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Levering Economics for New Drivers to Energy Reduction & Sustainability
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Need for action - Climate Change
Paris Agreement
€ hold the 1 ncr e

average temperature to well
below 2° C above pre-
iIndustrial levels and pursue
efforts to limit the temperature
Increase to 1.5° C

et o undertake r ¢
In accordance with best
science

é on bdsie of equity, and
efforts to eradicate poverty
Innovate UK
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LENDERS

To achieve 20C wealthy nations (inc. Wales) require:

At least 10% reduction in
emissions year on year

fromnowé equi val ent
50% reduction by ~2020 (c.f.1990)
75% ~2025

90% ~2030

Fully decarbonise ALL energy by 2035

c. f . EUOS submission to Pa
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fThe

opportunityé.

I Could a new approach to lending
help drive the retrofit market?

I +/- £1million homes change hands
every year 1 big driver for retrofit

I Home owners more likely to
undertake improvement works in
the first year following sale

I Capturing 10% not unrealistic target

Part funded by Innovate UK
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The | ogic &

I Tendency to under value energy
efficiency

I Leads to low demand

inGreen mortgageso
that

I Recognition that lower bills impact
affordability - utilities second largest
expense

I Possible impact on house prices

SUCCESS!!!
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KEPC & Mortgages Report e

A\ UK GREEN
{)BUILDING
{7/ COUNCIL

NS

I As part of WLZCH, CEW funded
Aproof of concept (

AUGUST 2015
Richard Grif

ictard Griffiths, UK-GBC and dan Hamiltan k& Gesche Huebner, UCL Energy Institute

The role of energy bill
modelling in mortgage . .
affordability calculations i Demonstrates link between energy
efficiency (using data from EPC)
and property types and actual fuel

bill data

I Report highlights variance between
fuel bills >£90/month between high
and low energy homes

i Aligns with findings of UKGBC and
UCL larger scale study

I Collaboration to form LENDERS

EPCs & Mortgages

Demonstrating the link between fuel
Laffordability and mortgage lending

Innovate UK
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Thank you

WWW.epcmortgage.orq.uk
research@epcmortgage.org.uk
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Project Summary

Levering Economics for New Drivers to Energy Reduction & Sustainability

Andy Sutton, BRE
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I Wh o dnsolved

I Whatweore trying to
I Whatwe 6re Dbuil ding
I Howwe 0r e trying to

I Whenwe b6re trying t ¢

The subsequent speakers will cover
what we hope will happen as a result
of ourWhyavrelor e t r y i

87108 73| -
N'!.’u-w “ e} i £ v | 2.4 G
S ) ™
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Collaborative research project
involving Nationwide, Principality,
BRE, Constructing Excellence Wales,
UKGBC, EST, UCL, Arup & ZCH

Part-Funded by Innovate UK

Support for concept from Welsh
Government, DECC and more

Part funded by Innovate UK



b Nationwide b[" - ° ngﬁﬂg"

trust

PRINCIPALITY ..A.\.. BLJI(I:EEE ADE]LADU CONSTRUCTING
(5 ARBENIGRWYDD EXCELLENCE
CDUN(_H vvvvvvvvvv

LENDERS

What wedredoeyi Pgotect Goal

|l N essence, weor e
iInto mortgages.

Part funded by Innovate UK
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Project Goal (more precisely)

I To demonstrate a reliable link
between energy information
available on domestic properties at
the point at which a mortgage would
be offered, and those properties
typical actual fuel costs.

andé

Innovate UK
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Project Goal (more precisely)

I To provide robust evidence of this
link free to the financial industry,
probably through an
equation/mechanism that can be
used to replace the current fuel
estimations in mortgage affordability
calculations.

Innovate UK
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- Idea first mooted in 2011 by BRE as
part of CEWOG6s WL/ .
The role of energy bill
it e - CEW commissioned BRE to report
on NEPCs & Mort gacq
- UKGBC & UCL collaborated
i ndependently frorl
sl | Role of Energy Bill Modelling in
g —— W Mortgage Affordabi

- LENDERS project formed by BRE
as a collaboration of all parties, and
won part-funding from Innovate UK

AUGUST 2015
ichard Grifitts, UK-

Richord Griffiths, UK-GBC and fan Hamiltan & Gesche Huebrer, UCL Energy institute
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What Wedre Trying to Doeée Cur

