low-cost capital, which a public-private fund can 
provide. 

 
In recent years, the UK government has invested regionally in infrastructure to support the delivery of the low-carbon agenda. In the South West, this includes 
investment in a number of local enterprise partnerships (LEPs) and, more recently, in the South West Energy Hub. Further to this, a consortium led by Bristol City 
Council has submitted a grant proposal to the European Local Energy Assistance (ELENA) initiative to enable the creation of a Project Development Unit for the 
South West to support the advancement of projects to an investable state. With these organisations in place, the final key component is access to funding; this 
will be provided by the South West Low Carbon Fund. Together, these institutions will provide a focus for stakeholders and a catalyst for projects in the region.  
 
A critical part of the proposed fund is to ensure in a timely manner that, when the ELENA monies have been exhausted, the Fund is able to provide the PDU with 
the financial resources to maintains its activities. At that point, the PDU may or may not remain as a separate entity to the fund; irrespective of structure, the 
project development function will have to be resourced. There are two mechanisms that will provide this financial return to the PDU: 
 

1. Agreed fees for project development work carried out on each project, which are recovered when the project is funded, and 

2. An agreed percentage fee associated with the capital investment on each project. 
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Depending on its complexity, the PDU will agree a fee to provide the support required to develop a given project to an investable point. This fee will be on a pre-
agreed ‘time and materials’ basis for each project and will be recovered at project close. The second income stream to the fund will be in the form of a percentage 
fee on capital raised for projects funded, this will similarly be recovered at project close.     
 
These streams could lead to the following theoretical market rate PDU income:  
 

 
The business case for the South West Low Carbon Fund is premised on the sustainability of investing in energy efficiency through a revolving-fund approach. This 
will see the fund investing on commercial terms (not as a grant) and putting the proceeds towards repeat investments, thereby creating a multiplier effect on the 
outcomes from a single pool of capital, as shown in the diagram on the following page. (It should be noted that rates within the diagram are illustrative).  
 
  

Project 1 
(£3mn) 

Project 2 
(£5mn) 

Project 3 
(£8mn) 

Project 4 
(£10mn) 

Project 5 
(£4mn) 

‘Consulting’ 
fees c. 2% 
c. £600k 

Investment fee  
c. 1.5% 

c. £450k 

Project development 
unit running cost 

c. £1mn 
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This pool of capital will also provide broader benefits in terms of: 
 

• Social returns in the form air quality, health and wellbeing and employment outcomes; 
• Environmental returns through the promotion of renewable energy, lower energy consumption and a reduction in greenhouse gas emissions; and 
• Economic returns to investors through arbitrage on their own cost of capital and the Fund’s portfolio returns, including upside from profitable project 

exit strategies. 
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STRUCTURE OF THIS EX ANTE REPORT 

 

Introduction To meet the requirements of Article 37 of the regulations governing European Structural and Investment Funds 
(ESIF), this ex ante report has been structured to provide the requisite information. The report is broken down 
into sections as follows. 

Approach  Our approach has been to combine desktop research with stakeholder engagement via one-on-one meetings, 
conference calls and two workshops held in Exeter. 

Strategic case The development process of the South West Low Carbon Fund for the South West of England has involved 
EnergyPro and a consortium of local authorities engaging with a range of public-sector stakeholders to 
understand the strategic priorities for the region and how the proposed Fund will support them. Within the 
region, as well as nationally and at a European level, there is a clear strategy of promoting low-carbon 
technologies. The Fund, along with the associated project development unit, would strongly underpin these 
plans. Further information can be found in Section 2. 

Project pipeline and demand A central aim of the FINERPOL project was to assess the need to create a financial instrument in the South West 
to facilitate investment in energy-efficiency and low-carbon projects. The consortium’s work for the recently 
submitted ELENA technical-assistance grant application identifies a pipeline of projects that have been through 
an initial vetting process and which will require nearly £180mn of funding in the coming three years. In addition, 
there is evidence of a significant seam of untapped projects that could come to the proposed Fund when the 
South West Energy Hub (SWEH) and associated LEP energy strategies are completed.  
 
Gaining concrete data on the low-carbon investment requirements of the South West is difficult. Taking 
information from the National Infrastructure Plan and associated reports, it can be estimated that the South 
West will need in the region of £8-10bn. Indeed, a recent report on domestic building retrofit identified 
investment requirements in the West of England LEP area, alone, at an estimated £2.5-3bn.  

Market failure Market failures have been identified according to three broad types: financial, structural and informational. 
These market failures are common to the low-carbon economy, but the South West also has some region-
specific issues that need to be addressed. The proposed Fund and project development unit will be specifically 
designed to address these market failures and build on lessons learned by other financial instruments in the UK 
and Europe. Further information is provided in Section 4.  
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Funding gap The ELENA submission identifies an immediate funding gap for the project pipeline of about £180mn. There is 
also a significant further pipeline of opportunity in the South West that has not been captured, which will 
surface as the LEPs complete their energy strategies and put in place the supporting development 
infrastructure, such as the South West Energy Hub due to come online in 2018. Overall, the funding requirement 
for the energy transition in the South West is estimated at £8-10bn. The aim of the proposed low-carbon fund 
is not only to provide access to significant funding to enable the South West to undergo its low-carbon 
transition, but also to provide a local focus for projects that ensures as much benefit as possible flows into and 
remains in the South West.  

Lessons learned EnergyPro’s engagement with a range of existing UK- and EU-based funds and other local and national 
stakeholders has helped the project to identify a range of lessons from which it can learn. Stakeholders have 
set out a number of core principles that will ensure that the proposed fund has the structure, governance, 
breadth and focus it needs to be successful. See Section 6 for more.  

Value added The Fund will increase the rate of investment in energy efficiency and low-carbon projects in the South West. 
These types of project bring added value on multiple levels. First, there are the direct energy-cost savings to 
the project hosts or energy users. Second, there is an indirect economic benefit from the resultant increase in 
spending power of the project hosts/energy users. Third, there are the direct local and indirect national and 
global benefits of reduced emissions. Fourth, with improved energy efficiency come improvements in health 
and welfare, particularly where energy-efficiency projects address fuel poverty. And fifth, the establishment of 
a specialised fund can help the development of skills and regional supply chains, further adding to regional 
economic benefit. More information can be found in Section 7. 

Design of the financial instrument The proposed financial instrument is a fund that will provide debt finance for projects using a combination of 
public and private funds. The target Fund size is £100mn. The Fund will focus on energy efficiency in buildings, 
but have flexible investment criteria to encompass the full range of low-carbon solutions. Ultimately, the Fund 
will be managed by a commercial Fund Manager and linked to a project development unit to ensure a flow of 
well-developed, bankable projects. The phase 1 report outlining the proposed structure of the Fund can be 
found in Appendix 1. 

Next steps  Section 8 details the proposed next steps in the development of the South West Low Carbon Fund.  
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EX ANTE ASSESSMENT COMPLETENESS CHECKLIST 

 
The ex ante assessment has been reviewed and is considered to adequately cover the following:  
 

KEY CHECKLIST POINTS CPR Ref Yes/No 

Identification of market problems existing in the country or region in which the financial instrument is to be 
established 

Article 37 (2) (a) Yes 

Analysis of the gap between supply and demand of financing and the identification of sub-optimal investment 
situations 

Article 37 (2) (a) Yes 

Quantification of the investment (to the extent possible) Article 37 (2) (a) Yes 

Identification of the quantitative and qualitative dimensions of the value added of the envisaged financial instrument  Article 37 (2) (b) Yes 

Comparison with the added value of alternative approaches Article 37 (2) (b) Yes 

Consistency of the envisaged financial instrument with other forms of public intervention Article 37 (2) (b) Yes 

State-aid implications of the envisaged financial instrument Article 37 (2) (b) Yes 

Identification of additional public and private resources to be potentially raised by the envisaged financial instrument 
and assessment of the indicative timing of national co-financing and of additionally contributions (mainly private) 

Article 37 (2) (c) Yes 

Estimation of the leverage for the envisaged financial instrument Article 37 (2) (c) Yes 

Assessment of the need for and level of preferential remuneration based on experience in relevant markets Article 37 (2) (c)  

Collation of relevant available information on past experiences, particularly in the same country or regions as the 
envisaged financial instrument 

Article 37 (2) (d) Yes 

Identification of the main success factors and/or pitfalls of these past experiences  Article 37 (2) (d) Yes 

Using the collated information to enhance the performance of the envisaged financial instrument (eg, risk mitigation) Article 37 (2) (d) Yes 

Definition of the level of detail for the proposed investment strategy (maintaining a certain degree of flexibility) Article 37 (2 (e) Yes 

Definition of the scale and focus, if the financial instrument is in line with the results of the market assessments and 
value-added assessment 

Article 37 (2) (e) Yes 

Selection of the financial product to be offered and the target final recipients Article 37 (2) (e) Yes 

Definition of the governance structure of the financial instrument Article 37 (2) (e) Yes 

Selection of the most appropriate implementation arrangement and definition of co-financing structure (including 
any envisaged combination with grant support) 

Article 37 (2) (e) Yes 
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Set-up and quantification of the expected results of the envisaged financial instrument by means of output 
indicators, result indicators and financial instrument -performance indicators as appropriate 

Article 37 (2) (f)  

Specification of how the envisaged financial instrument will contribute to delivering the desired strategic objectives Article 37 (2) (f) Yes 

Definition of the monitoring system in order to efficiently monitor the financial instrument, facilitate reporting 
requirements and identify any improvements areas 

Article 37 (2) (f) Yes 

Definition of the conditions and/or the timing in which a revision or an update of the ex ante assessment is needed Article 37 (2) (g)  

Ensure that the flexibility and trigger points are reflected in the monitoring and reporting provisions Article 37 (2) (g) Yes 

The ex ante assessment is submitted to the monitoring committee for information purposes and in accordance with 
Fund-specific rules 

Article 37 (3)  

Publication of summary findings and conclusions of the ex ante assessment within three months of their date of 
finalisation  

Article 37 (3)  
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1. BACKGROUND AND APPROACH 

 

 
1.1 Introduction The FINERPOL consortium commissioned EnergyPro (EP) to undertake an ex ante assessment for the proposed 

development of a £100mn low-carbon fund for the South West of England. The study seeks to: 
 

• Determine the future potential demand for funding for low-carbon projects in the South West region.  
 

• Assess currently available funding sources and potential alternative financing and co-investment 
sources that may be available to the proposed fund.  

 
• Determine the scale and nature of the required fund in relation to the low-carbon schemes the fund 

may look to support and the types of financial structure that may be used, such as equity, debt and 
mezzanine investments. 
 

• Build on the previous assignment carried out by EnergyPro on the strategic choices available to the 
FINERPOL project to structure the proposed fund.  

 
The following report outlines the findings of this assignment. 
 

1.2 Background The FINERPOL project is run by a consortium of public bodies from across Europe. In the UK, it is led by Plymouth 
City Council (PCC). The project is funded through Interreg Europe and is seeking to develop a £100mn low-
carbon fund for the South West of England. Following the commissioning and delivery of a phase 1 report, 
entitled High level advice on structuring of finance for energy efficiency and low-carbon projects, EnergyPro has 
been commissioned to produce this ex ante assessment for the development of the proposed fund for the 
delivery of energy-efficiency and low-carbon projects in the South West.  
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 The consortium is looking to create a fund to finance a portfolio of energy-efficiency, renewables, district-heating 
and low-carbon projects. The Fund will fill a gap in low-carbon project funding in the South West and work with 
the members of the FINERPOL consortium and other relevant bodies, such as the South West Energy Hub, to fully 
develop and invest in large-scale low-carbon projects across the region. By incorporating a project development 
unit, the Fund will add to the regional capacity to develop and implement large-scale low-carbon projects across 
a range of technologies. As well as creating direct economic gains for the South West by reducing energy costs, 
creating jobs and keeping money in the region, the Fund will contribute to environmental improvement by 
lowering carbon emissions and bolster social objectives, such as health outcomes.  
 
In its phase 1 report, EnergyPro provided recommendations on developing the fund:  
 

• Establish a fund with blend of public and private funds to reduce the cost of capital to projects. 
• Target a fund size of £100mn. 
• The fund should primarily be a debt fund. 
• Ensure the fund is broad in scope, including a range of sectors and technologies, from energy efficiency, 

distributed generation and demand response to storage and e-mobility. 
• Procure an independent Fund Manager to manage the fund and help secure investment using an open-

dialogue procurement approach or similar. 
• Establish a project development unit (PDU) to ensure a flow of projects into the fund. 
• Use energy performance contracts (EPCs), but remain open to other contract forms and platforms, 

particularly for smaller projects. 
• Use best-practice risk-management systems, including standardised project-development tools. 
• Establish an institutional structure that binds in consortium members as far as possible and incentivises 

members to bring projects to the fund. 
• Consider a structure that returns some funds to project owners for use in social projects, such as fuel 

poverty-mitigation measures. 
 

The phase 1 report can be found in Appendix 1.  
 

1.3 Approach The study has been based on information either directly researched by EnergyPro or made available to 
EnergyPro through a programme of stakeholder engagement activities with relevant parties in the South West, 
in addition to two workshops carried out with the FINERPOL consortium and external stakeholders in February 
and March 2018. Further stakeholder engagement has been conducted through meetings and one-to-one 
phone calls to gain and confirm relevant information on the local market and its conditions.  
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1.4 Disclaimer In producing this report, EnergyPro has relied on the views of a range of stakeholders in the South West, but 
also at UK level. These have included the local enterprise partnerships (LEPs) in the South West, the Department 
for Business, Energy and Industrial Strategy (BEIS), the UK Ministry of Housing, Communities and Local 
Government (MHCLG) (formerly the Department for Communities and Local Government) and private-sector 
legal and financial experts. We have not independently corroborated any of the information provided to us. 
 
We have not considered accounting, tax or legal issues, which require specialised advice.  
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2. STRATEGIC CASE 

 
2.1 Introduction The UK is committed to transitioning to clean energy, with a legally binding target to reduce its greenhouse gas 

emissions by at least 80% by 2050, relative to 1990 levels. As one of the ‘greener’ parts of the UK, the South West 
has seen considerable low-carbon activity over the last decade, as highlighted by the development and 
deployment of a significant proportion of the UK’s renewable energy assets. The South West has the country’s 
largest onshore renewable capacity, at 3.47 GW (2.5 GW of solar).  
 
The drive for a ‘greener’ economy has been strongly supported by local, national and European policy, as well as 
the inherent outlook and environmental awareness of those living in the South West. There are multiple drivers 
in place to shift the economy towards a lower-carbon future and, to achieve this transition, significant 
investment will be needed. It is difficult to assess how much the South West will need to meet its goals, but by 
taking information from a range of sources, including the National Infrastructure Plan, it would be reasonable 
(and conservative) to estimate the total investment requirement at £8-10bn over the coming decade. Indeed, a 
Centre for Sustainable Energy report for the West of England Local Enterprise Partnership (LEP) estimates that 
building retrofit requirements in this one LEP region, alone, could be £2.5-3bn over the next 10 years.  
 
This section of the report identifies the key local, national and European policies and strategies driving this 
change and considers the ways in which the proposed South West Low Carbon Fund supports these plans.  
 
While the core focus of the proposed fund will be centred on increasing the energy efficiency of buildings within 
the South West, the fund will also have the potential to finance other, broader low-carbon projects. For example, 
the South West has a wealth of opportunities for renewable generation that are not currently being maximised. 
The energy storage and e-mobility markets, while still in their infancy, also offer the South West significant 
opportunities to reduce its carbon emissions and support the overarching economic imperatives of growth, skills 
expansion and employment generation in a region where the LEPs have a key focus on economic development 
and sustainable employment generation. 
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2.2 The regional strategic case To support this ex ante study, information has been accessed from a range of stakeholder groups, via direct 
engagement through two workshops held in Exeter, in addition to face-to-face meetings and conference calls 
over a period of six weeks in February and March 2018. Information has also been sourced from publicly 
available documentation. The South West Energy Hub, Bristol City Council ELENA Consortium and the Somerset 
Energy Innovation Centre have participated, along with the eight local enterprise partnerships. LEPs have been 
set up as partnerships between local authorities and businesses to help identify local economic priorities and 
lead economic growth and job creation in the area. The LEPs contacted and reviewed as part of this study are: 
 

• West of England (WoE) 
• Cornwall and Isle of Scilly (CIoS) 
• Heart of the South West (HoSW) 
• Dorset 
• Swindon and Wiltshire 
• Gloucestershire (G First) 
• Solent  
• Enterprise M3 

 
The South West LEPs, along with all the LEPs in the UK, are in the process of developing their own energy 
strategies. There are single LEP energy strategies, as well as collaborative strategies being developed by groups 
of LEPs, such as the one being developed by the CIoS, HoSW and Dorset LEPs.  
 
These energy strategies were due to be published by the end of March 2018, however, at the time of writing, 
they were not yet available for review. When published, they will be an important resource when it comes to 
supporting the formation of the fund and focusing activity on the identification and development of a wider 
pipeline of projects.  
 
The process of direct engagement with LEP stakeholders yielded an overview of the priority areas in which a 
number of LEPs will be focusing their energy activities. This engagement also showed how the South West LEPs 
are looking to align their activities with other organisations, either already formed (such as the Somerset Energy 
Innovation Centre) or being formed in the region (such as the South West Energy Hub), to support this low-
carbon transition. Summaries of the available LEP-specific information can be found the boxes that follow.  
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 The key themes of all the LEP energy strategies are in line with those identified in the UK government’s industrial 
strategy, namely: 
 

• transitioning to a low-carbon economy,  
• delivering affordable energy, and  
• helping businesses to grow and deliver clean growth. 

 
In the current climate, with the lack of capability and capacity in the public sector and the reduced statutory 
obligation to act, the LEPs have been identified as the organisations with local knowledge to lead and drive the 
low-carbon agenda. 
 
It is, therefore, essential for LEPs to show leadership in supporting and promoting policies that will underpin 
the identification and delivery of local energy projects. LEPs are already pivotal to housing development and 
transport in their areas, and the implications for local energy must be considered in the delivery of these core 
LEP activities. LEPs are uniquely placed to act as honest brokers, to aggregate projects, to support the 
commercialisation of a project pipeline and to provide a hub of information to project developers and investors 
in the public, private and community energy sectors. 
 
In the South West, the LEPs are working with the recently formed South West Energy Hub, which has received 
UK government funding to act as a central point of engagement for LEPs, as it will have a higher level of 
capability and capacity to support project development. The ELENA PDU will work with the South West Energy 
Hub to get projects investor ready. 
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Box 1a: Key supporting South West organisations 
 
Within the South West, there are a number of organisations with which the proposed South West Low Carbon Fund will engage alongside the LEPs. It will be 
important for the Fund to consider harnessing the expertise, capacity and capability that these organisations offer in pursuing the same low-carbon agenda. 
The key organisations identified to date are: 
 
South West Energy Hub: The South West Energy Hub has been set up with funding from the BEIS to help local LEPs develop low-carbon projects.  
In accordance with BEIS requirements, the key objectives of the SW Energy Hub will be to: 
 

• Work with the South West partnership of LEPs to identify and prioritise local energy projects for support, using South West LEP energy 
strategies as a starting point; 

• Take a collaborative and coordinated approach across the South West LEPs; 

• Increase the number, quality and scale of local energy projects being delivered; 

• Raise local awareness of the opportunity for and benefits of local energy investment and assist local areas in proposing investable projects; 

• Enable local areas to attract private and/or public finance for energy projects; and 

• Identify a working model for teams to be financially self-sustaining after the first two years. 
 
The South West Energy Hub is currently being formed, having received the final go-ahead in March 2018. The South West Low Carbon Fund will engage with the 
Hub along with the ELENA consortium, as both organisations have the specific aim of finding investor-ready low-carbon projects that will need funding. Initial 
engagement with the South West Energy Hub has been very positive, with recognition of the importance of developing a local funding source. 
 
Bristol City Council (BCC) and ELENA Consortium: This is the proposed project development unit (PDU). BCC is leading a consortium that has submitted a bid 
to the European Local Energy Assistance (ELENA) programme. ELENA is a technical assistance grant scheme set up by the European Investment Bank (EIB) and 
the European Commission under Horizon 2020. The facility provides grant support to assist in the preparation of energy investment programmes. The ELENA 
monies, when secured, will provide the resource, capability and capacity to take identified and qualified energy project through a clear development process 
to become investment ready. These qualified investment-ready projects could then be funded via the South West Low Carbon Fund.  
 
It is recognised that an important part of success of this ELENA-supported programme in the South West will be having ready access to a fund to invest in the 
projects that have been vetted and developed into investable projects.  
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Box 1b: Additional supporting organisations  
 
Somerset Energy Innovation Centre: The Somerset Energy Innovation Centre has been set up as a catalyst for collaboration and innovation, providing expert 
support to the businesses at the heart of the growing low-carbon energy supply chain. SEIC works with businesses moving into or already working in the low-
carbon sector and seeking to supply into energy projects. SEIC advises and helps companies to develop capability, innovate and form new partnerships. SEIC’s 
ambition is to create a sustainable economic legacy through the growth of a South West low-carbon energy cluster. 
 
RegenSW: RegenSW passionately believes that sustainable energy is at the heart of a successful economy and its thriving local communities. Its mission is to 
transform the way we generate, supply and use energy. Radical change to such a critical system is not going to be easy. RegenSW has a clear goal: to speed 
up the transition to a decarbonised, decentralised and democratic energy system. RegenSW is an independent, not-for-profit organisation.  
 
Low Carbon South West: Low Carbon South West is a membership organisation and sector partnership between businesses, academia, investors, local 
authorities, and regional and national agencies, promoting the growth of the environmental sector and low-carbon industries in the South West of England. 
Based in Bristol's environmental innovation hub, LCSW promotes low-carbon goods and services and the businesses that deliver them across all sectors. It is 
made up of a diverse network of organisations, including academia, local authorities, SMEs and multinationals with a presence in the area. LCSW is registered 
as a community interest company (CIC) to promote, support and develop low-carbon goods and services. 
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Box 2: West of England LEP 
 
The West of England (WoE) LEP sees business and councils working together to support economic growth and attract new jobs and investment to Bristol, Bath, 
Weston-Super-Mare and the surrounding countryside.  
 
The WoE LEP’s Low Carbon Sector Group is a network representing the interests of 1,000 companies that employ nearly 6,000 people in the region. It is 
working to ensure that the LEP and local enterprise zones develop a joint zero-carbon approach across a range of sectors, including energy, renewable energy, 
waste management, recycling, transport and environmental consultancy.  
 
Within the area, Somerset County Council has led the development of the Somerset Energy Innovation Centre (SEIC), which has received support from the 
ERDF and local government. SEIC sits within SWMAS, an organisation set up to help the South West’s manufacturing and industrial sectors to become more 
globally competitive. SWMAS has become a catalyst for collaboration and innovation within the South West low-carbon energy supply chain.  
 
Due to its proximity to the Hinckley Point nuclear power plant and the construction of the new HP3 reactor, the Centre has extensive energy expertise in the 
nuclear energy sector. This massive project has understandably been a significant focus for SEIC, however, it continues to support the broader low-carbon 
sector with increased capacity and capability. It does not provide funding assistance, however, a gap that could be filled by the proposed Fund. 
 
The WoE LEP, as with many of the other LEPs in the region, is currently developing its own energy strategy. Along with the other seven LEPs in the South West 
region, it is working with the West of England Combined Authority on the creation and operation of the South West Energy Hub (SWEH).  
 
The WoE has been identified as being in a good position for transition to a low-carbon economy, with access to high skill levels and resources to create 
significant economic benefit from the shift.  
 
The WoE area does face the twin challenges of how to decarbonise existing business activity and infrastructure while simultaneously growing new low-carbon 
businesses and projects. A Centre for Sustainable Energy report estimates that the cost of delivering a comprehensive building retrofit programme across the 
WoE LEP area would be in the region of £2.5‒3bn.  
 
The WoE LEP growth strategy has identified the environmental goods and services (EGS) sector as a major plank in the development of a potential 95,000 new 
jobs across a range of sectors by 2030. Included within this are the renewable energy, energy and energy-efficiency sectors that the proposed South West Low 
Carbon Fund is aiming to support.  
 
It is evident from the information reviewed and discussions held with stakeholders and organisations in the WoE LEP area that there is a clear recognition of 
the significant investment required to drive the low-carbon developments described. Capability and capacity is being addressed by the LEPs themselves and 
the development of the SEIC and SWEH will provide additional pipeline development opportunities for the proposed South West Low Carbon Fund. 



 

|ENERGYPRO EX ANTE REPORT FOR THE FINERPOL CONSORTIUM  
 

34  

Box 3: Cornwall and Isle of Scilly (CIoS) LEP 
 
The Cornwall and Isle of Scilly (CIoS) LEP brings together business, local authorities and the voluntary sector in the far South West. Since 2011, CIoS LEP has 
been working to support businesses in the local community. It has produced an ambitious economic plan for the region, entitled Vision 2030, with the aim of 
providing a “home to flourishing businesses and providing an outstanding quality of life for all” by 2030.  
 
Within Vision 2030, “a strong imperative for private sector investment to replace public sector (including European) investment” has been identified. This 
demonstrates the great need for the proposed Fund to ensure that investment is available to drive the low-carbon sector’s development. Direct 
correspondence with CIoS stakeholders has underlines this assessment. It is recognised that the Fund could also support the aims of CIoS and provide value-
added benefits that could have a high level of social impact and support CIoS’s view that “inclusive growth is about living standards and earnings as well as 
tackling long-term unemployment”. 
 
Alongside Vision 2030, Cornwall Council has published two closely related supporting documents, entitled New Energy Future and the Environmental Growth 
Strategy 2015-2065. The New Energy Future publication cites a series of targets, including;  
 

• Reducing fuel poverty to 5% (fuel poverty currently stands at just under 15% in Cornwall); 
• Meeting 100% of Cornwall’s electricity demand from renewable and low-carbon sources; 
• Increasing the proportion of Cornwall’s energy expenditure that is retained within the local economy to 30%; 
• Increasing the proportion of Cornwall’s energy that is owned locally to 50%; 
• Reducing fuel bills by 20%; and 
• Creating at least 4,000 new jobs, including in the low-carbon sector. 

CIoS LEP has joined forces with the Dorset and Heart of South West (HoSW) LEPs and contracted the creation of a new energy strategy, which is in development 
and due for release in June 2018. However, from supporting documents and discussions with stakeholders, it is clear that opportunities have been pinpointed 
in areas such as energy efficiency, renewable energy and wider marine energy.  
 
Cornwall and the Isle of Scilly’s geographical location are recognized in its devolution deal, which explicitly states that “capturing the benefits of a low carbon 
economy is one of the region’s major opportunities”. In particular, the Marine Renewables Roadmap aims to create 700 new high-value jobs and at least 100 
new businesses by 2020.  
 
