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This White Paper focuses on the Energy Act 2011 which contains provisions 
to make it unlawful from April 2018 (April 2015 in Scotland) to rent property 
that does not hit minimum energy efficiency standards. At the moment it is 
expected that properties will need an Energy Performance Certificate rating 
of at least E to comply. 

Conservative estimates suggest that on this viewing, 20% of commercial 
properties would not hit the standard required, meaning they would either 
have to be withdrawn from the market or upgraded to meet the legislation. 
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New legislation
Sustainability is no longer a peripheral consideration for commercial landlords 
and according to Government estimates, new legislation threatens to 
adversely impact up to 20% of the rented commercial property stock in the 
UK by 20%. 

The legislation in question is the Energy Act 2011 and it sets out minimum 
energy performance levels that rented properties have to comply with. 

The energy performance of a building will be assessed using the established 
Energy Performance Certificate (EPC) rating system, which gives grades 
running from A through to G. It is expected that properties with an F or G 
rating will not be deemed suitable for rent once the legislation is in its final 
format. 

In England and Wales the legislation will come into force in April 2018 and in 
Scotland the pressure on landlords is even greater with the likely enforcement 
date coming in April 2015 (it is not a definite in Scotland whereas it is in 
England and Wales). 

There are a number of exemptions around both the property in question 
and the leases in place, and these are detailed below.
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Exemptions
An Energy Performance Certificate (EPC) is not required for a commercial property  
if so long as:
• The lease is only being renewed or extended 
• It is a temporary building that will be used for less than two years 
• It is a detached, non-residential building with a total floor space of less than 50 
 square metres
• The building is due to be demolished and there are relevant planning permissions  
 as well as official consents if it is a listed building or in a conservation area
• It is an industrial site, workshop or non-residential agricultural building that does 
 not use a lot of energy, eg  the air is not conditioned (that means the buildings are 
not heated or cooled, not ‘air conditioned’)
• The property is being bought following a compulsory purchase order from the court 
• It is a place of worship
Source: www.gov.uk 

 However, notwithstanding these exemptions, there are a range of issues that 
commercial landlords need to deal with and the sooner they start, the easier it 
will be for them to factor in the changes they need to make to their portfolio, 
in a timeframe that is both practical and financially viable.

Landlords should have an in-depth understanding of their portfolio and 
the Energy Act 2011 demands that this is certainly the case around energy 
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performance. However, there are still a lot of properties that do not have an 
EPC. 

Indeed, according to figures from 4See Environmental and Sustainable 
Investment and Asset Management LLP (SIAM), more than a third (34%) of 
commercial properties for rent do not have an EPC. 

In addition, the figures show that 6% of buildings have a G rating and 7% 
of buildings have an F rating, making a total of 13% of the existing stock that 
would not meet the minimum criteria set out in the legislation. 

The figures for F and G-rated properties may be even higher and data from 
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Property type Total EPCs E rated E % F-G rated F-G %
Office 641 158 25 151 24
Retail 897 137 15 175 20
Industrial 434 93 21 123 28
Warehouse/storage 410 73 18 130 32

Source: Results of EPC analysis for properties assessed by property services company DTZ to March 2013

property services company DTZ suggests that 18% of properties fall into these 
two categories, as the table below shows.

Taken in tandem with the fact that many of the buildings without a rating 
will also fall into the F and G categories, it is highly likely that more than 
the estimated 20% of commercial properties may not meet the energy 
performance levels demanded by the legislation. 

For landlords, therefore, the first thing to do is an assessment of their 
portfolio that will give them an insight into how their properties measure  
up and where they fall down. 

The assessment should cover the following points:
• The expiry date of EPC
• The age of building and its construction type 
• The length of the lease, its expiry date and the type of lease 
• Current use of the building
• The date of last refurbishment and planned next refurbishment 
• The current rent and current rental value
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• The actual or estimated consumption of energy
• The size of floor areas

 Once this information is to hand, it then becomes possible to create a 
schedule of works to bring these buildings up to scratch on a prioritised basis. 
In turn this means the sustainability risk within the portfolio can be firstly 
assessed, managed and ultimately mitigated. Once high risk properties have 
been identified, it then becomes possible to create a schedule of works to 
bring these buildings up to scratch on a prioritised basis. By contrast, carrying 
out repairs on an ad hoc basis with no reference to energy performance will 
mean the sustainability risk within the portfolio deteriorates rapidly. 
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Cost of compliance
The Government have made provision for a financial solution to combat the 
upfront costs. Under this “Green Deal” properties will need to meet a “Golden 
rule” whereby the cost of the loan taken out over the expected lifetime of the 
improvement is no greater than the amount of the projected energy saving. In 
the main the Energy providers will run these arrangements. The loan will be 
repaid by the difference in pre and post improvement energy costs, with the 
occupier of the property paying the pre-improvement level of charge. 

From a tenant’s perspective this means their energy costs will be higher 
whilst continuing to occupy property that had been F or G rated. 

From a Landlord’s perspective this is fine whilst the properties are fully 
let, but the Green Deal repayment liability will continue if the properties 
are empty and the landlord will then have to pick up the tab, which may 
make this route commercially unviable, particularly for Regional secondary 
properties where voids can be regular and for years in length. For properties 
that would break the golden rule by virtue of their improvement being 
uneconomic within the “Green Deal” framework there is no funding solution. 

In reality, however, much of the work required to improve the EPC rating of 
a building will not be overly extensive or expensive. The type of lighting used 
in a retail unit, for example, can have a large impact on its EPC rating with 
tungsten and halogen fittings contributing heavily towards a poor energy 
performance. 

