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PGGM has a long history as a responsible investor,
first as part of Pensioenfonds Zorg en Welzijn, and

currently serving several pension
funds in the area of asset
management. We firmly believe
that contributing to a sustainable
world is part of building a
valuable future for the
beneficiaries of our clients.
Responsible investment has
therefore been integrated into the
investment activities of PGGM. In
2008 PGGM first created a more

systematic and structured approach to responsible
investment. In 2013 the responsible investment
framework was updated. It now reflects the
following responsible investment beliefs that were
co-created with our clients. 

• Responsible investment pays off: We firmly believe
that sustainability factors materially influence the risk-
return profile of the investments and that this
influence will steadily increase in the future.

• No good and stable return in the long term without
sustainable development: We believe that sustainable
development is necessary in order to generate stable,
and good investment returns for our clients in the
long term.

• The driving force of capital: We believe that in
addition to providing a stable, good pension for our
clients’ beneficiaries, we also have to consider how
we can make a positive contribution to sustainable
development through our investment decisions. This
can be achieved, for example, by investing in
solutions which contribute to sustainable
development, such as investments in renewable
energy.

Mathieu Elshout, 
Director Private Real Estate, PGGM

ESG integration in
PGGM’s private real
estate portfolio

“We firmly believe
that contributing to a
sustainable world is
part of building a
valuable future for
the beneficiaries of
our clients ”
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To implement these beliefs, PGGM has several
instruments that are applied at different parts of the
portfolio or to ensure certain investments are excluded
from the portfolio. The sustainability stairway, figure 1, is a
visual representation of these activities and the different
viewpoints in which responsible investment can be applied
to the assets under management.

One portfolio in which PGGM structurally integrates
ESG factors is the Private Real Estate Funds and mandates.
The PGGM Private Real Estate team (PRE) currently

manages circa €11bn of private real
estate investments, on behalf of several
clients. Circa €9.3bn is invested
through the Private Real Estate Fund, of
which circa one third is invested in
Europe while the remainder is equally
split over the Americas and Asia-Pacific.
PRE invests in open and closed-ended
funds as well as joint ventures, all

longer term. These are actively managed, large stakes, and
therefore require high involvement of PGGM. One of the
investment beliefs of PRE is that ‘sustainability pays off’.
PRE created the PGGM Responsible Investment guideline
for Real Estate in 2009 for this purpose. This guideline
further outlines the investment belief. Since 2009, PRE has
applied this guideline to all new investments and for
existing investments has engaged with all fund managers
to have this policy implemented in their day-to-day work.
PRE also fully applies the exclusion policies of our clients.
In 2008 we did an elaborate review and did not find any
investment that needed to be excluded and PRE has been
in compliance with these policies ever since. 

Real estate was one of the first investment categories
in which we tried to include ESG factors systematically and
structurally, an example of the middle part of the
sustainability stairway. The process to include ESG factors
in the investment process started with an inventory of
what factors were deemed relevant, which were for
instance water use and CO2 emissions. Following that, and
in close cooperation with APG, USS and the University of

Maastricht, a questionnaire was developed that was sent
to all private real estate managers. This questionnaire has
since culminated in the Global Real Estate Sustainability
Benchmark (GRESB). Parallel to this, we included in our
reporting guidelines, to which all our managers have to
adhere, environmental KPIs such as energy consumed,
water used, and waste produced. Today, PGGM is still an
active participant in GRESB, serving on the board of GRESB
as well. 

Over the years and through our active engagement,
the number of private real estate funds that take part in
the yearly GRESB survey increased and the coverage of
funds that take part in GRESB in the PGGM Private Real
Estate Fund (PREF) has risen to 95% in 2014. Figure 2
(overleaf) nprovides an overview how PREF has performed
over the last three years. This shows that the PREF scores
are higher than the GRESB average with regards to
implementation and measuring ESG-factors, the horizontal
axis. On average, PREF is more energy efficient than the
GRESB average, for instance. The decline on the vertical
axis is caused by GRESB which changed questions on
management and policy, and has tightened the validation
process. Today, already one third of PREF is considered a
Green Star by GRESB. 

PRE also engages with funds that are labelled “Green
Starters” in GRESB as part of the ESG integration efforts.
An example of a fund that GRESB engaged with in 2014
was the real estate investment manager Redwood which
we introduced to Investa, so they could exchange ESG-
strategies among each other. Redwood was inspired by
the sustainable examples of Investa, a Green Star, and took
the initiative to sign a contract with an energy company
for installation and maintenance of solar panels on the
roofs of logistic centers. Redwood expects the solar panels
to be operating in the first half of 2015. The investment
will lead to a 10% reduction in energy costs and as a result
will lead to a higher return on investment through
Redwood. 

Moreover, in 2015 PRE began an initiative to improve
the reported CO2 emissions data by the funds. The largest

Figure 1. PGGM Sustainability Stairway

Exclusion

Compliance and risk management
Operational efficiency Strategic value

Voluntary
standards

Legal compliance

Process 
efficiency

Product 
sustainability

Shared value

What we do
not want

Improvement What we do want

Targeted ESG
investments

Financial integration
of ESG

Engagement** Voting** Legal
proceedings

ESG
integration
phase 2
started 

ESG
integration
phase 3

Exclusions

“One of the
investment beliefs
of PRE is that
‘sustainability
pays off’ ”

u



OCTOBER 2015www.responsible-investor.com

4

client of PGGM, Pensioenfonds Zorg en Welzijn, wishes to
lower the CO2 emissions of its investment portfolio by
50% by 2020. PRE actively contributes to this ambition
and we take the European offices in the portfolio as the
starting point for this initiative. Together with our partners,
we will do our utmost to ensure that the data are
complete and accurate after which we can start to engage
with our partners with a clear aim to contribute to our
clients ambitions. After European offices, the rest of our
real estate portfolio will follow.

The last part of the Sustainability Stairway are so-
called ‘investments in solutions’. PGGM’s largest client
wishes to quadruple their investments in solutions and
their real estate portfolio is part of this ambition. There are
four areas in which they would like to see investments in
solutions: climate change, water scarcity, food security and
healthcare. Real Estate can contribute a lot by lowering
CO2 emissions of the buildings and investing in buildings
that are used for healthcare activities. PRE has formed an
ambition to invest EUR 500 million per year in investments
in solutions, which adds up to 3 billion by 2020.

The first example is the recently launched London
Office Partnership with Legal & General. This joint venture
has been set up to source attractive Central London office
investments, which provide superior growth prospects due
to neighbouring infrastructure and regeneration projects,
as well as significant asset management opportunities.
With a focus on creating social impact, the Partnership will
look to integrate material environmental, social and
governance (ESG) aspects throughout its assets, in turn
realising a strong ESG performance. The joint venture will
be looking for assets which require significant
improvement and where they can be part of a wider
regeneration story. We are currently looking to copy this
model in other jurisdictions, for instance in Asia.

PGGM integrates ESG factors in all investment
portfolios, where relevant. Private Real Estate is a prime
example of that. By doing so, we would like to avoid
making investments that breach the ethical standards of
our clients, we want to avoid reputational risks and create
financial value by applying an ESG lens on our investment
portofolio.

Mathieu Elshout, Director Private Real Estate. Mathieu joined the PGGM Private Real Estate team in 2008 as Senior
Investment Manager for Europe. His special focus is on sustainability within Real Estate. Before joining PGGM he worked in
various positions at Grontmij. Mathieu is an INSEAD certified director, holds a Bachelor in Environmental Management and
earned a Master of Real Estate degree from the Amsterdam School of Real Estate. He is a member of the PGGM Private Real
Estate Investment Committee and serves on several Funds’ Advisory and Supervisory Boards and Investment Committees. He
also serves as Non-Executive Director on the Board of GRESB and is Chair of the INREV Sustainability Committee.

Tim van der Weide has been Advisor Responsible Investment at PGGM till 1 September 2015 and now works for ERM. He
joined PGGM in 2008 where he was an internal consultant for PGGM’s investment teams on the integration of ESG factors
into investment decisions in asset classes such as private equity and real estate. Prior to joining PGGM, he was an interim
banking professional working for Dutch retail and merchant banks. Tim holds an MA in American studies from the University
of Groningen and a minor in Business Economics from Northern Arizona University.

Figure 2.
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Rogier Quirijns
Senior Vice President
Cohen & Steers

Asset managers have increasingly
incorporated environmental, social, and
governance (ESG) issues into their company

analysis. We would like to share our perspectives on
these issues as a leading investor in listed real estate
companies. 

For more than a quarter century, Cohen & Steers has
been investing in public companies that own or operate
real estate assets. We were the first asset manager to invest
in portfolios dedicated exclusively to real estate investment
trusts (REITs) and have been actively involved with shaping
and establishing standards for the industry as it evolved. As
of June 30, 2015, our assets under management (AUM) in
these and other global real estate securities exceeded US
$34 billion. 

Certain aspects of ESG issues have been integral to the
Cohen & Steers investment process for many years, as we

believe these factors will increasingly have a direct effect on
the profitability of property owners and operators.
Corporate governance has taken on a new level of
importance for investors since the global financial crisis.
Furthermore, the effects of globalization, urbanization, and
industrialization have raised awareness of environmental
issues, particularly with respect to climate change and how
companies are addressing energy consumption and
pollution. Meanwhile, a variety of social issues continue to
generate conversations and headlines. 

To oversee the assessment of these standards, Cohen &
Steers established a formal policy for evaluating ESG issues,
overseen by a committee that involves representatives from
our investment, legal, and marketing teams. Our summary
below highlights their activities and describes how we
measure a company’s alignment with ESG standards as
part of our core research process. 

Incorporating
ESG Factors Into
REIT Investing

An Asset
Manager’s
Perspective

• Over the years, Cohen & Steers has developed a formal policy for ESG issues as part of our core real
estate research process.

