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THETIME IS NOW FOR CANADA'S
APPRAISERS TO DEVELOP AN

hile chatting recently with the
owner of several properties
occupied by a Canadian grocery
company, the topicof ESG came
up. The thrust of the conversation was
thatachieving environmental, social, and
governance (ESG) excellence —especially
on the environmentside —remains a bit of
amystery. Questions were raised such as:

How do we become ESG-compliant to meet

tenants' corporate policies or potential

governmentregulations? What are

the implicationsif we donot? Are ESG
considerations justa fad? Whatis the
value of this property, oritsresale value,
ifitfalls behind other competing assets
when it comesto ESG factors?

These areincreasingly important
questions that the broader commercial
real estate industry and Professional
Appraisers (P. App.) and valuation
expertsshould be tangling with.

“IN THE NEAR FUTURE, ESG WILL HAVE A GREATER INFLUENGE WITHIN THE
PROPERTY VALUATION AND TRANSACTION MARKET ACROSS THE VARIOUS ASSET
CLASSES, AND IT IS ESSENTIAL FOR EXPERTS TO START FIGURING OUT HOW

TO ESTABLISH A SOLID APPRAISAL PROCESS THAT CONSIDERS VARIOUS ESG
ELEMENTS, ESPECIALLY ON THE SUSTAINABILITY SIDE.”
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“ITIS LIKELY THAT SOME ESG PUSHBAGK COULD EMERGE (MOST LIKELY

ALONG PARTISAN LINES), BUT IT WILL BE THE REALITY OF THE SITUATION OUR
ENVIRONMENT, OUR CITIES, OUR COMMUNITIES, AND OUR BUILDINGS ARE FACING,
THAT DICTATES THE PATH AND STAYING POWER OF THE ESG MOVEMENT AND

SUSTAINABILITY REQUIREMENTS.”

Inthe near future, ESG will have a greater
influence within the property valuation
and transaction marketacross the various
asset classes, anditis essential for experts
tostart figuring out how to establish a
solid appraisal process that considers
various ESG elements, especially on the
sustainability side.

We are already starting to get a sense of
whatisinstore forus based on data thatis
emergingin Europe, where they are further
alongintheir ESGjourney.

InLondon, we have seen a gap
emerge in the last fouryears between
the average purchase prices of buildings
with sustainability ratings versus those
without, according toresearch by the
MSCl published last year. | wrote recently
in SustainableBiz.ca that the gap last year
had touched 25%, with buyers in London
placing a higher value on buildings that had
achieved sustainability requirements from
organizations like the Building Research
Establishment (BREEAM), U.S. Green
Building Council (LEED), and GBC Alliance.
That same research suggested the value gap
had reached 35% in Paris in 2022.

“OPINIONS WILL MATTER LESS
AS REAL CONSEQUENGES

WITH MEASURABLE COSTS
CONTINUE TO CHALLENGE

OUR BUILT ENVIRONMENT.
APPRAISERS SHOULD BE
PREPARING THEMSELVES FOR
THIS MOVEMENT TO PROPERLY
SUPPORT CLIENTS AS THEY SEEK
TO APPROPRIATELY POSITION
THEIR ESG-READY OR CERTIFIED
BUILDINGS IN THE MARKET."

The North American marketis lagging
behind Europe on this front. We also face
the challenge of not having a clear picture
of comparable valuations given that our
national CRE transaction market has
been slow amid post-pandemic economic
challenges and elevated interest rates,
and we also have notyetreached a
large enough inventory of ESG-ready or
certified buildings that are transacting to
give us a base of data.

ISESG JUSTAFAD?

Some may be hoping that ESGisjust a fad
that eventually becomes anissue they do
not have to deal with. lam not convinced
thatis going to happen.

Itis likely thatsome ESG pushback
could emerge (most likely along partisan
lines), but it will be the reality of the
situation our environment, our cities, our
communities, and our buildings are facing,
that dictates the path and staying power
of the ESG movement and sustainability
requirements.

Insurance companies, financial
institutions, and permitting governments
are already adjusting their processes
and policies toreact to extreme weather
events brought by climate change. In
the Canadian context, we do not need to
searchvery hard forinstances of extreme
weathereventsdirectly threatening our
infrastructure. British Columbia just
experienced its most devastating wildfire
seasononrecord. Foratime thissummer,
itappeared the entire city of Yellowknife
would be lost to wildfire. This comes
only two years after the record-setting
and fatal Heat Dome in Western Canada,
which was followed in the fall of that year
by devastating mudslides and floods
that overwhelmed communities and
destroyed sections of major highways,

essentially severing
the Lower Mainland
from the rest of Canada.
These disasters are costing
us billions.

