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Basic Instructions

Looking back through our 2012 real estate predictions, the year turned out much as expected: upside for some but 
also with plenty of hurdles and pitfalls.

Values did fall; the retail sector did suffer; lenders withdrew and others got tough; fund raising was limited; the 
profile of the REIT model, the Private Rented Sector and the Energy Act increased although the first two at not quite 
the velocity we expected; and the London office market surprised many with some significant leasing activity.

So what topics do we believe will define the UK real estate sector in 2013? We start with what some might say is 
a heroic prediction given the uncertainty around the economy, that the year ahead will see the bottom of the UK 
commercial property market. We believe that there are compelling reasons why this will be the case and expect 
that investors will start to look for opportunities outside the narrow focus on prime property that we have seen 
over the last few years.

We also believe that borrowers will find new sources of debt as the traditional lenders continue to deleverage. 
Demand from overseas investors shows no signs of abating. New technology will continue to impact our industry 
including harnessing ‘Big Data’ in a strategic way and the effect of new trends such as m-commerce on how we 
use (or don’t use!) real estate. We also see market conditions driving changes to new office specification as a 
response to reduced capital values in many locations outside of major office centres.

It is certainly not going to be plain sailing. 2013 is likely to see further change in the advisory, contractor and fund 
management sectors with additional job losses and more consolidation and restructuring inevitable. These sectors 
are changing at pace with lower levels of transactions, reduced construction activity, increasingly complex trades, 
the globalisation of investment strategies and further disintermediation driving fundamental changes to business 
models.

It is in response to these structural changes, and in particular a belief that our clients will need detailed, 
knowledge-based, strategic advice to navigate the market, that we are launching Deloitte Real Estate; a model 
that combines core property advisory skills with deep cross-industry insight, strategic consulting skills and a global 
reach.

We welcome any comments on our views and any predictions of your own. Please contact us directly or 
alternatively post to our Twitter feed (@deloitteuk) using the hashtag #REpredictions. Indeed, we will  
be reviewing and updating our thoughts throughout the year via our Twitter feed using #REpredictions. Please do 
get involved.

We hope you find this publication informative and useful and look forward to helping you navigate successfully 
through 2013.

Introduction

Andy Rothery
Head of Deloitte Real Estate
+44 (0)20 7007 1847
arothery@deloitte.co.uk 

Anthony Duggan
Head of Real Estate Research 
+44 (0)20 7303 3134 
aduggan@deloitte.co.uk
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Views on the economy always tend to be mixed, but today there is 
a strong and bearish consensus about prospects for 2013. It foresees 
a weak and fragile recovery in the UK in an economy which is still 
3.0% smaller today than in 2008. Ask any economist and they are 
likely to say that the risks are that things will turn out weaker than 
the current, 1.1% consensus forecast for UK GDP growth this year.  

Economics, the year ahead

But an alternative, “glass half full” narrative, might 
focus on the likely direction of UK growth in 2013 
– which is up after last year’s double dip recession. 
Despite the uncertainties, an optimist might point out 
that the worst fears of a year ago, about a breakup 
of the euro area, have not been realised. Financial 
stress has eased in the last six months and equities 
have rallied strongly – a good harbinger for economic 
activity. Every single one of the 25 economists surveyed 
by Consensus Economics in December expects the 
UK to post better growth in 2013 than in 2012. The 
IMF expects global growth to accelerate to 3.6% 
this year, with activity in the industrialised world and 
emerging economies picking up. An optimist might 
observe that while the UK took a hammering last year 
it has continued to create far more jobs in the private 
sector than are being lost in the public. Meanwhile, 
in an encouraging sign for long term growth, the 
UK has moved up the World Economic Forum’s 
competitiveness league table, to eighth position. 

Both camps are, of course, right. Everyone expects 
growth to pick up this year – but from depressed levels, 
at a slow rate and with numerous attendant risks.

Our latest survey of UK Chief Financial Officers (CFOs) 
shows how the largest corporates are planning to 
cope with this environment. The good news is that 
CFOs enter 2013 in a far more positive mood than they 
entered 2012. Fears of recession and, in particular, of 
a euro breakup, have receded. That said the dominant 
concern for 2013 is the economy, just as it was at 
the start of each of the last four years. Perceptions of 
economic and financial uncertainty remain high and the 
greatest worries for CFOs as they peer into 2013 are the 
weakness of the euro area and UK economies.