In addition, the Cornwall Local Plan has highlighted energy opportunities for the far South West that have relevance for the proposed Fund:  
 

• Cornwall uses an estimated £500mn of energy each year, most of it imported and largely fossil-fuel derived.  
• Cornwall has significant potential for a broad range of renewable and low-carbon infrastructure, including wind, geothermal, photo-

voltaic, biomass and wave power, and the Planning and Regeneration Service aims to encourage this sustainable generation. 
• Cornwall will support the transition to a low-carbon future by encouraging the use of renewable energy and energy efficiency.  

 
In discussions with stakeholders, it was mentioned that the rural nature of the CIoS area means that non-core infrastructure projects have traditionally found 
it difficult to attract investment. The proposed Fund would enjoy strong support, as it would enable investment in low-carbon projects. 
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Box 4: Heart of the South West (HotSW) LEP 
 
The HotSW LEP aims to lead and influence economic growth, job creation and prosperity across the Heart of the South West area covering Devon, Plymouth, 
Somerset and Torbay. The LEP has three distinct aims, namely; 
 

• To create the conditions for growth, 
• To maximise productivity and employment, and 
• To capitalise on distinctive assets. 

 
The ultimate mission of the LEP is “to have created an extra 81,000 jobs, an extra £4bn in economic output and 74,500 more homes than would have been 
achieved on our current trajectory” by 2030. 
 
As mentioned, the HotSW LEP is collaborating with the CIoS and Dorset LEPs to develop a collective energy strategy.  
 
The HotSW ESIF strategy was published in April 2016 and provided similar strategic direction to the HotSW Strategic Economic Plan in relation to the energy 
and low-carbon sectors. Both reports acknowledged that the HotSW area had made significant progress in the development of renewable energy assets, which 
has helped improve the resilience of the area’s energy base, but stated that “more is required to meet national targets”.  
 
The strategy identifies the vast renewable energy resources available to the South West, including the proposed development of large-scale marine energy 
projects through the South West Marine Energy Park. Those involved in compiling the strategy point to the region’s existing strengths and the opportunity it 
has to be a leading champion of technologies related to decentralised heating and energy efficiency.  
 
In terms of energy efficiency, the rural nature of the HotSW area means that 20% of homes (150,000) are off the gas grid and many are old and hard to 
insulate. Some 28% of dwellings have solid walls, suggesting a sizeable need for energy-efficiency programmes. With this in mind, the strategy is focused on 
ESIF funding to support these areas, a component of the financial requirement that could be delivered by the South West Low Carbon Fund.  
 
As with a number of other LEPs in the region, the Hinckley Point C nuclear plant is seen as providing significant opportunity for the region. Stakeholders spoke 
time and again of building capacity and capability in the area off the back of the long-term construction and operational project at Hinckley Point. While this 
is, indeed, a significant opportunity for the South West in terms of investment coming into the area, there is concern that it may skew activity in the energy 
arena. Alert to this risk, the HotSW LEP and associated local authorities have supported the development of the South West Energy Hub as well as a Capacity 
Hub that will have a part focus on energy efficiency, renewable energy and broader low-carbon areas.  
 
From talking with the HotSW LEP, it is clear that the energy strategy currently in development will advance the priority areas that will be a focus for the LEP. 
It was agreed that the areas of energy efficiency, renewable energy and e-mobility are important areas that can deliver economic and social benefits. 
 
As with the other LEPs, there is a clear drive to expand and support low-carbon activity in the region. HotSW LEP is very aware that for the expansion of low-
carbon, energy-efficiency and renewable projects to be successful, the availability of investment is key. 
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Box 5: Dorset LEP 
 
The Dorset LEP’s overarching aim is to create more jobs and drive economic growth in the county through public, private and cross-sector partnership and 
investment. Like the other LEPs in the South West, Dorset is in the process of developing its energy strategy, which it is doing in collaboration with the CIoS 
and HotSW LEPs.  
 
From the initial information received on Dorset’s strategy, the LEP believes “it is clear that the generation of clean energy is a significant economic opportunity 
in all three of the LEP areas and that the South West could become a net exporter of clean energy to the rest of the UK by 2050, enabling the local retention 
of more of the energy spend currently leaving the area”.  
 
The LEP also sees significant opportunity for energy efficiency to reduce the demand for energy, making it easier to meet demand through renewables.  
 
Energy infrastructure and the broader energy sector have been pinpointed as an area of focus in the Dorset LEP’s Strategic Economic Plan . It cites three key 
themes in relation to the low-carbon sector, namely: 
 

• To boost the highly technical renewable energy and infrastructure sector, specifically, the need for trained engineers and technicians. 
• A streamlined and clear process for planning and development is crucial to the success of highly complex, multi-stakeholder projects, such as 

photovoltaics, onshore/offshore wind and heat networks. 
• The complexity of these projects, and thus their slow progression, has a knock-on effect on investment. The Dorset LEP’s aim to ‘unleash 

potential’ by attracting investment must extend to making sure these energy projects have the funding to follow through. 
 
The Bournemouth, Dorset and Poole Renewable Energy Strategy to 2020 also supports the aims of the Strategic Economic Plan, with a clear objective for “the 
community of Dorset to play our part in mitigating climate change by using energy more efficiently and harnessing our viable renewable energy resources. 
We wish to maximise the local economic, environmental and community benefits that doing this can bring.”  
 
The strategy has key priority areas: 
 

• Priority 1: Supporting the development of community renewable energy.  
• Priority 2: Maximising the local economic benefits of renewable energy generation. 
• Priority 3: Creating a more supportive planning system for renewable energy. 
• Priority 4: Developing locally appropriate energy-efficiency technologies. 
• Priority 5: Delivering leadership and partnerships that support renewable energy. 
• Priority 6: Improving renewable energy communications and learning. 

 
The Dorset region and business base are particularly strong in low-carbon and renewable energy. The energy goods and services sector employs about 3,500 
people and is ripe for expansion. The 2020 strategy notes that their skills and expertise are readily transferable and that the region has “a once in a lifetime 
opportunity to build a new energy sector which would deliver economic benefits within the UK, as well as exporting abroad”. 
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Box 6: Swindon and Wiltshire LEP 
 
The Swindon and Wiltshire LEP (SWLEP) was established in July 2011 as a partnership between local businesses, Swindon Borough Council, Wiltshire Council, 
the military and the education sector. The region is an area of major economic significance and recently had the second-highest gross value-added (GVA) 
growth rate of all the LEP areas.  
 
The SWLEP published its most recent Strategic Economic Plan in January 2016, highlighting three growth zones that will be the focus of its five key strategic 
objectives. These are: 
 

• Skills and talent – support the growth of a skilled and competitive workforce; 
• Transport infrastructure improvements – to support economic and planned growth; 
• Digital capability – deliver excellence in digital connectivity and cyber transformation;  
• Place shaping – deliver the infrastructure needed to deliver planned growth; and 
• Business development – strengthen the competitiveness of small and medium-sized businesses.  

 
The ‘priority action’ plan states that the SWLEP area needs to “develop increased energy infrastructure and resilience for business and residence”. It aims to 
develop Swindon and Wiltshire as a nationally significant player in the UK energy sector, particularly in the areas of low-carbon energy generation, smart 
specialisation and innovation, which the LEPs singles out as potential drivers of economic growth.  
 
The transition to a low-carbon economy has been identified as a key catalyst for change that will create new opportunities in many sectors, for example, 
energy generation, innovation and sustainable construction. 
 
In addition, the European Structural and Investment Fund Strategy 2014–2020, published in February 2016, cites environmental technologies as a key sector, 
with a focus on sustainable energy.  
 
The transition to a low-carbon economy is a SWLEP ESIF priority theme and is set to generate numerous new business opportunities across many aspects of 
the economy. Indeed, Swindon Future Cities cites combining existing strengths in high-value manufacturing, technology and advanced engineering with 
sustainable energy as a potential growth focus in the region.  
 
It is also worth noting that Swindon is home to seven national research councils. This, in addition to the University of Bath’s Sustainable Technology Centre at 
Wroughton, only adds to the innovative character of the area and provides a level of resource for the SWLEP. 
 
As with other LEPs across the country, SWLEP is currently developing its energy strategy. The overarching theme is that the UK is in the “middle of a transition 
to a low-carbon economy”, a fast-moving and dynamic sector that is set to spur significant change in the areas of electric vehicles, smart grids, energy storage, 
Internet of Things (IoT) and efficiency – all areas that would be of interest to the proposed Low Carbon Fund. 
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Box 7: Gloucestershire LEP 
 
GFirst LEP is the Local Enterprise Partnership for Gloucestershire and, similar to the other LEPs, it has published a Strategic Economic Plan that aims to grow 
the local economy by an average of 4.8% GVA per annum to 2022. To drive this plan forward, in 2014, GFirst opened The Growth Hub to support local 
businesses. In December 2016, the LEP funded and opened the Gloucestershire Renewable Energy, Engineering and Nuclear Skills Centre (GREEN), which 
focuses on science, technology, engineering and mathematics (STEM) to support growth in the county.  
 
The GREEN Skills Centre has the following economic objectives: 
 

• To return greater value of investment from ‘new nuclear’ to the UK supply chain; 
• To provide a greater number of STEM jobs demanded in Gloucestershire; 
• To encourage greater social mobility, potentially backfilling the skills drain from major infrastructure projects; and 
• To encourage innovation, entrepreneurship and new business start-ups and address the skills needs and economic opportunities offered 

by low-carbon industries.  
 
It is clear from the SEP that a key focus for development within the region is the nuclear sector and the substantial opportunities afforded by the construction 
of the Hinckley Point C nuclear power plant. However, it is important to note that GFirst does not only focus on nuclear power; it is also looking to support the 
development of skills and resources that will support the wider low-carbon sector.  
 
The GREEN skills project will also look to help partners, such as the Severn Wye Energy Agency, to grow their businesses, offering support capabilities and 
assisting them in increasing energy efficiency and installing renewable energy technologies. It is linked to the Energy Business Group, which aims to “ensure 
that energy and low carbon matters are given prominence in LEP strategic planning and project development, allowing the LEP to put initiatives in place that 
help support and grow the energy and low carbon economy, and encourage the adoption of measures to improve energy use by businesses”. 
 
As with the other LEPs, GFirst’s energy strategy is currently being developed. The goal is to align it with the objectives of the South West Energy Hub, which 
has recently been funded through BEIS, and with which we communicated during the preparation of this ex ante report. 
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Box 8: Solent LEP 
 
The Solent LEP is the key interface and lead for economic development in the Solent. It is a partnership organisation between the business community, the 
further- and higher-education sectors, three unitary authorities, eight district councils and one county council, all of which are actively working together to 
secure a more prosperous and sustainable future for the region. 
 
The Solent’s Strategic Economic Plan 2014-2020 identifies renewables and broader energy opportunities as a key strategic focus for the area. The 
environmental technologies sector has been an area of rapid growth and presents very real opportunities, thanks to the area’s existing expertise in aerospace, 
marine and advanced manufacturing. Opportunities for growth have been pinpointed across a range of activities, including energy generation and in increasing 
energy, water and waste efficiency.  
 
The universities working with the LEP have developed real expertise in environmental technologies and this could be a considerable asset, fostering further 
growth. 
 
In addition, the Future Solent Strategy prioritises new low-carbon and green technology that can capitalise on the area’s world-class research into green 
technologies and turn this into business opportunities, growth and jobs. It wants the area to become “the national leader and internationally recognised for 
its Low Carbon Green Economy”. 
 
Our communications with the LEP have similarly shown an organisation in the process of developing its specific energy strategy, but one that will be linked to 
the wider strategic vision of the LEP, which sees the low-carbon sector “offering a significant opportunity” for the area. The Solent LEP has also engaged with 
the WoE Combined Authority in creating the South West Energy Hub and sees this initiative as an important supporting structure for the development of 
investor-ready energy efficiency projects.  
 
Though resources are becoming available through these routes for the development of projects, it is widely understood that these resources are still limited. 
Importantly, the LEP is very much aware that there is still a question over where the substantial investment funding will come from to deliver the undoubted 
portfolio of projects deliverable in the energy-efficiency and renewable energy sectors.  
 
The next step for the LEP is to prioritise its areas of activity and try to gain further understanding of the level and sources of potential funding that will need 
to be deployed into these projects. Because of Brexit, European Structural and Investment Fund (ESIF) money, which was expected to make up a significant 
proportion of the required investment, is no longer an option. Consequently, it is felt that a new fund would be keenly supported to help fill this gap and 
provide the investment needed to deliver energy-efficiency and low-carbon projects. 



 

|ENERGYPRO EX ANTE REPORT FOR THE FINERPOL CONSORTIUM  
 

40 

 
 

 
 
 
 

Box 9: Enterprise M3  
 
The Enterprise M3 (EM3) LEP drives the economic growth of the M3 corridor, by working with businesses, key delivery partners and central government. EM3 
translates and signposts opportunities for business and other partners, including funding. The accountable local authority for EM3 is Hampshire County 
Council. 
 
EM3 has created a series of enterprise zones that reflect the collaborative approach taken by the LEP and its strong partnership with local authorities and 
businesses to enable, create and drive the conditions for economic growth.  
 
Due to its size and location, EM3 has not only looked to the West and the proposed South West Energy Hub, but also to the East and the proposed Energy 
Hub being coordinated by the Cambridge and Peterborough LEP. At the current time, it believes that the South West Energy Hub is substantially further 
forward than other hubs and thinks that the proposed South West Low Carbon Fund would offer significant benefit to EM3, if it could access its potential 
capability and funding. In discussions with EM3, the LEP pointed to a significant number of projects that have not been converted yet due to a lack of 
investment.  
 
Alongside its energy strategy, EM3 is in the process of developing a range of other strategy documents that support the broad low-carbon agenda and that 
also identify the need for investment funds to take projects and programmes forward.  
 
The February 2016 EM3 ESIF strategy identified areas where ESIF monies –  or future monies sourced from the UK government and/or through any potential 
fund – would be targeted. It highlighted the issues “potentially weakening and stalling the local economy”, including higher per capita energy use and emissions 
that inhibit our ability to address climate change.  
 
EM3 backs the deployment and development of low-carbon technologies and renewable energy. It is keen to support the shift towards a low-carbon economy 
in all sectors and building the market in low-carbon environmental technologies, goods and services. In the drive to increase the housing stock, EM3 wants to 
embrace and advocate low-carbon technologies (eg, in construction) and energy-efficiency measures, including retrofit. 
 
EM3 is further involved in the development of a broader industrial strategy that has at its core the low-carbon agenda and associated sustainability drivers. 
For example, it acknowledges that the area’s transport is under strain and that future developments must include sustainable transport, electric vehicles and 
the associated charging infrastructure. 
 
EM3 is eager to engage with the South West Energy Hub and associated organisations and sees the proposed South West Low Carbon Fund as a potentially 
important cog in the wheel that will drive forward the region’s low-carbon economy. 
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 From this review of the strategies of the region’s LEPs and other initiatives, it is clear that there is a heavy focus 
on promoting low-carbon technologies and investment across the South West. The South West Low Carbon 
Fund would act as a focus for activities across the various LEPs and a potential source of funding for projects 
identified by them. The associated PDU would act as a vital resource in helping to bring projects to the stage of 
being investable.  

 
What’s more, a series of supporting organisations is being or has been put in place to support the growth of the 
low-carbon sector in the South West. The following section outlines these structures and their potential to 
support the South West Low Carbon Fund. 
 

2.3 The national perspective In recent years, the UK has put in place a range of policies and regulatory frameworks geared towards 
transitioning the country to a low-carbon economy. The overarching objectives of the policy framework are to: 
 

• Improve energy security, 
• Ensure energy is affordable, 
• Reduce fuel poverty, and 
• Create a sustainable market that supports jobs and wealth creation. 

 
The most relevant policies and frameworks are described in the following pages. 
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2.3.1 UK Climate Change Act 2008 The Climate Change Act 2008 requires the UK to reduce its greenhouse gas (GHG) emissions by 80% by 2050 
(from a 1990 baseline). Under the Act, the government is required to publish a set of policies and proposals 
that will enable the legally binding carbon budgets to be met by that deadline. The Clean Growth Strategy, 
published in October 2017, sets out the government's current plans. 
 

The conclusions of the UK Committee on Climate Change’s January 2018 report, An independent assessment of 
the UK’s Clean Growth Strategy: From ambition to action, support this ex ante assessment and, ultimately, the 
development of the proposed Fund: 

• The UK government has made a firm commitment to achieving the UK's climate targets and taken a 
position of international leadership in this regard. It has placed the low-carbon economy at the heart 
of the UK’s industrial strategy, framing the Clean Growth Strategy as a positive contribution to the 
economy (rather than a burden to be minimised). There is great international interest in the model put 
forth in the UK Climate Change Act. This makes it all the more important to have plans in place to meet 
the targets through domestic actions; this is the basis on which the carbon budgets were set. 
 

• Policies and proposals need to be firmed up. The strategy proposes some new policies to reduce 
emissions. In other areas (covering most of the emission reductions in the Strategy), it puts forward 
some ambitious new proposals, but the policy to deliver on those aspirations has not yet been 
formalised. 

 

• There are gaps in efforts to meet the fourth and fifth carbon budgets, which must be closed if the UK is to 
remain in compliance. While the Strategy sets out a '2032 Pathway' for sectoral emissions that would just 
meet the fifth carbon budget, there is no clear link to the policies, proposals and intentions the Strategy 
presents.  

Of greater significance to the proposed Fund is the proposal to improve business energy efficiency by at least 
20% by 2030 and make changes to building regulations and standards to drive this forward. This demonstrates 
clear intent and direction, but there are areas of current policy that need to be bolstered, including;  
 

• Buildings energy efficiency. The overarching trajectory set out for improving the efficiency of the 
existing building stock is promising. Details need to be set out on how this will be funded and delivered. 
 

• Public sector. Plans for a voluntary target across the public sector to 2020-21 need to be developed 
alongside the monitoring and reporting framework. This should be combined with further work on how 
public procurement can be harnessed to drive higher standards in commercial buildings and new 
homes, and to support low-carbon heat supply chains. 

 



 

|ENERGYPRO EX ANTE REPORT FOR THE FINERPOL CONSORTIUM  
 

43 

2.3.2 The Clean Growth Strategy In October 2017, the government launched the Clean Growth Strategy, which aims to accelerate the pace of 
‘clean growth’, namely, deliver increased economic growth with decreased emissions and a lesser 
environmental impact. The strategy recognises LEPs as an important resource in driving future decarbonisation 
and sets out policies and key areas of focus going forward. These policies give an indication of priority areas 
that will receive funding. The policies can be categorised as follows:  
 

• Accelerating green growth through green finance,  
• Improving business and industrial efficiency,  
• Improving housing,  
• Accelerating the shift to low-carbon transport,  
• Delivering clean, smart flexible power,  
• Enhancing the value and benefits of natural resources,  
• Leading in the public sector, and  
• Government leadership in driving green growth.  

 
In addition, BEIS is developing a Local Energy programme based on hubs, which is intended to improve the 
ability of LEPs and local authorities to deliver energy projects. The LEP energy strategies currently being 
developed are intended to help inform the work of the hubs. An initial £1mn of funding has been awarded to 
the South West Energy Hub to provide the capacity and capability to work with the LEPS and support the 
development of bankable low-carbon projects across the South West.  
 

 



 

|ENERGYPRO EX ANTE REPORT FOR THE FINERPOL CONSORTIUM  
 

44 

2.3.3 UK Industrial Strategy In November 2017, the government launched the UK’s Industrial Strategy, which is designed to promote 
productivity. The Industrial Strategy sets out four ‘grand challenges’, one of which is clean growth, maximizing 
the advantages for UK industry from the global shift to clean growth. Another ‘grand challenge’ with profound 
energy implications is ‘the future of mobility’.  
 
Following the publication of the UK Industrial Strategy, it is expected that all LEPs will be asked to produce local 
industrial strategies to translate the ambitions and activities of the national strategy into local economic 
activities. Alongside the existing Strategic Economic Plans, the Joint Energy Strategy will provide the LEPs with 
a valuable evidence base and delivery plan to feed into their local strategies. 
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2.3.4 The decarbonisation and energy-
efficiency roadmaps 
 

The industrial decarbonisation and energy-efficiency roadmaps to 2050 are a national resource that is highly 
relevant to the development of energy strategies and the associated structures, such as the Fund, that will be 
required to meet strategic goals. The roadmaps focus on eight of the most emission-intensive sectors and 
highlight technological pathways that could be pursued to reach decarbonisation targets. This roadmap is 
pertinent to LEP energy-strategy planning in two ways.  
 
First, the roadmap sets out current and future potential decarbonisation measures that may be undertaken by 
specific sectors within the LEP. For Dorset and the Heart of the South West LEPs, for example, the food and 
drinks sector is an important economic contributor and is one of the eight prioritised sectors. The roadmap 
provides information on the enablers and barriers to decarbonisation within the sector, as well as an 
assessment of the mechanisms or changes that will drive the greatest emission reduction.  
 
The roadmap has been translated into a plan of government and industrial action to support decarbonisation. 
The greatest enablers of decarbonisation projects within the sector are: 
 

• A strong, evidence-based business case, 
• Projects with multiple benefits,  
• Leadership in climate change, 
• Best-practice sharing, 
• Realistic commitments, and 
• Collaboration in the value chain. 

 
The second relevant insight that the roadmap gives us is that it highlights technologies that are likely to be 
important to future decarbonisation and pegs their level of market readiness. Not only are advanced 
engineering and advanced manufacturing important sectors across the South West, but the LEPs have 
established their growth and low-carbon priorities around the environmental technology sectors.  
 
The roadmap could be cross-referenced with areas of local expertise to inform priority areas for energy 
planning. Furthermore, the report provides valuable national-level information about how the UK will 
decarbonise and is, thus, indicative of the themes that will be important at the local and regional levels. More 
specifically, and of great relevance to the proposed South West Low Carbon fund, the study points to energy 
efficiency as one of the key strategies for decarbonisation. 
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2.3.5 National Infrastructure Commission 
priorities 

The National Infrastructure Commission report, entitled Congestion, Capacity, Carbon: Priorities for National 
Infrastructure, is an interim assessment in preparation for the 2018 National Infrastructure Strategy, which 
identifies key infrastructure priorities. Of the seven areas identified, two relate directly to energy.  
 
One of these priority areas is eliminating carbon emissions from energy and waste. The report cites four areas 
of focus here: technologies, improving the efficiency of waste infrastructure, energy-efficiency funding and 
lowering the cost of electricity.  
 
The report notes the common challenges that the country faces with respect to infrastructure and provides an 
early indication of how the government will seek to address these issues. Between the three reports reviewed 
as part of this ex ante process, there are common themes, including the importance of energy efficiency and 
new technologies and the requirement for private-public-sector investment to bring about the change. 
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2.3.6 Electricity Market Reform  Electricity Market Reform (known as EMR) is the UK government’s programme in response to the energy 
trilemma facing the UK: 
 

• decarbonising electricity supply, 
• security of supply, and 
• minimising the cost of energy to consumers. 

 

EMR was legislated for as part of the Energy Act 2013 and saw the introduction of two energy-market reforms 
from the end of 2014: contracts for difference (CfD) and the capacity market. CfDs support new investment in all 
forms of low-carbon generation (renewables, nuclear, carbon capture and storage) and have been designed to 
provide efficient and cost-effective price stabilisation for new generation by reducing exposure to the volatile 
wholesale electricity price. 
 
Low-carbon generation projects can apply for a CfD and, depending on whether the technology is 'established’ 
or 'less established’, the project may have to compete in an auction to receive a contract. CfDs require 
generators to sell energy into the market as usual, but to reduce exposure to changing electricity prices, CfDs 
provide a variable top-up from the market price to a pre-agreed 'strike price’. When the market price exceeds 
the strike price, the generator is required to pay back the difference, thus protecting consumers from over-
payment. The CfD is implemented through a bilateral contract between the generator and the Low Carbon 
Contracts Company Ltd (LCCC). 
 
The capacity market is designed to ensure that sufficient reliable capacity is in place to meet demand and works 
by offering all capacity providers (new and existing power stations, electricity storage and capacity provided by 
demand side response) the opportunity of a steady, predictable revenue stream on which they can base their 
future investments. The cost of the capacity market is met by consumers via a levy on electricity suppliers. In 
return for this revenue (capacity payments), providers must deliver energy when needed, or face penalties. 
 
With the growth of intermittent renewables, there is an increasing need for flexibility on the grid, and this is 
being addressed by the introduction by the National Grid of a number of incentives for balancing and reserve 
services. This has led to a growth in distributed flexible generation and, more recently, the introduction of 
battery storage projects, both on the grid and ‘behind the meter’ on consumer sites. The need for flexibility will 
only increase and projects that address that need present a large potential pipeline for a regional low-carbon 
fund.  
 
The South West’s current and likely future renewable energy asset base, when aligned with energy storage 
technology, provides a significant low-carbon project pipeline for the proposed Fund.  
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2.3.7 Minimum Energy Efficiency Standards 
(MEES)  

The Minimum Energy Efficiency Standard (MEES) came into force in England and Wales on 1 April 2018 and applies 
to private rented residential and non-domestic property. It is aimed at encouraging landlords and property owners 
to improve the energy efficiency of their properties by placing a restriction on the granting and continuation of 
existing tenancies where the property has an Energy Performance Certificate rating of F or G. 
 
The Energy Efficiency (Private Rented Property) (England and Wales) Regulations 2015 (Principal Regulations), 
as amended by The Energy Efficiency (Private Rented Property) (England and Wales) (Amendment) Regulations 
2016, enforces the Standard. 
 
An Energy Performance Certificate sets out the energy-efficiency rating of a property, with recommendations 
on improving its energy efficiency. Any property that has been marketed or let since 2008 requires an EPC, 
which lasts for 10 years with certain exceptions. 
 

2.3.7.1 Domestic property The Standard applies to any domestic, privately rented property that is legally required to have an Energy 
Performance Certificate and let on certain tenancy agreements, including assured short-hold tenancies (ASTs), 
regulated tenancies and domestic agricultural tenancies.  
 
From 1 April 2018, landlord properties that fall into the above categories may not grant a tenancy to new or 
existing tenants with an EPC rating of F or G, and from 1 April 2020, landlords will not be able to continue letting 
the property. 
 
Where the landlord wishes to continue letting a property that does not meet the Standard, he/she will need to 
ensure that energy-efficiency improvements are made meet the minimum E rating.  
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2.3.7.2 Non-domestic private rented 
properties 

Subject to some prescribed exemptions, Part 3 of the Principal 2015 Regulations states that a landlord must not 
grant a new tenancy (including a renewal tenancy) of a non-domestic private property after 1 April 2018, or 
continue to let any property after 1 April 2023, where the property has an EPC rating of F or G. 
 
Where a landlord is granting a new lease, he/she may wish to incorporate drafting into the service charges that 
expressly allows for energy-efficiency improvements in the future. 
 
