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Executive Summary

Sustainability has continued to rise up the agenda in boardrooms in all sectors aftlgspepape@s
estate is no exception.

Over the course of a decade, voluntary corporate sustainability reportingines evaecattivity
practicetly a handful of companies, to an increasingly widespread coiippaatieularty among larger
listed real estate companies

An area of growing policy debegatlynowever, has been the possible introductiontofynanda
sustainability reporting regulation at both country and EU level. This has potentially significant implication
entire European listed real estate sector.

In response to this policy dabeteuropean Public Real Estate Association @Pdenhengaging with

its members to understand the industryds positi
publication of its sustainability reporting Best Practices Recommendationk!&eiRgmabeh011. The

BPRs providecansistent way of meas@ivifonmenta¢rformandef ust as EPRAO®s BPRs
reporting have made the financial statements of listed real estate companies in Europe clearer and more
comparable.

EPRA commissioned Jones Lang LaSafipddhe EPRA Sustainability Reporting Conimmittee
undertakga programme of work to:

Establish consensus on a number of minimum/priority sustainability reporting disclosures and protocol
buildings in use in the European listed real estate sector.

Develp more detailed guidance on the priority disclosures identified, resulting in the EPRA sustainabili
BPRS by building upon relevant mandatory reporting requirements and voluntary initiatives, in particul
Gl obal Re por t i ngndRealiEstateaSector SiplemeGtGREGRESBE t i 0 n

Contribute to the sectorébés preparedness for t
sustainability reporting regulations, which are already broadly in place in a number of European countt
induding France and Denmark.
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Purpose of this GuidanBacument

Thisdocumerfirst looks briefly at the drivers and barriers to sustainability reporting for European real estat
investor€ach sectiateas withthespecific recommendations madeBRR#eBest Practices

Recommendatiams Sustainability Reparsagmmarised bel@mgdthen illustrates tkey issues with

practical examples from the European real estate sector.

Understanding landlord and tenant utility arrangements idehiltildirgs

What reporters need to know

Understanding landlord and tenant utility purchasing arrangements is crucial in determinin
aggregate portfeN@e absolute and intensity performance measures.

As a general rule for absolute performance mbeadareiotd should report all energy (and ass
GHG emissions) or water that they buy or obtain, regardless of who consumes it and wher

Landlords may also choose to itemise and report tenant consumptioie trad Srent tlaadlord
supply and/or tenantsdé own supplies (if

For intensity performance measures, landlords need to abide by the overarching principle
and denominator in isitgrindicators must correspond

Normalisatio® accountingdr yearonyear changes in portfolios

What reporters need to know

Normalisation is an important analytical technique used in environmental performance rep
for yeabnyear changes in portfolio size and composition.

Matching numerator dedominator in intensity performance measures is the number one pr
reporting on an intensity basis. Mismatching can lead to misleading analysis.

Where issues arise with mismatched numerators and derspoineterisave several options
induding: exclusion of such properties from intensity analysis, adjustments, itemisation to g
consumption from shared service providiom least preferscenarid stating the existence of a
mismatch.

Reporting trend8 like-for-like analysis and segmental reporting

What reporters need to know

Likefor-like analysis

Likeforlike analysis is a useful technique used to remove the impact of changes in portfolic
composition. Litarlike analysis is done by aggregating aec®ifor a defined set of assets whic
have been consistently in operation and not under development during the preceding two

Changes in vacancy should not be used as an exclusion criterlixe ian#gsis, but can be use
explain trends in commentary.

Segmental reporting

Disaggregating overall corporate performance can provide useful insight for thjsaos neaiers
commonly known as segmental reporting. Common forms of segmentation are by location
city) and asset type (e.g. office and shopping centre).

w
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1 Drivers and barriers

Research conducted by Jones Lang LaSalleon what you dondt measured
behalf of EPRA found that nearly 40% of the EPRArue for real estate reporters. The second most
Index Universe83@mpanies) has some form of impaotant driver cited by survey respondents was a
publicly available sustainaleiityi either as a desire 6to be transparen:
standalone report or as an extensive sustainabilitysimilar crossector surveys this is often one of the
section within Annual Reports. This insight suggestsost commonly referenced reasons for reporting.
in the first instance that there are opportunitesto Meet i ng i nvestorés infor
increase the number of companies reporting in thekey priority for real estate companies in respect of
real estate sector, bsodhat a high proportionof t heir reporting efforts.
companies are at risk of beprgjlared should datadé is cited in our su!
mandatory reporting regulations come into force. barrier to reporti@hart 1 andChart Zhow the

full resultsom the survey of EPRA members. What
The research undertaken also provides insight intahe results clearly demonstrate is that
the primary drivers for voluntary sustainability understanding and generating robust environmental
reporti ng dstedmraestate E u r o paerférmmance data is a key drarmt barrigrfor
companies. The number one reporting driver cited corporate sustainability reporting in the real estate
by companies was to Oi mgetorove buil ding
performanced. The ol d adage éyou cannot manage