• Our ESG-related activities include providing recommendations to top company management.
• We remain REIT industry advocates for ESG standards and promote best practices in our investment

candidates

u
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Integration of ESG Factors Into REIT Investing
In order to properly assess the companies in our portfolios,
our analysts and portfolio managers meet on a regular
basis. Their research findings – including any relevant ESG
factors – are incorporated into proprietary financial models
for each company under our coverage. 

Corporate Governance: We believe management quality
is a key component in the success of any public company.
Moreover, as a pioneer in REIT investing and one of the
largest shareholders in many public REITs, Cohen & Steers

has, by necessity, advocated for strong
corporate governance in listed real
estate companies. In the early days of
the modern REIT era, governance
standards were not defined, and in
some cases, governance was poor. 

Strong corporate governance –
pertaining to issues that include
independent board leadership and CEO

compensation – is, in our view, a telltale sign of quality. Our
review of each company’s management team structure,
board composition, and compensation incentives provides
valuable insight into its business activities. In particular, we
look for potential conflicts of interest between
management and shareholders, as well as their level of
transparency and disclosure. 

For companies that score well on these issues relative
to their peers, with strong adherence to ESG standards, we
generally assign a lower discount rate in our net asset value
estimates or dividend discount models – all things equal.
Those with inadequate compliance might receive a less-
favorable discount rate. Companies with “fatal flaws” may
even be excluded from our investment universe altogether. 

As an example of how we work with companies, we
recently engaged with one of the largest REITs in the U.S.
market, meeting with the chair of the corporate
governance committee, the CEO and the chairman to
better understand their philosophy on board compensation
and other governance issues. The meeting was scheduled
at our request and was the first time they had conducted
this sort of investor outreach. These individuals shared their
thoughts about why they believe their approach will help
add shareholder value. Since the meeting, the company
has initiated broader investor outreach and has met with a
number of major stakeholders.

We recently took similar steps with regard to a Dutch
real estate company. We began a discussion with the
company’s remuneration committee aimed at bringing a
stronger alignment between management and
shareholders. Separately, we wrote a letter to the
company’s supervisory board advising the creation of a
“best-in-class” international supervisory board, given that
the company was in the process of an international
expansion and that many Dutch companies had lately
exhibited a poor record on governance matters. We also
advocated for a stronger focus on reducing the cost of
capital and creating value for shareholders, and suggested
ways that equity raisings could be conducted in a more
efficient way.

Environmental Considerations: When a company
addresses environmental concerns as part of its business
strategy, we believe it suggests that the
management team is focused on the
future and on being the best. Our
assessment of environmental issues
takes into consideration a property’s
location and age and whether the
owner is cognizant of environmental
concerns. We also evaluate whether
companies spend resources on energy
efficiency, based on the belief that
allocating resources to this area could
lead to lower expenses, fewer risks, and
an improved cost of capital.

We express environmental costs and
liabilities in the compilation of company
projections and valuation models. The
better a company scores from an environmental
perspective, the lower the discount rate (or investment
yield) relative to its benchmark group. These inputs may
result in an expected valuation premium for prime or
greener properties, or the assignment of a valuation
discount to secondary properties not aligned with these
standards. 

We recently developed an investment thesis on a U.K.
shopping center landlord that touched on environmental
issues as part of the ESG review. We concluded that while
the company still had room for progress on creating an
ESG agenda, it had made some impressive moves on the
environmental front: 

1) efforts made in 2008 decreased energy costs by £1.25
million; 

2) 85% of waste is now recycled; and 
3) new energy-efficient lighting is currently being fitted

in its retail stores. 

We also made note of visible in-store campaigns that
raise awareness among shoppers and retailers of the
importance of reusing and recycling paper and other
materials. 

Social Considerations: Social factors can be more
difficult to ascertain, as they do not lend themselves as
well to formulaic approaches and cost-
benefit assessments. While they do
factor into our analysis, we do not rely
on litmus tests or otherwise seek social
mandates that cannot be justified on
their merits from a business or
economic perspective. 

That notwithstanding, from Cohen
& Steers’ perspective as a business
operator, we recognize that workplace
diversity and an inclusive culture can
strengthen an organization’s ability to
deliver the best results to clients and
shareholders. Our employees around
the world represent a variety of cultures,

“We believe
management quality
is a key component in
the success of any
public company ”

“When a company
addresses
environmental
concerns as part of its
business strategy, we
believe it suggests
that the management
team is focused on
the future and on
being the best ”

“we recognize that
workplace diversity
and an inclusive
culture can
strengthen an
organization’s ability
to deliver the best
results to clients and
shareholders ”
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backgrounds, experiences, and talents. We draw upon
these attributes to produce innovative solutions for the
clients we serve and to enrich the professional experience
of all of our employees. 

Promoting Sustainability Best Practices in Real
Estate Investing
Cohen & Steers has long been an advocate of industry best
practices related to our investments in real estate securities.
As part of this effort, we participate as an Advisory Board
Member of the Global Real Estate Sustainability Benchmark
(GRESB), whose stated mission is “to enhance and protect
shareholder value by evaluating and improving
sustainability best practices in the global real estate sector.” 

GRESB conducts an annual survey
of real estate entities to gauge industry-
wide progress in integrating
sustainability objectives. The 2015
survey included responses from 707
companies and funds, including 537
private-equity investors and 170 listed
property companies. The survey ranks
each entity on two dimensions:
establishing specific lines of
responsibility for ESG management
(Management & Policy); and how
effective companies are at pursuing

these objectives (Implementation & Measurement). 
The results from the 2015 survey reveal that the real

estate industry is getting better at establishing clear

sustainability goals and implementing them into their
business practices, as shown in the chart by a migration
toward the upper-right quadrant. The GRESB survey also
shows that listed real estate companies generally scored
better than private entities in 2015, similar to the results
seen in 2014. This is consistent with Cohen & Steers’
expectations given the corporate governance standards
and disclosure requirements of publicly traded entities.

In Europe, Cohen & Steers is a member of the
European Listed Real Estate Investment Advisory
Committee, an organization primarily focused on
improving standards of corporate governance, aligning
company management interests with those of
shareholders, and promoting consistency and depth of
disclosure. Our employees also serve on the Reporting and
Accounting Committee of the European Public Real Estate
Association (EPRA) and are members of the National
Association of Real Estate Investment Trusts (NAREIT). 

Cohen & Steers lends further support for ESG
standards as a signatory to the Principles for Responsible
Investment (PRI), a United Nations-backed initiative. 
Here, we join more than 1,300 asset managers with a
total of US$45 trillion in AUM, who share the belief 
that effective research, analysis, and evaluation of ESG
issues is fundamental to assessing a company’s
investment merit.

Expressing Corporate Governance Views Through
Proxy Voting
ESG-related issues are not just a factor in Cohen & 
Steers’ investment process – they are also integrated into
our policies on shareholder proxy voting. To address 
these issues, we have a proxy committee that meets
regularly to discuss general governance and to update 
our formal proxy voting guidelines. Our goal is to effect
change in a company's corporate policy if warranted,
while communicating our views directly to company
management. 

Conclusion
In summary, we have long viewed ESG standards –
particularly those relating to corporate governance and
environmental concerns – as integral inputs in the securities
analysis of listed real estate companies. We also see value
in our dual roles as industry advocates for ESG standards
and active shareholders of the companies held in client
portfolios. Not only do these activities promote best
practices in a widely held universe of publicly traded
companies, but they can also deliver tangible benefits to
our investors.

“ the real estate
industry is 
getting better at
establishing clear
sustainability goals
and implementing
them into their
business practices ”

Cohen & Steers is a global investment manager specializing in liquid real assets, including real estate securities, listed
infrastructure, commodities and natural resource equities, as well as preferred securities and other income solutions.
Founded in 1986, the firm is headquartered in New York City, with offices in London, Hong Kong, Tokyo and Seattle.

Rogier Quirijns Senior Vice President is a portfolio manager and oversees the research process for European real estate
securities. He also covers listed real estate companies in the United Kingdom and France. He has 16 years of investment
experience. Prior to joining Cohen & Steers in 2008, Mr. Quirijns was a senior real estate equity analyst with ABN AMRO in
Amsterdam, where his coverage included France, Scandinavia and the Benelux region. Previously, he was a direct real estate
portfolio manager with Equity Estate and an analyst within the real estate corporate finance team at Arthur Andersen. Mr.
Quirijns holds a degree in business economics from the University of Amsterdam. He is based in London.

We recognize that workplace diversity and an inclusive
culture can strengthen an organization’s ability to deliver
the best results to clients and shareholders n
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Dr. Andreas Wiencke, 
Business Management & Sustainability,
Credit Suisse Real Estate Investment
Management

Climate change and an increasing amount of
regulatory requirements have become a
strategic challenge making sustainability an

integral part of the real estate investment process.
Credit Suisse Real Estate Investment Management,
as one of the largest European professional real
estate investment manager, is dedicated to pursuing
a sustainability strategy by making responsible and
smart investment decisions. The main goal is to
reduce CO2 emissions and to lower energy and
resource consumption. Through the continuous
assessment and benchmarking process, it is the
company's aim to ensure the competitiveness of its
entire real estate investment portfolio in a global
market. 

Climate Change Represents the Major Global
Challenge of Our Time
The stakes are high at the forthcoming United Nations

Framework Convention on Climate
Change in Paris, Nov. 30 – Dec. 11,
2015. For the first time the world
community is aiming to reach a
universal and legally binding agreement
to combat climate change effectively
and to achieve the transition to low
carbon societies and economies. Since
the Kyoto Protocol entered into force in
2005, global leaders are aiming to
achieve an agreement on the mitigation
of greenhouse gas emissions in order to

limit global warming to below 2°C and on how societies
can adapt to existing climate changes. 

