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FOREWORDS
Before sett l ing th is report ’s terms of  reference the EIC’s taskforce considered a range 
of  potent ia l  issues that  could be addressed here in.  The taskforce acknowledged the 
depth of  ex ist ing academic ( inc luding as far  back as Hirst  and Brown’s analys is of 
the ‘Energy Eff ic iency Gap’ in 1990) and profess ional  (such as those ment ioned in 
th is report )  th ink ing.  I t  a lso considered Whitehal l ’s  own analys is of  th is issue such 
as DECC’s November 2012 report  ent i t led ‘The Energy Eff ic iency Strategy:  The 
Energy Eff ic iency Opportuni ty in the UK’ which made recommendat ions re lat ing to 
four main categor ies of  barr iers or  ‘market fa i lures’  that  stand in the way of  energy 
eff ic iency,  namely:  (1 )  embryonic markets,  (2 )  ( lack of )  in format ion,  (3 )  misa l igned 
f iscal  incent ives and (4)  a genera l  underva lu ing of  energy eff ic iency.  However,  the 
taskforce concluded there was a dearth of  publ ished th ink ing on the unique barr iers to 
deploy ing energy eff ic iency at  a property port fo l io leve l  and the potent ia l  so lut ions to 
those barr iers. 

The stakeholder interv iews ev idenced a d ivers i ty  in opin ion on the barr iers to energy 
eff ic iency in property port fo l ios and the solut ions to those barr iers.  Divers i ty  a lso 
ex isted in the extent to,  and manner in,  which each stakeholder is  deploy ing energy 
eff ic iency solut ions to i ts  property port fo l io.  The recommendat ions in th is report 
ref lect  th is d ivers i ty,  inc luding the importance of  publ ic pol icy balancing mult ip le 
considerat ions part icu lar ly  the benef i ts  of  standardisat ion which st i l l  enable adaptat ion 
to su i t  s i tuat ional  needs. 

Whi le Brex i t  has led to a mood of  caut iousness,  i t  is  hoped that wi th the r ight  pol icy 
s ignals th is wi l l  on ly temporar i ly  abate the posi t ive momentum in energy eff ic iency 
investment in commercia l  propert ies.  Some interv iewees expressed concern that  such 
momentum is too s low, wi th many energy eff ic iency investments being undertaken on 
a s i te by s i te basis rather than at  a port fo l io leve l .  The r ight  mix of  targeted pol icy and 
market solut ions has the potent ia l  to st imulate increased energy eff ic iency investment 
at  port fo l io leve l .  I t  is  wi th th is ambit ion that  EIC has prepared th is report  and we are 
p leased to have had a ro le.

Michael  Rudd, Partner and co-head of  
Internat ional  Energy Management Team, 
Bird & Bird LLP
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I  am del ighted to int roduce th is EIC report  to you. For possib ly the f i rst  t ime, here 
is  a study which focuses on those who own and manage port fo l ios of  non-domest ic 
bui ld ings,  ask ing them to ident i fy  the dr ivers and the chal lenges encountered when 
planning energy eff ic iency programmes on a port fo l io-wide basis.

The report  h ighl ights the apparent contradict ion between strengthened internat ional 
c l imate change agreements,  and current uncerta inty over the forward implementat ion 
of  carbon and energy pol ic ies in the UK to del iver  these ambit ions.  The Government 
urgent ly  needs to take steps to address that  percept ion,  to dr ive del ivery of  the 
maximum benef i ts  f rom proposed legis lat ion,  and to encourage companies once again 
to take energy management and carbon reduct ion ser ious ly – for  mutual  ga in.

This study was started before the EU referendum, and a l though the context  has 
changed, the chal lenges and dr ivers to port fo l io-wide energy eff ic iency uptake remain 
va l id.  Indeed the “Brex i t”  outcome prov ides an opportuni ty for  the UK to design a 
more bespoke approach to energy eff ic iency,  re inforc ing our business-minded and 
env i ronmenta l  credent ia ls in the wor ld market.

A l ison Crompton, AECOM, 
EIC Task Force Chair
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1. INTRODUCTION – BREAKING THE DEADLOCK

Combat ing c l imate change is  both a moral  and a legal  imperat ive.  The posi t ive 
outcome of  the Uni ted Nat ions’  CoP 21 in Par is in late 2015 showed renewed v igour 
in dr iv ing for  a g lobal  t rans i t ion to a low carbon economy, and set  a pol i t ica l ly-
dr iven pathway toward c l imate change mit igat ion.  The ‘Par is Agreement’  commits the 
internat ional  community to a long-term goal  of  keeping the increase in g lobal  average 
temperature to ‘wel l  be low’ 2°C above pre- industr ia l  leve ls,  and to pursue efforts to 
l imi t  temperature increase even further to 1.5°C where possib le.  Part ic ipat ing nat ions 
have a lso agreed to come together every 5 years to report  on progress and set  more 
ambit ious targets as required by sc ience. 

Domest ica l ly,  the Cl imate Change Act has,  s ince 2008, committed the UK to a legal ly 
b inding carbon emiss ions reduct ion target of  80% by 2050 against  a 1990 basel ine, 
and is  a lso based on l imi t ing g lobal  temperature r ises to 2°C. In Ju ly of  th is year 
Par l iament a lso s igned off  the 5th Carbon Budget,  committ ing the UK to an inter im 
target of  a 57% reduct ion against  1990 leve ls by 2032. This should,  in theory,  g ive 
the UK a head start  on the more recent UN ambit ions – a l though we st i l l  awai t  fur ther 
deta i l  on both how these ambit ions wi l l  be met,  and the raf t  of  pol icy dr ivers which 
wi l l  un lock necessary act ion across the economy. 

In both cases these are demanding targets,  and they become exponent ia l ly  more 
d i ff icu l t  to achieve the longer they remain unmet – putt ing greater  pressure on the 
government to go further,  and faster. 
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The fu l l  potent ia l  of  the bui l t  env i ronment's contr ibut ion to our carbon reduct ion 
targets has not yet  been taken advantage of :  for  the commercia l  property sector in 
part icu lar,  the Committee on Cl imate Change (CCC) conf i rms that  th is is  the only 
port ion of  the bui ld ing stock in which d i rect  emiss ions have not reduced s ince 2007, 
and i ts  technica l  report  – ‘Sectora l  scenar ios for  the F i f th Carbon Budget’  (publ ished 
November 2015)1 – goes on to argue that  ‘emiss ions in publ ic and commercia l 
bui ld ings are…forecast to remain f lat  to 2035.’  F lat- l in ing is  not good enough: not 
good enough to meet even ex ist ing targets,  let  a lone any ratchet ing up of  act ion 
which may be required by future governments. 

In i ts  2016 progress report  on meet ing the UK’s carbon budgets,  the CCC states that , 
in 2015, d i rect  emiss ions f rom bui ld ings accounted for  18% of the UK’s tota l  GHG 
emiss ions,  wi th e lectr ic i ty  consumpt ion in bui ld ings account ing for  an addi t ional  15%. 
Further,  ‘non-res ident ia l  bui ld ing emiss ions have f luctuated, but have fa i led to show 
meaningfu l  reduct ion over t ime. Non-res ident ia l  bui ld ing emiss ions dropped to a low  
in 2007 ( l ike ly  associated with recession) ,  but have increased 6% s ince,  leav ing them 
not far  below 2003 emiss ion leve ls’ .  Indeed, non-res ident ia l  emiss ions cont inued to 
r ise in 2015.  
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De-carbonis ing the commercia l  bui ld ings sector,  whether new bui ld or  retrof i t ,  wi l l  be 
v i ta l  i f  statutory targets are to be met.  The European Commiss ion has a lso h ighl ighted 
both the importance of  energy eff ic iency in making th is happen, and the s luggish 
progress made to date.  In i ts  ‘Europe 2020’ strategy for  susta inable growth,  one of  i ts 
f ive headl ine targets refers to energy and c l imate.  Whi lst  progress is  on t rack across 
Europe to reduce GHG emiss ions by 20% and increasing the share of  renewables 
in the energy mix to 20% by 2020, the EU ‘wi l l  not  meet i ts  energy eff ic iency target 
unless further efforts are made’2.

