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1. Introduction

What do we mean by the term ‘sustainability’?

Can it be defined?
» Living within the means of our planet.
» An individual responsibility?

« A company responsibility?
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2. Environmental, social and governance (ESG).

‘“The criteria that together establish the framework for assessing the impact of the sustainability
and ethical practices of a company on its financial performance and operations. ESG
comprises three pillars: environmental, social and governance, all of which collectively
contribute to effective performance, with positive benefits for the wider markets, society and

world as a whole.’

Sustainability and ESG
In commercial property

valuation and strategic
* Role of the Valuer. advice

The RICS guidance on this topic notes how sustainability this can impact on:

* Valuation Purpose. Gt

*d oo, Decomrtey 20
I Bective from 31 Jrsawy 2002

* Valuation Instructions and Terms of Engagement.

* |nspection, Investigation and data. -
P J (Y rics
* Basis of Value.
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3. Valuations and Sustainability: Overview

RICS Valuation -
Global Standards
RICS Professional Standards P————
RICS develops and enforces leading international standards to protect consumers and businesses, ensuring the
highest level of professionalism is employed across the built and natural environment. These standards documents s

lay out the ethical, conduct and competence expected for Members of RICS. By working to our standards, professional
members and RICS regulated firms deliver confidence. RICS ensures these standards are upheld by the profession
through a system of independently led regulation.

Sustainability and ESG in commercial property valuation and strategic advice

This global professional standard provides a practical framework for delivering on sustainability and ESG investigation,
and reporting requirements in professional valuation advice.

The practical and globally relevant principles for the delivery of the sustainability and ESG requirements are in the Red Sustainability and ESG
Book Global Standards. They provide: in commercial property

_ _ _ ) ) ) o _ valuation and strategic
« Good practice advice supporting everyday commercial valuation practice and its interface with ESG and advice

Sustainability. (:::ﬂ-f\lhm(n 2o

{fective from 31 jarssary 2022

« Alignment of ESG and sustainability considerations with the core mechanics of valuation (purpose, basis, .
approach). (Y rics

» A glossary of globally relevant sustainability and ESG terms and an appendix referencing world-leading rating,
benchmarking and performance frameworks and tools.



Property Valuation (BG3 ALT S6)

4. The Red Book and Sustainability

Inspection and investigation

[sustainability and ESG matters].

Such factors are commonly important in terms of market and societal perception and influence, and valuers
should have proper regard to their relevance and significance in relation to individual valuation assignments.

RICS Global Standards — Valuation — “Red Book” VPS 2, 1.5

Valuers should collect and record appropriate and sufficient sustainability and ESG data for the valuation.

RICS Global Standards — Valuation — “Red Book” VPS 2, 3.3

Reporting

“...the relevance and significance of sustainability and ESG matters should form an integral part of the
valuation approach”.

RICS Global Standards — Valuation — “Red Book” VPS 3, 2.2, |

A A

RED ROOK GLOBAL STANDARDS 70 7 N
v /24 1 X

Zi4 4 AR
AdigaEnmn

Conten

RICS Valuation -
| Global Standards

Part 2: Glossary

RICS glossaryp
Standards an: Effective from 31 january 2022

Part 3: Professip G
|

PS 1 Compliang: lobai
PS 2 Ethics, cofr
1 Profession

2 Memberg

3  Independe

of conflicp:

i (Prics

6 Reviewin,

7 Terms of prgegemrenswsopsorwer: o=
8 ResponsiGility for the valuabon 33
Part 4: Valuation technical and performance standards ... rrecrrcrvreee. 39
VPS 1 Terms of engagement (scope of work) . s i
1 General principles 35
2 Terms of engagement format 36
3 Terms of engagement (scope of work) 36
VPS 2 Inspections, investigations and records ... oo ceresreersseeseserreees 46
1 Inspections and investigations 46
2 Revaluation without re-inspection of real property previously valued 48
3 Valuation records 43
VPS 3 Valuation reports ... - SO SURURSURTRRRST. - | -
1 General principles S0
2 Report content 51
VPS 4 Bases of value, assumptions and special assumptions ... 62
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RED BOOK GLOBAL STANDARDS 724 1!

<244 X
//44A AN
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4. The Red Book and Sustainability

VPGA 8 - Valuation of real property interests, s2.6 |_

VPGA 8 Valuation of real property interests

1 Inspection ... 125

‘Potential or actual constraints on the enjoyment and use of property caused by sustainability and ESG UPGAS aamterton ot orettos colecions s groupe of properies 191
- < - - S —— - | |

factors may result from natural causes (such as flooding, severe storms and wildfires), from non- : E_‘_‘:‘"'_“_***-’%”“i?‘"-*'_if““_"f"”_'“"ﬁ%“‘f"_“’“"_"*““_"*?‘_‘?;,
natural causes (such as contamination) or sometimes from a combination of the two (such as VP%“:::'“:"tlm;ﬁfsnfdt::mr‘r'hllrmmﬂpo; ‘E:
subsidence resulting from the historic extraction of minerals). There may also be sustainability and R
ESG factors beyond the directly physical, such as carbon emissions. Despite the considerable sy i oo i i o3 sy e ey

diversity of circumstances, the key question is always the extent to which the factors identified affect value.’

‘...particular care should be taken when assessing or commenting on ESG factors, as valuers may not
have the specialist knowledge and experience required. In appropriate cases, the valuer may
recommend making further enquiries and/or obtaining further specialist or expert advice in respect

of these matters. The following paragraphs consider the matter in more detail.’
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4. The Red Book and Sustainability

Valuation of real property interests, s2.6

Sustainability matters can impact occupier preferences and purchaser behaviour, and may also be a consideration for investors, secured
lenders, insurers and public bodies. Only where existing market evidence would support this, or where in the valuer’s judgement market
participants would expressly reflect such matters...should sustainability...directly influence value(s) reported. Valuers are often asked to
provide additional comment and strategic advice. In these cases, the valuer should, subject to their competence and expertise, consult with

the client on the use and applicability of sustainability and ESG metrics and benchmarks that are applicable in each case....

...While valuers should reflect markets, not lead them, they should be aware of sustainability features and the implications these could

have on property values in the short, medium and longer term.
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4. The Red Book and Sustainability

Reporting

Where appropriate, in order to comply with best practice in reporting, valuers should:

assess the extent to which the subject property currently meets the sustainability and ESG criteria typically expected within the
context of its market standing and arrive at an informed view on the likelihood of these impacting on value, e.g. how a well-informed

purchaser would take account of them in making a decision as to offer price.
provide a description of the sustainability-related property characteristics and attributes that have been collected

provide a statement of their opinion on the relationship between sustainability factors and the resultant valuation, including a

comment on the current benefits/risks that are associated with these characteristics, or the lack of risks and

provide an opinion on the potential impact of these benefits and/or risks to relative property values over time.



Next Lecture

Section 4 - The Regulatory Environment
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