
Much that has been covered in the press regarding the

revised Energy Bill (2011) has focused on the

introduction of the Green Deal.  However, the Bill’s

Private Rented Sector Regulations for both commercial

and residential property, which proposes that landlords

will be legally obliged to improve the energy efficiency

performance of those properties that do not meet

minimum requirements, have been somewhat

overlooked.  Considering the expected shift towards

refurbishment rather than new development over the

next few years this could have significant implications

on the level of refurbishment that should be considered

in any future project.

The Private Rented Sector Regulations proposals

would mean that from April 2018 all private rented

properties would need to be brought up to a minimum

energy efficiency EPC rating of ‘E’.  Effectively, the

regulations would make it unlawful to lease any

property that does not meet these minimum

requirements.  Prior to this, from April 2016, landlords

will not be able to refuse any requests from tenants to

improve a property’s energy efficiency.  However, both

these requirements are subject to there being no

upfront costs to landlords and would be envisaged to

be funded through the use of the Green Deal.  

So what’s the Green Deal?  The deal is a new financing

framework that enables energy efficiency improvements

to be funded by a charge on energy bills.  This avoids

the need for landlords and/or tenants to pay any upfront

costs to fund improvements, with the onus on the

energy companies to administer the charges and pass

the monies to the appropriate party.  

In essence, the use of the Green Deal to pay for any

improvements would appear relatively straightforward.

However, there are potential issues relating to the

payment of the Green Deal charge during void periods

and how the charge can be passed to new tenants.

Multi-tenanted properties also pose potential problems

in regards to passing the charge to tenants, particularly

where improvements are made to the common parts.

How these issues will be resolved will be subject to

further consultation.  Considering that the current Bill

has been delayed through the House of Commons it

may be some time before we know how these concerns

will be addressed.  

It is difficult to ascertain the extent the potential

introduction of the Private Rented Sector regulations

may have on the market in terms of the scale of

improvements that would need to be completed by

2018.  The DECC currently estimate that 62% of non-

domestic properties are rented and of these with EPC’s,

18% have a rating below ‘E’ (F or G).  Using the VOA

Floorspace and Rateable Value statistics, this could

mean approximately 700 million sq ft of commercial

floorspace (office, retail and industrial/warehouses)

would be effected.  To put this into context, this would

equate to a similar size to all rateable commercial

floorspace found in London.  

Of course this figure is an estimate, but does highlight

the scale of improvements that may be required.  Yet,

much of this space will not be improved as there will be

exemptions to the regulations plus some properties

may go to alternative uses.  However, for those

properties that are earmarked for refurbishment it may

be sensible to ensure the work results in an EPC rating

improvement above the minimum required in order to

avoid doing further work at a later date.  

This issue becomes more pertinent in London in view of

the large number of lease events that are expected to

come to the market over the next 5 years.  Not all of

these will automatically result in occupiers leaving their

existing premises as some may prefer to extend their

lease on a short term basis.  However, for those

landlords that will be left with vacant space and as a

matter of course will need to refurbish, going beyond

the basic refurb to improve the energy efficiency and

EPC rating of the property may prove beneficial,

something that Savills is already advising clients on.    

Apart from meeting future legislation requirements,

going beyond the basic level refurb can provide

additional benefits*.  These include improved lettability

in light of occupiers increasing preference for ‘greener’

properties.  While this may not translate, at present,

into a rental premium, it can help to reduce void periods

over the lifetime of a property, effectively increasing its

long term investment value.  Where applicable, making

use of the Green Deal will mitigate the financial burden

on landlords in making these performance

improvements.  However, even in those cases where

landlords would be unable to apply for the Green Deal,
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December 2010

note ‘The value of

Green’.
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improving the energy efficiency of existing stock may

pre-empt future legislative requirements.  It will also

help to reduce the future risk of incurring a ‘brown’

discount which is likely to come into existence on

those properties performing at the lower end of the

energy efficiency spectrum as legislative requirements

sees new and existing space become increasingly

more efficient.  