The Climate Summit this year in Paris is a chance to
accelerate the endeavors towards climate change and to
avoid the costs of mitigating greenhouse gas emissions
rising in the future. Until the world community is not able
to agree on binding CO2 targets, the future cost of climate
change will be unpredictable. As former World Bank Chief
Economist Nicholas Stern, author of the “Stern report”
states: 

“Climate change is a result of the greatest market
failure the world has seen. The evidence on the
seriousness of the risks from inaction or delayed
action is now overwhelming. The problem of
climate change involves a fundamental failure of
markets: those who damage others by emitting
greenhouse gases generally do not pay.” 

(Nicholas Stern, The Economics of Climate Change, American

Economic Review: Papers & Proceedings 2008, 98:2, 1-37)

Besides the 2°C target scenario the world community is
aiming to become climate neutral by the year 2050.
Meeting this goal entails transforming the way energy is
produced, delivered, and consumed across all sectors of
the economy and regions in the world. Buildings or the real
estate industry as a whole, play a critical role in this debate.
According to the International Energy Agency (IEA), around
one third of global CO2 emissions result from the real
estate industry. Furthermore, real estate accounts for about
40 percent of global energy consumption and consumes
more than 50 percent of all natural resources. Thanks to its
considerable potential to mitigate greenhouse gas
emissions, the real estate industry can significantly
influence climate change in both developed and
developing countries.

Sustainable
Investment
Solutions
are shaping
the Real
Estate
Industry

“For the first time the
world community is
aiming to reach a
universal and legally
binding agreement to
combat climate
change effectively ”
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Increasing Regulatory Requirements Have Become
a Strategic Challenge Making Sustainability an
Integral Part of the Real Estate Investment Process
Regulatory requirements increase the awareness of climate
change. The European Union defined the so-called “20-20-
20-targets” for 2020 (by 1990 levels) to reduce its carbon
footprint by 20 percent, reduce its energy consumption by
20 percent, and to increase the share of renewable
energies by 20 percent. Governmental restrictions and
regulatory requirements are expected to increase in the
forthcoming years. A fact that responsible investors have
on their radar. The prospective energy and climate
framework of the European Union sets new targets for
2030 and 2050. 

At least 40 percent of greenhouse gas emissions and
30 percent of energy consumption should be saved by
2030, while up to 30 percent of energy production should

come from renewable energies by 2030.
Long-term targets aim to achieve a low
carbon economy and to cut CO2

emissions to 80 percent below 1990
levels. In preparation for the Climate
Change Summit 2015, global leaders
and state representatives are calling for a
compulsory carbon tax. Implementing a
tax regime on CO2 emissions requires a
specific risk management for investors.
Mitigating greenhouse gas emissions

needs awareness, responsible decision makers, and
investment capital.

Regulatory requirements are also illustrated with the
increasing extent of sustainability reporting standards. The
Global Reporting Initiative (GRI) and especially the
Construction and Real Estate Sector Supplement (GRI
CRESS) define the preeminent standards for real estate
sustainability reporting. To further operationalize real estate
sustainability, Credit Suisse Real Estate Investment
Management implements these standards and relies on
measurable performance indicators. Quantitative
performance indicators such as CO2 emissions, energy and
water consumption, and waste produced, both in absolute
and relative terms, illustrate the trend towards
comprehensive transparency in the real estate industry.

Measuring is a prerequisite to further optimize and increase
efficiency. This approach allows real estate sustainability
endeavors to be compared with peers over various regions
and industry sectors.

In 2013, Credit Suisse Real Estate Investment
Management became an active Member of the Global
Real Estate Sustainability Benchmark (GRESB), the largest
sustainability benchmarking platform worldwide.
According to Roger Baumann, COO and Head of
Sustainability, Credit Suisse Real Estate Investment
Management: 

"We have a clear strategy to do business in a
sustainable manner. Thus, as a responsible real
estate investment manager, it remains part of our
due diligence process to re-assess the
sustainability performance of our investment
portfolios by taking part in the annual GRESB
benchmarking process. These performance
indicators provide us with a tool to evaluate the
progress of our sustainability strategy and to
ensure that our investment portfolio lives up to
the expectations of our investors."

GRESB is an organization committed to annually
assessing the sustainability of real estate portfolios around
the globe and to providing greater transparency for
investors with its benchmarking survey. Founded in 2009 it
has become a global standard in the real estate industry. In
2015, GRESB covered over 700 funds representing USD
2.3 trillion in property value worldwide. As one of the
leading real estate investors in Europe, Credit Suisse Real
Estate Investment Management is one of the largest
participants of the 2015 GRESB survey. Surveying more
than CHF 25 Bn in AuM, Credit Suisse Real Estate
Investment Management achieved 8 Green Star Awards
for their real estate investment solutions.

Addressing Energy Efficiency from an Investors
Perspective
Credit Suisse Real Estate Investment Management is aware
of the regulatory environment and addresses climate
change and the improvement of energy efficiency. In
collaboration with its long-term partner Siemens and
Wincasa, CO2 emissions will systematically be reduced. The
aim is to reduce the overall energy consumption and CO2

emissions of the entire portfolio by operational efficiency
measures. In this regard a former study reveals the CO2

reduction potential using specific operational measures
with high returns on investment and without significant
investment capital (see Chart 2).

The Decarbonization of Switzerland’s 
Real Estate Sector
The goal of the study is to determine what action banks
can take regarding investments in reducing CO2. Significant
influence can be exercised over decarbonization via real
estate investments. This report analyzes the CO2 reduction
potential in the real estate sector using the specific example
of Credit Suisse’s Real Estate Investment Management.
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Chart 1: Increase of global CO² emissions

“At least 40 percent of
greenhouse gas
emissions and 30
percent of energy
consumption should
be saved by 2030 ”
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The goal of the program is to reduce CO2 emissions by
an average of at least 10% across almost 1,000 buildings,
equivalent to about 13,000 tons of CO2. In a comparable
pilot portfolio of 40 properties in the German and French
part of Switzerland, long-term emissions were reduced by
an average of about 15% using the same measures over
the last five years.

As part of the program, over 60 buildings with the
highest energy consumption (approximately 42% of
overall consumption) were connected online to the
Siemens Advantage Operation Center (AOC). The AOC can
monitor the energy consumption of the buildings in detail,
around the clock. If the measurements deviate from
defined targets, immediate corrections are possible. The
other 900 buildings will be reviewed annually on the basis
of energy consumption data to determine their energy
efficiency and are included in the energy controlling
system as well. As part of the operational optimization 

process, energy engineers will
inspect each building and make
systematic improvements.

At present, Credit Suisse Real
Estate Investment Management is
able to check the energy
consumption and CO2 emissions
of buildings in the program at the
touch of a button. In addition, by
benchmarking all of the buildings
that are evaluated, Real Estate
Investment Management can
develop the means for improved
sustainability in a targeted and
effective manner and review
renovations for their operational
energy efficiency. As CO2

emissions vary significantly a high
standard in terms of energy
efficiency and CO2 emissions is
revealed.

Increasing Demand for Sustainable Investment
Solutions that Combine Economic and
Environmental Returns
As regulatory requirements become significantly
accumulate, many investors adopt a responsible
investment approach that corresponds to their
stakeholders´ expectations. In recent years the market for
sustainable investment solutions has been expanding.
Besides regulation, investors increasingly want to invest in
sustainable values that are future-proof and conform with
their own company values. Many investors are demanding
investment solutions that comply with environmental,
social, governance (ESG) criteria to meet their
stakeholders’ expectations.

Increasing commitment to responsible investment
behavior is illustrated by the number of signatories of the
United Nations Principles for Responsible Investment (UN
PRI). 100 companies signed the UN PRI in 2006,
representing EUR 5.2 tn AuM. In 2014, 1,260 signatories
committed to the UN PRI representing EUR 39.6 tn AuM,
more than half of the signatories originate from Europe.

As of December 2014, the responsible investment fund
universe in Europe represented 1,874 funds with total
assets under management (AuM) of EUR 372.0 billion, an
increase of 25 percent to the previous year. Since 2012, the
AuM increased by 56 percent, while the number of funds
increased by 6 percent. The volume of sustainable
investments in Germany, Austria and Switzerland, reached
a total of 197.5 billion euros at the end of 2014. The
sustainable investment markets in these countries were
able to record an impressive increase of 47 percent
compared to the previous year. 

Sustainable investment funds and sustainable
mandates in Germany, Austria and Switzerland amounted
to some 120 billion euros in 2014, an increase of 44
percent compared to the previous year. Switzerland
demonstrates a fundamental contribution to the
sustainable fund universe with more than 70 billion euros.
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According to the European industry association
Eurosif, the European market for sustainable and
responsible investment has nearly tripled from 2.7 trillion
euros at the beginning of 2008 to 6.8 trillion in 2012. The
market is dominated by institutional investors such as
pension funds, foundations, religious institutions and
insurance companies (in total about 92 percent).
Sustainable and responsible investment is no longer a
niche, but has arrived in the mainstream.

Achieving desirable environmental objectives is often
critically acclaimed when it comes to a beneficial
investment strategy. Sustainable real estate or so-called
“green buildings” have the potential to provide economic
returns as well as environmental returns while addressing
greenhouse gas emissions and energy efficiency. Achieving
both economic and environmental returns and mitigating
the risk of future carbon taxes illustrate today’s investors´
demand for sustainable real estate.

Credit Suisse Real Estate Investment Management
Provides Innovative and Future-Proof Investment
Solutions that Create Long-Term Value for
Responsible Investors 
Credit Suisse Real Estate Investment Management shares
the same values with investors and tenants that are
demanding action in sustainability. There is a variety of
reasons and motivations for investments in green buildings,
including the opportunity to reduce costs, respond to
shareholder concerns, and retain and recruit employees.
These market expectations are providing the impetus for
sustainability as a competitive advantage. Especially

qualified real estate investors such as pension funds,
insurance companies, as well as responsible family offices
aim to invest in sustainable real estate solutions.

