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The CRC Energy Efficiency Scheme (formerly known
as the Carbon Reduction Commitment) is the UK's
flagship approach to climate change and energy
savings. The initiative officially started in April 2010
and is under the direct supervision of an executive
non-departmental public body known as the Envi-
ronment Agency. The CRC serves as the core of the
UK's strategy for improving energy efficiency and
reducing carbon dioxide (CO2) emissions, as set out
in the Climate Change Act 2008.

Compliance with the CRC is required by large
companies and public sector organizations, and as
such, it will require serious changes in behavior and
infrastructure. The CRC's goal is to cut greenhouse
gas emissions by 80% by the year 2050.

The CRC will require impacted organizations
to calculate their emissions and buy carbon
allowances based on forecasts of the coming year.
These allowances will have to be surrendered at
the end of each year, and records will need to be
maintained for auditing purposes. Participants
will also require suitable systems to enable the
monitoring, measuring, reportingonandreductions
to their carbon emissions. As such, it's important
for ClOs to be fully aware of the CRC, its require-
ments and its IT implications. These systems and
processes also need to be well-integrated in the
day-to-day operations of the organization.

There is also a transparency component to the
CRC. Information about a participant’s perfor-
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mance will be added into a league table alongside
all other participants and will be available for
public comparison. An organization’s position in
the league table will determine how much of the
cost of their used allowances will be returned.
Failure to comply with the regulations will lead to
serious sanctions being applied.

Since it is a mandatory requirement for a certain
set of organizations, the CRC may appear as a
significant risk for participants, both to their
finances and their reputation. The very fact that
results will be published publicly (in a league table)
means that all the stakeholders (i.e., customers,
investors and employees) will be able to see just
how well the organization is performing relative
to competitors and peers in the market.

However, the league table also poses an oppor-
tunity. The requirement to monitor emissions
and purchase allowances for each tonne of CO2
emitted creates a direct incentive to reduce
emissions, increase energy efficiency and save
money by reducing energy bills. The savings itself
should be well in excess of the cost of CRC par-
ticipation. Above and beyond that, the better
an organization performs in terms of reducing
its emissions, the higher it will appear in the
published report, and all the revenue raised from
selling allowances is "recycled” back to partici-
pants. Appearing high on the league table will
also provide necessary confidence to all stake-
holders, apart from mandatory compliance with
the requlations.
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In summary, a structured approach to creating
and implementing a CRC strategy will bring both
tangible and intangible benefits to the organiza-
tion and also ensure that it receives maximum
benefit from the program. This paper will critically
analyze the CRC scheme in detail, with recommen-
dations on core elements of to-be strategies, such
as compliance, process improvements, trading
and procurement.

A CRC Primer

The Carbon Reduction Commitment (CRC) Energy
Efficiency Scheme is a new system of carbon
emissions trading introduced in the UK in April

2010 (see Figure 1). The CRC is applicable to a set
of large businesses and public sector organiza-
tions that, according to government estimates,
contribute to roughly 10% of the UK's overall
greenhouse gas emissions. Organizations that are
already covered by climate change agreements
(CCAs) or the EU Emissions Trading Scheme (EU
ETS) may still be required to participate in the
CRC, but emissions covered by these programs
will not be included in the CRC. The CRC is aimed
at reducing the UK's greenhouse gas emissions
by 80% by 2050 (compared with 1990 levels), as
required under the Climate Change Act of 2008.
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Figure 1

The UK's Environment Agency (EA) has overall
responsibility for administering the CRC, and the
program is enforced by the following administra-
tors: The EA in England and Wales, the Scottish
Environment Protection Agency (SEPA) in
Scotland and the Department of the Environment
(DoENI) in Northern Ireland.

Organizations covered by the CRC will have to
monitor their energy usage across the enterprise
from April 2010. The first year will be a reporting
year only, and participants will buy carbon
allowances based on their energy consumption.
There are no caps initially, but eventually, the CRC
will become a “cap-and-trade” system in which
allowances will decrease each year. Organizations
will earn bonuses or penalties based on their per-
formance. Initially, the maximum penalty or bonus
is only £10%, but by the fifth recycle, this will rise
to £50%.

But the key incentive mechanism is that the per-
formance of participants will be published, and
non-government organizations and the media will
likely use the data to create performance tables
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for individual sectors and begin holding organiza-
tions accountable. As of August 31, 2010, 7,897
organizations, including Sainsbury's, Hilton, the
National Theatre and the London Fire Brigade,
have already registered for the program. Approxi-
mately 12,000 organizations had not registered
as of that time, with just 30 days to go.

o Additional administrative
duties for participants

® Reduced cash flow by forward
funding carbon purchase

¢ Ongoing management of
emissions to ensure correct
credit levels

| egal and monetary
incentives

e Clear transparency on CSR

o Creating an industry
performance scheme

Figure 2
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Are You Eligible for CRC?

