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Invisible Property Investment

Despite the indications that low energy commercial
property is likely to be a sound investment due to
the importance of energy issues (both security of
supply and carbon dioxide emissions) driving
demand, this issue is invisible in three ways:
• The issue of energy use is invisible in most
businesses
• The energy use of different buildings is invisible
until a certificate of performance is issued
• Valuation of property takes no account of energy
use, so low energy property remains invisible
despite its potential for contributing to a more
secure income stream
This report summarises the project ‘Asset Value
Implications of Low Energy Offices’. It gives an
overview of the issues and evidence relating to
return on investment from commercial offices
taking into account their energy performance and
the potential impacts of the implementation of the
Energy Performance of Buildings Directive. The aim
is to inform stakeholders of the business benefits
of taking account of energy use and thus to alert
valuation professionals to new, salient factors
underpinning property-related decision-making.
We believe that doing so will provide a strategic
insight to property investors and tenants, support
long term policy aims to reduce carbon dioxide
emissions from human activity and work towards
sustainable development.

During this project we have identified various factors
that will start to bring this invisible feature of property
into focus, thus providing investors with more clarity
as to the nature and real value of their investments.
The report is addressed to a business audience
with an interest in property. Where property
terms are used they are intended to have the
meaning currently defined by the Royal Institution
of Chartered Surveyors (RICS). There is an appendix
that explains our labelling of the various
stakeholders and their interests. Elaboration of the
arguments, together with detailed reports of our
background research, can be found on our website:
www.ukace.org/research/commercial.
The report is structured as follows:
• The need for attention to valuation
of low energy offices
• Property valuation and energy performance
of commercial buildings
• Defining a low energy office
• Drivers for investment in low energy buildings
• Recommendations
• References, further reading and related projects
Although the report focuses on the UK, the issues
are relevant throughout Europe. The Energy
Performance of Buildings Directive, which is a
key driver for change in the market, is being
implemented throughout the EU.
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The need for attention to valuation of low energy offices

Since 1973, energy use in the UK commercial
sector has risen by almost 70%, and this
increase is projected to continue into the future.

• Human induced climate change is caused by
greenhouse gases, principally CO2, the majority
of which are due to combustion of fossil fuels,
in transport, heating and electricity production

Drivers include greater use of air conditioning and
artificial lighting, together with more demand for
energy services associated with the use of
information and communication technology (ICT).
Concerns about increasing energy use in the sector
are compounded by the electricity-intensive nature
of the end-uses and the resultant levels of carbon
emissions. This is set against the background of UK
Government policy commitment to reducing carbon
(or carbon dioxide) emissions from all sectors, as
these are the main drivers of human-induced climate
change. The majority of business leaders are also
convinced that climate change is a major issue,
with many supporting the view that it presents
the human race with one of its greatest risks.

• Extreme weather events are likely to occur
in Britain with more regularity

The list below shows the argument for addressing
energy use in buildings from the energy specialist’s
point of view. They are listed roughly in order of
confidence (fact through assumption to hypothesis)
• Commercial sector contribution to domestic
CO2 emissions is rising
• There are cost-effective measures that are not
included in building and refurbishment that
would save overall energy use
• Legislation on energy use in buildings will increase,
starting with the Energy Performance in Buildings
Directive transposed into UK law
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• Local authority planning policy is developing
in line with local sustainability objectives
• Energy prices are likely to rise because of
world-wide gas & oil prices
• There are risks to energy security and potential
for interruptions in energy supply to business
• New technologies, building materials and fuels
are being developed which will provide assistance
with reducing energy use in the commercial sector
• Suitability of buildings for a changing climate will
become more important as a valuation factor
Of course, all of this takes place in a dynamic
environment with all sorts of risk and uncertainty,
not least equity price fluctuation and terrorism.
If the energy specialist is correct in the hypothesis
that low energy buildings will increase in value both
as an investment and in use, then ‘energy intelligent’
investors stand to gain a considerable first mover
advantage, both through reducing the amount of
energy inefficient property in their portfolio before
they become less attractive to other investors, and
through building a low energy portfolio before low
energy characteristics become recognised in the
valuation process.

Is the energy specialist correct in this assumption?
Does the situation change if there is a change in
legislation?

One legislative change to be considered as
a driver is the implementation of the Energy
Performance of Buildings Directive into UK law.
The principal issues at present are:

The Directive came into force in January 2003 and
governments are due to implement it by January 2006.

The main effect of this legislation in the short
term is that investors, owners, managers and
tenants of property will be able to compare
the energy performance of a building against
others, and identify for themselves the
potential effects of the energy performance
on their calculation of worth of the building.

