How sustainability grows
value in the real estate industry
A sustainability strategy has become a must-have for real estate firms,
that delivers tangible and intangible benefits
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Executive summary

The sustainability imperative
Sustainability has been a buzzword in the real estate industry for a number of years. But a sustainability
strategy is no longer something extra to offer certain far-sighted stakeholders or the preserve of the biggest
businesses; it’s an imperative for every company regardless of scale.

In the past, sustainability was a nice-to-have, often aligned
to brand purpose and corporate social responsibility
and mainly offering intangible value to stakeholders. But
today, sustainability is a business imperative that averts
future risks, prepares businesses to manage the changing
regulatory landscape and adds recognisable value to real
estate assets, projects and firms.
In the wake of the Covid-19 pandemic, the desire for
companies to build better futures is even stronger. Repeated
outbreaks and the restrictions necessary to curb them have
shone a harsh light on the inequalities in many countries,
increasing the focus on the social ‘S’ in ESG (environmental,
social and governance). At the same time, the climate crisis
continues and the environmental element of ESG is hugely
important for real estate, not least because it’s an area
where the sector has much it can accomplish.

“Today, sustainability is a business
imperative that averts future risks,
complies with the latest regulations and
adds recognisable value to real estate
assets, projects and firms.”

According to the UK’s Green Building Council, the built
environment contributes around 40% of the UK’s total
carbon footprint.1 That makes buildings the second largest
source of emissions in the country, with 90% of homes
using fossil fuels for heating, cooking and hot water and
66% of homes at Energy Performance Certificate D or worse.
While residences were responsible for 68 Megatonnes (Mt)
of emissions in 2018, commercial buildings emitted 12Mt
and public buildings a further 8Mt. Offices, retail space,
hospitality and industrial buildings account for around 80%
of private sector buildings’ energy demand and are as much
a part of the puzzle as domestic residences.

Newly constructed buildings are more energy efficient,
but 80% of the buildings that will be in use by 2050 are
those that have already been constructed before today.
The British Government’s 2020 Energy white paper
stated that meeting the UK’s net zero target means
largely eliminating emissions from domestic
and commercial buildings by 2050, so a major priority
has to be decarbonising the existing stock.2
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Executive summary
For some time, stakeholders from investors to occupiers
have signalled their interest in green buildings that can
manage energy efficiently and produce positive impacts
in local communities. They have been concerned
with a range of issues, from the environment to social
considerations such as affordable housing, buildings
that consider their impact on local businesses, the local
community, and more.
But before now, it wasn’t always possible to measure or
demonstrate the value of sustainability. Many early adopters
were focused on risk aversion rather than driving new value.
Sustainability, however, can create and preserve commercial
value, as well as brand value, and delivers results for
stakeholders from investors to tenants.

“Sustainability can create and
preserve commercial value, as well as
brand value, and delivers results for
stakeholders from investors to tenants.”
Recent data from Jones Lang LaSalle (JLL) shows that
sustainability is having a measurable and significant impact
on value, with net zero carbon buildings in central London
becoming highly desirable.3 Even A/B rated buildings
show a 10% increase in rent. But those that are rated
BREEAM (Building Research Establishment Environmental
Assessment Method) ‘excellent’ or ‘outstanding’ achieve a
14% bump and average 80% pre-let by completion.
Real estate companies are well aware that they need to start
embedding sustainability into their strategy and day-to-day
business. But mapping a sustainability strategy for their
operation, or formalising their existing sustainability drive,
might be a new challenge for them.

In this report, Barclays presents insights and guidance
on the challenges and opportunities of sustainability
from some of the early movers in the industry. LGIM Real
Assets, Tritax Management, Derwent London and JLL are
all pursuing a sustainability agenda and have very kindly
shared their experience with us.

Jess Tomlinson
I would like to thank them for taking the time to share
their insights.

Head of Real Estate London,
Barclays Corporate Banking

Previous

4

Next page

Why

The growing relationship between sustainability and value
Once, going sustainable was a leap of faith – costs were evident but the value was intangible.
But now, evidence is building to support the real commercial value in sustainable initiatives.

