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          Upgrading
              our
        existing
                stock

One of the reasons for the considerable challenges posed by the retrofit 
requirements to increase the sustainability of the UK industrial market is 
the age of the stock. Only 20% of industrial stock has been built between 
2000 and 2019, while 43% was built in the 1980s and 1990s. 38% is more 
than 40 years old.

Historically, industrial and distribution 
warehouses have suffered less from 
obsolescence than offices and have also 
benefitted from relative ease of new build 
development. As a result, much of this 
stock remains largely fit for purpose. This is 
particularly the case given current high levels 
of demand for all sizes of units in the industrial 
sector. In many instances, this excess demand 
has reversed locational obsolescence as disused 
1970s edge-of-town industrial units are now 
perfect for last-mile logistics.

However, older stock built before current 
standards tends to underperform in 
sustainability measures. These ageing assets 
are encountering environmental obsolescence 
as climate policies and energy efficiency 
requirements become more stringent.

INDUSTRIAL EPC LODGEMENTS BELOW GRADE E (%)

8%

0%

5%

10%

15%

25%

18%

13%

6%

AGE OF INDUSTRIAL STOCK

So
ur

ce
: C

os
ta

r, 
Av

is
on

 Y
ou

ng

So
ur

ce
: A

vi
so

n 
Yo

un
g,

 D
LU

H
C

>360 to 3 3 to 6 6 to 9 9 to 12 12 to 15 15 to 18 18 to 21 21 to 24 27 to 30 30 to 33 33 to 36

2010 – 2016 2016 – 2021



16 | Building Zero – The road to zero carbon logistics Building Zero – The road to zero carbon logistics | 17

INDUSTRIAL EPC LODGEMENTS 

PROPERTY TYPE EMISSIONS
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The introduction of MEES has already had a positive 
impact on the measured energy performance of the 
built stock. The average rating of EPCs achieved by 
industrial properties has increased by 3% per annum 
since 2016 – coinciding with the introduction of the 
2018 grade E requirement – to now average a grade 
D. The longer-term requirement of grade B by 2030 
will have a similar impact, continuing the momentum 
of energy efficiency upgrades in industrial stock.
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RENTAL VALUE AND EPC GRADE CORRELATIONS FOR INDUSTRIAL ASSETS

CAPITAL VALUE AND EPC GRADE CORRELATIONS FOR INDUSTRIAL ASSETSGreen Premium/Brown Discount
As a result of the environmental obsolescence 
risk posed by the impending MEES and the costs 
of reaching the minimum rating, combined with 
growing sustainability demand more generally, 
we are already able to see a relationship 
between EPC performance and values.

Higher EPC grades are correlated with higher 
rental values in industrial properties. This is 
likely to also be impacted by a building’s age, 
location and quality, with better EPC grades 
more likely to be held by newer, prime, high-
quality stock, thus attracting higher rents. 
However, the relationship strengthened 
between 2016 and 2021 following the 
announcement and introduction of MEES 
requirements, compared with the pre-MEES 
2010 to 2015 period – with the caveat that this 
coincided with the increase in occupational 
demand across the sector. The increase from 
grade G to grade A rents rose by 2 percentage 
points between the periods, while the increase 

from F to E (the compliance boundary for 
the 2018 and latterly 2023 MEES) rose by 11 
percentage points. This suggests that there is 
a positive correlation between EPC grades and 
rental values, driven by MEES. 

A similar relationship is visible with industrial 
capital values. The gap between the grade 
G and grade A average capital values per sq 
ft increased by 16% from the 2010 to 2015 
and 2015 to 2021 periods. Additionally, the 
difference between the grade G and grade E 
rose by 2% in the timeframe.

Taking these two value relationships together 
suggests that making improvements to a 
building’s EPC rating could provide greater 
security in investments and income by 
increasing the property’s appeal to buyers and 
tenants. Further, we expect these correlations 
to strengthen as additional MEES requirements 
come into effect.

A ‘green premium’ on the top performing 
assets is currently visible – and increasing in 
rental values, with the differential between 
grade B and grade A average rents increasing 
by 2 percentage points between the pre- 
and post- MEES period. The growth of the 
difference over the grade F and grade E 
compliance boundary of 11 percentage points 
also evidences a ‘brown discount’. Further, 
this discount is expected to grow as MEES 
deadlines draw nearer, bringing a greater 
risk of environmental obsolescence for sub-
standard buildings which could result in them 
becoming stranded assets.