Credit Suisse Real Estate Investment Management has
a clear investment strategy to achieve economic returns
and environmental objectives for their investors and
stakeholders. In a new European real estate investment
solution its sustainability experience is implemented and
monitors, analyzes, and optimizes acquired properties in
Europe to increase energy efficiency and to reduce
greenhouse gas emissions. Jointly with Siemens, a carbon
and energy due diligence will be executed during the
acquisition process. The due diligence gives a reliable
appraisal of the CO2 and energy performance of each
property as a prerequisite for further optimization
potential. Following this approach, Credit Suisse Real Estate
Investment Management relies on performance indicators
to systematically reduce the carbon emission. In the end,
the new Property Fund provides a climate neutral solution
via CO2 offsetting, representing the first ever climate-
neutral real estate fund in the industry.
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Case Study: Vancouver

Vancouver, The Exchange.
http://www.theexchangebuilding.ca/

Credit Suisse Real Estate Investment Management is building Vancouver’s first LEED
Platinum heritage conversion high rise. The building combines various green features
such as storm water retention and reuse, highly efficient
hydronic heating and cooling, integrated geo-exchange
thermal regulators, solar thermal panels, a triple-glazed
curtain wall envelope, solar shade louvres and low flow
fixtures. The environmental returns can be illustrated with a
reduction of 85 percent of CO2 emissions compared to
comparable conventional buildings. The Exchange reduces 
its energy consumption by 50 percent which is equivalent to 
a 35 percent reduction in energy costs. Environmental and
economic returns successfully coexists and are both achievable.

Andreas Wiencke joined the Real Estate Investment Management
(REIM) division of Credit Suisse in 2013. Mr. Wiencke has been involved
in a multitude of strategic sustainability topics. Besides diverse energy
and resource efficiency themes he is especially in charge of analyzing the
decarbonisation and benchmarking of the REIM portfolio. Prior to joining
Credit Suisse he was a summer analyst at Morgan Stanley Investment
Banking Division and a research associate at the University of Zurich. Mr.
Wiencke holds a PhD in Economics from Mannheim University.
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By the numbers, interest in and integration of
sustainability& ESG into commercial
property continues to rise. On this topic,

numerous questions from asset owners and
investment consultants in RFPs and DDQs are now
the norm, further spurring managers to engage in
disclosure and reporting. As a result, there is
greater awareness and use - among both investors
and managers - of global frameworks such as GRI,
CDP, UNPRI, GRESB, and local asset-level energy and
“green” labeling and rating systems. 

The establishment of common frameworks and their
adoption is a tremendous positive. As a result, fund
managers are using common metrics to report on
activities and progress, investors are increasingly aware of
and are asking about such metrics, and some managers
are looking at what their peers are doing as an impetus to
do more. On websites, in reports, and through the media,
manager after manager reports progress. So what’s the
problem, and how can we fix it?

Like ships in the night 
In a study1 by Mercer published in March 2015, 83
percent of institutional investors into alternatives say that
a manager’s approach to ESG factors into their real estate
manager selection decision, but that only 35 percent of
managers incorporate ESG into their investment decision-
making. Given the growth of reporting and progress cited
by scores of leading institutional real estate fund
managers, the unmet demand implied by the Mercer
study seems counter-intuitive; especially given that
managers always seek an edge over their competition.

For anyone thinking about the current and future
states of ESG in real estate fund management, these
apparent discrepancies prompt important questions:

1. How should the Mercer findings be given consideration?

2. What will come from all asset owner and consultant
attention and inquiry on ESG?

3. What can managers and asset owners each do to
bridge the gaps, whether they are in communication
or in actual execution?

The ability to speak the same language among real
estate asset owners and managers will help align
sustainability & ESG objectives so that they clearly support
their overall investment objectives.

Early Days for Investors 
“Form follows function” is a principle associated with
architecture based on the idea that the shape of a
building should be primarily based upon its intended
function or purpose. Despite the rise and use of
sustainability & ESG metrics over the past decade, more
than half of the respondents to the Mercer survey, who
indicate they apply ESG criteria, have started doing so
within the past three years. A 2013 survey of fund
managers by Cushman & Wakefield2

found that 80% of investors are
becoming interested in the
sustainability performance of properties
– with 60% also reporting the pace of
interest to be increasing.

Given the period when these
metrics were developed, forms were
created – some with concrete poured
and dried - while function is still climbing its way into the
minds of investment committees around the world. In
part, this explains how there can be so much reporting
and yet so many investors who report that managers are

Ari Frankel, 
Director of ESG Strategy, Real Estate,
Deutsche Asset & Wealth Management

Green Means Go
But what color is the light? 

“80% of investors are
becoming interested
in the sustainability
performance of
properties ”
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missing the mark. This is concerning, given that the level
of reporting undertaken and in some cases requested by
asset owners and consultants continues to increase. 

Over-reporting or reporting information which falls
flat can actually be harmful to a manager3, in part
because of the time and expense required, but perhaps
even more so because the direct applicability of metrics
do not, by themselves, clearly communicate the tie
between better sustainability performance and a manager
or entity’s core investment objectives.

What Investors Want… And What They Get
To be fair, sustainability metrics were not designed to be,
nor should they be expected to perfectly correlate with
investment performance. As is the case with the hundred
or so numbers on one page describing the parameters of
a transaction, the important matter is how metrics fit
together. Metrics and information need to be discussed
and processed iteratively in order to be understood and
acted upon, and decision-making is both complex and far
from a perfect science.

Certainly, the metrics and frameworks play important
roles in driving further progress, and offering some degree
of comparability across investment portfolios. However, as
Mercer observes in the conclusions of its
paper, ESG has firmly found its place as a
risk and investment management topic
among asset owners and consultants,
and has become more hands-on.
Institutional investors now prioritize
concrete applications of ESG principles in
the context of their core activities.

A manager’s existing core activities
and investment processes have developed
and evolved to create value, mitigate risk, or both. As such,
sustainability & ESG activities, “Have to be [presented and]
understood as part of value creation [and risk mitigation],”4

according to Anne Simpson, Director of Global Governance
at CalPERS, which will require all of its managers to identify
and articulate ESG in their investment processes.

No metric or combination thereof can perform the
function Ms. Simpson describes. Investors solely relying u

Summary of Real Estate Sustainability & ESG Frameworks

Framework Level and Type Home & Other Building Certifications/
Main Markets Disclosures1

Leadership in Energy & Envirovnmental Design (LEED)2 Building - “Green” US + Global 16,996

Building Research Establishment Environmental Assessment Building - “Green” UK + Global 8,000
Method (BREEAM)3

Energy Star4 Building - US 3,784
Energy Efficiency

Global Real Estate Sustainability Benchmark (GRESB) Portfolio/Entity - Global 707
Survey

Carbon Disclosure Project (CDP)5 Company - Disclosure Global 394

Global Reporting Inititive (GRI)6 Company - Report Global 166

Principles for Responsible Investing (PRI) - Direct Property Module7 Company - Survey Global 116

1. As of End of 2014; 
2. Count includes the three types of building certification: NC (New Construction), CS (Core & Shell), EB (Existing Buildings)
3. Estimated figure based on data available - http://www.breeam.org/projects/explore/map.jsp ;
4. Office buildings only 
5. Covers real estate disclosures only
6. Covers only reports using the Construction and Real Estate Sector Supplement standard; 7. Covers direct property responses only

Sources: Deutsche Asset & Wealth Management, Building Research Establishment (BRE Trust), US EPA ENERGY STAR, US Green Building Council, Global Real
Estate Sustainability Benchmark, Global Reporting Initiative, Principles for Responsible Investing, Carbon Disclosure Project Investor Inititives

Global Growth in LEED-certified Buildings and Area
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“ESG has firmly 
found its place as a
risk and investment
management topic
among asset owners
and consultants ”
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on scores, ratings and indices may be problematic for two
reasons. First, those looking to assess levels of
sustainability and ESG integration may draw false
conclusions. For example, the share of a portfolio which
has a “green” or energy efficiency label will be
significantly influenced by the product/use type, location,
and investment strategy of an entity. Second, managers
are incented to engage in box-ticking rather than
prioritizing value-supporting actions and communicating
to investors and consultants the how the steps which
have been taken preserved or created value.

Yellow Light / Green Light
Fund managers are receiving mixed signals as to how
much sustainability & ESG information asset owners and
consultants desire. Many of the large institutions and
consultants have some combination of dedicated ESG
teams, extensive policies, and participate in various
industry and peer initiatives to promote sustainable
investing practices.

As a result, inquiry about ESG is on the rise, and
managers with sustainability programs in place can
communicate their strategies, policies, and outcomes. No
doubt this trends positive for ESG in the long term.

But what impact are these actions having today? ESG
is rarely discussed between fund managers and asset
owners or their consultants - the latter of which sets the
agenda - in the lead up to or during due diligence
meetings. This tends to be the case whether or not the

institution has robust ESG policies or
not; whether they are a part of
sustainable investing initiatives or not.

Fund managers, therefore, are
trying to understand how best to
respond to inquiries and requests on
sustainability & ESG. In the meantime,
in an industry with a strong
commitment to client service, the

common response is to answer questions asked in RFPs,
and use the existing frameworks as mechanisms to
measure progress and compare across the industry.

Confusion about approaches and value 
Asset Owners and consultants are onto the notion that
metrics alone are not sufficient, as they are regularly
asking fund managers how ESG is integrated into
investment processes. It is positive they are asking, but
there are headwinds in place preventing actionable
responses.

First, as reported by Fundfire5, managers are
struggling to pitch ESG amid varied demands from asset
owners, while asset owners and consultants are typically
looking to managers to clear up their ESG confusion.6

However, without a feedback loop to communicate what
investors find to be unsatisfactory - and that they treat
this as something to which managers should direct
attention to address - the pace at which the rubber hits
the road in terms of practical implementation is
substantially slowed down. Inquiry which is supported by
follow up will breed faster innovation and stronger
results.