For many early adopters, the value of sustainability
could only be linked to intangibles such as brand
reputation, company purpose or a moral imperative. But
many also had an instinct, based on deep professional
experience, that investment in sustainability could drive
value, whether from higher or faster rentals or the value
inherent in the buildings themselves. Up to now, however,
the data simply didn’t exist to prove a commercial value in
demonstrable figures that could loosen the purse strings
on tight resources.
While these intangible values can offer a real boost to
bottom lines, there is a growing body of evidence that
sustainability in real estate offers very tangible values as
well. Those who have pioneered sustainability initiatives
are reaping the benefits now as they see that value proved
out. They have taken the first-mover advantage and are
already seeing the dividends from their early investments.
“The evidence is mounting that more sustainable
buildings, or at least buildings that are certified as being
sustainable, seem to rent faster, at higher rents and then
attract higher prices relative to those that aren’t,” says
Robin Martin, Director of Strategy & ESG at Legal and
General Investment Management (LGIM) Real Assets.

“And that’s where you connect these intangible factors
into something that’s genuinely quantifiable and
something that we can model in a cash flow. It does
require an element of bravery because we’re not going
to have 10 years of data that proves this. What we’ve got
is a patchwork of data and some really strong intuition.”
Widening the lens
Part of this value identification has come as businesses
have moved away from a narrow focus on shareholder
value to a wider focus on value for all stakeholders.
For the real estate industry, this includes renters and
occupiers, shareholders, investors, the wider community
and the planet. But it has to make commercial sense as
well for businesses. It’s always easy to count the cost
of something, but sometimes harder to see its value.
That’s why it’s important to recognise both tangible
and intangible value in sustainability across a spectrum
of stakeholders.

“There’s growing evidence that
more sustainable buildings are
renting faster, at higher rents and
then attracting higher prices relative
to those that aren’t.”
Robin Martin, LGIM Real Assets
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Why
“If you constantly fixate on what it’s going to cost, you’ve
also got to fixate on what it’s going to give as a result of
what you’re spending. And that’s essentially the angle that
the more enlightened, financially orientated individuals/
businesses are coming at it from, which is the value that
it provides the business. And I think that should be a key
part of anybody’s strategy,” says John Davies, Head of
Sustainability at Derwent London.
Identifying the value comes first from identifying
stakeholders and their widening area of interest. As
an example, when we think about commercial tenants.
The customer base has shifted. The demographics have
changed, their outlook has changed and the duration
of their commercial view has also altered. Office landlords
today, for example, don’t sit down to negotiate a price
with the Finance Director. They sit down with an array
of business stakeholders, from the FD to the People
Director, who want to talk about how the tenants will
use the space day-to-day, how that space can help them
to attract and retain talent, and how it speaks to the values
of their organisation.
Looking at the wider public, research from the UK
Department for Business, Energy & Industrial Strategy
shows there is strong support for carbon reduction
policies.4 Almost 90% of respondents said it is important
or very important that the UK makes a full transition
towards greener heating systems.
Identifying these, and other, stakeholders and their
interests helps businesses to assess the up-to-date
commercial value of sustainable initiatives and find
the right areas for their focus.

The long-term view
All of these customers, from the eventual end-user to
the property manager, and from the owners to the
investors, want real estate assets that are future-proofed.
Today, for example, occupiers may want the commercial
value of initiatives such as energy efficiency and/or power
generation. But, by 2030 in the UK, they will want electrical
charge points for occupiers’ vehicles, following the ban
on diesel and petrol vehicles. And investors will want these
things too, if they help landlords create and deliver value.
Real estate developers building new assets or retrofitting
buildings now need to consider these future use cases.
“When I started, it was location, location, location and
then price. And the individuals making the decisions
actually were of a certain demographic as well,” says
Davies. “The demographic of decision-makers in our
customer base has changed dramatically – they’re
decades younger. They have a very different outlook
on life and they also have a very different outlook
on their business and what their space should be.”
A many-value system
While, in the past, businesses may have felt they lacked
the capacity or resources to invest in sustainability,
today, it’s a business imperative. Resources should not
be considered a barrier to developing a sustainability
strategy. Even if that strategy starts with risk aversion,
value and risk are connected. If a business is creating
value, it’s avoiding risk. And often, when a company
works to avoid risk, it creates long-term value.