The installation of energy-efficiency improvements will only be required for a non-domestic property where the 
recommended measures achieve an energy-efficiency payback of seven years or less. Unlike residential 
property, there are no third-party funding resources available for improvements to non-domestic property, so 
any improvements need to be funded by the landlord or tenant. 
 
MEES is beginning to have an impact on the commercial property market, with leading landlords seeking to 
upgrade or sell low-rated properties. Although there are exemptions, it is likely that MEES will drive higher 
demand for energy-efficiency retrofits in both the domestic and non-domestic sectors, and this activity will 
need financing. This increase in demand will provide a strong pipeline of projects for the proposed South West 
Low Carbon Fund.  
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2.3.8 Energy Savings Opportunity Scheme 
(ESOS) 

The Government established the Energy Savings Opportunity Scheme (ESOS) to implement Article 8 of the EU 
Energy Efficiency Directive (2012/27/EU). The ESOS Regulations 2014 give effect to the scheme. 
 
ESOS is a mandatory energy assessment scheme for organisations in the UK that meet the qualification criteria. 
It applies to any UK company that either: 
 

• Employs 250 or more people, or 
 

• Has an annual turnover in excess of €50mn (£38,937,777) and an annual balance-sheet total in excess 
of €43mn (£33,486,489), or 
 

• An overseas company with a UK-registered establishment that has 250 or more UK employees (paying 
income tax in the UK). 

 
The Environment Agency is the UK scheme administrator. 
 
Organisations that qualify for ESOS must carry out ESOS assessments every four years. These assessments are 
audits of the energy used by their buildings, industrial processes and transport to identify cost-effective energy-
saving measures. ESOS requires that potential projects identified by the audit be presented to senior 
management and that this should lead to an increased flow of energy-efficiency projects within the 
organisation. This may, in turn, lead to an increased need for third-party external funding as could be offered 
by a low-carbon fund. 
 

2.3.9 BEIS call for evidence In October 2017, BEIS launched a consultation, called Building a market for energy efficiency. Although the 
outcome of the consultation has not yet been published, it is likely to lead to additional actions to improve 
energy efficiency. BEIS has identified, through the funding of a national network of energy hubs, that supportive 
resources are required to drive the low carbon agenda in the UK. 
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2.4 Summary of UK strategy At the national level, the clear aspiration, shared by all political parties and supported by numerous policies, is 
that the future energy system should be:  
 

• Integrated: The energy system needs to be smart, resilient and secure.  
 

• Affordable: The energy system needs to be affordable, to alleviate fuel poverty and to allow businesses 
to be competitive. 
 

• Zero carbon: The energy system needs to be zero carbon by 2050 to meet legally binding targets.  
 
The transition to a low-carbon economy presents a significant opportunity for business: infrastructure will need 
to be upgraded, new technologies will need to be developed and deployed, and new skills will need to be 
established. Productivity will also increase if energy costs are reduced, whether by each unit of energy costing 
less or through lower energy demand; the savings can be invested in new resources, process improvements, 
and research and development. There are also major societal co-benefits from reduced energy costs: homes 
will be warmer, leading to improved health and wellbeing, in turn reducing costs to and demand on local health 
services. 
 
The financial implications are clear, in that access to investment will be vital if the UK is to move from aspiration 
to the delivery of low-carbon projects. The development of a South West-focused low-carbon fund will be an 
important cog in the wheel of low-carbon project delivery in the South West. 
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2.5 European strategic case While the Brexit vote and the UK’s imminent departure from Europe has produced a significant level of 
uncertainty, the UK’s legal commitment to meeting energy and carbon-reduction targets means that it is 
committed to a transition to a low-carbon economy. For the purposes of this ex ante report, it is assumed that 
much of the following strategic EU-driven requirements will be transposed into UK legislation and regulation.  
 
The EU has made carbon-emissions reduction, energy efficiency and renewable energy key priorities. Its Europe 
2020 Strategy, launched in March 2010, outlined a 10-year strategy for smart, sustainable and inclusive growth 
in the EU. The targets set in relation to this objective are to:  
 

• Cut greenhouse gas (GHG) emissions by 20% from 1990 levels (or up to 30% under certain conditions),  
• Deliver at least 20% of Europe’s energy from renewable sources, and 
• Increase energy efficiency by 20%.  

 
The EU has agreed a new 2030 Framework for climate and energy, including EU-wide targets and policy 
objectives for the 2020-30 period. These targets aim to help the EU achieve a more competitive, secure and 
sustainable energy system and to meet its long-term 2050 greenhouse-gas reduction target. 
 
The strategy sends a strong signal to the market, encouraging private investment in new pipelines, electricity 
networks and low-carbon technology. The targets are based on a thorough economic analysis that measures 
how to cost-effectively achieve decarbonisation by 2050. 
 
The EU’s 2020-30 targets are: 
 

• A 40% cut in greenhouse-gas emissions from 1990 levels, 
• At least a 27% share of renewable energy consumption, and 
• At least 27% energy savings compared with the business-as-usual scenario. 

 
To meet these targets, the European Commission has proposed: 
 

• A reformed EU emissions trading scheme (ETS); 
• New indicators for the competitiveness and security of the energy system, such as price differences 

with major trading partners, diversification of supply and interconnection capacity between EU 
countries; and 

• First ideas for a new governance system based on national plans for competitive, secure, and 
sustainable energy. These plans will follow a common EU approach. They will ensure stronger investor 
certainty, greater transparency, enhanced policy coherence and improved coordination across the EU. 
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Other key policies/schemes intended to support the achievement of these objectives include: 
 

• Resource Efficient Europe;  
• The Directive of the European Parliament and of the Council on energy efficiency; and  
• The EU Emissions Trading System (EU ETS).  

 
The European Commission under President Jean-Claude Juncker has pledged to lead the implementation of the 
Paris climate agreement and the transition to a low-carbon and resilient economy. To succeed, more capital for 
green and other sustainable projects is needed: the funding gap to achieve EU climate and energy targets by 
2030 is estimated at €180bn a year. 
 
The Commission has stated that the financial sector has a critical role to play in helping to achieve the goals. 
With around €100trn of financial assets, the sector represents a huge lever in the shift towards green and 
sustainable investment. Involving the private sector in this effort will require a systemic change in investment 
culture. 
 
To redirect capital to financing the energy transition and meeting broader sustainability challenges, policy 
intervention is essential. The EU is developing a strategy to unlock the full potential of sustainable finance and 
investment in the low-carbon, circular and resource-efficient economy. The Commission set up a High-Level 
Expert Group on Sustainable Finance (HLEG) in late 2016 to help develop a roadmap to unlock the full potential 
of sustainable finance. The HLEG reported in January 2018, and in March 2018, the European Commission 
published its Action Plan on Sustainable Finance, which includes moving towards the tagging of green assets 
and greater transparency in disclosing climate-related risks. 
 
Building on the HLEG’s recommendations, the Commission Action Plan sets out the European Commission's 
vision and the steps needed to ensure that the financial system and the investment chain effectively integrate 
sustainability considerations. This set of actions can be expected to drive increased demand for investment in 
sustainable energy projects and interest from investors. 
 
Even outside the EU, developments in Europe are likely to be a significant factor influencing UK policy in this 
area. 
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2.6 Summary and recommendation An array of policy drivers at the European, national and local levels is pushing the transition of the energy system 
to a lower-carbon, more efficient and more flexible future. This transition will require substantial investment. 
The proposed Fund will act as a focus for the various initiatives in the South West that are, or could be, 
developing projects and thus support the work of the LEPs, the South West Energy Hub and local authorities. 
As well as providing a source of funding, its associated project development unit will help develop project 
proposals to the stage where they can be financed (become ‘investable’). It will also drive development and 
capacity building of a local supply chain able to develop and deliver low-carbon projects and provide significant 
employment and social co-benefits to the region.  
 
It can be seen from the information above that the constituent parts of the jigsaw are coming together in the 
South West, giving it the ability to drive forward the delivery of low-carbon projects. The LEPs, working 
alongside the South West Energy Hub, will be able to identify and give initial sign-off to projects that could 
potentially source technical support from the PDU. Once through this second phase of the development cycle, 
qualified projects will be investment ready, and through engagement with the proposed South West Low 
Carbon Fund, could be invested in and made a reality for the South West community.  
 
The Fund should seek to formally engage with all of the relevant stakeholders in the region, including the Energy 
Hub, the LEPs, the relevant public-sector bodies, local authorities and community groups, all of which are 
originating, or can originate, projects.  
 
Engagement should be driven through Memoranda of Understanding (MoUs) to ensure that the proposed Fund 
has right of first refusal on proposed projects. This would position it as the funder of choice for low-carbon 
projects in the region.  
 
The Fund should target large projects across portfolios of buildings and facilities, rather than single-building 
projects.  
 

 
  



 

|ENERGYPRO EX ANTE REPORT FOR THE FINERPOL CONSORTIUM  
 

55 

3. PROJECT PIPELINE 

 
3.1 Introduction Bristol City Council (BCC), a member of the broader FINERPOL consortium, has submitted an application to the 

ELENA technical assistance fund, that would allow it to create a project development unit (PDU) that would be 
tasked with taking projects identified in the South West from idea to bankable-project stage. As part of the 
process of this bid, BCC and the wider FINERPOL consortium have worked together to develop an initial list of 
low-carbon projects that could become a development pipeline for the proposed fund. More information on 
this is provided in Section 3.2.  
 
It is important to note that these projects are only the tip of the potential project iceberg. There can be no 
doubt that the actual scale of project investment required in the South West is of an order of magnitude greater 
than that reported below. It is difficult to quantify the total investment the South West will need to meet its 
goals, but by taking information from a range of sources, including the National Infrastructure Plan, it is possible 
to conservatively estimate the requirement in the region of £8-10bn over the coming decade. Indeed, a Centre 
for Sustainable Energy report for the West of England LEP estimates that building retrofit requirements in this 
one LEP region, alone, could be £2.5-3bn.  
 
The projects identified to date are located within three LEPs, which together account for less than 20% of the 
population of the wider South West.  
 
As mentioned, the LEPs in the South West are all in the process of developing their energy strategies and this, 
combined with the investment coming into the region to build capability and capacity through organisations 
like the South West Energy Hub, the ELENA-supported PDU and the Somerset Energy Innovation Centre, 
provides the resources to substantially grow the pipeline for the proposed fund in the coming 12‒18 months.  
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3.2 Analysis of demand and opportunity Identifying the demand for financial instruments requires the consideration of the overall addressable market, 
as well as specific, identified pipelines for relevant investment components. Analysis carried out for the ELENA 
technical-support application identified a series of sectors for investment and a list of potential projects that 
would need investment for delivery. These initially qualified projects would require a total investment of 
£175mn.  
 

Investment 
component 

Investment categories 
Estimated 
total 
investment  

Public/private 
buildings (& 
lighting) 

• Energy efficiency in public buildings, commercial 
properties and street lighting. £33,000,000 

District heating 
• Investments into renovating, extending, or building 

new district heating/cooling networks. 
£76,000,000 

Housing 
• Energy efficiency in domestic properties, including 

social housing. 
£15,000,000 

Transport 
• Investments to introduce new, more energy-efficient 

transport and mobility measures. 
£12,000,000 

Renewables • Integration of renewables into the built environment. £36,000,000 

Smart grid 
• Local infrastructure including smart grids, 

information, and communication technology. 
£3,000,000 

TOTAL  £175,000,000 

 
As noted, this is a very small portion of the investment requirement of the South West. The true extent of the 
investment needed will only become clearer as the LEPs deliver their energy strategies and organisations such 
as the South West Energy Hub develop over the coming 12-18 months. The existence of a Fund will also help 
bring projects through to implementation. 
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3.3 Investment components and criteria in 
the ELENA LEP areas 

Only a small number of local authorities and LEPs in the South West were able to provide information on 
potential project pipelines for the ELENA grant application. Even so, the exercise yielded a significant pipeline 
in a range of low-carbon sectors. Details of the qualified and identified projects pipeline are provided below. 
 

3.3.1 Public buildings: Energy efficiency and 
distributed renewable energy 

Public building projects were cited by two of the LEPs, the Heart of South West and the West of England. Projects 
that could be delivered over the coming two- to three-year period were identified in four areas, Bristol City 
Council, Exeter City Council, Plymouth City Council and Devon County Council.  
 
Broadly, the main categories of work include: 
 

• The deployment of energy-efficiency measures in public buildings through retrofit  and the replacement 
or upgrade of street and traffic lighting.  
 

• The integration of renewables into the built environment (in Bristol) as part of public lighting and wider 
decentralised energy generation.  

 
Within these categories, projects and technologies include LED replacement programmes, upgrading building 
management system (BMS) control systems in the public estate (such as schools, libraries and council buildings) 
and replacing boiler and heating systems in public buildings. 
 

3.3.2 District heating: Heating and cooling 
networks 

District heating projects presented opportunities in three LEPS, the Heart of South West, GFirst and the West 
of England. Key projects to be delivered over a three-year period were identified in four areas, Bristol City 
Council, Plymouth City Council, Devon County Council and South Gloucestershire Council.  
 
The main category of work involves investment in the design and development of new or extended district 
heating/cooling networks. 
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3.3.3 Housing: Energy efficiency and 
distributed renewable energy 

Project opportunities relating to energy efficiency and distributed renewable energy were listed by three LEPs, 
the Heart of South West, the West of England, and Cornwall & Isles of Scilly. The LEPs identified key projects to 
be delivered over a three-year period in four areas, namely, Bristol City Council, Plymouth City Council, Devon 
County Council and Isles of Scilly Council.  
 
The main category of work involves investment in public and private domestic buildings, including social 
housing, to boost energy efficiency and the development of decentralised renewable energy generation. Within 
these categories, projects and technologies include LED deployment, programmes to replace old, inefficient 
boilers, and photovoltaic installation on rooftops.  
 
It is important to note that aggregating these projects will be key to reaching suitable financial scale for the 
Fund. This may be readily achievable through engagement with the local social housing sector, which would 
have the added, important benefit of targeting many of those in fuel poverty. 
 

3.3.4 Transport: Urban transport and 
mobility 

Two LEPs submitted transport projects to ELENA, namely, the Heart of South West and Cornwall & Isles of Scilly. 
Key projects to be delivered over a three-year period were identified in two areas, Devon County Council and 
the Isles of Scilly Council. 
 
The main category of work involves investment to introduce large-scale, energy-efficient transport and mobility 
measures, including electric vehicles and electric-vehicle charging points, car-sharing schemes and cycle-route 
improvements. 
 

3.3.5 Renewables: Distributed renewable 
energy 

Renewables opportunities were identified in three LEPS as part of the ELENA process, namely, the Heart of 
South West, West of England and Cornwall & Isles of Scilly. Key projects to be delivered over a three-year period 
were cited in five areas: Bristol City Council, Plymouth City Council, Devon County Council, Isles of Scilly Council 
and South Gloucestershire Council.  
 
Broadly, the main categories of work include the integration of renewable energy generation into the built 
environment, the development of a waste-water anaerobic digestion plant for renewable electricity generation, 
and the deployment of energy storage associated with generation capacity in the South West. 
 
Within these categories, the projects and technologies cited include photovoltaic (PV) development, anaerobic 
digestion facilities for waste-water treatment, energy-storage technology to decarbonise the islands of the Isles 
of Scilly, PV deployment on a range of public-sector buildings and ground-source heat pumps.  
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3.3.6 Smart grid: Smart grids, information 
and communication technology 

Projects relating to smart grid opportunities were identified in two LEPS, the Heart of South West and West of 
England. Analysis carried out by the LEPs pointed to key projects to be delivered over a three-year period in two 
areas, Devon County Council and South Gloucestershire Council. 
 
Broadly, the main categories of investment are in local infrastructure, including smart grids, and information 
and communication technology. Within these categories, projects and technologies include the conversion of 
existing electric vehicles to provide Vehicle2Grid (V2G) connections for aggregation to the network, the 
installation of solar carports combined with EV charging points, and an energy storage and virtual private-wire 
arrangement for supply of renewable energy to the Devon County Council estate. 
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4. MARKET FAILURES 

 
4.1 Introduction There are multiple market failures hindering the development and delivery of low-carbon projects in the South 

West and, indeed, the wider UK economy. These can be broken down into the following categories: 
 

• Financial barriers, 
• Structural barriers, and 
• Information barriers. 

 
These market failures need to be overcome to ensure that the economic opportunity of transitioning to a low-
carbon economy is realised in the South West. 
 

4.2 Financial barriers Many low-carbon projects, notably energy-efficiency solutions, often have a higher initial cost than 
conventional alternatives. Justifying the additional cost is often difficult when investment budgets are 
constrained and procurement systems place emphasis on initial outlay, rather than the total running costs of 
an asset over its lifetime. 
 
In addition, there is often a perceived risk associated with energy investments, due to: 
 

• A lack of confidence in returns, 
• Perceived technological risk, and 
• The exaggeration of savings figures by technology suppliers. 

 
This perceived risk is priced into the cost of capital, with a knock-on effect on financing costs. 
 
The reduction in subsidies (in the form of feed-in tariffs), coupled with what investors believe to be a sudden 
change of policy in the energy area, has prompted a negative reaction to the sector by many investors. Despite 
this, the reduction in the price of renewable technologies, especially photovoltaics, is raising the prospect of 
certain projects becoming viable without subsidies. This trend will continue.  
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4.2.1 Scale The small size of many low-carbon projects, particularly in the area of energy efficiency, means that they are 
too small for financial institutions seeking to deploy capital at scale (typically in the hundreds of millions of 
pounds). The overall scale and the transaction costs associated with smaller investments combine to make them 
unattractive to large investors with a low cost of capital, even to mainstream banks. This is where the 
aggregation of projects or ‘warehousing’ can play an important role. 
 
Despite the availability of capital in some sectors, there is still a shortage of well-developed, bankable projects. 
Developing projects of any kind requires higher-risk, equity-type financing and this is hard to obtain, particularly 
for smaller project developers. This is where the South West Energy Hub and the ELENA-supported PDU will be 
crucial. First, they will act as a focal point for low-carbon projects in the South West and, second, they will 
provide the support, the capability and the capacity to get projects off the ground and into bankable format. 
 

4.2.2 Credit strength The low-carbon sector is in the nascent stage and the credit risk associated with some technologies and/or 
counterparties is relatively high, especially for more traditional investors. The use of public funds can sway 
investment decisions, by adding a guarantee of some form, as well as adding to general confidence in a project. 
 
In particular, ‘merchant risk’, or the exposure of projects to demand risk arising from the ability to buy inputs 
and sell outputs at predictable volumes and prices, is inhibiting investment in low-carbon energy supply 
projects, such as district heat, EV charging and batteries. Whereas debt is likely to be sized against low-risk 
contracted income or demand guarantees (eg, public-sector ‘take-or-pay’ arrangements or regulated utility 
contracts), competitive procurement means that projects typically rely on a degree of merchant risk, which, at 
best, may improve the interest rates offered.  
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4.2.3 Tenor Some projects, especially district heating and renewables, have long ‘payback periods’ – i.e., it takes a long time 
for the financial savings generated to repay the cost of the project (district heating can be 10-15 years). Few 
banks have the appetite to provide debt facilities of this duration, with 10 years the current limit for the more 
attractive projects. Institutional investors will lend for longer periods, but only for low-risk infrastructure-type 
investments (predictable, contracted revenue streams from consumers with good credit ratings) and typically 
only once the steady-state operational performance is proven. This situation is exacerbated if the underlying 
contracted income is shorter term than the economic asset life (eg, 30 months in Frequency Response, with 
battery asset life of five-plus years). 
 
While a small number of projects are getting finance, the majority remain unable to finance themselves for one 
or more of the above reasons. A key facet of the proposed Fund is, therefore, to identify and structure 
investment interventions that address this market failure, while preserving the interests of investors. 
 
The funding solution for a given project may consist of two or more different types or ‘tiers’ of funding: 
simplistically, equity, mezzanine (or subordinated) debt and senior debt. It is the role of financial advisors to 
optimise the proportions of these funds to create a match between the project needs and the available sources 
of funding. 
 
Often, banks can be reluctant to offer senior debt terms, even indicatively, if the whole funding availability 
picture is not visible. Similarly, other investors are wary of committing if bank debt has not been secured. This 
creates a chicken-and-egg conundrum for sponsors trying to complete a funding structure. While ensuring 
sound financial management, if necessary, the proposed South West Low Carbon Fund could seek to assist 
project sponsors by breaking the impasse and being the first to provide written terms. Sponsors could then use 
these credible terms from a manager of public funds to provide assurance to other investors, creating 
momentum and a virtuous circle to complete the whole funding structure. 
 
It is also important that financial and commercial terms are consistent, so that a portfolio of projects with similar 
investment characteristics (or ‘asset class’) is created. With such consistency, the Fund may be able to aggregate 
a number of projects into a portfolio of sufficient scale to attract an institutional purchaser with a lower cost of 
capital. Such a portfolio exit would facilitate a recycling of the capital into further projects and, ideally, crystallise 
a profit to the Fund and its investors.  
 
Standardisation of project documentation will help to facilitate this. The EU’s Horizon 2020 Investor Confidence 
Project (ICP) is a significant initiative, assembling existing standards and practices into a consistent and 
transparent process that promotes efficient markets by increasing confidence in energy efficiency. 
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4.3 Structural barriers A key area that has restricted the development of investable low-carbon projects is the lack of capability and 
capacity among the three main types of stakeholder: project developers, project owners/hosts, and the 
financial sector.  
 
Project developers tend to be technical in nature, with limited exposure to and experience of dealing with the 
financial sector. Developers tend to focus on the technical and engineering detail, rather than the risks and 
returns that are most important to the investor community.  
 
Project owners/hosts often are not aware of the potential for cost-effective low-carbon projects, such as energy 
efficiency. Often, projects are designed to standard codes and practices that are, in reality, minimum levels of 
performance rather than optimum levels. This tendency is reinforced by several factors, including conservatism 
within the architectural and engineering professions, the need to meet tight project deadlines, and a focus on 
first cost rather than total cost of ownership. This can be exacerbated by the complexity of the contractual 
document set for energy projects; the paperwork simply becomes too complicated for those not used to it.  
 
Within the financial sector, there is a lack of knowledge and understanding of low-carbon projects due to a 
number of factors:  
 

• They are still relatively new as an asset class; 
• They are diverse in nature; 
• Financial institutions have traditionally been organised around clear asset classes, such as oil and 

gas and large-scale renewables; 
• There is a lack of data on the actual performance of projects (in energy and financial terms); and 
• There is a lack of appreciation of how they can reduce client and, hence, financial-institution risk.  

 
Another structural barrier, particularly to energy efficiency, is the split incentive between landlord and tenant. 
Landlords that invest in energy-efficiency measures do not see the financial return from energy cost savings. 
They may see other, indirect benefits, such as lower void rates, higher rents or higher asset value, but these are 
harder to identify and measure.  
 
Within the energy-efficiency sector, the complexity of financed energy-efficiency projects, particularly energy 
performance contracts (EPCs), is a barrier to greater implementation.  
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 In the South West, the impact of increased distributed generation has led to greater network congestion and 
insufficient capacity to facilitate new connections to the network, which was traditionally designed to passively 
distribute power from the transmission system to the end customers. This has led to long waiting times and 
high connection costs at all voltage levels. These connection and reinforcement costs are often a further 
financial barrier to developments. 
 

4.4 Information failures As mentioned, the perception of the risks of low-carbon projects is amplified by the lack of data on actual 
project performance, both from an energy and financial perspective. This data deficit has been recognised by 
bodies such as the Energy Efficiency Financial Institutions Group (EEFIG) as a barrier to boosting investment in 
energy efficiency. As a result, EEFIG, with the support of the European Commission, has built DEEP, the Derisking 
Energy Efficiency Platform, a database of 10,000 energy-efficiency projects across Europe, spanning buildings 
and industry. DEEP contains basic information about the project, projected financial returns and, in some cases, 
actual returns. The European Commission intends to maintain and build upon DEEP. While it is a useful source 
of data for financial institutions and other actors, including project owners and developers, it does not yet 
provide the levels of assurance required by financial bodies making investment decisions.  
 
Further to this, there is a vast range of potential energy-efficiency measures that could be deployed in many 
estates and an array of suppliers making claims on new technologies that have not been proven in multiple real-
world applications. The lack of capacity and capability in the South West, where a decade of austerity has all 
but removed in-house expertise from the public sector, means that there is limited knowledge to ensure the 
‘right’ decision is taken. 
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5. FUNDING GAP 

 

  
 
 

  

The governor of the Bank of England has warned of the “catastrophic impact” climate change 
could have for the financial system unless firms do more to disclose their vulnerabilities. Telling 
banks and insurers they would need to provide more information about the risks they might face 
from climate change, Mark Carney said failure to do so would have damaging effects for 
financial stability. He said the finance industry could be forced into making rapid adjustments if 
they did not gradually expose where their climate change risks might lie, which he said could 
trigger steep losses. 
 
The governor warned of a “climate Minsky moment”, referring to the work of the economist 
Hyman Minsky, whose analysis was used to show how banks overreached themselves before the 
2008 financial crisis. 
 
“Given the uncertainties around climate, not everyone will agree on the timing or scale of the 
adjustments required … [but] the right information allows sceptics and evangelists alike to back 
their convictions with their capital,” Carney said. 
 
Speaking at a summit of central bank governors in Amsterdam, Carney said there were growing 
opportunities for firms to finance the transition to a low carbon economy. He said new 
technology investments and long-term infrastructure projects would need to be financed at 
roughly quadruple the current rate. 
 
Source: The Guardian, 6 April 2018 
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5.1 Investment required It is hard to obtain an accurate figure on the level of investment that will be required in the UK and, more 
specifically, the South West. The types of assets that are included in low-carbon-transition investment 
assessments, the levels of deployment and the timeframes involved will all impact estimates. There can be little 
doubt, though, that the investment requirement will be significant.  
 
The Green Finance Taskforce reported in March 2018 that an estimated £22bn annual investment is needed to 
meet the UK’s fifth carbon budget. The Infrastructure and Projects Authority (IPA) forecasts that the UK energy 
and transport sectors will need £255bn and £134bn of investment, respectively, over the next 15 years. Of this, 
approximately 90% will have to come from private sources.  
 
The National Infrastructure Plan states that the “government is taking action to provide the support and policy 
certainty needed to enable up to £110bn of private sector energy investment which will be needed over the 
coming years”. 
 
Barclay’s Research estimates that the UK will require an investment of about £215bn by 2030 to meet its energy-
transition goals, with £95bn required to support the development of energy efficiency, renewable generation, 
battery storage and distributed generation.  
 
Taking these figures, it is possible to estimate that despite the rural nature of the South West and its relatively 
low population density, its investment requirement over the coming decade will be in the region of £8-10bn. 
This is backed up by a report by the Centre for Sustainable Energy for the West of England LEP, which estimated 
investment in retrofitting the building stock in the West of England area, alone (just one of the of the LEP areas 
the fund is looking to support), needs to be in the region of £2.5-3bn. The project pipeline identified by FINERPOL 
on a very small portion of the South West estate for the ELENA submission, reviewed in this report, is £175mn. 
 
