
THE UK'S FIRST COMMUNITY-OWNED SOLAR POWER STATION

"I am delighted Brighton is home to an exciting initiative like this. Community-owned renewable energy is about as green as it gets." (Caroline Lucas)
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1. Executive Summary

Vision

Brighton Energy Co-op is a pioneering project for locally-owned renewable energy. Owned by the community, the Co-op will derive its revenue from Feed in Tariffs (FITs), will deliver a ‘reasonable’ financial  return on investment with a percentage of surplus income re-invested in further energy efficiency projects locally to achieve a ‘double carbon benefit’. 

Method

Our first project is to install several hundred kW of solar on one or more sites in Brighton and Hove..

Revenue is derived from Feed in Tariffs (FITs) and electricity sales.

Market

There has been a rush of new solar businesses onto the market since April 2010 and a variety of vehicles for investment as a householder. We believe that there is a niche for community owned solar, particularly for individuals who want to make environmentally/socially orientated investments and do not have the £12K of south facing roof needed for their own solar installation.

Community-owned renewable installations have flourished throughout countries like Denmark and Germany. Indeed, energy co-ops like Baywind in Cumbria, or Westmill in Oxfordshire have proved highly successful in raising £Ms for community wind farms.

Strategy

Brighton Energy Co-op was launched in June 2010, since when the focus has been on bringing together the core team, forming the CBS, applying for grants and researching how to developing a community-owned renewables installation. Objectives & deliverables going forward are broadly as follows:

Year 1: Share offer structured and launched, initial site identified, installation of PC commences

Year 2: Identification of further potential sites, energy efficiency education/outreach begins, second share offer, resource sharing/collaboration with other South East community energy projects 

Year 3: Installation of 2nd/3rd site, ongoing outreach/education, establish, South East Community Energy project office to support further projects being established

Costs

The principal requirement is £1,137K to pay for the panels, installation and connection. Of this Start-up costs are estimated at present to be £23.8K, and Ongoing annual costs are estimated at £30.55K.

Benefits

Financial

Solar arrays have two revenue streams - FITs (roughly 80% of revenue) and electricity sold (roughly 20%). FITs are government guaranteed for 25 years and index-linked. When purchase, installation and management costs are factored in, this delivers between a 4-5% return on investment averaged over 25 years. Any surplus income beyond the interest returned to investors will be invested in other low carbon schemes, the exact nature of these will be decided by the Board of Directors.

Brighton Energy Co-op also qualifies for tax relief under the Enterprise Investment Scheme so investors can also claim a 20% tax rebate on their investment.

Environmental 

It's increasingly evident we need to cut our CO2 emissions, and since 60% of that comes from electricity generation, installing renewable energy is a positive step towards combating climate change.

Social

Individuals have limited involvement in renewable so Brighton Energy Co-op offers the chance to broaden participation. People can invest in the co-op from £250 - irrespective of their roof situation. Owning our own electricity equipment is also an effective way to retain the profits within the community, provide a sense of involvement and thus increase support for additional climate change mitigation measures.

Current Status

As of November 2010 we are in negotiations with several potential sites in Brighton - once that is finalised we will move onto our share launch.

To date 150 local people have expressed an interest in investing buying shares. Our local MP, Caroline Lucas is keenly supportive, and we are receiving coverage in local, national and international press. Our business planning, publicity materials and marketing channels are well advanced and we have assembled a dynamic core team.

2. Vision

The Co-op will tap the latent interest in solar generation. It is increasingly evident that the world needs more renewable energy, and recent Government subsidies mean that generating electricity from renewables is increasingly financially attractive. 

We want to focus on benefiting members and the environment, not making profits. By organising economic resources collectively, a co-operative has a financial clout that is difficult for individuals to achieve. Furthermore, collective organisation is attractive to people interested in green issues. 

As such this pioneering idea is well-suited to Brighton. After 17,000 voted for Caroline Lucas in May 2010 this is another opportunity for the City to make eco-history.

3. Method

Our first project will be a 350 kW solar array in the Brighton area, either on a single site or distributed around multiple sites. Income will be generated from Feed in Tariffs (FITs) and we will structure a Community Benefit Society (CBS). Launched in April 2010, FITs are a subsidy on renewably generated energy. Many types of renewable energy qualify, and each technology has different rates. Before April 2010 solar panels generated around 10p per kilowatt hour (the standard electrical unit). Today, with FITs, they generate up to 41p. FITs are guaranteed for 25 years, and rise with inflation.

FITs were first conceived in Denmark, After the oil shocks of the 1970s the Danish government decided to put a tax on oil - and use it to subsidise renewable energy. Since then FITs have been introduced in many European countries, including Spain, Germany, Ireland, Italy and France.

A CBS raises money like a standard business - it sells shares. These shares are different to limited companies, in that they don't change in value. The CBS model differs from Limited Companies in that members have one vote each, irrespective of the amount they have invested. The thinking is that the value in the CBS is in the people, not how much money they've put in.

A CBS also has a limit on how much individual investors can invest - up to £20,000. This ensures that no one person can control the CBS - it is a collective vehicle, not the preserve of a few large shareholders.

4. Team

Will Cottrell – Chair & main point of contact. Will runs two businesses in Brighton and conceived BEC. Skills include business planning, start ups and marketing expertise.

Danni Craker - Finance Director. Local Chartered Accountant with own ICAEW registered accounting practice and previously 8 years experience at PWC.

Damian Tow – Director. Programme Manager with 14 years business experience in IT & Telecoms, previous experience as a Director of a software start-up and a recent Masters in Sustainable Development at Forum for the Future. 

Experience of projects of this nature?

Whilst we do not have direct experience of Community owned renewables projects Will has completed solar PV & wind turbine training courses, Damian has performed research on renewables for EDF Energy, UBS & a local solar installer and Danni has a range of local small business clients and a keen interest in environmental issues and solutions. 

5. Market 

Market Opportunity

The UK is well-sited geographically to generate a significant proportion of energy from renewables but although there has been much policy discussion about the need to change our energy mix, there has been a relatively limited amount of practical action. The triple threats of peak oil, climate change & energy security are looming large, yet the proportion of our energy generated by renewables remains around 3%. 

There is tangible frustration that renewables are not going up, despite the public appetite for them.

The Government has set a target of generating 15% of energy from renewables by 2020, and has introduced 

Feed in Tariffs (FITs) to encourage wide-spread adoption.

As a subsidy on renewably-generated energy, FITs are a guaranteed, index-linked source of revenue for small renewable systems. Suddenly, renewables can generate cash. In Germany, where FITs were introduced 12 years ago, 20% of energy is now renewably generated.

Co-ops & renewable energy

Community-owned renewable installations have flourished throughout countries like Denmark and Germany. Indeed, energy co-ops like Baywind in Cumbria, or Westmill in Oxfordshire have proved highly successful in raising £Ms for community wind farms.

Westmill raised £4.6M in 2006 and has five 1.3MW turbines - between 2006 and 2008 five Scottish co-ops raised £6.46M between them for investment in wind turbines.

Renewable energy co-ops first appeared in Denmark in the 1980s. Communities pooled their resources, usually buying wind turbines. It proved a successful idea - for most of the 80s and 90s Danish renewable energy co-ops were at the forefront of renewables growth. Today 150K families are members of wind-energy co-operatives.

USP

In order to establish our niche Brighton Energy needs to focus on investors that are typically interested in investing in the £1-2K range, want a balance of financial/environmental/social return, and are keen to support local projects.

· add Social returns

Investors

In order to gauge the potential for Co-op investment it is worth considering other similar projects.

In Cumbria, Baywind has around 1300 members. They got involved because (in order of stated importance to them):

- They believed in renewables;

- The appreciated the co-op ethos, 

- They received a financial return

Locally, the Brighton-based Big Lemon, an environmentally-friendly CIC, raised £25,000 several years ago. Investors similarly invested because 'they wanted to see it happen', and only secondarily because of a financial return. 

It seems that there is an appetite for projects that put the planet before profit among a certain investor profile. The fact that Brighton Energy Co-op also offers a reasonable financial return is an added attraction.

In Cumbria, most investors were local (Baywind specified a certain amount of shares for those who lived in the area), while the rest were environmentalists here and abroad. Many were somewhat older, in contrast to the Big Lemon who attracted a diverse age range of people.

Brighton and Hove has Green councillors, multiple Green groups, as well as now a Green MP. There are many others who are less active yet still put Green issues high on the agenda: 17K people voted for Caroline Lucas. It is a relatively affluent place, with a variety of socially active organisations, thus a great place for potential investors in the co-op. Given the prospective financial return in a low interest rate economy, there exists the potential to broaden the investor base beyond those who 'think Green'. 

Competition

Competition for the capital of our potential investors. So given the present low rates of interest available any investment vehicle that offers a return of >3%, particularly invested in projects benefitting the environment, would be attractive to our target members. SRI funds and eco-bonds such as Ecotricity’s offering 7% return would be examples.

