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About the sponsors

ROCKWOOL

ROCKWOOL® is a leading global
supplier of insulation products for
residential and commercial
buildings. Our insulation is created
from a natural, sustainable
resource — volcanic rock — and is
97% recyclable.

ROCKWOOL has worked with
social housing providers for many
years and is expert at helping
landlords to refurbish their housing
stock. We offer support from the
planning phases, including the
business case as well as design
aspects, through to the project
delivery and completion.

For more information on our
refurbishment and regeneration
solutions, please see our online
refurbishment guide at
www.rockwool.com.
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British Ga

As the largest energy company in
the UK, British Gas is ideally placed
to provide customers with
innovative solutions to ultimately
help them reduce heating costs
and carbon emissions.

Using state of the art technology
and applying best practice design
principles, their teams are
specialists in renewable heat,
district heating systems, hard-to-
treat insulation and the delivery of
ECO funded schemes. Their key to
success is not only providing the
whole customer journey from
initial consultation, project
development and planning
through to delivery, operation and
maintenance but also their ability
to engage with all stakeholders.
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NEA
Action for Warm Homes
National Energy Action (NEA) is an
independent charity working to
protect low income and vulnerable
households from fuel poverty. NEA
works to increase strategic action
through its policy, research and
campaigning functions. NEA also
provides accredited frontline
training and works to develop
strategic partnerships with energy
efficiency installers, manufacturers,
utility companies, local authorities,
housing associations, gas and
electricity network operators,
health agencies, community
groups and other voluntary sector
agencies to deliver practical
solutions to UK households —
improving access to energy advice,
energy efficiency products and
other related services for
vulnerable consumers. For more
information visit www.nea.org.uk.



Foreword

The last 18 months have been
a tumultuous time for social
landlords: rent reductions,
changes to grants, as well as
the extension of Right to Buy.

At the same time the transition to
Universal Credit, with residents becoming
more responsible for their finances,
means some are likely to face difficulties
in keeping up with rent. As organisations
with a social purpose — meeting a need
for high quality, affordable housing — this
presents a real challenge for social
landlords. How to maintain the
commitment in the face of these
pressures on budgets, combined with
reduced funding on the table for
improvements to stock?

Arrears are a big problem for the sector;
an analysis by the National Housing
Federation found that 1 in 10 social
landlords have more than £1 million in
rents outstanding. And contrary to the
picture sometimes painted in the national
media, there are areas of the country
where properties lying empty, or void, are
much more of an issue than an excess of
demand. As well as blighting
neighbourhoods this is a root cause of
anti-social behaviour and other issues
that are an extra cost for social landlords
to deal with.

We know that residents really value high
quality homes that are affordable to run,
and above all, comfortable to live in. If we
can show that by investing in better, more
energy efficient homes we can have a
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material impact on lowering fuel bills,
reducing rent arrears, addressing voids
and improving the bottom line for social
landlords it would present a ‘win-win" —
good for residents and good for
landlords.

This is the task begun in this report — in it
Sustainable Homes convincingly shows a
link between energy efficient housing and
reduced rent arrears and voids. The
results are compelling and need to be
considered by everyone with an interest
in the issues. The finance, planning,
development, sustainability and asset
management teams of social landlords
can all benefit by coming together
around a shared approach. This can be
helped by central and local government
support.

Sustainability, which speaks to the wider
need for everyone to reduce their
environmental impacts, is still a pressing
need as it ever was. More warm,
comfortable homes, where residents are
able to afford the rent as well as the
energy bills makes economic sense as
well as reducing environmental impacts
and improving people’s quality of life. All
the more reason why truly sustainable
homes should be the default for
Government, local authorities, regulators
and social housing providers.

—t

Lord Matthew Taylor
June 2016
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Executive summary

This study sets out to investigate
whether energy efficiency
improvements to homes that reduce
energy bills provide any reduction in
voids, rent arrears and other costs
faced by landlords. It was inspired by
examples from different social
landlords that rent arrears and void
periods reduce when properties are
made more energy efficient through
investments in insulation, new boilers
or other improvements.