Second, questions and uncertainty from asset owners
about the impact of sustainability and
ESG on financial performance persist.
Given that across all asset classes, the
impact on returns has been mixed -
with the most common outcome being
neutral7 - it is understandable why
serious action on ESG from mainstream
investment professionals has been
restrained. Among some investors
there is a fear that staying within the
confines of an ESG framework may
hinder managers’ ability to produce
top flight returns, especially in a low-return
environment8. 

When sustainability first entered institutional real
estate vocabularies about a decade ago, building to
“green” standards and higher efficiency materials carried
notable cost premiums9, but by 2007 firms could reach as
high as LEED Gold without any cost premium10. It turns
out, however, that years on, the news on investment
performance and sustainability performance is quite good

“ESG is rarely
discussed between
fund managers and
asset owners or their
consultants ”

“ there is a fear that
staying within the
confines of an ESG
framework may
hinder managers’
ability to produce top
flight returns ”
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for commercial property. As capabilities and knowledge
have grown with the sustainability labels and ratings,
studies around the globe continue to show the positive
correlation between sustainability performance and

financial performance in real estate11. 
So in a sense, real estate can be the

golden goose for investors looking to
generate sustainability outcomes which
have a strong track record of
contributing to financial performance.
Operating efficiency improves net
operating income, and buildings with

green labels and high energy ratings have higher tenant
satisfaction rates12. Increasingly, owning such buildings
and continuing to make progress on sustainability gives a
boost to net operating income, and keep down the cost
of increasing regulations related to energy consumption
and buildings.

Among alternative investors in the Mercer survey,
respondents indicated by more than five to one that
incorporating ESG criteria increases risk-adjusted 
returns, compared to those who indicated it has the
opposite effect. Perhaps alternative investments more
broadly will lead the charge, but concrete applications of
ESG must mean asset-class specific value-creation models
and be accompanied by the transfer of knowledge and
policies within institutions to those responsible for those
asset classes.

Resources are not the issue
Coming back to the Mercer study once more, one of its
most important findings is that 63% of alternative investors
indicated their “approach to incorporating ESG criteria into
manager selection and monitoring would be significantly
improved through greater clarity on
techniques and strategies for ESG
incorporation,” while only 29% believe
that more dedicated ESG resources would
support further integration.

There will always be a degree of
subjectivity involved with ESG and
sustainability, and sometimes discussions
about such topics become about values.
No doubt this topic is complex, and
some investors have different values and
objectives than do others. While such
issues will continue to beat back and
forth, managers have plenty of opportunities within their
duty of care to establish and execute an appropriate
framework within their real estate investment processes
which strengthen financial performance. 

The task, therefore, is to separate out values based
decisions from return-based decisions because there’s
nothing subjective about creating value. As this story
continues to unfold in commercial property, asset 
owners and their advisors should benefit if they give
sustainability a solid green light.

“So in a sense real
estate can be the
golden goose for
investors ”

u

Consistent linkages between sustainability and financial outperformance in real estate

Past performance is not indicative of future returns
1. Eichholtz, Kok, Quigley, 2011 2. Eichholtz, Kok, Younder, 2012
3. The Property Council/IPD Australian Green Property Index, September 2014 4. IPD France Annual Green Property Indicators, May 2015

Publication - The Economics of Green Building1, USA, 2011

Finding • 3% rental premium, 13% sales premium for “green buildings”
• The underlying features which enable buildings to become labeled are important, in addition to the

labels/certifications themselves
• The market values operational cost savings in an efficient building regardless of stage in the business cycle

Publication - Portfolio Greenness and the Financial Performance of REITs2, USA, 2012

Finding • 1% increase of LEED certified and ENERGY STAR properties in REIT portfolios reduces market beta (a
measure of risk) by an average of 0.14 and 0.02, respectively, due to lower risks of vacancy and higher
energy costs

• Higher NOI from lower operating expenses of green buildings are factored into REIT valuations

Publication - IPD/Property Council of Australia Green Property Index3,, Australia, 2014

Finding • Green star rated offices in CBD markets achieved achieved a total return of 11.7 percent, outperforming
non-rated offices by 247 basis points

• Offices in CBD markets with high NABERS ratings (4 to 6 stars) outperform offices with low ratings by 71
basis points, driven by differences in capital appreciation

Publication - IPD France Annual Green Building Indicator4, France, 2015

Finding • Green building in France delivered a total return of 7.3%, 30 basis points above high-end
• non-green buildings at 7.0% and 70 basis points above that of all offices (6.6%). Indicator began in 2010
• French green buildings have outperformed non-green properties in every year since the indicator began

in 2010
• The total return index, using a 2009 baseline, is 140.4 for green offices, and 134.4 for non-green offices

“The task . . . is to
separate out values
based decisions from
return-based
decisions because
there’s nothing
subjective about
creating value ”

1 “Global Insights on ESG in Alternative Investing” Mercer, March 2015
2 “US Investor Survey – The Ownership View of Sustainable Real Estate”,

Cushman & Wakefield, November 2013
3 “Sustainability standards: Clearing up the confusion for real estate

companies”, 2degrees, June 2014
4 CalPERS Gives its Managers ESG Ultimatum”, Top 1000 Funds, May 22, 2015
5 “Managers Struggle to Pitch ESG amid Varied Demands” – Fundfire, June

2014
6 “Asset Managers Must Clear Up ESG Confusion” – Fundfire, November 2013

7 “ESG Stumbles on Blurry Returns Data” – Fundfire, March 2015
8 “Investor Confusion Clouds ESG's Future” – Fundfire, March 2015
9 “Measuring The Cost To Become LEED Certified” – Facilities Net, November

2008
10 “Cost of Green Revisited” – Davis Langdon, July 2007 
11 “Energy Efficiency & Financial Performance: A Review of Studies in the

Market” - US Department of Energy Better Buildings Initiative, March 2014
12 Clear Link Between Sustainability, Tenant Satisfaction” – Globe St and DTZ,

February 2015
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Important information:
Deutsche Asset & Wealth Management represents the asset management and wealth management activities conducted by Deutsche Bank AG or any of its subsidiaries. Clients will be provided Deutsche Asset &
Wealth Management products or services by one or more legal entities that will be identified to clients pursuant to the contracts, agreements, offering materials or other documentation relevant to such products
or services. The material was prepared without regard to the specific objectives, financial situation or needs of any particular person who may receive it. It is intended for informational purposes only and it is not
intended that it be relied on to make any investment decision.

Ari Frankel coordinates implementation of ESG and Sustainability research and strategy for the real estate investment
business of Deutsche Asset & Wealth Management‘s Alternatives and Real Assets platform. Mr. Frankel also serves as North
America Co-Chair of the UN Environment Programme Finance Initiative (UNEP-FI). Based in New York City, he works closely
with senior managers around the globe to implement Deutsche AWM’s real estate ESG strategy and oversees its regional
implementation.
Mr. Frankel is an active contributor to the UNEP-FI Property Working Group, a member of the GRESB Benchmark Committee,
the ULI Sustainable Development Product Council, the Greenprint Performance Committee, and represents Deutsche AWM at
the UK Better Buildings Partnership. Mr. Frankel holds a BA in Economics from UC San Diego, and an MBA with a Certificate in
Real Estate from the Haas School of Business at UC Berkeley. He is a LEED-AP O&M.

A Way Forward – Proposed Practical Steps ËËËËËËËË
Managers – Be Proactive: If you have an organized ESG strategy in place and results to highlight, find a way to raise

them during regular client discussions and meetings. Just because asset owners or consultants don’t explicitly ask about

sustainability or ESG, it could very well be something which helps distinguish your business from your competitors. It

may not be possible during final round presentations, as those agendas are set by the client or consultant, but find the

right angle – especially if the group takes part in sustainable investing initiatives. Managers may have some concerns

about not measuring up to the competition in this area, but as investor expectations are in most cases still formulating,

it is more likely they will appreciate the forethought.

Asset Owners and Investment Consultants – Look Under The Hood: Send signals to managers that they need to

be able to articulate how sustainability & ESG are is integrated into the business, and how the actions or interventions in

place create value and / or mitigate risk. With all of the metrics and information which is presented to you following

your initial inquiry, look under the hood and get proper context. It is difficult to otherwise assess figures cited. If the

information which is provided does not make sense or seems unsatisfactory, communicate this to the manager.

Managers – Take actions which strengthen the core business: Choose interventions which mitigate a risk or create

additional value, and articulate how the metrics used and reported serve those objectives. Managers should take care to

integrate those activities into the most central functions and decision-making points, and then demonstrate periodically

the progress made and value added through the actions taken. Statistics on the number of “green” buildings and

energy ratings, survey scores, improvements in environmental performance, and cost savings delivered can show good

progress, but they do not automatically communicate to investors how sustainability & ESG is well-integrated.

Asset Owners and Investment Consultants – Get Prescriptive: Go beyond inquiry and requests for disclosure to

issuing more prescriptive requests which can be met with clear measurements. A few examples could include issuing

utility consumption cost savings reduction targets, asking managers to demonstrate that sustainability measures – both

cost savings and additional benefits - are included underwriting and decision-making, or look for evidence that

sustainability is being considered as a strategic factor in asset and portfolio business plans.

Managers – Prioritize and Scale Up: Leverage the UNEP-FI Property Working Group publication titled “Unlocking the

Energy Efficiency Retrofit Investment Opportunity” to formulate a strategy which a) puts the right conditions into place

to best create value through property sustainability initiatives, and b) to prioritize and scale up those activities.

Asset Owners and Investment Consultants - Include mainstream real estate teams: While ESG and Sustainability

specialists on all sides of the table may continue to be the “experts”, asset owners and their advisers should themselves

ensure that their mainstream real estate teams play a role in communicating the importance of any requests or

outcomes of inquiry on the topic, and expect that their counterparts be able to articulate what steps are being taken to

mitigate risk and add value from an ESG & sustainability perspective within the normal course of operations. Too often,

conversations occur among sustainability & ESG specialists on both sides. This recommendation may be the single most

important one, in that its adoption would likely trigger the other steps mentioned here, and countless others along the

integration journey. 

