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• Climate risks are emerging, new risk profiles driven 
by climate change - impacting natural, economic, 
and societal systems.

Defining climate risk:

“Past performance
is not indicative of future results.”
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• How do we best integrate climate related risks 
into our education and programs?

• Is there a role for these services to be 
integrated into upcoming consulting corp
assignments?

• How do you recommend we engage our peers, 
clients, and members?

For today…
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Rising Sea Levels Pose Risk to Institutional Real 
Estate Investment
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Sea Level Rise Sco

67%
of NCREIF Property 
Index value or 

$360 
billion
is in metro areas 
whose primary 
cities are among the

20% 
most 
exposed
to sea-level rise in 
the United States

TOP 50 NPI METRO AREAS AND DEGREE OF SEA-LEVEL RISE RISK

ULI Heitman Report 
2019

Presenter
Presentation Notes
Heitman & ULI - graphic helps tell that story. Worked with a group called 427 to look at where institutional investors own property in the US and how exposed those properties are to just one element of climate risk, sea level rise. The conclusion if that fully two thirds of the value in the NPI or $360 billion, is in cities that are the most at risk of sea level rise. 

https://americas.uli.org/general-posts/impacts-of-climate-change-on-real-estate-highlight-need-for-a-better-understanding-of-risk-assessment-practices-says-new-report-from-uli-and-heitman/
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Is climate-related risk covered by insurance coverage?
- Mismatch: 1 yr insurance horizon vs 5- to 20-year investment horizon

Property & Casualty Insurance

A NCREIF and National Hurricane 
Center study 
found that, for all property 
types, a hurricane decreased 
values by almost 6% one year 
after the storm hit, and by 
10.5% after two years.

Presenter
Presentation Notes
Since 2008, the volume of property and causality premiums written increased over 33%.  The 2018 insurance losses for California topped $12 billion following the deadliest and most destructive wildfires in a century.  More than 13,000 insured homes and businesses were destroyed out of more than 46,000 claims reported by insurers.  Midwest flooding recently prevented farmers from planting crops and there is much discussion about how weather is likely going to affect farmer yields this year.   Following climate related events, property valuations are taking a big hit.  An analysis of NCREIF and National Hurricane Center data found that for all property types, the hurricane decreased values by almost 6 percent one year after the storm occurred, and the negative effect was even greater two years out with a startling 10.5 percent valuation decrease. 
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Infrastructure Issues:  The Grid

• Condition
• Maintenance
• Anticipated Shutdowns
• Financial:

– Capacity markets
– Real estate markets

• Locational issues
• Development risks
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Financial Options

• Renewables
– Wind
– Solar
– Storage

• C-PACE
• Opportunity Zones
• Other financing alternatives
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Growth of ESG - What is GRESB?

• Global Real Estate Sustainability Benchmark
• Over 1,000 property companies, REITs, funds and developers participated
• $4.1 Trillion of Investment Assets Reporting (100,000+ assets)
• More than 100 institutional investors use GRESB data + analytical tools
• GRESB investor members represent $22 Trillion in institutional capital
• Measured against 7 Aspects:

Management Policy &
Disclosure

Risk &
Opportunities

Monitoring &
Environmental
Management

Systems

Performance
Indicators

(energy, GHG
emissions, 
water and 

waste)

Building
Certifications

Stakeholder
Engagement

Presenter
Presentation Notes
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About TCFD

Source: Task Force for Climate-Related Financial Disclosures

• The Task Force seeks to stimulate market dialogue and increased 
transparency on climate-related risks, and establish frameworks for 
providing information to investors, lenders, insurers, and other 
stakeholders:
– Chartered by G20 Finance Ministers and Central Bank Governors and the 

Financial Stability Board (FSB).
– TCFD is led by Michael Bloomberg and includes 32 international members 

from many sectors.
• Process began in 2015, Final Report was released in June 2017.
• Four main recommendations support specific disclosures 

organizations should include in financial filings to provide useful 
information to investors.

• As of June 2019, over 800 companies have expressed support for the 
TCFD recommendations.  This group includes those responsible for 
assets of over $118 trillion.

https://www.fsb-tcfd.org/
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About TCFD

• Types and examples of climate risks to be 
disclosed:

Source: Task Force for Climate-Related Financial Disclosures

Transition Risks Physical/Operational Risks

Policy and
Legal Risks

Technology
Risk

Market
Risk

Reputation
Risk

Acute
Risk

Chronic
Risk

Examples:
 Carbon tax
 Renewable energy 

mandates
 Energy disclosure 

mandates
 Land use policies
 Litigation

Examples:
 Building or system 

obsolescence
 Modernization costs
 “Stranded assets”
 Operational efficiency
 Cost competitiveness
 “Creative destruction”