Recent years have seen many changes to the env i ronmenta l  pol ic ies and regulat ions 
a imed at  meet ing these chal lenges,  leav ing the overa l l  f ramework in a re lat ive state 
of  f lux.  Fol lowing analys is,  g lobal  consul tancy f i rm Delo i t te concluded that there are 
‘s ign i f icant l imi tat ions with in the ex ist ing f ramework of  energy and carbon pol icy 
instruments…[but ]  there are a number of  posi t ive at t r ibutes too that  can be developed 
further to improve the effect iveness of  the pol icy f ramework as a whole’3.  I t  is  these 
improvements that  we look at  in th is report .   

More recent ly,  the 2016 Budget4 announced further changes to the pol icy f ramework. 
Despi te cont inued effort  by Government to create effect ive penal t ies and incent ives 
for  the commercia l  bui ld ings sector,  the scrapping of  f lagship pol ic ies l ike the Carbon 
Reduct ion Commitment Energy Eff ic iency Scheme (CRC) and the Green Deal  have 
le f t  the pol icy landscape uncerta in – and even more so fo l lowing the Government’s 
conf i rmat ion that  the European Communit ies Act wi l l  be repealed5 as a resul t  of 
the Brex i t  vote.  This wi l l  see a l l  ex ist ing EU legis lat ion converted into domest ic law 
‘whi le a l lowing Par l iament to amend, repeal  or  improve any law af ter  appropr iate 
scrut iny and debate’ .  For the moment,  however,  i t  remains unclear as to how energy 
management pol icy and leg is lat ion may or may not be effected.  

A new approach to an o ld chal lenge

It  is  wi th in th is context  that  there is  a need for  us to f ind new, innovat ive ways to 
approach our decarbonisat ion chal lenge. The Envi ronmenta l  Industr ies Commiss ion’s 
(EIC)  member companies are concerned that the remain ing pol ic ies, 

Exhib i t  1:  GHG emiss ions f rom bui ld ings in the context  of  tota l  UK emiss ions (2015)

Source: Commitee on Climate Change, 'Meeting Carbon Budgets - 2016 Progress report to Parl iament' (June 2016)
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i f  le f t  un-modi f ied,  wi l l  be insuff ic ient  to k ick-start  the necessary energy eff ic iency 
progress.  For the commercia l  bui ld ings sector,  one such innovat ive approach is  to 
look at  pol icy and f inancia l  intervent ions f rom the perspect ive of  a port fo l io rather 
than indiv idual  bui ld ings on the basis that  i t  is  eas ier,  for  example,  to persuade one 
port fo l io owner to make f i f ty  bui ld ings more energy eff ic ient  than i t  is  to persuade f i f ty 
indiv idual  owners to carry out works to the i r  property.

This report  therefore a ims to analyse possib le pol icy improvements for  commercia l 
port fo l ios,  and the chal lenges that  must be met to achieve carbon reduct ion through 
improved energy eff ic iency at  th is leve l .  To guide th is pro ject  EIC establ ished a 
task force of  senior  members and undertook a ser ies of  deta i led interv iews with key 
industry stakeholders – inc luding port fo l io owners,  investors,  fac i l i t ies managers, 
susta inabi l i ty  profess ionals,  and pol icy makers.

The concept of  a port fo l io approach has received l i t t le  at tent ion f rom pol icy  
makers despi te CCC analys is showing the press ing need for  new measures  
(see graph) ,  and the 'pol icy gap' which ex ists between the ex ist ing f ramework 
and where we need to be. 

But greater  uptake of  port fo l io energy management in th is sector is  not wi thout 
d i ff icu l ty :  f rom dispar i ty  of  bui ld ing age and qual i ty  wi th in a s ingle port fo l io,  to the 
ro le of  f inance and regulat ion,  through to changing societa l  at t i tudes to susta inabi l i ty, 
these are a l l  chal lenges that  pol icy and regulat ion would need to account for  i f  i t  is  to 
be successfu l .  

The benef i ts  of  energy eff ic iency improvements wi th in port fo l ios of  commercia l 
propert ies are s igni f icant – going beyond cost sav ings,  protect ion of  compet i t iveness, 
c l imate change targets and a l lev iat ing ( to a degree)  energy secur i ty  concerns.  There 
are major export  opportuni t ies around the se l l ing of  env i ronmenta l  moni tor ing and 
energy audi t ing serv ices and expert ise – an area in which the UK is a l ready wel l 
regarded internat ional ly  – and we bel ieve there is  scope for  the energy management 
sector to become a g lobal  market- leader. 

Exhib i t  2:  Assesment of  current and planned pol ic ies -  a l l  bu i ld ings (2015)

Source: Commitee on Climate Change, 'Meeting Carbon Budgets - 2016 Progress report to Parl iament' (June 2016)
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BREXIT – A CAUSE FOR CONCERN? 

Pol icy uncerta inty rare ly encourages investment.  In the in i t ia l  a f termath of  Br i ta in’s 
decis ion ( in June 2016) to leave the EU there was concern as to what th is would mean 
for  the env i ronmenta l  industr ies g iven the important ro le of  regulat ion in correct ing 
market fa i lures,  and the many commitments we have to meet ing  
EU standards.

The env i ronment p layed a minor ro le in the publ ic referendum debates,  and there is 
l i t t le  to suggest there is  an appet i te for  ro l l ing back on our current commitments as 
we look to set  a path outs ide of  EU membership.  

Despi te an in i t ia l  per iod of  f lux,  the foundat ion of  the UK’s commitment to greenhouse 
gas emiss ions reduct ion remains unchanged. The Cl imate Change Act,  for  example, 
cont inues as before.  Indeed, the 5th Carbon Budget (covering the period 2028-2032)6 
was s igned off  by the Government  af ter  the outcome of  the referendum was known. 
The day before i ts  rat i f icat ion in Par l iament,  the then Secretary of  State for  Energy 
and Cl imate Change, Amber Rudd MP, sa id that  “however we choose to leave the EU, 
let  me be c lear:  we remain committed to deal ing with c l imate change”7.  The message 
of  cont inu i ty  on c l imate act ion was made c lear. 

And our internat ional  commitments under the Par is Agreement should prov ide further 
c lar i ty  on our d i rect ion of  t rave l  ( i f  not  the deta i l ) ,  wi th Pr ime Min ister  Theresa May 
conf i rming in a speech to the Uni ted Nat ions in September 2016 that  
“ in demonstrat ion of  our commitment to the agreement reached in Par is,  the UK wi l l 
s tar t  i ts  domest ic procedure to enable rat i f icat ion of  the Par is Agreement,  and wi l l 
complete these before the end of  the year.”8 

On the issue of  energy eff ic iency regulat ions in part icu lar,  i t  is  t rue that  much is 
current ly  der ived f rom EU legis lat ion,  part icu lar ly  demand management.  But i t  is  a lso 
t rue that  domest ic pol icy is  st rong and independent in many areas – the lead the 
government is  tak ing on demand response and distr ibuted energy,  for  example. 