Managers – Measure and Report Outcomes of Projects: Measure and report the impact – financially – financially

and otherwise - of sustainability programs and projects. The most important thing to communicate to investors is the

outcomes which strengthen returns and long-term performance.
n
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Olivier Elamine, Chairman of the 
EPRA Sustainability Committee 
& CEO alstria office

At EPRA we may be one-step removed 
from the day-to-day management of
sustainability issues at a corporate level,

however, given our close ties to the membership
and our insight into company performance

through the indices, we are aware
of the many opportunities which
sustainability holds for the real
estate industry. 

Responsible corporate operations
and green reporting are going
mainstream. We have first-hand
experience of the political impact that
sustainability has and just how much
attention is paid to it by the EU

institutions and policy-makers. This is hardly surprising
given the binding EU targets to reduce carbon emissions,
with stringent targets set for 2020, 2030 and for a low-
carbon European economy by 2050. 

The first of these goals is known as the ‘20-20-20’
targets, which sets three key objectives for the EU:

• A 20% reduction in EU greenhouse gas emissions
from 1990 levels;

• Raising the share of EU energy consumption
produced from renewable resources to 20%;

• A 20% improvement in the EU’s energy efficiency.

By 2030, the emissions will need to be cut by 40% of
their 1990 levels. The targets for 2050 are even more
ambitious, with the European Commission endorsing 
cuts of 80-95% of the 1990 levels. Such targets are a 
long way off, but the Commission is
already planning for this by
implementing a roadmap for
introducing a low-carbon economy. 

At a recent event with Competition
Commissioner, Margrethe Vestager, the
message was that energy and resource
efficiency is an energy source in itself -
greater energy from fewer resources -
and that more should be done to
establish this thinking. 

When it comes to the EU
Institutions, we have found that our financial and
sustainability Best Practices Recommnedations (sBPR) have
gained traction with policy-makers. Our regulatory team
has been informing the institutions about an industry of
which til now they have had little experience. Our
attendance at working groups at the Commission has
opened eyes to the scope and structure of listed real
estate, the reporting openness and comparability which
EPRA provides not only to investors, but to policy-makers
eyeing up new legislation. 

By providing real-world examples of companies across

Green real
estate 
the 
investor’s 
choice

“we are aware of the
many opportunities
which sustainability
holds for the real
estate industry ”

“By 2030, the
emissions will need
to be cut by 40% of
their 1990 levels.
The targets for 2050
are even more
ambitious ”
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Europe implementing and reporting on their sustainability
performance, it is a powerful message that listed real estate
takes the challenge of sustainability seriously and that a self-
regulating industry can achieve real environmental benefits. 

Buildings account for almost 40% of the EU’s energy
consumption and 30% of its carbon emissions. While

these figures include real estate in the
wider sense (residential etc.), it is clear
that there is huge potential to
drastically cut EU energy consumption
and carbon emissions from real estate.
That is why EPRA encourages all of our
members and non-members to
implement our sBPR to highlight and
directly compare areas where savings
and efficiencies can be made. Not only
will this benefit the environment, but

with lower energy usage and the plan for low-carbon
economy by 2050, there are clear financial advantages
and incentives in adopting sustainable business practices
sooner rather than later. 

It is clear this is not a passing fad it will be an objective
for years to come. We believe that EPRA members are
already ahead of the curve when it comes to sustainability,
and this supported by the ranking of the listed sector in
the GRESB survey, for example,. 

In 2011, when EPRA developed the sBPR for its
members, the aim of this guidance was two-fold: to

encourage more companies to report, and to help
standardise that reporting, on a pan-European basis and
so foster greater comparability among listed real estate
companies of disclosed sustainability performance. The
EPRA sBPR guidance has also been
influential in the creation and shaping
of other benchmark and reporting
standards used by investors, such as
those used by INREV for non-listed
companies.

September 2014, saw the first
major revision of the guidance to better
reflect current environmental trends.
This shows that we are committed to
providing the most relevant and up-to-date guidance
when it comes to sustainability and ensure we account for
future developments. One of the major changes in the
update is that like-for-like data is no longer considered an
‘overarching recommendation’ and has been given greater
prominence. Energy and water consumption, waste and
greenhouse gas emissions are now considered as distinct
Performance Measures.

To reinforce this, every year at the EPRA Annual
Conference, we have a dedicated session for sBPR awards
which helps to drive adoption of our green metrics. So
much so, that in just three years, the majority of EPRA’s
members now report at least one sustainability
performance measure.

“ like-for-like data is
no longer considered
an ‘overarching
recommendation’ and
has been given greater
prominence ”

“Buildings account for
almost 40% of the
EU’s energy
consumption and
30% of its carbon
emissions ”

Buildings account for almost 40% of the EU’s energy consumption and 30% of its carbon emissions
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An overview of the sBPR metrics can be found above.
They are easy to implement and monitor, while at the
same time provide useful, usable information for investors
and policy-makers to assess the environmental impact of a
building portfolios.

Looking at 2014’s performance, 31% of companies
received an award for their environmental performance
reporting against the EPRA sBPR and the number of EPRA
members reporting on environmental performance grew
for the third consecutive year.

Twice as many companies achieved a gold award in
2014 as compared to 2013, with the total number of gold
winners now standing at 16 companies. It is also
encouraging to see the number of companies who report
on all of the sustainability metrics increasing and of
particular note is the four companies who have achieved a
gold award every year since the sBPRs came into effect.
British Land, Citycon, Klepierre and Unibail – Rodamco
have achieved the highest gold award for all three years of
the EPRA sBPR awards. 

Such strong performance among our members across
Europe demonstrates that the move towards sustainability
is not just isolated to particular locations and local
investors, but is being widely accepted. There is of course
a financial impact on performing well in sustainability

terms. Standard & Poor’s include sustainability into their
corporate credit rating analyses, therefore a good
sustainability disclosure rating improves the rating of a
company’s governance system during the credit-rating
process.

We have received interesting feedback over the years
from investors, who consider ESG
(Environmental, Social & Governance)
issues when looking to invest in
companies. While strong ESG
performance will not be the key to
investment; poor ESG performance or
disclosure will undoubtedly become a
larger barrier to investment. In recent 
months, leading investors such as
BlackRock, Zurich and JP Morgan, have
initiated changes to their investment strategies by publicly
committing to invest billions of dollars sustainably.

With the ear of the regulators and the pressure on for
them to show results, the listed property sector is well-
placed to demonstrate that operating greener buildings
works both for investors, urban communities and the
economy. EPRA members are at the forefront of the
sustainability movement using sBPR metrics to openly
account for their efforts. 

Olivier Elamine is one of the founding members of alstria office REIT-AG and became CEO of the Company in November
2006. Prior to the founding of alstria, he was a founding Partner of NATIXIS Capital Partners Ltd. (NCP; formerly IXIS Capital
Partners) from 2003 to 2006. He participated in more than €6bn of pan-European real estate transactions and led all the
acquisition which form today alstria’s portfolio. In 2003, Olivier Elamine joined the Real Estate Investment Banking team at CDC
IXIS as a Director and was one of the founding members of NATIXIS Capital Partners Ltd. In 1998 Olivier Elamine joined Ernst &
Young as a consultant in the real estate industry and from 2000 to 2003 he headed the Sales & Leaseback advisory team.

“poor ESG performance
or disclosure will
undoubtedly become 
a larger barrier to
investment ”

EPRA Sustainability Performance measures
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Christopher R. Pyke, 
COO, 
GRESB

Issues related to climate change, resilience, and
stakeholder engagement are typically defined as ESG –
environment, social, and governance. ESG increasingly

plays into the competitive landscape
facing property companies and their
investors today, but given the
complexity and scope of the
information, intuition and pretty
brochures with smiling kids on the
cover aren’t sufficient to
comprehensively convey ESG data.
Responsible investors need detailed

information and analytics to understand the ESG
performance of real estate investment opportunities
around the world. They then need to put this information
to work, managing risks and creating new investment
strategies to create and capture superior returns, or to
manage downside risks. 

In this article, we use new data from the 2015 GRESB
to survey the fast-moving landscape of real estate and
ESG performance. We will consider the state-of-the-
market and explore trends in critical global issues. 

Industry Data
The annual GRESB assessment provides a unique annual
snapshot of the ESG performance of both public real

estate companies and private equity real estate funds
around the world. In 2015, 707 companies and funds
provided GRESB with information on real estate worth
USD2.3 trillion, including 61,000 assets. This reflected an
11% increase in participants from 2014. The GRESB
database now covers 56% of the FTSE EPRA/NAREIT
Developed Index and 93% of the NFI-ODCE index (the
main US open-end fund index). 

Industry ESG Performance
GRESB describes ESG performance with respect to two
primary dimensions: Management & Policy (MP) and
Implementation & Measurement (IM). Management &
Policy represents the foundation for action – plans,
policies, processes, incentives, and other “infrastructure”
needed to support effective decision-making.
Implementation & Measurement includes actions and
monitoring needed to achieve and verify results on the
ground. The two dimensions work in tandem to improve
ESG performance over time. 

The GRESB Quadrant Model visualizes performance on
both of these dimensions. Top performers are in the upper
right; these companies and funds are called “Green Stars”.
Other quadrants represent different combinations of MP
and IM scores, including “Green Starter” (bottom left),
“Green Walk” (bottom right), and “Green Talk” (top left).