é I Mortgages are given based on the
@ ability to repay the loan; checked via
x an NAffordability
(&
- I The Affordability Calculation varies
T slightly, but is basically monthly
= £/month income minus outgoings & some
X general spending
No. Months i This determines how much you can
& afford to repay each month on your
Interest mortgage

= I The amount you can repay each
Maximum month can then be capitalised to a

total amount you could borrow
Mortgage y

Mortgage Payments
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rCurrent Mortgage Method

- These Affordability Calculation
costs are generally split into
essential (i.e. unavoidable) and
non-essential (i.e. avoidable if you
have to pay the mortgage)

Spending

Tax

Fuel

I Fuel costs are one of the largest
Oessential 6 cost s

Bill 5

T Thi' s 1 s the one we
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Mortgage Payments

Part funded by Innovate UK



trust
A GREEN

45 BUILDING ADEILADY H CONSTRUCTING RUP
BCOUNCI  AREEN G Wi ENCE A

—

t(j‘y Nation_wide__ b[" e ° gg\ﬁ%\! m

o i The current approach typically
000 takes fuel costs from the Office of
5000 National Statisti
A Reporto
< 60.00 -
*§ . I Some lenders then vary this by
5 number of occupants and/or region
" a0 I Fuel costs are predicted by your
2000 household income and, excluding
1000 | extremes, are c.£50-£75/month
000" PP I This means typically a variance of
QQQ,«‘é’;@‘;0q‘;&‘;@@;e@;e@;@s;ei@f; < + £12.50 on the Affordability Calc.
VP < g € &

Income decile

Part funded by Innovate UK
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I Over 25 years at 5%, that means
the impact of your fuel costs might
be worth about + £2,150 on what
you might be able to borrow

i Whil st not Afixed:
estimate based on your household
l ncome doesnoOt vat

T And none of this makes ANY
consideration whatsoever of the
actual ©propertyos

> R R N > P I ®
\000 5 RO @"“Q @"Q & Ko\’Q Q\o‘\"Q & & | T OS b as e d on y Oul
@

Energy costs (£)

Income decile

Part funded by Innovate UK
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T i LENDERS MastgaDeMethod

I LENDERS project seeks to change
the current calculation for fuel costs
by considering the actual property

Part funded by Innovate UK
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'LENDERS Mortgage Method

i Energy Performance Certificates

Current [Potential (EPCs) are legally required on all
properties at point of sale

Very enengy MErenr - Maer g Costs

I Fuel costs are known to vary
approximately along EPC scores

i EPC AAO0O & ABO rat «
average fuel cost is c.£56/month
(ANAO al one i s evel

I EPC nFO rated pr o}
fuel cost is £105/month

I This alone gives a range x2 greater
than the current method

Nof energy effickent - higher running costs

Innovate UK
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Energy Efficiency Rating
¢ ENErgy SNt - IWer funing costs

'LENDERS Mortgage Method

I LENDERS will also look at other

factors that can be ascertained at
the point of a mortgage

I This potentially includes occupancy,
age of house, type of house, size of
housee

éand yes, weoll
household income is a factor too!

Innovate UK
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'LENDERS Mortgage Method

I Some evidence suggests that
monthly costs for different homes
with different occupancies can vary
by £90/month or more

I Over 25 years at 5%, that means
the impact of those fuel costs might
be worth about £15,000 on what
you might be able to borrow

Innovate UK
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'LENDERS Mortgage Method

LENDERS therefore seeks to make
the Fuel Cost estimate actually
relate to the energy performance of
the house being mortgaged

Spending

I LENDERS also seeks to increase
the range of the Fuel Cost estimate,
In order to greater impact on the
maximum mortgage lending amount

Fuel Bills® Tax

(0]
€
(@)
(&)
=
=
(@)
<
(D)
n
>
(@)
I
o
=
+—
c
@)
p=

Mortgage Payments

Part funded by Innovate UK



trust

= - . ener
(b Nationwide b = ° sawngv
PRINCIPALI /'\ BLJI(I:E%E AAAAAAA I:O S UC NG A P

SOCIETY Y ) COUNCI ’“BE”'W'EWYEE RU

Project Programme

I LENDERS is looking to complete in
Spring 2017

I To proof the concept, LENDERS
needs a large dataset of information
on houses, energy costs and EPCs

I Webre running a s
this; please help us out by filling it
in.
The survey can be found at:
http://tinyurl.com/jc7wjga

Part funded by Innovate UK
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