Analys is in th is report  shows there is  a need for  some of  these ex ist ing regulat ions to 
be evolved and improved i f  we are to meet our targets.  I f  pol i t ica l  wi l l  a l lows, Brex i t  in 
fact  prov ides us an opportuni ty to take the pol icy f ramework as i t  stands and modi fy i t 
based on our own bespoke needs and c i rcumstances -  at  a much faster  rate.  
In th is regard,  min isters are prov ided with a renewed opportuni ty to enhance these 
foundat ions,  and show ear ly  and strong env i ronmenta l  leadership. 
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2.CHALLENGES TO PORTFOLIO-WIDE
ENERGY EFFICIENCY IMPROVEMENTS

Across the range of  stakeholder interv iews undertaken as part  of  th is pro ject  a number 
of  common themes emerged when discussing the chal lenges to port fo l io-wide uptake 
of  energy eff ic iency act ions.  Later  in th is sect ion,  we set  these out. 

However,  much research has been undertaken prev iously on the barr iers to energy 
eff ic iency more genera l ly,  and i t  would be remiss not to c i te these wider issues here 
before looking at  the port fo l io approach more speci f ica l ly. 

In late 2013 the (now abol ished)  Department for  Energy and Cl imate Change  
publ ished the Government’s Energy Eff ic iency Strategy9.  The Strategy h ighl ights 
four main barr iers,  or  market fa i lures,  which s low down the necessary progress: 

•  Embryonic markets:  A l though there is  some semblance of  an energy eff ic iency
market,  i t  has not yet  become mainstream. This has led to constra ints on the
development of  f inancia l  products to support  energy eff ic iency investment,
resul t ing in h igh t ransact ion costs.

•  A lack of information:  An off-shoot of  an embryonic market is  a lack of  access to
trusted and appropr iate in format ion.  F inancing of  energy eff ic iency pro jects can be
undermined by the absence of  standardised monitor ing and ver i f icat ion processes,
meaning the benef i ts  of  energy eff ic iency investments are not a lways t rusted.
Whi le in format ion on overa l l  energy consumpt ion is  ava i lab le,  i t  can of ten be
di ff icu l t  to re late th is back to indiv idual  act iv i t ies to ident i fy  opportuni t ies for
eff ic iency improvements.

• Misal igned f inancial  incentives:  I t  is  not a lways the case that  the person
responsib le for  making energy eff ic iency improvements is  the person who
wi l l  d i rect ly  benef i t .  In the c lass ic landlord/tenant scenar io,  the tenants are
responsib le for  the i r  own bi l ls  (and i t  is  therefore in the i r  interest  to reduce them)
but contractual  obl igat ions with the landlord or fac i l i t ies management may inh ib i t
investment.  S imi lar ly,  landlords are unl ike ly to make an investment i f  monetary
reward is  not expl ic i t .  Th is leads to a lack of  necessary pr ior i t isat ion for  energy
eff ic iency pro jects.

• Undervaluing energy eff iciency: Energy eff ic iency changes may involve
s igni f icant d isrupt ion to those carry ing out the investment – such as d isrupt ion
caused by bui ld ing works or d isrupt ion to product ion l ines.  I t  may a lso not be
seen as a strategic pr ior i ty  for  many non-energy intensive industr ies where b i l ls
only account for  a smal l  percentage of  running costs.

Indeed, as a 2016 study by Univers i ty  Col lege London’s Energy Inst i tute expla ins,  
‘ the centra l  d i lemma of  non-domest ic energy eff ic iency pol icy is  that  most companies 
and publ ic bodies do not invest  in i t  even when the investment is  cost effect ive’11  
– the so-cal led ‘energy gap’.  A l though progress has been made s ince 2012 in some
of these areas,  many cont inued to be ra ised in our stakeholder interv iews and are

f leshed out in more deta i l  later  in th is report .
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In the i r  2009 report  ‘Bui ld ing the future,  today’10,  the Carbon Trust  developed these 
mult i latera l  barr iers into what they cal l  the ‘c i rc le of  inert ia’  – the idea being that 
inact ion in one area leads to inact ion in another.  The mutual ly  re inforc ing nature of 
many of  the inter locking barr iers h ighl ighted in DECC’s Energy Eff ic iency Strategy 
makes the removal  of  each one indiv idual ly  more d i ff icu l t . 

The Carbon Trust  concludes that  a one-s ize-f i ts  a l l  approach is  therefore contradicted. 
F lex ib i l i ty  in approach is  essent ia l ;  which is  best achieved through a d iverse range of 
pol ic ies which are both consistent and cohesive. 

In our d iscussions with interv iewees i t  became c lear that  a l though our focus was 
on port fo l io rather than s i te-speci f ic  barr iers,  a number of  the issues ra ised re lated 
to both.  I f  each indiv idual  property wi th in a port fo l io faces a s i te-speci f ic  barr ier 
however,  then i t  becomes ampl i f ied and a port fo l io-wide concern. 

Act ive ly-t raded Port fo l ios

Propert ies across a port fo l io are not bought and sold in unison; some are more 
act ive ly t raded than others – a port fo l io of  propert ies is  rare ly  constant.  This can 
make a uni latera l  cross-port fo l io approach to the deployment of  an energy eff ic ient 
technology at  one point  in t ime more d i ff icu l t  as indiv idual  propert ies may be at 
d i fferent points in the sa les and retent ion cycle. 

Further,  many port fo l ios inc lude a wide range of  bui ld ing ages and qual i t ies,  meaning 
that  there can be di ff icu l t ies in prov id ing and insta l l ing ‘one s ize f i ts  a l l ’  so lut ions as 
not a l l  bu i ld ings with in the port fo l io wi l l  necessar i ly  requi re the same degree of  retrof i t . 

Exhib i t  3:  The non-domest ic bui ld ings 'c i rc le of  inert ia'

Source: Carbon Trust, 'Bui lding the Future, today: transforming the economic and carbon performance 
of the bui ldings we work in' (2009)
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Return on Investment

Return on investment was consistent ly  h ighl ighted by interv iewees as a major barr ier, 
part icu lar  in the aforement ioned act ive ly t raded, t rans i t ional  port fo l ios.  When i t  is 
not c lear how long a bui ld ing wi l l  be owned for,  i t  is  qui te possib le that  i t  wi l l  be sold 
before the fu l l  payback per iod has passed – wi th any d i rect  return on investment 
being lost  at  the point  of  sa le.  This can make i t  more d i ff icu l t  to persuade a board 
to undertake the in i t ia l  investment required. W ith in th is context ,  smal l ,  repl icable 
investments wi th shorter  payback per iods are seen as being more att ract ive at  the 
port fo l io leve l ,  as opposed to deep retrof i t . 

Th is is  a concern.  I f  the low-hanging f ru i t  is  done quick ly and separate ly,  i t  can be 
more d i ff icu l t  to just i fy  longer term, more d i ff icu l t  retrof i t  at  a later  date.  I t  can make 
more sense to b lend solut ions with short  and long term payback per iods into one 
hol ist ic energy eff ic iency strategy. 

I t  is  important to note however that  i r respect ive of  the payback length,  technologica l 
re l iab i l i ty  remains key to investment – wi th per formance gap concerns being ra ised 
by interv iewees as a potent ia l  b locker to the re lease of  funds. This concern is  not 
part icu lar ly  new however,  wi th industry- led in i t iat ives such as CBxchange11 and the 
Government’s Green Construct ion Board12 work ing to meet th is chal lenge through the 
fac i l i tat ion of  data shar ing and col laborat ive research.    

Pr ior i t isat ion of  funds with in th is context  can therefore be a factor.  In the reta i l 
sector for  example,  opening a new store may y ie ld a greater,  and faster,  prof i t  for  a 
growing business than reducing energy costs wi th in the ex ist ing property port fo l io. 
But i t  should be remembered that  a l though they may impact on one another there 
are d i fferent solut ions for  d i fferent issues – investment in energy eff ic iency is  for 
reducing b i l ls ,  improv ing energy intensi ty/product iv i ty,  and meet ing company-wide 
carbon targets (as wel l  as other potent ia l  benef i ts ,  inc luding in re lat ion to reputat ion, 
compet i t iveness and employees) ,  whi lst  opening up a new store is  more targeted at 

meet ing a company’s growth ambit ions. 

