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Pragmatism, Creativity & Progress - Decarbonising Real Estate

The UK’s built environment is a cornerstone of the national economy, yet it remains one of the
most challenging sectors to decarbonise, accounting for approximately 17% of total
greenhouse gas emissions. As the government tightens its Carbon Budget and Growth Delivery
Plan, the real estate sector faces a dual mandate: meeting stringent net-zero obligations while
protecting asset value in a volatile economic climate.

Decarbonisation is no longer just a compliance exercise; it is a fundamental driver of Net
Operating Income (NOI) and long-term liquidity. To succeed, owners must move beyond broad
portfolio targets and operationalise "building-level" strategies that treat sustainability as a core
financial asset.

Shift to Asset-Level Decarbonisation Planning

For years, the industry focused on high-level portfolio commitments. However, as noted by
recent industry analysis, the "race to retrofit" has slowed due to rising costs and geopolitical
uncertainty. To regain momentum, the most successful firms are now pivoting to individual
asset-level roadmaps, focusing upon key aspects, such as:

e Granular Data Audits: Utilize Building Management Systems (BMS) and smart metering
to move from estimated energy use to real-time performance data.

o Tailored Retrofit Cycles: Align deep retrofits (e.g., heat pump installations, facade
upgrades) with natural lease breaks or refinancing events to minimize disruption and
capital strain.

e Risk Modelling: Identify "stranded assets" - buildings that will become unlettable if they
fail to meet future Minimum Energy Efficiency Standards (MEES), such as the proposed
EPC 'B' by 2030.

Engaging the Banking Sector and Green Finance

Finance is the engine of the transition. The Institutional Investors Group on Climate Change
(IIGCC) emphasizes that banks are increasingly scrutinizing real estate portfolios for "transition
risk." Buildings with poor energy performance are becoming harder to finance or attract higher
interest rates, so more creative financing is emerging, including:

e Greener Loans: Leverage sustainability-linked loans where interest rates are tied to
achieving specific (for example), energy intensity targets.

e Refinancing Readiness: Proactively share asset-level decarbonisation plans with
lenders to prove the building’s resilience against future carbon taxes and regulations.

e Collaboration: Work with banks to bridge the "funding gap" - estimated globally at $10
trillion by 2030 - by utilizing retrofit-specific financial products.

Operational Efficiency: The "Low-Hanging Fruit"

While deep retrofits are essential, significant energy savings (often 10% to 40%) can be
achieved through "light to medium" interventions. The World Economic Forum highlights that
optimizing existing systems is the fastest way to improve the economic case for
decarbonisation.
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Examples of High-Impact Actions:

¢ HVAC Optimization: Implementing Al-driven, real-time controls to adjust heating and
cooling based on actual occupancy, rather than fixed schedules.

o LED Transition: Upgrading all lighting to high-efficiency LEDs with integrated motion and
light-level sensors.

o Fabric First: Improving insulation and air tightness before installing expensive low-
carbon heating systems like heat pumps.

Treating Solar as a "Lettable Asset"

One of the most underutilized opportunities in UK real estate is the roof. Traditionally viewed as
a maintenance liability, roof space should be recontextualized as a lettable asset.

By installing solar photovoltaics (PV), landlords create a new "unit" of space that generates
revenue through the sale of clean energy to tenants or the grid. This approach is particularly
effective in the Industrial and Logistics sectors, where large roof spans can generate significant
power and opportunities, including:

e Direct Revenue: Landlords can sell solar power to tenants at a rate lower than the grid
but higher than the cost of generation, creating a new income stream.

e Green Premium: Occupiers are increasingly willing to pay a premium for "low-carbon"
space to meet their own ESG targets.

o Future-Proofing: On-site generation hedges against volatile energy prices and reduces
the strain on a decarbonising national grid.

How to Execute: Consider a "Sale and Lease Back" solar model. In this structure, a landlord
installs the PV system and leases it to a third-party solar operator. This allows the landlord to
retain asset management status (avoiding certain tax complexities) while the operator manages
the technical delivery of power to tenants.

From Sustainability to BAU

To move the needle, sustainability must migrate from the "special projects" budget into the
heartbeat of daily operations, moving beyond its historical treatment as an exogenous add-on or
a luxury for years of surplus capital.

Modern property management is fundamentally the art of balancing three critical levers: de-
risking the asset against a changing regulatory landscape, allocating capital with surgical
precision to high-priority infrastructure, and ensuring every pound spent drives operational
efficiency.

This strategic shift frames sustainability not as an "outcome" to attain, but as a framework for
smarter asset management; for instance, when an operations team replaces a failing chiller or
upgrades a building’s envelope, they are primarily de-risking the asset from mechanical failure
and regulatory obsolescence. If that intervention delivers a "sustainable" outcome through
reduced carbon intensity, it represents the ultimate convergence of fiscal responsibility and
environmental stewardship.
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By embedding the oversight of property management and it’s underlying data into standard
procurement and maintenance schedules, firms ensure that capital is directed toward its most
effective use, effectively turning decarbonisation into a natural byproduct of excellent,
business-as-usual asset management.

The Imperative for Regenerative Urbanisation

The first five points catalyse into mechanisms to address wider economic challenges. As the
UK’s city-centric populations continue to expand against the backdrop of a warming climate, we
must look beyond "net-zero" and toward regenerative urbanisation.

Standard decarbonisation often focuses on doing "less harm," but a warming world requires our
built environment to do better. This means transforming buildings from passive consumers of
resources into active contributors to their local ecosystems.

In dense urban centres like London or Birmingham, this involves integrating green infrastructure
- such as living walls and bioswales - to combat the "Urban Heat Island" effect and manage
extreme rainfall. Regenerative urbanisation views the building not as an isolated box, but as a
vital organ within a city's biological and social fabric, essential for maintaining habitability and
social cohesion as temperatures rise.

The Economic Case for Action

The cost of inaction is rising. From New York’s Local Law 97 to the UK’s tightening EPC
regulations, the regulatory "stick" is becoming more formidable. However, the "carrot" is equally
significant: buildings designed with resilience and energy efficiency at their core will command
higher rents, experience lower vacancy rates, and secure better financing.

By treating every square meter - including the roof - as a productive, carbon-sequestering asset,
UK real estate owners can transform the net-zero challenge into a competitive advantage.
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