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Levering Economics for New Drivers to Energy Reduction & Sustainability

Project Summary
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" fLevering Economics for New
Directions in Energy Reduction and
Sustainabilityd = L ENDERS

" Research Project part-funded by
Innovate UK (UK Government)

' Eight partners led by Nationwide
Building Society and run by BRE

" Project runs to Summer 2017
' Project cost c.£427k in 18 months

" Intended outcome strongly
supported by BECSE BEIS & others

e: Andrew.Sutton@BRE.co.uk m:079 6817 8243
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Project Goal

Energy Efficiency Rating

Not energy efficient - higher running costs

England & Wales

' To improve the accuracy of

predictions used to estimate home
owners fuel/energy costs when
calculating mort g:

" To give this improved method to the

mortgage industry (free of charge),
such that they cat
current method for this one

' To provide sufficiently robust

supporting evidence to the industry
to allow them to be confident in
switching methods

e: Andrew.Sutton@BRE.co.uk m:079 6817 8243
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Existing Mortgage
Affordability Method
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fCurrent Mortgage Affordability Method

(@))

5 .

3 I Mortgages are given based on the

@ ability to repay the loan; checked

k via an naffordabi |

= I Affordability is monthly income

T minus monthly outgoings, with

% £/month many provisions for lifestyle, loans
X as well as fuel costs
No. Months i These costs are generally split into
& essential (i.e. unavoidable) and
Interest non-essential (i.e. avoidable if

necessary to pay the mortgage)

Maximum T Fuel costs are t hi
costs considered in this calculation

Mortgage Payments
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Mortgage
e: Andrew.Sutton@BRE.co.uk m:079 6817 8243
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KCurrent Mortgage Affordability Method

I Fuel costs are generally taken from
Office of National Statistics (ONS)
AFamily Spending

I The ONS fuel costs are modified for
occupancy and overall income, but
the band width is >E25pm variance

Family Spending

A report on the 2007 Expenditure and Food Survey

I Some lenders also ask customers
their energy costs (of course, these
are in their existing property) and
use the higher of the two figures
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fCurrent Mortgage Affordability Method

o i Therefore, fuel costs tend towards
00 £60-70pm with little variation.
80.00
0,00 I Especially f_or lenders using existing
T o customer bills, no-one can be below
7 average
o 50.00 -
5 4000 - i 1 n s hhe cutrent mdrtgage
L g
30.00 affordability process does not
20,00 - directly nor indirectly use energy
1000 cost data as a variable within the
0.00 mortgage calculation processo
Qe}
eé@zc&
\IOS%Q,(’O ,((\((

Income decile

e: Andrew.Sutton@BRE.co.uk m:079 6817 8243
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fCurrent Mortgage Affordability Method

Energy Efficiency Rating

I Current method predicts fuel costs
at around £60-70pm = c.£12pm

I Current method takes no account of
the propertydos en:
rating (required at point of sale)

Not energy efficient - higher running costs

England & Wales

I Improved method could predict fuel
costs below £23 to above £115
(EPC ABOo and AEO 1

il mpacts on Ounavoli
Affordability, changing the amount
which can be repaid and therefore
the Capital Loan amount offered by
£10,000 (or potentially even more)

e: Andrew.Sutton@BRE.co.uk m:079 6817 8243
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New Mortgage
MAffordability Element

e: Andrew.Sutton@BRE.co.uk m:079 6817 8243
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fProposed Mortgage Affordability Element for Energy

[EPC] x [Occupancy] = £ Energy

I The intended LENDERS method
will use information from the EPC
data and home occupancy to
predict fuel costs for that property

I Effectively, we creating a new
element of the Affordability
calculation something like this;

e: Andrew.Sutton@BRE.co.uk m:079 6817 8243
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fProposed Mortgage Affordability Element for Energy

[EPC] x [Occupancy] = £ Energy

I Mortgage lenders already ask
AnOccupancyo quest
customers as part of the process

i nNEPCoO data is | eg
available at point of sale, and can
be automatically collected from the
holding companies (i.e. Landmark)

