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Introduction

In the move toward higher environmental
performance, we have developed:
 Understanding of the need

e Storytelling and communication
 Technology and techniques

 Law, Regulation and Policy
 Education and training

e Political and organisational buy-in

* Financial systems

Cost seems to be the biggest barrier to
greater levels of sustainability in the built
environment.

What Finance is out there? Is it enough?
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The hill to climb

Policy-driven transition Self-accelerating transition



Three questions to answer

1. Would it be interesting to gather all the
existing financial incentives together?

2. Do the incentives operate for each
stakeholder on their own, or do they need
to work in an eco-system of stakeholders?

TIPPING

3. Has a ‘Tipping point” been reached
where financial incentives support
environmental imperatives and
regulations to increase the speed of
change?

1
Policy-driven transition i Self-accelerating transition



Intended to be useful for:

Funding proposals, business plans, financial
models and business justifications for any of
the stakeholders

Local plan evidence, that could input into
viability assessments

Support for stronger regulations
Communicating existing incentives, supporting
ideas for new ones

Lobbying to increase availability of these
Incentives

TIPPING

Self-accelerating transition



Its current limitations

* For new build
* For homes
* For existing incentives
* Fordirect financial benefits
* A concise eco-system of six stakeholder types
 For market sale and rent tenures
e Two scenarios only
* The baseline - taking the Building Regs (Part L 2021), London Plan
2021 and existing Local Plans
 Evolved scenario - comprising new Local Plans, RIBA 2030 climate
challenge, LETI guides and targets.
 Thisis a discussion paper, done over time, and not to be relied upon
for project decision making!



Part 1: The evidence

Lists and describes existing financial products,

technologies, methodologies, studies and strategies

that could be components of a ‘Green Shift’.

Focussing on six stakeholders... - -




For the buyer

Better mortgages available for
green homes

Highstreet lenders eg Barclays
Specialist lenders who only
cater for highly efficient homes
e.g. Ecology Building Society
Green Finance Initiative has a
tracker for all deals
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Assumptions Baseline Evolved Notes
Scenario Scenario
Interest rates for mortgage 5.67% 5.14% Barclay Standard vs

Barclay Green




For the buyer and renter

Achieving lower operational and
maintenance costs

Lower running costs are important to
the renter and buyer

Towards Net Zero Carbon Study
Octopus piloting Zero Bills for homes
with solar panels

Mid-rise block of flats | Policy option 2 | Predictive energy modelling (Space heating demand and EUI)

The space heating demand for the mid-rise block of flats modslled
wvaries from 28 (worst) down to 10 kWh/m=yr (best). The improvement
between the business-as-usual and good practice cases is relatively
small in comparison ta the space heating demand achiaved in the
ultra-low energy cass. [he benstit of MVHER and best practice tabne
specifications are clearly showing.

Tha Energy Usa Intansity (EUl) of the mid-riss black flats covers all
energy uses: space heating, domestic hot water, ventilation, lighting,
equipment (eocking, lift ete) and appliances. The table shows a
graduation of imprevement as both the building fabric and heating
systems become progressively more afficiant. The sstimated Ells
range from 55 (worst) down to 26 KWh/m®.yr (best).

As with the space heating demand, the difference between the good
practice and the ultradow enargy is reflacted in the EUI results. The
cases which generate the ideal compound result for both metrics is
the ultra-low energy building fabric with the mare efficient heat pump
system (2.9, communal heat pump with ambient laop), it leads 1o
significantly lower EUls due to better heating efficiencies, lower flow

temperature recirements and less distribution losses.
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Assumptions Baseline Evolved Notes / units
Scenario Scenario
Using Toward Net Zero Carbon (TNZC) study
Annual energy costs £825 £675 Half mid rise, half high
rise




For the Developer

Evidence now shows property
prices reflect the energy
efficiency of a home.

Assumptions Baseline Evolved
Scenario Scenario
EPC rating B/C i}

Percentage uplift of house price 0 1.8%

LLOYDS Who we are Investors Careers News & insight
BANKING GROUP

Media / .. / Halifax ; Homebuyers paya'green premium’ of up to £40,000 for the most energy efficient properties

Contact

Q

Homebuyers pay a ‘green premium’ of up to £40,000
for the most energy efficient properties

HAL|% 27 September 2021
AFa.