There is profound interest in the housing sector on the
link between energy costs, voids and rent arrears. Itis a
significant link — by reducing voids social landlords can
make better use of assets, save money and invest in
more ambitious business plans while improving the
quality of life for residents and meeting up to our
shared environmental challenge.

Twenty-five social landlords managing over 500,000
homes in England and Wales supported this research.
They provided data on the energy efficiency of their
homes as measured by the Energy Performance
Certificate (EPC) along with rent arrears and voids data.

‘Improving rental income makes
us more viable. Reducing rent
arrears and voids is a key part of
that. Reducing those costs
enables us to build more homes”

Anne McLoughlin, Operations Director
Hastoe Group




The study found that:

@® There is a correlation between the energy efficiency
of the homes and the number of void days. As
homes become more energy efficient they are void
for a shorter length of time - on average band B
properties remained void for 31% less time than
those in bands E and F.

® Administration costs are considerable for voids.
Landlords with more energy efficient stock are
spending less on refurbishing void homes, less on
repairs and less on staff time to manage voids.

@® The levels of rent arrears experienced by landlords
ranged between 3.5% and 28%, with an average of
14%. There is a correlation between length of time
in arrears and energy efficiency of homes.

@® Colder homes, especially those in band F, have on
average two weeks more rent arrears than the rest
of the bands each year. The highest performing
band A properties spent 30% less time in arrears
compared with the worst performing homes.

@® An analysis of further costs incurred shows that
time spent seeking overdue rent payments, legal
costs and court costs decline by around 35% for
more energy efficient homes.

Overall, there is a strong correlation between lower
rent arrears, lower void rates and more energy efficient
properties. This shows that improving the energy
efficiency of properties can bring financial benefits to
landlords, as well as for residents and the environment.

A key finding of the research is that the wider costs of
tackling rent arrears and voids are both significant and
can be reduced. The time and effort spent chasing
payments and on repairing and refurbishing vacant
homes is significant. Reducing this would allow
landlords to achieve a boost of millions to their bottom
line each year.

We already know that warm, efficient homes with low
running costs bring improvements in residents’ health
and well being, lower responsive repairs and
maintenance costs, reduce levels of anti-social
behaviour and help meet environmental targets.

To this range of benefits we can now add a significant
reduction in rent arrears, voids and all the associated
costs. We urge all social landlords to consider this
link and look forward to the debate over what can
best be done to reduce energy costs and make best
use of existing dwellings to provide quality homes for
the nation.
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Scenario — how Good
Homes Housing Group
increased energy
efficiency, reduced voids
and rent arrears and
saved £24m

Spurred by the findings of this
report Good Homes (a fictional
landlord) has improved the
energy efficiency of its 10,000
homes by increasing the average
SAP rating from 65 to 75. On the
basis of this research Good
Homes is likely to experience:

@® reduced re-let times for void
properties — generating an extra
£40,000 in rental income each
year;

® reduced operating costs —
saving £2 million each year
from lower void management
costs, re-lets and fewer repairs;

@ increased income - rising by
£90,000 each year due to lower
rent arrears;

@® reduced operational costs —
lowered by £300,000 each year
as staff spend less time chasing
rent arrears and legal costs are
reduced.

Taking into account the
reduction in voids, rent arrears
and associated administration
costs, a 10,000-home landlord
that improves its housing stock
from an average SAP 65 to 75
could potentially achieve a boost
of almost £2.43 million to their
bottom line each year.*

Over a ten year period

Good Homes wiill be £24m
better off.

The Good Homes finance
team are off to celebrate.

*Estimations from CROHM data analysis
suggest that a retrofit programme on this
scale would require an investment for this
fictional landlord between £20 to 40 million.



TOUCHING

THEVOIDS

Why was this study
undertaken?

Local authorities and social landlords
manage over 4 million homes in the
UK — almost a fifth of the total housing
stock. Managing high value assets such
as properties is a complex business,
especially for larger landlords.

It is sometimes hard to know what the inputs and
outputs will be — how investing or cutting costs in one
part of the business could have negative, unintended
consequences elsewhere.

