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ESG for Real Estate
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ESG – Current and Future Compliance
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We are witnessing a rapid and radical shift in the role of 

business and investment capital in society because of:

• Increasing clarity of magnitude of the world’s 

problems

• Climate change

Success now goes beyond financial performance 

and is increasingly dependent on what were 

formerly considered “soft” or “nice to have” 

programs 

We have moved from CSR (e.g., tree planting, 

bicycle riding) goodness or philanthropy on the side 

(the 1%) to Sustainability or Impact as part of 

operational performance (for companies) or 

evaluation of opportunities (for investor)

Impact

Sustainability

CSR



COMMITMENTS TO 

CLIMATE
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CLIMATE: Emissions - Net-Zero and Carbon 

Neutral

Morrison & Foerster LLP

• Carbon Neutral: CO2 released into the 

atmosphere from a company’s activities is 

balanced by an equivalent amount being 

removed, regardless of where those removals 

happen.

• Emphasis is on offsetting emissions 

happening in one’s activities by purchasing 

carbon offsets.

• Also use of carbon insets (w/o verification).

• Net-Zero Carbon: Emphasis is on reducing CO2 

emissions so that CO2 released from a 

company’s activities is balanced by CO2 

removed within the scope of a company’s 

activities.

• Emphasis is on changing internal practices 

to reduce CO2 emissions as much as 

possible from the get-go so that no carbon 

emissions need to be captured or offset.

• Linked to Paris Agreement goal of aligning 

reductions to a 1.5°C science-based 

target, and therefore has a timeline of 2050 

for achieving net-zero carbon.

• Net-Zero Emissions: Can be taken as either 

similar to carbon neutral or to net zero carbon, 

but emphasis is on achieving balance in 

greenhouse gas emissions overall (GHG). It 

describes the point in time “where humans stop 

adding to the burden of climate-heating gases in 

the atmosphere.”

• Includes Carbon Dioxide (CO2), Methane 

(CH4), Nitrous Oxide (N2O), and 

fluorinated gases (HFCs, PFCs, NF3, 

SF6).

• May also include tropospheric ozone and 

black carbon (short-lived climate 

pollutants).

• Water vapor is technically a GHG but it is 

mostly naturally occurring and quickly 

removed from the atmosphere so it is not 

typically included.

As there are no universally consistent set of terminologies, the below outlines general trends in 

usage:
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• The Net Zero Asset Owner’s Alliance and its 35 investor members have committed to 

transitioning their investment portfolios to net zero GHG emissions by 2050.1

• More than 200 businesses have signed on to the Climate Pledge, launched in 2019 by 

Amazon and Global Optimism, agreeing to decarbonize by 2040 - a decade ahead of 

the goals of the Paris Agreement.2

• The SEC has made public statements and taken steps indicating that it will adopt rules 

for ESG disclosure that will feature guidelines for greenhouse gas emissions (GHG), 

building on existing standards such as the Task Force on Climate-Related Financial 

Disclosures (TCFD) and the Greenhouse Gas Protocol.3

• As more companies are graded on reducing their carbon footprint and social factors, 

markets will reward those companies that improve their corporate governance.

_________________
1. ESG Practices, Spurred By Pandemic, Will Play Role In Future of Real Estate Investment 2021, available at 

https://www.lawjournalnewsletters.com/2021/07/01/esg-practices-spurred-by-pandemic-will-play-role-in-future-of-real-estate-investment

2. In the Business of Buildings, Net Zero Becomes a Towering Target 2021, available at https://www.greenbiz.com/article/business-

buildings-net-zero-becomes-towering-target

3. WSJ, SEC Considers Asking Funds for Criteria Used to Tout Sustainability 2021, available at https://www.wsj.com/articles/sec-considers-

asking-funds-for-criteria-used-to-tout-sustainability-11630513822?mod=article_inline

CLIMATE: Emissions - Net-Zero and Carbon 

Neutral

Morrison & Foerster LLP
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• Growing regulatory pressure and stronger public interest are creating a growing demand for

transparent and standardized ESG data, reporting, and disclosure to weed out greenwashing.1

• There are over 600 ESG rating providers that rely on different definitions and metrics and

therefore can produce vastly different ratings for the same company.2

• In Europe, the Sustainable Finance Disclosure Regulation (SFDR) aims to prevent fund

companies from exaggerating sustainability claims to make their products seem more attractive

and to provide more clarity to investors looking for ESG products.

• In the U.S., the Securities and Exchange Commission is considering whether to require fund

managers to disclose the criteria and data they use to apply labels such as green, low-carbon or

sustainable to their investment options.3

• Using financial data, industry benchmarking, and artificial intelligence can help companies

capture vast amounts of structured and unstructured data. All of this data can be used to

accurately report on ESG performance improvements and provide assurance to investors.

_________________
1. Three Ways to Avoid Greenwashing in your ESG Marketing Strategy, available at https://www.gobyinc.com/avoiding-greenwashing-in-esg-marketing

2. Asset Management Industry Confronts the Challenges Presented by Climate Change Transition, available at 

https://corpgov.law.harvard.edu/2022/02/28/asset-management-industry-confronts-the-challenges-presented-by-climate-change-transition

3. WSJ, Where Will ESG Investing Be in Five Years? available at https://www.wsj.com/articles/esg-investing-in-five-years-

11637161312#:~:text=In%20Europe%2C%20rules%20known%20as,investors%20looking%20for%20ESG%20products.