Bui ld ing Value 

Even at  t imes where i t  is  prudent to make a port fo l io wide investment in energy 
eff ic iency,  the issue of  investment va lue was ra ised, and the need to l ink energy 
eff ic iency investments to a bui ld ing’s sa le pr ice.  A bui ld ing’s energy eff ic iency should 
a ffect  i ts  va lue,  but th is is  not a lways the case. Simi lar ly,  a more susta inable bui ld ing 
does not mean automat ica l ly  that  h igher rents can be charged. Al though the Royal 
Inst i tut ion of  Chartered Surveyors (RICS) do refer  to the benef i ts  of  susta inabi l i ty 
in the i r  ‘Susta inabi l i ty  and Commercia l  Property Valuat ion’  guidance note13 as 
recommended best pract ice,  RICS valuers do not current ly  factor ‘susta inabi l i ty ’  
into the cost of  a bui ld ing in a formal  way. 

However,  our interv iewees were c lear that  for  landlords,  energy eff ic ient  and 
susta inable bui ld ings are more att ract ive to tenants and get let  quicker – wi th greater 
occupancy rates and less a down t ime leading to a better  and more consistent return. 
This can be used to just i fy  investment in energy eff ic iency improvements.  To th is 
end, even i f  an investment does not by defaul t  make a d i rect  prof i t ,  i t  is  an important 
contr ibutory factor to l imi t ing losses resul t ing f rom dormant propert ies. 



14  |  Environmental Industries Commission

Landlord/Tenant

Perhaps unsurpr is ingly,  landlord/tenant issues were ra ised on numerous occasions 
throughout the stakeholder interv iews. In the reta i l  sector for  example,  i t  was 
h ighl ighted that  the shopping centre owner has no remit  over the act ions of  the tenant 
wi th in each rented uni t  – which accounts for  approximate ly 80% of the energy used 
with in the bui ld ing.  The bui ld ing owner only has d i rect  responsib i l i ty  and contro l  over 
the common areas and car parks (where appl icable) .  Furthermore,  because many reta i l 
chains are bui l t  to a centra l ly-decided speci f icat ion,  contro l  over energy eff ic iency is 
of ten d ivorced f rom the on-s i te store manager. 

Beyond th is,  the of ten aggress ive nature of  lease negot iat ions was emphasised as 
being unhelpfu l  in creat ing a col laborat ive re lat ionship between landlord and tenant 
– and one company may have many di fferent tenants across i ts  stores,  making
company-wide consistency d i ff icu l t  to achieve.

Whi le var ious structura l  opt ions have been created to deal  wi th the spl i t  energy 
eff ic iency incent ives between landlords and tenants,  i t  st i l l  remains an unsolved 
key chal lenge. The party of ten pay ing for  the energy management improvements 
( the landlord)  is  of ten not the party pay ing the energy b i l ls  ( the tenant ) ,  and so the 
argument for  cost-sav ing has lost  impact. 

Art ic le 19 of  the EU Energy Eff ic iency Direct ive14 express ly references th is,  arguing 
that  in developing pol icy Member States must take account of  the ‘spl i t  incent ives 
between the owner and the tenant of  a bui ld ing. . .  wi th a v iew to ensur ing that  these 
part ies are not deterred f rom making eff ic iency improv ing investments that  they would 
otherwise have made by the fact  that  they wi l l  not  indiv idual ly  obta in the fu l l  benef i ts 
or  by the absence of  ru les for  d iv id ing the costs and benef i ts  between them.’

Art ic le 19 has led to a raf t  of  th ink ing about how the industry might overcome th is 
chal lenge. For example the European Commiss ion’s Joint  Research Centre on Energy 
Eff ic iency (JRC) publ ished in 2015 the outcome of  a workshop looking at  spl i t 
incent ives,  which inc luded part ic ipants f rom I ta ly,  the Nether lands, the UK, Denmark, 
Sweden and the Uni ted States15. 

Whi lst  again conf i rming that  there is  no one-s ize-f i ts-a l l  so lut ion – part icu lar ly  across 
d i fferent countr ies,  let  a lone bui ld ing sectors – a number of  potent ia l  conclus ions and 
solut ions were h ighl ighted which could have a benef ic ia l  impact on the commercia l 
rented sector: 

• To overcome misal igned incent ives for  tenants and bui ld ing owners,  the spl i t t ing
of  costs and benef i ts  should be considered in a balanced way, wi th a share of
cost sav ings a l lowed to be used for  investment repayments.  Whi le th is means that
tenants could be subject  to a repayment fee in the i r  ut i l i ty  b i l ls ,  landlords should
also take part  of  the investment cost in v iew of  the property’s va lue increase as a
resul t  of  the energy eff ic iency upgrade.

• Energy Performance Cert i f icates (EPC) have fa i led to create a strong impact on
the market,  wi th qual i ty  problems, lack of  enforcement and poor implementat ion
in pract ice being h ighl ighted as some of  the issues which need address ing.  A
dist inct ion between bui ld ing and user re lated energy consumpt ion – where the
responsib i l i ty  of  the f i rst  l ies wi th the landlord and the second with the tenant
– is increasingly needed.
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• Tradi t ional  lease agreements create asymmetr ies in the re lat ionship between
landlords and tenants and do not set  the ground for  energy eff ic iency investments.
In the commercia l  sector,  'green leases'  can br idge these d i fferences by spl i t t ing
the costs and benef i ts  between the part ies in such a way that  both part ies can
benef i t  f rom energy retrof i t .  However,  despi te the i r  potent ia l ,  green leases are not
current ly  widely used in Europe (by compar ison to other parts of  the wor ld,  such
as Austra l ia ) .  Shar ing standard green leas ing guidel ines would increase awareness
among key interest  groups.

• 
A key chal lenge is  how to accurate ly predict  the energy sav ings resul t ing f rom the 
energy eff ic iency upgrade. In New York Ci ty,  tenants that  enter  into a green lease 
can use a 20% ‘per formance buffer ’  which a l lows them to pay only 80% of the 
predicted cost sav ings and thereby protects them against  any r isk  
of  under per formance. 

• Landlords should be forb idden f rom rent ing propert ies wi th low energy eff ic iency
leve ls to send a c lear s ignal  to the market.  This has a l ready been implemented in
the UK with Min imum Energy Eff ic iency Standards (d iscussed later  in th is report ) ,
but i t  is  not a lways standard pract ice internat ional ly,  and EIC supports the f indings
of the JRC.

These issues are of  paramount importance in the commercia l  off ice and reta i l  property 
sectors where i t  was est imated by the Carbon Trust  in 2009 that 90% of the former 
and 50% of the lat ter  has some form of  landlord-tenant agreement in p lace16.  I f  we are 
to achieve the necessary reduct ion in energy use across port fo l ios,  these barr iers wi l l 
need to be overcome. 
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Di luted and Disparate Responsib i l i t ies

With in an organisat ion,  property port fo l io or  even an indiv idual  bui ld ing there is  of ten 
no s ingle person with a d i rect  remit  or  responsib i l i ty  for  energy management.  Many 
of  the part ic ipants in the energy management process undertake re lated act iv i t ies – 
pay ing the b i l ls ,  report ing the data – but wi thout necessar i ly  hav ing any compuls ion to 
reduce  energy use.  This issue becomes more acute in serv ice industr ies where energy 
b i l ls  only account for  a smal l  f ract ion of  company expendi ture. 

