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Green Real Estate Reimagined: Generating Alpha with Sustainable Real Estate
The green real estate capital markets face an unprecedented supply and demand disequilibrium.

Asset managers, investment banks, commercial banks and large-scale real estate investors are increasingly
demanding higher degrees of climate and environmental performance at a project, property and portfolio
level. Yet there is not an adequate supply of these investments - whether they are CMBS Conduit or Fusion
deals or Private Label or Agency RMBS pools - that meet the climate and environmental ambitions of financial
institutions committed to sustainability objectives of central banks, international policy makers and their own
shareholders and creditors'?3.

The financial sector is increasingly seeking ‘Transition Alpha’ as the green real estate sector is being shaped by
forms of progress driven by positive exponentials with hard-to-abate property sectors becoming increasingly
climate-aligned and climate capital that has been sidelined by lack of supply increasingly flows towards
environmentally performant companies*>®. Investment banks, commercial banks and regional banks can look
to the opportunities presented by the ‘Transition Tipping Point’ in the green real estate capital markets to not
only help large-scale property managers deliver on market demands but also create positive economic and
financial outcomes for their own shareholders and creditors’2. The above-market returns they achieve in
climate-aligned real estate will be complemented by a lower cost-of-capital and increased balance sheet
capacity®. The combination of these factors will be particularly advantageous in a macroeconomic
environment shaped by rising interest rates and a financial sector facing higher risk of balance sheet pressure.

Identifying both the risks and opportunities presented by real estate decarbonization strategies is increasingly
important to understanding the implications of climate risk on real estate operating performance and fair
value.

Climate Risk: Impact on Real Estate Operating Performance and Valuation

— Increased rent from rise in demand
— Increased occupancy rate from rise in demand

Income " |— Shorter to re-let space / higher credit quality tenants
Effects on Cash Flow —— Changes to feasnb.le uses impacting on income
—— Decreased operating costs (energy demand)
— Decreased capital costs
Expenses —

—— Lower insurance premiums to reflect lower risks
— Lower property taxes (rebates, credits)
— Greater cash flow stability
—— Increased liquidity / saleability of asset
—— Increased insurability of asset
— Lower site and location risks
— Inreased rental prospects for location
— Decreased depreciation for resilient buildings
—— Increased future occupancy rates
—— Decreased operating and capital costs, taxes, etc.
— Lower cost of captil from cross-risk reduction
Favorable pricing differential and stability
Effects on Financing — Increased willingness to lend in location
— — Availability of Finance —+— Higher amounts lent / more security sought
— More potential equity partners

— Risk Premium —
mmm Effects on Capitalization Rate

— Expected Growth —

Green Impact on Financial Viability

— Cost of Finance
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