On top of this, a report carried out by the Centre for Sustainable Energy for Citizens Advice highlights the poor 
efficiency ratings of domestic homes in the South West, something that is mirrored in the public sector, where 
there is a high proportion of heritage buildings.  
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 The map below highlights the low levels of efficiency of properties in the South West and demonstrates the need 
for significant investment in the region. 
 

 
 
 
5.2 Existing funds and frameworks 

 
 
There are a limited number of funds available in the UK and few of them are accessible to organisations in the 
South West to support the development and delivery of low-carbon projects. 
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5.2.1 Specialised energy efficiency funds Currently, the following sources of funding could be accessed by organisations in the South West:  
 

• Energy Efficiency Fund – a public-private sector fund originally established by the Green Investment Bank 
(now Green Investment Group of Macquarie Bank) and managed by SDCL. 
 

• Energy Savings Investments – a public-private sector fund originally established by the Green Investment 
Bank (now Green Investment Group of Macquarie Bank) and managed by Equitix.  

 
• District Heating Loans – a fund administered by the Energy Savings Trust to provide unsecured loans of 

up to £1mn for district heating projects. 
 

• Heat Network Investment Programme (HNIP) – a £320mn capital investment programme, which is 
expected to support up to 200 district heating projects by 2021 through grants and loans and other 
mechanisms, and to leverage in up to £2bn of wider investment. BEIS is expecting to procure a delivery 
partner for the main scheme over the course of 2018. 
 

• The Energy Companies Obligation (ECO) – a domestic energy-efficiency programme to provide added 
support for packages of energy-efficiency measures. The most recent ECO scheme (ECO2t) commenced 
on 1 April 2017 and is an 18-month obligation that will run until 30 September 2018. The government is 
currently consulting on a new scheme to replace ECO2t “in the near future”. 

 
• European Energy Efficiency Fund (EEEF) – a fund supported by the European Commission, European 

Investment Bank (EIB) and private banks, which provides financing for energy-efficiency projects 
sponsored by public authorities. 

 
• The European Investment Bank (EIB) supports debt, equity and environmental funds through a variety 

of programmes, including the Private Finance for Energy Efficiency (PF4EE) instrument, a joint agreement 
between the EIB and the European Commission which aims to address the limited access to adequate 
and affordable commercial financing for energy-efficiency investments. 

 
It should be noted that the Salix fund has not been included here, as it provides small-scale loans not at the scale 
of the South West Low Carbon Fund. 
 

 
 
 The following are examples of funds that have been set up in other parts of the UK, which are not accessible to 
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organisations in the South West:  
 

• The London Green Fund, established by the Greater London Authority and supported by ESIF, including: 

- London Energy Efficiency Fund (LEEF) – a public-private debt fund established by the Greater 
London Authority, managed by Amber Infrastructure Limited, a specialist infrastructure fund 
manager, to invest £60mn ERDF in energy-efficiency projects in London. Funded for the 2007-13 
programme period, LEEF has to date invested more than £110mn in energy-efficiency and 
renewable energy projects. 

- Mayor’s London Energy Efficiency Fund (MEEF) – the prospective successor to LEEF for the 2014-
20 programme period, with a target fund size of £500mn, also to be managed by Amber 
Infrastructure Limited. 

- The Waste Fund, managed by Foresight Group LLP, has invested £35mn of ERDF in eight waste-
management projects in London. 

 
• Scottish Partnership for Regeneration in Urban Centres (SPRUCE) – a public-private debt fund managed 

by Amber Infrastructure that invests in urban regeneration and sustainable energy projects in Scotland.  
 

• Renewable Energy Investment Fund (REIF) – a fund established by Scottish Enterprise to assist renewable 
energy projects with equity and/or guarantees. 
 

• The Greater Manchester Fund of Funds, supported by ESIF, including: 

- Evergreen Funds (1 & 2) supports the delivery of commercial property and infrastructure 
projects in Greater Manchester, Cumbria, Cheshire and Lancashire for the 2007-13 and 2014-20 
programme periods, respectively. The fund is managed by CB Richard Ellis (CBRE), a property 
advisory consultancy, which provides a wide range of agency, asset-management and property-
finance services. The fund is focused on commercial property and regeneration projects, 
including energy-efficiency and renewable energy projects. 

- The Low Carbon Fund, managed by GVA, with £15mn ERDF to invest in promoting the production 
and distribution of energy derived from renewable sources, including district energy networks. 
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5.2.2 Specialised energy-efficiency 
frameworks 

The following frameworks are also currently available in the UK, which could be accessed by organisations in 
the South West. 

 
• The Carbon and Energy Fund (CEF) is not strictly a fund, but a procurement framework that provides 

facilitation, project-management and ongoing oversight support for energy infrastructure upgrades for 
the National Health Service and wider public sector. Funding comes from private-sector investors 
working with the CEF.  
 

• Essentia Trading Limited is an infrastructure- and healthcare-planning trading arm of Guy’s and St 
Thomas’s Hospital. It offers an Official Journal of the European Union (OJEU)-compliant procurement 
framework that helps NHS Trusts to make typical savings of 15-25% a year on their energy and carbon 
consumption. It enables NHS Trusts and other public-sector organisations to procure and deliver energy 
projects.  

 
• The Re:fit programme is a procurement initiative for public bodies wishing to implement energy-

efficiency and local energy-generation measures in their buildings or estates, which provides assistance 
in the development and delivery of such schemes. Initially developed by the Greater London Authority 
in 2009, use of the framework has grown, with dedicated teams now supporting organisations across 
England and Wales. Re:fit, in itself, does not provide finance. 

 
YPO supplies products and services to a wide range of public-sector organisations. It is 100% publicly owned, by 
13 local authorities, which means the profits it makes are returned to its public-sector customers. YPO has a 
number of OJEU-compliant procurement frameworks for energy technologies and services, but does not provide 
finance directly. 
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5.3 Other sources of funding 
 

Private sector 
Depending on the Fund structure, investment policy, project pipeline and their own relationships in the market, 
fund managers may be able to access private sources of funding at fund and/or project level, including: 
 

• Infrastructure or low-carbon funds, 
• Pension funds, 
• Equity investors or developers, 
• Commercial banks and bond providers, 
• Venture capital funds, 
• Vendor or asset finance companies, or 
• Crowd-funding providers. 

 
Public sector 
The following are the main sources of public funding: 
 

• Public Works Loan Board (PWLB). The typical funding route for public-sector bodies in the UK is the 
PWLB. The PWLB is a statutory body operating within the United Kingdom Debt Management Office, 
an executive agency of HM Treasury. PWLB's function is to lend money from the National Loans Fund 
to local authorities of all types in in the UK, primarily for capital projects. Rates for these loans are 
traditionally lower than for private monies, but local authorities have limits on total borrowing and 
must choose between the projects for which they borrow money from PWLB. 

 
• Independent Trust Financing Facility (ITFF). The equivalent governmental loan facility for the NHS is the 

ITFF, which may be appropriate where Foundation Trusts or NHS Trusts either wish to be members of 
the fund itself or, more likely, project sponsors seeking match funding at project level. 
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5.4 Types of funding As well as the quanta of overall funding needed, it is important to consider the different types of funding that 
are required. The development of projects – particularly large-scale projects – which is an inherently risky 
process, requires either equity-type funding, where the equity funder takes on the whole risk, or grant funding. 
(Equity funding in this case can include funding from an organisation’s own resources or operating budget; it 
does not necessarily mean external equity.)  
 
Project implementation is typically funded through some kind of long-term debt. Most of the available funds are 
debt funds and, according to the BEIS Building and Energy Efficiency Survey 2016 and stakeholder commentary, 
there remains a shortage of funds across the entire market to bring projects to the point at which they can be 
financed (become ‘investable’). Addressing this shortage of development funds (and expertise) is one of the roles 
of the proposed project development unit and the ELENA technical support funding application.  
 
As well as equity and debt, public funds can be used to provide guarantees to reduce the risks to commercial 
lenders, while interest-rate buy-downs can reduce the cost of capital to projects. 
 

In the case of projects with good financial viability and moderate risk, a private investor might be willing to co-
invest along with public funds without any additional incentive. The fact that a public investor is taking on a 
certain part of the risk may be enough to motivate the private investor to co-invest. In such situations, private 
and public investors would usually invest on the same terms and conditions. 
 
 

5.5 Addressing the funding gap 
 
 

The proposed South West Low Carbon Fund will provide potential funding to projects that are suffering from 
market failure and which could not proceed without access to the Fund. Evidence indicates that the key funding 
gaps are characterised by: 
 

• A lack of development capital, 
• The high cost of capital, 
• Credit risk, and 
• Long payback periods. 

 
The energy-efficiency marketplace is complex, with many technologies, financial and commercial structures, 
incentive schemes and risks. Many organisations do not possess the means to identify, analyse and progress 
projects, or prepare adequate applications for funding. This is an additional layer of management expertise, 
project-management support, guidance and access to technical advice that private-sector funds can provide, 
which is not available from traditional lenders and, hence, hampers many projects reaching execution. 
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 Once a project is fully developed and investment ready, it may still not be ‘bankable’ due to other reasons of 
market failure and may, therefore, need some form of state aid-compliant subsidised or ‘concessionary’ funding. 
Examples are: 
 

Market failure/constraint Description Possible concessionary measures 

Affordability – Terms Need for fixed interest rates, but 
flexible exit 

Lend without breakage costs to 
promote recycling 

Affordability – Interest rate Need for low interest rates Use of GBER and/or De Minimis to 
reduce effective interest rates and 
ensure state-aid compliance 

Liquidity – Credit Unable to borrow for development 
works due to perceived risks 

Use of EU reference-rate 
methodology (proxy for the market 
rate) to ensure state-aid compliance 

Liquidity – Tenor Unable to borrow for asset life, 
creating unacceptable refinancing 
risk 

Use of EU reference-rate 
methodology to assess proxy market 
rate 

Security – Credit Property assets secured to existing 
lender precluding market-standard 
real-estate security 

Unsecured lending or hybrid security 
package across a range of assets  

Gearing – Credit Insufficient equity for bank funding 
to be viable 

Use of De Minimis to reduce 
effective project interest rate to 
ensure project is investable  

 
See Section 5.6.2 for further explanation of the measures proposed.  
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 In such cases, either 100% public-sector funding or a specific incentive to attract private capital (higher profit or 
lower risk) can be needed. This incentive, known as ‘preferential remuneration’, is allowed under certain 
conditions under the EU’s Common Provision Regulations (CPR). Preferential remuneration of a private investor 
may prove an important means of attracting private resources that are co-invested with public funds through 
the Fund in areas of high risk/low return, thereby fulfilling public-policy objectives. For example, if a project is 
assessed as needing a 5% interest rate to be viable, yet the market requires 6% on the terms sought, the public 
sector bears the cost of the concession to the market rate by lending at 4%. 
 

 
 
Other examples include the waiving of upfront transaction costs and/or exit redemption fees.  
 
Regardless, the costs of such concessions will have to be borne by the public sector, subject always to state-aid 
considerations, as set out below. 
 

5.6 State aid considerations State aid is the name given to a subsidy provided by a government. Under EU competition law, the term has a 
legal meaning, being any measure that demonstrates any of the characteristics in Article 107 of Treaty on the 
Functioning of the EU, in that if it distorts competition or the free market, it is classed by the EU as being illegal 
state aid. Measures that fall within the definition of state aid are considered unlawful, unless provided for under 
an exemption or notified to and approved by the European Commission. 
 
State aid must be considered from two perspectives: fund and project. 
 

5.6.1 Fund-level perspective Aid at a fund level could be provided either to the Fund Manager or to prospective investors. While the provision 
of aid to the Fund Manager can be avoided through competitive public procurement (see Appendix 3), 
preferential remuneration to private investors is allowable when pursuing public policy objectives. It will be for 
the Fund Manager to demonstrate how state aid is to be avoided in its fund structure, governance and 
fundraising strategy. 
 

Loan Interest Contribution

Public sector 50% 4% 2.00%

Private sector 50% 6% 3.00%

Hybrid rate 5.00%
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5.6.2 Project-level perspective It is possible to seek dedicated state-aid approval for certain types of aid being considered for projects. However, 
this should be unnecessary with the careful management and utilisation of existing state-aid measures: 
 

• General Block Exemption Regulations (GBER). The European state-aid framework is one of the most 
important means the European Commission has at its disposal to enforce the single market principles. 
New rules were adopted in 2014, including for the simplification and widening of the GBER. The new 
rules demonstrate the role of state aid in creating a green economy and outline a range of measures that 
support Member States’ efforts to transition to a low-carbon economy. Member states must notify the 
Commission of aid under a GBER, so this tends to be used only for larger projects (more than £5mn).  
 

• De Minimis. Not all projects the Fund will invest in will qualify under a GBER. Another widely used state-
aid measure is De Minimis. The European Commission considers public funding that complies with the 
De Minimis regulation to have a negligible impact on trade and competition, so does not require 
notification and approval. The total de-minimis aid which can be given to a single recipient is €200,000 
(c.£175,000) over a three-year fiscal period. The easiest example of this is the difference in interest rate 
paid by a Project between the rate it pays and the market rate (this being the rate charged by the 
Additional Funding investor). 
 

• Non-economic undertaking. Some projects will be for non-economic activity, such as the installation of 
energy-efficiency measures in social housing, or a district heating scheme that solely heats and powers 
the academic elements of a higher education institution. In these cases, the project will not meet the 
definition of state aid, so the issue of illegal state aid cannot arise.  
 

• Market economy operator principle (MEOP). The preceding examples rely on a readily available market 
comparator to calculate the amount of lawful aid that may be provided. Where there is no readily 
available “market comparator”, the Fund will need to undertake an exercise to determine whether a 
market comparator exists outside of the Fund. If so, the rate and terms applied to this investment would 
be considered the market comparator from a state-aid perspective.  
 

• EU reference-rate methodology. If no market comparator is found, the Commissions’ Communication 
on the Revision of the Method for Setting the Reference and Discount Rates 2008/C14/02 sets out the 
process and minimum interest rates that would need to be applied to a project for the Fund to be acting 
in line with the MEOP. When using the EU reference-rate methodology, it would still be possible to apply 
a state-aid measure, such as GBER or De Minimis. 
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5.7 Summary and recommendations Studies consistently suggest that across the UK – and in the South West – there is a multi-billion-pound 
investment requirement for low-carbon projects if environmental targets are to be met. The specific requirement 
estimates in the South West range from an identified project pipeline of £175mn to £8-10bn over the next 10 
years. 
 
Due to the market failures identified in Section 4, however, there is a limit to investor appetite, both debt or 
equity, for low-carbon projects. 
 
While other sources of funding are available for projects such as those envisaged in the South West, few existing 
initiatives cover the South West and/or have the investment-policy criteria to fully meet the South West’s policy 
objectives. Moreover, there will be national competition for any of the limited capital available, with demand far 
outstripping supply. 
 
The resulting funding gap between the envisioned £100mn fund and regional requirements is substantial. To 
plug this deficit, a combination of technical assistance and concessionary funding is required to stimulate the 
significant private-sector leverage required. 
 
In addition to any residual ERDF grant contributions available from the 2014-20 programme allocations, the Fund 
should set its investment policy to make it attractive for local authorities to provide seed capital, most probably 
from PWLB.  
 
The combination of public capital and concessionary lending make the state-aid considerations material. 
However, it should be possible to operate a Fund of this nature by applying existing state-aid measures, rather 
than seeking any specific approval for the Fund. 
 
The provision of aid to the Fund Manager can be avoided through competitive public procurement, while 
preferential remuneration to private investors is allowable when pursuing public policy objectives. 
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6. LESSONS LEARNED 

 
6.1 Introduction Stakeholders in the 2007-2013 ERDF Operational Programme, as well as similar funds, have consistently 

identified a number of considerations in establishing impact funds of the nature of the proposed South West 
Low Carbon Fund. These can be summarised as follows: 
 

6.2 Maintain flexibility A breadth of project types is required to ensure that the pipeline remains big enough to deploy (and redeploy) 
the funds over time. The complexity of the task of financing low-carbon infrastructure in an ever-moving climate 
of policy, technology and environmental drivers makes defining narrow fund-operating parameters inherently 
flawed and, ultimately, restrictive. This applies just as much to the definition of eligible technologies as to the 
nature of the investment required to address market failure at any given time. No one funding source, such as 
the ERDF and its attendant regulations, need constrain the investment policy of the Fund. Therefore, the 
requirement is to formulate a clearly defined investment strategy, while recognising that the market can 
change. 
 
The presence of an independent Investment Committee to steer the process, adjust the investment strategy 
and ensure sound decision-making is vital. The role of the Investment Committee is to advise the Authority on 
the performance of the Fund Manager against the objectives of the Investment Strategy, including non-financial 
returns, commitment and deployment milestones. Where the observed Fund performance warrants a change 
to the Investment Strategy (eg, as a result of changing market conditions or investment trends), the Investment 
Committee provides objective oversight and is empowered to agree that change, providing it is deemed to be 
in the interest of all stakeholders, not just the Fund Manager. 
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6.3 Technical assistance Projects often not only need funding, but also management know-how and commercial and technical guidance. 
A lack of available resource has been cited repeatedly as one of the major barriers preventing cost-effective 
energy-saving opportunities progressing beyond the high-level feasibility stage. In many cases, capital budgets 
cannot be assigned until there is a properly defined and dimensioned project, yet there is a cost involved in 
getting it to this stage (which is unbudgeted).  
 
A recently published Building Energy Efficiency Survey (BEES) for the BEIS assessed three years of primary 
research into non-domestic energy efficiency, with data collected from 3,690 building occupiers on energy use, 
abatement potential and barriers. The main barriers identified included limited capital and expertise, hidden 
costs, technical risks, unacceptably long paybacks and complex decision chains. All of this suggests that 
customers need to be taken on a clear journey, with a clear strategy and outcome in mind.  
 
This should include:  
 

• An alignment of objectives between local-authority bodies (LEPs, project development unit, etc) and 
the Fund itself, with consideration given to a technical-assistance pot being included within the Fund 
structure itself. Either way, a consistent, standardised approach to project development and technical 
assurance will mitigate transaction costs by avoiding repetition, for example, by securing joint reliance 
from advisors, PDU and/or the Fund, underwritten with an appropriate level of public indemnity 
insurance. Joint reliance allows the stakeholders to procure and share a single expert opinion (eg, a 
technical advisor’s report), where appropriate, rather than each party procuring its own independent 
report. 
 

• Added value to the project sponsor/developer, including capacity building and access to benchmarking 
and research, including EEFIG’s DEEP data base and Horizon 2020’s Investor Confidence Project 
initiatives. 
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6.4 Managing public-sector expectations The challenge for impact funds is to ensure that the public sector is optimistic in taking a ‘go-first’ approach to 
stimulating and accelerating investment, balanced by a realistic perspective on the outcomes: 
 

• Timetable: Typically, despite pre-emptive marketing campaigns, funds have been slow in raising 
awareness, gaining confidence and changing mentalities (e.g., from ‘grants’ to revolving-fund ‘financial 
instruments’) before they even begin on development work to take projects to the ‘bankable’ stage. 
The revolving scheme invests on a commercial basis, allowing authorities to receive back the capital 
invested, plus the revenue generated by the investment activities of the Fund. These financial resources 
are then reinvested to fund additional sustainable low-carbon projects, unlike one-off grant 
interventions. 
 

• Financial return: By definition, market returns are not available to projects suffering from market 
failure. Public-sector capital is required to provide the concessionary funding (including technical 
assistance), which, blended and leveraged with private capital, is the only way to get investment to the 
scale required in the South West. 

 
• Management costs: Private-sector investors will have their own overhead costs and requirement for 

costs to be reimbursed. Therefore, it is unrealistic to expect the private sector to contribute to the cost 
of operating the Fund, especially Fund Manager fees, which will be a public-sector liability. This can be 
mitigated by requiring that, where viable, the Fund Manager seek market transaction fees from the 
investee projects and set any income off against its contracted fees. 

 
That is not to say that the public sector has to lose money, or cannot make money in the investment process, 
as considered in Box A.  
 
Moreover, using repayable debt and/or equity instruments through a revolving fund will create a much higher 
economic return on capital. A revolving fund is established to invest on commercial terms (as opposed to 
making grants or other one-off interventions) and reinvest the proceeds of those investments in subsequent 
eligible investments. In this way, a single capital commitment can establish a repeating cycle of investments 
(see below), not only maintaining a financial return on that initial capital (see Box A), but creating a multiplier 
effect on the social and environmental returns brought about by that same pool of capital (see Section 7 on 
value added).  
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6.5 Management of stakeholder groups Where no single, large allocation of resource or capital exists, the alignment of interests and cohesion between 
a broad array of stakeholder groups is essential to creating the critical mass for a fund of this nature. There 
needs to be political buy-in at a high level to capture the value-added benefits that will create public-sector 
confidence and, ultimately, attract investment. 
 
For example, while the public-to-private risk-reward structure has been criticised, the governance structure of 
Manchester’s Evergreen Fund I (EFI) has reportedly helped to ensure that it is viewed by public-sector partners 
as a key instrument for delivering economic development priorities. EFI was established by a number of local 
authorities in the North West and is co-chaired by two of the chief executives. Close alignment between the 
Fund, the Core Investment Team (project development unit) and the fund manager also has clear advantages 
for potential applicants: effectively, one funding application process and one ensuing on-lending agreement. 
 
In the South West, it will be important for the relevant stakeholders to collaborate to deliver the low-carbon 
aspirations of the region. The LEPs, South West Energy Hub, the Bristol City Council-managed Project 
Development Unit and the South West Low Carbon Fund need to work together to make the best of each other’s 
expertise and resources. This could see the South West significantly expand its investment into successful low-
carbon projects to the direct benefit of the region.  
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6.6 Balance-sheet treatment Public-sector organisations have limited capital-expenditure budgets and are often unwilling to take on 
additional debt for non-core activities such as energy efficiency. This means that the ‘standard’ debt products 
that funds have been able to offer, based on the provision of finance directly to organisations, have not been 
attractive.  
 
Historically, low-cost borrowing has not been an issue for the public sector, thanks to the PWLB. However, local 
authorities have needed to keep assets and liabilities associated with low-carbon projects off their books and, 
thus, balance sheet when it comes to their financial statements. Such projects thus tend to be excluded from 
the public-sector net debt statistics, which form part of the national accounts. 
 
However, there are growing indications that the private sector, awakening to the challenge of carbon reduction, 
might find off-balance-sheet solutions attractive, particularly SMEs. 
 
One specific type of project loan is an energy performance contract (EPC). There has been significant discussion 
about whether an EPC is on or off balance sheet for the end user. Eurostat issued Guidance Note 24 on this 
subject in August 2015 and concluded that, in general, EPCs should be on balance sheet for the public-sector 
end user. This was considered a barrier to public authorities using EPCs. However, following a review, Eurostat 
issued new guidance on EPCs in September 2017, which clarified the conditions under which certain types of 
EPC could be considered off balance sheet. Specifically, the EPC contractor has to be taking on the majority of 
the risks and rewards of the contract.  
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Box A: Fund returns and the use of PWLB as seed capital 
 
Subject to individual authorities’ adoption of their general powers of competence and prudential borrowing 
limits, an attractive option for enterprising local authorities (and potentially Foundation and NHS Trusts) may 
be to arbitrage their borrowing powers against the portfolio Fund returns, taking a profit on the differential 
rates after allowing for Fund operating costs and concessionary funding rates. 
 
A local authority would borrow from PWLB at the prevailing rate and invest by means of a conditional funding 
agreement, whereby the local authority would accept a return based on the underlying project returns, less 
the fund overhead costs and the costs of any concessions (per Section 5.5 above). The agreement would have 
an investment policy that set a target rate of return on the public funds. 
 
To achieve this, Fund concentration ratios would need to be set to give the Manager leeway to make the target 
returns. For example, if the target local-authority rate of return was 4.5% and the requirements of the Fund 
Manager included a limit on costs and concessions to 2% per annum, then the gross portfolio return would need 
to be at least 6.5%. Not all projects would provide this rate of interest/return, so the Fund would need a 
combination of different risk-reward investments. Simplistically, these can be categorised as follows: 
 

  
Thus, with a gross portfolio return of 6.5%, less costs of 2%, the return to the public sector would be 4.5% and 
the profit would be 2.2%, after the c.2.3% rate of interest for PWLB (10-year maturity certainty rate as of 30 
April 2018). This approach is state-aid compliant, as discussed in Section 5.6.2. 
 

 
 

Sector Indicative % Contribution

project of Fund to Fund

rate of return return

Public sector – access to PWLB 2.0% 20% 0.40%

Quasi-public sector – no access to PWLB 3.5% 20% 0.70%

Private sector – debt 6.0% 30% 1.80%

Private Sector – equity 12.0% 30% 3.60%

Gross portfolio return 100% 6.50%

Gross portfolio return 6.50%

Fund costs -2.00%

PWLB borrowing costs -2.30%

Public-sector return 2.20%
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Box A (contd.): Fund returns and the use of PWLB as seed capital  
 
In the specific case of ERDF grants, while the EU requires matched funding at localised intervention rates, 
recycled monies remain in the local economy and are not returned to Europe. So, assuming a 50% intervention 
rate, if public funds (PWLB) are used to match ERDF monies, then the public return is 200%. 
 

 
 
Before considering the interest component, the public-sector return on capital is £2/£1 = 200%. 

ERDF
£1

Public match
£1

Projects
£2

Fund
£2

£2 capital
& interest2nd-phase 

revolving 
fund
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6.7 Summary and recommendations To avoid limiting possible investment opportunities, it is important to create broad output-based terms of 
reference for the Fund. Its local priorities must be governed by its investment policy (or business plan) and 
reviewed annually by an independent stakeholder body. 
 
The need for development funding and technical assistance requires the establishment and funding of a project 
development unit. It is important to continue to pursue ELENA (and other) funding to both establish and 
maintain the PDU’s capability for the investment period of the Fund. The Fund, itself, should also ensure that 
where the PDU brings projects to it, the PDU is recompensed at sensible market rates for its endeavours.  
 
There are a number of organisations in the South West that should cooperate to develop and bring low-carbon 
projects to the South West Low Carbon Fund. Projects from across the region could be shepherded to the South 
West Energy Hub for initial vetting, assuming this fits within their emerging strategy, and those that are deemed 
viable could then entered into an investor-ready development process with the PDU prior to being presented 
to the Fund’s Investment Committee. 
 
Realistic expectations of the timetable for ‘quick wins’ should be included in strategic documents, cognisant of 
any requirements of particular funding sources. The Fund should aim to be self-supporting, with no erosion of 
public capital as the base case, and any financial return on public investment an upside. Importantly, using 
repayable instruments through a revolving fund will create a much higher effective rate of return for local 
authorities than one-off grant funding (as illustrated in Box A, above).  
 