6. Financial Overview

Income

The principal requirement is £1,137K to pay for the panels, installation and connection. This is envisaged as coming from several sources:

Share Issue - Individuals are invited to buy shares in the co-op. 

Funding and grants - See Appendix 4 – Funding and grants

Debt - Once a certain threshold of start-up capital is established, debt capital can be attracted. Equity to loan relationship at Baywind has typically been 60% to 40%.

Personal loans & donations - Members may be willing to provide capital without extra voting rights. They are paid interest for the use of their money. As well as buying shares for themselves, members can also buy shares and donate them to the co-op. Members may choose not to receive interest on their shares - this goes back to the co-op as equity. 

Shares bought back - shares bought back by the co-op go to form equity in the co-op

See Appendix 3 Start Up Considerations

How PV generates income:

1. Co-op panels generate electricity

2. Electricity is either consumed by the grid or an end user

3. Grid or end user pays co-op for electricity consumed

4. Electricity company pays co-op feed in tariff for all electricity produced

So panels generate two sources of revenue: FITs and the export tariff or electricity payments from the end user. At present the grid offers a relatively low rate (around 3p per kWh), while end users pay around 8 to 12p per kWh. Consequently it's usually more attractive to sell to an end user.

Expenditure

Start-up & installation

If investors follow the Baywind pattern (with its average of between £1000 and £2000 per investor), some 500+ investors will be needed. For Brighton Energy Co-op, many will want to talk to someone as well as receive publicity materials such as a share prospectus. The Start-up phase will therefore require administrative, project management & marketing support with an associated budget and clearly the costs for purchase and installation of the system will be incurred during the installation phase.

Start-up costs are estimated at present to be £23.8K, see Financial Forecast

Ongoing costs

Ongoing costs will include Professional fees, Admin support, panel/inverter maintenance & insurance. These are estimated at £30.55K, see Financial Forecast

Return on Investment

Solar arrays have two revenue streams - FITs (roughly 80% of revenue) and electricity sold (roughly 20%). FITs are government guaranteed for 25 years and index-linked. Similarly, electricity prices are unlikely to fall. Solar panels have no moving parts and are guaranteed by the manufacturer. As such solar energy represents a truly stable revenue stream.

When purchase, installation and management costs are factored in, this delivers between a 4-5% return on investment averaged over 25 years.

Brighton Energy Co-op also qualifies for tax relief under the Enterprise Investment Scheme so investors can also claim a 20% tax rebate on their investment.

In a financial environment where housing and stock markets are unpredictable and interest rates low, Brighton Energy Co-op represents a particularly competitive investment opportunity.                                                                                                                                    

Surplus income

Any surplus income beyond the interest returned to investors will be invested in other low carbon schemes, the exact nature of these will be decided by the Board of Directors.

Scenario Analysis

To be completed

7. Strategy

Since BEC was formed in June 2010 we have achieved the following goals and  milestones in our Phase 1 of setting up the Organisational Structure:


Website v1 launched & v2 designed www.brightonenergy.org.uk

Conducted extensive research on PV technology, solar business models, structuring an I&PS and running share offers


Community Benefit Society application lodged with FSA


RfQs to & proposals from 6 different installers


Site partnership proposals to 2 Universities, City Council, local Businesses, domestic properties, 4 schools


Networking with other Co-ops: Ovesco, Tresoc, Low Carbon West Oxford, Low Carbon Muswell Hill, C3 Programme at Wales SRT


Mentoring from Co-ops UK, EST Green Communities, EnviroBusiness, Low Carbon Accelerator


Developed comprehensive Business Plan, Marketing Plan, Financial Modelling, Risk Analysis, SWOT, Stakeholder plan, Governance structure


Support from local MP, Caroline Lucas, & Jeremy Leggett of SolarCentury


150 supporters registered as prospective shareholders


Conducted a number of talks & presentations locally, community engagement event scheduled for Dec 2nd 2010


£3000 ‘pioneer’ investment received, otherwise working voluntarily until share offer launched


Formed a strong core team of Directors (see attached profiles)

3 year plan

Brighton Energy Co-op was launched towards the end of June 2010 with a public event at the Phoenix Centre following 3months of research and the completion of the original draft business plan. The focus since then has been on bringing together the core team, forming the CBS, applying for grants and researching how to developing a community-owned renewables installation. Objectives & deliverables going forward are broadly as follows:

Year 1: Share offer structured and launched, initial site identified, installation of PC commences

Year 2: Identification of further potential sites, energy efficiency education/outreach begins, second share offer, resource sharing/collaboration with other South East community energy projects 

Year 3: Installation of 2nd/3rd site, ongoing outreach/education, establish, South East Community Energy project office to support further projects being established

The exit strategy for investors is to apply to the Board to withdraw their share capital. This can only be done after the first 3 years of members and is subject to a notice period as specified in the Co-op Rules and with the Board’s approval. Investors thus need to be made aware up front of the long term nature of this opportunity. 

SWOT analysis

	Strengths

· Mentoring from Co-op and other community energy schemes

· Committed, ambitious team with a good coverage of skills and experiences

· Well-developed financial and implementation plans
	Weaknesses

· No industry track record (however this is a new industry and the team has a variety of skills coverage)

· No site yet secured and risk as a ‘Co-op’ of not being taken seriously in negotiations

· Cash poor & grant schemes mostly closed

	Opportunities

· A wide base of community support & in Brighton where 17k voted for Caroline Lucas

· Timeliness - FITs launched in April

· Retail investment opportunity, few other decent ROIs for investors


	Threats

· Not finding a suitable site

· Other investment vehicles & solar business models attracting investors

· Government changing FITs scheme




8. Operations

Installer partner

We have had discussion with & quotations from 6 different installers including SolarCentury, Southern Solar, South Downs Solar, Ardenham, JoJu, British Gas. Finding an appropriate installer should not pose too many difficulties however we will need to balance the usual cost/quality/time criteria of their offers with a consideration of their values and whether they would meet those of our investors.

Site

We have approached both local Universities, the City Council, local businesses and schools about being potential sites for our first installation. We are also considering following the ‘free PV’ model and looking to install PV on domestic properties which has the advantage of not needing planning permission but the disadvantage of dealing with multiple householders rather than one decision maker in an institution or business.

Due to the ‘youth’ of the industry a lot of issues that will become accepted are potentially faced such as the commitment to ‘hosting’ solar panels for 25 years on a site. Site owners will raise the question of “what happens if I sell” so ideally we would want to work with a location unlikely to change hands (such as public buildings or large institutions), or new build business premises.

Yet building owners are understandably dubious about getting into 25-year leases. Incorporating a mechanism for getting out of the deal (perhaps by offering options to buy the Co-op out) may smooth the way.

Since revenue from an end user is greater than from the grid, it's also preferable that the site (the end user) uses all the electricity produced. A contract would be required between the Co-op and the host, specifying price levels. This is obviously difficult since it requires predicting electricity prices 25 years into the future. There may be other ways to incentivise the site owner to host the panels (discount on Co-op membership, discounted electricity, or roof rental etc).

Organisation Structure

During the Start-up Phase and until our first installation is complete the following structure will be adopted:

Board

Overall management of the Co-op and co-ordination of the ‘working groups’ below:

Marketing/Launch group

Prepares for the share issue launch, develops business plan and prospectus. Prepares marketing plan for the share issue. 

Community Engagement

Identify, contact and visit community leaders, individuals with experience of community investment, and local businessmen with a view to getting them on board. Target and contact other organisations that we could partner with – B&H Council, Energy4all, Co-ops UK. Invite contacts to visit the website or join the Facebook group. Identify, contact and visit B&H community groups, business associations etc. 

Finance/Fundraising group

Finanalises the equity plan, cashflow, profit/ loss forecasts. Research, identify and apply for relevant grants and loans, both for start up and main launch. 

Operations

Identifies potential sites and works to select installer

Implementation Plan

See Appendix ? for the overall implementation plan and timeline

9. Non-financial Outcomes

Environmental 

It's increasingly evident that we need to cut our CO2 emissions, and since 60% of that comes from electricity generation, installing renewable energy is a positive step towards combating climate change.

Based on DECC figures of a typical saving per year of 0.48 tonne of CO2 per kWp of PV installed, we estimate saving 168 tonnes of CO2 per year on a 350kW array.

Social

Individuals have limited involvement in renewable energy unless they are prepared to pay substantial amounts for their own solar array or own a south-facing roof.

Brighton Energy Co-op offers the chance to broaden participation. People can invest in the co-op from £250 - irrespective of their roof situation. We divide the big up front cost of renewables between many people - thus democratising access and allowing everyone a chance to get involved.

People like co-ops and they like renewables. An energy co-op marries these values to a return on investment and as such creates a marketable investment vehicle.