Building Solutions 
to Global Challenges

“we are aware of the
many opportunities
which sustainability
holds for the real
estate industry ”

We live in challenging times, and the
global property industry is on the
frontlines of many of the most

important and far-reaching environmental, social,
and governance issues. Globally, the real estate
industry is dealing with megatrends including
rapid urbanization, transformative technology,
and demographic change. These trends drive and
intersect with far-reaching environmental and
social issues such as climate change, water stress,
and resilience. Real estate investors are
considering their responses to these complex
issues with a wary eye toward new regulation,
hope for emerging business strategies, and
increasing recognition for inevitable pressure for
transparency and disclosure. 
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In 2015, the average GRESB score of companies and
funds reporting to GRESB increased significantly to 56, an
increase from 46 in 2014. This overall improvement
reflected an increase in the average Management & Policy
Score from 54 to 63, and the Implementation &
Measurement Score increased from 43 to 52. Simply put,
this means that, on average, companies and funds in the
GRESB universe are making more plans and policies,
improving their management ESG process, implementing
more measures, and collecting more data on operational
performance, among many other accomplishments. 

GRESB Quadrant Model with overall annual
average points plotted

These achievements are also reflected in a significant
increase in the number of Green Stars – the designation
for top performers on both Management & Policy and
Implementation & Measurement. In 2015, GRESB
recognized 387 entities as Green Stars. 

GRESB also provides scores for Environment, Social,
and Governance (ESG) performance areas. Overall, the
2015 results show the highest levels of performance for
Governance with an average score of 69. The average
score for Social criteria was 58, and the average score for
Environmental criteria was 48. This indicates that, on
average, entities achieve approximately half of available
points for environmental assessment questions. 

Global average scores for GRESB ESG criteria.

Scores for overall sustainability and ESG performance
areas are useful aggregate measures of company and
fund performance. However, it is also valuable to translate
underlying achievements into categories more closely
related to global challenges. This mapping provides a
better sense of how property companies and funds are
addressing critical issues. For discussion, we can further
divide the 2015 GRESB data this into two categories: (1)
ESG management and (2) ESG themes.

ESG Management
Ultimately, most investors believe that management plays
a key role in corporate performance. ESG issues are no
different -- achieving superior performance requires
superior management. Management’s primary job is to
establish a systematic process to ensure that
organizational goals are clearly defined, resources are
rationally allocated, action happens on the ground, and
data are collected to verify performance and improve
internal processes. As all investors know, there are no
guarantees of future performance, but every successful
investor knows that a management team with a strong
track record can reduce
risk and create the
conditions for future
success. 

In 2015, GRESB 
data indicated 
significant progress in
the establishment of
effective ESG
management practices
across the global real
estate industry. Most
GRESB participants
report having established
specific lines of
responsibility for ESG
management, integrated
sustainability into their
business strategy,
implemented processes
to periodically inform
senior management,
developed strategies 
to communicate
performance to external
audiences via reports and
websites, and established
clear policies for third-
party contractors and the
supply chain. Selected trends between 2014 and 2015
include: 

 Sustainability objectives incorporated in overall
business strategy: 93% from 81%

 Sustainability requirements for procurement: 76%
from 65%

 Sustainable site development requirements: 85%
from 80%

Senior sustainability decision maker

Overall

Senior Management Team

Board of Directors

Fund/portfolio managers

Asset managers

Investment committee

Other

4%

1%

1%

1%

94%

49%

44%

2014
q

(triangles indicate 2014 levels)

q

q

q

q
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Clearly, effective management is fundamental to
superior ESG performance. However, how investors get

information about management
processes and performance also
matters, a lot. Unverified claims about
management practices or
performance are not sufficient to
reduce risks or understand future
performance. As ESG information
becomes recognized as more
important, there is a commensurate
increase in investor expectations for
transparency and data quality.

Investors want to see reliable information with
appropriate use of recognized international standards
and review by trusted third parties. This is what high
quality communications look like in any other part of
business, and they are becoming the norm for ESG. 

The 2015 GRESB data indicate that companies and
funds are stepping up to address these rising
expectations. Selected trends between 2014 and 
2015 include: 

 Review of sustainability disclosure by a third-party:
63% from 59%

 Publication of integrated reports: 6% from 2%
 Most common green building systems: LEED,

BREEAM, 51% of total certifications combined

ESG Themes
Clearly, ESG management and high quality
data are not ends in themselves. Ultimately,
they are means to address critical
environmental, social, and governance
issues. In 2015, GRESB highlighted on-
going efforts to address globally important
challenges, including climate risk, energy,
water, health, and community engagement. 

Climate Risk & Resilience
Climate risk has now become a key consideration for
companies around the globe, as extreme weather events
and shifting weather patterns threaten economies and the
built environment. Buildings play a critical role in reducing
the drivers of anthropogenic climate change and in
building urban resilience. Consequently, investors have a
reasonable interest in understanding the exposure of
individual properties and entire portfolios to climate-related
risks, as well as their level of preparation for changing
conditions. The majority of GRESB participants have
organizational policies to address climate change and a
growing fraction are developing policies and interventions
to promote resilience. Selected findings include: 

 Environmental policies addressing climate/climate
change: 54% from 48%

 Environmental policies addressing resilience: 35%
 Climate change risk assessments for standing

investments: 46% from 35%

“92% of 2015 GRESB
participants report
having specific
sustainability
objectives. ”

“96% of GRESB
participant have a
specific person with
responsibility for
sustainability
objectives. ”

Survey “map”: lines illustrate 
connections between 
GRESB questions 
and global issues.
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The net result of these efforts can
be seen, in part, in industry-wide
reductions in GHG emissions. The 2015
GRESB data indicate a -3.04%
reduction in like-for-like emissions in

comparison to 2014. 

Energy
Efforts to address the cost and environmental impacts of
energy consumption remain fundamental to ESG
management around the world. Inefficient properties that
lag behind their peers represent a drag on net operating
income and asset value. Conversely, high performing
assets may attract top tenants and return more income to
investors. GRESB participants have begun to recognize
this global reality and take a set of coordinated actions to
manage energy demand, promote efficiency, and utilize
clean energy sources. Selected findings include: 

 Installation of high-efficiency
equipment: 57%

 Building energy management: 36% 
 Systems commissioning: 35%

Overall, these efforts have begun to
yield demonstrable savings with a -

2.87% reduction in “like-for-like” energy consumption

Water & Waste
Global trends in energy management are mirrored by
trends in water conservation and waste management.
With severe drought hitting western North America and
parts of Australia, many real estate investors recognize
that sustainable water supplies are essential to operations
and new development. Some of these lessons are
relatively new or yet to be learned first hand, and, overall,
water conservation measures appear to be growing more
slowly than energy-related practices. Selected findings
include: 

 Installation of high-efficiency fixtures: 67%
 Re-use of grey-water: 21%
 New construction measures to improve water

efficiency: 91% from 71%

Overall, these efforts are making a difference,
evidenced by a -1.65% decrease in overall water use
between 2015 and 2014.

Health & Well-Being
Health, safety, and well-being are
rapidly emerging as a global priority
for property companies and funds. In
2015, the World Green Building
Council issued a report calling this

trend “the next chapter in green building”. The report
noted that typical business operating costs have a ratio
of approximately 90% staff costs in salaries and benefits;
9% property rental costs; and 1% energy costs.
Consequently, investment in health and wellbeing has
disproportionate opportunities to reduce costs and
create value. Selected findings between 2014 and 2015
include: 

 Employee health and safety check during the last
three years: 88% from 77%

 Monitoring employee health and safety: 70%
from 48%

 Community engagement program
addressing health and well-being:
52% from 26%

Tenant & Community Engagement
Ultimately, relationships with tenants
and local communities are essential to
sustained income, environmental
performance, and risk management. In
2015, tenant engagement often focused on efforts to
foster collaboration to advance environmental
performance. This is reflected in the increased use of best
practices and has earned recognition for GRESB
participants Bentall Kennedy, Cadillac Fairview, Boston
Properties, ForestCity, TIAA-CREF, and Deutsche Asset &
Wealth Management as 2015 Green Lease Leaders.
Selected findings between 2014 and 2015 include: 

 Community engagement programs including
sustainability-specific issues: 81% from 64%

 Sustainability-specific requirements in standard lease
contracts: 60% from 43%

 Tenant satisfaction surveys undertaken during the last
three years: 59% from 52%

Conclusion
The global real estate industry is a complex and dynamic
marketplace. The real estate industry presents institutional
investors considering ESG issues with two fundamental
issues. The development and operation of property
creates substantial impact on people and the
environment. Globally, property consumes a large share of
energy, contributes to greenhouse gas emissions,
degrades biodiversity, and contributes to a myriad of
other environmental issues. We also know that
conventional property development often inadvertently
promotes behaviors that increase the risk of chronic
disease, social isolation, stress, and injury. 

Yet, property can also provide practical solutions. In
every corner of the globe, we have examples of buildings
that reduce energy demand, increase energy efficiency,
and meet energy needs with clean, renewable energy. We
know how to build homes and workplaces that reduce
stress, enhance social connectivity, and increase
productivity. This duality underscores the need for
actionable transparency for institutional investors. They
need data and tools to understand the attributes and
performance of current and future investments. Simply
put, they need to understand whether their investments
are contributing to problems or solutions. Empowered
with this information, institutional investors can make
choices that allow them to more effectively manage risk
and seek opportunities to create value from innovation. 

Dr. Pyke is the Chief Operating Officer for GRESB.com
and Director of GBIG.org.

“-3.04% reduction in
GHG emissions ”

“-2.87% reduction 
in energy
consumption ”

“-1.65% decrease
in water use ”

“84% of companies
and funds report new
construction measures
to promote health and
well-being. ”
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Charles Keenan

When the Constance Hotel reopened last
year in Pasadena, Calif., it had many of
the hallmark features of a modernized,

energy-efficient property, including a new HVAC
system, controllers, LED lighting, elevator motors,
window treatments, water systems and insulation.
The landmark property, with a neoclassical style and
Spanish-tiled roofs, received energy efficiency
upgrades as part of the $60 million overhaul,
expected to yield an estimated annual savings of
207,000 kilowatt hours in electricity and 3.2 million
gallons of water. 

To pay for the energy components of the renovation,
William Chu, chief financial officer of the hotel’s general
partner Sinpoli Capital Corp., tapped an innovative way to
finance the improvements. An investment bank issued $6.9
million in 6 percent bonds in a private placement, to be
paid back over 20 years through local tax assessments.