One suggest ion to br ing about a more hol ist ic approach and increase the importance 
of  effect ive energy management wi th in an organisat ion or property port fo l io would be 
to int roduce a requirement for  the ro le of  ‘energy manager’  to be recognised at  board 
leve l  – or,  a l ternat ive ly,  to require energy management to be covered as a speci f ic 
i tem in a company’s report .  Taking account of  our recommendat ions for  the Energy 
Saving Opportuni ty Scheme later  in th is report  (see page 20)  there is  the potent ia l  that 
part ic ipat ing companies – who, by the nature of  the regulat ions,  wi l l  be larger energy 
users – could a lso be required to inc lude the i r  ESOS update reports in the i r  formal 
company reports.  This would h ighl ight  progress (or  lack of )  to a d i fferent,  and wider, 
audience without the need for  any addi t ional  work or expendi ture beyond what is 
a l ready required.

Referr ing back to the UCL Energy Inst i tute’s study into non-domest ic energy eff ic iency 
l inked to ear l ier  in th is report ,  i t  is  argued that ‘ internal  dr ivers in f luence how energy 
eff ic iency is  not iced, perceived and acted upon. Sal ience (and therefore,  act ion)  is 
more common in organisat ions where there are strong connect ions between energy 

teams and senior  managers. ’ 
 
Ul t imate ly,  there is  a need to better  recognise the unique ro le and sk i l lset  requi red for 
effect ive energy management,  and introduce a mechanism which br ings greater  focus 
and importance to energy use and management wi th in a company and across the 
port fo l io -  replac ing the f ractured ‘mult i -headed’ approach with something  
more hol ist ic. 
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3.DRIVERS TO PORTFOLIO-WIDE ENERGY EFFICIENCY 
IMPROVEMENTS  

As wel l  as chal lenges for  port fo l io-wide energy management,  our research a lso looked 
at  the dr ivers – those th ings which engage port fo l io owners,  investors,  and managers 
and encourage energy management improvements.  

R isk Mit igat ion – F inancia l  and Regulatory

Management of  r isk – whether f inancia l  or  regulatory – was h ighl ighted at  t imes as 
both a barr ier  and dr iver  to act ion,  but there was a consensus that  so lut ions which 
‘de-r isk’  a property wi l l  see greater  buy- in.  

Fol lowing publ ic consul tat ion,  the 2016 Budget announced a ser ies of  changes to UK 
carbon pol icy,  inc luding: 

• The abol i t ion of  the CRC with effect  f rom the 2018-19 compl iance year.
• An increase in the main Cl imate Change Levy (CCL) rates f rom 1 Apr i l  2019 to 

account for  the lost  revenue f rom the CRC abol i t ion. 
• An increase in the CCL discount for  sectors wi th Cl imate Change Agreements 

(CCAs) to compensate for  the increase in CCL. 
• A rebalancing of  the CCL for  d i fferent types of  fue l  to ref lect  recent data on the 

fue l  mix used in e lectr ic i ty  generat ion. 
• A commitment to consul t  later  in 2016 on a s impl i f ied energy and carbon report ing 

f ramework,  for  int roduct ion by Apr i l  2019. 

These changes wi l l  see a sh i f t  in  where the r isk fa l ls  for  a port fo l io investor,  owner or 
manger,  and our analys is is  that  these changes wi l l  see an increase in the importance 
of  two key p ieces of  energy eff ic iency regulat ion which st i l l  remain:  Min imum Energy 
Eff ic iency Standards (MEES),  and the Energy Savings Opportuni ty Scheme (ESOS). 

We bel ieve that  both pol ic ies have the potent ia l  to see a posi t ive impact on the energy 
eff ic iency of  non-domest ic property port fo l ios,  but must be strengthened i f  they are 
to reach the i r  fu l l  potent ia l  – wi th Brex i t  prov id ing an opportuni ty to achieve th is more 
quick ly as the government may have more f reedom to act away f rom the f ramework of 

EU di rect ives.  
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MINIMUM ENERGY EFFICIENCY STANDARDS

MEES17 regulat ions make i t  un lawfu l  to let  non-domest ic pr ivate rented sector 
propert ies wi th an F or G Energy Performance Cert i f icate (EPC) (un less certa in 
exempt ions are met) .  The regulat ions come into effect  f rom the 1st  Apr i l  2018 for  new 
leases or lease renewals where there is  an ex ist ing EPC, and wi l l  be extended to a l l 
ex ist ing leases f rom 1st Apr i l  2023. 

I t  is  these exempt ions that  are a cause for  concern among industry pract i t ioners. 
Under the regulat ions as current ly  draf ted F or G rated propert ies wi l l  s t i l l  be able to 
be rented out i f  the tenant refuses consent for  energy eff ic iency work and/or where 
the works would have a negat ive effect  on renta l  or  capi ta l  va lue. 

Whi lst  the pr inc ip le behind MEES is sound, and encouraged, a c lear t ra jectory for  the 
ratchet ing up of  the standards to inc lude D and E rated propert ies would prov ide the 
pol icy certa inty investors require;  move us more quick ly toward our carbon reduct ion 
targets;  and arguably see b igger energy eff ic iency investments made more quick ly 
rather than a p iecemeal  approach. 

This managed increase approach has been very effect ive in other areas,  such as with 
the Cl imate Change Levy and the Landf i l l  Tax,  and there is  no reason to suggest that 
th is pr inc ip le should not be equal ly  effect ive here.  

However,  effect ive pol ic ing of  MEES wi l l  be v i ta l  i f  the pol icy is  to be successfu l  – 
and the government must set  out a credib le p lan of  act ion for  achiev ing th is.  Whi le 
the leg is lat ion for  the scheme is now in p lace and broadly understood, there is  some 
doubt over i ts  pract ica l  appl icat ion and enforcement.  Recent turbulent changes to the 
wider pol icy f ramework;  the perceived lukewarm approach of  the current government 
to energy eff ic iency issues;  and a Genera l  E lect ion (wi th possib le change in govern ing 
party )  between now and the t ime MEES come into fu l l  e ffect  in 2023, leaves some 
scept ic ism among our interv iewees as to whether the pol icy wi l l  been enforced 
effect ive ly.  I t  is  bel ieved that  th is lack of  t rust  or  fa i th has led to some of  the laggards 
with in the industry ‘ tak ing the i r  chances’ and delay ing more immediate investment.    

One potent ia l ly  posi t ive outcome f rom the Brex i t  decis ion is  that  whi lst  MEES stem 
from domest ic leg is lat ion ( the Energy Act 2011),  the i r  dr iv ing metr ic  
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– the EPC – stems f rom EU legis lat ion ( the Energy Performance of  Bui ld ings 
Direct ives) .  Whi lst  not per fect  EPCs were the best mechanism avai lable,  but we  
are now afforded greater  f reedom to improve them and devise a more bespoke,  
f i t - for-purpose solut ion with more robust assessment protocols.  

The Government had prev iously convened an industry taskforce (pre-referendum) to 
invest igate what these improvements to MEES and EPCs might look l ike.  In a report  to 
Government sett ing out the i r  concerns and recommendat ions18 the taskforce p laced 
emphasis on the need for  greater  moni tor ing and enforcement of  EPCs,  
recommending that : 

• Trading Standards Off icers be g iven greater  support  to carry out the i r  ro le of 
enforc ing EPC compl iance and prov id ing credib le sanct ions for  those who do  
not comply.  

• Considerat ion be g iven as to whether i t  would be pract ica l  for  an EPC to state 
whether a bui ld ing is  compl iant  wi th MEES or exempt – and i f  exempt,  how long 
the exempt ion should last  for. 

• Industry- leading owners and occupiers should help to bui ld the case for  the 
benef i ts  of  better  per forming bui ld ings,  and industry t rade bodies and the 
Government should promote them in order to encourage EPC and MEES 
compl iance among SMEs.  