Chart 1: Oivers for sustainability reporting

Improving building performance

Transparency for shareholder

Compliance with mandatory disclosure requiremen|
Internal management reporting

Benchmarking performance against pee
Transparency for other stakeholder

To be regarded as a best practice report

0% 20% 40% 60% 80% 100%

Source: Jones Lang LaSalle. Based on public infBumvatjorepresents approximatefiftoraf the EPRA European Index constituents (4

companies). Percentage represents the proportion of respondentirieiingsemeportant.

Chart 2Barriers to sustainability reporting

Limited or no access to dat

Proliferation of initiatives with different requirement:

Cost of data gathering is prohibitiv

Lack of industry or government guidance to support disclos
No mandatory requirement to disclose dat

No demand for disclosure from investors or stakehold

Lack of internal capacity or knowledg

0% 20% 40% 60% 80% 100%

Source: Jones Lang LaSalle. Based on public infeamalmand percentage definition as above.
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2 Measuring the right thingsabsolutes and intensities

Absolute performance vstensity performance In contrasintensity performance meass(see
rBox 3 show the efficiency of different assets or
portfolios over time by representing absolute
performance (the numerator) relative to a
corresponding denominator (typically floor area or a
measure ofumbers @ieople such as afffice
worker or shopping centre visgach
denominated intensity indicators are often said to be
@ o r ma.llniessencepintensity performance
measures take some account of changes in portfolio
size or composition and show a more meaningful
picturef company performance over time.

It is important from the outset to make a distinctio
between two different kinds of performance
measures recognised by BERRése that

address absolyterformance and those that
address intengtgrformance. This distinction is
vital to understanding both the purpose and
technical compilation of performance measures.
Generally speakin@solute performance
measuregseeBox 3 show the total, raw
environmental impiaatso known as footgriot

a company. sdiute indicators also represent a
companyob6s exposure to r,.sk For _examnl e absol
energy consumption (measured in kWh or MWh)

might be useful for investors who want to

understand a particul al . EnergyBuilding energy intensity e to
rising electricity or gas pricegjualatery risks

such as the CRC Energy Efficiency Scheme in the
UK.Assessing performance overtime using
absolute indicators can prove challenging, howeve Water Building water intensity
as changes in portfolio size or composition (e.g.
through acquisitions and disposals) can mask real
changes in performance which result from proactive
interventions by asset or property managers.

Greenhouse Gas Emissio@HG
intensity from building energy

Source: EPRA Sustainabilgyactices Recommendatiol

EnergyTotal energy consumption fron
electricity, fuels and district heating ar
cooling

Greenhous Gas Emission3otal direct
and indirect GHG emissions

WaterTotal water withdrawal by sourc

WasteTotal weight (and %) of waste
disposal route

Source: EPRA Sustainability Best Practices Recommen
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Research insight: Use of absolute and intensity  The remainder of this guidamtmeument
performance measures

Out of the EPRA Index Universe constituents ~ 1he nextthree sections of this guiizmoeent
currently reporting sustainability, how many are deal with specm(_: issues in relation to the reportlng
broadly using the EPRA Sustainability Performancgf @bsolute and intensity performance measures, in

MeasuresRn analysis of public sustainability particular:

reports conducted by Jones Lang laaSladibalf

of EPRAn May 2011 shows that whilst there is Understanding landlord and tenant utility
relatively widespread use of both absolute and arrangements in meltbuildings

intensity performance measures in the European Normalisatiéraccounting for yearyear
listed real estate sectw,rhost common practice changein portfolios

is reporting absolute energy consumption. It is also
interesting to note that reporting on greenhouse gas
emissions (both absolute and intensity) is marginally

