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Rapid evolution in sustainable buildings raises the bar for property investors

Key Takeaways:

- Sustainability in real estate
is advancing rapidly and
investors need to adapt in
order to future-proof their
assets. Future-proofed
buildings are regarded as
higher-quality assets by
many tenants, who assess
that the green asset of today
will be a standard asset in a
few years.

Continuous ESG
measurement helps ensure

real value is being created.

« ESG measures are not
standardised in real
estate and to anticipate
future norms investors
need to partner with real
estate advisers with deep
experience and a record of

innovation

~ MARKET INSIGHTS

For some asset classes, sustainability
is a nebulous concept: it is difficult to
identify, hard to measure and nearly
impossible to value.

Not so for buildings. The sustainability
of buildings is both tangible and
measurable. It is highly visible too, with
some sustainable buildings so striking
they have obtained the real estate
equivalent of rock star status.

Take the Cambridge Central Mosque,
the UK'’s first “eco-mosque”, which

can host up to 1,000 worshippers

and is made of sustainably sourced
wood and low-carbon materials. It is
powered entirely using locally-generated
renewable electricity.

Or ArcelorMittal's flagship complex in
Ghent, where the 27,000 solar panels on
the roof generate 10,000 MWh a year.
Or Deloitte's Amsterdam headquarters
“The Edge” which resembles a giant
glasshouse and is covered in a solar
film which powers the office’s ethernet-
connected LED lighting.

Then there's SEAT's facility outside
Barcelona, which has 30,000 sgm of
self-cleaning and pollution-trapping
pavements.

No wonder investors like sustainable
buildings. They are not just low-emission
and low-carbon, they are eye-catching
and give investors a feelgood factor.

Not all buildings need to possess such
eye-catching features, but sustainability
in real estate is advancing rapidly and
investors need to adapt in order to future-
proof their assets.

Thierry Laquitaine
SRI Director
AEW

Why is sustainability on the
move?

The European real estate industry
accounts for approximately 40% of the
total energy consumption of Europe
and around 25% of its greenhouse gas
emissions.

Authorities are aware of this and

are acting. France has led the way
with regulation demanding that

big companies report their carbon
emissions in detail, but other European
countries are catching up. Initiatives
are being launched in both public and
private domains, and at national and
international levels.

Just as important as regulation in driving
ESG is the desire of real estate tenants to
be associated with sustainable buildings.
Other stakeholders, such as service
providers, local residents, workers and
local authorities are also increasingly
making their voices heard to demand
that asset managers incorporate robust
ESG criteria into buildings.

Some institutional asset owners have
a long history of investing in real estate
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and are aware of these changing
demands. They have typically adopted a
risk-based approach, not only complying
with current rules, but anticipating future
rules and laws.

Experience tells them that waiting until
the last minute before implementing
regulatory or legal requirements is a false
economy. The cost of implementation
is likely to be higher later on as services
and processes have to be re-engineered
at high cost and maximum disruption
to tenants. Integration of ESG measures
at each stage of the build and fitout,
however, reduces costs and maximises
savings.

Green buildings also attract more and
higher-quality tenants. A growing number
of tenants demand the greenest building
possible, complete with certifications
and labels. These proofs of sustainability
offer prestige to owners and tenants

as well as providing a healthy working
environment for employees.

Energy efficiency can help to develop the
relation with the tenants and to retain
them, as it is a joint effort to reduce the
consumption and they directly benefit
from it. It also improves buildings
resilience to energy cost increase and to
climate change impacts.

Best practice ESG in construction

Sustainability comes in many forms. The
key to creating sustainable buildings is to
consider their specific context. That is, the
geography, the topology, the size and use
of the building and many other factors
besides. Taking these specific factors
into consideration for each building, it is
possible to prioritise the features that are
most effective in reducing greenhouse
gas emissions, energy consumption and
the use of non-renewable materials.

The focus of ESG efforts is typically

on the insulation of the building and

the efficiency of the services such as
cooling systems, heating and ventilation.
But construction materials are also
important: in fact, the manufacturing
and construction of a building accounts
for about 60% of greenhouse gases over
the life of the building. Greater use of
renewable materials such as reclaimed
wood can reduce carbon emissions.
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Meanwhile, contractors are hired not

only for their ability to complete projects
on time and to specification, but for their
SRI competence. “We have an extensive
selection process for our service
providers to ensure compliance with our
SRI policies,” says Thierry Laquitaine, head
of SRl at AEW, the real estate affiliate of
Natixis Investment Managers.