When any business, including a landlord, is able to use
its assets more efficiently this can make their business
plans stronger and more resilient. We wanted to
explore the impacts that, unbeknownst to landlords,
higher quality and energy efficient properties might
have on landlords’ bottom lines income. Anecdotal
evidence suggested there may be a link. Analysis by
Hastoe Group, for example, revealed that properties
retrofitted to a high energy efficiency standard had, on
average, half the rent arrears of others.! Other studies
have pointed to a reduction in mortgage defaults by
people that own energy efficient homes.?

www.sustainablehomes.co.uk

“We are constantly looking at
ways to improve value for
money across the business and
by reducing rent arrears and

voids we can make better use of
our assets, improve income
flows and build more homes.”

Niki Stockton, Director of Asset Strategy,
Your Housing Group

This report examines the claims that there is a link
between energy efficiency, lost income and costs
associated with managing properties in three key
areas:

Voids: If properties are empty they still are a cost to
maintain — and they are not generating income. This is
a significant issue. More than 200,000 homes across
all tenures in England remained empty for more than
six months in 2014.3 Assuming an average monthly rent
of £400 this figure represents a loss of over £500
million in rental income.

Rent arrears: A sizeable problem for social landlords in
the UK. Around 85% of evictions in England in 2014-
2015 were attributable to tenants being in rent arrears?
The average total amount of outstanding arrears in
organisations is £1 million. Ten percent of housing
associations are dealing with rent arrears of £2 million
or more.®

Administration and other costs: The loss of income
from voids and rent arrears is only one part of the
story. Staff time, legal fees, refurbishing void homes,
and other costs all add up — as do other costs such as
reactive repairs that are often more common in lower
quality stock.

As well as being disruptive and undesirable, other
issues such as anti-social behaviour can be an indirect
cost to landlords for similar reasons.

1 Hastoe Housing Association (2016). Greening Hastoe infographic.

2UNC Center for Community Capital and Institute for Market Transformation
(2013). Home Energy Efficiency and Mortgage Risks.

3 Empty Homes (2015). Empty Homes in England.

4+DCLG (2016). Local authority housing statistics: year ending March 2015,
England.

5|psos MORI Social Research Institute (2014). The impact of welfare reforms on
housing associations.
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EPCs and SAP

An Energy Performance Certificate (EPC) is a home rating required by law
whenever a home is sold or let. It takes into account the age and
construction of a home, and includes factors that affect its energy use, for
example its size, the level of insulation, type of glazing and heating
systems. It is intended as a comparison of energy efficiency between
homes to inform the purchaser (or new tenant).

A rating from G to A is given based on Standard Assessment Procedure
(SAP) scores on a scale of 1 to 100, where 100 is zero-carbon. The number
of occupants is calculated using a formula based on total floor area and an
estimate of a typical annual energy spend is given, which may be used as a
comparison.

New homes have a full assessment using SAP, but in an existing building
much of the detailed information can be difficult to obtain. In these cases
a reduced-data SAP (RASAP) is used.

& Bt
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What do we mean by rent arrears and voids?

Rent arrears occur when people fall behind with the rent payments. For
this report we counted a household as in arrears when the outstanding
debt exceeded one month of rent. Another common definition used
elsewhere considers that tenants are in arrears is when their debt is over
£1,000.

Voids are periods of non-occupancy in a property. They could be due to
tenants moving out or during major repairs. A lower void figure means
properties are empty for less time, resulting in more rental income and
lower expenses for landlords such as council tax.

/2l

A study by the University of North Carolina found that people in energy
efficient homes are 32% less likely to default on their mortgages?. The
study, undertaken in 2013, reviewed the loan data for 71,000 mortgages. It
found that the more energy efficient a home was, the lower default risks
were. Additionally, borrowers in energy efficient homes are 25% less likely
to prepay their mortgage.

In the UK the Mortgage Market Review requires UK mortgage lenders to
consider what repayments a customer can afford considering both their
income and major expenditures.

Work by the UK Green Building Council and UCL Energy Institute
considers the extent to which mortgage lenders could estimate energy
costs using data that is already readily available to them, including
properties’ EPC rating.