Owning our own PV array is also an effective way to retain the profits within the community, provide a sense of involvement and thus increase support for additional climate change mitigation measures.

10. Legal

An Industrial & Provident Society

Co-ops raise money by issuing shares indeed, using co-ops to raise money for social projects is an old practice (see Appendix 10- Current cases of community investment in the UK). Since 2005, seventeen sizeable co-ops have started in the UK. The most well-known renewable energy co-op is Baywind in Cumbria (see Appendix 1 – Renewable Energy Co-op Case studies) which raised £1.2m in its first share offer and has recently raised a further £1.3m 

In order to operate, a co-op needs a legal form. Several forms are available, but 16 of the above community schemes chose what is known as an Industrial and Provident Society.

Like a regular company, an IPS has legal status, continuing existence and limited liability. IPSs have four unique attributes, however: 

Shareholder democracy: each member has one vote, regardless of how much share capital a member holds.

Withdrawable share capital: share capital can be withdrawn by members, subject to the conditions of the society. Shares do not rise or fall in value in value and can only be redeemed at face value . 

Limits on shareholdings: Individual investment is limited to £20K in any one IPS, although there is no limit on the shareholding of one IPS in another. The limit on individual shareholdings is currently under review.

Limit on share interest: The interest payable on shares must be limited to what is “necessary to obtain and retain enough capital to run the business”. 

An IPS is also exempt from certain financial regulations (see Appendix 6 - Regulation by the Financial Services Authority). The form of IPS that we have chosen to set-up is a Community Benefit Society (CBS),  based on the Co-op Model Rules.

Insurance

Once the CBS is set up we will need to put in place insurance covering Third Party Liability, Employers Liability & Directors Liability. When the PV installation is complete we will also need insurance to cover the PV panels on a 3rd party’s site.

11. Risk Register

	Risk Type
	Risk
	Impact
	Mitigating Controls In Place
	Risk Remaining
	Further potential mitigants to be put in place or considered.

	Start-Up Phase
	Installation is greater than quote
	Financial
	Obtaining variety of quotes. 
Prices are coming down for installation.
	 
	Use quotes in best and worst case scenarios.
Tie down the installer on final cost asap.
Consult with specialist on how to tie down the quotes earlier.

	Start-Up Phase
	Installer fails or installation is inadequate
	Reputation and Financial
	 
	 
	Checking of credentials, review of installers quality procedures.
Legal terms in contract so risk remains with Installer.

	Start-Up Phase
	Lead-time is greater than expected/planned
	Could lose sight of financial costs of overheads before revenue starts.
	Use of more than 1 installer if domestic sites.
	Need for further finance to finance the lead-time. 
	Use of an open offer and install smaller projects possible.

	Start-Up Phase
	No site identified.
	BELtd fails.
1 pioneer investor will lose investment and Directors will lose some remuneration.
Suppliers who have worked part cash and part equity or all for equity will not get paid.
Possible legal action against Director's personally.
Reputational risk of Directors and other stakeholders.
	 
	Reputational risk.
	Pioneer share offer in place stating legal terms and risks.
Communicating to stakeholders early on.

	Start-Up Phase
	Competition beats us to site.
	BE Ltd fails.
	 
	Some risk will remain.
	Develop our USP and credability.
Forward plan lease contracts etc, so ready to go.
Casting a wide net. Use of strategic partners.
Marketing and communication for sites.
Targetting sites aligned with our interest and need the capital.

	Start-Up Phase
	Competition for capital e.g. general installers, eco bonds, alternative investment
	BE Ltd fails.
	 
	Some risk will remain.
	Move quickly.
Develop USP - marketing and communication.

	Start-Up Phase
	FIT removed
	Business model fails
	Review of public policy.
Moving quickly to get FIT before rates drop.
	Minimal risk remains.
	To investigate how the FITs can reduce.

	Start-Up Phase
	Start up capital not available
	Director's unable to spend time to develop BE Ltd.
Won't be able to pay legal fees for lease agreements.
Reduced marketing plan - slow down implementation.
BE Ltd fails.
	Grant applications ongoing.
Pioneer share offer.
Obtain bridging loan.
	Significant risk remains.
	 

	Operational
	Health and Safety issues
	Financial and legal
	 
	 
	Public Liability Insurance.
Installer's insurance for fitting. Maintenance personal insured by their company.
Health and safety policy.

	Operational
	Annual maintenance - risk access 
	 
	 
	 
	 

	Operational
	Domestic - more installers and households to coordinate - more chance something can go wrong.
	Cost of time and errors. Increased office costs.
	
	 
	Operational plan on how to coordinate households and installers to be created.
Consult with specialists to create plan.

	Operational
	FITs reduced for future projects
	Returns drop
	Would be taken into account.
	 
	 

	Financial
	Unable to meet debt repayments
	Cash not available to pay investors or community projects.
Need to seek further equity capital.
BE Ltd fails.
	Cashflow forecasting including scenario analysis.
Keeping debt portion minimal.
	 
	Further scenario analysis once debt amount nearer to agreed.

	Financial
	Less sun due to unusual weather
	Loss of revenues.
	 
	 
	Scenario analysis of impact of reduction in revenues, shared with investors and considered for cash flow impact.

	Financial
	Lower efficiency of panels than expected.
	Loss of revenues.
	 
	 
	Reputable panels installed originally and ensuring regular maintenance plan in place.
Scenario analysis of impact of reduction in revenues, shared with investors and considered for cash flow impact.

	Financial
	Maintenance of panels or invertors delayed e.g. lack of access.
	Loss of revenues.
	 
	 
	Lease agreement and installer contracts include legal terms to prevent problems. 
Communicate with site in advance.

	Financial
	Delayed registration with OFGEM and Electricity company
	Delay in receiving FIT (although will be backdated to date of application).
	 
	 
	Forward planning of registration.

	Financial
	Electricity prices fall 
	Revenues fall if site pays for pence below commercial elecricity price.
Harder to sign up future sites.
	Trends show unlikely to fall.
	Accept remaining risk.
	 

	Financial
	Inflation
	FITS indexed linked. If inflation goes down but costs still increase, then surpluses fall and cash flow impact.
If costs increase greater than rate of inflation then surpluses fall and cash flow imapct.
	Monitor and adjust forecasts.
	Accept remaining risk.
	 

	Financial
	FX risk - Panels made overseas.
	Installation and maintenance costs could increase.
	 
	 
	Quote with installers tied down earlier and clear where FX risks lie.

	Legal and Regulatory
	BE Ltd goes bust and site left in limbo whilst Administrator resolves.
	Reputational and Legal 
	
	 
	Consult with Legal over standard terms for contracts (legal precedence).

	Legal and Regulatory
	Lease agreement not legally sound or understood.
	Financial and repuational.
	
	 
	Use of reputable lawyer with relevant experience.
Consult early.

	People
	Director's quit and no other suitable Director's with necessary experience.
	BE Ltd stalls - cost of overheads increase.
	Weekly meetings where Director's encouraged to air their concerns.
	Accept risk.
	 

	People
	Disgrunteld members
	Reputational impact.
	Members are approved by Directors.
Members have one vote each and Rules set out majority need for voting and voting procedures.
Comunication with stakeholders to prevent disgruntlement.
	 
	 


 12. Stakeholder Engagement

To be completed

	STAKEHOLDER
	PRIORITISATION
	ENGAGEMENT
	LIKELY TO BE POSITIVELY OR NEGATIVELY DISPOSED TOWARDS BE

	Category
	Stakeholder
	Impacted by change
	Influence on change
	Level of engagement
	Possible reasons for positive
	Possible reasons for negative
	+ve/-ve
	Mitigation strategy

	
	
	
	
	
	 
	 
	 
	 

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	 
	 
	 
	 

	
	
	
	
	
	 
	 
	 
	 

	
	
	
	
	
	 
	 
	 
	 

	
	
	
	
	
	 
	 
	 
	 

	
	
	
	
	
	 
	 
	 
	 

	
	
	
	
	
	 
	 
	 
	 

	
	
	
	
	
	 
	 
	 
	 

	
	
	
	
	
	 
	 
	 
	 

	
	
	
	
	
	 
	 
	 
	 


Appendix 1a

Marketing Plan

Objective: to get 500 people to invest in the co-op

Marketing events

The idea is to create regular events - online and offline - to keep BEC in the public eye.                                     Events are the 'news' of the campaign, and will be visual as much as possible. They include: public events, explanatory video and graphics, video and text blog posts and announcements.

- Public events

Regular events that spread the BEC message. Includes our own hosted events, guest speakers, talks to other groups, B2B appearances, publicity stunts and a sponsored launch event.

- Explanatory videos & interactive graphics

Video and interactive graphics dealing with BEC basics and most common FAQs

- Blog posts (videos and text)

Regular posts on related BEC topics

- Announcements

Steps forward, milestones, big name supporters

Marketing to supporters

Using existing supporters promote the message. To do this we will facilitating informal investor meetings, providing flyers & posters, providing guides how to talk about BEC, and produce newsletter updates.