Value is also different to different stakeholders, and many
investments create value in varying ways. By investing
in renewable energy, for example, a real estate asset may
achieve the operational energy efficiency that’s valuable
to the building’s users, it may save money for owners/
investors and it may create brand value for the developer.
Every aspect of a sustainability strategy may not provide
a directly measurable, tangible value, but those that don’t
can have other worth.
“Understanding value drivers is very important, but at the
same time, if you just wait for the numbers to add up,
you won’t take bold decisions right now,” says Sonal Jain,
Sustainability Director at JLL.
“Numbers are adding up and payback periods are looking
very attractive now, for certain investments, but for some
of those really long-term investments, you have to look
at intangible and tangible value.”
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What

Creating a sustainability strategy
For every firm starting out in sustainability, the advice is the same. Begin with the basics.

For real estate firms looking to start, or formalise an
existing sustainability strategy, the process can seem
daunting. It’s tempting to begin with low-hanging fruit –
items that a company feels can be easily accomplished,
such as energy efficiency – but that can create an
assortment of disconnected initiatives rather than a
wholly realised and quantifiable strategy. Every company’s
approach will be different, but the advice for all of them
is to begin with the basics.
“Invest in doing your basics very, very well and it will serve
you further on down the line when you get more detailed
with your data,” says John Davies, Head of Sustainability
at Derwent London.

“You may say we will only work with
suppliers that have set a net zero
target or are producing zero carbon
products and services. But that
eliminates a whole group of SMEs
that just don’t have the resources
and capability.”
Sonal Jain, JLL

The rules and regulations
For Davies, the basics start with compliance. Companies
should first look at the regulations in force today to ensure
they are complying with all of them and then look at the
new rules coming in the near future. Minimum energy
efficiency standards (MEES), for example, are changing.
Existing homes should be upgraded to meet energy
performance certificate (EPC) band C by 2035, where
practical, cost-effective and affordable, according to the
UK’s Energy White Paper 2020. Commercial leases will
need to be rated E or higher by 2023, and then B by 2030.
But looking at compliance should range wider than just
a focus on real estate regulations.

Chancellor of the Exchequer Rishi Sunak announced
in late 2020 that the UK would be mandating climate
disclosures across the economy by 2025, going beyond
the Task Force on Climate-related Financial Disclosures
(TCFD). All financial institutions will have TCFD
mandatory disclosures by the end of 2021, a significant
portion of the large companies in the economy are
expected to be reporting from 2023 and full adoption by
financial institutions and large firms is required by 2025.

*where practical, cost-effective and affordable
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What
Rules in other sectors can also have consequences for real
estate that must be considered. As previously mentioned,
the UK’s intention to ban all new conventional petrol and
diesel cars and vans from sale in 2030 will impact parking
spaces in developments, which will need to consider
charging points for electric and hybrid vehicles.
Assessing the basics
Beyond regulatory compliance, companies should consider
a materiality assessment, often part of frameworks and
accounting standards such as the Global Reporting
Initiative’s G4 guidelines. These are the backbone of
reporting, they help to identify a company’s most material
issues by reaching out to internal and external stakeholders
for their input. From a list of possible themes, stakeholders
will help identify those that are most important to them
and to the company. Then, the company will develop a
strategy around them by looking at what direct and indirect
influence they can have on those topics.

“Invest in doing your basics very, very
well and it will serve you further on
down the line when you get more
detailed with your data.”
John Davies, Derwent London
For example, with energy efficiency, a developer can have
direct influence on how efficient a property they have built
and are managing is. But where a company is only an asset
owner, they need to form a partnership with the tenant to
continue efficiency throughout the property’s lifetime, with
green leases for example.

Watch out for unintended consequences
While there is increasing sustainability focus in real
estate on the environment, with good reason, social and
governance issues are also growing in importance for
stakeholders and should also be considered. And, when
considering prioritisation, companies should be careful
that goals are supporting each other.
“If there is a big drive on decarbonising your supply chain,
you automatically want to insert heavy clauses with your
suppliers. You may say we will only work with you if you
have set a net zero target or you are producing zero
carbon products and services for us. But that eliminates
a whole group of SMEs [small and medium-sized
enterprises] that just don’t have the resources and
capability for that,” says Sonal Jain, Sustainability Director
at JLL.
“Even at the building level, a heavy focus on energy
efficiency might penalise occupant comfort and the health
and well-being aspects of users and space. Having a
balanced approach is necessary.”

Sustainability strategy checklist

1
2
3
4
5

First, check your compliance with real estate
and wider sustainability regulations
Then consider the changing regulatory
environment and what you need to prepare for
Do a materiality assessment, talk to your
internal and external stakeholders – for example,
investors, tenants, end-users, the wider
community and local businesses impacted by
your projects
Focus on areas where you can have the biggest
impact and the highest level of control
But remember the law of unintended
consequences – don’t be so focused that your
initiative towards one goal adversely impacts
another one.