Obviously, the impacts of Brexit in relation to European and/or replacement UK government investment 
support are unknown at this stage.  
 
To encourage the regional bodies to bring projects to the fund, a standard Memorandum of Understanding 
(MoU) should be developed between relevant public-sector stakeholders, to develop a set of principles on 
which the Fund is to operate and become the first-choice vehicle for delivery of their capital projects.  
 
Without a clear source for the target £100mn of funding, consideration should be given to establishing the Fund 
vehicle with a limited budget as a proof of concept and to create momentum by investing in a small number of 
initial projects. 
 
The Fund should be open to any off-balance sheet structure appropriate to the pipeline and actively explore 
novel solutions to address the needs of all stakeholders. These should include approaches such as ‘lighting as a 
service’ (LaaS), metered energy-efficiency approaches and ‘pay-for-performance’ models. 
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7. VALUE ADDED 

 

7.1 Introduction The implementation of low-carbon projects brings many benefits, both energy and non-energy in nature. 
Energy-related benefits include: 

• Energy costs savings for end users through: 

- A reduction in volume of energy, 

- A reduction in grid pass-through costs, and 

- Payments for demand-response and storage services. 

• Reduced effects of price volatility on organisations through: 

- A reduction in the volume of energy consumed and 

- Fixing prices, eg, via long-term fixed-price power purchase agreements (PPAs) from renewables. 

 
Non-energy benefits can include, inter alia: 

• Reduction in emissions of greenhouse gases, 

• Improvements in air quality, 

• Increased competitiveness, 

• Increased spending power, 

• Money kept in region, 

• Skills and job creation, and 

• Improved health outcomes. 

 
Although it is hard to quantify the exact benefits of the Fund, as the types of project that will be funded are 
uncertain at this stage, it is possible to estimate the rough order of magnitude of some of the benefits using 
benchmarks from other specialised funds and similar types of investment. 
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7.2 Energy and reduction in GHG emissions The London Energy Efficiency Fund (LEEF) has the following investment criteria: 

• Minimum energy savings of 20% compared with the base situation, and 

• A maximum cost per tonne of CO2 savings of £5,000 per annum (high compared with the actual result 
achieved of £2,000/tonne. 

 
If £100mn were invested just in energy-efficiency projects at £5,000/tonne of CO2, the total CO2 savings 
achieved would be 20,000 tonnes per annum. 
 
Assuming an average six-year payback period for energy-efficiency projects, the annual value of savings to the 
end users would be c. £17mn per annum. This represents money which is not being spent on energy and is, 
therefore, more likely to be retained in the region. 
 

7.3 Job creation Estimates of job creation through investment in renewable and energy-efficiency investments vary, but in 
general, renewable and energy-efficiency projects are more labour intensive than energy-generation projects. 
 
As Blyth, Speirs and Gross (2014) state in their meta-study reviewing research on job creation from renewables 
and energy efficiency in the UK:  
 
“Evidence from the literature suggests a reasonable degree of confidence in the conclusion that renewables and 
energy efficiency are more labour intensive in terms of electricity generated or saved than traditional fossil-fuel 
generation. The quality of gross jobs estimates varies, but many studies are robust, involving substantial surveys 
of the relevant industries. Overall, the evidence therefore points towards the potential for renewables and 
energy efficiency to be able to create jobs in the short-term under conditions of suppressed aggregate demand 
(such as during or post-recession).” 
 
From this and other research in the UK and around the world, it can be stated that deployment of £100mn into 
low-carbon projects would lead to significant skilled job creation with its attendant local economic benefits. 
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7.4 Health There is growing evidence that improving energy efficiency, particularly in poorly insulated homes with fuel-
poverty issues, leads to improved health outcomes. As with job creation, it is difficult to quantify, but a growing 
body of research supports this view, particularly when energy-efficiency measures remediate cold and damp 
conditions that are known to have a negative effect on health. 
 
The Boiler on Prescription project in Sunderland, operated by Gentoo, measured the health impacts in homes 
with fuel-poverty issues which were subsequently addressed by energy-efficiency improvements. The study has 
drawn national and international interest. The results after six months were reported as: 
 

• A 28% reduction in doctor appointments, 
• A 33% reduction in outpatient clinic appointments, 
• Up to 35.6% reduction in gas consumption per month, and 
• An increase of 2 to 7 SAP points, with a maximum of 47 points (lifting the property from EPC G to EPC D). 

 
After 18 months, the results were: 
 

• A 30% reduction in attendance at accident and emergency departments, 
• A 22% reduction in attendance at outpatient clinics, 
• A 25% reduction in emergency hospital admissions, and 
• A 14% reduction in energy bills. 

 
Although the project only covered a small sample, the results, along with those of other studies, suggest a link 
between reducing fuel poverty, improved health outcomes and reduced costs to the NHS.  
 
A fuel-poverty alleviation project in Liverpool, Liverpool Healthy Homes, reported a total project cost of 
£1.07mn with ongoing annual NHS savings of £440,000 and wider social savings of £1.1mn per annum. While 
this was not a direct retrofit programme, it further points to the value-added benefit of reducing fuel poverty. 
 
As well as the link between alleviating fuel poverty and health outcomes, improving energy efficiency can have 
a positive impact on health and wellbeing in other environments, such as offices and public buildings.  
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8. CONCLUSIONS  

 
 The development of this ex ante assessment has shown a clear need for the proposed South West Low 

Carbon Fund. The rationale for the Fund can be summarised as follows. 
 

• Public-sector organisations in the South West are limited in their ability to access funds for low-carbon 
projects in the region. The development of the South West Low Carbon Fund and associated 
infrastructure, with an understanding of the nuances of the region and direct local engagement with 
project developers and clients, will increase the South West’s ability to deploy investment into low-
carbon projects and harness multiple local benefits.  
 

• There are significant and clear European, national and regional strategic drivers behind the transition 
to a low-carbon economy and a decarbonisation of the energy and built environments that the fund 
will support. There can be no doubt that a South West Low Carbon Fund is a key component in enabling 
the region to move towards these strategic goals.  

 

• A pipeline of £175mn of projects has been identified for the ELENA PDU bid. The Fund will provide a 
funding route for the project-development work being carried out by the South West Energy Hub and 
the PDU, substantially increasing the scale of the potential investment required. 

 

• It is generally acknowledged by stakeholders in the South West that the scale of investment required 
in the region is significantly more than currently identified. An investment report for the West of 
England LEP identified a £2.5‒3bn investment need in the residential market alone.  

 

• Market failures have been identified across three broad themes: financial, structural and informational 
barriers. The development of the South West Low Carbon Fund, alongside the investment in the South 
West Energy Hub and the ELENA-funded project development unit, will act as the cornerstones for a 
vast number of low-carbon projects in the region.  

 

• The South West Low Carbon Fund can exploit lower-cost public capital to leverage private investment 
while providing attractive returns to all parties.  
 

• The South West Low Carbon Fund will provide significant value-added energy and non-energy-related 
benefits in a host of areas, including better health, reduced emissions, skills and job creation and local 
financial benefit.  

 



 

|ENERGYPRO EX ANTE REPORT FOR THE FINERPOL CONSORTIUM  
 

90 

GLOSSARY OF TERMS 

 

AMR  Automated meter reading 
BAS  Building automation system 
BCC  Bristol City Council 
BEIS  Department for Business, Energy and Industrial Strategy 
BMS  Building energy management system (synonymous with BAS) 
CCS  Carbon capture and storage 
CfD  Contract for difference 
CHP  Combined heat and power 
CO2  Carbon dioxide 
COP21 21st session of the Conference of the Parties, referring to the countries that have signed up to the 1992 United Nations Framework Convention on 

Climate Change 
DCC  Devon County Council 
DCF  Discounted cashflow 
DEEP  De-risking energy efficiency platform 
DG ENER Directorate-General for Energy of the European Commission 
DH  District heating 
DNO  Distribution Network Operators 
DSCR  Debt service coverage ratio – the ratio of free cashflow to debt interest and principle payments 
EBRD  European Bank for Reconstruction and Development 
ECM  Energy conservation measure 
EE  Energy efficiency 
EED  Energy Efficiency Directive 
EEEF  European Energy Efficiency Fund 
EEFIG  Energy Efficiency Financial Institutions Group 
EFI  Evergreen Fund I – Manchester-based fund 
EIB  European Investment Bank 
ELENA  European Local Energy Assistance – an initiative of the European Investment Bank and the European Commission 
EM3  Enterprise M3 Local Enterprise Partnership 
EnMS  Energy management system – ISO definition 
EPBD  Energy Performance of Buildings Directive 
EPC  Energy performance contract 
EPC  Energy performance certificate 
ERDF  European Regional Development Fund 
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ESCO  Energy service company 
ESF  European Social Fund 
ESG  Environmental, social and governance 
ESPC  Energy-saving performance contract (alternative term for EPC) 
EU ETS  EU Emissions Trading Scheme 
FiT  Feed-in tariff 
GFirst  Gloucestershire Local Enterprise Partnership 
GHG  Greenhouse gas 
GSHP  Ground source heat pump 
ICP  Investor confidence project 
IGA  Investment-grade audit 
IPMVP  International Performance Measurement & Verification Protocol 
IRR  Internal rate of return 
ISC  Isles of Scilly Council 
ITTF  Independent trust financing facility 
JESSICA  Joint European Support for Sustainable Development in City Areas 
KPI  Key performance indicator 
kW  Kilowatt – unit of power 
kWh  Kilowatt hour – unit of energy 
LaaS  Lighting as a service 
LCCC  Low-carbon contracts company 
LED  Light emitting diode 
LEP  Local enterprise partnership 
M&T  Monitoring and targeting 
M&V  Measurement and verification 
MD  Maximum demand 
MEES  Minimum energy efficiency Standard  
MESA  Managed energy services agreement 
MHCLG  Ministry of Housing, Communities and Local Government 
MW  Megawatt – unit of power 
MWh  Megawatt hour – unit of energy 
NEB  Non-energy benefits - benefits of energy efficiency that are not energy related 
NHS  National Health Service 
NPI  Normalised performance indicator 
NPV  Net present value 
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NZEB  Nearly zero energy building 
O&M  Operations and maintenance 
OBR  On bill repayment 
PACE  Property assessed clean energy 
PDA  Project development assistance 
PDU  Project development unit 
PF4EE  Private Financing for Energy Efficiency – an EIB programme 
PV  Photovoltaic 
RE:FIT  UK programme to encourage use of energy performance contracts 
SGC  South Gloucestershire Council 
SEP  Strategic economic plan 
SEIC  Somerset Energy Innovation Centre 
SWEH  South West Energy Hub 
TA  Technical assistance 
TCFD  Task Force on Climate-Related Financial Disclosures 
V2G  Vehicle to grid 
W  Watt – unit of power 
WELL An international evidence-based standard, which sets performance requirements in seven categories: air, water, nourishment, light, fitness, 

comfort and mind  
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APPENDICES 

 
 



 

APPENDIX 1: PHASE 1 REPORT 

 

 
 
 
 
 
 
 
 
 
 
  

We work with clients to accelerate investment into 
energy and resource efficiency. 

We apply our expertise and knowledge, advising on 
energy and resource efficiency, energy services, 

energy management and the financing of energy 
efficient and clean technology. 

We incubate new ventures in energy and 
clean technology. 

 

visit: energyproltd.com 

 

High level advice on structuring of finance  
for energy efficiency and low carbon projects 

 
 
 
 
21st November 2017 
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Summary 
 
This report sets out the strategic rationale for the proposed South West regional sustainable energy and energy 
efficiency fund and addresses the following high-level questions set out in the RFQ and subsequent discussions 
with Plymouth City Council and the wider South West Finerpol consortium, namely: 
 

• Present options and recommendations for how best to structure a Fund, illustrated by case studies, 
using a mix of public and private funds (including Bond finance) to secure the cheapest project finance, 
reflecting the approach adopted by the EU for de-risking finance and considering the role of EIB/EFSI 

loans. 
 

• The effect of different options on the size of the fund (e.g. £50m v £100m v £250m +) should be 
considered and presented. 

 
• Present the risks (financial, legal, other), who bears them, and how they can best be mitigated within 

the overall aim of minimising the cost of finance, including (though not limited to): public underwriting 
of risk; application of Standards in project development and operation; use of special purpose vehicles 
to isolate risk; aggregation and bundling of projects. 

 
• Describe illustrative examples of funds and financed projects in UK and elsewhere, including examples 

of the cost of finance at fund level and project level. 
 

• It is likely that much of the delivery of investment will be achieved through Energy Performance 
Contracts. Identify, explain and comment upon any financial, legal or other implications of this for the 
Fund structure and governance. 

 
• Advise on the accounting treatment of finance for energy efficiency projects and their various 

mechanisms for delivery (asset leases, Energy Performance Contracts, special purpose vehicles etc.) by 
public sector organisations. 

 
The critical questions to answer in designing a fund include;  
 

• what outcomes does the fund want to deliver? 
• what are the investment criteria? 
• what are the governance processes? 
• what can be done to ensure the flow of well-developed projects? 
• how are projects developed? 
• what kind of funding is provided by the fund? 
• how can the Fund Manager be remunerated fairly? 
• how to ensure that the transaction costs are kept low? 
• and of course, how to provide investors in the fund with the returns they require, be they private or 

public-sector investors? 
 
The answers to these questions are inter-linked and we have structured the report to cover the following 
aspects: 
 

1. The Strategic Case for the Fund 
2. Funding Structure 
3. Fund Size 
4. Investment Targets and Criteria 
5. Institutional Structure 
6. Risk Factors 
7. Use of Public Funds for Risk and Cost Reduction 
8. Accounting Treatment 
9. The Use of Energy Performance Contracts 
10. Next Steps. 

 
The report provides background and recommendations on the strategic decisions required to lay the 



 

97 | P a g e  
ENERGYPRO REPORT ON PROPOSED FUND DEVELOPMENT 

foundation stones for the development of the proposed fund.  
 
Examples of funds are included in Appendix 1 and additional relevant information is provided in Appendices 2 
to 5. 
 
Our recommendations are as follows: 
 

• Establish fund with blend of public and private funds to reduce cost of capital to projects 
• Target £100m fund size 
• Fund should be primarily a debt fund 
• Establish a broad scope for the fund including a range of sectors and technologies including energy 

efficiency, distributed generation, demand response, storage and e-mobility 
• Procure an independent Fund Manager to manage the fund and help secure investment using open 

dialogue procurement approach or similar 
• Establish a Project Development Unit to ensure a flow of projects into the fund 
• Use Energy Performance Contracts, but remain open to other contract forms and platforms, 

particularly for smaller projects 
• Put in place best practice risk management systems including use of standardized project 

development tools 
• Establish an institutional structure that binds in consortium members and incentivizes members to 

bring projects forward to the fund 
• Consider a structure that returns some funds to project owners for use in social projects such as fuel 

poverty mitigation measures. 
 
The recommended immediate next steps are as follows: 
 

• Finalise decisions and recommendations 
• Commission Action Plan  
• Commission Ex Ante Assessment  
• Build business plan and fund legal structure for final stakeholder sign off 
• Agree and obtain internal sign off for the proposed fund structure by project stakeholders 
• Start/continue discussions with investors and relevant financial parties, such as Salix, ELENA etc. 
• Prepare for procurement of Fund Manager. 
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1. The Strategic Case for the Fund 

The Finerpol project is focused on increasing investment into energy efficiency and renewable energy for 
buildings in Europe and as part of this programme Plymouth City Council is investigating the creation of a 
sustainable energy / energy efficiency / low carbon fund to provide investment finance for public and private 
sector organisations to implement projects that help them deliver against their energy and low carbon targets 
and aims.  
 
The rationale behind establishing a specialised fund is based upon: 
 

• the recognition that there are many potential, economic projects that may not receive funding from 
conventional, private sector equity providers and debt providers 

• investing in low carbon projects clearly contributes to achieving environmental objectives but can also 
contribute directly to economic development and job creation in the region, as well as addressing 
social problems such as fuel poverty 

• there is insufficient public financing to invest in all economic projects 
• bringing project opportunities through to funding requires a catalyst of development assistance and 

low-cost capital which a public-private fund can provide. 
 
For these reasons a public-private specialised fund with an associated Project Development Unit (PDU) is 
recommended. 
 
The current focus of the Finerpol project is on energy efficiency for buildings and whilst this focus, supported 
by the ELENA technical support monies, is a target for the first phase of the fund a strategy should be developed 
to create a fund that over time has the ability to support a broader remit covering low carbon projects of all 
types including local generation, micro-grids, storage, e-mobility etc. The energy and low carbon agenda can 
be combined with driving social outcomes such as providing better and healthier work and living spaces – 
enabling the community to “work better, learn better, heal better and feel better”.  
 
The EU estimates that there is a need to invest €100 billion a year into energy efficiency building investments1 
across Europe.  The public sector alone does not have the ability to bring in sufficient funding to meet the 
investment requirements to drive the decarbonisation agenda and it is the EU’s strategy, through vehicles such 
as the European Fund for Strategic Investments (EFSI) to use public money to mobilize private sector 
investment. To reach the scale of investment required to decarbonize the South West, and take up the 
economic opportunity, there will be a requirement for private sector funding, alongside public monies. 
 

A report2 prepared for Department of Energy and Climate Change (DECC) in 2011 estimated that the cost-

effective potential for investment in carbon abatement (mainly through energy efficiency measures) in the 
entire UK public sector was £1.66 billion. Investment in energy efficiency can be highly cost effective (in some 
cases repaying the upfront capital in around 1-3 years through the energy saved), lowering running costs and 
reducing exposure to higher energy prices over time. Installing energy efficiency measures is also likely to have 
a beneficial impact on the local economy through supporting jobs in construction and throughout the supply 
chain. 
 
It is clear from the operation of other energy efficiency and renewable energy funds across Europe that 
blending public and private sector funds can drive investment into energy efficiency and other low-carbon 
projects by bringing lower cost capital and a focused project development effort. The development of such a 
fund from scratch provides the opportunity to build a financial proposition that not only meets investment 
requirements, but that also meets wider social and environmental drivers.  
 
Through the development of a specific South West fund it will be important to structure it so that as far as 
possible benefit is maintained within the region. Whilst the environmental benefits of carbon reduction are 
globally far reaching, by focusing activities locally, financial benefit can be maintained within the region and 

                                                
1 Mobilizing investment for Europe’s Energy Union  
  https://ec.europa.eu/energy/en/news/mobilising-investment-europe’s-energy-union 
 
2A guide to financing energy efficiency in the public sector.  DECC & Local Partnerships. 2015. 
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/394893/update_to_financing_public_sector_en
ergy_efficiency1.pdf 
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social benefits, such as job creation, can provide substantial local social benefit.  
 
To ensure the successful development of the pipeline of investable projects it has been recognised that a PDU 
is needed that will provide the capability and capacity required to support relevant stakeholders to develop 
and get projects to a point where they are investor ready for funding and delivery.  
 
It is proposed that the fund should also be designed to enable participants to access funding that is not only 
low interest, but also has the ability to be longer term and have the flexibility of draw down and repayment 
profile to be as financially favourable as possible. This structuring will need to be developed and agreed, but is 
an important principle.  
 
The type of funding that the fund makes available to projects also needs to be considered. Funding can be 
equity or debt and debt comes in different varieties such as sub-ordinated and mezzanine.  Most sustainable 
energy funds in Europe are primarily debt focused but have an option to also invest appropriate levels of higher 
risk equity into larger projects.  As discussed in Section 4, there is a need to invest in project development which 
is essentially an equity risk activity.  A pocket of the fund could be allocated to this development function. 
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2. Funding Structure 
 

Summary and recommendations 
 
The funding structure drives the weighted average cost of capital (WACC) with public funds having a lower 
cost of capital than private funds.  Public funding, specifically ERDF, EIB funds and in the UK the Salix 
Recycling Fund, have been used in a number of funds including EEEF, LEEF and the Green Growth Wales fund 
to reduce the overall WACC of that particular fund.  Public funds have also been used for Project 
Development purposes using programmes such as ELENA and this aspect is discussed below in Section 5. 
 
It is recommended that: 
 

• A blend of public and private funds be targeted to reduce the cost of capital and some form of 
public funds be used to support project development. 

• Discussions with the EIB should be initiated to address their current appetite for UK funds. 

• Discussions should be initiated with Salix to determine the potential to working with Salix as a 
source of funds.  

• Discussions on using already allocated LEP ERDF funds should be expedited. 

• Discussions with other potential investors/lenders including commercial banks such as Triodos 
should be initiated. 
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Discussion 
 
Funding structure 
 
A critical factor in any fund is the WACC, particularly when addressing public sector projects which can 
potentially be funded by the Public Works Loan Board (PWLB) which will usually have a lower “headline” 
cost of capital than any commercial, or even semi-commercial fund3.  However, a fund may be able to 
compete with the PWLB through adjusting the repayment terms of loans. For example, the Green 
Investment Bank’s (now Green Investment Group) street lighting finance product was able to demonstrate 
a lower overall cost through shaping capital deployment and repayments to match project needs and cash 
flows, whereas the PWLB requires 100% draw-down and very defined repayment terms which kick-in on 
capital deployment.  Staggered draw-down, repayment holidays and sculpting repayments to match the 
cash flow can reduce the overall cost to equal or below that of the PWLB.  Under some circumstances LEEF 
can match PWLB funding. 
 
Blending public and private funding sources provides the opportunity to not only increase the amount of 
monies available for investment, but depending on the project, to offer rates below that of just the private 
market. The chart below offers a basic sensitivity analysis on the percentage of public sector monies within 
a project investment structure and the potential interest rate. As would be expected the more private 
money within the project the higher the rate.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Funding structure of the London Energy Efficiency Fund (LEEF) 
To further illustrate the blending of public and private funding we have used the example below of LEEF: 

   
 
 

                                                
3 On 20th November 2017 the current PWLB 10-year annuity rate is 1.87%, “Certainty new loan rates are calculated by subtracting 
0.20% (twenty basis points) from the comparable new loan rate.  PWLB Interest Rate Notice Number 448/17. For transactions 
agreed after 12:15 on 17th November 2017.”    

 

Investor Amount 
(£) 

Cost of capital 
(%) 

GLA £25.7m 1.7% 

ERDF (matched) £25.7m 1.7% 

RBS £50m 3-5% 

Amber £0.7m 1.7% 

ERDF (unmatched) £10.15m 1.7% 

TOTAL £112.25m  
Notes: 
The ERDF and matching funds have to be provided at a rate using the European Reference Rate methodology in order 
to avoid State Aid issues.  The rates quoted here were prior to the recent interest rate increase, the European Reference 
Rate moves monthly in line with LIBOR. 
As part of the procurement process Amber committed to invest 1% of the total at an interest rate equal to a bank or if 
no bank is involved in the transaction at the ERDF rate. 
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The simple WACC across LEEF, in this example, is between 2.28% and 3.6% assuming investment is drawn 
pari passu from all investors which in practice does not happen. LEEF is able to offer loans at rates from 
1.7% with a ten-year tenor4.  This is effectively a risk-free rate and in practice each transaction will have a 
risk premium added. 
 
As a result, the actual WACC for any project will depend on: 
 

• the investor source used, as even within the LEEF structure some investors have 
the option not to participate in any individual project 

• the risk premium which will be driven by credit scoring procedures for the client 
and project. 
 
For projects, such as private sector developed District Heating schemes where the capital investment 
requirements are usually large, project timescales are long and return on investment profiles are 
extended, interest rates will often be in the range 3.5 to 4.5% due to higher risk associated with risks 
around the build-out rate. 

 
Sources of funds 
 
There are some potential public and private sector sources of funding for the proposed fund, a blend of 
which should be pursued.  
 
An important public-sector source of finance in the UK is the Salix Recycling Fund that aims to increase 
capital investment in energy efficient technologies across the public sector. It is a ring-fenced fund with 
capital provided by Salix, and matched by the partner organisation, to be spent on energy saving projects. 
Depending on the programme the payback terms appear to be up to 8-10 years and the carbon saving 
targets also varies per scheme. For example, the Salix Green Growth Wales programme requires projects 
to deliver a per tonne saving of carbon of £200/t over the lifetime of the projects. The financial savings 
delivered by the projects are returned to the fund.  
 
Salix currently has 128 Recycling Fund partner organisations and has financed over 9,700 projects worth 
more than £172m. The size of an individual Recycling Fund ranges from £100,000 to £1 million. A typical 
fund size would be £500,000 with Salix providing £250,000 and the client match funding the other half. 

 
From a European perspective the EIB would be the natural port of call for investment into the fund being 
proposed by the Finerpol project, although the effects of Brexit on this possibility are not yet clear and the 
EIB is known to be currently reviewing the position. It is important to note that the EIB provides funding 
on commercial rates.  Similarly, the use of The European Fund for Strategic Investments (EFSI) should be 
considered. EFSI is a guarantee fund (EUR 16 billion guarantee plus EUR 5 billion of capital) from the EIB 
and the provision of a guarantee could draw in investment at a rate using the European Reference Rate 
that may be lower than specific private sector funds available in the UK. Full use should be made of the 
European Investment Advisory Hub to access advisory and technical support in establishing the proposed 
fund and deal with potential issues such as State Aid. 
 
ERDF funding is interest free but has a considerable transaction cost due to the lengthy process involving 
DCLG and other stakeholders. ERDF 2014-2020 funding has been guaranteed by HM Treasury so it will 
proceed. This in effect will finish on 31 December 2023.  There is a possibility of using existing ERDF LEP 
allocations from across the South West. This possibility should be expedited.  The current view is that as 
long as ERDF funds are in a Financial Instrument (e.g. a Fund) by 31st December 2020 then the ERDF will 
not be recovered by Brussels. However, with the uncertainties around Brexit this is a fluid situation and 
there will be competition to secure available existing ERDF money.   
 
 
 
 

                                                
4 Prior to recent interest rate rise. 
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Commercial banks should also be approached. Given the geographical and sector focus an obvious bank 
to approach would be Triodos, although other banks that have shown interest in this sector include RBS, 
Lloyds and Handelsbanken. RBS are in the process of relaunching their energy efficiency fund and are 
potentially looking for partners to deploy funds.  
 
It is proposed that these and other identified banks and insurance companies should be approached early 
within the fund development process to determine their potential interest of being an active participant 
within the fund and if so what indicative projects and associated rates they could provide.  

 
 
 

Additional Considerations 
 
Ex ante study 
 
From discussions with the Finerpol team there is a requirement to carrying out an Ex-ante study as part 
of the project. This study will be required to access any ERDF funds. This study must be commissioned 
prior to the procurement of the Fund. This activity is listed as one of the Next Steps of the project.  
 