• The requirement for measurement and
certification of the energy performance
of buildings
• The requirement for regular inspection of boilers
above 20 kW
• The requirement for regular inspection of air
conditioning systems
• Raised and regularly reviewed minimum standards
for new buildings and refurbishments

invisiblepropertyinvestment
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Property valuation and energy performance of commercial buildings

Property valuation is a market process; it responds
to the market so if there is no difference in the
market for low energy commercial property
compared with standard, then valuation takes
no account of energy performance.
What are the influences on market valuation
of commercial property?
• Rental values and returns
• Property price trends and expectations
(including location and alternative
investment performance)
• Flexibility and adaptability for the occupier’s
changing needs (floor-space etc.)
• Cost of management
• Economic uncertainty
• Legislative uncertainty
• Risk of obsolescence
• Lack (or confidentiality of) data
The effect of energy on rental values and returns is
a key issue explored further by this project. We need
to understand these issues in order to identify trends
in prices achieved for low energy buildings and the
expectations of this in the market.
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There is no direct link between flexibility and energy
use, but there are some concerns that in order to
provide greater flexibility in how a property might be
used, heating and cooling systems are over-specified
to provide for every eventuality. This may lead to an
imbalance and poor energy efficiency in heating and
ventilation systems.

Low energy buildings should reduce
the cost of management.
In addition to the simple issue of lower energy bills,
if a whole-life costing approach is taken, the value of
low energy design can be clearly identified. However,
there still needs to be good building management to
achieve the reduced costs in practice.
Economic uncertainty includes the issue of energy
security; it might be considered that low energy
buildings, particularly buildings that create their own
energy through combined heat and power systems
or independent supplies (such as building integrated
renewable energy systems), might be at an
advantage.

Legislative uncertainty can be reduced by research.
Analysis of independently constructed scenarios
can give an indication of how future legislation
on energy use may promote the value of low
energy property.
Risk of obsolescence is a problem that can take
many forms. We suggest that low energy property
may be in a lower risk position than those requiring
fundamental improvement to meet increased
performance standards.
Energy use is not currently an issue when building or
leasing offices. There is a perceived lack of demand
for buildings with good environmental credentials.
However this perception may be false due to the

much-cited “circle of blame”, shown below, where
a set of stakeholders (occupiers, constructors,
developers and investors) each blame their
predecessor in the chain for not providing what they
want. The demand becomes invisible because there
are so few examples of the product on the market.
There is a barrier to be overcome before valuation
can take account of energy performance in
valuation. What is a low energy office? How can it
be measured? How does the valuer know about the
energy performance of a building?
Once this is known, the concerns about how to take
energy performance into account can be discussed
in more detail.

Occupiers
“We would like to have
environmentally efficient buildings
to fulfil our policy commitments,
but there aren’t any.”

Investors

Constructors

“We would fund
environmentally efficient
buildings but there is no
demand for them.”

“We can build
environmentally efficient
buildings but the developers
don’t ask for them.”

Developers
“We would ask for
environmentally efficient
buildings but the investors
won’t pay for them.”

FIGURE 1: BUILDINGS CIRCLE OF BLAME
(SUSTAINABLE CONSTRUCTION FOCUS GROUP 2000)

invisiblepropertyinvestment
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What is a low energy office?

At the time of writing there is no specific
definition of ‘low energy’.
The Non-Domestic Building Energy Fact-File (Pout
et al 2000) provides an indication of typical and
best practice energy use for different categories
of building.

The implementation of the Energy Performance
of Buildings Directive due in January 2006
is likely to produce a rating scale that enables the
energy performance of new and existing buildings
to be identified and compared.
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The Directive requires that “Whenever a building is
constructed, sold or let out, an energy performance
certificate must be made available to the owner, or
by the owner to the prospective buyer or tenant,
as the case may be.” The certificate will contain an
Asset Rating reflecting the building’s energy
performance capability, and possibly an Operational
Rating, reflecting its actual energy performance.
If, as anticipated, this scale appears as an energy
performance label similar to those on white goods etc,
‘low energy’ offices will be much more readily defined.
The requirement for these certificates is likely to
underpin growth in the demand for low energy
offices, as shown in the next section.

Drivers for investment in low energy buildings, short & long term

The key drivers for investment in low energy
buildings depend on proving a link between
the energy performance and:
• Rental incomes
• Future value (risk premium)

There are no publicly available data to
determine whether there is already any
difference in the valuations of low energy
buildings and standard.
Our research showed that few commercial buildings
identified as being ‘best practice’ in energy efficiency
terms have a registered valuation; further work on
private valuation (book value) might provide some
interesting data. This also means there is no concrete
evidence that low energy offices provide any rental
premium over standard.
Once certification of energy performance has been
implemented, there needs to be a record of
valuations and performance to provide the valuation
surveyor with appropriate data for comparison.

