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Agenda — focussing on EPCs and MEES for commercial
property

CMS:

 What is MEES?

« What changed on 1 April 20237
« Enforcement and penalties

« Exemptions from MEES

« What do | need to do now?

« Data centre considerations

* The future of EPCs and MEES

— CBRE:

EPCs in real estate

What does an EPC actually represent?
What can we use an EPC for?

EPCs may impact how assets are valued



What is MEES?

— Derived from the Energy Efficiency (Private Rented Property)
(England and Wales) Regulations 2015

— Bars landlords (or tenants, where it is a sub-lease) from letting
“sub-standard property” unless:

it has made all of the “relevant energy efficiency improvements”
or no such improvements can be made; or

« an exemption applies

— The relevant improvements are those which:

« fall within prescribed classes of works (usually by reference to
Building Regulations);

« are recommended in an EPC recommendation report or a
surveyor's report; and

« would achieve a simple payback - through reduction in energy
bills - in seven years or less

3 Key energy efficiency changes for commercial property from 1 April 2023




What is MEES | cont'd

— A“sub-standard property” is one that falls within
the scope of the regulations and has an EPC
rating below an E

Current Potential

« BUT this will tighten over time!

— All properties within this criteria are caught,
except those that:

« do not require an EPC;

 are let for six months or less (providing the
same tenant has not occupied the property
for over 12 months); or

« are let for 99 years or more
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What changed on 1 April
20237

« Since 1 April 2018, landlords of “sub-
standard property” have not been permitted
to grant a new tenancy of those properties
without complying with the MEES
requirements

« From 1 April 2023, the bar on letting
extended to all leases, including continuing
to let leases already in place at that date
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Enforcement and penalties
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— Local authority (Trading Standards)
empowered to enforce

— Not criminal, and lease not invalidated

Max penalty for Commercial

Length of Breach Private Rented Property

Whichever is greater of either of
the following:

*£5000.

Less than three months | <10% of rateable value of the
property at the date of service of
the penalty notice, up to a max of
£50,000.

Whichever is greater of either of
the following:

+£10000.

Three months or more | <20% of rateable value of the
property at the date of service of
the penalty notice, up to a max of
£150,000.
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Exemptions from MEES

Consent 7 year payback Acquisition

Tenant or other Do the works pay 6 months
third party for themselves?
consent refused

Devaluation All REGISTER
Improvements

made

fficiency changes for com
April 2023




What do | need to do now?

— Consider, review and update current lease drafting where possible
« Service charge, EPCs, alterations
 Are there sufficient access rights?

— Audit portfolios to ascertain which units are (or may be at risk of
becoming) sub-standard

« Consider whether an EPC is even required
« Focus on most urgent properties which may be in breach post-1 April

« Then forward plan to avoid voids, future unlawful lettings and impacts on
wider transactions

— Review T&Cs of employed energy assessors or surveyors
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Data Centre
considerations

— When is an EPC required?

— MEES will apply to data centre
operators in their capacity as
landlords

— Co-location agreements

— What you need to do:

* Check if buildings have an EPC
and if not take advice before
obtaining one

« If EPC shows F or G, take steps
to improve it, unless an
exemption applies
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The future of EPCs and
MEES

— Government consultation from
2021

— Potential for:

« Tightening of ratings in the run
up to Net Zero in 2030; and/or

« EPCs to need to be in place
regardless of if they have been
triggered by a sale or letting

— BUT not set in stone and no
legislation has yet been
progressed
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What does an EPC actually represent?

- Asset Rating: Model of how energy is used in the building: includes
plant, fabric, lighting.

- Not performance, you don’t know how good the building actually
performs — how the building is managed, it's real carbon footprint

- Poor assessments result in poor ratings due to defaults in the
software
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What can we use an EPC for?

- Compliance! As we've seen.

- Recommendations report is generated through the software, considered of
limited use

- Landlords are now reporting more MEES exposure, so EPCs have become
important in investor and REIT reporting

- Lenders are increasingly assessing EPCs/MEES risk as an ESG
component of their lending. Potential for green finance
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EPCs may impact how assets are valued
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Assets which are not aligned with market expectations will depreciate
faster. This includes MEES regulatory requirements.

Example: asset with an EPC of D
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Get In touch

Key contacts
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Rebecca Roffe

CMS Partner

T +44 114 279 4040

E rebecca.roffe@cms-cmno.com
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Sam Carson

Head of Sustainability, Valuations
& Advisory Services

CBRE
E Sam.Carson@cbre.com

Keith Barber

CMS Senior Associate

T +44 20 7524 6520

E keith.barber@cms-cmno.com
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Questions & Discussion
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CMS Law-Now™

Your free online legal information service.

A subscription service for legal articles on a variety of topics delivered by email.
cms-lawnow.com

The information held in this publication is for general purposes and guidance only and does not purport to constitute
legal or professional advice. It was prepared in co-operation with local attorneys.

CMS Legal Services EEIG (CMS EEIG) is a European Economic Interest Grouping that coordinates an organisation
of independent law firms. CMS EEIG provides no client services. Such services are solely provided by CMS EEIG’s
member firms in their respective jurisdictions. CMS EEIG and each of its member firms are separate and legally
distinct entities, and no such entity has any authority to bind any other. CMS EEIG and each member firm are liable
only for their own acts or omissions and not those of each other. The brand name “CMS” and the term “firm” are
used to refer to some or all of the member firms or their offices; details can be found under “legal information”

in the footer of cms.law.

CMS locations:

Aberdeen, Abu Dhabi, Algiers, Amsterdam, Antwerp, Barcelona, Beijing, Belgrade, Bergen, Berlin, Bogot4,
Bratislava, Bristol, Brussels, Bucharest, Budapest, Casablanca, Cologne, Cucuta, Dubai, Duesseldorf, Edinburgh,
Frankfurt, Funchal, Geneva, Glasgow, Hamburg, Hong Kong, Istanbul, Johannesburg, Kyiv, Leipzig, Lima, Lisbon,
Liverpool, Ljubljana, London, Luanda, Luxembourg, Lyon, Madrid, Manchester, Mexico City, Milan, Mombasa,
Monaco, Munich, Muscat, Nairobi, Oslo, Paris, Podgorica, Poznan, Prague, Reading, Rio de Janeiro, Rome,
Santiago de Chile, Sarajevo, Shanghai, Sheffield, Singapore, Skopje, Sofia, Stavanger, Strasbourg, Stuttgart,

Tel Aviv, Tirana, Vienna, Warsaw, Zagreb and Zurich.
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