There is a striking difference between how CFOs feel 
about the external economic and financial environment 
and how they feel about the state of their own 
businesses. CFO are less worried about company-
specific issues such as margins, cash flow and credit 
availability than they are about the economic outlook. 
At least for the large companies in our survey credit is 
seen as being plentiful and cheaper than at any time in 
the last five years.

Large companies seem to be constrained by low 
growth and uncertainty rather than weakness in 
business models or capital availability. As we argued in 
this article a year ago, much of the UK private sector is 
stuck in defensive mode. Indeed, despite an apparently 
improving macro outlook, CFOs enter 2013 with a 
greater focus on cost control and cash flow than at any 
time in the last two years. 

Large corporates have certainly not closed the door 
to growth and many have the firepower to pursue it 
– but they know they cannot rely on a positive macro 
environment to deliver it for them. They have to work 
harder for, and carefully judge the risks of, expansion.  
Perhaps the biggest strategic decision corporates face 
in 2013 is striking the right balance between protecting 
against macroeconomic risk and exploiting growth 
opportunities. This is an environment where high 
quality assets are likely to remain in demand – and 
where there will be a premium on long term thinking, 
astute risk management and the ability to find and 
exploit growth opportunities. 

Ian Stewart
Deloitte Chief Economist
+44 (0)20 7007 9386 
istewart@deloitte.co.uk
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It is likely that 2013 will be the year that the downward trend  
in commercial capital values is halted and we see a return to rising 
prices. 

2013 will mark the bottom of 
the UK market

Last year we predicted falling prices driven by a 
moribund secondary market. This year we expect 
that prices will start to rise again in the second half of 
the year. Our latest forecast model still shows values 
lower over the calendar year as a whole as the initial 
price rises are unlikely to have sufficient velocity to 
immediately reverse these falls. However, this return to 
rising values will mark the bottom of the current cycle 
and the end of the widespread falls we have seen over 
the last few years.

We are fully aware that this is a somewhat heroic 
prediction given the huge uncertainties present in 
the global, European and UK economies and financial 
markets, but we believe that there are enough 
compelling reasons to commit this forecast to paper.

Firstly, we saw large downwards shifts in pricing during 
2012 particularly for secondary stock. It appears these 
values are now getting close to a level where investors 
are willing to transact.

Secondly, we are beginning to see real shortages of 
new/Grade A quality stock in many locations as the 
low (non-existent in many cases) levels of development 
activity feed through into falling availability levels.  
While we do not expect to see widespread rental 
growth for some time yet, the potential for increases 
in some locations has certainly improved in recent 
quarters. This should underpin yield levels where 
applicable.

Thirdly, the pricing of ‘prime’ stock is becoming a 
barrier to entry for an increasing number of investors  
as returns fall below their required hurdle rates.  
This, in conjunction with increasing confidence in the 
occupier markets from a slowly improving economic 
backdrop will convince investors to widen their scope  
of acquisitions.

However, there are also a number of factors that could 
easily derail this recovery. The uncertainty over the speed 
and strength of the economic recovery has reduced 
the appetite for significant expansion amongst many of 
the UK’s businesses, with direct implications for tenant 
demand and rental growth prospects. Meanwhile, debt 
availability remains polarised between those who can 
raise finance at relatively attractive rates, and others 
who cannot access the market at all. The true depth 
of demand for non-prime property remains uncertain, 
but what is clear is that even with a recovery in interest 
for such stock, demand will be heavily outweighed by 
supply, limiting a strong recovery in values for now.

In short, we believe there will be value to be found 
outside the relatively narrow focus that we have seen 
most investors concentrate on over the last few years. 
This should drive a widening of the UK market and so 
stabilisation in pricing. However, this will not be at the 
expense of prime property which will undoubtedly 
continue to perform well as it maintains its attraction 
to a deep and diverse range of investors looking for 
stable, secure, long-income stream returns.
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The market will continue to innovate in the face of a significant 
funding gap with new entrants and products providing real estate 
debt.