- investor meetings

Inviting supporters to host small informal meetings of potential investors in their own homes.

- flyers, posters and guides

Downloadable materials supporters can give to their friends

- Newsletters

viral ‘pass-it-on’ messages that can be forwarded but also to use

Supporters will also be offered preferential access to BEC public talks/ new stuff etc and involved in campaigns i.e. nimby spotting

Direct marketing

A flyer campaign to homes in target green areas

Marketing swaps 

Reciprocal marketing activity with aligned organisation i.e. posters on Big Lemon buses 

PR

Support PR for all of the above, both serious and entertaining. Also signing up to Response Source, a press lead generator 

Networks

Eliciting support from Green (J Porritt, Zac Goldsmith, Caroline Lucas etc)

B2B – business link, chamber of commerce, networking groups

Appendix 1 – Renewable Energy Co-Op case studies

Summary

Baywind raised in total £1,870,000 in 1997 and 1999

Westmill raised in total £4,607,000 in 2006 and 2007

Boyndie raised £730,000 in 2006

Fenland raised £2,666,000 in 2007

Skye raised £812,000 in 2007

Kilbraur raised £1,0404,000 in 2008

Great Glen Co-op raised £1,208,000 in 2008

Baywind - Cumbria (www.baywind.co.uk)

Baywind was set up in 1996 when members of a community, supported by environmentalists throughout the country, were able to own part of what was then regarded as a medium-sized wind farm. 

The first share offer in 1996/97 raised 1.2 million to buy two turbines (2.5MW) at the Harlock Hill wind farm. In 1998/99 the second share offer raised a further 670,000 to buy one turbine (600KW) at the Haverigg II wind farm site. Preference is shown for local investors, so that the community can share some of the economic benefits from their local wind farm. For example 40% of existing Baywind shareholders live either in Cumbria or Lancaster with a wider number from the Northwest Region.

Baywind has a minimum share holding of 300 and a maximum (by law) of 20,000. Hence a stake in the co-op is within easy reach of almost everyone but no single individual or organisation can have a controlling interest. The co-op currently has over 1,300 shareholders throughout the UK and abroad.

All profits derived from electricity generation are paid back to the shareholders. Since the formation of Baywind in 1996 members have received between 5.6% and 6.6% gross. Under the government's Enterprise Investment Scheme, most members can claim back 20% tax on their initial investment in the co-op thus increasing the return to between 7% and 8.2%. The co-op has a minimum shareholding of 300 and a maximum of 20,000.

Baywind Energy Co-operative was modeled on the similar wind turbine cooperatives and other renewable energy co-operatives that are common in Scandinavia, and was founded as an Industrial and Provident Society in 1996. It grew to exceed 1,300 members, each with one vote. A proportion of the profits is invested in local community environmental initiatives through the Baywind Energy Conservation Trust.

Returns to Members

 Year
 Financial Year End
 Gross
 EIS Gross

 Year 1
 to 31/12/1997
 Nil
Nil 

 Year 2
 to 31/12/1998
 6.2% gross
 7.8% gross

 Year 3
 to 31/02/1999
 6.6% gross
 8.2% gross

 Year 4
 to 31/12/2000
 6.4% gross
 7.9% gross

 Year 5
 to 31/12/2001
 5.6% gross
 7.1% gross

 Year 6
 to 31/12/2002
 6.1% gross
 7.6% gross

 Year 7
 to 31/12/2003
* 3.8% gross
 4.8% gross

 Year 8
 to 31/12/2004
 6.3% gross
 7.8% gross

 Year 9
 to 31/12/2005
 7.2% gross
 9% gross

 Year 10
 to 31/12/2006
 6.6% gross
 8.3% gross

 Year 11
 to 31/12/2007
 8% gross
 10% gross

 Year 12
 to 31/12/2008
 6.6% gross
 8.2% gross

Westmill Wind Farm (www.westmill.coop)

Westmill Wind Farm, in South Oxfordshire is built on land owned by Adam Twine, an organic farmer. The project consists of five 1.3MW turbines, capable of generating sufficient electricity for the equivalent of 2,500 homes. It is the largest 100% community-owned wind farm in the UK, taking over that title from Baywind Energy Co-op in Cumbria which has existed since 1996.

Oxfordshire is not a particularly windy part of the country and during the development process no commercial developer was prepared to take on the project; profits were considered too low compared to other regions. Eventually Adam joined forces with Energy4All, the social enterprise established by the Baywind Co-op to help other communities get renewable energy schemes started, and the Westmill Wind Farm Co-op was established in 2004.

The initial public offer, made in November 2005, sought to raise £3.75m, with first preference given to applicants living within a 50 mile radius of the farm. Energy4All and the Westmill Co-op produced a prospectus, published in accordance with the UK Prospectus Regulations 2005. The Westmill prospectus forecast an initial interest rate on share capital of 5% pa gross, rising to an average of 12% pa over the 25 year life of the project. Members were required to invest a minimum of £250, up to the legal maximum of £20,000. If members wanted to qualify for Enterprise Investment Scheme (EIS) tax relief (20%), thereby raising the effective rate of return, the minimum investment was £500. 

Shares in the co-op are transferable, although the shares are not traded on any market and any transfer in the early years could affect EIS tax relief. There is also provision in the Rules for members to redeem up to 5% of the total equity each year after the first 5 years, on a first-come, first-served basis and at the discretion of the board. Cash reserves will be accumulated in a depreciation fund to allow all remaining shares to be repaid in full after the twenty-fifth year.

The share launch was a huge success, and by the time the offer closed it was over-subscribed, with more than £4m sent in by 2,382 members. This made it necessary to scale back some applications, giving preference to local people. The costs of making the share offer, including all legal, accountancy and marketing costs came to around £150,000.

Construction began in August 2007, the first turbine was erected in January 2008.

Torrs Hydro (www.torrshydro.co.uk)

New Mills is a small town in Derbyshire. It is surrounded by beautiful countryside, intersected by fast-flowing small rivers. The Torrs is the site of a weir - still intact and, in the view of local community activists, the perfect location for a small hydro-electric scheme.

With support from a specialist development company, H2OPE, a scheme was designed using a reverse Archimedean screw, capable of generating up to 70kw of electricity. It was estimated that the whole scheme would cost £226,000 and that it would generate revenues of approximately £20,000 per annum. Pre-tax profits, after year three, are forecast to be in the region of £11,000 to £15,000.

To pay for the scheme, it was forecast that grants and loans totalling £100,000 could be obtained, leaving a shortfall of £126,000. 

In order to fill this gap, a community benefit society was registered in September 2007 and a share offer made to the public, seeking to raise £126,000 in share capital. Shares would be withdrawable on 180 days notice, but only after an initial period of three years in which they are non-withdrawable. The board also has the powers to write down the value of shares, if the liabilities of the society exceed the value of its assets.

The minimum investment was set at £250. It was forecast that the society would be able to pay a maximum of 7.5% interest per annum on share capital after an initial period of three years. They also received advanced assurance from HM Revenue and Customs that the share offer qualified for Enterprise Investment Scheme (EIS) tax relief, worth 20% of the cost of the shares, for members who invested the minimum qualifying amount for EIS of £500. The share offer opened on 23 November 2007 and was set to close on 31 January 2008. 

Despite early promises of support, share applications arrived slowly at first. There were worries too about rising costs, with the price of the equipment being purchased from Germany affected by the falling value of the pound against the euro. But as the deadline approached there was a rush of applications, with over £35,000 arriving in the final week. A little under £100,000 was received from just over 200 applicants. More than half the applicants lived in the local SK22 postcode, and another 15% lived within a 20 mile radius of New Mills, with just 30% of applicants living further away. The shortfall of £26,000 against the original target was met by additional grant funding and a small loan from the Co-operative Bank.

The voluntary board of directors described themselves as overwhelmed by the response, and were still catching up with the administrative task of processing all the share applications a couple of weeks after the offer closed. They put their success down to four things: a clear and obvious social purpose, a robust business model, an effective media campaign which got national radio and regional TV coverage, and the support of professional advisers, H2OPE. 

Community-owned schemes in Scotland include a three V27 wind turbine system near the manufacturer Vestas's Scottish base in Kintyre,[15] operated by Gigha Renewable Energy Ltd. which is capable of generating up to 675 kW of power. Gigha residents control the whole project and profits are reinvested in the community.

Findhorn Ecovillage has four Vestas wind turbines which can generate up to 750kW. These make the community net exporters of renewable-generated electricity. Most of the generation is used on-site with any surplus exported to the National Grid.

Boyndie Wind Farm Co-operative is part of the Energy4All group, which promotes community ownership. A number of other schemes supported by Highlands and Islands Community Energy Company are in the pipeline.