A substantial proportion of the UK’s leading
corporations are taking an interest in low
energy buildings.
An assessment of corporate interest in low energy
offices was carried out based on the contents of CSR
or environmental reports of FTSE 100 companies. Of
the 87 that had such reports publicly available, 42
companies mention building energy use in one way

or another. Thirty-two of these measure their own
building energy consumption, 13 are working towards
improvement with accredited energy efficiency best
practice status or have implemented recognised low
building energy standards, nine state that they have
staff building energy awareness training and three
are explicitly concerned about the building energy
consumption of their stakeholders. In addition the
assessment of the 87 companies has yielded 13 citing
at least one low energy building in their UK portfolios
– nearly 15% of the reports found.

Demand for good energy performance will
become more important as certification of
buildings becomes more widespread under the
Energy Performance of Buildings Directive.
A survey of 28 leading occupiers, investors and
investment analysts showed that there was an
interest in knowing the energy performance of
buildings particularly amongst those companies
where reputation was important. This covered both
shareholder and consumer reputation. The strength
of the companies’ corporate social responsibility
(CSR) policies was a key issue. One investment
analyst suggested that knowing the average energy
performance of a company’s property might be
considered as an indicator of climate change
performance. Others suggested that disclosure of
energy performance was likely to lead to pressure
to improve, as other stakeholders, including
environmental NGOs, could then access the
information on which to base campaigns.

invisiblepropertyinvestment
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Poor energy performance is a risk to
rental income
The survey also highlighted an interesting point:
knowing a building’s energy performance was not
thought to lead to an increase in rental income.
However, a poorly rated building was thought to
be at a disadvantage, as such an issue could well
be used as a lever to reduce rental payments.

In all the future (to 2020) scenarios studied,
low energy properties were likely to prove a
lower investment risk than standard property
We addressed the Chatham House ‘New Horizons’
scenarios in conjunction with the PMSU energy
scenarios as used for the Government’s Energy
White Paper in 2003, in order to put into context the
attractiveness of (investment in / occupation of) a low
energy office compared with the current standard.
The factors considered for each scenario were:
• economy / the level of employment
• the location of employment
• energy context
• business commitment to sustainable development
• the importance of business reputation
• society’s awareness and the relative importance
placed upon the issues
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We examined these factors together with a forecast
of the office property market in each scenario when
applied to a list of office procurement criteria
established by Gibson (University of Reading 2000).
We found that those criteria in which energy
performance played a part would become more
important under the scenarios studied. From this
analysis we can highlight the increasing importance
of low energy offices, even in a poor property
market, and the greater investment risk if energy
performance is ignored.

Early movers in adopting low energy buildings
What else will influence the market for low energy
buildings? Two drivers come from the public sector;
firstly the policy of the government for ‘green
procurement’ stating that it will only invest in
buildings occupying the top quartile in terms of
energy efficiency. Secondly, public buildings are
specifically required to implement public display
of energy certificates; in addition to this legal
requirement, many local authorities are starting to
consider how this applies within their own estate,
some taking up a voluntary commitment as part of
city network initiatives such as Energie-Cités. Finally,
the socially responsible investment sector, where
reputation is important as they are positioned at the
leading edge of actors against climate change, are
likely to be early adopters and press for greater
supply of low energy buildings and disclosure of
performance of buildings as an environmental
performance indicator.

Recommendations

The recommendations from this project have been
grouped into different interest classes of
stakeholders. For an explanation of the groupings
please see the appendix at the end of the report.

Owners and Investors:
• At present, no consideration is given to whether
property is a low energy user or not. If you believe
that low energy properties are likely to provide a
good (or less risky) return on investment for the
reasons we have given, then you should consider
improving the energy performance of your
portfolio now
• If your investment strategy includes ethical,
environmental or sustainable development criteria,
you should consider how low energy property forms
a necessary strand of your investment approach
• If you prefer your tenants to be of a superior
quality, you may wish to consider whether they
would recognise poor energy performance as a
negotiating issue to lower the rental terms
• You may wish to consider the significance of the
Government’s policy to select the property it occupies
only from the top quartile of energy ratings