How to Minimize Greenwashing
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• As investors attempt to monitor and evaluate asset-level ESG performance, the use of

benchmarking tools such as the Global Real Estate Sustainability Benchmark (GRESB) will likely

become increasingly prominent.1

• Registrations with the GRESB rose by 22 percent in 2021. The GRESB assessments,

which grew to 2,227 real estate and infrastructure organizations, offer data about portfolios

that is used by 140 institutional and financial investors.2

• Artificial intelligence (AI) can help sustainable investors process mountains of data that hold

essential information for ESG investing.

• One of AI’s immediate applications in ESG scoring is natural language processing, which

can extract company information from unstructured sources such as news, TV broadcasts,

social media, government reports, and more.

• In March 2021, S&P Global partnered with data analytics startup Databricks to extract key

insights from unstructured datasets like social media for more accurate ESG data.

• Risk agencies are leveraging the technology to obtain more complete company ESG

profiles, ranging from discovering government fines for labor law violations to unearthing

criticism of a company’s data privacy practices via Twitter.3

_________________
1. ESG Investing: Practices, Progress and Challenges, available at https://www.oecd.org/finance/ESG-Investing-Practices-Progress-

Challenges.pdf

2. In the Business of Buildings, Net Zero Becomes a Towering Target, available at https://www.greenbiz.com/article/business-buildings-

net-zero-becomes-towering-target

3. CB Insights, ESG Scores Are Crucial For Achieving Corporate Sustainability Goals & Driving Investor Confidence. AI Is Taking Them 

Beyond Greenwashing, available at https://www.cbinsights.com/research/ai-esg-scores-sustainability-brands-investors/



...is a nonprofit 

formed to  

communicate risks 

from  climate change 

to
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Americans -

starting with flood 

risk.
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First Street

Foundation.
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Flooding has cost 

over

$1 trillion in inflation

adjusted dollars 

since  1980 and 

represents  over 

63% of the cost  

associated with

all billion dollar or

more natural 

disasters.

America’s

Flood Risk is  

Defined by 

FEMA
Used by banks to define 

mortgage risk

Used to set insurance rates 

with Flood  Insurance Rate 

Maps

Used to define building and land use 

regulations

Used to build flood mitigation 

efforts

Used by home buyers and 

renters to  understand their 

personal flood risk

Yet FEMA flood maps 

are incomplete and 

out of date
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• Companies have borrowed record sums via sustainable bonds in 2021, tapping demand from 

investors who have become more concerned about climate risks and social inequality.

• Green bonds, where the money targets an environmentally friendly project, saw the highest 

issuance of 

$481.8 billion, followed by social bonds at $191.8 billion, and sustainability bonds at $177.2 

billion.1

• S&P Global Ratings expects global issuance of sustainable bonds—including green, social, 

sustainability, and sustainability-linked bonds—will surpass $1.5 trillion in 2022.2

• As of September 2021, assets in U.S. sustainable funds totaled more than $330 billion. 

• In the third quarter of 2021, 38 funds with sustainable mandates were launched in the U.S. This is 

the highest number of sustainable funds launched in one quarter, beating the record of 30 funds set 

in the third quarter of 2020.3

• Callan’s 2021 ESG Survey of 114 U.S. institutional investors found that 49% of the respondents 

incorporated ESG factors into their investment decision-making processes.4 

_________________
1. Global issuance of sustainable bonds hits record in 2021, available at https://www.reuters.com/markets/commodities/global-markets-esg-2021-12-23

2. Global Sustainable Bond Issuance To Surpass $1.5 Trillion In 2022. available at https://www.spglobal.com/ratings/en/research/articles/220207-global-sustainable-bond-issuance-to-

surpass-1-5-trillion-in-2022-12262243#:~:text=S%26P%20Global%20Ratings%20expects%20global%20issuance%20of%20sustainable,will%20be%20the%20fastest-

growing%20segment%20of%20the%20market.

3. The Number of New Sustainable Funds Hits an All-Time Record, available at https://www.morningstar.com/articles/1062299/the-number-of-new-sustainable-funds-hits-an-all-time-

record

4. https://www.callan.com/blog-archive/2021-esg-survey/

ESG in Real Estate Investments

16Morrison & Foerster LLP



• In light of growing demand, the finance industry is creating more products and services 

related to ESG ratings, indices, and funds.

• Investors can now engage in ESG investing through low-risk products such as money 

market funds, passive smart beta ETFs, and can even take positions through hedge funds 

that combine sophisticated synthetic strategies with ESG investing.1

• Many investors are formally including carbon neutrality objectives in new investment 

strategies. 

• Berlin-based Catella Residential has created a new international fund featuring a 

portfolio dedicated to energy-positive homes that generate more energy than they 

consume.