• As compl iance with MEES can only apply to those bui ld ings where there is  an 
EPC, there is  a r isk that  th is creates a perverse incent ive to not acquire one, and 
might d iscourage property owners f rom voluntar i ly  obta in ing an EPC. Government 
should take steps to mit igate th is r isk through credib le penal t ies and more 
resourc ing devoted to enforcement.   

Ul t imate ly,  MEES prov ides base leve l  standards for  ent i re commercia l  port fo l ios,  and 
places requirements on port fo l io owners ( i f  pol iced proper ly )  to ensure that  a l l  of 
the i r  propert ies meet at  least  some leve l  of  energy eff ic iency.  EIC bel ieves that  these 
recommendat ions remain va l id.
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ENERGY SAVINGS OPPORTUNITY SCHEME (ESOS) 

ESOS19  – the UK Government’s approach to implement ing Art ic le 8 of  the EU 
Energy Eff ic iency Direct ive20 – is  a mandatory energy assessment scheme for  large 
organisat ions.  Every four years,  qual i fy ing organisat ions must carry out an ESOS 
assessment of  the energy used by the i r  bui ld ings,  industr ia l  processes and t ransport 
to ident i fy  cost-effect ive energy sav ing measures.  

EIC supports the pr inc ip le behind the pol icy,  and i t  acts as a usefu l  nudge to those 
organisat ions that  may have considered making an eff ic iency intervent ion but not yet 
done so. 

The weakness in the pol icy however is  that  there is  no obl igat ion to act  on the 
recommendat ions proposed, turn ing the pol icy into a t ick box exerc ise both for  those 
that  do not wish to engage, and for  those at  the leading edge. Those who do not 
wish to engage may s imply carry out a per functory audi t  wi th no rea l  considerat ion 
of  the recommendat ions,  whi lst  those port fo l io owners who place importance on 
energy eff ic iency wi l l  most l ike ly  have a l ready made improvements beyond the audi t ’s 
basel ine recommendat ions.  There is  a danger that  ESOS compl iance can become an 
administrat ive exerc ise only,  rather than an audi t  that  adds va lue. 

This scept ic ism is not unfounded, wi th press reports h ighl ight ing the Envi ronment 
Agency beginning to invest igate a large number of  non-compl iant  part ic ipants.  
Indeed, 40% of the roughly 10,000 businesses qual i fy ing for  a required ESOS 
assessment were not compl iant  when the scheme went l ive in February 201621. 

Encouraging businesses to engage more act ive ly wi th the i r  ESOS recommendat ions 
is  v i ta l  i f  the pol icy is  to be effect ive,  and monitor ing the uptake of  act ions (perhaps 
by the Envi ronment Agency as administrator  of  the scheme, or  by a th i rd party )  is 
recommended as a sensib le step forward.  

Further analys is beyond th is would a lso be helpfu l  in understanding the effect iveness 
of  ESOS pol icy;  how much of  a d i fference i t  is  making; i ts  contr ibut ion to energy 
eff ic iency and consequent ly  emiss ions reduct ion;  and i ts  impact on other energy 
management pol ic ies.  At  present,  the best we are able to do is  take an  
educated guess. 

Hol land’s approach is  to require any recommendat ion in an ESOS audi t  wi th a f ive 
year payback or less to be ‘acted upon’ – not necessar i ly  fu l ly  implemented, but g iven 
due considerat ion.  Progress is  reported on annual ly,  and formal ly  audi ted every four 
years.  This is  an example of  internat ional  best  pract ice which could,  and should,  be 
implemented in the UK. 
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Working in tandem, improved ESOS and MEES pol ic ies have the potent ia l  to prov ide 
an effect ive dr iver  to act ion – wi th MEES forc ing landlords to address low energy 
eff ic iency,  and ESOS prov id ing companies wi th a mechanism to do th is through  

 the prov is ion of  pract ica l  support  and guidance. 

Reputat ion

Reputat ion remains a key dr iver  for  those at  the upper end of  the property 
development and management market.  Base leve l  regulat ion – l ike MEES – was fe l t 
by interv iewees to be of  l imi ted va lue as developers at  th is leve l  argue they a l ready 
operate wel l  above and beyond what is  requi red. 

‘Market leader’  port fo l io owners and managers were much more interested in pol icy 
dr ivers that  re lated to,  and prov ided some measurement for,  reputat ion as a way of 
d i fferent iat ing themselves f rom thei r  compet i tors.  In th is regard,  the scrapping of  the 
CRC league table has proved unhelpfu l  as i t  prov ided such a mechanism for  leveraging 
posi t ive brand promot ion.

A number of  internat ional  best  pract ice in i t iat ives were h ighl ighted by interv iewees 
which could be better  promoted to more effect ive ly explo i t  the reputat ional  benef i ts 
of  a hol ist ic approach to energy eff ic ient  property port fo l ios.
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GLOBAL REAL ESTATE SUSTAINABILITY BENCHMARK (GRESB) 

With a focus on property port fo l ios,  GRESB22 is  a g lobal ,  industry- led organisat ion 
which assesses the env i ronmenta l ,  socia l ,  and governance (ESG) per formance of  rea l 
estate port fo l ios and inf rastructure assets.  More than 200 companies (about 60 of 
which are pension funds)  use GRESB data in the i r  investment management processes 
as a way of  opt imis ing the r isk and return prof i les of  any investments.  This work 
inc ludes data col lect ion and va l idat ion,  and prov ides a system for  annual  rat ings and 
industry benchmark ing. 

As argued in GRESB’s 2015 annual  report23,  a h igher GRESB rat ing d i rect ly  corre lated 
with better  f inancia l  per formance, and a Univers i ty  of  Cambr idge study24 showed 
a s igni f icant l ink between a port fo l io’s susta inabi l i ty  indicators and Real  Estate 
Investment Trust  (REIT)25 per formance on the stock market.  The study concluded that 
“REITs with h igher GRESB scores have h igher returns on equi ty,  h igher returns on 

assets,  and stronger r isk-adjusted stock per formance.”

BETTER BUILDING PARTNERSHIP (BBP)

The Better  Bui ld ing Partnership26 is  a not- for-prof i t  co l laborat ion of  the UK’s leading 
commercia l  property port fo l io owners,  work ing together to improve the susta inabi l i ty 
of  the ex ist ing commercia l  bui ld ing stock. 

The BBP aims to use the industry’s col lect ive strength to enable knowledge shar ing, 
demonstrate leadership,  promote innovat ion,  and support  col laborat ion.  By us ing the i r 
in f luence, BBP’s members seek to st imulate the wider commercia l  property sector – 
across the UK and global ly  – to fo l low thei r  example,  share best pract ice and annual ly 
moni tor,  report  and set  targets in re lat ion to the susta inabi l i ty  per formance of  the i r 
commercia l  property port fo l ios (us ing standardised industry metr ics where possib le ) .  
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NATIONAL AUSTRALIAN BUILT ENVIRONMENT  
RATING SYSTEM (NABERS) 

NABERS27 was a lso h ighl ighted as an example of  internat ional  best  pract ice which 
could be repl icated domest ica l ly  in the UK. 

NABERS is a nat ional  rat ing system used in Austra l ia  that  measures the env i ronmenta l 
per formance of  bui ld ings,  tenancies and homes based on energy eff ic iency,  water 
usage, waste management and indoor env i ronment cr i ter ia.  I t  does th is by us ing 
measured and ver i f ied per formance informat ion and convert ing th is into an easy to 
understand star  rat ing scale f rom one to s ix stars – wi th a s ix rat ing demonstrat ing 
market- leading per formance. Introduced over ten years ago, the system helps 
property and port fo l io owners,  managers and tenants to improve the i r  susta inabi l i ty 
per formance and dr ive forwards the i r  reputat ion. 