The CRC applies in full to organizations that had
at least one HHM (half-hourly meter) settled on
the half-hourly market in 2008 and whose elec-
tricity consumption in 2008 was at least 6,000
MWh. At current energy price levels, it applies to
those with an estimated annual electricity bill of
more than £500,000 (see Figure 3).

There are two tiers of compliance in the CRC:

1. Participants: The highest parent organization
is responsible for participating and reporting
energy usage of all its subsidiaries. Subsid-
iaries with 25% of their emissions covered by
a climate change agreement are temporarily
exempt, and if the remaining consumption is
less than 1,000MWh, then the entire organiza-
tion is exempt.

2. Information submitters: If an organization
consumed less than 6,000MWh of electricity
during 2008 through all HHMs, it is required
to submit an information disclosure to the EA
detailing total electricity consumption. For
organizations that are part of a wider corporate
structure, the highest parent organization or a
nominated primary member will participate.

The CRC will directly impact approximately 5,000
organizations, with a further 15,000 organiza-
tions on HHM below the 6,000 MWh threshold. All
gualifying organizations are required to report their
carbon emissions through HHM electricity use,

emissions through the use of oil, coal, gas, non-HHM
electrical sources and all other non-transport fuels.

How Does the CRC Work?

This scheme is designed to be as simple as possible,
including self-certification of monitoring, reporting
and verification of emissions, backed by an inde-
pendent risk-based audit environment. Effectively,
this also strengthens the incentive to improve
energy and carbon management skills (particular-
ly in relation to metering, reporting and reduction),
gets senior management attention and strength-
ens corporate social responsibility (CSR) drivers.

The key features of the CRC scheme include the
following:

e In its introductory phase, the government
will sell an unlimited number of allowances
at a fixed price of £12 per tonne of CO2, and
in subsequent phases, it will auction a limited
number of allowances annually.

e Participants can also buy or sell allowances in
the secondary market.

* At the end of each compliance year, partici-
pants should surrender allowances to cover
the levels of CO2 they emitted.

e The government will recycle the revenue
raised from the sale of allowances back to par-
ticipants after a six-month period.

* Recycling payments will have a bonus or
penalty applied to them, which will be based
on performance and vary over time.

Work out the “boundaries”
of your organization
Are any of the meters settled
on the half hourly market?

Gather consumption
VER LY

Identify relevant supplies

Is electricity supplied "
6,000 MWh or greater?

Figure 3
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All participants will be ranked together, not by
industry sector, using three metrics:

Absolute metric: This measurement
compares emissions over the last year
with respect to the rolling average of the
previous five years.

Early-action metric (EAM): This metric
is based on the percentage of emissions
covered by Automated Meter Read (AMR)
and the Carbon Trust Standard (CTS) or a
recognized equivalent. This drives voluntary
steps for the CRC scheme.

Growth metric: This metric compares
emissions relative to turnover as a
percentage change in emissions intensity
for the current year, with respect to a rolling
average of the previous five years.

Each metric will be weighted, and the final score
will be calculated as a weighted average.

The CRC will have cash flow implications for
qualifying organizations, and an energy savings
of at least 5% will be needed to cover the average
cost of administration. Since it is a mandatory
scheme, the CRC places legal obligations on
information disclosure, emissions reporting and
purchase allowances from the government. Any
organization that does not comply with the CRC
will be subject to civil and criminal penalties.

The overall goal of the CRC scheme is to achieve
a reduction in carbon emissions. Any CRC strategy
should include a well-thought-out carbon reduction
program. To identify opportunities for carbon
reduction, a thorough analysis of emissions should
be undertaken, and business cases should be
produced to evaluate and prioritize them. A CRC
strategy should also drive the organization toward a

level of environmental sustainability that establishes
a leadership position, hence gaining the confidence
of customers and providing necessary competitive
advantage. Delivering consistent reductions will be
derived from a strategic approach to CRC require-
ments. Three fundamental steps within a strategic
approach are illustrated in Figure 4.