The UK debt market will attract 
new ‘non‑traditional’ lenders

In last year’s report we predicted that insurance 
companies would help fill some of the funding 
gap during 2012 and indeed this proved to be the 
case. Lending to the commercial property market 
by insurance companies in 2012 totalled c.£4.1bn, 
representing c.15% of all commercial real estate loans 
(source: DLA Piper): an important contributor in a 
tight market. This is by no means a one-year trend and 
lending by insurance companies is now widely expected 
to double to c.30% of all loans within five years. 
We see this being driven not only by UK domiciled 
companies as we note strong interest from overseas 
including US, German, Canadian and French institutions 
to name a few.

However, this was not the only type of ‘non-traditional’ 
debt accessed last year: UK property companies looked 
to the US private placement market during 2012. This 
was not just restricted to the largest companies and 
2012 saw successful issuances by a regional student 
housing company, a self-storage company and a 
private equity property investor, indicating an appetite 
by investors to broaden horizons. We expect further 
lending of this kind in 2013. 

Also important and growing is the re-emergence of 
the real estate sector in the retail bond market with 
issuances by property companies in the commercial, 
healthcare, private schools and student accommodation 
sectors. We predict this will continue into 2013 boosted 
by the recent arrival of the London Stock Exchange’s 
Order Book for Retail Bonds (ORB) market.

2013 will also see the expansion of debt funds. INREV 
now estimate almost €10bn has been raised over the 
last three years for European focused debt strategies 
right across the lending spectrum (junior, mezzanine, 
senior and stretched senior). As these capital raisings 
draw to a close, the market waits to see how the funds 
will be deployed and which sectors/borrowers will 
stand to benefit the most. 

All the above are positive responses to tackle the net 
debt funding gap. The UK market deserves credit for 
how it adapting to market conditions with revised/
refreshed structures that will attract a range of new 
non-traditional players to the real estate debt markets. 
In addition, outside the purer forms of debt we expect 
further innovative income type products to be created 
from underlying real estate which offer an alternative 
form of funding. For example a hotel chain recently 
created and sold a commercial ground rent to help 
fund the buy-back of six hotels. With an insatiable 
demand for long term annuity style income products in 
the market, 2013 is likely to be the year where more of 
these types of deals are seen in the market.
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At least one more of the ‘top 10’ surveying practices will not exist by 
the end of 2013. Indeed, further consolidation is expected across the 
real estate industry.

UK real estate market to 
see further consolidation

There have been some significant changes in the 
market over the last few years: UK investment 
transactions volumes are half those recorded at the 
peak; construction activity is significantly lower; 
receipts from pooled funds are much reduced; there 
has been an increase in joint-venture deals; greater 
instances of asset bundling for sale rather than trading 
individual lots; and increasing disintermediation either 
through principal to principal deals or new business 
models such as advances in listing technology.

The upshot of this is that firms resourced to deal 
with the higher levels of activity seen prior to the 
downturn now have overcapacity issues or, at the least, 
misallocated resources. The effect on the advisory 
sector to date has been clear to see with job losses 
across the surveying, legal and fund management 
sectors and some significant changes in ownership 
of long-standing businesses. Advisory firms are 
undoubtedly in the midst of a significant period of 
restructuring and consolidation.

Contractors are also experiencing significant stress. 
While some of the larger businesses are well 
diversified into areas such as FM contracting, services 
infrastructure and, in certain instances, housebuilding, 
others remain more vulnerable to the continued lack 
of public and private sector construction activity. The 
aim for these businesses in 2013 will be to implement 
additional strategic reorganisation plans and to further 
reduce overheads wherever possible. In particular we 
expect more distress amongst smaller contractors and 
increasing instances of M&A activity as a solution to 
both lack of scale and/or lack of diversification.

2013 will continue to see companies seeking ways to 
drive further business efficiencies and, importantly, to 
thrive in a market with lower volumes, fast changing 
dynamics, new working practices and, not least, the 
increasing global nature of factors such as capital, 
tenants and debt. This is likely to culminate in the 
disappearance of at least one more of the current ‘top 
10’ surveying firms by the year end and, indeed, further 
consolidation across the real estate industry as a whole.
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The inflow of foreign capital buying real estate is likely to rise 
further in 2013 with increasing demand from overseas investors, 
both established players and new entrants.

