Emerging ESG Trends
Key things to be aware of in developing your approach
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Relevance across the investment lifecycle
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Are there risks to
brand arising
from the
activities and
associations of
investment
partners?

How will the
sustainability
profile of the
asset impact on
investment
returns over the
holding period,
and at exit?

What impact will
the sustainability
credentials of an
asset have on its
appeal to the
occupational
market?

What impact will
regulations have
on the
performance
requirements of
existing stock?

What impact will
tightening
regulations have
on the standards
required of
improvements?

Will perceived or
actual risks
impact on exit
yields and/or
liquidity?

What impact
does Fund &
asset-level
sustainability
performance
have on equity &
debt raising?

What impact will
a purchase have
on the risk profile
of the portfolio
overall?

Will the risk of
tenant flight be
elevated at
breaks/expiry, or
rental growth
suppressed?

What is the
impact of
efficiency on
service charge
costs relative to
comparable
properties?

What statutory
compliance and
uninsured
liabilities apply,
and with whom
to they rest?

What impact will
a disposal have
on the risk profile
of a portfolio
overall?

PRINCIPAL
GOALS

Enhance resilience | Improve performance | Fiduciary excellence | Strengthen relationships
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Roles and influences
The continued need for greater responsibility

Investors

Managers

• Smarter integration of climate risk within capital
allocation strategies
• Clearly expressed decarbonisation and risk
exposure goals
• More structured and sustained engagement
• Should not be relying upon Fund Managers’
involvement in benchmarking exercises as
indicator of adequate mitigation or risk
management

• Better, explicit integration of climate objectives
into product strategies
• Smarter, scenario-based assessment of potential
financial impacts (TCFD)
• Setting clearer, longer-term goals (portfolio, fund,
asset)
• More consistent integration and clearer ’issue
ownership’ across lifecycle
• Positive engagement across value chain

Vendors

Industry Bodies

• Must solve consequences of fractured and
fragmented supply chain
• Smarter investment in capability (human and
technology)
• Greater openness to wider array of performancerelated KPIs
• More proactive in bringing innovation to clients

• There must be better coordination than there has
been historically
• Nowhere is this more salient than on the subject of
education & training
• Aim should be for a single, joint curriculum
embedded into RICS CPD requirements, with
each organisation playing to its strengths
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Key policy expectations
Energy and carbon (post-Paris Agreement)

Higher, more
transparent national
energy and carbon
standards for new
and existing
buildings

Increased
corporate and
building-level
disclosure
requirements
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Greater use and
strengthening of
carbon pricing
instruments
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EVOLVING INVESTMENT STRATEGIES
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Investor engagement
Different strategies, different implications for fund managers
• Negative/exclusionary screening: exclusion from a
fund or portfolio based on specific ESG criteria;
• Positive/best-in-class screening: investment in
assets selected for positive ESG performance relative
to peers;
• Norms-based screening: screening of investments
against minimum standards of business practice
based on international norms;

Proportion of
Global SRI Assets
by Region
(US$ 22.9 trillion)

• Integration of ESG factors: the systematic and
explicit inclusion by investment managers of ESG
factors into traditional financial analysis;
• Sustainability themed investing: investment in
themes or assets specifically related to sustainability
• Impact/community investing: targeted investments
aimed at solving social or environmental problems or
purposes; and
• Corporate engagement and shareholder action: the
use of shareholder power to influence corporate
behavior.