Value added per property based on EPC upgrades:

Change in EPC rating

G—F F—E E—D D—C
Average difference £9,954 £7.584 £6,162 £5.214
in price (3.8%) (2.9%) (2.4%) (2.0%)

(% increase on
average house

price)

£5,214
(2.0%)

£4,740
(1.8%)



Developer & Operator

Cheaper funding for greener
projects is available

Environmental, Social and
Governance (ESG) has impacted
borrowing rates

Lendlease, Cornwall council and
others have taken advantage of
this.

Between 0.5 and 2%

For Landlords, buy to let
mortgages with discount rates
are also available

Carbonlite Challenge Scorecard

Current Business As Usual A HA On track against A b4 Ontrack against
) RIBA Hi ; RIBA #i s
Performance (compliance route) } RIBA Challenge v2 . RIBA Challenge v2
2025 target 2030 Target

Sustainability Outcome Metrics

rational energy 2 2 -
m:l!mily 120 kWh/m /y =60 kWh/m'/y =35 kWh/m /y

Embodied Carbon

2 7
kgCO2e/? 1200 kgCoze/m <800 kgCOze/m <625 kgCOze/m?

Potable water use

Litres/person/day 126 L/p/day <95 l/p/day <75 l/p/day

Assumptions Baseline Evolved Notes [/ units
Scenario Scenario
ESG investment interest rate discount - 1% | Less ambitious then
Atelier or Octopus
Buy to Let Mortgage 5.1% 4.65% | Ref. Barclay BTL
mortgages




For the Developer and Operator

Increased sale velocity
Less risk of retrofit needed.

Fewer Voids

*Houses with EPC rating of & have been axcluded due ta g kow count

Average number of void days by SAP rating

Assumptions Baseline Evolved Scenario Notes
Scenario
Decreased time for borrowing period 0 1 month quicker Using the idea

of green homes
sell quicker
from Rightmove
Green Homes
Report

Figure 1.
Average
number of veid 90
days during the
study period
(June 2013 - LU 607
June 2015) per
SAP rating.
698
512
488
312
4549 50-54 55-59 50-64 65-69 70-74 75-79 B80-84 =85
Assumptions Baseline Evelved Notes
Scenario Scenario
Cost of retrofit £30,000 f0 Government
estimate
Timescale 20 years Mot needed Assumption to meet
UK net zero target
Preparing for forthcoming retrofit costs | £1,500 £ per year set aside
Assumptions Baseline Evolved Notes
Scenario Scenario
Voids per year 26 days 16 days Ref table 1 of
‘Touching the Void’
study
Percentage void 7.1% 4.3%




First question

Would it be interesting to gather all the
existing financial incentives together?

Yes, there are many financial incentives
that already exist, that can be of benefit
to all stakeholders.



Part 2: lllustration and analysis

How do these incentives
fit together?

Using a hypothetical

outer London mid-rise

illustrate these issues.

Starting with how
stakeholders already

interact with each other




The illustration
Takes all the evidence

from Part 1, using it
for an ecosystem
illustration.

more sustainable facilities provided

Provision of sustainable infrastruc- |4022 £/home
ture

Additional grant funding (included |0 £/home
in above)

Increase in land sale price from 4022 £/home

Makes sense for land owner?

If they can pass on costs to Devel-
oper

v

Investor / Funder

Increase in land price 4022 |£/home Affect on sale price of home 5508 |£/home
Interest difference on mort- -5439 |£(5
Home building construction 10488 [£/home gage years)
cost increase Change in heating costs -750  |£(5
ESG finance borrowing rate 8040 |£/home years)
reduction
Saving to household over 5 -582 |£(5
Carbon offset payment 962 £/home years years)
decrease
Increase in land sale price 5508 |£/home Makes sense for buyer?

from more sustainable facili-
ties provided

Yes, savings are achieved over

5 years

v

Makes sense for developer?

Yes, house prices research
shows they can pass on
increased costs (less than
1.8%)

Investment to Developer (1%
discounted rate)

Operator / Housing Assoc.

Investment to Operator /
Housing association (0.5%
discounted rate)

Makes sense for investor?

Yes, input into fund seeks
decarbonised projects

Affect on cost of homes 5508 Affect on rent price of home  |-840 £(1
ESG finance borrowing rate -9052 year)
reduction Change in heating costs -150 £(1
Retrofit preperation -1500 year)
Resultant difference -5043
Affect on annual rent of home |-303
Annual rental void saving -538
Affect on annual rent of home |-840 £/year

Saving to household over 1 -990 £(1
Viewer voids year year)
Makes sense for operator /
HA? \/ Makes sense for renter? J
If they can pass on residual Achieves annual saving

Costs




Development funding

The investor who feels

pressure to fund
decarbonised projects
and provides a
discounted interest
rate.