Overseas investors to spend more 
than £20 billion on UK real 
estate in 2013 

One of the biggest real estate stories in recent years has 
been the huge waves of overseas capital being invested 
into UK real estate. This is by no means a new trend: 
25% of the City of London was owned by overseas 
investors as far back as the mid-1990s. However, the 
depth of this pool of capital has increased greatly since 
then, with many nationalities having since made their 
first (and subsequent) purchases in the UK over the last 
few years. Including residential property, we calculate 
that overseas investors spent around £20 billion  
in the UK during 2012, and we predict that this will be 
exceeded in 2013, as the pool of capital from overseas 
investors increases further.

Despite the huge volume of new entrants over the last 
few years, we are aware of a large number of foreign 
institutions yet to invest in the UK but planning to do 
so in 2013. In some instances these are established 
overseas institutions deciding to initiate exposure to 
the UK real estate market. However, more numerous 
opportunities are likely to come from the various 
different types of savings institutions being set up 
across the emerging markets in order to help facilitate 
basic pensions and insurance schemes.

The scale of these funds is huge. While the per 
capita wealth of the populations that these emerging 
institutions serve varies significantly, the sheer number 
of people covered is enough to signify the potential 
size of funds to invest. The search for diversification 
benefits from the pension funds of small to medium 
sized countries such as Malaysia and South Korea alone 
have been enough to have had a significant impact 
on the UK investment market. Meanwhile, in addition 
to pensions and insurance savings, some emerging 
markets have also made windfall gains from natural 
resources, as commodity prices have recovered over  
the past few years. 

What these investors generally have in common is a 
desire for stable, income producing assets with bond-
like characteristics. Consequently, such investors have 
tended to target core London assets, and there is no 
reason to expect that this route of access to the UK 
market will lose its appeal.

Nevertheless, funds that were new to the market  
3-5 years ago have since built up significant experience 
over this time and some will inevitably seek to translate 
this into the higher income returns found outside 
the prime London markets. With these experienced 
investors beginning to move up the risk curve, we 
expect to see more overseas activity in regional UK 
locations during 2013, as well as an increase in joint 
venture vehicles as investors look to align incentives 
(and risk) with the local fund managing the asset. 
For those seeking still higher returns, development 
opportunities will attract more interest, either directly, 
or alongside UK developers or funds.

Aside from the commercial market, overseas demand 
for residential property in the UK also remains strong. 
Demand for prime central London residential property 
has been well documented, but perhaps the more 
interesting move has been an increase in demand for 
more affordable properties in London’s periphery and 
beyond. This is being driven by the growing numbers 
of moderately wealthy families in emerging countries, 
in many cases, feeling comfortable following their 
state-run institutions into new markets as well as a 
drive to diversify their assets outside of their local 
domicile into ‘safe-haven’ locations. 

Overseas demand for UK property is therefore 
increasing from both ends of the price spectrum, 
meaning that 2013 will be a year in which overseas 
investment continues to provide a large pricing support 
to the UK property markets, both commercial and 
residential.
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Current office values are below build costs across many UK locations. 
The only way to deliver new office buildings will be to reduce 
building specification.

While our recent ‘London Office Crane Survey’ report 
shows the capital has an active office development 
market, our ‘UK Cities Crane Survey’ reported little sign 
of office construction activity across the rest of the 
country. A comparison between office values and build 
costs suggests the reason why this is the case is simple: 
there are many locations around the UK where it is not 
economically viable to produce new stock at present.

Rising office values would help kick-start development 
in some locations, but there is little expectation that 
values will rise enough in the short term to make much 
of a difference. Equally, falling construction costs 
would also aid viability, yet after years of downward 
pressure on input prices and margins there is little 
scope for extracting any meaningful savings from the 
construction industry.

In fact, one of the only clear ways to create viable office 
developments in many regional locations will be to cut 
the cost of construction by reducing the specifications 
of the buildings. While technology has meant that 
offices have become ever more advanced over the past 
30 years, the introduction of wi-fi internet, widespread 
laptop and smartphone usage, as well as cloud 
computing means that we are now at a point where 
much of an office’s in-built IT infrastructure could soon 
be surplus to requirements. 