Europe
US

Canada
Australia/NZ

Asia (exc. Japan)
Japan

Source: GSIA, 2016
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Investor engagement
Growth of strategies 2014-16
Source: GSIA, 2016

Negative/exclusionary screening
ESG integration
Corporate engagement and shareholder action
Norms-based screening
Positive/best-in-class screening
Sustainability themed investing

2016
2014

Impact/community investing
Asset values are expressed in billions USD
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2014

2016

Growth

CAGR

Impact/community investing

$101

$248

146%

56.8%

Sustainability themed investing

$137

$331

140%

55.1%

Positive/best-in-class screening

$890

$1,030

16%

7.6%

Norms-based screening

$4,385

$6,210

42%

19.0%

Corporate engagement and shareholder action

$5,919

$8,365

41%

18.9%

ESG integration

$7,527

$10,369

38%

17.4%

$12,046

$15,023

25%

11.7%

Negative/exclusionary screening
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Product relevance
The role of ESG across the product spectrum

Discretionary funds
ü Capturing in a timely manner
emergent trends

SECURITY

Open-ended funds
ü Ensuring that open-ended funds
adapt to global megatrends and
maintain pace with changing market
dynamics

CORE

ESG as a safeguard of
high-quality, secure
income

COREPLUS

ESG as a repositioning
driver and value
arbitrage opportunity

VALUEADD

GROWTH
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Transactional trends relating to ESG
Capital raising

Sales and acquisitions

Leases

Key issues of note:

Key issues of note:

Key issues of note:

Corporate Governance

Extreme Weather Hazard

Data & Reporting

Risk Management

Energy Performance Risk

Energy Performance Risk

Increasingly of
influence when
raising and seeking
to retain capital,
especially equity

Numerous
incidences of
significant pricechipping and
delays in the
context of sales

Propensity of
landlords to seek
defensive lease
clauses and re-gear
opportunities in
relation to
environmental
matters

Notable increase in screening,
corporate engagement and
integration of ESG factors into
investor engagement strategies

Completeness and security of
documentation increasingly
important in face of heightened due
diligence of purchasers

Continues to be significant barriers
to uptake relating to perceived risks
and burden of obligations by those
advising occupiers
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CARBON & ESG DISCLOSURE TRENDS
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A new normal
Corporate ESG reporting not just a public company trend
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Mapping standards and frameworks
UK illustration (not exhaustive)

BENCHMARKING

REPORTING

LEGISLATION

RELEVANT TO LISTED ENTITIES

The Companies,
Partnerships and
Groups (Accounts
and NonFinancial
Reporting)
Regulations 2016

Companies Act
2006 (Strategic
Report and
Directors’ Report)
Regulations 2013

Entity-level

ESOS

EPRA BEST
LONDON
PRACTICE
STOCK EXCHANGE
RECOMMENDATIONS
GUIDANCE
(Sustainability)

GRESB
PUBLIC
DISCLOSURE
ASSESSMENT

TRUCOST
ENVIRONMENTAL
REGISTER

Legislation (sector-agnostic)

Sector-agnostic

RELEVANT TO NONLISTED ENTITIES

RELEVANT TO LISTED & NON-LISTED ENTITIES

CRC

< INTEGRATED
REPORTING >
(IIRC)

GLOBAL REAL
ESTATE
SUSTAINABILITY
BENCHMARK
(GRESB)

Asset-level
Heat
Network
Regs.

Energy
Performance
Certificates

FSB TCFD
RECOMMENDATIONS

BBP REAL ESTATE
ENVIRONMENTAL
BENCHMARK

Sector-agnostic with sector-specific supplement
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“s63
Regulations”
(Scotland)

GLOBAL
REPORTING
INITIATIVE (GRI)

CARBON
DISCLOSURE
PROJECT (CDP)

INREV
REPORTING
GUIDELINES
(Sustainability
Module)

UN PRI
TRANSPARENCY
REPORT

Sector-specific
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Key trends and issues
1
2
3
4
5
6

The move towards ‘true’ Integrated Reporting remains slow within the real estate
sector but few investors seem to be pushing for it.
Increasing numbers of real estate organisations, including non-listed, are reporting
on their (socio-economic) impact, albeit with limited consistency in approach

Some are beginning to rationalise their NFR approach in response to continued growth
in the number of reporting standard and initiatives. Fatigue is well-and-truly an issue!