• “Green leases” between landlords and tenants to meet certain environmental objectives 

might become a more common tool for investors to monitor and drive the environmental 

performance of their real estate assets.2

_________________
1. ESG Investing: Practices, Progress and Challenges, available at https://www.oecd.org/finance/ESG-Investing-Practices-Progress-

Challenges.pdf

2. CBRE, ESG and Real Estate: The Top 10 Things Investors Need to Know, available at https://www.cbre.com/insights/reports/esg-and-

real-estate-the-top-10-things-investors-need-to-know

ESG in Real Estate Investments

17Morrison & Foerster LLP



Four Phases of ESG In Investments
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1
Deal Selection

2
Pre-Investment Diligence

3
Investment Documents

4
Portfolio Management
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• Perception of ESG investing as a values-based tradeoff is fading. Data has shown that 

ESG factors can contribute to competitive returns. Global attention is focused on ESG.

• Risk models now incorporate ESG impacts. Strong ESG performance has been shown 

to result in greater access to capital, higher quality investors, board members and 

advisors, lower D&O/other insurance premiums and better financial performance.

• Ignoring ESG factors when evaluating a potential target also increases risk:

• Economic risk with respect to ROI 

• Possible regulatory investigations/legal issues with respect to the asset manager and portfolio companies

• Importantly, risk of harm to reputation of asset manager in the eyes of regulators, other investors and potential 

targets 

• Attention to ESG factors at the evaluation stage could make asset-manager more 

attractive in competitive bids:

• Protection of “mission” for founders as part of business purposes

• Link of mission to compensation and options

• Potential change to corporate form and fiduciary duties

Incorporating ESG into Deals Selection

Morrison & Foerster LLP
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Climate Impact Potential
• Estimate the potential climate impact of target through 2050, should it achieve scale. 

Climate Risk Management 
• Performance of a climate risk scenario analysis using a high-level Task Force on Climate-Related 

Financial Disclosures (TCFD) framework that is tailored to the stage of the target can determine how 

vulnerable target’s operations, infrastructure, and supply chain are to physical climate risks or 

economic transition risks. 

Management Team Alignment
• Assess the alignment of the management team with ESG and impact goals. Work with management 

team to identify key metrics and targets. 

Stakeholders, Equity, and Community
• Determine who the key stakeholders of the target and its service or technology are and how could 

they be impacted by its growth. Identify any impacts on historically excluded groups or communities 

from business operations, positive and negative. 

Potential Negative Impacts & Life Cycle Analysis 
• Assess whether negative environmental or social impacts could potentially result from the scaling of 

the business and how does results compare to relevant industry peers. 

Issues of Non-Compliance
• Investigate whether target has engaged in non-compliant conduct (e.g. greenwashing). 

Pre-Investment Diligence: Focus Area

Morrison & Foerster LLP
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• Identify ESG risks using industry-specific standards most material to a 

target’s operations, as outlined by the Sustainability Accounting 

Standards Board (SASB) framework. 

• Adopt standard processes/policies to ensure relevant ESG factors (e.g.

carbon risk scenario analysis and supply chain analysis for every investment) 

are consistently and properly evaluated in the pre-investment stage.

• Treat ESG diligence as part of “standard legal diligence” and conduct it at the 

start of a potential transaction, at the same time as “standard” diligence.

• Update standard diligence request list templates to include general and 

industry-specific ESG requests, and create a separate template for each 

industry. Use the applicable industry template as the starting point for 

diligence of a target in that industry (e.g. AgTech request list). 

• Avoid using separate ESG questionnaires. Many investors send these later 

in the transaction process as a check-the-box afterthought, and the parties 

treat it in that manner.

Pre-Investment Diligence: Best 

Practices

Morrison & Foerster LLP
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• ESG deficiencies identified during the diligence process can be addressed in the investment documents 

by covenants and milestones

• Often included in side letters and support from asset manager to improve ESG

• Consider inclusion of covenants related to impact goals, particularly if commitments have been made to 

LPs

• Usually included in debt investments but can be used in equity particularly in tranched investments

• Often tied to performance for a follow-on secondary

• Most common investment terms relate to disclosure required on ESG to provided together with financial 

statements

• Usually required to meet obligations to LPs in fund agreements

• Co-investment with impact investors and foundations (U.S./Europe) requires review of “special” 

provisions which can harm traditional asset managers

• Those investor classes often require veto rights on exit and redemption rights if there is a material deviation from 

mission

• Investors need to carefully review founder favorable provisions in charter and financing agreements

• Often provisions like super-voting stock or “golden shares” are designed to protect mission by provide too much 

power to founder and make it difficult for a company to evolve and take direction from the board

ESG Considerations for Investment 

Documents

Morrison & Foerster LLP



Alignment on Goals and Reporting

Should be carefully 

considered and established 

by the investor and the 

company, and should relate 

directly to the main activities 

and purposes of the 

company

Identify Specific 

Impact Metrics to 

be Tracked and 

Reported 

• Should not be too narrow or 
broad or they will not track 
intended impact

• Should be reasonably easy 
and inexpensive for 
companies to track

Create a Reporting 

Regime

Investment team (or fund 

manager) should work with 

the portfolio companies to 

create a reporting system 

that can accurately and 

effectively track and report on 

impact metrics

Work with Portfolio 

Companies to 

Select Impact Goals 

for the Investment

23Morrison & Foerster LLP
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• Steps to managing a company’s ESG progress throughout the duration of the lifecycle 

include:

• Support each company’s metrics activities to minimize the reporting burden on operating companies, 

tracking any agreed upon milestones and benchmarks and adjusting as necessary when new data is 

available

• For those areas where data gaps were identified in the previous milestone setting step, consider 

partnering with other groups to develop data sets and ESG measurement methodologies 

• Consider verification of impact statements/reports by a third party auditor completed every two years

• At each subsequent financing, update and re-evaluate stage-appropriate ESG assessment to ensure 

the company is still aligned to the desired ESG trajectory; if a company is no longer addressing ESG, 

investment teams do not follow on

• At liquidity, perform a full impact post mortem to capture learnings 

• For overall portfolio management, investment teams or fund manages should compile 

portfolio company reports, monitor progress and measure impact, report up, and 

refine practices:

• Monitor companies’ progress to ensure that reporting remains consistent and ESG goals are being 

diligently tracked

• Compile the various portfolio company reports and prepare a summary impact report

• Assess the summary impact report and compare the reported impact against goals

• Incorporate insights from impact tracking into governance influence over portfolio companies to drive 

towards deeper impact 

Monitoring and Portfolio Management 

Morrison & Foerster LLP
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• It is CGI Merchant Group’s belief that Environmental, Social and Governance (ESG) 

issues are increasingly impacting the fundamentals of the global economy including 

real estate and hospitality markets. 

• CGI understands that ESG must be integrated throughout our firm’s investment and 

business practice in a holistic manner. Our ESG policy guides key aspects of our due 

diligence process, acquisitions strategy, asset management, customer engagement, 

and eventual divestment. 

• We believe a well-functioning ESG program drives asset value, enhances returns in 

the long turn, expands our assessment of risk, and identifies opportunities for 

improvement in a manner that drives market differentiation. Adopting an ESG mindset 

now also enables us to have greater predictive power and understand the trends that 

shape future markets and consumer behavior. 

• To strengthen our practice of ESG at the asset level, we have created the Certified 

Conscious Hotel program (CCH). The CCH program serves a critical role in bridging 

the gap between our fund’s ESG goals and the way we manage our assets. It is done 

in a manner that is rooted in sound hospitality management and respects the guest 

experience. 

CGI’s View of ESG in Investments

Morrison & Foerster LLP
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• The CCH program is comprised of 3 brand pillars we refer to as the 

“SHE Pillars”: 

• S (Social) - is the cornerstone of CCH program and considers 

how our assets and their operations impact the surrounding 

community; historically, contemporarily, and in the future. 

• H (Health) - is focused on how our assets and operations can 

improve the wellbeing of our occupants, in this case being our 

guests and employees. 

• E (Environment) - covers a broad range of important operational 

practices that allows us to operate more sustainably while also 

attracting like-minded guest to our assets. 

CGI’s Certified Conscious Hotel 

Program

Morrison & Foerster LLP
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ESG in Real Estate Developments
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• Buildings account for approximately 40% of both global energy use and carbon emissions:

• Two-thirds come from building operations.

• One-third from building materials and construction.1

• Just over 3% of investment grade multifamily properties (i.e., those with 50 units or more) within

the 30 largest U.S. markets were certified “green” as of 2019.2

• Over 40% of commercial real estate in the 30 largest U.S. cities have been certified “green” (i.e.,

ENERGY STAR or LEED certified) as of 2019.3

• There has been growing demand for LEED-certified office spaces has been observed. U.S. office

rents for

LEED-certified office buildings are 5.6% higher than those for non-certified office buildings.4

• 89% of surveyed investors expect COVID-19 will accelerate the adoption of “PropTech” in the

real estate industry.5

_________________
1. PwC and the Urban Land Institue, Emerging Trends in Real Estate® 2022, available at https://www.pwc.com/us/en/asset-management/real-estate/assets/pwc-

emerging-trends-in-real-estate-2022.pdf (“Emerging Trends in Real Estate Report”); see also McKinsey & Company, Climate risk and the Opportunity for Real Estate, 

available at https://www.mckinsey.com/industries/real-estate/our-insights/climate-risk-and-the-opportunity-for-real-estate

2. CBRE, U.S. Green Building Adoption Index for Multifamily Buildings 2019, available at https://www.cbre.us/research-and-reports/Green-Building-Adoption-Index

3. CBRE, U.S. Green Building Adoption Index for Office Buildings 2019, available at https://www.cbre.us/research-and-reports/Green-Building-Adoption-Index

4. CBRE, ESG and Real Estate: The Top 10 Things Investors Need to Know, available at https://www.cbre.com/insights/reports/esg-and-real-estate-the-top-10-things-

investors-need-to-know#introduction; State Street, The Rise of ESG in Real Estate, available at 

https://www.statestreet.com/content/dam/statestreet/documents/Articles/TheRiseofESGinRealEstate.pdf (“State Street Report’)