Use the guidance that’s available to help
develop your approach:
UN Sustainable Development Goals
Better Buildings Partnership
Green Building Council
SME Climate Hub
Task Force on Climate-related Financial Disclosures
Global Reporting Initiative’s GRI Standards
European Public Real Estate Association
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Case study

Tritax Management LLP
As Tritax’s sustainability initiatives grew, the company realised it needed to formalise its
strategy for the future. Helen Drury, the company’s Sustainability Lead, takes us step-by-step
through the investment management firm’s process.

For Tritax Management, sustainability was driven by the
investor community, who were eager to move beyond
EPC improvements and building specs to a wider strategy
for the firm. Tritax started the process with a materiality
assessment to find out just what the company should be
thinking about.

Around the issues, Tritax and its stakeholders also
considered their level of ambition, whether they wanted
the company to be a leading voice in sustainability or just
focus on a compliance-led approach, for example. And
then it was time to assess just how far it could extend
its influence.

“Sometimes there can be a gap between what your
external stakeholders think and what you think internally.
Really understanding what your stakeholder views
are means that you have all the information to build
your sustainability up. For me, it’s a cornerstone of any
sustainability strategy,” she explains.

The sphere of influence
“It’s really important that this is tailored to you and your
business. If we look at our assets, our occupiers rather
than us have operational control of the buildings, we
build them or we acquire them, and we’ll asset manage
them to add value. But, ultimately, if we want to deliver
sustainable solutions, we need to look at the whole
building and not just the part we’re responsible for. We
want to work with our stakeholders to achieve this,”
she says.

For Tritax, this was quite a formalised process of
interviewing and workshopping with stakeholders over
three months. But it doesn’t have to be that involved
to be effective. As long as there is a discussion with
stakeholders that yields a list of issues and a ranking
in importance of those issues, that’s where a company
of any size can start.

Tritax Management LLP is the appointed manager
for Tritax Big Box REIT plc, Tritax EuroBox plc, Tritax
Metrobox and Tritax Property Income Fund (TPIF), and
is responsible for setting and delivering the sustainability
strategy. Tritax has created its own responsible business
plan to minimise its operational impact and provide lowcarbon services to the funds it manages.

“Ultimately, if we want to deliver
sustainable solutions, we need to look at
the whole building and not just the part
we’re responsible for. We want to work
with our stakeholders to achieve this.”
Helen Drury, Tritax Management LLP
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Case study
As part of its management practices, Tritax undertakes
a formal Green Property Review of assets. The process
begins pre-acquisition, with a detailed review of
environmental and building surveys, combined with
physical inspections to outline the Sustainability Action
Plan for each individual property. These initiatives
cover both asset management and operational
improvements, which it looks to progress with the
occupiers of the buildings.
For that, Tritax needs engagement from stakeholders
and looks at ways to incentivise them to engage in
sustainability. For some stakeholders, awareness and
information is enough. Others may look to a larger firm to
provide key resources, such as training or strategies. For
Tritax, which operates in logistics, the lease lengths are
very long, so that offers an opportunity to bring in a green
lease. Other firms may choose to add a memorandum of
understanding [MoU] or similar document to align and
partner with stakeholders. Whatever the mechanism, it’s
about achieving cooperation on targets and goals.
“To me, having a good relationship with somebody is
ultimately more valuable than having a piece of paper,”
says Drury. “We want them to share their data with us so
that we can understand how the building is performing
in terms of sustainability. It’s about how we can help
them manage that building better and also how we
can benchmark that against their peers, so they get
some insight. What’s hugely important is that people
understand what they can get out of it. It’s not just taking
a generic set of green lease clauses and inserting them in
your lease. It’s about what we, as responsible managers,
are offering to our tenants.”

Green leases/MoUs
What are green leases?
Green leases enable greater collaboration between
owners and occupiers of buildings in meeting
sustainability targets. Whether companies want to
comply with regulations, retain asset value, reduce
operational costs or manage their brand’s reputation,
it helps both parties to cooperate on goals.

