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SPEND TO MAKE
FINANCING COMMERCIAL RETROFITS

RICHARD FRANCIS

INTRODUCTION

Both the how and the why of financing energy retrofits are under review. Traditional 

barriers to inaction, mainly financial and attitudinal, are eroding as the value (not cost) 

of making properties energy efficient becomes paramount. There will be continuing 

resistance to financing retrofits until it is clearly demonstrated that they not only reduce 

energy but, in doing so, increase asset worth. But the new threat of obsolescence 

caused by poor energy performance is already allaying long-held suspicions and 

loosening purse-strings.
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INTRODUCTION

It is widely accepted that lack of available finance is a greater barrier to large-

scale retrofit programmes than the availability of technology. This belief, while 

broadly true, needs to be refined. There is money available for energy retrofits 

(and it is increasing all the time), but there remains a reluctance to act. Money 

has been the primary barrier, not so much because there was too little to spend 

but because there was too little to earn. 

Despite this commercial reluctance, it is clear that something must be done 

about the existing stock of poorly performing buildings. Whatever may be said 

about strict carbon regulation for new buildings, one thing is certain – it is not 

going to solve the carbon problem. With replacement rates at 1–1.5% per year, 

about 70% of existing buildings will still be in use in 2050. About 40% of these 

buildings will have been built prior to 1985 and the introduction of energy stand-

ards in Building Regulations.1

This means that there are enormous challenges and opportunities in the UK 

market. In many respects, the future of UK commercial property is primarily 

determined by the past, and what can be done to change sub-par energy 

performance into future viability and adequate long-term performance. With an 

older building stock, the UK feels the carbon challenge more acutely than other 

countries, but it also means that large-scale retrofitting is inevitable. 

Significant change is under way that is altering the business equation for 

retrofits. Regulation is forcing transparency and poorly performing buildings are 

at risk of losing value. At the top end of the market, occupiers have begun to 

seek out and reward properties that are energy efficient, making owners more 

likely to consider taking action. In the end, it will not be potential energy savings 

but the threat of lost revenue that drives retrofits forward. The costs of inaction 

are slowly beginning to outweigh the costs of action and the business case for 

retrofits is steadily unfurling.

BACKGROUND

Gaining support for energy-efficient retrofits has been a difficult task. Even 

when both money and proven technology are available, and future savings are 

all but assured, organisations still tend to balk. Their reasons are predictable 

and practical: retrofitting is disruptive to business, often someone else (the 

tenant) benefits from the investment, predicted energy savings rarely materialise, 

the asset may be sold before costs are recouped and capital and operating 

expenses are handled separately within organisations, to name just a few. 

In an industry not known for systematic evaluation, there is very little evidence 

of what actually works. While the industry has invested significant time and 

resources designing new low carbon properties, it has largely ignored the 

existing building stock. Professionals still talk in unconvincing terms of ‘projected 

paybacks’ largely because they do not have the data to speak with certainty. 

Owners or investors seeking examples of successful projects to provide a 

template for a successful energy-efficient retrofit are likely to be disappointed. 

The evidence that expensive technologies will actually deliver results is, in many 

cases, simply not there.

When focusing purely on costs and paybacks (rather than added value) 

proponents of retrofits are playing a losing game. The economics for action 

often do not add up when based on energy savings alone. It is only recently 

that energy efficiency has been connected with values beyond lower operational 

costs. There are many reasons for this shift, including regulation and the 

transparency that it is encouraging, but the fundamental fact is that energy 

efficiency is now less about saving the planet (or operational costs) and more 

about saving assets from depreciation. Within this scenario, actors who were 

previously reluctant to find money suddenly start to look a little harder. This is 

precisely the situation we find ourselves in today. 

Much has been written about how energy efficiency competes with other 

objectives for an ever more limited amount of capital. Likewise, observers 

conclude that retrofits (or any improvements for that matter) are unlikely to 
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be undertaken in the short term as organisations cling to money due to the 

recent, and ongoing, economic woes. While this is no doubt true for many 

organisations, it obscures the fact that the energy efficiency issue was on the 

back burner during the economic good times and that it has never been a 

priority, even when money was available. What is also noteworthy is that interest 

and action in retrofits is greater now than it was a decade ago, even though 

most organisations have less money to spend overall. Something other than 

money, or the lack of it, is clearly at work.

In an influential industry study, the Better Buildings Partnership (BBP) concluded 

that it is not a lack of funding that stymies retrofit efforts.2 Instead, it is the lack of 

a convincing business case that prevents action. Organisations can make capital 

available provided there is a compelling reason – but real, convincing economic 

arguments for retrofits have remained an industry weak spot. What is needed 

is an approach that is standardised, recognised and predictable so that owners 

and funders can base financial decisions on strategies that have been shown 

empirically to be profitable. This strategy requires a combination of finding both 

technologies that work and financial arrangements that reduce risks and reward 

the investor.

Funding low-cost improvements with low risk and relatively short payback 

periods of 3–5 years is not the real challenge. Such measures already satisfy 

the business case and, therefore, many organisations have already undertaken 

these improvements. The real challenge for the industry is how to create mecha-

nisms for capital-intensive energy efficiency retrofit improvements. 

CONCLUSION

The building industry is becoming infinitely more complex, from the multi-

disciplinary approach to building to the multifaceted expectations of occupiers. 

Of the three barriers to energy retrofits, the most significant one – attitudinal – is 

also the one undergoing the most dramatic change. The reluctance to undertake 

energy retrofits has never been primarily about costs and savings or even the 

technologies themselves. Instead, it has been about the perception of the role 

that sustainability plays in property decisions. 

That role is changing significantly, and faster than we imagined possible. 

Energy efficiency is about sustainability, but it is also about something far more 

important – image, brand, value and quality. These issues matter to occupiers 

and landlords are beginning to improve energy efficiency in order to boost 

their overall financial performance and viability. Expectations and attitudes 

about energy efficiency have, in a few short years, changed from indifference 

to indispensable. It is not about cost but about value, and environmental and 

financial performance are becoming indistinguishable.

How far energy efficiency will (and can) be taken for the poorest of existing 

stock remains unclear but, for many properties, the ability to remain as viable 

assets will be synonymous with the ability to achieve acceptable levels of energy 

performance. New investment vehicles are emerging to reduce the financial and 

technical risk and these will undoubtedly make investment risks less daunting 

to take. However clever and innovative the investment vehicle may be, it is 

important to remember that what propels these vehicles is a fundamental shift in 

the perception of energy use and what it means. From the owner to the occupier 

to the energy provider, there are clear profits to be made from using less energy. 

The traditional split incentives and competing interests are diminishing and in 

their place is an emerging consensus about building performance and its place 

in overall business success.
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