Reporting trentfikeforlike analysis and
segmental reporting

less commonplace than reporting on energy Real life examples of reporters addressing the
performance. The analysigeaisforces the challenges outlined above areigiodarther
notion of water as the forgotten resovthe encourage more consistent reporting. Further

fewer companies reporting absolute or intensity  technical detail regarding eablesd issués
water performance than energy and greenhouse and moré can be found in the EPRA Best
gas emissiolfseeChart 3 Waste performance is  Practices Recommendations on Sustainability

the least reportefithe tlee environmental Reporting which is available to download from
impacts www.epra.coand

www.joneslanglasalle.co.uk/sustainability

Chart 3: Intensity vs. absolute reporting in Euij

Percentage of EPRA Universe

Energy - Absolute
Energy - Intensity
GHG emissions - Absolut
GHG emissions - Intensi
Water - Absolute
Water - Intensity
Waste - Absolute

Waste - Proportion

0 5 10 15 20 25 30 35 40

Source: Jones Lang LaSalle. Based on public information,
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3 Understanding landlord and tenant utility
arrangements in mutet buildings

What reporters need to know ‘

Understanding landlord and tenant utilj
purchasing arrangements is crucial in
determing how to aggregate porfatie
absolute and intensity performance
measures.

As a general rule for absolute performe
measures, the landlord should report a
energy (and associated GHG emission
water that they buy or obtain, regardles
who onsumes it and where it is consun

Landlords may also choose to itemise i
report tenant consumption that-is sub

metered from the landlord supply and/c
tenantsd own suppl

For intensity performance measures,
landlords need tadabby the overarching
principle that numerator and denomina
intensity indicators must correspond.

Whats the issue?

Almost every property tyipeluding thmain
commerciakset classesaffice, retail and

industridl have complex landland tenant utility
purchasing arrangements. This is especially the
case for mulét buildings. Typically, at least one of
four (and often more than one) arrangement of

utility purchasing and consungpjbiesas
follows:

1

Landlor@btained & consunredommon
areas

Landlord bt ai ned &
on a sharedunmeteretibasis (especially

Heating Ventilation and Cooling (HVAC))

Landlorgbtained but consumed by each tenan
on exclusiviesubmetered basis (especially

electricity)

Tenantobtained from thgairty utility company

for exclusive tenant use

Such complexity in utility purchasing and
consumption at the level of individual buildings can

COPYRIGHT © JONES LANG LASALLE2P1INWI. Rights Reserved

give rise to a series of challenges for companies
wishing to report portfelate energgreenhouse

gas emission and water performavitether

represented as an absolute or intensity measure.

The importance of developing a detailed

understanding of landlord and tenant purchasing
and consumption arrangements for individual
buildings shouidt be underestimated since it
provides far more meaningful insight into actual

performance. As a general rule:

Absolute performance measusesuld

include all energy or water that a landlord buys
or obtains (e.g. from onsite renewables),
regardless oha consumes it or where it is
consumed. This will give the most accurate

insight into risk and absolute footprint.

Intensity performance measuneay go one
step further, however, including data for the

whole building including ermergyter

obtained ktye landlord and/or the tenants. The
scenarin which consumption data is known for
the whole bdiihg is referred to by some as the

6holy graildé in real
measurement.
Whil st some way off, it

that genuindferts to achieve low carbon real

estate must start first with understanding whole
building performance. Further insight into reporting
part or whole buildsegnarios provided in the

O6Nor mali sationo

Greenhouse gas emissiamgeportingScopes

1,2and 3

section.

C 0 n s u meyhderstandifigéaRdfordl gl fenadt BrRudgéments
serves another very important purpose in regards to

the reporting of greenhouse gas (GHG) emissions

tin line with the GHG Profott@ most widely

used standard for GHG emissions disclosure. The

GHG Protocol defines three scopes of emissions as

follows:

Scope 1A reportingrganisatiéns  d i

rect

emissions. Direct GHG emissions occur from
sources that are owned or controlled by the

e s

C
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companysuch as burning natural gas in a boiler The crux for landlord reporting of GHG emissions in
for heating multiet buildings concerns the existence of sub
r%eheréng (or itbsence, as is often the case). In
circumstances where landlord obtained energy
consumption is suletered to tenants, there is a
strong argument that the landlord can report these
as their scope 3 emissions, and inform tenants that
theseemissionshould & theiScopel / 2
emissiondnsituations where thismgo sub

meteringgas obtainday the landlord remains as

Scope 2A reportingrganisatiéns e mi s s i
associated with tensumptiasf intermediate
forms of energy (electricity, heating/ cooling, or
steam). Scope 2 emissions physioaligt

the facility where electricity, heating/ cooling, or
steam is geerated (e.g. itSsope 1 for the

utility company).