There is increased emphasis by investors and analysts on the combination of narrative
and quantitative metrics; clarity of strategy and the impact of ESG issues is key.
Primacy of GRESB for ESG benchmarking caveated by investor acknowledgment of its
limitations; clearer articulation of materiality and risk management sought through NFR.

Shift in client expectation towards ‘value at risk’ disclosure likely to be triggered by TCFD
Recommendations; fund managers need to be preparing for this.
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Draft TCFD Recommendations
Taking climate risk disclosure to a new level

Purpose of the draft Recommendations

1
2
3

To provide a voluntary, consistent
framework for climate-related financial
disclosures within financial filings.

To ensure that climate-related financial
decisions are routinely considered in
business and investment decisions.

To enable risk adjusted returns to be
properly assessed, thereby avoiding a
misallocation of capital.

To ensure that the principle of materiality is
embedded, balancing the needs of users
with the challenges faced by preparers.

To facilitate dialogue and engagement
between organisations and investors,
lenders and underwriters.

To drive greater rigour and sophistication
into climate-related financial disclosures
over time.

The role of sustainable investments in the non-listed real estate industry (29.06.2017)

4
5
6

© 2017 Hillbreak Ltd. All Rights Reserved.

Draft TCFD Recommendations
Recommended Disclosures driving greater transparency
Recommendation 1:
Governance

Recommendation 2:
Strategy

Recommendation 3:
Risk Management

Recommendation 4:
Metrics & Targets

Disclose the
organisation’s
governance around
climate-related risks and
opportunities.

Disclose the actual and
potential impacts of
climate-related risks and
opportunities on the
organisation’s
businesses, strategy
and financial planning.

Disclose how the
organisation identified,
assesses and manages
climate-related risks.

Disclose the metrics
and targets used to
asses and manage
relevant climate-related
risks and opportunities.

Recommended
Disclosures (summary):

Recommended
Disclosures (summary):

Recommended
Disclosures (summary):

Recommended
Disclosures (summary):

Board’s oversight of
risks and opportunities.

Risks and opportunities
over the short, medium
and long-term.

Processes for identifying
and assessing risks.

Metrics used to assess
risks and opportunities

Management’s role in
assessing & managing
risks and opportunities.

Impact on the business,
strategy and financial
planning.

Processes for managing
climate-related risks.

Disclose GHG
emissions and the
related risks

Impact of different
climate scenarios (incl.
2oC future).

Integration into overall
risk management
approach

Targets used and
performance against
them.
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Pressure on occupiers
Sound familiar?
Shifting demographics and
generational expectations

War for talent
Public scrutiny

Greater transparency through routine
reporting and social media activity

Investor / shareholder pressure

More active engagement and greater
use of voting rights on ESG matters

Policy and regulation

Continued advancement in disclosure
and performance requirements

Business efficiency

Cost oversight and reduction
continues to be a priority

Labour productivity

Enabling greater output through
technology, innovation and collaboration

• Greater demand for timely, accurate and complete data to support external reporting
• Greater demand for decision-useful information to support occupational strategies
• Greater demand for real-time insights to drive occupational performance
• Emerging internal tensions between technology innovation, cyber security and privacy
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Wrapping up
Some thoughts for what next…

• Rapidly changing landscape
• Need for greater responsibility continues to grow:
• This is a supply chain issue
• Occupier demand for better data and performance of assets
• The demand for greater transparency in reporting will continue, both from policy/regulation and due to
market pressure – investor pressure will dominate:
• Integration of reporting
• Combining narrative & quantitative reporting
• Value at risk reporting will become the norm
• ESG-focused investment strategies will continue to grow and mature:
• Impact/community and Sustainability-themed investing strategies will show greatest rates of
growth, albeit from a low base
• Investor screening and engagement will continue to be the major themes in the years ahead
• Benchmarking exercises will (we hope) become more appropriately targeted at material risks which
can more readily be managed
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