They achieved their
aims, via Landowners,
Developers and
Operators, producing
net-zero homes

Provision of sustainable infrastruc- |4022 £/home
ture

Additional grant funding (included |0 £/home
in above)

Increase in land sale price from 4022 £/home

more sustainable facilities provided

Makes sense for land owner?

If they can pass on costs to Devel-
oper

v

Investor / Funder

Investment to Developer (1%
discounted rate)

Investment to Operator /
Housing association (0.5%
discounted rate)

Makes sense for investor?

Yes, input into fund seeks
decarbonised projects

from more sustainable facili-
ties provided

Increase in land price 4022 |£/home
Home building construction 10488 [£/home
cost increase

ESG finance borrowing rate 8040 |£/home
reduction

Carbon offset payment 962 £/home
decrease

Increase in land sale price 5508 |£/home

Makes sense for developer?

Yes, house prices research
shows they can pass on
increased costs (less than
1.8%)

Operator / Housing Assoc.

Affect on cost of homes 5508

ESG finance borrowing rate -9052
reduction

Retrofit preperation -1500
Resultant difference -5043

Affect on annual rent of home |-303

Annual rental void saving -538

Affect on annual rent of home |-840 £/year

Viewer voids

Makes sense for operator /
HA?

If they can pass on residual
costs




Site preparation
The Landowner/ Landowner / Master Dev

master developer | ncresse i land price
prepares land with

Additional grant funding (included
in above)

Home building construction 10488 [£/home
cost increase
ESG finance borrowing rate 8040 |£/home
reduction

Increase in land sale price from
more sustainable facilities provided

. Carbon offset payment 962 £/home
I I l O re S u Sta I n a b | e Makes sense for land owner? decrease
If they can pass on costs to Devel-
Increase in land sale price 5508 |£/home

i n fra St r u Ct u re . :ir:smpgzir;ezustainable facili-

Makes sense for developer?
Yes, house prices research
shows they can pass on

increased costs (less than J

They passes costs onto i

the developer, recoups

t h e S e C O St S . Investment to Developer (1%

discounted rate)
Investment to Operator /
Housing association (0.5%
discounted rate)

Makes sense for investor?
Yes, input into fund seeks J
decarbonised projects




Home sales

The developer, helped
by ESG lending, sells
the home to the
buyer, who can gain a
reduced mortgage and
get energy savings.

Landowner / Master Dev

Provision of sustainable infrastruc-
ture

f/home

Developer

Increase in land price

Home building construction
cost increase

more sustainable facilities provided

Additional grant funding (included |0 £/home
in above)
Increase in land sale price from 4022 £/home

ESG finance borrowing rate
reduction

Makes sense for land owner?

If they can pass on costs to Devel-
oper

v

Carbon offset payment
decrease

Affect on sale price of home 5508 |£/home
Interest difference on mort- -5439 |£(5
gage years)
Change in heating costs -750  |£(5
years)
Saving to household over 5 -582 |£(5
years years)

Investor / Funder

Increase in land sale price
from more sustainable facili-
ties provided

Makes sense for buyer?

Yes, savings are achieved over

5 years

v

Makes sense for developer?

Yes, house prices research
shows they can pass on
increased costs (less than
1.8%

Investment to Developer (1%
discounted rate)

Investment to Operator /
Housing association (0.5%
discounted rate)

Makes sense for investor?

Yes, input into fund seeks
decarbonised projects




The Buyer

The buyer saves
money with a green
mortgage and lower
energy costs

4 Developer

from more sustainable facili-
ties provided

Increase in land price 4022 |£/home
Home building construction 10488 [£/home
cost increase

ESG finance borrowing rate 8040 [£/home
reduction

Carbon offset payment 962 £/home
decrease

Increase in land sale price 5508 |£/home

Makes sense for developer?

Yes, house prices research
shows they can pass on
increased costs (less than
1.8%)

A

£/home

erest difference on mort- -5439 |£(5
B years)
hange in heating costs -750  |£(5
years)

£05
years)

akes sense for buyer?

es, savings are achieved over

v




Asset purchase

The developer passes

these costs on in the

sale to the Operator or

Housing Association,

who makes savings
primarily because of
the discounted lending
from the investor /

Investor / Funder

funder.