The NABERS scheme bel ieves i t  is  unique internat ional ly  in i ts  approach to measur ing 
the env i ronmenta l  impacts of  a bui ld ing as i t  is  the only tool  to prov ide a re l iab le 
benchmark for  actual  env i ronmenta l  per formance, and the scheme administrators 
argue that  i t  has now become 'an essent ia l  component of  the bui ld ing management 
cycle for  most commercia l  property port fo l ios'28 in Austra l ia . 

As a resul t  of  NABERS uptake, the UCL Energy Inst i tute state that  ‘NABERS has 
t ransformed the market.  80% of base bui ld ings are now rated and the average 
has r isen f rom 2.9 stars in 2000 to 4.2 in 2014…investors are report ing s igni f icant 
improvements in key asset va lue indicators such as lease length and vacancy rates. 
Average rents are 9% higher and operat ing costs 8% lower’ .

I t  is  argued that NABERS works because performance-based labels a l low tenants 
to choose eff ic ient  bui ld ings in response to sa l ient  dr ivers such as reputat ion.  The 
demand created by tenants increases the asset va lue for  developers,  and a v i r tuous 
c i rc le is  set  up with supply and demand feeding f rom one another -  as opposed to  
a ‘c i rc le of  inert ia’  as ment ioned ear l ier.

Legal  & Genera l  Investment Management,  in conjunct ion with the BBP, are act ive ly 
invest igat ing the possib i l i ty  of  int roducing a NABERS type system in the UK.

 
CARBON DISCLOSURE PROJECT (CDP)

The Carbon Disc losure Project29 is  a vo luntary,  g lobal ly-recognised, not- for-prof i t 
carbon report ing system, inc luding data re lated to c l imate change, water and forest-
r isk.  The CDP aims to help in form global  system companies,  investors and c i t ies 
better  able to mit igate r isk and make ev idence-based decis ions which dr ive act ion 
toward a more susta inable wor ld.  The CDP current ly  works with 4,500 companies,  
110 c i t ies across 80 countr ies,  and with 767 inst i tut ional  investors.

W ith such a large number of  investors involved, there is  a reputat ional  
and f inancia l  imperat ive.  For leading companies,  the annual  CDP reports submit ted by 
scheme part ic ipants prov ides a usefu l  mechanism for  better  understanding, report ing 
on, and managing port fo l io-wide GHG emiss ions and energy use in a hol ist ic way.  
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Reputat ional ly  dr iven approaches such as these were h ighl ighted by a number of 
stakeholders at  the top end of  the port fo l io market as being most benef ic ia l ,  wi th 
many fee l ing that  t radi t ional  approaches l ike b lunt regulat ion have l i t t le  to no effect 
g iven that  the i r  propert ies a l ready exceed what is  requi red. They bel ieve that  th is 
reputat ional  e lement he lps to benchmark themselves against ,  and di fferent iate 
themselves f rom, the i r  compet i tors,  and prov ides a mechanism with which to just i fy 
ongoing investment in port fo l io-wide susta inabi l i ty  to reta in the top spots.   

The Mi l lennia l  Effect  and new approaches 

One of  the most interest ing yet  d i ff icu l t  to quant i fy  dr ivers across the stakeholders 
interv iewed was the ‘mi l lennia l  e ffect ’  – the idea that  a focus on susta inabi l i ty  wi l l  be 
dr iven by generat ional  sh i f ts  in at t i tude as much as,  or  perhaps even more than, pol icy 
or  government intervent ion.

Global  accountancy f i rm PWC, who have undertaken some comprehensive research30  
into the effect  of  th is generat ional  sh i f t  on workplaces,  argues that  in order to foster  
a greater  sense of  commitment f rom ‘mi l lennia ls’  ( those born between 1980 and 1995) 
‘ i t  wi l l  be necessary to t ransform the core dynamics of  the workplace’ . 

Across our stakeholder interv iews, we found that in the commercia l  bui ld ing 
sector th is has mani fested i tse l f  in  leading companies p lac ing greater  emphasis on 
susta inabi l i ty  and improved internal  off ice space env i ronments,  ref lect ing the demands 
of  a new generat ion.  This is  not only done for  CSR purposes,  but a lso to a l low those 
companies to at t ract  and reta in leading, younger ta lent .  

Th is has seen the beginnings of  a sh i f t  in  the way forward th ink ing companies are 
approaching staff  management and wel lbe ing,  wi th a greater  focus being p laced on 
internal  bui ld ing env i ronments to create a more product ive and heal thy workforce.  
As these companies take root and branch rev iews of  bui ld ing and port fo l io 
susta inabi l i ty  per formance in the broadest sense, i t  would be an opportuni ty  
missed not to inc lude energy eff ic iency in the mix as an important contr ibutory  
factor to overa l l  employee wel l  be ing and sat is fact ion.     

The chal lenge is  how to harness and accelerate th is change. Whi lst  the mi l lennia l 
e ffect  may in i tse l f  be posi t ive,  our looming emiss ions reduct ion targets do not a l low 
us the luxury of  t ime to wai t  for  a generat ional  sh i f t . 

Th is more hol ist ic bui ld ing approach has been recent ly  codi f ied in the voluntary 
WELL Bui ld ing Standard,  which seeks to rev iew the per formance of  whole  
bui ld ings (beyond but inc luding energy eff ic iency)  as a means to improv ing  
company product iv i ty.  
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THE WELL BUILDING STANDARD

The Wel l  Bui ld ing Standard31 is  a hol ist ic per formance-based system for  measur ing, 
cert i fy ing and monitor ing features of  the bui l t  env i ronment which impact on human 
heal th and wel lbe ing,  inc luding indoor a i r  qual i ty,  water qual i ty,  nour ishment,  l ight ing, 
f i tness,  comfort  and menta l  heal th.  Col lect ive ly,  address ing these issues can lead to 
greater  economic outputs for  the organisat ion as resul t  of  increased staff  product iv i ty 
f rom heal th ier  employees who are more effect ive in the i r  jobs and take fewer  
s ick days.  

A l though not d i rect ly  re lated to energy eff ic iency,  the WELL standard is  a ‘codi f icat ion’ 
of  the generat ional  sh i f t  and changing att i tudes toward ‘heal thy bui ld ings’  in a 
complete sense – of  which energy eff ic iency p lays an important ro le.  The standard is 
current ly  in p lace for  off ice spaces,  and is  being p i loted in the reta i l  sector,  schools 
and warehousing.  

The Standard has been promoted as a ‘complementary tool  to promote t ransparency 
and leadership on heal th and wel lbe ing’  by GRESB32 and leading g lobal  engineer ing 
f i rms such as AECOM have started to t ra in employees to become WELL  
Accredi ted Profess ionals to increase the i r  offer ing to c l ients,  and in response  
to growing interest33.

I t  is  recommended that the government considers what i t  can do to encourage 
“heal thy bui ld ings” (and we would argue that  should encompass energy eff ic ient 
bui ld ings) ,  as a potent ia l  boon to UK product iv i ty.
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4. CONCLUSIONS AND RECOMMENDATIONS

As th is report  shows, there is  great potent ia l  for  del iver ing better  energy management 

technologies and solut ions at  property port fo l io leve l .  I t  is  not wi thout d i ff icu l ty  – 

f rom dispar i ty  of  bui ld ing age and qual i ty  wi th in a s ingle port fo l io to the ro le of  pol icy 

and regulat ion – but the potent ia l  benef i ts  to bui l t  env i ronment decarbonisat ion 

f rom th is approach are s igni f icant.  Further,  f ind ing a successfu l  formula would reap 

rewards beyond c l imate change: i t  would save companies money, create jobs,  and 

create major export  opportuni t ies for  env i ronmenta l  moni tor ing and energy audi t ing 

companies – an area in which the UK is a l ready h ighly regarded and on which i t  could 

capi ta l ise fur ther. 