Knowing that this is the case and replacing lighting over a period of months 
could, therefore, drive wholesale improvements in the EPC rating without 
breaking the bank or disrupting commercial activity at the property.   

In addition to the lighting used at a commercial property, other attributes 
such as its energy source, heating system, hot water system and insulation 
should all be looked at. 

By making a twin-pronged attack to reduce both the energy use and to 
improve the systems and equipment in place, it will be possible for many 
buildings to make sizeable improvements to their EPC rating over a relatively 
short period of time. 

Certainly all commercial landlords should be proactively thinking about 
energy efficiency when it comes to repairing, upgrading or altering any 
aspect of their property portfolio. This entails investigating the most efficient 
energy option for construction materials, building components and system 
installations, even if it is not the cheapest option in the short term.  

In addition, landlords should consider very closely giving consent to tenant 
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works at their properties and the impact these could have on the EPC rating. 
This might not appear to be an issue if the tenant is obliged to return the 
property to its original state at the end of the lease, but if the landlord wishes 
to sell while the tenant is still in residence, then it could become a headache. 

Although this all seems like bad news for landlords, the truth is that more 
sustainable and energy efficient buildings represent more valuable investments. 

US research based on a sample of 20 000 properties found (checking 
citation) that more efficient buildings commanded rents that were 3-5% 
higher, insurance premiums that were 5% lower and valuations that were 13% 
bigger than less efficient buildings. Similarly, void periods were found to be 
lower for sustainable buildings. 

Indeed, as landlords strive to minimise void periods, it is important for them 
to remember that many tenants are also under pressure to improve their own 
corporate energy performance and a major part of that is tied up with the 
buildings that these public and private organisations use for their operations. 
In short, more efficient buildings will attract and retain tenants. 

Nor is it a case that work carried out to improve a building’s EPC rating 
should have a negative financial impact over the long term. By way of 
example, 4See Environmental worked with one client with a brief to reduce 
energy costs and minimise carbon emissions. 

The project highlighted the potential to improve energy efficiency by 29%, 
create cost savings of 20% and improve the EPC rating. On an initial annual 
energy bill of £2.3m, this equated to a saving of £452 000 each year.
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Role of insurance industry
Understanding the demands of new legislation and complying with changing 
standards is not something that commercial landlords should have to do by 
themselves.  

There is an important role for the insurance industry to play in terms of 
education, advice and improved policy wordings. Access to this sort of help 
will enable landlords to better understand the inherent risks that sit in their 
portfolio and how they can best manage them in relation to the changing 
legislative framework. 

This is why Zurich has decided to partner with 4See Environmental and 
improve the support it can offer brokers and their clients when it comes to 
assessing property portfolios.  

At a policy level there is also the potential for insurers to help and the 
availability of new and improved policy wordings can offer landlords the 
ability to meet the demands of legislation as they manage claims and losses. 

At the moment, many standard commercial property policies have 
European Community and Public Authorities clauses that provide cover for 
additional costs of complying with European Community or UK building 
regulations. However, the cover only extends to meeting the minimum 
required level under current legislation and this may not be enough.  

Given the speed at which regulations change and the fact they are only 
moving in one direction, meeting the minimum requirements is only a short-
term solution. Instead, far-sighted landlords are looking to improve their 
properties well beyond the minimum standards and to introduce a degree of 
future proofing to their portfolio.  

To this end, Zurich is one insurer that has sought to introduce new clauses 
for clients that enable them to actually improve the quality of the property 
and introduce new construction materials at the time of a loss, rather than 
simply reinstate what was previously in place. 

Of the new environmental and sustainability clauses it has introduced there 
is one that relates specifically to improving the energy performance of a 
building (see box on following page).

There is no doubt that the Energy Act 2011 does pose a threat to 
commercial landlords and it is something they should be reacting to now. This 
will let them minimise its impact and best position their portfolios to take 
advantage of increasing tenant demand for energy efficient properties. 

Only reacting once under the shadow of the deadline will reduce the time 
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and options that landlords have in terms of upgrading the properties that 
fall below the minimum EPC rating required. It will also restrict their ability 
to negotiate with incumbent tenants around the leases in place and the 
upgrades they may want to plan.   

Forewarned may be forearmed, but it is only those landlords that 
proactively turn knowledge of the forthcoming changes into action that will 
manage the sustainability risks within their portfolios to best effect.
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This adaptation clause offers cover that allows policyholder to conform to Energy 
Performance Certificate assessment recommendations, even if they are beyond the 
minimum requirements of legislation.  

Energy Performance and Sustainable Buildings Clause
Available at no additional cost for clients’ properties that fit acceptable criteria, cover 
is provided for the reasonable additional cost of reinstatement arising from the use 
of alternative materials or sources of materials in accordance with the principles 
of the BRE Environmental and Sustainability Standard, or to comply with the 
recommendations made under an Energy Performance Certificate. Various limits up  
to £1m are available, depending on size and composition of portfolio.
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Zurich Insurance plc
A public limited company incorporated in Ireland. Registration No. 
13460. Registered Office: Zurich House, Ballsbridge Park, Dublin 4, 
Ireland. UK Branch registered in England and Wales Registration No. 
BR7985. UK Branch Head Office: The Zurich Centre, 3000
Parkway, Whiteley, Fareham, Hampshire PO15 7JZ.
Authorised by the Central Bank of Ireland and subject to limited 
regulation by the Financial Conduct Authority. Details about the 
extent of our regulation by the Financial Conduct Authority are 
available from us on request. These details can be checked on the 
FCA’s Financial Services Register via their website www.fca.org.uk 
or by contacting them on 0800 111 6768. Our FCA Firm Reference 
Number is 203093.
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