5. Emerging Trends in Real Estate Report



ESG in Real Estate Developments

29Morrison & Foerster LLP

Trend Applications

Transparency • Developing ESG reporting standards and frameworks

• Sharing of water quality and indoor air quality (IAQ) through mobile 

applications or lobby displays

Data Gathering • Tracking green building metrics, including carbon footprint, energy 

efficiency, water quality / usage, IAQ

• Collecting data to substantiate ESG commitments, improve building 

decisions / efficiency and support lean initiatives

Planning • Evaluating how raw materials are harvested, potential for future adaptation 

and reuse, embodied carbon, and ecological implications

• Adopting policies and strategies that account for all of the company’s 

environmental, social and governance aspects

Green Leases • Aligning financial incentives and sustainability goals to incentivize 

participation in water / energy conservation, waste reduction and other 

sustainability measures

• Using green NNN leases facilitate cost-sharing for energy-efficient building 

modifications such as renewable energy upgrades

C-PACE Financing • Long-term, fixed-rate bond funding with 20 – 30 year repayment schedules 

• Repayment through tax assessments attached to the property

• Available to fund clean energy enhancements for both new developments 

and renovations

• PACE-enabling legislation have been enacted in 38 states and D.C., and 

PACE programs are active in 28 states and D.C.1
_________________
1. PACENation, https://www.pacenation.org/pace-programs/ (last visited March 3, 2022)
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How ESG Drives Value in Real Estate
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• In the U.S., LEED certified Class A urban office sales have been found to generate a 25.3% price per square foot 

premium over 

non-certified buildings. LEED-certified Class A suburban offices have been found to achieve a 40.9% premium.1

• LEED certified buildings reported approximately 20% lower maintenance costs than typical commercial buildings, 

and green building retrofits typically decrease operation costs by almost 10% after one year.2

• Since 2015, rents for LEED certified buildings have been reported to average 11% higher than non-LEED certified 

buildings.3

• In the UK, BREEAM certifications have been found to increase prime Central London office rents by up to 12.3%.4

• A recent survey of institutional real estate investors and property professionals in the UK found that 66% have 

already seen a decrease in capital and rental value of portfolios due to poor sustainability performance.5

• In Australia, a 5 star NABERS energy rating has been estimated to deliver a 9% green premium in rental value.6

• Office buildings using NABERS to regularly measure their performance have reported an average improvement in 

energy efficiency by 8.5% and water efficiency on average by 11%.7

_________________
1. Cushman & Wakefield, Green is Good Part 1 and 2, available at https://www.cushmanwakefield.com/en/united-states/insights/green-is-good-

sustainable-office

2. U.S. Green Building Council, Benefits of Green Building, available at https://www.usgbc.org/press/benefits-of-green-building (“Green is Good Report”)

3. Green is Good Report

4. Knight Frank, The Sustainability Series, September 2021, available at https://content.knightfrank.com/research/2311/documents/en/the-sustainability-

series-september-2021-8395.pdf

5. Deepki, New Research Reveals Poor Sustainability is Devaluing UK Commercial Real Estate, available at 

https://content.deepki.com/hubfs/4.INTERNATIONAL/CP/Poor%20sustainability%20is%20devaluaing%20UK%20commercial%20real%20estate.pdf

6. Certified Energy, How Do I Benefit from NABERS, available at https://www.certifiedenergy.com.au/benefits_of_nabers/ (“NABERS Report”)

7. NABERS Report
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ESG’s Link to Value1

Top Line 

Growth

• “Green Premium” – Upwards of 70% of consumers surveyed on purchases in multiple 

industries, including the building category, said they would pay an additional 5% for a 

green product if it met the same performance standards as a non-green alternative.1

• Attract customers with more sustainable buildings / practices.

• Achieve better access to resources and business opportunities through community and 

government relations.

Cost 

Reduction

• Lower energy consumption and reduce water intake.

• Executing ESG effectively can help combat rising operating expenses (such as raw-

material costs and the true cost of water or carbon), which research has found can affect 

operating profits by as much as 60%.2

Investment 

Optimization

• Enhance investment returns by better allocating capital for the long term (e.g., more 

sustainable plant and equipment).

• Avoid stranded investments that may not pay off due to longer-term environmental 

issues. 

Regulatory • Reduce risk of adverse government intervention and engender government support (e.g., 

access to government contracts, subsidies, C-PACE).

• Analysis has shown that one-third of corporate profits are typically at risk from 

intervention.3_________________
1. Adapted from McKinsey & Company, Five Ways that ESG Creates Value, available at https://www.mckinsey.com/business-

functions/strategy-and-corporate-finance/our-insights/five-ways-that-esg-creates-value (“ESG Report”)

2. McKinsey & Company, How the E in ESG Creates Business Value, available at https://www.mckinsey.com/business-

functions/sustainability/our-insights/sustainability-blog/how-the-e-in-esg-creates-business-value

3. ESG Report
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GRESB (Global Real Estate Sustainability Benchmark) is a mission-driven organization that provides ESG data to 

financial markets. GRESB provides a consistent framework to measure the ESG performance of individual assets and 

portfolios based on 

self-reported data. 

More about GRESB Assessments:

GRESB Assessments capture information regarding ESG performance and sustainability best practices for real estate 

and infrastructure funds, companies and assets worldwide. The Assessments are guided by what investors and the 

industry consider to be material issues in the sustainability performance of real asset investments and are aligned with 

international reporting frameworks, such as GRI, PRI, SASB, DJSI, TCFD recommendations, the Paris Climate 

Agreement, UN SDGs, and region and country specific disclosure guidelines and regulations.