The use of bonds 
 
Bond finance, which is specifically referred to in the RFQ, is more a tool for secondary financing (“re-
financing”) rather than primary financing.   We do not consider it as viable for primary finance, at least in 
the context of the Debt Capital Markets and green bonds.  There may be opportunities to finance, or re-
finance, projects through the use of peer-to-peer (“crowd funding”) bonds, an approach that has been 
successfully applied to renewables projects by groups such as Abundance and Downing Capital.  The cost 
of capital of these bonds, however, is usually quite high, between 6 and 10%. 
 
Energy efficiency and low carbon projects 
 
The current discussions and driver for the development of the fund has come through the Finerpol project 
and its aims of addressing the energy efficiency of building stock in Europe. This is an important aim of 
Europe’s climate change agenda, but the opportunity that the Finerpol consortium has in the South West 
is to use this project to develop a fund that can invest in a wider range of low carbon projects, including 
e-mobility (EVs and charging infrastructure) and battery storage projects, both behind the meter and grid 
scale. It can also tie in projects and activities associated with the broader refurbishment of sites that 
provide wider social benefits as outlined below.   
 
The broader aims of the fund should be geared to support a wider social agenda that can not only provide 
financial returns, but can also provide clear social returns for the South West. The fund can support wider 
aims of enabling society including to; “learn better, work better, heal better and feel better”. 
 
These areas have a clear social value and it should be possible to use the creation of the fund and the 
energy / low carbon agenda to deliver multiple benefits to the South West’s community.  
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3. Fund Size 
 

Summary and recommendations 
 
There are a number of important criteria when considering the size of the fund including: 
 

• realistic pipeline 

• investment targets and criteria 

• viability of the fund for a fund manager  

• investment criteria of investors 
 
It is important to scale the fund in relation to the size of the realistic pipeline.  There is also a minimum 
size below which a fund is unlikely to be viable (c.£50m).  Furthermore, investors in such funds often have 
minimum investment levels and restrictions on the percentage of a fund that they can individually take.  
Therefore, an investor with a minimum investment level of £10m would be taking 20% of a £50m fund 
which may exceed their own investment rules. As a result, it will be important to start outline discussions 
with potential funders early to understand the rules in which they have to operate to make a financial 
commitment.  
 
We have assessed the pipeline identified by the Consortium and this combined with consideration of the 
other factors leads us to recommend that the fund aims for £100m.   
 
It is possible to have a number of “closes” for the fund which can be agreed with the fund manager e.g. a 
first close at £50m and a second close at £100m.  The first close approach ensures that a minimum level 
of capital is committed before the fund is implemented. The potential timings of these closes will be 
developed by the Fund Manager and agreed with investors, but this structure can be agreed in conjunction 
with the wider project stakeholders to ensure that all parties are clear on the development roadmap. 
 
It is recommended that: 
 

• A target of a £100m fund should be set. 

• The fund should have broad low carbon investment scope covering a range of sectors, project 
types and technologies. 
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Discussion 
 
Pipeline 
 
The size of the fund will need to reflect the scale of the realistic pipeline and the level of investment that 
can be realistically deployed within a reasonable timescale, say 2 to 5 years. Several funds that have been 
established have had trouble deploying capital.  It is better to declare a lower fund level which can be 
successfully deployed than to go for a larger headline number that cannot be deployed.  Furthermore, 
funds can be extended and funds can also be on the basis of investors providing funds on a project by 
project basis.  Failure to deploy capital would require returning capital to investors which in practice 
means releasing them from their obligations to invest.   
 
We have critically reviewed well over half of the Consortium’s pipeline, the total of which amounts to a 
potential capital expenditure of c.£170m.  From discussions with consortium members it appears that 
many of the ‘highest likelihood to proceed’ projects are being put forward for PWLB funding which would 
obviously remove them from consideration as part of the portfolio of Finerpol’s proposed fund.  However, 
it is considered that the existence of a fund and importantly a development resource will bring forward 
many other low carbon projects in the region.   
 
With the size of this pipeline, coupled with additional projects that could be identified and developed and 
the factors around fund sizing discussed above, the target fund size should be £100m.  
 
A related issue is how to secure the pipeline.  Raising investment into the fund will be easier if a pipeline 
of viable projects is secured and securing the pipeline will be easier if the funds are definitely available – 
a classic chicken and egg situation.  In reality, investors will need to be convinced that the pipeline is really 
there and can be secured and developed through to financial close.  
 
It is recommended that an essential part of the overall process is that at least a Memorandum of 
Understanding (MoU) be drawn up between project developers/owners and the fund or its sponsors.  The 
MoU should agree that the project will be financed through the fund, assuming the fund is implemented 
and funded.  This is discussed further in Section 4. 
 
Viability of the fund for fund managers 
 
Establishing and managing a fund has certain fixed costs.  Under traditional fund management 
remuneration structures (typically an annual fee of 2% of funds under management and 20% of the return 
above an agreed benchmark) managing a small fund may not be viable. Furthermore, the set-up costs for 
the fund manager and the sponsor are similar whatever the size of the fund and therefore will be dis-
proportionate.  
 
Investment criteria of investors 
 
Many institutional investors have minimum investment levels (“cheque size”) which can be £5m, £10m or 
above.   Further to this they will often be restricted in taking more than a set percentage of any one fund.  
As mentioned above, an investor placing £10m into a £50m fund will be contributing 20% which may 
exceed their limits. 
 
Recommended fund size 
 
With the size of the pipeline, coupled with additional projects that could be identified and developed from 
a wider scope along with the factors around fund sizing discussed above, the target fund size should be 
£100m, even when taking into consideration the current portion of the pipeline looking to be funded by 
the Public Works Loan Board.  
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Additional Considerations 
 
In order to ensure a robust pipeline, we recommend; 
 

• the establishment of a Project Development Unit and  
• some kind of commitment process for consortium members and others bringing forward projects 

(discussed further in Section 4).  
 
Another aspect of project development could be to encourage community-based projects.  These kinds of 
projects typically require support from a development fund deploying small amounts (c.£25,000). The 
government established the Rural Community Energy Fund (RCEF) and the Urban Community Energy Fund 
(UCEF) to support communities developing energy projects, however the UCEF is no longer operating.  It 
may be possible to encourage the use of the RCEF to support developments or establish a similar 
mechanism for the South West. 
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4. Investment Targets and Criteria 
 

Summary and recommendations 

To ensure that investment monies bought into the fund have the greatest chance of deployment the 

criteria and areas of investment should be maintained as broad as possible. Whilst it is recognised that 

the initial ELENA driven project development programme will be focused on building energy efficiency the 

formulation of the wider fund should allow investment in a wider range of low carbon activity areas within 

the appropriate project criteria. As well as the breadth of investment areas, the criteria which determine 

investment decisions should not be too narrow and restrictive to ensure that the maximum number of 

viable low carbon projects can be delivered in the region.  

It will also be important to ensure that the fund can operate flexibly to ensure that it can invest in 

technologies and propositions that are not necessarily seen as being viable at the current time, but which 

may in the future become important in helping organisations meet their low carbon targets. For example, 

battery storage technology has come to market substantially quicker than expected and now offers a 

viable technological and financial opportunity in some cases, however a fund established with an inflexible 

scope would now not be able to fund these types of project.  

It is recommended that: 

• The fund should be developed to be able to invest in as broad a range as possible of low carbon 
projects and programmes.  

• The fund should be able to invest in a range of technology types and remain flexible to invest in 
new technologies and propositions. 

• Investment criteria should be developed that do not restrict investments.   
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Discussion 

An important area for consideration in designing the fund will be the target areas that the fund can invest 

in and the criteria set for a successful project bid. The Finerpol consortium is currently focused on 

accessing technical assistance through the ELENA programme to support the development and delivery of 

an initial tranche of energy efficiency projects in buildings. However, as discussed, it is important to keep 

the investment scope broad so as not to restrict the flow of projects that can be invested in.  

The low carbon transition will require activity in a broad range of areas and it will be important that the 

proposed fund has a level of flexibility to invest into a wide range of areas, such as;  

• energy efficiency in public sector and commercial properties 
- both pure retrofit (driven by energy savings) and embedded into building refurbishments (driven 

by non-energy reasons) 

• energy efficiency in domestic properties 

• district heating infrastructure 

• renewable energy generation, both centralized and de-centralized 

• demand response 

• energy storage 

• low carbon transport and associated infrastructure (e-mobility) 

• smart infrastructure driving greater energy productivity 
 
Many funds currently in operation have specific investment criteria that are proving restrictive for the 
deployment of their funds. To ensure that the proposed fund has the greatest chance of not only raising 
the required investment monies, but also having enough projects within which to invest the money the 
fund should maintain as wider range of project investment criteria. 

Investment criteria 

The other important area to be considered here is the fund investment criteria.  These will include criteria 

on energy and carbon savings per pound invested, some of which will be determined by external drivers 

such as the requirements of investors and other relevant stakeholders such as the ELENA programme. For 

example, the English Salix Recycling Fund requires investable projects to have a pay-back of less than five 

years. 

If the project is a “low carbon” rather than a pure ‘energy efficiency fund’ the range and scale of the 

projects that could fall into the criteria will be much larger. This will also ensure that through the life of 

the fund should new technologies or market propositions become financially and environmentally viable 

they could be funded and not fall outside a too proscriptive fund scope.  

Other questions to answer about the criteria include: 

• Sectors that are in-scope:  this could include types of buildings, ownership structures (public or 

private), industry, data centres, transport. 

• Type of funding; debt or equity 

• Type of technologies; building retrofit, distributed generation, street lighting, district heating, 

demand response, storage, EV infrastructure. 

 

It is recommended that the scope and criteria be kept wide.  As well as helping to expand the universe of 

potential projects it is important to keep flexibility to allow for changing technology. An example of this is 

LEEF which has recently made an investment to support a new data centre technology that promises 

significant savings.  The technology is relatively early stage compared to the kinds of technologies that 

LEEF would normally fund.  The decision to fund it was taken carefully after reviewing the risks and 

considering the relatively small scale of the project compared to the fund size. 
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Engagement with local developers and community projects 

By maintaining a fund that has a broad low carbon remit and access to viable funding rates it should be 
possible to engage with and support the development of low carbon schemes being developed by third 
party developers and the local community.  
 
The crowdfunding of smaller-scale community renewable projects have become more common in recent 
times and as part of the proposed broader social and environmental remit of the fund it should be possible 
to work with and engage community project developers and third-party developers to bring investible 
projects to the fund. By setting in place a clear standardised process for the development of these projects 
the time and resource requirements for the fund would be limited, but the wider community impact could 
be great. This offering would also broaden the capacity building within the South West and also provide 
further political capital for the fund stakeholders.  

 

 
 

Additional Considerations 

We have proposed including within the scope of the fund building refurbishment projects that achieve 

gains in energy efficiency.  Refurbishment projects are generally much larger than pure retrofit energy 

efficiency projects and so this is a way of deploying larger amounts of capital.  Any building refurbishment 

is likely to improve energy efficiency simply because of tightened Building Regulations, codes, practices 

and improved technologies.  We would only propose that refurbishments that achieve significantly better 

performance standards than Business As Usual (BAU) – such as Near Zero Energy Buildings (NZEB) be 

eligible for funding.  The fund could also provide project development expertise in this area and act as a 

catalyst for this kind of high-performance building refurbishment project. 
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5. Institutional Structure 
 

Summary and recommendations 

 
There are two levels to consider when examining options for institutional structure, firstly the question of 
whether to manage the fund internally, use an Investment Manager or use a Fund Manager, and secondly 
whether or not to have a Project Development Unit (PDU) and if so whether it should be internal to the 
Fund Manager or a separate organisation.  
 
Appointing an independent Fund Manager brings with it the advantages of dedicated resources, a clear 
focus, the ability to bring in other investors and longevity.  Creating a specialised Project Development 
Unit helps to drive projects through to implementation.  It also ensures projects are developed to the 
appropriate standards required by the fund and can bring standardisation to project development and 
documentation.     
 
It is recommended that: 

 
• An independent Fund Manager be procured 
• An independent Project Development Unit be established / procured 
• The PDU should be funded through public funds and/or through development fees on projects 

that are implemented 
• Project hosts should be incentivized to bring projects to the PDU by offering percentage of project 

development fee 
• Project assessment and development processes should be standardised 
• The use of a social enterprise model for the Fund Manager and/or PDU should be considered. 
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Discussion 
 
It has been recognised that the structure of the fund will be influenced by the range of consortium 
stakeholders involved in the Finerpol projects and the desire for the fund to be expanded geographically 
to include other local authorities and public-sector organisations in the South West.  
 
There is a delicate balance at play in developing the fund structure to ensure that all stakeholders are 
included within the fund, but to also ensure that governance and decision making is streamlined to ensure 
that projects can be processed in a timely manner and within an appropriate governance structure.  
 
Fund management 
 
Traditionally there are three basic models for the organisation of a fund: 
 

• Do-It-Yourself: where a single authority manages the fund itself. 
• Use of an Investment Manager who provides administrative services of the fund but has no 

discretion on investment decisions, decisions being taken by the sponsoring authority/investor. 
In this scenario each investor has to be actively involved in and agree to each individual 
investment decision.  

• Use an independent Fund Manager who provides services including actively sourcing and 
originating projects and who has investment discretion, subject to oversight by an Investment 
Committee. In this scenario the Fund Manager, once approval is received from the Investment 
Committee, draws down on committed funds.  Individual investors are not involved in the 
decision unless they have negotiated either a) a seat on the Investment Committee or b) the right 
of refusal (as RBS has in LEEF).  Normally the Investment Committee will have one or more totally 
independent members who are reimbursed by the fund. 

 
In the development of the fund by the Finerpol consortium the following pros and cons can be outlined 
for the fund structure: 
 
 
 

Structure Pro Con 

 
Do it Yourself 

 
Single point of decision making 
Increased speed of decision making 
Clear ownership  
 

 
Disenfranchise other consortium members 
Potential to delay projects 
Potential to reduce pipeline if other consortium 
members are not involved 
Politically unattractive 
Lack of capability and capacity 
Higher risk 
 

 
Investment 
Manager   

 
Lower cost than Fund Manager 

 
Every decision has to go back to the investors 
Individual investors can choose not to invest in 
any particular project – leading to good projects 
not receiving funding and delays in structuring 
each individual investment 
Political disruption more likely 
 

 
Fund 
Manager 

 
Brings specialised capability and capacity 
Devolved responsibility 
Quicker decision-making process 
Fund raising ability (the requirement to raise 
funds would normally be written into the 
procurement process of the Fund Manager) 
 

 
Higher cost 
 
 

 
These options for fund management are considered in turn. 
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The “DIY” approach requires considerable resources and expertise that may not be available to a local 
authority or the consortium.  It can also slow decision making and prevent bringing in additional investors.  
It can also mean that a lot of project development time and resource is spent developing projects that do 
not fulfil the requirements of the fund (or any funder) i.e. the projects are not “bankable”. 
 
In the Investment Manager model, as used in Manchester, the Investment Manager handles 
administrative aspects including; managing technical, legal and financial due diligence assessments, 
invoicing, insurances and managing procurement, but the key factor is that each project requires approval 
from each of the investors as the Investment Manager does not have discretionary powers to make 
investments on behalf of the investors.  This approach can slow down decision making and prevent 
bringing in additional investors.  It also, like the DIY approach, carries risks that: 
 

a. funding will not be available over the long term and will be subject to internal decisions within 
the authority  

b. good projects may not get approval from all investors, leading to failure to invest or costly 
restructuring.   

 
Procuring a Fund Manager brings with it the dedicated resources to source and originate projects and 
manage the entire investment process. It also brings: 
 

• certainty that approved projects can be funded pro rata by the investors 
• a clear focus on deploying capital  
• the ability to bring in other investors and  
• longevity and stability. 

 
The fund manager (FM) would have the following roles: 
 

• Investment decision 
• Contracting for investment 
• Deployment of funds 
• Collection of repayments 
• Fiduciary responsibility to investors. 

 
Legal structure 
 
Funds for investment into energy, energy efficiency and low carbon projects tend to follow a standard 
fund structure in which the fund is established as a legal entity (usually a limited company or an LLP) and 
is managed by an independent Fund Manager. Funds are usually based on a General Partner (GP) and 
Limited Partner (LP) structure where the GP is given discretionary powers, is responsible for the 
management of the fund and has a fiduciary duty to act for the benefit of the LPs who are investors in the 
fund.  LP’s can include public and private sector investors. Most, if not all, energy efficiency and sustainable 
energy funds in Europe have this structure, including the London Energy Efficiency Fund (LEEF), the 
European Energy Efficiency Fund (EEEF) and the Green Investment Bank’s energy efficiency funds.  
 
When procuring a Fund Manager, the Fund Manager will establish the legal structure once it has been 
appointed.  The procurement process can also specify that fund managers have to bring a set level of 
investment which they will source during the procurement process. 
 
Governance 
 
Governance of the Fund Manager can be provided by an Advisory Board and an independent Investment 
Committee which makes the ultimate investment decisions.  In this case members of the Consortium could 
be members of the Advisory Board and a limited number of representatives of the consortium could be 
members of the Investment Committee. Investment Committees normally have at least one fully 
independent member.  The decision to invest by the Investment Committee commits all investors to the 
project unless they have negotiated an “opt out” clause – as RBS has in the case of LEEF.  In the Investment 
Manager model each investor has to make its own investment decision via its own internal processes which 
can delay the process and introduces the risks of a) changes of policy leading to investment not being 
available and b) good projects not being funded because one out of several investors choose not to invest. 
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Project Development Unit 
 
An additional consideration is the use of a Project Development Unit (PDU) to actively drive the 
development of projects to the point of financial close.  Options here include: 
 

• Have no PDU and allow project hosts to develop the projects 
• Have a PDU within the Fund Manager 
• Have an independent PDU that delivers projects to the Fund Manager. 

 
It has been recognised in discussions with the Finerpol consortium that a Project Development Unit (PDU) 
would be highly desirable in some form.  The roles of the PDU would be as follows: 
 

• Source projects 
• Secure projects to the fund through an MOU 
• Assist in development of projects with a range of services from simple project review through to 

full development service 
• Present projects to fund manager. 

 
The PDU would offer a range of services, from little or no input for well-developed projects, through to 
intensive effort for earlier stage projects that need development work.  It could use internal staff and 
contracted specialist services such as specific engineering or other technical expertise.   
 
In some funds, such as LEEF, the two functions, PDU and FM, are separated in that project development 
is usually done by the project host, with some limited input from the FM.  Although it is not actually a 
fund, but rather a procurement framework, a useful analogy is the Carbon & Energy Fund (CEF).  CEF 
develops large-scale Energy Performance Contract projects in partnership with NHS Trusts and then finds 
finance for them and continues to manage them after implementation.   
 
Our recommendation would be to have a separate PDU which could be paid for out of Project 
Development Assistance funds such as ELENA and project success fees that can provide monies to support 
on the ground project development.  The PDU should operate as a framework with standardised 
processes.  PDU costs can be recovered out of projects that move to financial close, as long as the 
reimbursement rate reflects the rate of projects not proceeding to implementation.  Therefore, the issue 
of financing becomes one of cash flow.  Fees from successful projects cannot flow into the PDU until after 
a project is implemented. Furthermore, the PDU should undertake post-investment monitoring and 
reporting of key parameters such as energy saved, energy generated, carbon reduction and job creation.  
Given the objectives of the fund it is essential to ensure that a robust system of Measurement and 
Verification (M&V) is built into every project and that it is built-in as a central part of fund management 
and reporting. Many existing funds, including PF4EE, do not operate robust M&V systems and therefore 
cannot demonstrate results clearly and transparently to their investors. 
 
Securing projects  
 
One way of helping to secure pipeline is to lock in and incentivise the members of the consortium to bring 
viable projects to the fund.  This could be done by a membership or equity model in which members of 
the consortium contribute resources (equity) and share in the benefits according to their contribution.  
This would also be analogous with the structure of Yorkshire Purchasing Organisation (YPO) which has 
equity members who are rewarded according to how much revenue they bring in.  Membership or equity 
could be partly in-kind by pledging a project in the members pipeline to the fund.  This would help lock in 
the project pipeline. 
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Additional Considerations 

Although the LP:GP fund structure is the norm there may be possible variations that may be attractive and 
could be considered. Fund managers are usually for-profit entities who profit on the difference between 
their costs and the fund management fees, which are usually tied to capital deployment and/or fund 
performance.  The fund makes its returns from the difference between the net cost of capital and the 
interest rates charged to projects and normally profits are recycled into new projects.  It may be worth 
considering establishing a structure in which some of the profits are channelled into a Not for Profit / 
Social Impact fund which could be used to support local social outcomes, such as fuel poverty mitigation 
programmes. This could provide an additional incentive for local actors to use the fund. The procurement 
process for a Fund Manager could elicit proposals in this regard. 
 
EnergyPro has previously articulated for YPO, a Not for Profit municipally owned procurement 
organisation, a potential structure for the creation of a framework / funding mechanism that aims to drive 
a component of profit into Local Authority members and sets aside a portion of this profit for fuel poverty 
programmes. See Appendix 2.  
 
Further to this EP has also previously proposed a structure in which development funds are provided by a 
social impact fund which requires a positive rate of return but one which is smaller than that required by 
a typical private sector project developer, thus reducing the overall project costs.  
 
Although a not for profit type structure may be attractive it will introduce additional complexity in setting 
up and governing the decision-making process that would have an effect on the implementation 
timetable.   
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6. Risk Factors 
 

Summary and recommendations 

All projects, including energy efficiency and low carbon projects involve risks. Different risks apply during 
the four stages of the project lifecycle; development, underwriting, implementation and operations.  A 
clear understanding of the different types of risks and strategies to mitigate them is essential for project 
developers and investors.   
 
At the fund level two main risks need to be considered; the risk of an abortive launch of the fund and the 
risk of not deploying the committed capital.    
 
The following actions are recommended: 
 
Put in place the following de-risking mechanisms: 
 

• appointing suitable technical and legal advisers with experience in relevant areas 
• using proven developers and vendors 
• avoiding unproven technology 
• define standard end-to-end processes 
• use industry standard credit assessment tools 
• adopt existing technical best practice standards such as those of the Investor Confidence Project 
• adopt performance insurance products. 
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Discussion 

There are two types of risks to be considered, those associated with any specific project, and those risks 
associated with establishing a fund. Both are considered here. 
 
Project risks 
 
Consideration of risks can be split into four stages of the project life cycle:  
 

• Development 
• Underwriting 
• Implementation 
• Operations. 

 
Development risk 
 
Development risk is simply the risk that a project cannot be fully developed to the point at which it can be 
implemented. Developing energy efficiency and low carbon projects, like other development activities, is 
relatively high risk and a high proportion of projects do not make it through to implementation.  Due to the 
high-risk, development has to have relatively high returns. The development risk is taken by the developer 
and the ultimate funder of the development work, this is usually an equity risk as development is funded by 
equity capital. Some or all of the development risk may be taken by a fund or a Project Development facility 
if it provides funding.  In this situation appropriate legal arrangements must be put in place to recover the 
development costs and make a development profit. 
 
Development risks can be mitigated by: 
 

• Sound development processes 
• Clear governance gating process through the development process  
• Appropriate legal arrangements with relevant parties  
• Risk sharing with other parties. 

 
Underwriting risk 
 
This is the risk that a project put forward for funding is not approved by the Investment Committee.  The 
Fund would normally be taking this risk.  The costs of non-approval will include legal and other due diligence 
costs, plus the time spent on the proposal.  
 
Underwriting risk can be mitigated by: 
 

• Putting in place a structured decision-making process that provides clear Go / No Go steps that 
identifies projects that don’t meet the funds criteria as early as possible and ensures that projects 
that reach the end of this process are bankable 

• Controlling due diligence costs through due diligence supplier frameworks and appropriate scopes 
of work 

• Requiring projects to fund legal and due diligence work. It is normal in commercial lending. 
 
Implementation risk 
 
Implementation risk is simply the normal project implementation risks, namely risk of cost and time over-
runs. Implementation risk can be mitigated by: 
 

• Normal construction type contracts in which the risk sits with the contractor 
• Sound selection of implementation contractors  
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Operations risk 

Operations risk are those risks encountered once the project is operational.  These are usually divided into 
performance risks and credit risks.   
 
Technology/performance risk   
Most energy efficiency and sustainable energy technologies under review by the fund, or likely to come 
forward are low risk established technologies.  It is important to be clear that the fund is for established, 
proven technologies and not for technology development which is best left to venture capital (VC) funds. VC 
investing is very different to the kind of low risk lending that the fund would do, however, it may be possible 
to reserve a small percentage of the fund for higher risk, emerging technologies that are in the early stages 
of commercialization.   
 
For established energy efficiency and sustainable energy technologies performance risk can be mitigated by:  

• selection of well-established developers and equipment vendors 
• vendor and developer warranties 
• contractual forms including Energy Performance Contracts or Availability Guarantees.   
• adopting standards such as the Investor Confidence Project that require commissioning and 

Measurement and Verification (M&V) plans 
• ensuring O&M plans are developed and implemented 
• ensuring performance-based O&M contracts are put in place 
• using performance insurance 
• ensuring that M&V is performed over the life of the project and that project performance is linked 

directly to loan monitoring.  
 
Credit risk 
The credit risk of counter-parties is an important risk that needs to be considered for each financed project.  
Counter-party risk is primarily concerned with the credit risk of the counter-party responsible for the 
repayment of the loan but credit risk of suppliers is also important.  Credit risk can be mitigated by: 

• using industry standard risk appraisal techniques such as credit ratings and searches 
• insurance policies. 

 
Fund risks 

As well as the individual project risks referred to above establishing a fund has some systemic risks which 
include the following: 
 
Risk of not being able to implement fund. 

There is a risk of spending significant resources on developing a fund concept but not being able to 
implement it.  This can occur because of a number of reasons including: 

• poor advice 
• inability to raise investment 
• putting unreasonable commercial demands on the fund manager.  For instance, it is unreasonable 

to require the fund manager to invest in order to build the fund if they are procured on a contract 
with the right to terminate without payment. One UK city recently attempted to procure a fund 
manager on this basis.  Experienced fund managers were selected as preferred bidders but were 
not able to sign up to a contract that could be terminated without payment.  This is an un-
reasonable commercial risk.  Although fund managers can be procured competitively it is essential 
that reasonable terms are required.  It should be remembered that the fund manager is a partner 
and, in some cases, will be helping secure investment as well as deploy capital.  

 
Risk of not deploying capital once fund is established. 

A significant risk for a fund is failure to deploy the target level of investment.  This can be affected by several 
factors including: lack of pipeline, inability to develop projects to the point of being investable, the risk of not 
achieving objectives such as carbon saved per £ or penetration of SME market.  This risk can be mitigated by: 

• ensuring processes and criteria are not excessively restrictive 
• ensuring suitable development processes and decision criteria are put in place 
• supporting development efforts via mechanisms such as Project Development Assistance funding. 
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Additional Considerations 
 
We have also been asked to comment on the following specific issues.  These are discussed further below. 
 