Appendix 2 – How a Co-Op Works

Members control the cooperative through electing a board of directors. The board of directors provides overall policy direction, monitors and evaluates cooperative performance, and plans for the future. Directors are elected democratically, usually with each member having one vote.

Members shape the legal framework in the articles of incorporation. The management must then legally abide by the provisions of these documents. Articles of incorporation describe the type and purpose of the cooperative and the scope of business, including the cooperative’s name, place of business, capital structure, names of incorporators, and other general information. Major provisions include qualifications for membership, duties of officers and directors, meeting and voting procedures, raising and paying back member capital, and procedures and rights in case of dissolution. Another basic control document is the membership application.

The most numerous and specific control measures are contained in the cooperative’s policies. These policies reflect the cooperative’s operating philosophy and serve as a guide for actions it will take to fulfill its mission. Members delegate the responsibility for development, review, and change of policies largely to the board of directors. Policies cover topics such as board/manager functions, member credit, safety, risk management, public relations, and any other topic deemed important for harmonious and successful conduct of the cooperative’s business.

Members

Members provide financing and incorporate the cooperative initially as charter members. They approve (and change) articles of incorporation, bylaws, and major policies, and elect directors who oversee management and give direction to their cooperative. They vote on significant actions, such as major facility additions, mergers, or other asset changes, and if necessary dissolution.

In taking an active ownership role by participating in decision making members get a well-rounded business education. They learn what is necessary for a business to be successful. They learn what benefits can be gained by working together. Participating on committees, serving on the board of directors, speaking in behalf of the cooperative - these experiences are transferable to other personal and business pursuits. 

The politicians have all heard from the local environmental groups and they don’t pay too much attention. However, when they get a petition or emails from homeowners in their district, they take notice. This group action supports advocacy and a powerful voice to shape the energy policies of their local and regional governments.

Members also generate local-level involvement. They share information, skills, and expertise. People would much rather get information about solar from a neighbour than from a salesmen or contractor. Member empowerment - the co-op provides forums to meet and learn from other members. Community benefit - Public workshops, information and support for other non-profit organizations sharing a common vision of sustainability.

Appendix 3 – Startup Considerations

Marketing the share issue

According to Baywind, effective promotional techniques for their first issue included: mail shoots, adverts in local newspapers, posters and promotion through exhibition/ events. Local talks also worked. The membership of similar Institution (such as Cooperatives UK) provide opportunities for marketing. Baywind shares also qualify for tax relief investment (see Appendix 1), thus furthering their appeal.

Credibility

While the business plan is strong, as a start up organisation BEC may suffer from a lack of credibility. 'Who are they?' is a reasonable question from anyone thinking about putting in their money. From this point of view it is fundamental to develop BEC's core members and partners. 

A high profile team, endorsement by well-known local figures and partnership with other organisations (such as the council) adds credibility for both investors and the attraction of grants and loans.

Share Price

Share price is another important aspect of the issue. While the maximum investment in an IPS is £20,000, it's likely the majority of investors will be making much smaller buy-ins.

Several considerations apply when  thinking about the share price.

A low price (i.e. £10 per share): likely to be appealing to a broad range of people (including students, low-income houses etc). On the other hand, many small investments means many phone calls, emails and transactional costs – the cost of the capital, in other words, will be higher. Unlikely that the investor is highly engaged with the co-op – £10 is easily forgotten about - with potential problems for co-op democracy later on.

A high price (i.e. £500 per share): restricts the appeal of the co-op to those with more disposable income. Higher investments can qualify for tax relief (i.e. the EIS scheme), adding a financial incentive for people to buy shares. A greater engagement with the co-op, and possibly easier to run and manage. Higher cost may mean more difficult to find investors.

Appendix 4 – Financial Analysis (Dated 20.10.10)

Key Financial Data:

Start up costs, excluding the PV system, are assumed to be £23,684 (including VAT) plus £12,378 of equity. Real cost to BE will be £34,436, assuming BEC re-claim’s VAT on start-up costs.

Annual costs are assumed to be £6,000 for maintenance and £30,545 for other running costs (all excluding VAT).

At this point, the above costs are assumed to be fixed no matter the size of the PV system.

Note these costs have increased from the previous analysis provided as start up costs have increased due to longer lead time to installation.

Breakeven:

Assuming the above cost set up stands, a system size of 165kWp is require to break-even (before any returns to equity holders) (FIT to BE and all electricity generated used by end user who pays BEC £0.03 pkWh).

Current Options:

Noted, the returns below do not include the interest on cash held at bank. On a 350kWp system this may be in the region of £1k per annum for first few years to £10k per annum at end of 25 years.

1) Assumes:

· FIT to BE and all electricity generated used by end user who gets the electricity for free.

· 10% debt (at 7% over 15 years) and 90% equity.

· 2% reinvestment fund.

· £10 annual subs for 1000 investors.

· 2.5% inflation and no discounting.

	Size of system (kWp):
	350

	Total cost of system:
	£1,137k

	Years
	ROI

	1-3
	2%

	4-5
	2%

	6-10
	3%

	11-15
	4%

	16-20
	4%

	21-25
	5%


2) Assumes:

· FIT to BE and all electricity generated used by end user who pays BEC £0.03 pkWh.

· 10% debt (at 7% over 15 years) and 90% equity.

· 2% reinvestment fund.

· £10 annual subs for 1000 investors.

· 2.5% inflation and no discounting.

	Size of system (kWp):
	350

	Total cost of system:
	£1,137k

	Years
	ROI

	1-3
	2%

	4-5
	3%

	6-10
	4%

	11-15
	5%

	16-20
	6%

	21-25
	7%


Current Option 2) with no annual cost other than maintenance:

	Size of system (kWp):
	350

	Total cost of system:
	£1,137k

	Years
	ROI

	1-3
	5%

	4-5
	6%

	6-10
	7%

	11-15
	8%

	16-20
	9%

	21-25
	11%


Assumed annual cost is £6k rather than £31k. For illustration only, as at this time this scenario is not sustainable.

3) Assumes:

· FIT to BE and all electricity generated goes to grid.

· 10% debt (at 7% over 15 years) and 90% equity.

· 2% reinvestment fund.

· £10 annual subs for 1000 investors.

· 2.5% inflation and no discounting.

· The tenant pays for their own electricity from grid.

· The site owner gets a fee calculated as a percentage of the profits distributable to equity holders:

	Size of system (kWp):
	350
	

	Total cost of system:
	£1,137k
	

	
	10% to Site
	20% to site

	Years
	ROI to Equity Holders
	ROI to Equity Holders

	1-3
	2%
	2%

	4-5
	3%
	2%

	6-10
	3%
	3%

	11-15
	4%
	4%

	16-20
	5%
	5%

	21-25
	6%
	5%

	Total cash site receives
	£116k
	£233k


If return was given away as free shares in BE then additional capital would be need to be sought to cover the investment required.  Current model assumes BE enters into a contract to give % of profits after tax and capital reinvestment fund rather than issues shares to site.

To determine what a site may potentially want as a percentage return.  

4) Assumes: 100 plots of 2kWp each

Setting up 100 residential plots of 2kWp per plot, where the residents obtain electricity for free and and BEC obtains the FIT.  Assumes:

· Resident uses all electricity generated and get electricity for free.

· 10% debt (at 7% over 15 years) and 90% equity.

· 2% reinvestment fund.

· £10 annual subs for 1000 investors.

· 2.5% inflation and no discounting.

· Start up legal fees increased from £3k to £7k as more leases.

· Have not increased hours of Directors for discussions with more sites.

	Size of system (kWp):
	100*2kWp = 200kWp

	Total cost of system:
	£668k

	Years
	ROI

	1-3
	2%

	4-5
	3%

	6-10
	3%

	11-15
	4%

	16-20
	5%

	21-25
	6%


5) Assumes 175 plots of 2kWp each

Setting up 175 residential plots of 2kWp per plot, where the residents obtain electricity for free and and BEC obtains the FIT.  Assumes:

· Resident uses all electricity generated and get electricity for free.

· 10% debt (at 7% over 15 years) and 90% equity.

· 2% reinvestment fund.

· £10 annual subs for 1000 investors.

· 2.5% inflation and no discounting.

· Start up legal fees increased from £3k to £7k as more leases.

· Have not increased hours of Directors for discussions with more sites.

	Size of system (kWp):
	175*2kWp = 350kWp

	Total cost of system:
	£1,141k

	Years
	ROI

	1-3
	4%

	4-5
	5%

	6-10
	6%

	11-15
	7%

	16-20
	8%

	21-25
	9%


Enterprise Investment Scheme

BE will obtain clearance from HMRC to qualify under the EIS scheme. Individual investors will need to check their eligibility for the scheme.

In summary:

EIS requires Investor to invest £500 as a minimum, for at least 3 years.

Investor gets 20% of their investment as Income Tax Relief.  Hence the investor would need to have an Income Tax liability sufficient to use the relief, although there are carry back rules.