Organizations will also have to examine their
annual energy expenditures and validate against
estimated savings in order to determine the
benefits of CRC for their businesses. Savings of 1%
to 5% can be achieved using low/no-cost measures
(switching off lights, using low-energy lighting,
closing windows, reducing heating by 1°C), and 6%
to 10% savings can be achieved by investing in new
technology (e.g., new boilers, better insulation,
solar panels). Organizations should designate a
person or a team with responsibility for ensuring
compliance. They also need to work with other
teams such as finance, commercial and adminis-
tration, to gather ample and accurate data on the
organization's exposure to CRC requirements and
develop robust auditing procedures.

The CRC program introduces many opportunities
to participants and the marketplace, itself (see
Figure 5). As per UK government estimates, the
CRC is expected to create a £600 million market
for carbon allowances and also lead to the estab-
lishment of new business lines. For example, banks
can offer structured loan products to allow organi-
zations to buy allowances. Utilities such as British
Gas Business and NPower have already created a
service offering for business energy customers to
manage CRC requirements. Competing with them
are the likes of PricewaterhouseCoopers, Ernst
& Young, KPMG and IBM, which have dedicated
teams for CRC.

Compliance

Ensuring that organizations have all the data to calculate emissions
and complete all the returns in a timely and accurate manner.
This also includes reviewing gains from the EAM.

Improvements

There are ways to reduce energy consumption, some of which are low cost, while
others require investment. Making these energy savings will cut ongoing bills,
and companies can also look for investments like on-site generation.

Trading and Procurement

Deciding how many allowances should be bought and then selling or buying
allowances on the secondary market requires a level of expertise similar

to trading directly for energy.

Figure 4
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The CRC is a win-win opportunity, as the best
performerswill appear at the top of the CRC league
table published each year, allowing the public and
press to view an organization's standing within
the scheme. To achieve desired results, partici-
pants should focus on the following:

Data collection and analysis: Organizations
must understand how much electricity they used
in the previous year. Utilities companies now
have a legal duty to provide consumption data.

Energy reduction: A good league table position
can only be achieved by energy reduction,
and a goal for all participants should be to
maximize energy efficiency.

Improved working practices: Training is
essential to ensure that environmentally
friendly ideas are put into practice to reduce
energy waste.

In simple terms, major risks for non-compliance
exist for participating organizations, in the form of
reputation, civil/criminal penalties and unpredict-
able cash flow. In relation to all civil and criminal
penalties, an administrator will publish informa-
tion about the organization's non-compliance.
This administrator can also prosecute directors
and senior managers when the offense has been
committed with their consent or as a result of
their neglect.

Financial implications: The cost of allowances
for organizations is likely to be relatively low
during the fixed-price introductory phase. In
auction phases, the cap, as computed by the
number of allowances, will potentially drive up
demand and price. Emission reduction will also
benefit the organization by decreasing the
cost of its allowances and energy bills.

Reputational implications: A key driver for
the CRC is public disclosure in a league table.
This is a significant public relations risk, as it
enables participants to be benchmarked. The
reputational consequences of being at the top
(or bottom) of the league table will prove to be
more significant than the recycled payment, at
least in the introductory phase.

Administrative implications: The CRC presents
a significant administrative and compliance
burden, especially for unrequlated organiza-
tions and those that do not have the personnel
or experience to deal with it. The CRC relies
heavily on self-certification, with a random audit
of 20% of organizations. To collect relevant
consumption data, organizations with a com-
plicated customer or third-party relationships
will encounter difficulties in structuring their
businesses to accommodate the CRC.

By the end of the first phase, organizations will
need to start thinking about many more funda-

Compliance

Figure 5

Avoids penalties

Reduce audit and remediation
Reduce management effort
Allowance requirements are
better managed

Focus leading to real reductions
Positive financial and
reputational impact

Financial

Bonus on revenue recycling
Reduce penalties and costs
Budget penalties and costs
Mitigation of trading risk and
price exposure

Prioritization of investment
with better benefits
realization
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Reputation

Enhanced market reputation
and brand awareness
Competitive advantage
Improves credentials and
increases loyalty
Opportunities for new
products and markets
Supports broader business
efficiency with add-on
benefits



mental changes to maintain their performance. In
later phases of the CRC, the energy consumption
threshold may be reduced, enabling more organi-
zations to join. The government may also introduce
similar trading schemes for emissions that are
not covered by the CRC. Hence, organizations
should not take a lenient approach toward CRC
compliance, even if they are not required to comply
in the current year.

The CRC scheme may also expand by including the
transportation sector in the future, especially as
the UK government and the EU start to increase
their focus on transport emissions and the EU ETS
is broadened in 2012 to include emissions from
aviation. This would create further challenges
for organizations with large transport fleets,
ranging from hospitals, to supermarkets. Non-C0O?
greenhouse gas emissions from refrigeration also
have a massive impact on the environment, since
approximately one-quarter of the emissions from
large supermarket chains are due to refrigerants,
which can be much more damaging than CO2
Since these are produced by leaks in the system,
eliminating these leaks could be accomplished by
instituting new CRC incentives.

