Community Investment and Ownership

Creating a Warm Glow from Community Investment

By Vicky Leaney B. Eng DUT AMIMechE, Dulas Ltd

SYNOPSIS

Local and community ownership of renewable energy projects, ranging from 100% ownership of small projects to minor participation in larger schemes can bring significant benefits to the local community and economy. With increasing support for community-based renewable energy in terms of handholding, financial support, grant funding and stronger planning guidance, problems encountered with the legal complexities and costs in offering local investment and ownership of renewable energy projects could be overcome.

This paper details advances in the financing, investment and ownership of community based renewable energy projects in the UK. Options covered include how to raise equity finance with the Renewable Energy Investment Club; an investment club set-up to facilitate community investment. Community ownership options and case studies of community schemes are presented including a wholly community-led, community-owned wind turbine project in Mid-Wales.

1. INTRODUCTION

Community investment in wind farms is common in Germany, Sweden and Denmark but, with limited exceptions, has not flourished in the United Kingdom.  It is evident that in those countries there has been different planning regimes and government funding arrangements which have permitted greater opportunities for community ownership particularly of wind farms.  This community ownership has run alongside larger wind farm Schemes which would be much more common in the United Kingdom.
The major barriers to community involvement can be summed up under four categories:

· Access to information: Communities are often unaware that they can become involved in RE projects, and of the ways of doing so. Much of the information,  for wind energy, is negative, biased and often factually incorrect. This has led to certain reluctance on the part of the public to invest in something that is seen as controversial and negative.

· Access to knowledge: This refers to the ‘how’ of the project. The community may not have the necessary specialist skills to develop a project and these costs may be beyond the reaches of the community particularly in the early stages of a project.

· Access to finance: Securing finance can be very difficult and the trading of shares is closely regulated, and the open advertising of shares is strictly controlled. 

· Access to markets: With the demise of NFFO and the introduction of the new trading arrangements, securing long-term contracts with a guaranteed purchase price and accounting for balancing charges pose a real threat to the development of local and community schemes. 

A number of steps have been taken recently to address the key issues that were identified as hindering the development of community RE projects. Specific funding streams targeting community RE projects, including the Countryside Agency Community Renewables Initiative, Clearskies and the Energy Savings Trust, have helped community groups through the giving of free advice and the funding of feasibility studies and capital grants. In addition the continued success of the Baywind Energy co-operative and the emergence of relatively recent community groups and initiatives, including Awel Aman Tawe, REIC and Bro-dyfi Community  Renewables, has spurred groups on to develop their own projects in their local area.
The key benefits that have been gained from the community ownership and private local investment of RE projects are: 

· An increased level of understanding and commitment to RE
· The profits retained locally, thereby supporting local economy

· There is a potential financial gain for wider local community (jobs) and financial returns

· There can be a greater acceptability of project within the community

· Individuals have a real stake in their local RE project

Community schemes may be able to accept lower return on investment . In turn this could result in more less environmentally sensitive sites being exploited and could hence in the medium to long-term could facilitate a more even distribution of RE projects. 
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Figure 1: Key drivers for the development of community schemes

2. Financial and legal incentives to encourage RE schemes 

In order for community project financing to be integrated into renewables projects effectively, specific financial, legal, political and planning incentives need to be in place.

Particular financial and legal incentives now available in the UK have aided the development of community-owned RE projects. These include: 

· Raise awareness of and promote renewable energy initiatives 

· Tax exemptions for small investors in RE schemes i.e. Enterprise Investment scheme (EIS)