I Fuel costs are the output of the
equation; the result, rather than a
data input requirement

e: Andrew.Sutton@BRE.co.uk m:079 6817 8243
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LENDERS

[EPC] x [Occupancy] = £ Energy

I Therefore we know
IS available for this equation to work

I And we know from the earlier proof
of concept it should generate
economically meaningful values

e: Andrew.Sutton@BRE.co.uk m:079 6817 8243
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fProposed Mortgage Affordability Element Challenge

Input

[EPC] x [Occupancy] = £ Energy

However é

I To generate the equation in the first
Instance, we need all three types of
data to establish the relationship
between them

i And we need large enough data
sets to demonstrate that the
equation works robustly

e: Andrew.Sutton@BRE.co.uk m:079 6817 8243
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A word (or two) on
Data Protection

e: Andrew.Sutton@BRE.co.uk m:079 6817 8243
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Organisation Boundary

A
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Organisation Boundary

Data Protection T Acquisition from Provider A

Public
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Prior Research ( or fnwhy weore sure |

I Replacement of fuel estimation in
mortgage affordability calculation
conceived by BRE in 2010

Demonstrating the link between fuel - I S m a I | ( 1 2 5 p I‘ O p e I‘ 1
ordability and mortgage lending e S . .
ﬂ- concepto commi Ssi

Constructing Excellence

I First report published early 2015:

http://www.cewales.orqg.uk/zero-low-carbon-hub/

I Demonstrates principle of link
between data available from EPC
certificates & property types and
actual fuel bills of real homes

Cmm:mw- T L
e: Andrew.Sutton@BRE.co.uk m:079 6817 8243
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AUGUST 2015

Richard Griffiths, UK-GBC and lan Hamilton & Gesche Huebner, UCL Energy Institute

The role of energy bill
modelling in mortgage
affordability calculations

Fuel bills can vary by £50/month or
significantly more between high and
low energy homes

Estimates this monthly amount
could repay a capital loan of
c.£10,000 over 25 years at 5%

' Observes this level of lending would

cover notable energy enhancement
works that could generate the initial
saving

" Aligns with later findings of the

UKGBC & UCL larger similar study
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Potential Impacts

Clever Money PLC
Your high street

UK I If adopted, mortgage companies

start using information taken from
EPCs when considering customers
apply for mortgages or re-
mortgages

Mr Jones,

Your Mortgage Offer

We are pleased to offer you a mortgage based on
what you can afford to repay each month. Our offer is

dependant on the EPC rating of the property you
wish to buy or re-mortgage, and is as follows:

i Customer sdé mortgac
vary based on this information, with
higher mortgage offers for homes
that have lower energy bills

EPC fiwedvil lend you £200,000
EPC fiveil lend you £195,000
EPC fAwe il lend you £190,000

EPC nfve wil lend you £180,000

EPC fwe will lend you £175,000
EPC nAvedvil lend you £170,000

i The theoretical n ¢
mortgageo amount 1
same, the balance is just shifted
between the two factors

Should you wish to buy a lower EPC rated property
and wish to undertake energy efficiency improvement
works, we will normally lend you the difference
between the above amounts as additional borrowing
in accordance with the EPC improvement achieved.

Yours sincerely,
Clevédone3LC

narew.Sutton@BRE.co.uk m:079 6817 8243
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Potential Impacts

Major works to home typically
around point of sale

Home buyers driven to consider
energy perfor manc
termo planning whe

Lenders more likely to support as
they have mechani:

House builders have an incentive to
lower energy as house values are
modestly skewed to reflect energy

EPC data in mortgage lending may
push qgtuhaeloift yEOP C 0O s

e: Andrew.Sutton@BRE.co.uk m:079 6817 8243
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Overview

I Innovate UK Funded
I November 201571 April 2017
I 9 partners

Mid-Project

Project Start:- Update

November

Event:-
2015 October 2016

Key elements

Theoretical Research

EPC and fuel cost data collection and collation
Implementation Research

Market Testing

Calculation Research

Practical Implementation

Events & Circulation

Project Management

Industry '
ndl : Project
85|ef|ng 2:- finish:- Q2/Q3
anuary 2017
2017