The analysis shows that these estimates could significantly improve upon
those currently used in mortgage affordability calculations, potentially
allowing banks to better manage the risks associated with their lending,
while also helping prospective purchasers to better understand the real
running costs of the property they are about to purchase.®

6 UK-GBC & UCL Energy Institute (2015). The role of energy bill modelling in
mortgage affordability calculations.
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What did we do?

Data were collected from 25 social
landlords managing over half a million
homes in England and Wales. The
landlords ranged in size from 2,000 to

50,000 homes.

Location of participant landlords (main offices)

The study took place over six
months from October 2015,
assembling anonymised data
from a range of indicators
including the energy
efficiency of properties, rent
charges and rent collected
from tenants and housing
benefit, void periods and
further costs for dealing with
these issues.

For the voids analysis, data
was collected from June 2013
to June 2015, capturing the
number of re-lets and void
days during the study period
as well as the SAP rating of
properties. For rent arrears,
we collected data for the
period of November 2014 to
February 2015. To ensure
accuracy only properties with
a confirmed SAP rating and
which were fully occupied
during the period were
studied. To ascertain costs

associated with processing
voids and rent arrears,
participants provided
additional information.

Data from over 200,000
homes were received,
compiled and checked
against the criteria, with in
excess of 2 million data points
received to model and
analyse the correlation of
energy efficiency in homes
with voids and rent arrears.

This dataset was then
aggregated and analysed in
parallel with the information
provided by participants on
the costs of administering the
two indicators. Oversight was
provided by data scientist

Dr Wolfgang Garn,
Programme Director of
Business Analytics at the
University of Surrey.

“The total cost of our
voids is £1 million every
year. Reducing these costs
will transform our
business plan. It will make
us far more resilient.”

Noel Brosnan, Property Services
Director, Octavia Housing

www.sustainablehomes.co.uk
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What did we find?

Void rates

More than 30,000 properties that were void at any point during June 2013 to June 2015 were used for the
analysis. Figure 1 shows the average number of void days during the period by SAP rating.

At the lowest end of the spectrum, properties in the E and F bands were empty for an average of upto 70 and
80 days respectively over the two years — more than one tenth of the days available over the period. This is in
contrast to those at the other end of the scale: energy efficient properties, such as those with a SAP rating over
80 were void for 48.8 days (40% less), meaning less rental income was lost.

Figure 1.

Average

number of void 90
days during the

study period

(June 2013 — 80

June 2015) per
SAP rating.
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Looking at the findings in more
detail, the analysis shows that the
total number of void days are, on
average, up to 18% larger for
band F and E properties
compared to those in band D and
31% larger than those in band B.
The variation within the band C

and D properties was less marked,

serving to underline the
transformative impact that more

ambitious programmes of retrofit
and new build can have for both
residents and landlords.

Was this profile of lower voids in
more energy efficient homes
found throughout the study?

Yes. In 90% of the landlords
involved in this research a clear
trend was found, showing that
energy efficient homes presented

fewer void days during the period
of study, with a relationship that
was broadly consistent, and
especially strong at each extreme.
Figure 2 shows the findings for
some of the landlords involved.




Figure 2. Average number of void
days during the study period per SAP
rating of four anonymous landlords.
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Average number of void days per SAP rating — anonymous landlords

[l Void days during the study period [ Average void days of the study

120 70—
100 60 AN N
50
80 \—-\
40
60
30 \\
40 2
20 10
0 0
X o N () X ) o) x 9 ™ )
AR »oon 90 S o A DD
I A VR IR R S B A S A
100 80
90 70 [
80 " N\
70 S
B0 50 \\
50 40
40 - 30 -
30 |
20 -
20 |
10 | 10 1
0" 0 -
oo k@ PO O A O o @ T N YA SRS JL S - SN S S S
AL » 9 % o o A A E ALY » L 5 S o A A Q9
KOG S SR CHR I S A A SO S SRR S S S R . S

What this means
for landlords

All landlords are different and
have a wide variety of homes with
a range of SAP ratings.