Asset owners can also advise tenants
on best practice behaviours inside the
building to control how resources are
used, further improving sustainability.

AEW applies innovative technologies
across its real estate portfolio. These
include geothermal technologies, cold
storage systems, ground-coupled

heat exchangers, data management,
energy performance contracts, and
software applications that measure ESG
performance in buildings.

Louis XIV - the green King?

The French national theatre was built in
Paris’s 6th arrondissement in the 17th
century by King Louis XIV. Surprisingly,

it was partly constructed from recycled
materials from an existing building on
the same site. This early example of
recycling was based on the desire of the
“Sun King" to cut costs rather than any
thought of conserving natural resources.
Nevertheless, much of the existing
wood frame was reused. So when

AEW refurbished the building in 2019to
transform offices into housing, it took a
leaf from Louis’s book and reused some
of the existing materials. This earned
the building a low carbon label award
and provided the tenants with a building
that is both historic and green.

Measure impact to create real
value

For sustainable real estate measures to
add value requires them to make a real
impact. Boxticking and reporting may
satisfy local authorities and regulators,
but are likely to lead to deteriorating
asset value. “The key is to get ahead of
trends set by authorities,” says Laquitaine.
“Lagging current requirements risks
censure and even just keeping pace with
them is insufficient.

Continuous measurement helps ensure
real value is being created. Laquitaine
says: “We are careful to make a positive
impact in everything we do.” Energy
meters, water meters, emissions meters
and other measurement devices should
be fitted in all buildings to assess where
resources are used and how they can
be better conserved, he says. These
measurements should be accompanied
by energy audits which aggregate building
performance.

Hard measurements can be taken
alongside softer measures such as tenant
satisfaction surveys. These surveys are
strong indicators of how sustainable
efforts are contributing to the welfare and
productivity of tenants and their staff.

Future-proofing returns

AEW is introducing climate change
stress-testing as a forward-looking
measure of sustainable impact. It is
working with a climatologist to assess
the resilience of buildings against the
biggest climate risks, as identified by the
latest Intergovernmental Panel on Climate
Change (IPCC). These risks range from
heatwaves, to rising sea levels, to heavy
rain events and drought, and are assessed
over the coming 20 years.

Each building's potential exposure to
climate hazards is assessed and the
potential impacts quantified. Impacts are
assessed for the building, the tenants
and other stakeholders to provide a
comprehensive resilience report. The aim
is to future-proof assets against climate
changes, but also against changes

in regulatory regimes and investor
sentiment.

Future-proofed buildings are regarded as
higher-quality assets by many tenants,
who assess that the green asset of
today will be a standard asset in a few
years. In other words, green assets are
anticipating future norms. The big risk is
to merely comply with current norms or
wait too long to improve the performance
of a building.

The result could be a stranded asset,
which is harder to let and may be valued
at a discount. If assets conform to
expected future norms, they are more
liquid, able to let faster and retain more of
their value.
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Experience and innovation

ESG measures are not standardised in
real estate and to anticipate future norms
investors need to partner with real estate
advisers with long experience and a
record of innovation.

AEW is a pioneer of sustainable real
estate investing. It is a founding member
of the Green Rating system and the
creator in 2009 of six new performance
indicators (e.g. biodiversity, life cycle
analysis, safety, etc). AEW was also a
founding member in 2018 and is current
president of Circolab an association

of more than 70 real estate companies
which promotes the circular economy.

Itis also a leading company helping in
2020 to create a real estate SRI label,
in conjunction with ASPIM, the French
association of real estate investment
companies in 2020.

AEW's development of sustainable
practice has led to 17% less energy
consumed across its real estate portfolios,
59,000 m3 less water consumed, 100% of
electricity in commons area derived from
renewable energy sources for its assets

in France and 140 assets undergoing HSE
compliance audits every year.

Its GRECO energy renovation project
across a portfolio of approximately 150
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buildings has enabled a 35% reduction in
energy consumption since 2013.

“We have developed our own
methodologies where industry tools

did not exist and we are still developing
innovative SRI tools,” says Laquitaine. “If
we want to transition buildings to the
green economy, we constantly need new
approaches and new competences.”

Choose how sustainable your
building is

Real estate investors have varying views
on sustainability and what it means to

them. To express idiosyncratic views
requires advisers who can be flexible and

offer innovative and tailored ESG services.