How do they work?
At a minimum, green leases usually include provisions
on sharing data about environmental performance
and how the parties will cooperate on improving that
performance. There are a wide range of issues that
might be considered, including:
Energy

A memorandum of understanding (MoU) can be
a similar written agreement about how a building’s
environmental performance will be managed and
improved by both parties, without adding these
requirements as clauses within the lease. Or it can be
in addition to the green lease, and outline the specific
environmental issues the parties want to focus on.
MoUs can be a very useful tool where a lease is in
place but there is more for landlord and occupier
to collaborate on.

Water
Waste
Works
Transport
Biodiversity
Service provision
Reporting.

Find out more
More information, including model green lease clauses,
can be obtained from the Better Buildings Partnership
Green Lease Toolkit.

Previous 10 Next page

How

Metrics and measurement
Measurement can feel like a moving target as standards evolve. But tying metrics to goals helps to focus
data, while the information itself needs to be compiled with one eye on the future.

Despite how much it has matured in recent years,
sustainability is still a relatively new concept. Standards
around metrics, measurement and reporting are emerging,
but there’s still a range of benchmarks and it can be difficult
to assess the impact of a sustainability strategy. And then
there are the challenges of data capture.
“In the property world, you’re tracking metrics such as
your units of consumption for your utility and that is then
transferred into your carbon reporting, and into your
service charge or how you pay your bill, and so on. So the
data trails fan out from there, and if you look at it purely
through a sustainability lens, that’s your fundamental core
underpin of how you get to your carbon footprint or carbon
risk liability, which is then used to report through to other
avenues, internal or external,” says John Davies, Head of
Sustainability at Derwent London.
“Now the difficulty tends to be that people still struggle
to get information out of buildings. It’s very difficult, for
example, if you’ve got a sub-contracted service that’s
managing your building. You might be reliant on two, three,
four, sometimes five steps down a supply chain to get one
piece of information that could be critical for you, however
big your business is. So don’t underestimate the task of
doing the basics.”

Too much or too little
The problem with big data is that there’s just so much of
it. Companies can be overwhelmed by the amount of data
they have access to and fail to focus on the data that’s
relevant to their strategy. Firms can also have the opposite
problem, finding that the specific data they need for an
element of their strategy isn’t available. For owners of
tenanted buildings, for example, gathering energy efficiency
data may depend on the ability, and willingness, of the
property manager to collect this information and pass it on.
“The basics are the fundamentals in that, if you try to do
too much, you run the risk of not getting anything done.
Keeping it simple is central to making progress, because
even making progress on a small number of critical
metrics is complicated,” says Robin Martin, Director of
Strategy & ESG at LGIM Real Assets.
Keeping it simple, however, does not mean ignoring the
complexities of the future. Key metrics should be linked to
prioritised areas and to outcomes, and what stakeholders
need to know should be a guiding principle. How data is
formatted and stored should be carried out with an eye to
future, as well as present, usage. Information on energy
efficiency, for example, may eventually be needed to link
into finance systems for carbon accounting and disclosure.
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Green solutions
Barclays is dedicated to helping real estate businesses to address the environmental and
sustainability challenges facing our planet. With green solutions from Green Asset Finance
to Green Trade Loans, as well as Sustainability Linked financing packages, we have a raft
of solutions to support your sustainability agenda. Please contact your Barclays Relationship
Director to find out more.
Green Asset Finance
Supports the financing of green assets through
lease purchase, finance and operating leases.
Green Loans
Can provide funding for a variety of green and
environmental projects including energy efficiency,
renewable energy, green transport, waste
management and greenhouse gas
emission reduction.
Green Trade Loans
Support your green working capital needs from
procurement through to final sale of goods.

barclayscorporate.com/green

The Barclays Sustainable Product Group continues to develop
new and innovative sustainable finance solutions for this
rapidly evolving market, working with the Barclays Real Estate
team to ensure we are at the forefront of sustainable real
estate financing.

“Green and sustainable finance is well
suited to real estate corporates due to
the capital intensive nature of their assets.
Once a company has started to measure
its impact and embed sustainability into
strategy then it may be time to look at
financing solutions, which can provide the
confidence and means to demonstrate
that it is on its path to sustainability.”
Matthew Jolley,
Head of ESG Origination, Barclays
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To find out more about how Barclays is supporting the real estate
sector, visit barclayscorporate.com/industry-expertise/
our-sector-coverage/real-estate/

barclayscorporate.com
@BarclaysCorp
Barclays Corporate Banking
Please consider the environment before printing this report.
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