· Long-term PPA - Feed-in law, NFFO, RO

· Structural funds and grant funding

· Low cost loans from community banks / credit unions

· Tax relief on loans

· Tradable renewable energy certificates

· Green taxes on fuel use i.e. Climate change levy

· Simplified legal framework to ease share ownership i.e. REIC

3. THE RENEWABLE ENERGY INVESTMENT CLUB (REIC)

The Renewable Energy Investment Club was set up with the primary aim of simplifying the process of and reducing the cost of offering shares in a community renewable energy project. In the past the costs and bureaucracy involved in producing a share offer would be prohibitive for small schemes such as the Bro-dyfi community renewables wind turbine. REIC plays a major role by linking people who wish to invest in sustainable energy initiatives with RE companies and community groups within the UK
. REIC is non-profit making and does not itself make investments in any company nor does it intend to make any profit from putting companies into contact with its members. REIC was set up to facilitate the process of offering shares in a community development and reduce financial and legal complexities, one of the key barriers identified in the development of community renewable energy projects. Through the establishment of this investment tool it is envisaged that more community groups or larger developers of RE projects will offer local people a stake in their local RE scheme as well increasing the number of projects successfully obtaining planning permission.
REIC was set-up by Dulas Ltd and Groundwork Bridgend & Neath Port Talbot  in September 2001 as part of an EU project “ The Community Renewable Energy Investment Club” which was completed in May 2003. REIC is a not for profit organisation and a company limited by guarantee with no share capital. REIC has been supported by EC, CCW and WDA and has recently received sponsorship from National Wind Power Limited.  In the past REIC has been funded through sponsorship and grant funding and in the future will raise revenue to cover operational expenses by charging companies wanting to raise finance for their project using REIC. This charge is in the region of 1.5% of finance raised with a minimum charge of £1000. REIC has received National Press, TV and radio coverage and currently has 358 members seeking to invest at least £1,398,000. Four new share offers will be presented to REIC members during late Spring / Summer 2004 and these include potential investment in 1 bio-fuel company and three community wind projects. Full developer packs are available to community groups or RE project developers whom have projects with planning permission.
REIC is run by a board of directors with input from an advisory panel and sponsors as shown in Figure 2 below. When a RE developer has a project in which community investment is sought, an approach will be made to the directors of REIC. The developer must provide a business plan to the board who will evaluate the proposal. If they decide the proposal is robust REIC will provide the developer with a standard share offer document template which the developer would need to complete. The directors of REIC would then actively recruit members from the locality surrounding the project.  A date would be set for a presentation by REIC and the Development Company followed by the distribution of the share offer document to members of REIC. The members of REIC, if they so wished, would have the opportunity to invest directly in the project offered by the developer. Potential investors would need to bear in mind that investment in new business carries high risks as well as the possibility of high rewards and they are strongly advised by REIC to seek advice from a person authorised under the Financial Services Act 1996 who specialises in investments of this kind. The directors of REIC provide a list of authorised people to members.
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Figure 2: Structure of REIC

It is important to note that members of REIC make an independent decision on the investment opportunity. Members can either invest as an individual or pool resources and make a joint investment.

REIC provides support and advice to community renewables initiatives, including access to a web-site containing a downloadable community renewable investment club handbook and links to potential sources of help, including Baywind, the Countryside Agency Community Initiative project and local support groups, Awel Aman Tawe and the Wind Works package.
 The first pilot project to use the facilities of the club was Bro Dyfi Community Renewables; they aimed to raise £37,000 before the end of November from members of the club. Following the share offer a total of just over £54,000 was raised in 3 weeks, £17,000 more than was required. The Directors passed a motion to minimise the maximum shareholding per individual to £1,000. The share offer was a clear success and demonstrated the support for the project in a rural and relatively poor area. Without the mechanism of the Renewable Energy Investment Club (REIC) the cost and time delays of producing a formal share offer would have significantly reduced the economic viability of the project and most likely the project would not have proceeded.

3.1. Mechanism for the Bro Dyfi Community Renewables Ltd share offer

Bro Dyfi Community Renewables (BDCR) initially approached REIC in 2001 to be a pilot project for REIC. A business plan was presented to REIC and a format for the share offer was provided following a simplified version of the share offer document used by Baywind for Haverigg II. REIC invited its members to a presentation of BDCR’s share offer in October 2001. Members of REIC had the opportunity to invest in the project and REIC distributed the share offer document to all of its members. Members of REIC then had the opportunity to individually invest in BDCR independently. 

Figure 3 below illustrates the mechanism by which shares are offered to REIC members.