“It was the right fit for us to secure some long-term
financing for our upgrade to the hotel,” Chu says.
“Compared with what you have to go through with a
bank, this was nothing.”

Chu represents a small but growing group of real
estate owners and managers using a type of financing for
“property assessed clean energy,” more commonly known
as “PACE.” It offers users a relatively inexpensive way to
finance efficiency improvements and permits the upgrades
to be cash-flow positive since the repayments are made
over a long-term period. For REITs, especially those looking

to embark on major energy efficiency upgrades in the years
to come, PACE could end up becoming another standard
financing tool.

Wrapping Repayments Into Tax Bills
PACE takes an old concept of the tax assessment and gives
it a new twist. The financing gets wrapped into tax
payments collected by a participating municipality, which
protects bondholders in the event of default, as the debt
owed would be picked up by any new owner and paid
through assessments. PACE pays 100 percent of a project’s
cost and is repaid for up to 20 years.

Institutional investors provide the capital. They receive
bonds in return that pay generally 6 percent to 7 percent.

“The funder of the PACE project
stands first in line – even ahead of the
mortgage lender – to be paid in the
amount in arrears that’s owed to them,”
says David Gabrielson, executive director
of non-profit advocate PACENow. “Like
property-tax assessments, PACE
assessments don’t get extinguished.”

PACE proponents say the financing
can help justify energy efficiency
improvements because it stretches out amortization of the
repayments. Expensive upgrades might be difficult to justify
over a five- to seven-year period of mezzanine financing.

In the case of Hilton Los Angeles/Universal City, a
franchisee of Hilton Worldwide Holdings Inc. (NYSE: HLT),

Setting the PACE
PACE Financing
Could Become
an Accelerator
for Financing
Sustainability 

“The funder of the
PACE project stands
first in line . . .to be
paid in the amount in
arrears that’s owed to
them ”
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the owners completed a $7 million PACE financing in 2013.
The hotel was built in 1983 and in need of a renovation to
remain competitive in the market. The executive board saw
an opportunity to expand the scope of improvements to
encompass upgrades with a much longer payoff, including
improvements such as elevators and control systems.

Additionally, the hotel aspired to reach LEED
certification. A first mortgage would not cover the scope of
the energy improvements, so PACE presented an
inexpensive alternative, says Jean Dunn, chief executive
officer of investment bank Structured Finance Associates.

“Where PACE fits in is in that gap for the owner who
already has first mortgage financing,” he says. 

“Whole New Sets of Opportunities”
One big proponent of PACE is George Caraghiaur, a former
senior vice president of sustainability at Simon Property
Group (NYSE: SPG) who left the company in January. He
has crisscrossed the country promoting the financing.
Caraghiaur, a managing member of consulting firm Energy
& Sustainability Services and a senior fellow at PACENow,

says PACE can be an attractive option for
REITs going forward.

“The whole issue of energy
efficiency is gaining steam,” he says.
“It’s an important tool that people
should understand and compare with
others.”

As of May, two REITs have used
PACE to finance sustainability upgrades.
Mall REIT Simon Property Group funded
an energy efficiency project for its Great
Lakes Mall in Ohio, a project worth $3.4
million. Industrial REIT Prologis Inc.

(NYSE: PLD) completed $1.4 million in energy and solar
enhancements to its headquarters in San Francisco.

Meanwhile, on the other side of PACE transactions,

commercial financing REIT Hannon Armstrong Sustainable
Infrastructure Capital, Inc. (NYSE: HASI), which specializes
in financing sustainable infrastructure projects in energy
efficiency and renewable energy, funded two commercial
properties in California for $7.8 million in one PACE deal
last year.

There’s plenty of existing building stock in need of
upgrades, says Jeff Eckel, president and chief executive
officer of Hannon Armstrong.

“We are merely at the beginning,” Eckel says. “In a
world increasingly defined by carbon, I think companies
and investors will start to see whole new sets of
opportunities when they think of buildings as CO2 emitters,
rather than just class-A office space or a nice mall.”

Other real estate companies are considering using
PACE. Forest City Enterprises Inc. (NYSE: FCE.A), for
instance, is exploring PACE for major renovations in its
portfolio, including HVAC, lighting and building controls,
says Joyce Mihalik, vice president of design services at the
company. One possibility includes assets in its California
portfolio. “We have quite a few properties there that
match up well with the major renovations that need to
take place,” she says. “We see the PACE product as another
tool in our tool belt.” 

Patchwork of States, But Growing
If there’s one thing holding back use of PACE on a large
scale by REITs and other real estate companies, it’s the
patchwork of states where it’s approved. PACE first started
in California in 2008 and has grown to 32 states and
Washington, D.C., as of April.

That presents a challenge for Forest City, which has
properties in 26 states and the nation’s capital. The
company’s renovation needs don’t totally overlap with
PACE’s footprint. For example, Forest City is looking to
upgrade properties in Virginia and West Virginia, but PACE
legislation has yet to get passed there, Mihalik notes. That

“The whole issue of
energy efficiency is
gaining steam, . . .
It’s an important tool
that people should
understand and
compare with 
others ”

One of the rooms in the Constance Hotel in Pasadena after it’s $60 million overhaul
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said, Virginia’s legislature is working on a PACE-related bill,
while West Virginia’s lawmakers are studying private
financing options.

“The communities and states that now have adopted it
and have a robust program, some of it matches up with
our footprint, but not necessarily with where our need is,”
Mihalik says.

Having some scale on PACE projects is critical, Eckel
adds.

“Efficiency projects in particular come in relatively small
finance packages,” he says. “These one-off transactions are
painful and expensive. So we like to set up programs with
companies where you can do repeat transactions across
portfolios, across jurisdictions. You spend a lot of time and
money on the first transaction, but then only incremental
efforts are required.”

Improving Operating Income
On the bright side, for many developers, PACE has shown
improvement to the bottom line. In the case of the
Constance Hotel, which was built in 1926, the building had
fallen into disrepair by the mid-2000s. Sinpoli Capital
Corp., a California-based owner of commercial real estate
properties, bought the hotel in 2007, and renovations
started in 2011.

The goals behind the PACE-financed energy efficiency
retrofit included deploying LED lighting and a new HVAC
system, and central controls for lighting to reduce wasted
energy in unoccupied rooms. It also included raising guest
comfort through sophisticated room lighting and lowering
water usage in part by installing dual-flush toilets.

Chu became familiar with PACE in 2013; yet,
renovations had already begun. While the building was
financed with private money, the hotel would not have

been able to go to a bank for a first mortgage, since lien
rules dictate other creditors in the construction would be
first in line in a default. Even so, bank financing would have
involved more paperwork, Chu notes, whereas PACE
financing was arranged in 60 days with the help of K2
Clean Energy Capital, a Campbell, Calif.-based company
that develops solar power and energy efficiency projects
and facilitates financing, and Structured Finance
Associates. “This gave us a way out with a clean title, and
financing for 20 years,” Chu says.

PACE then became a cheap way to boost revenue
streams once the hotel opened in 2014. The maturity of
the bonds was 20 years, allowing the energy savings to
outpace the payments each payment period.

“These improvements allow the hotel to increase its
operating cash flow and the corresponding value of the
property” said Jonathan Pickering of K2. “It’s accretive to
cash flow every year.”

In the case of the Hilton in Los Angeles, PACE
financing provided a compelling boost to net operating
income (NOI). In its first year, NOI rose $335,000, after
the PACE assessment payment. Return on investment
(ROI) was 78%, with a total project return estimated to be
$12.5 million. That translated to a $30 million increase in
the overall value of the hotel, according to Structured
Associates.

With returns like that, REITs could eventually turn to
PACE as a regular way to finance energy improvements.
REITs were limited in their ability to take on energy
efficiency in the years following the financial crisis, but now
they’re better positioned to focus on making
impperfectrovements.

“It’s a big country with a lot of square feet with not
optimal equipment,” Eckel says. 

Charles Keenan is a freelance writer and longtime contributor to REIT magazine and numerous other business publications

$7 million of PACE financing in 2013 Hilton Los Angeles/Universal City resulted in a $30 million increase in the overall value of the hotel
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ESG 2.0: long-term value creation in the 
investment chain 

The evolving relationship between asset owners and managers

Thursday 19 November 2015, Grange St Paul’s Hotel, London

Key sessions:
• Time for managers to get real and fully commit to ESG integration
• Call it collaboration or call it alignment, asset owners are increasingly working together to 

engage with asset managers
• Asset owners as long-term partners, not clients
• It’s still about performance! 
• Focusing capital on the long term: the rise and rise of institutional investor interest in climate 

change in the run-up to COP21

www.responsible-investor.com/esg2

RI Events 2015–16

2015
19 November
ESG 2.0: long-term value 
creation in the 
investment chain
London

8–9 December
RI Americas 2015
New York

2016
23–24 February
RI Asia 2016
Tokyo

10 March
Decarbonise/
Re-energise Workshops
Paris

14 March
Decarbonise/
Re-energise Workshops
Amsterdam

16 March
Decarbonise/
Re-energise Workshops
Stockholm

22–23 June
RI Europe 2016
London

From the publishers of

RI Americas 2015 

8–9 December 2015, Bloomberg, New York

Key sessions:
• Corporate governance trends in the Americas: the investor perspective.
• Live from Paris: what does the COP21 UN climate change conference mean for corporates and 

institutional investors? What will Obama’s green legacy be, and what’s the investment play?
• Institutional carbon divestment: how serious is it, where is the money going, how will the 

divest/invest campaign develop?
• Pensions in the Americas – can long-term sustainable investing dig US funds out of their 

funding hole? The state of play in Canada. Promoting sustainable retirement in LatAm. 
• Can corporates work together with investors for long-term value creation?

www.responsible-investor.com/americas 2015

events

www.responsible-investor.com/events Magazine
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