Investment to Developer (1%
discounted rate)

Investment to Operator /
Housing association (0.5%
discounted rate)

Makes sense for investor?

Yes, input into fund seeks
decarbonised projects

Developer

from more sustainable facili-
ties provided

Increase in land price 4022 |£/home
Home building construction 10488 [£/home
cost increase

ESG finance borrowing rate 8040 |£/home
reduction

Carbon offset payment 962 £/home
decrease

Increase in land sale price 5508 |£/home

Makes sense for developer?

Yes, house prices research
shows they can pass on
increased costs (less than
1.8%)

Operator / Housing Assoc.

Affect on cost of homes

ESG finance borrowing rate
reduction

Retrofit preperation

Resultant difference

Affect on annual rent of home |-

Annual rental void saving

Affect on annual rent of home |-

Viewer voids

Makes sense for operator /
HA?

If they can pass on residual
costs




Renting

The operator / housing
association can now
discount the rent,
adding to the energy
savings of the renter.

Operator / Housing Assoc.

Affect on cost of homes 5508

ESG finance borrowing rate -9052
reduction

Retrofit preperation -1500
Resultant difference -5043

Affect on annual rent of home [-303

Annual rental void saving -538

Affect on annual rent of home |-840 £/year

Affect on rent price of home

hange in heating costs

Viewer voids

Makes sense for operator /
HA?

If they can pass on residual
costs

aving to household over 1

Makes sense for renter?

Achieves annual saving




Second question

Do the incentives need to work in an eco-system of stakeholders, or can
they operate for each stakeholder on their own?

Yes, they work as an interconnected ecosystem working together.
No incentives work just for one stakeholder in isolation. Most work by
because of a relationship between three or four stakeholders.



Part 3: Conclusion

So, has a ‘Tipping Point” been reached,
where financial incentives support

environmental imperatives and |n(_39nt|VGS
regulations to increase the speed of exist here
change?

Yes, this illustrates the tipping point has
been reached for knowledgeable early
adopters, who have the understanding,
motivation and the connection to
likeminded stakeholders to make this
connected ecosystem work.

1
Policy-driven transition i Self-accelerating transition



Third question

But, although its starting, the knowledge and use
of these incentives are not widely distributed.

Knowledge and use

Therefore, the most effective lever of change : S
of incentive is here

remains:
e communicating these incentives.
* increasing regulation POINT

1
Policy-driven transition i Self-accelerating transition



Other Conclusions

Viability Assessments

For ambitious Loca
performance. For t

Plans, financial viability is not a barrier to increased
Nose accessing this ecosystem, this increased

performance askec

Business planning

We hope this can feed into
 funding proposals

* business cases and plans

e financial models and business

justifications.

 Public Value and other wider
economic, social and
environmental appraisals.

for is more viable, not less.

TIPPING

We are generally here But incentives exist here

Policy-driven transition i Self-accelerating transition



Some recommendations

 Spread knowledge of these incentives - So all stakeholder know what is
available, so ecosystems of connected stakeholders evolve forming a
market that performs well. More marketing, advertising and forums?

* Keeping consistency — for those providing them, keeping these initiatives
and scaling them

e Stronger incentives - would scale this more rapidly

* Clearly defined ESG guidance — well defined criteria using widely
adopted metrics set at a level beyond regulatory minimums.

e Stronger regulation — eg. Embodied carbon and net zero roll out, working
with the knowledge of these growing incentives we would get closer to
achieving building net zero at large scale.



Part 4: Next steps

Repeat as an annual review of environmental incentives —and aim to expand...

To including Retrofit of existing buildings

Going beyond direct financial benefits to wider social & environmental value
& how economics increasingly incorporates externalities

Looking also at future incentives

Beyond just market sale and rent tenures.

Beyond just two scenarios? Include super low embodied carbon scenarios,
incorporate Net Zero Building Standard? Less ambitious baseline?

Beyond just six stakeholders

Engaging more with viability experts and cost consultants.

Enhance data collection



Please get involved

e Email us at greenshift@goodhomes.org.uk
* Send us what you know https://forms.office.com/r/dLKasa93sj
e Join our LinkedIn group https://www.linkedin.com/groups/12901702/

e Share the link to GHA website

The Green Shift

iti Public group

Earn an Active Group badge



mailto:greenshift@goodhomes.org.uk
https://forms.office.com/r/dLKasa93sj
https://www.linkedin.com/groups/12901702/
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