Examples:
 Supply/demand 

shifts
 Regional economic 

disruption
 Migration shifts, 

new demographic 
patterns

Examples:
 Community and 

public relations
 Brand mgmt.
 Political influence
 Customer loyalty

Examples:
 Hurricanes, cyclones
 Flooding
 Wildfires
 Tornados, windstorms
 Landslides, avalanches
 Extreme snowfall

Examples:
 Sea level rise
 Drought
 Heat waves
 Water scarcity
 Food security

Presenter
Presentation Notes
Weather and climate related events present physical and operational risks for real assets.  Both in terms of acute risk from hurricanes, flooding, wildfires, landslides, and extreme snowfall, but also chronic risks from sea level rise, drought, heat waves, water scarcity, and food security.  For the real estate industry these risks provide new opportunities and additional challenges.  Many real estate owners and developers are adapting by hardening assets, strengthening emergency preparedness plans and strategies, moving mechanical systems to higher floors, installing backup generators, sea walls and berms, and calculating the ROI of on-site renewables and battery storage.  Additionally, there is also transitional risks associated with climate, especially that of policy and legal risk, technology risk, market risk, and reputation risk.  

https://www.fsb-tcfd.org/
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Regulatory Compliance

Presenter
Presentation Notes
The Counselors correctly observe that climate change is driving a host of new building laws and ordinances that owners and operators need to quickly come up to speed. 29 cities and two states now require building laws that range from mandatory energy and water benchmarking to ambitious climate goals.  Public and private buildings must be made dramatically more energy efficient. For example, in Washington D.C. the Clean Energy DC Omnibus Act focuses on energy reductions with performance targets that must be met, where New York City’s Local Law 97 focuses on carbon reductions, setting annual carbon intensity limits on building emissions, including emissions from electricity consumed by buildings 25,000 square feet and larger.  In DC, the rulemaking process will define the details of compliance whereas in NYC Local Law 97 already spells out carbon intensity limits that will effectively require improvements by the bottom 20% of worst performing buildings in the initial 2024-2029 compliance period.  Property owners and investors have a new set of rules to understand and strategic responses to be developed in order to comply with these laws and maintain projected returns.
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Air Quality – Salt Lake City

• Fall/winter inversions
– Health implications
– Costs not measured directly

• Commercial development patterns long term
• Residential development patterns long term
• In-migration impacts
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Integrating ESG in Real Estate

New Developments
and Acquisitions

Design and 
Construction

Leasing and 
Stabilization

Management and 
Operations

Dispositions

$
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Next steps?

• How do we best integrate climate related risks 
into our education and programs?

• Is there a role for these services to be 
integrated into upcoming consulting corp
assignments?

• How do you recommend we engage our peers, 
clients, and members?
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Reference slides
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Introduction to ESG

A facet of fiduciary responsibility…

Increasingly, investors and stakeholders are stressing the incorporation of 
environmental, social, and governance (ESG) considerations into investment 
management.  Specifics can vary by institution, but in general ESG factors may 
include:

Environmental
• Energy
• Water
• Waste management
• Renewables
• Biodiversity
• GHG emissions
• Etc.

Social
• Stakeholder relations
• Employee relations
• Supplier relations
• Community relations
• Economic opportunity
• Health and well-being
• Tenant Engagement
• Etc.

Governance
• Company leadership
• Executive pay
• Internal controls
• Transparency
• Diversity
• Fraud, corruption policies
• Shareholder rights
• Reporting
• Etc.
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Drivers of ESG

Investor demand and 
macro-economic forces:
• Greater availability of ESG data and indexes
• Perception of improved alignment between 

investor objectives, market realities, and 
managerial execution

• Potential for improved risk identification and 
mitigation

• Emerging evidence that ESG strategies can 
enhance financial performance

• Growing concern on climate change, 
technological disruption, demographic shifts, 
societal inequality, and other macro-economic 
issues

• Proxy for operational and managerial skills and 
capabilities

• Interest from millennials and women

Source:  Aberdeen Standard Investments

https://www.aberdeenstandard.com/en-us/us/investor/insights-thinking-aloud/article-page/the-rise-of-impact-investing
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• ESG information associated with economically meaningful effects, ESG disclosure 
associated with:

– Lower capital constraints
– Cost of capital
– Analyst forecast errors
– Stock price movements around mandatory ESG disclosure regulations
– Industry-specific classifications of ESG info identify that is value relevant and predictive of 

firms’ future financial performance
– Less stock price synchronicity whereby prices are moving more because of firm-specific 

information

Economic Impacts of ESG1

1 Amel-Zadech, Serafeim. Harvard Business School.  Why and How Investors Use ESG Information: Evidence from a Global Survey.
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