Each year reporting to the GRESB Assessments generates the following ESG benchmarks for the industry:

• Real Estate Benchmark

• Real Estate Development Benchmark

• Infrastructure Fund Benchmark

• Infrastructure Asset Benchmark

Assessment participants receive comparative business intelligence on where they stand against their peers, a 

roadmap with the actions they can take to improve their ESG performance and a communication platform to engage 

with investors.

Investors use the ESG data and GRESB’s analytical tools to monitor their investments, engage with their managers 

and make decisions that lead to a more sustainable and resilient real asset industry.
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1. The formation of a new International Sustainability Standards Board (ISSB) to develop—in 

the public interest—a comprehensive global baseline of high-quality sustainability 

disclosure standards to meet investors’ information needs;

2. A commitment by leading investor-focused sustainability disclosure organizations to 

consolidate into the new board. The IFRS Foundation will complete consolidation of the 

Climate Disclosure Standards Board (CDSB—an initiative of CDP) and the Value 

Reporting Foundation (VRF—which houses the Integrated Reporting Framework and the 

SASB Standards) by June 2022; and

3. The publication of prototype climate and general disclosure requirements developed by 

the Technical Readiness Working Group (TRWG), a group formed by the IFRS Foundation 

Trustees to undertake preparatory work for the ISSB. These prototypes are the result of 

six months of joint work by representatives of the CDSB, the International Accounting 

Standards Board (IASB), the Financial Stability Board’s Task Force on Climate-related 

Financial Disclosures (TCFD), the VRF and the World Economic Forum (Forum), 

supported by the International Organization of Securities Commissions (IOSCO) and its 

Technical Expert Group of securities regulators. The TRWG has consolidated key aspects 

of these organizations’ content into an enhanced, unified set of recommendations for 

consideration by the ISSB.

The IFRS (International Financial Reporting Standards) Foundation Trustees have announced three 

significant developments that will provide the global financial markets with high-quality disclosures 

on climate and other sustainability issues: 
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The Institutional Limited Partners Association’s (ILPA) Assessment Framework provides 

guidance to investors starting or enhancing their own ESG programs by setting out four 

categories of environmental, social, and governance (ESG) integration activities and 

processes. These categories include Policies and Commitments to Standards; Governance; 

Communications and Reporting; and Investment Process. 

Suggestions for improvement:

• Framework is a good guide for a GP that knows less about ESG and is looking to appease 

its LP base because it sets out where LPs think other GPs are 

• Framework is less useful for assessing GPs that have advanced ESG programs 

• Framework resembles an LP checklist as opposed to something that is practical for a GP 

to use 

• Framework could benefit from definitions of what “qualitative” and “quantitative” mean, as 

well as some guidance on what standards to apply and how to benchmark 

• With regards to portfolio companies, benchmarking is what has been missing to date 

in funds’ ESG work 

• How a fund and its portfolio companies are doing on KPIs compared to other funds 

and their portfolio companies is missing in most GP analysis 
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The SEC recently published a sample letter detailing their focus on climate-related disclosures 

among public companies. This action is the latest in a series of developments demonstrating the 

SEC’s increasing focus on climate disclosure by public companies. 

Background: 

• The SEC continues to focus on and spotlight climate change and ESG-related disclosure 

obligations under the federal securities laws.

• The SEC may be working to update its 2010 guidance on climate change disclosure and the staff 

of the Division of Corporation Finance has sent out letters to public companies providing 

comments on climate-related disclosure or the lack of such disclosure in SEC reports.

• The SEC set forth a Sample Letter with illustrative comments regarding Risk Factor and MD&A 

disclosures.

• Companies should also consider recent guidance on how climate-related risks may need to be 

addressed in financial statements.

• The SEC’s Enforcement Division has set up an ESG Task Force that is focusing on any material 

gaps or misstatements in companies’ disclosure of climate risks under existing rules. 
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Climate and ESG disclosure are at the top of the SEC’s rule-making agenda and remain the subject of strong 

SEC focus. We expect that the SEC will propose rules addressing climate change disclosure in the near 

term. Most recent developments:

• March 2021: SEC announces the creation of a Climate and ESG Task Force in the Division of Enforcement.

• June 2021: SEC Chair Gensler states that he has asked Staff to put together recommendations on 

mandatory company disclosures on climate risk and human capital, including proposed considerations 

around governance, strategy, and risk management related to climate risk. He also requested Staff consider 

potential requirements for companies that have made forward-looking climate commitments, or that have 

significant operations in jurisdictions with national requirements to achieve specific, climate-related targets. 

• September 2021: SEC publishes a “Sample Letter to Companies regarding Climate Change 

Disclosures.” Guidance published with the Sample Letter stated that in addition to information expressly 

required by the SEC, disclosures must include such further material information, if any, as may be necessary 

to make the required statements, in light of the circumstances under which they are made, not misleading. 

The Sample Letter included a non-exhaustive list of illustrative comments public companies can expect to 

receive in response to Climate and ESG-related disclosures. The sample list indicates that the SEC will be 

applying heavy scrutiny.