Transaction costs 

One of the identified barriers to investing in energy efficiency projects is high transaction costs.  A significant 
contributing factor to this is the lack of standardisation in project development and documentation as well as 
contracting.  The Investor Confidence Project (www.europe.eeperformance.org) has developed a system of 
standardising the development and documentation of energy efficiency projects, as well as a project certification 
system called Investor Ready Energy EfficiencyTM (IREETM) that is based on independent Quality Assurance of 
each project.  The use of IREE reduces transaction costs by providing assurance that the project has been 
developed using best practices and documented in a standard way, thus reducing both performance risks and 
due diligence costs.  The effects of this are recognised by Munich Re’s subsidiary HSB, which provides energy 
efficiency project performance insurance. HSB provides insurance for IREE projects at a lower premium to non-
IREE projects. 
 
Transaction costs can also be addressed through the use of standard contract forms and by using the same 
advisers for each project.  The FM would contract with lawyers and technical advisers on a framework basis 
to ensure maximum standardisation and carry over of experience.   

 
Public underwriting of risk 

This is found in Section 7.  
 
The use of SPVs 

SPVs are costly and complex to establish and therefore they are only likely to be needed for large, off-balance 
sheet deals, such as those associated with aggregated EPC contracts or district heating schemes.  They only 
serve to reduce risk to the extent that they transfer risks associated with delivery and performance to the 
SPV. In this instance the SPV is a legal entity created for the financing of the project(s). The SPV is usually used 
because they are free from any pre-existing obligations and debts, and are separate to the parties that set 
them up for accountancy, tax and insolvency purposes. The contracts that the SPV hold often pass delivery 
and performance risk to the third party contracting party ensuring that with a suitable credit worthy 
contracting party direct risks to fund stakeholders can be reduced.   
 
Bundling and aggregation 

Overall risks will be reduced by taking a portfolio approach involving different technologies and different 
customers.  It is important to consider bundling and aggregation which will be enabled by standardization in 
technology, development and documentation process, funding arrangements and contractual form.  Bundling 
and aggregation offers the possibility of refinancing projects and ensuring a faster return on the fund through 
mechanisms such as issuing a green bond backed by the projects.   
 
As an example, if £100m of standardised projects with a secure 10-year cash flow can be assembled, with an 
average interest rate of say 5%, it could be possible to refinance these projects at a lower interest rate (c.3% 
as an example) by issuing a green bond backed by the cash flows of these projects.  Refinancing £100m of 
projects at a rate of 3% would return c.£110m at a rate of 3%.  Note: this is a simplified example and in practice 
there would be the costs of structuring and issuing the bond.   
 
The design of the fund and its structure and systems should consider possible exit routes including green 
bonds right from the beginning. 
 
As well as the topics above we consider the role of performance insurance in energy efficiency project financing 
to be an important one.  We would recommend the use of performance insurance as a tool to reduce the cost 
of capital. 
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Energy efficiency performance insurance  

There are an increasing number of energy efficiency insurance products available from insurers such as HSB 
(Munich Re).  The use of performance insurance can reduce the cost of projects through reducing risk 
premiums of contractors and reducing the cost of capital by derisking.  For energy efficiency projects it is 
recommended that the option of using insurance is included in the design of the fund.  It may be possible to 
offer an insurance product to developers as part of a package or potentially make it a requirement.  
 
A note on project performance insurance is included in Appendix 4. 
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7. Use of Public Funds for Risk and Cost Reduction 
 

Summary and recommendations 
 
The use of public funds to reduce costs and risks is an important area in energy efficiency financing.  Two 
specific areas for public funding that should be explored are: 
 

• development assistance funds such as ELENA 

• risk reduction through some kind of guarantee 
 
The use of facilities such as ELENA to support project development is well known and practiced by various 
funds including EEEF.  Other EU Project Development Assistance funds are available through the Horizon 
2020 programme.  Local authority funds could be used for this activity subject to approvals, a small 
amount of targeted project development funds can drive large amounts of project finance (provided by 
the fund). A project development facility should be self-supporting as it can recover costs from projects 
that proceed to financial close and execution. 
 
Risk reduction mechanisms such as first loss reserves have been used, notably through EIB’s Private 
Finance for Energy Efficiency (PF4EE) programme.  However, with the UK’s impending departure from 
Europe this route will no longer be possible and unless the UK government decides to put in place a similar 
scheme it will not be applicable to the Finerpol project. 
 
It is recommended that the options for public funding support of a PDU e.g. ELENA, be fully pursued in the 
first instance and suitable mechanism be developed within the fund to support project development when 
the ELENA monies are no longer available. 

  

Discussion 
 
Public funds can be used in a number of ways to subsidise transaction costs and underwrite risks. 
These methods are described below. 
 

• Supporting development work 
- One of the major barriers to deploying capital, particularly in energy efficiency, is the 

development gap, taking project ideas from concept to well-developed “bankable” projects.  The 
use of public funds, especially facilities such as ELENA, to support development work is well-
established and recommended.  In the absence of ELENA funding the fund itself could consider 
funding development work on promising projects in return for a) the rights to finance the project 
and b) repayment of development costs on financial close. 

 

• Risk reduction through some form of guarantee 
- A possible use of public money is to provide some sort of guarantee such as a first-loss guarantee 

facility.  The EIB’s Private Finance for Energy Efficiency (PF4EE) instrument is an example of using 
a guarantee facility to improve credit worthiness.  It uses €80m of EU LIFE programme funds for 
credit risk protection and expert support services.  The credit risk protection is based on a cash 
collateral deposited in a collateral account which covers a set percentage of the losses occurring 
in loans included in a portfolio.  PF4EE is only available to eligible financial institutions (usually 
banks) and only one financial institution per Member State.  To date PF4EE has been launched in 
the Czech Republic, Spain, France, Belgium, Italy and Portugal.  The EIB is known to be developing 
an improved PF4EE programme but like other EIB funding its use may be limited in the UK.  It is 
not clear that PF4EE would be available to a fund rather than a bank.  
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8. Accounting Treatment 
 

Summary and recommendations 
 
For a number of years, the accounting treatment of public sector Energy Performance Contracts has been 
a barrier to implementation as Eurostat had ruled that EPCs would be on-balance sheet.  After several 
years of lobbying by the energy efficiency industry and other stakeholders, Eurostat issued a new guidance 
note in September 2017 which states that in order for the assets to be off-balance sheet the EPC 
contractor must be considered as the economic owner of the installed assets, which means that it will 
have to be the entity incurring most of the risks and benefiting from most of the rewards. Within the 
industry the guidance note is considered to be a positive development which will enable more public 
sector EPCs to proceed.  At the end of the day there are undoubtedly structures that can be off-balance 
sheet for the public sector for those cases where that is a specific requirement or objective.  Delivering 
such structures requires appropriate legal and accounting input from the beginning of project 
development. 
 

 

Discussion 
 
The Eurostat guidance note clarifies that: 
 

• If an EPC contractor is bearing the majority of the risks and rewards associated with the use of an 
asset, the EPC contractor shall be regarded as the economic owner of this asset; 

• In the case above, EPCs can either be accounted for by using the operating lease treatment or 
the buy and leaseback model; 

• If the operating lease is used, this will be applicable for both removable and non-removable 
assets; 

• If the buy and leaseback model is used, the loan liability imputed due to the legal transfer of the 
ownership of the EPC assets to the government1, is immediately offset against the loan liability, 
also imputed, due to a subsequent financial lease between the government and the EPC 
contractor (possibility of netting the debt related transactions in the specific case of the buy and 
leaseback model). 

• In cases where no cash payment occurs when the EPC assets are returned to the government at 
the end of the contract, this is to be recorded as an expenditure for gross fixed capital formation 
with a corresponding capital transfer revenue in the non-financial accounts of government. There 
is no entry in the financial accounts, since the return of an EPC asset with a positive residual value 
without receiving anything in return is considered to be a ‘gift’. 

• If an EPC is combined with a factoring without recourse agreement, the government is deemed 
to be the economic owner of the EPC asset, i.e. the asset is to be recorded in the government 
balance sheet. 

 
Although it is too early to tell the exact effect on the public-sector EPC market in the EU these changes 
will have it is generally agreed to be a positive move which will help to remove one of the barriers to 
getting public sector EPC projects implemented. 
 
 Note 1: “government” in Eurostat quotation above means public sector body. 
 

Additional Considerations 
 
Although the Eurostat decision will be key for the sector it is not the only factor. The changes in the 
accounting treatment of leases will also have an impact in some parts of the market.  With any financed 
investment decision accounting decisions need to be taken and signed off by all parties’ auditors. This 
requires a sound knowledge of the accounting rules and specialised advice, as well as aligned intention on 
all sides.  
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9. The use of Energy Performance Contracts 
 

Summary and recommendations 
 
The Energy Performance Contract (EPC) is seen as a standard solution for energy efficiency projects but it 
has a number of difficulties that impede market growth including its complexity, high transaction cost and 
lack of transparency. Although EPCs are important the fund should also be able to use different contract 
forms.   
 
It is recommended that the Fund should:  
 

• remain open to structures other than Energy Performance Contracts and actively explore their 
use. 

• seek a platform solution for retrofit / energy efficiency projects within the SME community. 
• investigate the option of developing a standardised investment procurement framework for 

readily replicable energy projects.  

 

Discussion 
 
Although the EPC is seen as the “standard” solution for funded energy efficiency projects it is by no means 
the only contractual form that can be used. EPCs are too complex and costly for small projects with a 
capital value below c.£1m. Other newer contract forms are emerging and these are more service 
orientated.  These include Energy Services Agreements (ESAs), metered efficiency contracts such as 
Metered Energy Efficiency Transaction Structure (MEETS) and Lighting as a Service (LaaS).  These may 
more easily satisfy the requirements of the accounting rules which are increasingly being tightened to 
restrict ‘off balance sheet’ deals and structures that resemble leasing. ESAs, MEETS and LaaS incorporate 
a greater service element and take on more risk than EPCs and therefore should be considered as potential 
structures.  The various structures are explained in Appendix 3. 
 

Additional Considerations 
 
A particularly difficult but important market sector to consider is SMEs.  Structures such as EPCs are 
entirely inappropriate for SME projects due to the high levels of complexity and high legal and other 
transaction costs.  SMEs require standardised projects including easy wins such as LED conversions and 
low-cost standardized business models.  One option for SME projects would be to either partner with, or 
possibly develop, a platform specifically to address the SME market. An example of an SME orientated 
platform is the SEAF project which is an automated project development and approval process in which 
authorised projects are backed by performance insurance.  
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10.  Next Steps 
 

Summary 
 
The objective of establishing a fund by April 2018 has been recognised as being extremely tight. However, with a clear roadmap for the delivery of the fund it will be 
possible to meet the requirements of the Finerpol project and build the foundation stones for the continued development of the proposed fund.  
 
The Strategy Realisation Process (SRP) outlined below provides a cascade for the development of the fund and can be used as a template for the development of the 
proposed action plan required as one of the deliverables of the Finerpol project. The cascade works through the 5 key stages of project/fund development and in this 
case can be used as an internal guide as to progress in developing the project.  
 
The work done to date by the Finerpol consortium and built on within this report provides clear information on the Business Purpose and Commercial/Fund Objectives. 
With stakeholder agreement and sign off of these factors the next stage of the project will be to move into the development off the Commercial Strategy and Operating 
Model that will then determine the Delivery Plan.  
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Much of the information to populate this SRP are known to the consortium and the next step will be to bring this together into a clear action plan to not only meet 
Finerpol project KPIs, but also to understand the timelines and resources required to deliver the fund programme.  
 
The proposed next steps have been listed below and shown in the following Gantt chart: 

• Finalise decisions and recommendations 

• Commissioning of Action Plan for programme and to meet Finerpol KPIs 

• Commissioning of Ex Ante Assessment as part of the Finerpol programme KPIs 

• Build business plan and fund legal structure for final stakeholder sign off 

• Agree and obtain internal sign off for the proposed fund structure by project stakeholders 

• Start/continue discussions with investors and relevant financial parties, such as Salix, ELENA etc 

• Prepare and procurement of Fund Manager 

• Fund start-up 
 

 

 



 

Appendix 1. Fund Case Studies 
 

Discussion 
 
A number of specialised energy efficiency and sustainable energy funds have been established across 
Europe and globally.  The generally follow a similar structure and have largely been established with a 
mixture of private and public capital.  One example of a 100% private fund is SUSI which is based in 
Switzerland and operates in the Euro zone with a focus on Germany and Italy.   
 
Funds such as the London Energy Efficiency Fund (LEEF), (and the recently announced Mayors Energy 
Efficiency Fund (MEEF), SPRUCE, the Green Investment Group’s funds with SDCL and Equitix, are all 
examples of combining private and public funds, with major investment commitments coming from the 
European Investment Bank (EIB).  
 
Below provides outline information on relevant funds operating in Europe.  
 
Source: EEFIG Underwriting Toolkit 
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Specialised Energy Efficiency Funds 

European Energy Efficiency Fund (EEEF) is a public-private partnership focused on financing energy 
efficiency, small-scale renewable energy and clean urban transport projects at market rates.  It is aimed at 
municipal, local and regional authorities and public and private entities aimed at serving those authorities. 
It was capitalised in 2011 with €265m with investments from the EC, the EIB, Deutsche Bank (DB) and Cassa 
Depositi e Prestiti SpA (CDP).  EEEF invests in the range of €5m to €25m+ through a range of instruments 
including equity, senior debt, mezzanine debt, leasing and forfeiting loans. The fund is managed by DB. It 
provides Technical Assistance (TA) to assist potential investees to develop projects through a dedicated TA 
facility.  
 
Case Study: Energy efficiency upgrade of University Hospital, Bologna, Italy. EEEF invested €32m of €41m 
through a project bond over a 20-year timeline for the deployment of a range of energy conservation 
measures, including heating infrastructure, tri-generation and lighting upgrade.  
For more information see: www.eeef.lu 

 

SUSI Energy Efficiency Fund is a >€250m fund which aims to invest in large scale energy efficiency projects 
through Energy Performance Contracts.  It targets investments between €3m and €30m in projects with 
proven technology, a project duration of 4 to 12 years, and clients with a solid credit rating.  It has invested 
in a range of industrial, building and street lighting projects. 
 
Case Study: Calafell street lighting near Barcelona. €6m retrofit programme structured through a non-
recourse sale of receivables agreement between Rubatec and the municipality.  
For more information see: http://www.susi-partners.ch/en/sustainable-energy-infrastructure/energy-
efficiency.html 
 
London Energy Efficiency Fund (LEEF): LEEF is a £100m fund managed by Amber Green which provides 
senior and mezzanine debt for energy efficiency projects in London, ranging in size between £10m (£1m 
minimum and £20m maximum).  Investment came from the London Green Fund (£50m) and RBS (£50m).  
Projects must demonstrate at least a 20% energy saving and an annual carbon reduction cost of less than 
£5,000 per tonne of carbon reduction.  
 
Case Study: Tate Modern £19.8m loan finance facility for the installation of a range of energy conservation 
measures through an energy performance contract with a 5-year term.  
For more information see: http://www.leef.co.uk 
 
Bulgarian Energy Efficiency & Renewable Sources Fund (BEERSF) is a USD10m fund established by Global 
Environment Facility (GEF) and the Bulgarian and Austrian governments. It is managed by not-for-profit 
fund manager staffed by a Canadian private sector consultancy, a foundation and a financial institution. It 
provides TA, partial credit guarantees (PCG) and loans.     
 
Case Study: Investment of BGN95,164 into a street lighting retrofit programme in Krichim, Bulgaria through 
a 10-year term.   
For more information see: http://www.bgeef.com/display.aspx 
 
Eiffel Energy Transition Fund is a fund sponsored by EIB and ADEME which will provide bridging finance in 
the form of short term secured bonds.  The fund aims to provide financing to bridge between the equity 
stage and the availability of long-term bank financing. It typically provides funding for between 6 and 36 
months at an interest rate of between 6 and 9% with LTV between 70 and 80%.  The fund is targeting €150 
to €200m with €40m committed by the EIB. 
 
Case Study: a new fund set up in 2017 with no case studies as at October 2017.   
For more information see: http://www.eiffel-ig.com/en/strategies/eiffel-energy-transition 
 
Scottish Partnership for Regeneration in Urban Centres (Spruce) £50m fund set up using ERDF under the 
JESSICA initiative. Provides co-investment finance alongside private and public-sector partners for revenue 
generating projects. It is currently within its Recycling Period.  
 

http://www.eeef.lu/
http://www.susi-partners.ch/en/sustainable-energy-infrastructure/energy-efficiency.html
http://www.susi-partners.ch/en/sustainable-energy-infrastructure/energy-efficiency.html
http://www.leef.co.uk/
http://www.bgeef.com/display.aspx
http://www.eiffel-ig.com/en/strategies/eiffel-energy-transition
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Case Study: SPRUCE provided c.£11m of senior debt funding as part of a £21m investment in the 40GW 
Guardbridge Energy Centre project at the University of St Andrews.    
For more information see: http://www.amberinfrastructure.com/about-us/at-a-glance/  
 
Equitix Energy Efficiency Fund invests capital into projects in the Non Domestic Energy Efficiency (NDEE) 
sector alongside capital provided by UK Green Investment Bank via the Energy Saving Investments Fund, 
which is also managed by Equitix. Together, the Equitix Energy Efficiency and Energy Saving Investments 
Funds have over £250m to invest in projects which contribute to a measurable reduction in energy 
consumption and greenhouse gas emissions. EIB committed £30m to the Equitix Energy Efficiency Fund 
that reached its final close in April 2015 at £151.5 million.  
 
Case Study: Equitix ESI CHP (Nottingham) is a 6.8MW waste wood fired biomass project in Widmerpool, 
Nottingham developed by two private sector companies and operated through a 15-year O&M contract 
with Veolia Energy Services. The project has a 15-year PPA in place with GDF Suez.    
For more information see: http://www.equitix.co.uk/NDEE.html  
 
Carbon and Energy Fund was specifically created to fund, facilitate and project manage complex energy 
infrastructure upgrades for the NHS and wider Public Sector. CEF seek client membership, which then 
makes all the support of the CEF available to the New Member for the entire procurement, installation and 
savings monitoring period of the contract. CEF is not strictly a fund, it provides the integration, procurement 
facility, finance conduit and management of energy efficiency projects in the National Health Service.  
 
Case Study: A £3m project combining CHP installation and boiler, lighting retrofit, BMS upgrades and some 
backlog works. These works will produce guaranteed savings of £511k per annum and CO2 savings of 
c32,000 tonnes over the 15-year term of the contract.     
For more information see: https://www.carbonandenergyfund.net/  
 
Carbon Trust Green Business Fund offers a capital contribution of up to 15% of the project cost (up to a max 
of £5,000) to small and medium sized businesses, who could benefit from financial support when buying 
energy saving equipment. This support is available for a limited period on a first come, first served basis for 
small and medium sized businesses in England, Scotland and Wales. The Carbon Trust also offers a 0% 
unsecured business loan from £3k-£200k.   
 
Case Study: P&A Group in Mold, North Wales installed a new central heating system to improve conditions 
for employees based in offices and warehouses across the site. These were previously heated inefficiently 
or in some areas not at all. The fund supplied a 4-year £80,000 loan to P&A Group to complete the works.    
For more information see: https://www.carbontrust.com/home/  
 
Suma Capital Energy Efficiency Fund invest into energy efficiency and energy generation projects that are 
delivering against the climate change agenda. They operate in the residential (District Heating), 
manufacturing, public and private sectors investing in a range of projects. They have also partnered with 
larger service companies, such as Veolia, to bring the capital for energy projects delivered through EPC / 
ESCO contract types. 
 
Case Study: Deployment of biomass CHP system for a district heating scheme alongside Veolia for a housing 
development in Madrid. Suma injected 40% of the investment capital required for the €17.5m project on a 
15-year term.    
For more information see: http://sumacapital.com/en/  
 
The 2020 European Fund for Energy, Climate Change and Infrastructure – Marguerite Fund was established 
with the backing of six major European financial institutions to make capital-intensive infrastructure 
investments and will target attractive long-term and stable risk-adjusted returns. Each of the six Core 
Sponsors has committed €100m to the Fund. In addition, three further investors (including the European 
Commission) have committed an incremental €110m to the Fund, bringing current commitments to €710m. 
Investment in transport, energy, mature renewable and information and communications technology 
infrastructure. 
 
 

http://www.amberinfrastructure.com/about-us/at-a-glance/
http://www.equitix.co.uk/NDEE.html
https://www.carbonandenergyfund.net/
https://www.carbontrust.com/home/
http://sumacapital.com/en/
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Case Study: The €45m Thornton Bank Offshore Wind Farm project consists of a 326 MW offshore wind 
farm. The project was structured in 3 consecutive phases. The project provides energy to over 600,000 
inhabitants each year, avoiding 450,000 tonnes of carbon from being emitted into the atmosphere.    
For more information see: http://www.marguerite.com/  
 
Tripla Near-Zero Energy Building project, whilst not a fund is a €130m EIB funded project that is 
implementing the first building in line with the proposed nearly zero-energy building (NZEB) definition in 
Finland. The building will be environmentally certified and its current estimated energy consumption is 37% 
below the Finnish requirements for new commercial buildings. The project is located in a former railyard 
that is being transformed into a modern and sustainable district in accordance with the Central Pasila 
Masterplan prepared by the City of Helsinki. The Masterplan for this district was subject to a series of 
environmental assessments, which provides the environmental and social framework for the project. The 
Masterplan is fully approved and is not expected to have a significant impact on any site of nature 
conservation importance. 
For more information see: http://www.castren.fi/cases/2016/tripla-mall/  
 
Ireland Energy Efficiency Fund was established in March 2014 to deliver energy efficiency projects across 
the Irish public and private sector. Sustainable Development Capital LLP was appointed as investment 
advisor to the IEEF following a competitive procurement process run by the NTMA and Department of 
Energy, Communications and Natural Resources. Whilst IEEF takes on the risk of the delivery of the project 
this is handed off to the contractors through the EPC / ESCo contract. 
 
Case Study: IEEF facilitated a €2.2m energy saving solution for The InterContinental hotel, Ballsbridge. Over 
a 10-year contract, the InterContinental will benefit from immediate operating savings and extensive 
equipment upgrades. The project delivery partner, Aramark, has guaranteed the energy savings and will 
manage the operation and maintenance of the equipment installed for the duration of the contract. 
Deployment of CHP / boilers, LEDs etc.    
For more information see: http://ieefund.ie/  
 
BaltCap Infrastructure Fund (BIF) has a target size of €100m and provides development capital for transport, 
energy, energy efficiency and other infrastructure projects in the Baltic region. BIF is investing between €3 
and €12 million per project. BaltCap Infrastructure Fund investment strategy is based on the highest 
environmental, social, governance standards and climate change mitigation criteria. The fund has a 
duration of 20 years. 
Case Study: Development and deployment of a 48MW biomass plant in Gariunai that will supply 
approximately 10% of Vilnius's heat demand. The biomass plant will be built without any subsidies and it 
will also let to reduce heating prices and CO2 emissions in Vilnius. Heat energy in the plant will be 
produced by two water heating boilers of 19.5MW nominal thermal capacity, as well as two 4.75MW flue 
gas condensing economizers.    
For more information see: http://www.baltcap.com/baltcap-funds/baltcap-infrastructure-fund  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.marguerite.com/
http://www.castren.fi/cases/2016/tripla-mall/
http://ieefund.ie/
http://www.baltcap.com/baltcap-funds/baltcap-infrastructure-fund
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Property Funds Specialising in Energy Efficient Refurbishment 
 
The Credit Suisse European Climate Value Property Fund acquires existing commercial properties that have 
leased well in promising European markets and implements a system for controlling, measuring, and 
monitoring energy consumption in cooperation with the Siemens technology group. 
 
All properties in the portfolio are continually upgraded in terms of their energy efficiency on the basis of 
measurement data in order to systematically reduce overall energy consumption as well as CO2 emissions. 
This ensures that alongside the sustainability of the investment, the earnings potential for the fund's 
investors is also strengthened. The remaining portfolio share for which the energy consumption cannot be 
reduced in a cost-effective manner is made completely "carbon-neutral" once a year through the purchase 
of CO2 certificates.  
For more information see: https://www.credit-suisse.com/ch/en/asset-management/solutions-
capabilities/real-estate-ch/investments/cs-lux-european-climate-value-property-fund.html 
 
The Low Carbon Workplace Fund is a £208 million unleveraged property fund which invests in commercial 
office space and invests to improve its energy performance. It is advised by Threadneedle Asset 
Management Limited, the Carbon Trust and Stanhope plc.  It has achieved the following energy efficiency 
results across the 8 buildings in the portfolio: 
 

• average EPC improvement from E to B 
• BREEAM Excellent status awarded to all buildings 
• 60% more energy efficient than CIBSE’s ECON19 office benchmark 
• 35% more energy efficient than Better Building Partnership’s Environmental Benchmark. 

 
In November 2015 the fund reported a 60% return after fees in the three years to September 2015. This is 
an annualised return of 17%, well above the benchmark index for balanced property funds. 
For more information see: http://www.columbiathreadneedle.co.uk/low-carbon-workplace 
 

 

 
  

https://www.credit-suisse.com/ch/en/asset-management/solutions-capabilities/real-estate-ch/investments/cs-lux-european-climate-value-property-fund.html
https://www.credit-suisse.com/ch/en/asset-management/solutions-capabilities/real-estate-ch/investments/cs-lux-european-climate-value-property-fund.html
http://www.columbiathreadneedle.co.uk/low-carbon-workplace
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Appendix 2. Social fund structure proposal 
 

 
As an added incentive to organisations in the South West and to provide a more equitable and far reaching 
fund it is proposed that Finerpol explore the development of a Not-for-Profit fund that diverts a portion of 
the ‘profit’ from the deployed projects to invest in fuel poverty remediation projects or other similar social 
activities related to the low carbon agenda. In this structure a proportion of profit after operating costs 
could be distributed back to member organisations pro rata to the size of projects that they bring to the 
fund portfolio.  An outline structure has been provided below.   
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Appendix 3. Energy efficiency contract structures 
 

Contract Type Description 

Energy Performance 
Contract (EPC) 

 
Contractor develops and implements a range of measures (which can be energy 
efficiency or energy supply technologies) and undertakes long-term Operations 
and Maintenance. The contractor provides some form of savings guarantee. 
 

Efficiency Services 
Agreement (ESA) 

 
ESA provides a turnkey service to develop and implement capital projects.  ESA 
takes performance risk and retains portion of savings. ESA typically places an 
EPC type contract with ESCo contractor who delivers the projects.  ESAs can 
address the accounting issues as the contractor is taking performance risk. 
 

Heat supply contracts 
/ (Chauffage) 

 
The contractor develops and implements energy supply technologies (usually 
boilers and/or CHP) and undertakes long-term Operations and Maintenance. 
The contractor sells heat/power as a service charge. 
 