For new offices, not only does more flexible technology 
mean less space is required per person, it also means 
that construction can be of a much more basic 
standard, particularly if wired internet connections 
and expensive cooling systems can be eliminated. 
Indeed, if businesses are prepared to forego large 
span open-plan working environments, new offices 
could even be built using a hybrid of commercial and 
residential techniques.

In reality, a move to less sophisticated office buildings 
is part of a number of wider changes to the way that 
people are working. Flexible working practices, such as 
hot-desking or activity-based working are continuing 
to gain popularity, and are affecting the layout and 
amount of space that businesses require. At the same 
time, the distinction between work and personal 
technology is blurring, and increasingly businesses are 
introducing concepts such as ‘bring your own device’ 
schemes. 

Taken together, this means that many regional 
businesses could find that the office of the future is a 
building that complements modern technology and 
flexible working practices, is viable to build and, in turn, 
should translate into lower rental and running costs.

The office building of the future 
is born in 2013
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While some parts of the industry are already using data to guide 
decision‑making processes there is a huge wealth of untapped 
potential to explore. 

2013 will be the year the real 
estate industry wakes up to the 
power of ‘Big Data’

The property industry already has a deep pool of data 
and information: lease details, performance metrics, 
maintenance schedules, building specifications, void 
rates not to mention geospatial data and demographics, 
and this wealth of information continues to grow as 
markets become more transparent, databases improve 
and technology advances. 

By themselves each data source provides some 
information, but it is by linking, correlating and 
harnessing a combination of these sources through 
data analytics that a new level of predictive analysis 
and strategic insight can be produced. Even more value 
can be derived by adding in real time monitoring and 
updating using new technologies such as advanced 
sensors, location tracking (whether through specialist 
tags or simply through mobile phone signals), social 
media trends and a multitude of other sources.

Analytics does not have to mean complex problems – 
data modelling can be used to unlock simple metrics 
such as optimum maintenance schedules for M&E 
equipment, profile staff in the catchment area for 
a planned contact centre or to identify where costs 
savings may be found in running energy hungry 
technology.

However it really comes into its own when used to 
model and identify complex trends and efficiencies. 
There is a huge amount of data available, both public 
and proprietary that, if used correctly, can aid and 
support strategic decision making at corporate, 
portfolio and individual asset level.

Anonymous mobile phone data used to show journey startpoints for visitors to a West London shopping centre.

Source: Deloitte LLP
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Importantly, the property industry also needs to 
understand that other industries ie tenants/users of 
real estate are, in many cases, already immersed in 
‘Big Data’ and the solutions found using this analysis 
will have implications on future real estate decision 
making.

Examples of work the Deloitte Analytics team have 
recently undertaken include a project for a retailer 
client where demographic data was incorporated with 
mobile phone data to understand where customers 
were coming from, how long they were spending at 
the venues, and create a real-time monitoring solution 
that can inform, and track the success of, marketing 
campaigns, product choice, store locations, size, layout 
and other key metrics.

For another retailer client the Analytics team used 
Big Data to model their supply chain to identify 
inefficiencies in their distribution network and to 
develop an optimised scenario including routing, 
locations, fleet deployment, stock levels etc that 
identified a 25% savings in logistics costs alone.

Both of these examples have explicit real estate 
implications tied into the strategic outcome of 
the analysis. Landlords and developers need to 
clearly understand how their tenants are using this 
data to shape their current and future business/
property requirements and how to react to this as 
an opportunity rather than a threat. In addition, the 
industry itself can make far more use of analytics 
and Big Data at an operational level to identify issues 
such as potential efficiencies and risks in their current 
property portfolios and to build clear, informed 
strategies for future investment.
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M‑commerce and the growing use of smartphones to influence 
purchase decisions adds to the increasing list of trends that retailers 
must harness to remain successful.

Retailers have long since recognised that e-commerce is 
changing the way people shop, but e-commerce itself 
has been evolving, and now takes place across a variety 
of devices. In particular, there has been an increase 
in those using mobile devices to make purchases. 
We calculate that in 2012 £1.5bn of goods were 
bought via smartphones, equivalent to the volume of 
sales across 4.1m sq ft of physical retail space.