Disposal of shares would be free from CGT after the 3 year holding period.

Example:

	Taxable Income
	Investment
	ETR Before
	ETR After
	Tax saving

	200,000
	10,000
	38%
	37%
	£2,000

	150,000
	10,000
	34%
	33%
	£2,000

	75,000
	10,000
	28%
	26%
	£2,000

	50,000
	10,000
	22%
	18%
	£2,000

	35,000
	10,000
	16%
	11%
	£2,000

	35,000
	5,000
	16%
	13%
	£1,000


ETR = Effective Tax Rate – i.e. for each £1 earned the percentage which is paid as tax.

EIS rules can be complex and the above sumary should not be used as a replacement for reading the full rules and seeking independent tax advice for your particular circumstances.

Comparisons:

· Triodos 3 year Climate Change Bond – 2.75% gross/AER.

· Triodos 5 year Climate Change Bond – 3.25% gross/AER.

Appendix 5 – Funding and Grants

· EU funding for low carbon/ renewable tech - "jessica"

· Community Sustainable Energy Programme - capital grants of up to £50,000 or 50% of the project cost for up to 50kW, also provide a project development grant of up to £5,000 or 75% of the study cost for technical and financial viability of their project. www.communitysustainable.org.uk 

· Changing Spaces helpline: 0845 3 671 671

· The Carbon Trust is currently offering 0% business loans of £3,000 - £500,000 to help organisations finance and invest in energy-saving projects.

· http://www.carbontrust.co.uk/cut-carbon-reduce-costs/products-services/business-loans/Pages/loans.aspx

· E-on Sustainable Energy Fund

· THE NATURESAVE TRUST - providing start up grants for community renewable energy projects. start up capital and all the preliminary work to get to the planning stage, they would like to see communities retain as much control as possible over the operating income. Community Renewable Energy Grants contact Emma Birch or Matthew Criddle on 01803 864390 or mail@naturesave.co.uk, www.naturesave.co.uk/trust_naturesave.html

· RENEWABLE ENERGY ASSOCIATION - The Renewable Energy Association was established in 2001 to represent British renewable energy producers and promote the use of sustainable energy in the UK. The REA provides a wide range of information on renewable technologies including: bio-fuel and biomass, biogas, distributed / embedded Generation, energy from waste, fuel cell / hydrogen / batteries, solar, hydro / tidal / wave and wind.

· Web: http://www.r-e-a.net/ Tel: 020 7747 1830

· East Sussex Credit Union - a savings and loans co-op – credit-union.org.uk. Triodos renewable energy fund and Co-op bank

· Co-operativesUK - promoting and developing co-operative enterprises for an increasingly successful and sustainable co-operative economy.

· www.cooperatives-uk.coop/live/cme0.htm<http://www.cooperatives-uk.coop/live/cme0.htm>

· 0161 246 3020 - Co-op enterprise hub for free help, guidance and mentoring http://www.co-operative.coop/enterprisehub

· Leapfrog low carbon legal and financial support

· EIS tax relief scheme to qualify - apply to inland revenue: type EIS. Stipulations are that coop has to spend money in certain amount of time. Have to purchase min amount of £500 shares to qualify. Co-op has to have traded for four months before claim tax back. Transferrable shares make it difficult to qualify for EIS 

Appendix 6 – Regulation by the Financial Services Authority 

Encouraging people to invest in an enterprise must be undertaken in a responsible manner because it can result in them losing their money. The Financial Services and Markets Act 2000 created a regulatory framework governing the promotion of investment opportunities, including shares and bonds. The Financial Services Authority (FSA) is responsible for implementing this regulatory framework. 

The Financial Services and Markets Act 2000 applies just as much to community investment as it does to any private investment that is promoted to the public. The main aim of this legislation is to make the public aware of the risks and benefits associated with different kinds of investment, to protect the public from misleading financial promotions, and generally to establish and maintain public confidence in the financial system. 

Financial promotions 

Section 21 of the Financial Services and Markets Act 2000 sets out restrictions on how financial promotions can be made. Essentially, the contents of any form of communication encouraging the public to make an investment must be approved by an FSA authorised person, unless it is covered by an exemption. It is important to note that this requirement does not apply to non-transferable share capital in an IPS. 

Publishing a prospectus 

Section 85 of the Financial Services and Markets Act 2000 requires organisations making a financial promotion to publish an FSA approved prospectus if they are offering transferable securities. The Act and the FSA’s prospectus rules set out in detail what a prospectus must contain and the approvals required for such a document. 

This requirement does not apply to non-transferable securities, such as withdrawable share capital in IPSs. There are also exemptions for the following: 

• Bonds issued by charities. There is also an exemption for non-profit making bodies similar to charities and IPS community benefit societies, which may well describe some CICs. 

Transferable shares and bonds issued by IPS community benefit societies, as long as the money raised is used solely for the purposes of the issuer’s objectives. 

• Offers of transferable securities where the offer is being made to fewer than 100 people, or the total being sought is less than the sterling equivalent of €2,500,000. 

However, it is important to remember that although an offer might be exempt from having to issue an approved prospectus, the organisation promoting the investment opportunity may still need an FSA authorised person to approve the contents of any communications about the offer. 

Exempt offers 

Although exemption from regulation may make community investment a more affordable option, it is still important that the organisation ensures that community investment is promoted in a responsible way. Even though it might not be necessary to publish an approved prospectus, it is still a matter of good practice to produce some form of offer document for prospective investors that fully sets out the risks as well as the potential rewards. It should also make clear that the offer is made by an organisation that is not authorised by the FSA to conduct regulated activities, and that investors have no right of complaint to the Financial Ombudsman or recourse to the Financial Services Compensation Scheme. 

IPSs are treated differently from companies when they promote community investment in the form of withdrawable share capital. Withdrawable share capital is exempt from regulation by the Financial Services and Markets Act. There are also exemptions for withdrawable share capital from regulations covering the approval of financial promotions and compliance with the Money Laundering Regulations 2007. Community benefit societies are also exempt from some of the regulations when promoting transferable share capital.  

Appendix 7 – Co-Ops and Shares

Ordinary shares in private limited companies convey full legal title over the enterprise and all its assets. Shareholders have rights over the profits, assets and control of the enterprise, based on the proportion of shares they hold. For instance, a person owning 60% of the ordinary shares in a private limited company has 60% of the votes in any decision about the future of the enterprise, and a right to 60% of the profits declared as dividends and 60% of the residual assets in the event of the business being wound up or sold. In return for these rights, shareholders are last in the line of creditors if the enterprise gets into financial difficulties. The money invested by shareholders is fully at risk; they can lose all the money they have invested. 

The private limited company is just one of the corporate formats that can be used to issue shares. Other formats include the public limited company (plc), the Community Interest Company (CIC) and the Industrial and Provident Society (IPS). Each of these bodies of corporate legislation affect the rights and duties of shareholders in different ways, some of which may be better suited to community share issues 

Shares are not redeemable. Instead, ordinary shares in most companies, including CICs, are transferable between one person and another. So, if an investor wants to get their money back they must find someone who is willing to buy the shares from them. To make this process easier, larger companies, especially plcs, can apply to be listed on a stock exchange. There are several different stock exchanges in the UK, in addition to the largest of them all, the London Stock Exchange. 

Based on the evidence so far, it might seem that buying and selling community shares is likely to be problematic. However, there is another option, only available to IPSs, which overcomes many of these difficulties. Shares in IPSs can be transferable and/or withdrawable, in contrast to ordinary shares in companies, including CICs, which can only be transferable. 

Withdrawable share capital is unique to IPSs. Most IPSs have rules about how much notice must be given by members wanting to withdraw some or all of their capital, and may also have rules preventing members from withdrawing any capital for the first few years after the IPS is first established. Additionally, most IPSs issuing withdrawable share capital have rules that give their directors the discretionary power to refuse members’ requests to withdraw capital. These exceptional powers are used to prevent an IPS getting into financial difficulties if it cannot meet requests for share withdrawal. Directors tend not to use such powers lightly; members have the power to appoint and remove directors at general meetings. 

Different types of shares 

There are three main types of shares: withdrawable, ordinary (transferable) and preference shares. It is important to understand the differences between these types of equity from both a financial and a legal perspective.

Withdrawable share capital is unique to IPSs. Shareholders can withdraw their capital from the IPS, subject to the rules governing share capital, including the discretionary power of the directors of an IPS to refuse withdrawal. IPSs that decide not to grant directors this discretionary power must treat their withdrawable share capital as debt not equity. Because members can withdraw this type of share capital, it is vital for IPSs to hold sufficient reserves to meet requests for withdrawals. Members will withdraw their capital for a variety of reasons, ranging from the highly personal, which may have nothing to do with the IPS, through to purely commercial reasons, based on the performance of the IPS. This possibility places a healthy pressure on IPSs to satisfy the needs and interests of their members. Withdrawable share capital is highly attractive to community investors because it provides a simple and straightforward way of selling shares, especially compared with other types of share capital.