• December 2021: Enforcement Division’s Task Force will continue to develop initiatives and investigations 

related to climate and ESG-related disclosure. 

• The SEC faces a daunting task as it moves forward with its rulemaking agenda for climate and ESG matters. 

Without the existence of a clear market-accepted set of disclosure standards available for key climate and 

ESG metrics, it is difficult for the SEC to quickly establish a framework for public company disclosures. It 

must also consider whether to pursue a “go it alone” strategy and seek to create new standards or adopt a 

set of existing standards, or participate in the global effort to create uniform standards.

https://www.sec.gov/corpfin/sample-letter-climate-change-disclosures
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Climate Change • Research shows U.S. real estate properties exposed to sea-level rise sell at a 7% 

discount to similar properties with less exposure.1

• Assessing how climate change issues are changing market dynamics and value, which 

includes looking at the potential for stranded assets in the future.

• Incorporating climate change risks into asset and portfolio valuations, and decarbonizing 

real-estate assets, portfolios, and building methods.

PropTech and 

Sustainability

• Data to answer questions regarding ROI and impacts of ESG initiatives.

• Internet of Things - IoT sensors to help generate baseline data on energy consumption, 

which can be used to set emission reduction goals and track progress. 

• Artificial Intelligence - AI technologies to inform ESG Goals, assist in making better 

decisions about optimizing energy use, and analyze environmental data to predict the 

impact of climate change on assets.

Standardization to 

Drive Transparency

• ESG scorings / ratings are ambiguous and those developed by corporate ratings firms 

lack correlation with each other.

• EU imposes new disclosure-based requirements on financial firms and fund managers, 

requiring them to detail how they account for specific ESG risks in decision making.2

• U.S. Department of Labor submits proposal to permit ERISA investment managers to 

take ESG into account when selecting investments.3

Green and 

Sustainability-Linked 

Bonds and Loans

• The real estate sector is actively engaging with ESG financings, primarily via green and 

sustainability-linked bonds and loans

_________________
1. State Street, The Rise of ESG in Real Estate, available at 

https://www.statestreet.com/content/dam/statestreet/documents/Articles/TheRiseofESGinRealEstate.pdf 

2. EU Taxonomy Regulation (2018/0178 (COD); the Regulation on Disclosures (EU/2019/2088)

3. Federal Register (86 FR 57272)



The ESG Debt Financing Menu

41Morrison & Foerster LLP

Instrument
Voluntary

Guidelines/Principles
Core Components

Limitation on 

UoP

Eligible Projects

(examples)

Green

Bonds

ICMA Green Bond Principles (GBP)

❑ Use of Proceeds / Eligible Projects

❑ Process for Project Evaluation & Selection

❑ Management of Proceeds

❑ Reporting 

Key Recommendations:

❑ Green Bond Framework

❑ Pre- and Post-issuance External Reviews 

Yes, (re)financing 

eligible green projects

• Renewable energy

• Energy efficiency 

• Pollution prevention & control

• Clean transportation

• Climate change adaptation 

EU Green Bond Standard

❑ EU Taxonomy-aligned Use of Proceeds

❑ Transparency: Pre-issuance Factsheet 

and Post-issuance Allocation and 

Impact Reports

❑ External Review of Factsheet and 

Allocation Reports

❑ Supervision of External Reviewers

Requires proceeds to be used for EU 

Taxonomy-aligned economic activities 

that: (1) contribute to one of six 

specified environmental objectives; (2) 

does no significant harm to the other 

objectives; (3) complies with minimum 

safeguards and (4) comply with activity-

specific technical screening criteria

Loans
LMA/LSTA/APLMA Green Loan 

Principles (GLP)
Same as ICMA GPB

Same as ICMA GBP

Sustainability-

Linked

Bonds

(SLB)
ICMA SLB Principles

❑ Selection of KPI(s)

❑ Calibration of SPT(s)

❑ Bond characteristics (e.g. impact of 

meeting/missing SPT(s))

❑ Reporting

❑ Verification 

No
N/A; proceeds may be used for general 

corporate purposes  

Loan

(SLL)

LMA/LSTA/APLMA

SLL Principles

❑ Selection of KPI(s)

❑ Calibration of SPT(s)

❑ Loan characteristics (e.g. impact of 

meeting/missing SPT(s))

❑ Reporting

❑ Verification 

No
N/A; proceeds may be used for general 

corporate purposes  

https://www.icmagroup.org/assets/documents/Sustainable-finance/2021-updates/Green-Bond-Principles-June-2021-100621.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021PC0391
https://www.lma.eu.com/application/files/9716/1304/3740/Green_Loan_Principles_Feb2021_V04.pdf
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/June-2020/Sustainability-Linked-Bond-PrinciplesJune-2020-100620.pdf
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/LMASustainabilityLinkedLoanPrinciples-270919.pdf
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/LMASustainabilityLinkedLoanPrinciples-270919.pdf
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Instrument
Voluntary

Guidelines/Principles
Core Components

Limitation on 

UoP

Eligible Projects

(examples)