Occupiers:
• Energy costs may be a small part of your
operational cost but they are likely to rise. Even
if you do not measure your energy use for
environmental reporting, you would benefit from
keeping energy costs down. You may wish to ask
for low energy buildings in the pre-qualifying
stage of a search for premises
• If you do not already do so, factor in energy use
and/or carbon emissions into your CSR report

property value and rental incomes over the life
of the investment
• Refer to the professional guidance provided by CIBSE

Valuation Surveyors:
• Prepare to identify energy performance as an issue
in building quality
• Know where to access information for comparison
for different types of building
• Monitor the trends in investment in lower energy
buildings in order to maintain accuracy of
valuations
• Refer to the professional guidance supplied by RICS

Architects/Designers/Developers:
• Ensure there is clarity about the function,
performance and benefits of low energy systems
and the balancing act provided by interconnecting
elements
• Ensure that both your staff and your client
understand the benefits of whole-life costing
approaches
• Ensure that construction practices deliver the
energy performance certified in the design
• Refer to the professional guidance supplied by RIBA

Property Agents:
• Record energy performance data with the
description of the property and make it available
to prospective tenants
• Ensure that appropriate energy performance
certificates are included with the documentation

Policy makers:
Facilities Managers:
• Prepare to provide information on building energy
performance to client, tenant and surveyor
• Consider optimising energy performance at every
opportunity especially at refurbishments and
changes of lease. This should enhance the

• Ensure that data on energy performance
certificates are collected by an appropriate body
and released to the property industry in order for
this new area to be understood, benchmarked
and managed
• Research tax incentives and business activities
to promote best practice refurbishment

invisiblepropertyinvestment
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Appendix: Classification of stakeholders and their interests

Stakeholders in commercial offices are generally
those who invest in or use the properties or for
whom property is the focus of their business.
They can be broadly divided into seven categories.

Investors
Investors have a financial interest: they invest in
property to earn income and/or capital growth.
Depending on the type of investor the role may
be as simple as to invest money and to receive
the profits (e.g. private investors). Financial sector
companies such as banks and fund managers
generally invest in property as part of a balanced
portfolio, to manage other people’s money for
sound financial returns and to make money
themselves. Individual companies invest in their own
and other property portfolios in order to maximise
the earnings on their capital assets; insurance and
pension companies invest as part of their financial
management for future commitments.

Property developers
Property developers make money from buying land
or property, demolishing and rebuilding it or
refurbishing the property to a standard that will earn
them increased returns on their original investment
plus the amount spent on the upgrade. They may
also carry out the design and building process, and
may continue to own and manage the property
afterwards. Otherwise they employ construction
companies, architects and property management
companies to carry out these functions on their
behalf. Construction companies may take on the
role of property developer by investing in land or
property and usually selling the completed product.
Some may keep a proportion of the properties they
build as their own investment portfolio.
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Property Managers and Agents
Property managers rent, lease and manage the
tenancies of properties, often on behalf of other
organisations. Although most outsiders see property
managers as providing a service to the tenants,
in most cases the aim of property manager is
to maximise rental return for the client.
Property Agents operate to facilitate the market
by advertising or promoting property to let and
facilitating the transaction processes.

Professional Advisers
This term is used here to comprise all others who
specialise in property-related activity and includes
architects, designers, land surveyors, valuation surveyors,
building services engineers, facilities managers and
anyone else whose prime function is to advise, manage
or implement on a project basis. It also includes
professional associations such as the Royal Institute of
Chartered Surveyors (RICS) and the Chartered Institute of
Building Services Engineers (CIBSE). For the purposes of
this paper, we also include product and service providers
including installers, manufacturers, utilities, ICT etc. in this
group. In this project we have identified separate
recommendations for facilities managers, which may
also be of relevance to building services engineers.

Policy makers
This group includes all those involved in policy,
research and legislation relating to property and
environment. The UK government departments
concerned would be ODPM, DEFRA and DTI; local
government are also actors due to their role in
planning permission and in setting and receiving
local business taxes. In effect, non-governmental
organisations that research and/or lobby government
for change (outside the property professionals) are
also included here.

Occupiers
Users or occupiers are anyone that uses an office,
therefore by definition stakeholder groups 1-6 are
also occupiers. We have identified three approaches
to distinguish users; strategic, operational or passive.
Strategic users are the managers of firms that use
offices and require them to perform the function
of providing a place where the firm operates.
Operational users are those employees of the
firms that are required to ensure that the buildings
provide the correct functions to the firm, these are
usually premises managers or, if specialists, may be
environmental or energy managers. Passive users are
for this purpose taken to be anyone who works in
an office; whether the office itself is the focus of their
work is not important. For firms that use offices there
is a further distinction, whether they own the building
(owner-occupiers) or whether they lease it (tenants).
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