Societies can treat withdrawable share capital as equity as long as the rules of the society give the directors the right to refuse a request for withdrawal if this is deemed to be against the interests of the society. Societies can choose to issue withdrawable shares, transferable shares or shares that are both withdrawable and transferable. 

Ordinary shares in companies, including CICs, are transferable rather than withdrawable. This means the shareholder can sell their shares to another person, although the company can, through its constitution, place some restrictions on how this is done. IPSs can also issue shares that are only transferable. They can also issue shares that are both transferable and withdrawable. The advantage of transferable shares, from an organisational point of view, is that once the money has been invested, there is no obligation ever to refund that capital. Another advantage of transferable shares is that the dividend or interest payable on these shares is variable, and determined by the directors and members, although this is also true of withdrawable share capital. 

Preference shares are different from ordinary shares and withdrawable shares in two important ways. Firstly, preference shares usually have a fixed interest rate or dividend, which might encourage investors to invest. Secondly, preference shares do not confer membership or voting rights, which is not so good in terms of community engagement, but means the organisation is not subject to any of the potential drawbacks associated with membership. Preference shareholders are ahead of other shareholders in the priority list of creditors, should the organisation get into financial difficulties, which can be an added attraction for investors. 

IPSs can issue share capital that is transferable only, or withdrawable only, or transferable and withdrawable, although the exact nature of the share capital must be stated clearly in the organisation’s rules. Companies can issue redeemable shares, which give the shareholder the option to sell their shares back to the company at some point in the future. 

Appendix 8 – A History of Co-Ops

from www.communityshares.org.uk

There have been three distinct phases in the development of community investment, stretching back to the early nineteenth century. 

The first phase, up to 1970, was dominated by the birth, growth and consolidation of the consumer co-operative movement. These co-operatives still account for the majority of current community investment (￡182m share capital held by 5.8m members, although members’ share capital in consumer co-operatives is only a tiny fraction of total members’ funds, including reserves, which amount to over ￡5bn.) 

The second phase, from 1970 to 1999, saw the practice of community investment being adopted by communities of interest, principally railway preservation societies, which raised share capital from railway enthusiasts. During the latter part of this period, from 1990 onwards, there were the first signs of a renewed interest in community investment among co-operatives and other third sector organisations, some of which used a plc structure, whilst others used an IPS structure.

The third phase, covering the period from 1999 to the present, has seen 41 new organisations use community investment, which is just under half of all the cases we have identified. The combined community investment of these 41 organisations is nearly ￡44m, and the combined membership is over 31,500. Most of these organisations are IPSs, with only eight out of the 41 using an alternative structure. 

Trade activities supported by community investment 

The most popular trade activity among the 41 new initiatives since 1999 is renewable energy, followed by community-owned retail stores and community finance. Community investment has also been used to finance fair trade initiatives, community farms, land and buildings, and even telecommunication services. 

Renewable power can provide relatively safe and predictable returns on investment. There are now two development agencies, Energy4All and Water Power Enterprises (H2OPE), providing support to communities that want to apply community investment principles to renewable energy schemes. The social, community and environmental benefits of renewable energy are evident to potential community investors.

Community retail stores, especially village shops, are turning to community investment as more people are faced with the prospect of losing their only local food store, and are realising the power of community investment not only to raise the necessary capital but also to engage the local community in the future of the store. 

The history of the co-operative movement contains many examples of people saving small regular amounts of money to provide the capital for what became large community institutions. For instance, the Preston Industrial Co-operative Society had recruited 369 members by the end of its first year of trading in 1873, who between them managed to invest just over ￡700. Over the next 30 years its membership grew to over 13,000 and its members’ capital grew to more than ￡110,000, the equivalent of more than ￡45m today, based on the rise in average earnings. Most of this capital was raised through regular subscription of small amounts, typically no more than a penny a week. By 1902 the society owned 50 retail stores as well as a farm, bakery and coal department. 

The Phone Co-op is a current example of how to harness the combined financial powers of whole communities, with large amounts of capital being raised in relatively small amounts from each member. In 2007, its membership of over 6,700 people had collectively invested over ￡1.6m, an average member investment of ￡237, although the median investment was only ￡30. 

Appendix 9 – Different Types Of IPS

There are two main types of IPS: bona-fide co-operative societies and community benefit societies. The main difference between these two types of IPS is their relationship with members. 

Co-operative societies are run for the mutual benefit of members whose membership is based on their transactional relationship with the society, either as customers, employees or suppliers. In addition to the interest members receive on their share capital, members might also receive a dividend on their transactions with the society. The purpose of the dividend payment is to encourage financial prudence whilst ensuring the principal stakeholders are fairly treated. Members can decide at the end of the financial year to return part of any surplus to members, based on the scale of the members’ transactions with the society. 

Community benefit societies are run primarily for the benefit of the broader community, rather than just the members of the society. Membership is open to anyone who supports the objectives of the society. Community benefit societies can pay members interest on their share capital, but they cannot pay dividends to members on their transactions with the society. 

There is one other major difference between a co-operative society and a community benefit society. Since 2006, community benefit societies have been able to install an asset lock in their rules which ensures that the assets of the society will permanently be used for the benefit of the community and cannot be distributed to members if the society is dissolved, amalgamated or converted into a company. This new regulation does not extend to co-operative societies. Co-operatives can convert into private companies, and distribute assets to members if a special resolution is passed in a ballot of members in which at least 50% of members participate, and the resolution is supported by at least 75% of those who vote. 

The choice between registering as a co-operative society or as a community benefit society is relatively straightforward. Co-operative structures are most appropriate for organisations whose members have a transactional relationship with the organisation, as customers, suppliers or employees. Community benefit structures are more appropriate for organisations that aim to serve a broader community purpose and do not have a transactional relationship with their members. 

Appendix 10 – Trade Activities of Organisations Issuing Community Shares since 1999

(source  - www.communityshares.org.uk)

	
	Number of organisations 

	Community retail store 
	10 

	Renewable energy 
	9 

	Community finance 
	7 

	Regeneration, land, buildings 
	5 

	Transport (heritage railway preservation) 
	2 

	Farming 
	2 

	Utilities 
	2 

	Fair trade 
	1 

	Other 
	3 


Appendix 10 – Current Cases of Community Investment on the UK

	Organisation name 
	Date established 
	Share capital 
	Member loans and bonds 
	Total member investment 
	No. of members 
	Website address 
	
	
	
	

	Lincolnshire Co-operative Society 
	1861 
	9,650,000 
	9,650,000 
	161,124 
	www.lincolnshire.coop
	
	
	
	

	The Co-operative Group 
	1863 
	67,200,000 
	67,200,000 
	3,100,000 
	www.co-operative.coop
	
	
	
	

	Chelmsford Star Co-operative Society 
	1867 
	4,667,145 
	4,667,145 
	47,965 
	www.chelmsfordstar.coop 
	
	
	
	

	East of England Co-operative Society 
	1868 
	19,180,000
	19,180,000
	520,000
	www.eastofengland.coop
	
	
	
	

	Radstock Co-operative Society 
	1868 
	n/a
	n/a
	n/a
	www.radstock-co-op.com
	
	
	
	

	Southern Co-operatives Limited 
	1873 
	1,169,000 
	1,169,000 
	78,000 
	www.southern.coop
	
	
	
	

	Allendale Co-operative Society 
	1874 
	n/a
	n/a
	n/a
	No website 
	
	
	
	

	Coniston Co-operative Society 
	1876 
	n/a
	n/a
	n/a
	www.conistonco-op.co.uk
	
	
	
	

	Heart of England Co-operative Society 
	1884 
	2,465,000 
	2,465,000 
	180,000 
	www.21stcentury.coop
	
	
	
	

	Wooldale Co-operative Society 
	1886 
	227,048 
	227,048 
	1,014 
	www.wooldale.coop
	
	
	
	

	Tamworth Co-operative Society 
	1887 
	2,511,488 
	2,511,488 
	37,282 
	www.tamworth.coop
	
	
	
	

	Penrith Co-operative Society 
	1890 
	809,612
	809,612
	24,006
	No website 
	
	
	
	

	HF Holidays 
	1913 
	2,167,000
	2,167,000
	28,700
	www.hfholidays.co.uk
	
	
	
	

	Anglia Co-operative Society 
	1921 
	8,460,000 
	8,460,000 
	228,459 
	www.angliacooperative.co.uk
	
	
	
	

	Midlands Co-operative Society 
	1925 
	16,696,000 
	16,696,000 
	914,522 
	www.midlandsco-op.com
	
	
	
	

	Channel Islands Co-operative Society 
	1955 
	12,704,000
	12,704,000
	102,000
	www.ci-cooperative.com
	
	
	
	