At  present the potent ia l  impl icat ions of  Brex i t  dominate a lmost a l l  pol icy and 

regulatory d iscussions but,  as we have shown, i t  a lso affords us the f lex ib i l i ty  to 

improve ex ist ing regulat ion more quick ly.  Env i ronmenta l  and c l imate change issues 

p layed a very minor ro le in the referendum debates and there is  l i t t le  sense of  popular 

support  for  ro l l ing back of  standards in these areas.  To the contrary,  the UK is now 

free to show even greater  leadership and reap the rewards of  f i rst  mover advantage 

when developing new pol icy. 

This report  h ighl ights a number of  barr iers to a port fo l io approach, h ighl ight ing issues 

around act ive ly t raded port fo l ios,  return on investment,  susta inabi l i ty  and bui ld ing 

va lue,  landlord-tenant concerns,  spl i t  incent ives,  and the d i luted and disparate 

responsib i l i ty  for  energy management wi th in an indiv idual  bui ld ing let  a lone across  

a port fo l io. 

Below we set out a ser ies of  recommendat ions which we bel ieve wi l l  he lp overcome 

these hurdles.  There is  no one s ize f i ts  a l l  so lut ion,  and not a l l  so lut ions wi l l  be 

re levant on a l l  occasions,  f lex ib i l i ty  wi l l  be necessary in deployment,  and di fferent 

stakeholders wi l l  be required to act  at  d i f ferent t imes and in d i fferent ways. 

1. Landlord/tenant:  To overcome misal igned incent ives between landlords and

tenants,  green leases should be further encouraged to the benef i t  of  both part ies

– with a more balanced spl i t  between energy management investment costs and

the money saved. Greater  knowledge shar ing and the development of  standardised

green leas ing guidel ines is  encouraged and, once mainstreamed, would help

overcome issues around one company potent ia l ly  hav ing many di fferent landlords.

There is  an important ro le for  t rade organisat ions and industry- leading companies

to cont inue ra is ing awareness and show leadership on th is approach.

2. Role of the energy manager:  To br ing about a more hol ist ic approach to

energy management wi th in a company and across a port fo l io,  we recommend

the government int roduce a requirement for  the ro le of  ‘energy manager’  to be

recognised at  Board leve l  – or,  a l ternat ive ly,  for  energy management to be covered

as a speci f ic  i tem in a company’s report .  This would prov ide a mechanism for

br inging greater  focus and importance to energy management – which requires

a def ined sk i l l  set  which is  of ten under-appreciated and misunderstood – and

prov ide something more uni f ied than the current ‘mul t i -headed’ approach.
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3. Minimum Energy Eff iciency Standards: MEES should be reta ined and improved 

in any post-Brex i t  act ion as a way of  prov id ing a base leve l  for  port fo l ios,  and 

to br ing up industry laggards.  A c lear t ra jectory is  requi red for  ratchet ing up the 

standards to inc lude D and E EPC rated propert ies,  and the Government must put 

forward a p lan for  the effect ive pol ic ing of  the pol icy i f  i t  is  to have rea l  success. 

4. Energy Performance Cert i f icates: Further to th is,  EPCs need to be upgraded. 

Government should g ive considerat ion to the possib i l i ty  of  EPCs stat ing whether 

a bui ld ing is  MEES compl iant  (or  exempt) ,  and have them account for  a better 

d ist inct ion between bui ld ing consumpt ion and energy user consumpt ion – where 

the responsib i l i ty  of  the f i rst  l ies wi th the landlord and the second with the tenant. 

  

5. Energy Saving Opportunity Scheme: ESOS is another p iece of  EU-der ived 

regulat ion which should be reta ined and upgraded post-Brex i t  as,  at  present, 

i t  is  of ten l i t t le  more than a t ick box exerc ise.  Government should introduce 

a requirement for  part ic ipat ing companies to act ive ly engage with the 

recommendat ions proposed in the ESOS report  fo l lowing assessment.  We would 

recommend fo l lowing the Dutch model  whereby any recommendat ion with a 

payback per iod of  f ive years or  less must be acted upon ( i f  not  fu l ly  implemented) , 

wi th a formal  audi t  tak ing p lace every four years.  There would be greater  benef i t 

f rom deeper analys is by the Envi ronment Agency or a th i rd party to ascerta in the 

effect iveness of  the pol icy and i ts  contr ibut ion to energy/emiss ions reduct ion. 

  
Work ing in tandem, improved ESOS and MEES pol ic ies have the potent ia l  to 
prov ide an effect ive dr iver  to act ion – wi th MEES forc ing landlords to address low 
energy eff ic iency,  and ESOS prov id ing companies wi th a mechanism to do th is 

through the prov is ion of  pract ica l  support  and guidance.   
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6. Reputat ional dr ivers:  MEES and ESOS are less re levant to those at  the leading 

edge of  the port fo l io market,  who a l ready go above and beyond the requirements 

of  these regulat ions.  For these port fo l io holders,  reputat ional  dr ivers are far 

more effect ive as a way of  d i fferent iat ing themselves f rom thei r  compet i tors.  Our 

report  h ighl ights many di fferent examples of  internat ional  best  pract ice – GRESB, 

Better  Bui ld ing Partnership,  NABERS, and the Carbon Disc losure Project  – and 

we recommend port fo l io owners,  managers and investors use these tools more 

proact ive ly as a way of  shar ing best pract ice,  pushing the industry forward, and 

ensur ing greater  occupancy rates.  Further,  the promot ion of  these schemes wi l l 

cont inue to foster  a more ( f inancia l ly )  tangib le l ink between susta inabi l i ty  and 

bui ld ing va lue. 

7. Performance gap:  Further work is  requi red to min imise the per formance gap, 

part icu lar ly  when looking to secure investment conf idence in new technologies 

– pay back per iods,  even when long, need to be re l iab le.  We recommend the 

Government cont inues to bui ld on the work of  the Green Construct ion Board,  and 

that  Industry support  in i t iat ives such as Carbon Exchange which a ims to narrow 

the per formance gap through the shar ing of  data,  in format ion and best pract ice. 

8. New approaches: Both Government and Industry should g ive ser ious 

considerat ion to new and cutt ing edge approaches to more hol ist ic bui ld ing 

management,  such as the WELL Standard,  and invest igate ways to promote  

these as best pract ice.  These approaches inc lude, but go beyond, energy 

management to look at  internal  off ice env i ronments in more deta i l  and account 

for  the heal th and wel l -being of  the people work with in bui ld ings – leading to a 

heal th ier  and more product ive workforce. 

 

9. Government del ivery agency: In  i ts  report  2016 report  on new approaches to 

non-domest ic energy eff ic iency,  the UCL Energy Inst i tute argue that  effect ive 

pol icy depends not just  on which pol ic ies are used, but a lso how they are used 

together and managing the i r  evolut ion over t ime as business responds and 

markets change. Many governments address these issues in partnership wi th a 

del ivery agency,  but the UK Government wi thdrew funding f rom thei r  equiva lent 

bodies,  the Carbon Trust  and Energy Savings Trust  in 2012. EIC would support 

UCL’s recommendat ion that  the Government rev iew th is decis ion,  and perhaps 

use a model  s imi lar  to Germany’s energy agency,  DENA, which does not prov ide 

d i rect  adv ice or prov ide f inance and del iver  pro jects,  but instead sets standards, 

prov ides informat ion to businesses,  and passes on market expert ise and 

inte l l igence to local  t raders and profess ionals.
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