The CRC is receiving a lot of attention, and pro-
spective participants are starting to develop
strategies to manage their risks and maximize
their benefits. The issues described above will
play a part in these strategies and how organiza-
tions respond to this scheme. It's clear that the
UK government will continue to set challeng-
ing carbon targets, and the CRC is one of the
key components for meeting strategic global

agreements. Organizations can use the CRC as an
opportunity to implement a long-term strategy
that sets out the means to adapt to and mitigate
the risks of climate change. Organizations that
respond well to the challenges of the CRC and
are quick to take advantage of the opportunities
it presents will be best placed to respond to new
government initiatives in the future.

The following steps are recommended to create
an action plan for compliance with the CRC:

Understand and devise a plan to manage
organizational structure by defining a CRC
organization.

Identify and develop a management plan by
establishing an accurate emissions inventory
(see Figure 6, below).

Calculate the value at stake by assessing likely
financial and reputational impacts.

Evaluate the costs and benefits of early action.

Understand the organization's potential to
reduce emissions and when implementation
may be most profitable.

Develop the strategy for CRC response and
carbon reduction.

Consider the early action metrics (EAM) to
improve your position in the league table and
secure a portion of the recycling pool.

e Ensure that business is putting systems and
procedures in place to ensure the appropri-
ate data is being collected and collated for the
evidence pack and the subsequent reports.

At least 90% of your total footprint emissions must
be regulated either by CRC, EU ETS or CCAs

Remove usage from sources like transport, domestic [
accommodation and unconsumed supply -
Remove 100% of emissions from
CCA exempt members.
L J

All Energy Use
~"Emissions

Emissions

Figure 6
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Remove all emissions
covered by CCAs and EU ETS.

- CRC
® Regulated Emissions
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Footprint
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The CRC scheme imposes reporting and auditing
requirements on participants, such as annual
submissions in the form of a self-assessment
and a supporting evidence pack. To ensure the
accuracy and completeness of disclosures, infor-
mation quality and availability is of paramount
importance. The scheme also raises issues on
the usage of data centers, which consume a large
amount of energy.

A survey by Version One' reveals that 22% of
senior IT professionals admit they haven't heard
of the CRC, while 28% say they are aware of the
scheme and have investigated whether their
organization qualifies or not. Meanwhile, 42%
say they are aware of the CRC program but are
unsure whether their organization qualifies.
Interestingly, the remaining 8% admit they “don't
know" whether they have heard about the CRC
Energy Efficiency Scheme or not.

Any strategy would beincomplete without focusing
on the need to move from manual and undefined
processes, to an integrated management infor-
mation system. Designing, implementing and
maintaining an end-to-end carbon management
information system that aligns with overall

business objectives is critical to the success of
such programs.

We can help your organization meet the require-
ments of CRC via our special framework (see
Figure 7).

We can also support you and your organization in
the following ways:

All components of CRC data preparation and
submission.

Identifying opportunities and developing busi-
ness cases for prioritizing energy reduction
initiatives.

Developing and implementing an AMI and
energy efficiency strategy.

Providing end-user training on energy
awareness and the implications of CRC.

We have developed a number of energy efficiency
specific offerings, such as iTrackTM and ProgSoft,
and we can help you assess your readiness for
the CRC scheme, analyze its potential financial
and reputation impacts under different scenarios,
and provide a detailed roadmap on how to reach
important business and regulatory goals in the
most effective and efficient manner.

o

o]
Virtualize Costs Innovate
® Process as a service e Greater premium due to green credentials
® Accelerates legacy application  Reputational enhancements
retirement or upgrade * Increase in customer satisfaction
© CapEx reduction by customizing and potential energy savings
existing systems o Ability to transform customer
© Improve capital utilization by energy consumption behaviors
building a integrated system
(]
Effectiveness Efficiency
o Ability to integrate customer’s energy  Ability to help customers to reduce consumption
consumption patterns and need * Ability to identify potential leakage
o Accurate demand forecast points in carbon data management
e Ability to improve position  Ability to identify old and inefficient processes
in league table leading to unnecessary consumption
® Minimize financial and * Provide a end-to-end carbon and
reputational risks consumption data management solution
Figure 7 .
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Version One, a document management software company, conducted research with 86 senior IT professionals (IT

directors and managers) across a range of UK public sector and private sector organizations. The research was pub-

lished August 31, 2010.
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