	North Norfolk Railway 
	1963 
	685,248 
	66,900 
	752,148 
	n/a
	www.nnrailway.co.uk
	
	
	
	

	Dart Valley Railway 
	1965 
	260,917 
	260,917 
	2,000 
	www.pdsr.co.uk
	
	
	
	

	Plymouth & South West Co-operative Society 
	1969 
	2,489,000
	2,489,000
	158754
	www.plymouth-coop.co.uk
	
	
	
	

	Mid-Counties Co-operative Society 
	1969 
	30,251,000 
	30,251,000 
	178,000 
	www.midcounties.coop
	
	
	
	

	Romney, Hythe & Dymchurch Railway 
	1971 
	728,503 
	728,503 
	n/a
	www.rhdr.org.uk
	
	
	
	

	West Somerset Railway 
	1971 
	1,387,045 
	1,387,045 
	n/a
	www.west-somerset-railway.co.uk
	
	
	
	

	Severn Valley Railway 
	1972 
	3,921,748 
	3,921,748 
	n/a
	www.svr.co.uk
	
	
	
	

	Great Central Railway 
	1976 
	2,821,041 
	2,821,041 
	n/a
	www.gcrailway.co.uk
	
	
	
	

	Scotmid Co-operative Society 
	1980 
	5,015,000 
	5,015,000 
	237,176 
	www.scotmid.com
	
	
	
	

	Gloucestershire Warwickshire Steam Railway 
	1981 
	923,212 
	923,212 
	n/a
	www.gwsr.com 
	
	
	
	

	Great Northern & East Lincolnshire Railway 
	1981 
	136,516 
	136,516 
	n/a
	www.lincolnshirewoldsrailway.co.uk
	
	
	
	

	Stonesfield Community Trust 
	1983 
	0
	119,500
	119,500
	n/a
	www.stonesfieldcommunitytrust.org.uk
	
	
	
	

	Traidcraft 
	1984 
	3,219,000 
	3,219,000 
	5,400 
	www.traidcraft.co.uk
	
	
	
	

	Bluebell Railway 
	1985 
	5,000,000 
	5,000,000 
	1,100 
	www.bluebell-railway.co.uk
	
	
	
	

	Bodmin and Wenford Railway 
	1985 
	472,599 
	472,599 
	n/a
	www.bodminandwenfordrailway.co.uk
	
	
	
	

	Peak Rail 
	1986 
	692,280 
	692,280 
	n/a
	www.peakrail.co.uk
	
	
	
	

	ICO Fund 
	1987 
	1,300,000 
	1,300,000 
	800 
	www.icof.co.uk
	
	
	
	

	Shared Interest 
	1990 
	21,733,000 
	2,819,000 
	24,552,000 
	8,447 
	www.shared-interest.com
	
	
	
	

	Centre for Alternative Technology 
	1990 
	1,000,000 
	1,000,000 
	1,800 
	www.cat.org.uk
	
	
	
	

	Wyvern Rail 
	1992 
	443,630 
	443,630 
	n/a
	www.e-v-r.com
	
	
	
	

	Llangollen Railway 
	1992 
	528,212 
	528,212 
	n/a
	www.llangollen-railway.co.uk
	
	
	
	

	ICOF Community Capital 
	1994 
	789,399 
	807,984 
	489 
	www.icof.co.uk
	
	
	
	

	Unicorn Grocery 
	1995 
	43 
	200,000 
	200,000 
	43 
	www.unicorn-grocery.co.uk
	
	
	
	

	Triodos Renewable Energy Fund 
	1995 
	17,552,569 
	17,552,562 
	4,000 
	www.triodos.co.uk
	
	
	
	

	Baywind Energy Co-operative 
	1996 
	1,994,067 
	1,994,067 
	1,334 
	www.baywind.co.uk
	
	
	
	

	Tablehurst and Plaw Hatch Community Farm 
	1996 
	112,100 
	112,100 
	1,121 
	www.tablehurstandplawhatch.co.uk
	
	
	
	

	Aston Reinvestment Trust 
	1997 
	455,350 
	455,350 
	238 
	www.reinvest.co.uk
	
	
	
	

	Rootstock 
	1998 
	261,248 
	261,248 
	165 
	www.rootstock.org.uk
	
	
	
	

	Citylife 
	1999 
	92,210 
	4,396,114 
	4,488,324 
	43 
	www.citylifeltd.org
	
	
	
	

	Ulster Community Investment Trust 
	1999 
	17,300 
	17,300 
	66 
	www.ucitltd.com
	
	
	
	

	The Phone Co-op 
	1999 
	1,637,130 
	1,637,130 
	6,735 
	www.thephone.coop
	
	
	
	

	Ethical Property Company 
	1999 
	9,559,351 
	9,559,351 
	1,324 
	www.ethicalproperty.co.uk
	
	
	
	

	South Devon Railway 
	1999 
	499,750 
	499,750 
	n/a
	www.southdevonrailway.org
	
	
	
	

	Bro Dyfi Community Renewables 
	2001 
	213,000
	213,000
	55
	www.bdcr.org.uk
	
	
	
	

	Brockweir and Hewelsfield Village Shop 
	2001 
	430
	22,000
	22,430
	43
	www.bandhvillageshop.co.uk
	
	
	
	

	Ekopia Resource Exchange 
	2001 
	1,100,000 
	1,100,000 
	252 
	www.ekopia.findhorn.com
	
	
	
	

	Derby Loans 
	2002 
	55,986 
	55,986 
	32 
	www.derbyloans.co.uk
	
	
	
	

	London Rebuilding Society 
	2002 
	132,850 
	132,850 
	89 
	www.londonrebuilding.com
	
	
	
	

	Good Energy Group 
	2002 
	3,410,359 
	3,410,359 
	1,700 
	www.goodenergygroup.co.uk

	Moelyci Environmental Centre 
	2002 
	29,914 
	29,914 
	418 
	www.moelyci.org

	Black Country Reinvestment Society 
	2002 
	100,250 
	100,250 
	30 
	www.bcrs.org.uk

	The Old Crown (Hesket Newmarket) 
	2003 
	220,500 
	220,500 
	147 
	www.theoldcrownpub.co.uk

	Golden Lane Housing 
	2003 
	0 
	1,700,000 
	1,700,000 
	n/a 
	www.mencap.org.uk

	Fenland Green Power Co-operative 
	2004 
	2,660,000 
	2,660,000 
	1,110 
	www.fens.coop

	Cafedirect 
	2004 
	5,552,541 
	5,552,541 
	4,488 
	www.cafedirect.co.uk

	Melmerby and Fellside Village Shop 
	2004 
	12,500 
	12,500 
	65 
	No website 

	Storth Community Co-operative 
	2004 
	11,000 
	11,000 
	n/a
	No website 

	Westmill Wind Farm Co-operative 
	2004 
	4,400,000 
	4,400,000 
	2,304 
	www.westmill.coop

	Berrynarbor Community Enterprise 
	2004 
	14,500 
	14,500 
	113 
	No website 

	Moneyline Yorkshire 
	2004 
	27,275 
	27,275 
	26 
	www.fisy1.co.uk

	Metfield Stores 
	2005 
	12,000 
	12,000 
	40 
	www.metfield.org.uk

	Community and Co-operative Publishing 
	2005 
	11,500 
	11,500 
	40 
	No website 

	Boyndie Wind Farm Co-operative 
	2005 
	730,000 
	730,000 
	715 
	www.boyndie.coop

	Fordhall Farm 
	2005 
	744,050 
	744,050 
	8,000 
	www.fordhallfarm.com

	Headingley Development Trust 
	2005 
	105,000 
	105,000 
	800 
	www.headingleydevelopmenttrust.org.uk

	Witherslack Community Shop 
	2006 
	25,000 
	36,000 
	n/a
	www.witherslack.org

	Torrs Hydro New Mills 
	2007 
	100,000 
	100,000 
	200 
	www.torrshydro.co.uk

	Isle of Skye Renewables Co-operative 
	2007 
	812,000 
	812,000 
	500 
	www.skye.coop

	Radley Village Shop Association 
	2007 
	15,890 
	15,890 
	150 
	www.radleyvillageshop.org.uk

	Ecos Fund 
	2007 
	650,000 
	650,000 
	110 
	www.ecostrust.org.uk

	Blockley Co-operative Association 
	2007 
	5,000 
	28,475 
	33,475 
	500 
	www.blockleyshop.org.uk

	Natural Food Store 
	2007 
	110,000 
	110,000 
	220 
	www.naturalfoodstore.coop 

	Great Glen Co-operative 
	2008 
	1,288,270 
	1,288,270 
	667 
	www.greatglen.coop

	Kilbraur Wind Energy Co-operative 
	2008 
	1,043,900 
	1,043,900 
	516 
	www.kilbraur.coop

	Settle Hydro 
	2008 
	110,000 
	110,000 
	150 
	www.greensettle.
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