We believe that for now at least, smartphones are 
likely to remain a smaller platform for direct sales than 
traditional e-commerce. What is much more important 
however is that the number people using smartphones to 
influence a purchase has been rising rapidly. 

Research conducted for Deloitte’s recent ‘Dawn of mobile 
influence’ report shows that in 2012 5.8% of store sales 
were influenced by smartphones, equating to £15.2bn. 
Influence can take many forms, from simply browsing the 
internet for products in store, to using price comparison 
websites to check for the best prices. Importantly, the 
report forecasts that this influence is expected to rise to 
15% of retail sales in just four years time.

Retailers need to be aware of this key trend and 
plan for its increasingly important impact. Rising 
use of mobile technologies will influence retailers’ 
store layouts and product mixes, and to prompt 
questions relating to store size or store configuration. 
For example, the more consumers rely on smartphones 
to browse products in store, the less need there is for 
displays, potentially freeing up store space to hold 
greater levels of stock or to have smaller stores.

M-commerce is of course just one example of the 
wider changes taking place in the retail industry, 
which are analysed in our recent ‘The changing face 
of retail’ reports. Retailers are very aware that the way 
in which consumers shop, and the way they use stores 
is changing, and that operational processes and retail 
spaces need to evolve to reflect this. At the same time, 
consumer spending is still very much under pressure, 
and business costs are escalating. Economic factors 
are therefore also driving changes, most notably to 
the store portfolios, with a growing realisation that it 
is the quality, rather than quantity of stores that drives 
success. 

The retailers that succeed will be those that can 
successfully combine elements of online and traditional 
in-store experiences to create a genuinely multichannel 
approach. In 2013 retailers and landlords will add 
m-commerce and the wider impact of the smartphone 
to the growing list of trends that they must be 
harnessing to remain successful.

Smartphones to dial up further 
changes in the retail sector
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The prolonged UK recession has, inevitably, led to very low levels 
of construction across the country. However, one part of the market 
that will continue to buck this trend is the higher education sector.

The higher education sector will 
continue to drive large‑scale 
construction activity

With the introduction of higher tuition fees and student 
loans, the pressure to provide top class facilities as 
universities compete for students from both the UK and 
overseas has intensified.

Indeed, our recent ‘UK Cities Crane Survey’ recorded 
eight major education schemes under construction 
outside London including at Aston University, the 
University of Manchester and Manchester Metropolitan 
University. There is also considerable activity in London 
with a number of large institutions in discussions 
regarding major real estate strategies.

A large proportion of the funding for this activity has 
come from the public purse. The sector has been a 
beneficiary of the coalition government’s avowed aim 
to boost those universities which it sees as having the 
potential to contribute to economic growth. The 2012 
Autumn Statement announced an intention to ‘support 
the development of innovative technologies and 
strengthen the UK’s competitive advantage in areas such 
as: Big Data and energy efficient computing, synthetic 
biology, energy storage and advanced materials’. This 
has led to formula-allocated funding being reduced in 
favour of ring-fenced and targeted funds including the 
UK Research Partnership Investment Fund 2012-15.

This has already provided £220m of capital investment 
in research-intensive universities, with a further £80m 
that must be bid for by February 2013. This has inevitably 
led to a concentration of capital: 77% of the £220m has 
gone to Russell Group universities, and this is undoubtedly 
where the focus of activity will continue to be.

Current construction activity on higher education 
sites also, in many cases, includes the provision of 
new student accommodation. There remain very real 
shortages of purpose-built student housing in many 
university locations across the UK, and strong investor 
appetite for this product. 

Universities are increasingly using the delivery of new 
housing as a means to increase their attractiveness 
to potential students but also as a possible source 
of non-public sector capital. This has the benefit of 
releasing an upfront sum which can be put towards 
teaching facilities, while also handing over much of 
the responsibility of accommodation to a specialist 
business. These schemes are being delivered using a 
wide range of deal structures that have evolved to suit 
each university’s appetite for retaining control and for 
releasing capital.