Social 

Bonds ICMA Social Bond Principles (SBP)
Same as ICMA GPB

Yes, (re)financing 

eligible social projects

• Affordable basic infrastructure

• Access to essential services 

• Affordable housing 

• Food security & sustainable food 

systemsLoans
LMA/LSTA/APLMA Social Loan 

Principles (SLP)
Same as ICMA GPB

Sustainability
Bonds

ICMA Sustainability Bond Guidelines

(SBG) Same as ICMA GPB
Yes, (re)financing a 

combination of eligible 

green & social projects

Combination of eligible green & social 

projects 

Loans N/A N/A, but see ICMA GPB

Transition

Bonds
ICMA Climate Transition Finance 

Handbook

❑ Issuer’s Climate Transition Strategy &

Governance 

❑ Business Model Environmental Materiality

❑ “Science-based” Climate Transition Strategy

Including Targets & Pathways

❑ Implementation Transparency 

Yes, if structured as an

project focused 

instrument

No, if structured as a 

SLB or SLL

If structured as a project focused 

financing, no specific guidance on 

projects provided; companies should look 

to applicable guidelines or principles (e.g.

GBP/GLP, SBP/SLL) for guidance on 

eligible projects

Loans

Various, including EU Taxonomy 

alignment, LMA GLP, SLL Principles 

(see below)

Depends on framework

Yes, if structured as a 

project focused loan

No, if structured as an 

SLL 

Depends on framework and if transition

loan is structured as a project based loan 

or an SLL 

https://www.icmagroup.org/assets/documents/Sustainable-finance/2021-updates/Social-Bond-Principles-June-2021-140621.pdf
https://www.lma.eu.com/application/files/1816/1829/9975/Social_Loan_Principles.pdf
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/Sustainability-Bonds-Guidelines-June-2018-270520.pdf
https://www.icmagroup.org/assets/documents/Regulatory/Green-Bonds/Climate-Transition-Finance-Handbook-December-2020-091220.pdf
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The real estate sector is actively engaging with ESG financings, primarily via green and sustainability-linked bonds 

and loans

Sample Transactions:
• New World Development $200 million sustainability-linked bonds with ESG KPI based on percentage of renewable 

energy in certain rental properties with a target of 100% by FY end 2025/26

• Lendlease various green bonds to finance delivery of green buildings and other eligible development projects

• Invitation Homes $3.5 billion sustainability-linked credit facility tied to sustainability ratings based on its GRESB 

Score 

• Digital Realty Trust various green bond issuances to fund sustainable projects receiving LEED, BREEAM or BCA 

Green Mark certification  

Sample Eligible Green Projects 

(Green Bonds/Loans)

Sample ESG KPIs

(Sustainability-Linked Bonds/Loans)

Buildings that demonstrate energy efficiency metrics at above 

market performance  (e.g. building energy ratings, net-zero 

energy buildings, building energy retrofits)

Certified (e.g., LEED, BREEAM) “green” buildings/projects as a 

percentage of total buildings/projects

Real estate investments that demonstrate sustainable land use 

attributes regarded as conservation and/or preservation (e.g.

smart growth development, wetlands preservation)

Total amount of certified (e.g. LEED, BREEAM, BCA Green 

Mark) data center power capacity owned, operated and/or 

managed measured in megawatts of IT power

Onsite renewable energy generation powering the building 

and/or distributed to the grid

Total energy consumption and/or production from renewable 

and non-renewable sources 

Buildings that demonstrate waste management metrics above 

prevailing building codes and/or standard market practices (e.g.

waste recycling rates)

GRESB Score 
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• APLMA: Asia Pacific Loan Market Association

• BREEAM: Building Research Establishment’s 

Environmental Assessment Method

• CDP: formerly the Carbon Disclosure Project

• CDSB: Climate Disclosure Standards Boards

• C-PACE: Commercial Property Assessed Clean Energy

• CSR: Corporate Social Responsibility

• DJSI: Dow Jones Sustainability Indices

• ESG: Environmental, Social, and Governance

• GBP: Green Bond Principle

• GHG: Greenhouse Gas

• GLP: Green Loan Principle

• GRESB: Global Real Estate Sustainability Benchmark 

• GRI: Global Reporting Initiative

• IAQ: Indoor Air Quality

• IASB: International Accounting Standards Board

• ICMA: International Capital Market Association

• IFRS: International Financial Reporting Standards

• ILPA: Institutional Limited Partners Association

• IOSCO: International Organization of Securities 

Commissions

• ISSB: International Sustainability Standards Board 

• LEED: Leadership in Energy and Environmental Design

• LMA: Loan Market Association

• LSTA: Loan Syndications and Trading Association 

• NABERS: National Australian Built Environment Rating 

System

• NNN: Triple Net

• PRI: Principles for Responsible Investment

• SASB: Sustainability Accounting Standards Board 

• SBP: Social Bond Principle

• SDG: Sustainable Development Goals

• SFDR: Sustainable Finance Disclosure Regulation

• SLB: Sustainability-Linked Bond 

• SLL: Sustainability-Linked Loan

• SPT: Sustainability Performance Target

• TCFD: Task Force on Climate-Related Financial 

Disclosures

• TRWG: Technical Readiness Working Group 

• VRF: Value Reporting Foundation
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