But what if we focused on the
worst performing homes? Inthe F
and E bands we could potentially
have a reduction of 6 days per void
period when retrofitting up to
band C and save up to £90 per
void property. These are often
described as 'hard to treat’
properties — they may be old,
meaning planning consent can be
an issue, or measures which are
easily applicable elsewhere are not
possible.

Good Homes Housing Group increases rental
income from voids

For this purpose let's consider Good Homes, a landlord with
10,000 properties all at SAP 65 that are then improved to SAP 75.

Taking into account a sector average of 7.5% of properties
becoming void, after improvements this landlord could see,
based on the analysis above, around 3,000 fewer void days or
£40,000 in extra income each year (based on a rental payment
of £400 per month).

@® refurbishments needed in order
to market the home to new
potential residents;

Voids operational costs

The direct loss of income
associated with voids is only one
part of the story. The study also
investigated the indirect costs of
managing voids.

repairs to homes that are
sometimes necessary due to
lack of occupation;

depreciation in the value of the
property that sometimes results
due to lack of occupation.

Landlords reported the following
costs resulting from voids:

@ staff time spent administering
the re-let of the property;
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“Voids cost us £4.8 million a year.
Reducing-these costs will make
better use-of our assets and
improve income flows: It can
help make the organisations far
more resilient and able to
achieve more.”

Mark Rodda, External Investment Manager
Metropolitan

Analysis of participant landlords operational cost of £200 to This is significant. If having more
data showed that more energy £400 per home managed. This energy efficiency stock reduces
efficient homes tended to have compares to landlords with an operational costs, it could be a
lower void operational costs. As average SAP of 73 to 75 with costs mechanism for landlords to reduce
shown in Figure 3, landlords whose of £50 to £150 per home costs and deliver better value for
housing stock had an average SAP managed, a 60% difference. money for their residents and

of 66 to 68 tended to have a void stakeholders.

Figure 3. Landlord's average SAP Landlords’ average SAP vs. operational costs of voids

of housing stock versus
operational costs of voids
(excluding loss of rent).

400 o
350
300
250
200

150

100

50 °
0

65 67 69 n 13 15

©
°
9]
o
(]
c
[
£
w
4]
£
o
<
s
9]
a
o
w
[e]
O

Average SAP

® Anonymous landlord

What would this mean for our fictitious landlord?

The board of Good Homes Housing Group had a major drive to improve the energy efficiency of
their homes. They manage, through a great deal of insulation, boilers, solar panels and other
works to improve the average SAP of their 10,000 homes from 65 to 75. What does the above tell
us about the likely impact for their operational costs?

Based on the above findings, Good Homes will see a reduction in administration, refurbishment
and other operational costs that could reap savings of up to £2 million per year. Repairs and
refurbishments are the most significant costs reported and go some way to explaining why the
potential savings are so high.




Rent arrears

There are many reasons people fall
into arrears for a short period of
time such as one-off household
expenses or issues with benefits.

In order to consistently compare
the diverse sample of properties
across the UK, the number of
months in arrears was used rather

Figure 4. Percentage of housing
stock in rent arrears.
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than the total outstanding balance.
This aimed to capture ‘problem
properties’ that were in arrears for
successive months and thus more
likely to pose issues inherent to the
home itself.

The proportion of properties in

arrears, with at least one month of
rent outstanding, ranged markedly
from as little as 3.5% to as much as

28%. The average across the
organisations studied was 14%, a
figure compounded by the fact
that a third of those in arrears had
balances in excess of £1,000
outstanding. This underlines the
size of the challenge facing the
sector.

Percentage of housing stock in rent arrears per landlord

Anonymous landlord

Figure 5. Average months of rent arrears by average SAP rating.
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Further analysis of rent arrears
was carried out to determine
whether improvements in energy
efficiency lead to fewer properties
in rent arrears. Figure 5 shows the
average months of tenant rent
arrears per average SAP band of
properties.

Poor-performing band F
properties tend to be in arrears
for an average of two weeks more
than higher bands (see Figure 5).
While there is no major change
between bands E and C, those
homes in band A were in arrears
for up to three weeks less during
the period of the study.
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Figure 6. Months of

tenant rent arrears per

SAP rating of properties
~ by end-February 2015.