However, not all institutions are so buoyant. At the other 
end of the scale there is also considerable pressure on 
some operators to consolidate and reduce costs. Where 
land values remain depressed these owners are currently 
working strategically to position themselves ahead of a 
pick up in pricing. This includes working up favourable 
planning permissions, refurbishing existing stock and/or 
building new facilities to decant and free up land in other 
locations. 

We expect 2013 to be an even bigger year for 
construction in the higher education sector. The UK 
Research Partnership Investment Funding will fuel 
schemes; other universities will be redoubling their 
efforts to enhance the all-important ‘student experience’; 
the student housing sector remains attractive to many 
investors; and universities that were avoiding too much 
activity in 2012 for fear of the ‘Olympic effect’ on tender 
prices will be resuming their capital programmes.
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2013 is likely to be a year in which the fluidity of the sustainability 
agenda poses increasing challenges for owners, occupiers, developers 
and lenders.

2013 will bring little clarity to 
the sustainability agenda

Last year we predicted that 2012 would see an 
increase in investor attention on the energy ratings 
of their assets and portfolios as the Energy Act 2011 
promised to mark buildings with poor energy ratings as 
unlettable without certain steps being taken to improve 
them.

This undoubtedly led investors to take a more rigorous 
approach to investment due diligence with regard to 
the energy performance of prospective acquisitions.  
A number of property owners have also taken steps to 
assess the exposure of their standing investments to 
the risks that the prospective regulations hold, and to 
begin to put in place strategies for dealing with them. 
Moreover, we’ve seen lenders begin to factor these 
issues into their lending decisions, and we have advised 
occupiers on the implications for their liabilities too. 
This trend will almost certainly continue through 2013, 
and we expect Government to consult upon its detailed 
regulatory proposals during the first half of the year.

However, this particular area of regulatory risk (and 
opportunity, for the savvy) sits within a much broader 
context of policy and legislative ambiguity. Whilst the 
broad direction of travel in the UK is obvious, and in 
many respects determined by the requirements of EU 
legislation under the Energy Efficiency Directive and 
the recently recast Energy Performance of Buildings 
Directive, there is a significant number of policy 
and regulatory reviews ongoing which is creating 
uncertainty within the market on how the relevant 
policy objectives will be implemented in practice. This 
affects many aspects of the property lifecycle, and is 
a key concern for many of our clients. Key examples 
include the future requirements of Building Regulations 
for new construction and refurbishment, the next 
iteration of which is due in 2013, and the future of the 
CRC Energy Efficiency Scheme, which will remain in 
simplified form until 2016 but thereafter may or may 
not be withdrawn. 
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At the beginning of 2013, new regulations will 
come into effect which extend the requirements for 
Energy Performance Certificates (EPC) in commercial 
property. Perhaps most notably, from January 2013 
it is a requirement for all non-dwellings over 500m2 

frequently visited by the public to display a valid EPC 
in a prominent place clearly visible to members of the 
public. The definition of what property this includes 
will be open to some considerable interpretation, 
and we expect this to cause confusion within the 
market. Moreover, this move goes against the 
recommendations of a strong industry lobby to 
mandate the use of Display Energy Certificates in 
certain commercial buildings. These use an operation 
rating, linked directly to the amount of energy being 
consumed in a building, and are widely seen as a more 
appropriate indicator of how efficiently a property is 
being occupied and managed in practice. We anticipate 
that this new requirement to display EPCs, a mechanism 
in which the market has little confidence, will fuel more 
intense debate in this area. 

More broadly, there is likely to be considerable 
focus afforded to the array of financial penalties and 
incentives which currently relate to the energy and 
carbon performance of commercial property. Indeed, 
Deloitte will be working with and on behalf of the 
Green Property Alliance to engage with representatives 
from across the sector, and Government, to assess 
the effectiveness, proportionality and consistency of 
the existing fiscal framework with a view to positively 
influencing future Budgetary policy. 

So, 2013 is likely to be a year in which the fluidity of 
the sustainability agenda continues to pose challenges 
for owners, occupiers, developers and lenders. With 
the political cycle moving towards the next iteration of 
party manifestos, we can expect intense debate in this 
area to continue.
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