[image: image2.wmf]Seeks investment. Provides business

plan and share offer document

Renewable

Energy

Investment

Club (REIC)

Developer-

Bro

-

dyfi

Community

Renewables

Community Group/SME

Including members of Dulas

Valley Community Wind

Partnership

(Members of Investment

Club)

Invest

individually

Information

on investment

Evaluates business plan. Provides

share offer template and advice

Presentation of share offer

to members of REIC


Figure 3: Mechanism by which shares are offered to REIC members

3.2. How to raise finance through REIC

REIC can provide the following benefits to the RE developer or community group:
· Access to an alternative source of equity for RE development

· Involvement with wider and local community

· Access to established network of investors wishing to support RE

· Project promotion to members on the REIC web-site

· Support and facilitation of community ownership of renewables

REIC aims to simplify the process of companies offering shares in projects by providing:
· Support and advice

· Standard templates

· Low fees

· Streamlined project evaluation process

· Links with developers and potential investors

REIC will consider applications from:
•  Companies that are operational within the UK

•  Companies that operate within commercial or industrial sustainable energy initiatives

•  Companies that conduct their business in a socially responsible manner

•  The company needs to demonstrate local benefits from the project

The project evaluation process takes place in two stages:
•  Phase 1: The preliminary project evaluation (3 weeks)

•  Phase 2: Full project evaluation (5 weeks)

Full details regarding the application can be found in the developers pack available now! The CD contains the electronic application form.
If you have a project with planning permission please do not hesitate to contact REIC. Full contact details can be found at the end of this paper.

4. BRO DYFI COMMUNITY RENEWABLES LTD

Bro Dyfi Community Renewables Ltd, a community-owned and run wind energy co-operative based in the Dyfi Valley, is an industrial and provident society formed in October 2001. BDCR own and operate a second-hand 75kW Vestas wind turbine on Mynydd Llwyn-gwern near Machynlleth in Mid-Wales. The wind turbine is located on Forestry Commission land above the Centre for Alternative Technology (CAT) and has a hub height of 23m and a total height to blade tip of 31.5m.

The original idea for a community owned and developed wind turbine was first mooted back in October 1999. In December 1999, a grant application was successfully  submitted to Ecodyfi for 30% funding of the anticipated capital costs. A wind project supporters group was formed, the Dyfi Eco Valley wind turbine Partnership, with over 80 members, who each payed a £10 or £20 membership fee to cover the planning application fee. Public meetings and negotiations with landowners took place over the course of the following 18 months and only one objection was raised. This was soon dropped once the lady realised it was a truly community project on a much smaller scale than the commercial wind farm developments in the County. All pre-development work and work on the environmental assessment to accompany the planning application was carried out by members of the partnership in kind, which was rewarded with nominal shares in the project once the project was operational. In April 2001, planning permission was submitted and was successfully obtained in July 2001. Bro-dyfi Community Renewables was formed in September 2001 and the share offer and finance raising for the project took place in October and November 2001. All construction contracts were then placed and a turbine selected and purchased and construction of the project commenced in April 2002. The turbine was installed in July 2002 but then unfortunately it took until April 2003 to get the turbine grid connected and fully commissioned. The inauguration party finally took place in April 2003 and a great day was had by all!

The total cost of the project was £81500 of which £44000 came from grant funding (ERDF Objective 2, Energy Savings Trust and Scottish Power Green Energy Trust) and £37500 came from shareholders of the co-operative. Bro-dyfi Community Renewables used REIC to raise money from local shareholders. They were very successful and succeeded in raising £54000 in 3 weeks and was almost £17000 oversubscribed! BDCR have a 15 year power purchase agreement with CAT for all of wind turbine output. The turbine supplies electricity directly to CAT and all excess electricity produced is exported to the grid. The annual electricity production is predicted to be approximately 163500kWh/year and supply approximately 45 households in the local area with green electricity. The annual income is approximately £6500/year (depending on production) and the annual costs are approximately £2300/annum. The anticipated rate of return over 15 years is 8.44%, far better than any bank or building society interest rate currently available!