' ' ' r‘k dA N, Average rent arrears by months / SAP rating
‘ ‘

| Figure 6 reveals more although a variation

detail about the extent exists in the data points

of arrears for landlords either side of the line,

based on individual there is a clear

property information relationship.

using local linear Furthermore the drop
“ regression analysis — a off in arrears for upper

statistical technique to band C properties and
30 40 50 60 10 80 90 plot a representative within B properties is
line thr.ough variables. particularly marked.

It confirms that,

What this means for landlords

Less rent arrears for Good
Homes Housing Group

Good Homes, our fictional landlord,
were keen to know what the
advantage of improved homes is for
them. How much more rent are they
likely to be collecting?

Based on Good Homes improving
their 10,000 homes from an average
of SAP 65 to SAP 75, the data
illustrates that up to £90,000 extra
per year could be generated from
reduced rent arrears.

“Since we moved to this
energy efficient home in
2011, we are now spending
less in energy bills and
therefore we are financially
better off to keep up with the
rest of the expenses.”

Mr Martin, Resident from Wimbish
Passivhaus from Hastoe Group.
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Figure 7 presents the operational costs
associated with rent arrears against the average
SAP of the landlords’ stock. As with voids,
landlords with more energy efficient housing
stock reported lower administration costs of
dealing with rent arrears.

Rent arrears administration costs

As part of this study, costs associated with
dealing with rent arrears were investigated.
Participating landlords reported costs including
staff time, legal and court costs, amongst others.

Figure 7. Landlords' average SAP Landlords’ average SAP vs. operational costs of rent arrears

against operational costs of
dealing with rent arrears.
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Will Good Homes be better
off by improving its

Is there a link with Housing Benefit?
Housing Benefit is undergoing major

housing stock?
Qur fictional 10,000 home

landlord improving its average
SAP from 65 to 75 could achieve
a reduction in costs of around
35%, or more than £300,000 per

year by lower costs of staff

dealing with rent arrears, court
and legal fees, amongst others.

Adding together the additional
rental income (£90,000) and the
reduced administration costs,
Good Homes could achieve an
improvement of £390,000 in its

bottom line each year.

reforms. We analysed the data to take into
account the percentage of rent collected
from Housing Benefit and it did not show
an association with a decrease/increase of
the levels of rent arrears.

That is not to say that changes to such as
Universal Credit or Pay to Stay are not
having an effect; there have been reports
that switching to Universal Credit is having
an adverse effect on rent arrears.”®

A number of landlords and stakeholders
have suggested that it would be of real
benefit to re-run this research into rent
arrears next year, when the introduction of
Universal Credit may have had a more
significant impact on rent arrears.
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SAP rating vs. cost of responsive repairs

Figure 8. Average cost per responsive repairs against SAP rating of stock (data volunteered by ReSpOI’lSive repairs

one landlora). A participant landlord volunteered

to share data from a research’'in a
related topic —the responsive
repair costs relative to the energy
efficiency of homes, as'shown in
£2,500 Figure 9.

£3,500

£3,000

The trend shows that for every 10
SAP point improvement there is a
reduction in the average cost per
repair of £90. Additional analysis
£1,000 may be undertaken to consider
the implications of these figures.

£2,000

£1,500

Average cost

£500 With over £3 billion spent last year
40 45 50 55 60 65 70 75 80 8 90 95 100 on responsive repairs by social

_ landlords in the UK,? this topic

could warrant further research.

Additional impacts not covered by this report

The impacts of improvements to energy efficiency can sometimes be felt in
unexpected places. More than 50 years after responsibility for housing was
divorced from health, policy makers are again focusing on the link between the
two.

who live in them: the issues they give rise to are a drain on the NHS budget. In
fact, Age UK has estimated the annual cost to the NHS in England due to cold
homes is £1.36 billion; and that for every 1°C drop in temperatures below 5°C,
GP admissions increase by 19%.1°

Not only are cold, poorly ventilated or draughty homes bad news for the people [

Can the NHS make savings when we invest in energy efficiency?

