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About RICS () riCS

» A global, independent and self-regulating professional body
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Sets and enforces professional and ethical standards
Established in 1868 by Royal Charter, serving the public interest
150 years of knowledge and experience

118,000 qualified members in 146 countries, more than 8000 in

continental Europe

Headquartered in London, regional offices in Brussels, Hong Kong,
Beijing, Singapore, Tokyo, New Delhi, New York, Sao Paulo,
Dubai and Sydney

Provider of thought leadership, such as RICS Futures, Insights,

Economics and Research



The role of RICS in Green Value creation (49 RICS
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Research Guidance




Why link building performance and value? (@ rics

Value is important in three different ways:

» Value is measurable

» Value is important for the real estate market -
addressing climate change in terms of value and risk is

something investors, property professionals, owners,
etc. can relate to

» Creating value for green buildings is critical to

governments (-> energy certificates, carbon property
taxing...).




... because it all about value (‘{ RICS

Owners & Tenants

‘We would like to have energy
efficient homes but we are not

sure whether this makes
economic sense’

Current lack of The Profession

widespread ‘we would advise our clients on
Banks & Investors ) the benefits of energy efficiency

‘We would provide preferential data evidence of and carry out subsequent

conditions for energy efficient premium value measures, but our clients do not
homes, but there is little demand usually ask for it and lenders do

and too many associated risks’ not provide preferential rates’

Valuers

‘We only reflect the market; we
cannot identify the benefits
without evidence of market

Source: Renovalue willingness to pay for it’




The evidence of green premiums... ({9 rICS

efficient buildigns and invest in EE and RE
because this reduces operational costs
and increasas occupant well-being,
comfort and, ultimately, asset value
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BUILT ENVIRONMENT
PROFESSIONALS"
LENDERS, INVESTORS, INSURERS
(VALUATION USERS) We design, build and retrofit
energy eficient buildings because
We investin, finance and insure of market demand and
EE and RE projects because because lenders, investors and PROFESSIONAL BODIES
that is what occupiers want Increase of nearly Zero Energy insurers provide
and therefore there are fewer Sulldings InEU i1 preforentlconditions s s dmmmm: We spread the knowledge about
associated financial risks H the economic benefits of
L ID EE and RE installations because
VALUATION PROFESSIONALS this is critical for capacity

building and market transformation
We recognise the economic benefits | "
of EE and RE in buildings

and reflect this in advice given
to clients and other

built environment professionals
\_ P Y,

uu n ) SUPPLY
= u 0 ess——) DEMAND

“Deskners, constructors, developers, valuation
Source: Hartenberger, U, Lorenz, D, 2013 professionals, etc




EU project examples (Y rics

» Strengthening the role of valuation
professionals

A‘

Rencvalue valuation practice

» Integrating sustainability considerations in

» Update/complement valuation guidance

‘ I:\> E\/A LU E recognising energy efficiency value

» Improve the evidence base of differential

values
/‘ En?r_gy » Pan-European private bank financing
Efficient mechanism to encourage the energy-
- Mpftg?ge efficiency improvement of the EU’s housing
= |nitiative stock




Energy Efficient Mortgages (W rics

The impact of energy efficiency on value and LTV

Origination After one year

Part of the loan is
paid down

LTVI0 = 80 /100 =80% LTVI1 =77 /110 =70%
Value increases due to
improvements in the energy LTV=Loan g?‘[lﬂl'édfO?‘ the
efficiency mortgage/Value of the
real estate

Can energy efficiency lead to better capital treatment?

Increased Potential
loss reduction of
mitigation ggggoavgﬁ::)s/
SR of default

Reduced

capital
charges?

Source: EMF



What we know so far (9 riCS

» Difficulties in translating energy efficiency into ‘green’ value
» Difficult to disentangle ‘energy efficiency’ only

» Lack of guidance and support on appropriate data capturing and
data management

» Lack of market transparency and trust
» Lack of standardised metrics and procedures

» Sales or rental premiums still down to sentiment or anecdotal
evidence

This backs up other empirical findings that, whilst they may be
some evidence of market pricing building in recognition of

energy labels, market transformation has not fully occurred.




A key barrier (P rics

Quality of building descriptions in transaction databases

Type Brief Explanation Examples

Characteristics Statement on the. avallablllt.y, Floor area, central hegtmg, green roof,
1 b dd ivti number, age or size of particular number of rooms, flexible walls,
ased description building features or components suspended ceiling, etc.

Subjective and mainly qualitative Building quality is considered ‘good’
judgement mainly based on implicit | because of sound structural condition,
assumptions favourable layout, equipment, etc.

Experience based
description

Attribute based Judgemgnt or cIaSS|f[cat|on based Heatand SOL_Jn_d insulation glass,
on quantifiable technical and/or degree of efficiency of heating system,
physical building characteristics share of renewable materials, etc.

description

Measurement of direct impacts that Primary energy demand, CO.-
result from the building’s technical  emissions, life-cycle-costs, annual
and physical characteristics maintenance costs, etc.

Performance
based description




Property performance and value

Value in Use /
Worth

(maximum / minimum
capital sum someone
would be prepared to

pay / accept)

Economic Value
(preconditions: utility, scarcity, desire, purchasing power)

A A A

Environmental Value
(e.g. biodiversity, healthy
ecosystems)

Social Value
(e.g. interaction, social
inculsion, prosperity,
wellbeing, health, safety)

Cultural Value
(e.g. aesthetics, arts,
tradition, inspiration,

lifestyle)

Image Value

(e.g. corporate identity,

prestige, reputation,
brand image)

Source: Lorenz, D., 2008

Capacity to contribute to valu>
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Property Performance

(3 rICS

It‘'s all about Value:

“The value of goods arises from
their relationship to our needs, and
IS not inherent in the goods
themselves. With changes in this
relationship, value arises and
disappears.”

Carl Menger, 1871, Principles of
Economics



Building performance linking through to

value (‘\. RICS

Sustainable building features (examples) Resulting effects

Lower operating and maintenance costs

Energy efficiency

.

Improved marketability, lower vacancy risk and
,‘ higher stability of cash-flow
Reduced impacts on the environment
/)) Higher rental growth potential
Increased functionality, serviceability, durability ,Av(
and adaptability ‘
/" Property loss prevention benefits and lower
Q

7\ business interruption risk

Ease of conducting maintenance, servicing and
receycling activities

User / occupant productivity and health gains

Increased comfort and well-being
of occupants

Reduced compensation costs and risk of litigation
caused by Sick-Building Syndromes

1l

Market Value / Worth /
Mortgage Lending Value




Comprehensive understanding of value (‘\' RICS
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Physical Value

(embodied energy and resources)

Market Value / Exchange value
(most likely sale price)

Worth / Value in Use

(value for an individual)

Social Value
(interaction, inclusion, prosperity, health, safety)

Cultural Value
(tradition, arts, aesthetics, inspiration, lifestyle)

Emotional Value
(feelings, positive experiences, wellbeing)
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Image / Sign Value
(social status, reputation, prestige, identity)

Environmental Value
(biodiversity, healthy ecosystems)
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Source: Lorenz, D., 2010
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