Lighting as a Service 
(LaaS) 

 
The contractor develops and implements a lighting project (usually LED 
conversion) and charges an on-going service charge rather than the capital cost. 
Model has been developed from the commonplace Software as a Service model. 
 

Managed Energy 
Services Agreement 
(MESA) 

 
Contractor provides a turnkey service to develop and implement projects. 
Contractor takes over payment of customer energy bills and charges customer 
a service charge based on an average energy cost. This allows the MESA charge 
to be an operating expense. Taking over payment of utility bills may not be 
allowable in the UK market.  
 

Metered Energy 
Efficiency Transaction 
Structure (MEETS) 

 
Contractor provides a turnkey service to develop and implement capital 
projects. Contractor charges a performance fee based on actual savings 
calculated according to an agreed M&V protocol.   
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Appendix 4. Energy efficiency insurance  
 

 
An important part of any energy project is the ability to mitigate risk by putting in place insurance products. 
As the sector has grown more insurance products have come to the market. Financing energy saving 
projects often requires the project to be secured against future energy cost savings, and the projects 
themselves bring with them a need to protect the assets installed, revenues they generate and the potential 
savings they produce. 
 
Energy policies have now been specifically designed for investors in energy conservation measures, energy 
service companies and those financing energy saving projects. Available for a range of period, policies 
provide cover for material damage (including equipment breakdown) of the installed systems, business 
interruption (protecting against loss of revenue in the event of equipment failure), and asset performance 
insurance covering a shortfall in energy savings. 
 
Since the credit crunch it has been extremely difficult to secure financing, but the proposed fund aims to 
address this in the South West. Whilst green energy projects have been one of the few sectors to buck this 
trend, funding for energy efficiency projects has been slow to materialise despite a significant increase in 
demand. This reluctance on the part of banks is, to a large degree, due to the fact that loans often need to 
be secured against future cost savings following the installation of energy conservation initiatives. If the 
project is miscalculated or the technologies installed do not work as anticipated then those savings are 
unlikely to be achieved, resulting in a possible default on the loan. 
 
Energy efficiency insurance removes the technical uncertainty for the lender allowing them to concentrate 
purely on credit risk. Insuring the performance of the project with a highly rated insurer can also help to 
reduce the financial exposure. This results in improved credit worthiness and may lower interest rates and 
funding costs. 
 
Further to the above, should the proposed fund also look to invest in renewable energy projects 
construction and operational policies are now available to meet the needs of those investing in renewable 
energy technologies. These policies can cover wind turbines, photovoltaic installations, biomass and 
anaerobic digestion plants. These policies have been specifically designed with the renewable energy 
customer in mind to minimise the disruption caused by damage to renewable energy installations. Policies 
can cover physical damage, including breakdown and business interruption, during the construction and 
operational phases of a project.  
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Appendix 5. Investor Confidence Project costs and benefits 
 

 
The Investor Confidence Project is a global programme bought to Europe and managed by EnergyPro. 
ICP defines a clear road-map through the development and delivery of retrofit opportunities to create 
reliable Investor Ready Energy EfficiencyTM (IREETM) projects that become bankable. With a suite of 
Commercial and Multifamily Energy Performance Protocols in place, ICP reduces transaction costs by 
assembling existing standards and practices into a consistent and transparent process that promotes 
efficient markets by increasing confidence in energy efficiency as a demand-side resource. 
 
Investor Ready Energy EfficiencyTM refers to and provides information about energy efficiency retrofit 
projects that conform to the requirements of the ICP Protocols, and have been originated by a credentialed 
Project Developer and verified by a credentialed Quality Assurance Provider. 
 
To conform to the ICP Protocols, the Project Developer must select the appropriate protocol for their 
project and then conduct all required steps for baselining energy usage and predicting savings, and include 
specific plans as specified for commissioning, operations and maintenance, and measurement and 
verification.  
 
The benefits of developing an IREETM project are: 
 
- Owners get a standard they can use to source energy efficiency projects they can believe in 
- Investors achieve reduced due diligence costs thanks to third-party review of each project before 

certification 
- Standardized approach to developing projects enables aggregation of projects into high performance 

portfolios 
- Insurance companies, such as Munich Re, can offer reduced insurance costs for performance 

insurance of IREETM projects 
 
By streamlining transactions and increasing the reliability of projected energy savings, ICP is assisting in 
building a marketplace for standardized energy efficiency projects.  Individual projects can then be 
aggregated and traded by institutional investors on secondary markets – just like mortgages or other asset-
backed securities. 
 
Although it is hard to present data on the costs and benefits of using IREETM projects, HSB, a division of 
Munich Re that provides specialised energy efficiency insurance has stated: 
 
“HSB does provide improved terms for energy efficiency projects that are ICP credentialed.  The Asset 
Performance Insurance element of our cover  (covering a shortfall in achieved savings) incorporates a 
“confidence factor” within the rating model.  The highest confidence level is applicable to ICP credentialed 
projects.  This contracts the performance parameters and reduces the premium.  The exact reduction in 
premium depends on the nature of the project to start with.” 
 

 

 
 
  

http://www.eeperformance.org/projects.html
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Glossary of Terms 
 

 
Abbreviation  

 
Term 
 

BAU Business As Usual 

DECC Department of Energy & Climate Change 

EE Energy efficiency 

EEEF European Energy Efficiency Fund 

EEFIG Energy Efficiency Financial Institutions Group 

EFSI European Fund for Strategic Investments 

EIB European Investment Bank 

ELENA European Local Energy Assistance – a PDA fund providing grants for project development 

EPC Energy Performance Contract 

ERDF European Regional Development Fund 

ERR European Reference Rate 

ESA Efficiency Services Agreement 

EU European Union 

EV Electric Vehicle 

FM Fund Manager 

GIB Green Investment Bank  

GIG Green Investment Group (ex GIB above) 

GLA Greater London Assembly 

GP General Partner 

ICP Investor Confidence Project 

IREETM Investor Ready Energy EfficiencyTM 

LaaS Lighting as a Service 

LED Light Emitting Diode 

LEEF London Energy Efficiency Fund 

LEP Local Enterprise Partnership 

LP Limited Partner 

M&V Measurement & Verification 

MEETS Metered Energy Efficiency Transaction Structure 

NZEB Near Zero Energy Building 

O&M Operations & Maintenance 

PDA Project Development Assistance 

PDU Project Development Unit 

PF4EE Private Finance for Energy Efficiency 

PWLB Public Works Loan Board 

RCEF Rural Community Energy Fund 

RFQ Request for Quotation 

SEAF Horizon 2020 project developing automated platform for funding projects in SMEs 

SME Small & Medium Enterprise 

SRP Strategy Realisation Process 

SW South West 

UCEF Urban Community Energy Fund 

WACC Weighted Average Cost of Capital 
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Renewable and Low Carbon Energy in the West of England BuroHappold Engineering March 2012 

Managed Account/s for Investments in Non-Domestic Energy Efficiency Infrastructure in the UK GIB May 2012 

Multiple benefits of investing in energy efficient renovation of buildings Copenhagen Economics October 2012 

Ex ante assessment of EU SME Initiative  EC 2013 

Bournemouth, Dorset and Poole Renewable Energy Strategy to 2020 Dorset Energy Partnership January 2013 

European Structural and Investment Fund Strategy 2014 – 2020 SWLEP January 2014 

South West Retrofit Market Analysis Study Regen SW February 2014 

Strategic Economic Plan 2014-2030 HoSW LEP March 2014 

Local Authority Loan Fund Option Appraisal EKOS March 2014 

Solent Strategic Economic Plan 2014-20 Solent LEP March 2014 

Financing schemes increasing energy efficiency and renewable energy use in public and private 
buildings 

Infinite solutions March 2014 

Ex ante assessment methodology for financial instruments in the 2014-2020 programming period  PWC for EIB / DG Regio May 2014 

Final Investment Approval Request LEEF  June 2014 

Ex ante Evaluation of Scotland’s Rural Development Programme 2014-2020 Agra CEAS Consulting November 2014 

Ready for Retrofit Energy Savings Trust 2014 

Retrofit supply chain study summary Regen SW 2014 

LEEF Executive Summary LEEF  2015 

Cornwall’s Environmental Growth Strategy 2015-65 Cornwall Council 2015 

SME Guide to Energy Efficiency DECC 2015 

2015 No. 102 public procurement, The Public Contracts Regulations SI 2015 No. 102 2015 

Energy Consumption in the UK DECC 2015 

Transforming Solent Growth Strategy Solent LEP January 2015 

Transforming Dorset Strategic Economic Plan Dorset LEP March 2015 
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Briefing: European Structural and Investment Funds Centre for Cities April 2015 

Rural Briefing Paper – June 2015 Enterprise M3 June 2015 

Mapping Energy Performance Certificate Data by Parliamentary Constituency Feasibility Report Citizens’ Advice  November 2015 

Ex ante evaluation of the 2014–2020 ESF Programme for England DWP November 2015 

Energy efficiency in public and residential buildings European Commission October 2015 

Low Carbon Innovation Fund: Final Evaluation UEA October 2015 

Energy Trends: Electricity DECC December 2015 

Increasing capacities in Cities for innovating financing in energy efficiency City Invest December 2015 

Strategic Economic Plan SWLEP January 2016 

A Strategic Economic Vision for Dorset Dorset LEP February 2016 

Enterprise M3 European Structural and Investment Fund Strategy EnterpriseM3 February 2016 

European Structural and Investment Funds Strategy HoSW LEP April 2016 

Neighbourhood Planning Energy efficiency and renewable energy; a community-led approach Cornwall Council May 2016 

Ex post evaluation of Cohesion Policy programmes 2007-2013, focusing on the European Regional 
Development Fund (ERDF) and the Cohesion Fund (CF) 

European Commission September 2016 

Why the Investment Plan for Europe does not drive the sustainable energy transition  WWF October 2016 

Transitioning Northwest Urban Investment Fund PWC October 2016 

Cornwall’s energy future CIoS LEP November 2016 

The Cornwall and Isles of Scilly Strategic Economic Plan 2017-2030 CIoS LEP 2017 

Innovation South – A Powerhouse of World Class Strength  BEIS 2017 

Guidance to English Energy Conservation Authorities issued Pursuant to the Home Energy 
Conservation Act 

BEIS January 2017 

Energy Efficiency Case Studies from EEEF EEEF January 2017 

Transforming the Solent Solent LEP February 2017 

Investing in Energy Efficiency BEIS September 2017 

Supporting Low Carbon Energy Across Swindon and Wiltshire SWLEP December 2017 

Annual Report 2017 Swindon Wiltshire LEP January 2018 

2014 to 2020 European Growth Programme ESIF January 2018 

An independent assessment of the UK’s Clean Growth Strategy: From ambition to action Committee on Climate 
Change 

January 2018 

SWLEP Local Energy Strategy (PowerPoint Presentation) Ricardo plc February 2018 

Accelerating Green Finance Green Finance Taskforce March 2018 

 

  



 

138 | P a g e  
ENERGYPRO REPORT ON PROPOSED FUND DEVELOPMENT 

APPENDIX 3: TERMS OF REFERENCE FOR THE FUND MANAGER 

 

Introduction 
These terms of reference focus primarily on the outcomes required in relation to the procurement of a financial intermediary (‘Fund Manager’ or the ‘Manager’). 
Most of the terms of reference are not prescriptive as to how these outcomes are delivered, to enable prospective Managers to provide their own solutions with 
due regard to the funding sources, structure and objectives of the Fund. However, Managers must be mindful of and ensure compliance with the regulatory 
framework set out below. 

 
The Fund will comply with the requirements of the ERDF Financial Instruments initiative for fund structuring, governance and investment eligibility criteria. 
However, although premised on ERDF contributions and the need to comply with EU regulations, as appropriate, the Fund must be flexible to the requirements 
of all potential funding and attendant funders’ requirements. 

  
Objectives 
The authority will invest with an existing Fund Manager (or other similar entity) (the ‘Manager’) and will expect the Manager to have its own governance structure, 

in which all project investment decisions are taken and all operational matters are overseen. The Authority will only monitor investment and other operational 

activities as part of its presence on the Steering Committee and overarching Investment Committee. Due to the nature of the role, the Manager will be required 

to have a local presence in the South West and team members will be required to devote appropriate time to the management of the investments.  

The role of the Manager 
The Manager must:  

• Be FCA registered and maintain this registration through the contract period; 
• Maintain a suitably skilled and experienced team over the lifetime of the contract; 
• Have a local presence in the South West of England; 
• Set up a suitable governance structure, respecting the requirements of investors; 
• Perform their obligations in keeping with Financial Conduct Authority (FCA) requirements, best practice and in accordance with applicable law; 
• Act with the degree of professional care, efficiency, transparency and diligence expected from a professional body experienced in managing investment 

funds; 
• Manage the Authority’s investment on a commercial basis, which should be reflected in the financing decisions, ensuring there is no erosion of the 

Authority’s capital; 
• Develop the Low Carbon Fund’s investment policy and business plan; 
• Prepare updates to the investment policy and business plan for approval by the Authority and inclusion of other relevant policies reasonably requested 

by the Authority; 
• Originate projects, develop the project pipeline and lead the negotiation and structuring of investments in eligible and viable projects that fit within the 

agreed investment strategy of the Fund; 
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• Make investments in accordance with EU and state-aid rules and monitor continued compliance and risk to avoid irregularities; the Fund Manager may 
be required to investigate and, where applicable, make corrections to and/or recovery of any irregularities; 

• Monitor compliance and risk in relation to the management of the funds and the underlying investment portfolio; 
• Manage the portfolio of investments to ensure the achievement of expenditure, leverage and financial-return targets; 
• Select and manage the portfolio of investments to ensure the achievement of the minimum level of outputs required; 
• Perform fund administration tasks, including all relevant reporting requirements in relation to investments in underlying projects; 
• Secure leverage consistent with the requirements in the fund objectives (combination of fund and/or project level);  
• Carry out temporary cash management of idle funds not yet invested in projects;  
• Provide quarterly reports to the Steering Committee; 
• Provide annual reports to the Investment Committee; 
• Complete a project report for each investment project;  
• Send each project report to the Steering Committee not less than 10 business days before the first disbursement to the project;  
• Perform Fund administration tasks, including all relevant ESIF reporting and monitoring requirements, managing drawdowns in compliance with the 

relevant ESIF regulations and maintaining all documentation necessary to enable audit verification of eligible expenditure and use of funds for the intended 
purposes in compliance with applicable law; 

• Secure additional co-financing of at least £75mn (a minimum of 60% from the private sector) at Fund and/or project level and in compliance with state-
aid rules; and 

• Recommend and manage appropriate exit strategies from project investments with the aim of recycling funds to enable further rounds of investment in 
projects and ultimately repay the Authority and any other investors at the end of the repayment period. 

 
Selection of investment projects 
The key tasks for selection of investment projects must: 

• Ensure that final recipients receiving support are selected with due account taken of the nature of the investment objectives and the potential 
sustainability of investment projects to be financed, with particular reference to economic viability; 

• Rate underlying loans/investments according to a pre-defined and pre-agreed rating methodology, in line with standard lending practices, and generally 
make all investments in a transparent, objective and state-aid compliant manner; 

• Develop a measurement and verification policy to monitor achievement of target outputs, in line with the Output Indicator Definitions Guidance for the 
European Regional Development Fund (ERDF); 

• Ensure appropriate procedures are in place to ensure state aid compliance; and 
• Ensure appropriate procedures are in place to manage any conflicts of interest. 

 
Output targets 
Below are the output targets (as defined in the 2014-2020 European Growth Programme Guidance) that the Fund is expected achieve (in this case, they are 
provided as examples for the South West Low Carbon Fund).  
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Managers will be required to propose annual targets that will ensure that the overall target for each output indicator in the table below is met during the 
investment period. These targets are proportionate to the anticipated £100mn Fund size, of which £25mn is anticipated to be ERDF, or equivalent. Indicators 
below are further scaled down to reflect that this is a financial instrument, seeking significant investments in sizeable projects, and not an SME-focused initiative. 

 

This £25mn amount may be increased or decreased and, if this occurs, the output targets in the table below can be expected increase or decrease proportionally, 
except for additional funding secured by the Fund Manager at Fund and/or project level (Indicator ID: C7). 

 

Indicator - ID Indicator - description Example output target 

C7 Additional funding secured by the 
Fund Manager at Fund and/or project 

level  

£75mn (at least 60% from 
private sources) 

C30 Additional capacity of renewable 
energy 

5 MW 

C31 Number of households with improved 
energy consumption 

233 

 

C32 Decrease of annual primary energy 
consumption of public buildings 

96,460 kWh/year 

C34 Estimated annual decrease of GHG 6,180 tonnes of CO2eq 

 
Legal structures 
The Fund will most likely need to be set up as a separate legal entity, in accordance with Article 38 (4) of Regulation 1303/2013. The Authority’s investment will 
be disbursed by way of a conditional loan agreement or agreements to a private-sector entity. The Authority is not prescriptive as to the legal structure under 
which the funds are to be held and managed by the Manager, in accordance with the Authority’s requirements as set out above (subject to satisfactory structures 
or security being in place to ensure compliance with the terms of any funding agreement). Prospective Managers will be invited to propose suitable legal structures 
on the basis of their own experience, consistent with this requirement. The Fund must be UK resident and comply with all appropriate UK tax and accounting 
regulations. 
  



 

141 | P a g e  
ENERGYPRO REPORT ON PROPOSED FUND DEVELOPMENT 

APPENDIX 4: PROJECT RISK MANAGEMENT 

 

Management of project risk 
Project risks will be managed through sound engineering, project development and contract management. To understand risks and mitigation strategies, it is 
important to understand the financial underwriting process, illustrated below:  
 

 

 
 Source: EEFIG Underwriting Toolkit 
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All projects, regardless of type, have risks. Understanding these risks allows operators and investors to implement mitigation strategies. The following risks in 
energy-efficiency projects have been identified by the Energy Efficiency Financial Institutions Group.  
 

Performance risk 
Performance risk is essentially the technical risk that the project does not produce as many units of energy saved as forecast. This can occur for a number of 
reasons and can be split into intrinsic risks – those factors that are within the energy-efficiency measure or technology itself – and extrinsic risks – those factors 
that are outside the actual project. Intrinsic risks include design and equipment risks, while extrinsic risks include factors such as weather or hours of occupancy. 
The gap between projected savings and actual savings achieved is known as the ‘performance gap’. 
Performance risks can be further broken down into: 
 

• Design risk: A failure in the design process 
• Equipment risk: A failure of the equipment to perform to specification (partial or complete failure) 
• Operations & maintenance risk: A failure to operate and maintain equipment as specified 
• Weather risks: Variations in weather, particularly temperature, wind and solar isolation, can have a significant effect on the performance of energy 

efficiency and renewable energy systems. 
• Changes of usage pattern, hours of use, or production volumes in the host 

 

Construction risk 
All projects, whatever their size or complexity, include an element of construction or installation risk, such as the failure to construct or install the equipment on 
time or on budget. 
 

Energy-price risk 
Project economics are predicated on a forecast of future energy prices. Energy prices can go down as well as up.  
 

Regulatory risk 
Although energy-efficiency projects do not typically involve a high degree of regulatory risk, other low-carbon projects can, notably, renewables projects, where 
the economics are driven by some form of subsidy. Projects such as energy storage or demand response can also be affected by changes in tariffs and regulations 
from the National Grid or distribution network operators (DNOs).  
 
Credit risk 
Lending money to a counterparty carries credit risk, ie, the risk that the entity borrowing the funds may not be able to repay them. This can be particularly true for 
special purpose vehicles created for projects, or weakly capitalised entities, such as some project developers or community-owned entities. 
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Performance guarantees  
Energy performance contracts and related structures are designed to address some or all of the risks described above. Performance guarantees should be carefully 
examined and considered. It is worth noting that: 
 

• Contractors will not generally assume risks that they cannot manage in a very direct fashion.  
• EPC contractors will generally shift risk to their supply chain. 
• Savings guarantees will usually be well below the achievable savings in order to build in risk protection for the contractor. 
• Any form of guarantee or risk mitigation always carry a cost. 

 
As well as performance contracts, project hosts and financiers should consider the use of energy-efficiency risk insurance, which is increasingly available.  
 

Insurance for energy-efficiency performance risk  
The energy-efficiency insurance market is an emerging field. Specialised insurance companies, such as HSB (part of Munich Re), offer products to cover some or 
all of the performance risks, including poor design and implementation. The use of these insurance policies is expected to grow in the future. Insurance is 
available for most commonly used energy-efficiency technologies. It can help reduce the cost of capital by providing additional certainty that loan repayments 
or projected capital returns will be made. 
 

Risk matrix 
 

Type of performance risk Possible mitigation 

• Design risk Use experienced engineers with knowledge of specific measures being proposed. 

Ensure appropriate levels of professional indemnity insurance are in place. 

Specify use of best-practice standards, such as the Investor Confidence Project protocols. 

Specify transparency in data and calculations. 

Employ owner’s engineer to provide third-party oversight. 

Reduce savings projections in financial models – ‘de-rating’. 

Performance guarantee through contract, such as energy performance contract. 

Energy-efficiency performance insurance. 

• Equipment risk Specify equipment from leading manufacturers with appropriate warranties, experience and balance sheet. 

Ensure all equipment has been tested to international standards where appropriate. 

Performance guarantee through contract, such as energy performance contract. 

Insurance. 
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• O&M risk Specify production of an O&M manual and ensure use of manual is incorporated into O&M contract.  

Performance-based O&M contracts. 

Incorporate ongoing, continuous commissioning into O&M contract where appropriate. 

Ensure measurement and verification processes are in place and link to equipment monitoring. 

Performance guarantee through contract, such as energy performance contract. 

• Weather risk Use appropriate averages in forecasting savings/revenue, for example, 20-year average degree days. 

De-rate savings. 

• Changes in hours of usage, production 
volumes, patterns of usage 

Establish minimum production volumes or set hours of use of building. 

Write termination clauses into contracts that ensure capital recovery in the event of building/plant closure. 

• Energy-price risk Where possible, fix long-term energy prices, either through a power purchase agreement or some form of 
hedging. 

• Construction risk Select appropriate contractors with experience of the specific measures being installed and appropriate 
standards and systems in place. 

Use standard contract forms that include performance bonds or some form of retention, as appropriate. 

Ensure all required and appropriate construction-management systems are in place. 

Performance guarantee through contract, such as energy performance contract. 

• Regulatory risk Perform extensive scan of possible regulatory impacts. 

Model effect of major regulatory change, for example, a change in feed-in tariff. 

Avoid projects that are subsidy dependent. 

• Credit risk Use standard credit-risk appraisal tools. 

Put in place appropriate contracts that ensure economic benefits are protected as far as possible. 

Consider positive impact of energy-cost reduction through energy-efficiency measures (lower cashflows out 
on energy should lead to reduced repayment risk). 
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APPENDIX 5: STAKEHOLDER ENGAGEMENT   

EnergyPro engaged with the following organisations in the preparation of this ex ante report: 
 

• Plymouth City Council 
• Devon County Council 
• Bristol City Council 
• Exeter City Council 
• Isles of Scilly Council  
• Cornwall County Council 
• Somerset County Council 
• Dorset County Council 
• West of England Combined Authority 
• Bournemouth Borough Council 
• Defence Estates  
• Department for Business, Energy and Industrial Strategy 
• Ministry of Housing, Communities and Local Government 
• Regen SW 
• West of England LEP 
• Enterprise M3 LEP 
• GFirst LEP 
• Heart of the South West LEP 
• Cornwall and Isles of Scilly LEP 
• Dorset LEP 
• Swindon and Wiltshire LEP 
• Solent LEP 
• South West Energy Hub 
• Somerset Energy Innovation Centre 
• EIB 
• Salix Finance 
• Amber Infrastructure 
• Macquarie Bank 
• Carbon and Energy Fund 
• Joule Assets 
• Ashford 

• Lux Nova Partners Limited 
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APPENDIX 6: WORKSHOP FEEDBACK  

 

Two workshops were conducted for this assignment and held in Devon County Council’s offices in Exeter on 21 February and 16 March 2018. Presentations were 
given by the EnergyPro team, and the key themes and points raised during these workshops are provided below. 
 

Workshop 1: Key points 
 
• Significant private finance is required to reach local-authority low-carbon 

targets. 
• Agreed that while the Fund should maintain a broad scope, it should not 

crowd out energy efficiency. 
• It should be made clear to potential local-authority investors that they can 

get their projects delivered as well as gain investment returns and meet 
political goals. 

• Local economic partnerships (LEPs) should provide policy and market-
shaping support – and direct projects to the proposed PDU. 

• The fund should promote the non-energy benefits of skills uplift, job 
creation, addressing fuel poverty, emissions reduction, etc. 

• Ensure that the Steering Group and Investment Committee can make quick 
decisions. 

• Risk identification and mitigation are critical for projects and sponsors. 
• The economic case must be strong. 
• There should be a focus on large-scale projects 
• Investments should support the local supply chain – this is a possible 

procurement framework criterion. 
• Conceptualise energy efficiency as infrastructure – a way to get a local 

authority’s attention. 
• State clear ambition for the Fund, but don’t over complicate it. 
• A clear policy and operational framework that links Fund with the South 

West Energy Hub, project development unit and LEPs is important. 
• What does consortium/fund membership look like? Is this a complication 

or benefit? 
• Standardisation is a key factor in delivering projects in good time. 
• Need to consider investor exit, depending on who the core investors are. 
• Need to ensure the PDU has a sustainable future post-ELENA funding. 
• Fund Manager should be based in the South West. 

Workshop 2: Key points 
 
• The Financial Manager (FM) is an aggregator of projects, not just a fund 

manager. 
• What risk capital may be available in the South West to support 

development? 
• Support from the project development unit (PDU) should be in return for a 

commitment by the project to use the Fund – how could this be done? 
• Bringing together regional actors such as the South West Energy Hub, the 

local economic partnerships (LEPS), the PDU and the Fund will be 
important and logical. 

• A Steering Group should have the ability to flex the rules. 
• With aggregated scale, there is a chance to bring in pension-fund money 

through long-term refinancing. 
• Fund-management costs are normally estimated at 2% of the fund per 

annum – there are guidelines. 
• Project development is seen as a key issue in the region, as most projects 

don’t even get to the lack-of-funds pinch point.  
• There is a lack of staff and expertise within the public sector to get through 

the structural barriers. Operational budgets are very tight in the public 
sector generally. 

• Need to understand the costs of investment-grade audits and getting to 
‘investor-ready’ status. Standardised processes are a valuable approach. 

• The Fund needs to be more active in developing and bringing in projects. 
• Organisations need to understand the rationalisation of their estates, their 

disposal plans and their natural refurbishment cycles and align 
refurbishment plans with these. 

• There is a need to manage expectations as to the level of financial returns. 
• The exit strategy for monies needs to be understood and structured.  

 