Scope 3A reportingrganisatiéns i n d i r ejt ope 1 emissioasd electricity remains as its
emissions other than those coveeapie 2. Scope 2 emissiolghenever tenants obtain

Scope 3 is an optional reporting category that energy directly for a third party thesrtigdvie

allows for threportingf all other indirect Scope 3 for the landi&iidure Jon the following
emissionspsteam and downstream of the pageprovides a detailed worked example of GHG

A

reporteros organisati gpbaidginbtndtboidigstedarios ®hicl can

emissions arising from travel to an assetby  pe scaled up to portfaiide reporting
members of the public)
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Figure 1: Worked examplBeporting Scope 1, 2 and 3 emissions in a rhetitbuilding scenario

The diagram to telowepresents a fictional Aailbffice scenario with three tenants. In this sceng
consumption to service the common areas (such as lighting ancéiftdy A€wublich is under landlc
control and services the whole buiisliregcharged to tenants (through service charge or turnover

Tenant Aurchases its own electricity from the utility supplier on an exclusive basis through ¢
mete(this sbuld be reported afe 2 for the tenaftype 3 for the landlord). However, Tenant
consumes HVAG®mM the landlard an unmetered basis, and pays for an assumed share of it th
service charge. The landlord would reporstingptioattributed to the HVAC as its Saop2 1
emissions (depending on whether it was gas or electhetignantiwould report ittap& 3.

Tenant Bs supplied electricity by the landlord. However, the consumptiométared lsadasnd is
recharged exclusively to Tenant B per kWh of consumption (this atiedld8aepe 3 for landlo
Scope 2 for tenant). Tenant B also consumes landlord provided HVAC on a shared basis. A
the landlord would report the cotisnratibuted to the HVAC asdtsp® 1 / 2, whilst for the tenant
Scope 3.

Tenant @onsumes electricity supplied by the landlord too, but this consumptioetésatbt e
consumption cost is recharged on an assumed basis, alahgueidstgreices HVAC. The landlor
would report all consumption in this situation as Scope 1 or 2 emissions (depending on whe
electricity), whilst the tenant would report it as scope 3.

The overriding principle in the scenario aloteisah | andl or dés emi ssi o
emissions where there is direct supply or where thaetdsisgln place.

MultHet building purchasing and Tablel: Scope 1, 2 and 3 allwions according to
consumption scenario scenario
- GHG Emissions Scope for
Utility arrangements
HVAC
(landlord provided and not sub lor2 3
metered)
fenant® Common areas
(landlord provided) @2 &
Tenant A electricity
X 3 2
(direct supply)
Common Areas -
Tenant B electricity 3 2
(submetered)
Tenant C electricity 2 3

@ (no submeter)

Symbol for a meter Source: Jones Lang LaSalle (2011). The above scenarios and s
Scope 1, 2 and 3 allocations are based on an interpretation of th
Protocol Appendix F: Corporate Standard for Cegosiions from
Leased Assets (2006).
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Examples of current practice

British Land

AScope 1, 2 and 3 emissions are cle
defined according to the parts of tF
buildings within which they are
consumed (e.g. common parts, he
and cooling), and bymlin this
example, only British Land as the
landlorg

A The next step in the evolution of
reporting for British Land could be Source: British Land Corporate Responsibility Report 2010
report Scope 3 emissions from-+en
obtained energy in order to provide
picture of whole building performar

British Land

A Read alongside the example abovi
analysis is useful because it provic
detailed insight into the proportion
energy which is consumed in area:
the building ete British Land has
operational control and that which
consumed by tenants on armtbred
basis.

A This analysis also helps in corpora
target setting. In this particular inst
British Land has the ability to focus
target setting on areas wiéws

operational control. SourceBritish Lan@orporate Responsibility Report 2010

UnibailRodamco

A The data qualifying note at the top
the table clearly states which enert
supplies are included within the da
reportechamely consumption in
common areas (including car park
heating and cooling) as well as he:
and cooling provided to tenants.

A UnibaiRodamco also clearly states Source: Unib&bdamco Annual and Sustainable Development Report 2010
that tenaggurchased consumption :
shopping centres is not included
another usefugapost for report
readers.
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