The 52 members of the co-operative are primarily made up of people living in the Dyfi Valley (94% of shareholders) who have developed and now own and operate a 75kW wind turbine based above the Centre for Alternative Technology. 30% of BDCR’s annual profit goes to a community energy fund used for energy efficiency measures within the Dyfi Valley, which increase the CO2 savings from the project five-fold. The co-operative is run by a management committee of 5 who meet monthly.

The key benefits of this project to the local community are detailed below:
Local benefit

· Project development work has been carried out by members of the local community. 
· The operation and maintenance of the turbine provides part time employment for a local engineer / fitter.

· Provision of site facilities has benefited local services and contractors to the value of around £40,000.

Local support

· Local Organisations including Dyfi Eco Valley Community Renewable Energy Project, Dulas and CAT
· Bro Dyfi supporters organisation

· Work in kind support facilitated to expand involvement.

Majority local ownership

· Financed by a combination of private local investors and grant funding
· Many of the people involved in the project have agreed for some or all of their work to be paid in shares in the project.

· All power supplied to CAT under long term fixed rate purchase agreement.

· 30% of profit used to promote energy efficiency and reduce local energy use.
Majority local control

· The scheme consulted widely prior to detailed planning.
· An association was formed to take the project through planning

· The project is a community owned scheme.

· Each shareholder holds one voting share irrespective of the amount invested
4.1. Future BDCR project

Bro-dyfi Community Renewables have recently been successful securing the contract to purchase the an existing non-operational wind turbine site including associated power purchase contracts, grid connection, planning permission and lease agreements from the Centre of Alternative Technology. The project will harness wind energy to generate a sustainable long-term income for the Dyfi valley. BDCR have successfully negotiated a contract to replace will purchase the site from CAT and replace the non-operational prototype 600Kw wind turbine with an operational one. The turbine will be owned by shareholders of the local community and Eco-dyfi, through grant funding raised. The turbine aims to maximise local revenue kept within the local economy, to maximise community involvement, ownership and benefits and significantly contribute to improving the long-term sustainable economy of the Dyfi Valley through tackling rural transport in a sustainable way. The project will use local contractors wherever possible and will bring in the region of £200,000 to local companies in terms of contracts during the construction period and approximately £95,000p.a. to local companies, shareholders and residents in the Dyfi Valley through income to Eco-dyfi. A large number of local companies, self-employed contractors, farmers, companies and community organisations will benefit from the proposal. These include the Centre for Alternative Technology, Eco-dyfi, Dulas, Bro-dyfi community renewables, The Renewable Energy Investment Club, Forestry Enterprise, 2 local landowners, 1 wind turbine construction company and 5 local self-employed contractors. All construction materials will be sourced locally. Once the project comes on-stream BDCR will be able to employ a part-time administrator and technician to run and operate the two turbines and the co-operative.

The project is currently in the planning process. BDCR are looking to raise finance at the end April 2004, in partnership with Eco-dyfi, through a local share issue using the Renewable Energy Investment Club (www.reic.co.uk) and grant funding (for community transport measures in the Dyfi Valley). They aim to replace the existing turbine during Summer 2004. This project and the pre-construction work has been generously supported by Powys Energy Agency, Countryside Council for Wales and OPET (Organisation for the Promotion of Energy Technologies) Wales.

5. Conclusions

Developing a community-led wind project certainly has its challenges and should not be entered into lightly. However, with an enthusiastic core community group and support from new initiatives including REIC and the Community Renewables Initiative, as well as the ongoing work of Baywind, , at last we can envisage the reality of ‘Empowering our communities’.
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6. FOR MORE INFORMATION

Baywind Energy Co-operative – www.baywind.co.uk
Dulas Ltd www.dulas.org.uk

vicky.leaney@dulas.org.uk
The Renewable Energy Investment Club – www.reic.co.uk   
reic@dulas.org.uk
Dyfi Eco Valley Partnership www.ecodyfi.org.uk
The Centre for Alternative Technology www.cat.org.uk
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‘Empowering the community to benefit from our natural energy resource’
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“You too can share in a cleaner future”

