The Warm Homes Oldham programme, a partnership between local housing
providers, Oldham Council and the Clinical Commissioning Group (CCG)
Oldham confirmed a correlation between warmer homes and the health of
population, and estimated the savings.

They found a direct link with excess winter deaths, as well as worsened health . £5 mﬂ_hon i
conditions which cost the NHS significant amounts to treat. This translated to estimated savings to
a cost-benefit ratio of 1.5:1, brought about by a reduction in demand on the NHS for improving
health and social care sectors, or £245 per person lifted out of fuel poverty 28,000 homes in
per year. Applying these modest savings, if each vulnerable resident of
Oldham were lifted out of fuel poverty, the total estimated healthcare cost
savings would be approximately £6.1 million per annum.

Nottingham

7 Inside Housing (2015). ‘Nine in 10 Universal

Other studies, such as that by SHIFT landlord Nottingham City Homes, looked Credit tenants in arrears’.

. . : : ,ore .
at the impact of their Decent Homes programme, starting from the startling i el s ilo S

fact that the average life expectancy of those living in the most deprived ¢ Scottish Housing News (2016). UK social
neighbourhoods in Nottingham was ten years shorter than the wealthiest. It ';Z';:f,’;ds SRS ED CpEED

found that the cost savings to the NHS from addressing serious hazards in the  °Age UK (2009). The cost of cold.
. . . 8 . " Dr lan Wilkinson (2015). The Impacts of Poor
home, improving respiratory health, and relieving depression from damp and Housinglonitisalthillessons foml@ldham?

mould, excess cold and fuel poverty totalled £700,000 per year. 2 *2Nottingham City Homes & Nottingham Trent
University (2012). Decent Homes Impact
Study: The effects of Secure Warm Modern
Homes in Nottingham.




What this
study means

As social landlords’ budgets are

squeezed by rent reductions

increasing competition for funding,
they are looking to cut costs and get
more done for less. As custodians

for homes over generations,

sometimes housing vulnerable
people, they know that managing
their assets well is not only good for

tenants but for business too.

This study set out to analyse whether the income of
landlords was impacted by the energy efficiency of
properties. It did this by analysing a very large
dataset from 25 landlords managing more than
500,000 homes.
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Can savings on energy bills unlock more investment
for homes?

At present, all of the savings on energy bills deriving from energy
efficiency improvements go to residents — no bad thing, of course.
People who see their overall cost of living sharply decrease through lower
bills make no contribution to enable more improvements in other homes.
This depresses investment that might otherwise take place, even without
funding from external sources. There is a strong case for the benefits of
energy efficiency to be spread more equitably within social landlords.

Consider two homes, the same size and location, one with poor energy
efficiency and the other highly energy efficient. Under current rules rent is
calculated regardless of energy efficiency. The cold home may have fuel
bills of £1,500 per year, whereas the warm home may be as low as £400
per year. Thus the resident in the warm home is better off by £1,100 a year.

Sustainable Homes has been calling for landlords to be able to recoup a
proportion of expected savings (for instance 25%), potentially through
increased rents, to enable more investment. The overall cost (rent plus
energy bills) of running a home will still go down, but the proceeds from
a moderate increase in rents can be ring-fenced to help pay for new
works in neighbouring properties. The resident will still recoup 75% of the
savings.



“Rent arrears have a big
impact on our financial
viability. Finding ways to
improve income by better
management our rent
arrears is of real benefit to
our organisation”.

Paul Ciniglio, Sustainability and
Asset Strategist, First Wessex

We have seen that properties with lower SAP
ratings had longer void periods than more
energy efficient properties. Analysis of
individual landlords supported this finding,
with more than 90% of the landlords
showing a clear trend.

Voids are a significant issue. It means
forgone income but also costs such as
repairs and maintenance, needed when a
home is empty.

Rent arrears are a problem for almost all
social landlords. This study found a link
between energy efficiency of homes and the
number of months properties are in arrears.
While the potential boost to income from the
reduced arrears itself is not huge, itis real.

However, the administrative costs of
managing both void properties and rent
arrears are high, and it is in this area that the
real potential savings were uncovered.
Upgrading from average SAP 65 to 75 for our
hypothetical 10,000 home landlord would
entail a substantial investment — the study
found that a combination of higher income
from reducing rent arrears and voids and
reduced costs from managing them could
generate almost £2.43 million towards the
bottom line each year.