“We have the capacity to respond to all
levels of ambition for ESG investment,’
says Laquitaine. Investor ambitions
range from basic information about ESG
performance, to detailed scoring, to a full
consideration of ESG in the construction
and ongoing performance of an asset.

The task for investors is to establish

a balance between what is possible
and what is viable. Capex must be
balanced against the likely returns from
a sustainability strategy. While most
investors seek to mitigate emissions
and climate change, too much upfront

spending can have a negative impact on
the profitability of an asset.

“‘Sometimes it is not worth buying an
asset, because the costs of improving
ESG performance to meet actual or
future requirements are too high,” says
Laquitaine. “We always look at the cost of
improving ESG performance. The asset
has to be profitable”

Conclusion

Investors can be forgiven for finding it
hard to keep pace with current trends in
real estate — climate change data, local
and regional regulation, and stakeholder
demand are constantly changing the ESG
matrix.

It is imperative to stay ahead of trends
and employ innovative tools to implement,
measure and adapt sustainable practices
in real estate. Only real measures with real
impact will suffice.

Do sustainability well and not only does
the environment benefit, but the ongoing
costs of a building fall and the value of
assets rise.

Published in January 2021
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Additional Notes

This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when required
by local regulation, only at their written request. This material must not be used with Retail Investors.

In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a
Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under
n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment Managers
S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis
Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt
am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the
Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9607 - Swedish Companies Registration Office). Registered office: Kungsgatan
48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en Espafia. Serrano n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment
Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium. In France: Provided by Natixis Investment Managers International - a portfolio
management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société
anonyme)  registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendes France, 75013 Paris. In Switzerland:
Provided for information purposes only by Natixis Investment Managers, Switzerland Sarl, Rue du Vieux Collége 10, 1204 Geneva, Switzerland or its representative office in
Zurich, Schweizergasse 6, 8001 Ziirich. In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct
Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material
is intended to be made to persons as described as follows: in the United Kingdom: this material is intended to be communicated to and/or directed at investment professionals
and professional investors only; in Ireland: this material is intended to be communicated to and/or directed at professional investors only; in Guernsey: this material is intended
to be communicated to and/or directed at only financial services providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this material
is intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only
financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under section 8 of the Insurance Act 2008. In the DIFC:
Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or services
are only available to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients
or Market Counterparties as defined by the DFSA. No other Person should act upon this material. Registered office: Unit L10-02, Level 10 ,ICD Brookfield Place, DIFC, PO Box
506752, Dubai, United Arab Emirates. In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the Kanto Local Financial Bureau
(kinsho) No.425. Content of Business: The Company conducts investment management business, investment advisory and agency business and Type Il Financial Instruments
Business as a Financial Instruments Business Operator. In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities
Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.0.C. Registered address: 34F, No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist.,
Taipei City 11065, Taiwan (R.0.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789 2788. In Singapore: Provided by Natixis Investment Managers Singapore Limited
(company registration no. 199801044D) to distributors and institutional investors for informational purposes only. In Hong Kong: Provided by Natixis Investment Managers Hong
Kong Limited to institutional/ corporate professional investors only. In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL
No. 246830) and is intended for the general information of financial advisers and wholesale clients only. In New Zealand: This document is intended for the general information
of New Zealand wholesale investors only and does not constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013
(FMCA) and is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers
Australia Pty Limited is not a registered financial service provider in New Zealand. In Latin America: Provided by Natixis Investment Managers S.A. In Uruguay: Provided by
Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo,
Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. In Colombia: Provided by Natixis
Investment Managers S.A. Oficina de Representacion (Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any products,
services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to
less than 100 specifically identified investors. In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V,, which is not a regulated financial entity, securities intermediary, or an
investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the Comision Nacional Bancaria y de Valores (CNBV)
or any other Mexican authority. Any products, services or investments referred to herein that require authorization or license are rendered exclusively outside of Mexico. While
shares of certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore
the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the laws of France and is not authorized by or
registered with the CNBV or any other Mexican authority. Any reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of its
investment management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority.

The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment management
and distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions
in which they are licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment
service provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with the relevant national law.

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or
an offer to buy or to sell any security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment
carefully before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as
of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire as
may be forecasted in this material. The analyses and opinions expressed by external third parties are independent and does not necessarily reflect those of Natixis Investment
Managers. Past performance information presented is not indicative of future performance.

Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy,
adequacy, or completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.

All amounts shown are expressed in USD unless otherwise indicated.
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