Opinions will matter less as
real consequences with measurable =
costs continue to challenge our built
environment. Appraisersshould be
preparing themselves for this movement
to properly support clients as they seek to
appropriately position their ESG-ready or
certified buildings in the market.

“A GOOD STARTING POINT FOR AN
ESG-FRIENDLY APPRAISAL STRATEGY
IS TO THINK ABOUT RISK.”

THINK ABOUT ESG VALUATION

STRATEGY IN TERMS OF RISK
Agoodstarting point foran ESG-friendly
appraisalstrategyisto think about risk.
Theriskis that, by ignoring the ESG
movement, property owners in Canada
willstart falling behind in the market
when aiming to secure large, corporate,
globalclients. We know, forinstance, that
42% of Fortune Global 500 companies
have made public commitments to major
climate targets by 2030. Sixty-six per cent
of companies have set carbon reduction
targets for 2050, according to the Climate
Impact Partners Report.

That means thereisalarger contingent
of companies that willneed to find and
secure space thatachieves net-zero criteria
fortheirown corporate responsibilities. It is
possible that that roster of global companies
will grow; 2030 is just around the corner.

Itisalsointeresting to take a look at the
NetZero Tracker - a website that tracks
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“CARBON NEUTRALITY, WHETHER
ITIS WITH AN INDUSTRIAL
BUILDING OR AN OFFIGE BUILDING,
IS THE LOW-HANGING FRUIT THAT
WILL PROBABLY BE THE FIRST
DOMINO TO FALL.

“AS APPRAISERS, WE MUST ACCEPT THE CHALLENGE OF DEVELOPING A STRATEGY
TO ASSESS RISK AND INTERPRET THE MARKET AS IT PERTAINS TO A SINGLE

PROPERTY AT A CERTAIN POINT IN TIME.”

and publishes information on the net-zero
commitments and strategies of companies
around the world. The list of companies
with targets to eventually achieve net
zero carbon or carbon neutrality includes
Walmart, Apple, Amazon, Toyota,
Volkswagen, and Samsung.
Thereisnotasimple formulato achieve
this, buta good starting pointis to perceive
the risk associated with doing nothing.
Thereisriskin losing ground or value as
aproperty owner, asgovernment ESG
regulations expand orincrease. There
isalsothe potential to lose out on the
carrotsorincentives emerging to support
the movementin Canada, as policies and
grants coalesce around ESG. Anotherrisk
isbeing considered archaic by tenantsand
being left with an asset thatis orphaned or
relegated by the market.

START WITH DECARBONIZATION
Carbon neutrality, whetheritis with an
industrial building or an office building, is
the low-hanging fruit that will probably
be the firstdomino to fall. Itis already
happening. Toronto-based KingSett
Capital, forinstance, hasan asset portfolio
of 5.4 milion square feet to decarbonize
by 2027. If achieved, it would equate toa
35%dropin carbon emissions from the
company's baseline.

In speaking with partners and
stakeholders in the national market who
are involved in this right now, we are seeing
signs in the design-build process that reveal
a desire to futureproof buildings, especially
on the office and industrial side. The first step
tends to be decarbonization efforts.
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ESGisanemerging focusin ourbuilt
environment and valuation experts must
take a nuanced approach, as more clarity
emerges inour marketplaces. This clarity
will factorin various elements, including
the marketability of buildings, financing
availability, tenant demand and lease-
ability, and adherence to corporate or
government policies.

As appraisers, we must accept the
challenge of developing a strategy to
assessriskand interpret the market as it
pertainstoasingle propertyata certain
pointintime.

“AS APPRAISERS, WENEED TO
ENGAGE WITH THE MOVEMENT AND
DEVELOP A STANDARD FOR ESG
VALUATION TODAY, SO THAT WE ARE
READY FOR TOMORROW."

We are ataninteresting inflection
point where some majorinstitutional
groups are on top of the ESG movement —
theyare engaging with ESG consultants
and updating their corporate stack to
futureproof theirreal estate holdings.
Onthe otherhand, some groups
appearindifferentand are
taking no action.

As appraisers, we
need toengage with the
movementand develop
astandard for ESG
valuation today,
sothat we are ready
fortomorrow. &
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