Rent arrears may be caused by a host of
factors too complex to capture in a study
including thousands of homes. Additionally
as research such as the National Energy
Study has shown, SAP itself may not be a
perfect guide to energy performance.t®
During a workshop about the results staff at
some of the landlords also urged caution
about ensuring the quality of the retrofit
works.
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The size of the sample that was interrogated
in this study is useful though. It can be said
with confidence that the link between energy
efficiency and arrears is not the product of
other ‘background’ factors.

Nevertheless it is vital that those
commissioning work, as well as the supply
chain, understand potential issues that can
lead to poor results. This is true not just in
terms of underperformance (for example
thermal bridging, where heat is lost when
insulation is is poorly designed and installed)
but also problems such as inadequate
ventilation which can cause health problems.
Is the range of technologies being deployed
understood fully? How will residents engage
with it? Is the interplay between insulation,
ventilation and air quality appreciated? It is
only when measures are well commissioned,
designed and installed that the benefits of
retrofitting programmes can be fully realised.

13 Sustainable Homes (2015). National Energy Study 2. SAP in the real world: how people use energy in the home.
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The Swanson effect in price of photovoltaic cells, $ per watt. Source: The Economist

Figure 9. Energy efficiency works undertaken at scale can result in a reduction of costs similar to solar photovoltaic panels (PV).

1971

As with many activities undertaken
by social landlords, warmer, more
comfortable homes can be seen as
a ‘'social good' that have wider
benefits for society at large. Teasing
out these benefits, whether they be
from less crime and anti-social
behaviour or reduced hospital
admissions,*1? enables us to
quantify their impact and build a
more hard headed business case
for why energy efficiency makes
sense.

better.”

Such an approach has never been

more vital. With disappointing

results from the now-defunct Green Deal, there is now
a chasm between the levels of ambition towards
carbon-reduction commitments on display at the 2015
UN agreement in Paris and the actual measures in
place to achieve them. Social landlords, and large-
scale private landlords, are in a position to kick start a
market transformation. Between them they have a
large pipeline of projects ready to go, extensive
experience of undertaking works to homes and, most
importantly, can operate at scale.
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‘I'm saving about £50 a
month and it also
helped with my health. I
have various conditions
that are affected by the
cold, and since I've
been in this place
they've been much

Resident from Wigan and Leigh
Homes following a retrofit
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There is no reason why the costs of
energy efficiency works cannot follow a
similar downward trajectory as that which
has been seen for solar PV, where
Swanson's law (see Figure 9) showed the
price of solar PV dropping for every
doubling of cumulative sales. Retrofitting
is more challenging, requiring more
oversight, but it is starting to follow this
precedent: The Dutch Energiesprong
model, currently being piloted by some
social landlords in the UK, aims to
refurbish a whole street of homes to the
highest standard in just ten days and at
significantly lower cost than conventional
systems.

But this huge potential, with landlords leading the
charge to create a mass market for energy efficiency,
drive down costs and push forward innovation, will not
happen by itself. The sector needs to act together to
reap the benefits — benefits that could be felt by the
wider housing sector, the Government and society at
large.

*Forecast
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Our mission is for every home to encourage more sustainable
lives. We work with affordable housing providers, private
developers, government and others to reduce fuel poverty
and improve sustainability. Our award winning best practice
programme helps landlords of 3 million people reduce their
environmental impacts.

Our consultancy services are designed to help you provide
quality homes. They include developing in-depth investment
plans to make the best use of your housing stock, monitoring
the performance of new and existing homes, flooding and
overheating risk strategies, among others.

Our training assists thousands of registered providers,
developers, architects, residents and others to understand:
sustainable construction, energy efficiency, fuel poverty and
many other issues.

Government departments and agencies such as DEFRA, the

Environment Agency, Homes and Communities Agency and
others, commission us to write leading research.

Find out more. Take action. Be part of the change.
020 8973 0429

info@sustainablehomes.co.uk
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