Overshooting the minimum
The uplift in Part L regulations will come into 
force mid-2022, and will likely continue to 
tighten in order to meet the government’s 
carbon reduction plan further. With 
EPC banding derived from the building 
regulations, landlords should be prepared for 
a higher standard of grade B by 2030.

Landlords are encouraged to set their targets 
higher than the minimum standards as 
regulations and levies are expected to become 
increasingly targeted to reducing carbon, 
such as the climate change levy and carbon 
taxes. These are currently set very low, to the 
extent that some developers will just pay the 
tax, but this will change and there is increased 
evidence of shadow carbon pricing in order to 
foreshadow absorption of taxes, spreading the 
cost and action as a form of risk management.
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DNO Distribution network operator – regional electricity companies who act as intermediaries between the National Grid and consumers to provide electricity.

Energy 
performance gap

Discrepancy between the designed energy efficiency of a building and the operational reality, with buildings typically underperforming relative to their 
design estimates. Operational energy models can be used to identify and address this gap.

Energy saving 
doors Insulated doors with an airtight seal when closed which can help to deliver an energy-efficient space.

EPC Energy performance certificate – a standardised measure of energy efficiency for UK properties which provide a rating and a grade from A to G, with A being 
the most efficient.

EVs Electric vehicles – these are cars, buses and other mechanised transport methods which are powered solely through electricity via a rechargeable battery.

External insulation An airtight and waterproof layer fixed to the outside of the building, usually a wall, to improve thermal performance.

Green roofs A specifically designed roof which has a thin layer of soil with vegetation planted into it, typically moss or small plants. Green roofs can provide greater 
insulation, rainwater storage and well-being benefits.

Green walls A living vertical garden installed internally or externally, which uses plants and greenery to provide insulation, air quality improvements and well-being 
benefits. 

Ground source 
heat pumps 

An exchange system which utilises the heat naturally stored a few metres below the Earth’s surface to heat the building and produce hot water with a high 
level of energy-efficiency.

HVAC system Heating, ventilation and air conditioning systems – crucial components of large modern buildings which regulate the internal atmosphere and often a major 
consumer of operational energy.

Internal insulation Installing padding or filling within the building to prevent heat loss from drafts or thermal gradients. Examples include cavity wall insulation, underfloor 
insulation and loft insulation.

LED lighting Low-energy alternatives to traditional fluorescent and incandescent light bulbs, operating at up to 90% greater efficiency.

LEED Green building accreditation framework that rates buildings based on their sustainability, energy efficiency and well-being credentials.

Locally sourced 
materials 

Components and supplies which have been produced and acquired in the nearby area, reducing the embodied carbon footprint of the material by 
minimising transportation.

Low-emitting paint Paints and materials which release a low amount of indoor air contaminants, reducing occupants’ exposure to odours, irritants and other hazards to health 
and well-being.

MEES Minimum energy efficiency standard – required levels of energy performance, introduced in the UK in 2016 and currently based on EPC grades.

On-site energy 
generation

Consumers producing their own power locally. This can be ‘behind the meter’, meaning that the consumer uses their own supply entirely, or excess power 
may be sold back to their DNO through a PPA.

Operational 
energy modelling

Detailed surveys measuring the actual energy consumption within the building in day-to-day operation. These studies provide information on where and 
how energy is used, providing insight on how to reduce this.

PPA Purchase power agreement – a contract between a DNO and a smaller-scale energy producer, such as a consumer producing onsite power, where the DNO 
agrees to buy electricity from the producer.

Retrofitting Improving the environmental credentials of the existing built environment, typically through upgrading the insulations, lighting and HVAC systems to 
increase energy efficiency.

SECR Streamlined Energy and Carbon Reporting – large UK companies using over 40,000kWh of electricity annually must present their energy consumption and 
carbon emissions, as well as their actions taken to improve energy efficiency.

Skylights Creating means for extra light and heating reduces the need for electricity at certain times of the day.

Solar PV 
(photovoltaics) Energy produced from sunlight, typically through solar panels.

TCFD Climate-related Financial Disclosure – a framework requiring firms to disclose their contributions and exposure to climate-related risks including in 
investments, mandatory in the UK from April 2022 for large businesses.

Waste-to-energy 
plant A facility which generates energy through incinerating excess refuse and waste.

Wind turbines Windmills capable of producing electricity through the kinetic energy of the wind. These are often small-scale for onsite generation. *Credit to Arbnco for work done on EPC modelling of buildings


