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Introduction

Welcome to this second edition of the Baker & McKenzie Global Sustainable
Buildings Index.

It has been a momentous year for the sustainable real estate sector - with
changes of government around the world signaling some major policy shifts
(although not all them for the better) and, right at the end of the year, the
historic agreements on climate change concluded at Paris COP21.

In London, in September, we were delighted to host the UK Green Building
Council’s flagship event, a preview to the COP21 summit, where we listened
to Terri Wills, World GBC CEO, explaining her aspirations for the first ever
“Buildings Day” at the Paris COP and encouraging members to demonstrate
their support for action by making their own climate pledges.

Baker & McKenzie has sent delegations to nearly all of the prior 20 COP
summits and, once again, our Environmental Markets team was present,
holding client conferences and break-out sessions as well as observing the
main proceedings. An enormous amount of behind-the-scenes work had
already been done by the French government throughout 2015, to prepare
and lay the groundwork for a successful outcome. Other governments also
made major bilateral announcements, such as the US-China Joint
Presidential Statement on Climate Change and the UK-China Joint Climate
Change Statement, which helped build both momentum and anticipation.
Over 100 heads of state — the largest single presence of such senior
leadership at a COP — helped jumpstart the summit with an energized,
focused and upbeat mood. The level of private sector involvement was
significant and unprecedented, with a major focus on the contribution that
the real estate sector must make.

Our report on the Paris COP21 Agreement can be accessed via the
following link:
http://bakerxchange.com/rv/ff0024c3f2f36997cd38ff25484aa4006f4ad368

Buildings account for around one-third of global CO2 emissions, so with
COP21 fresh in our minds, there has never been a better time for us to
review the current state of play in the progress and implementation of
emissions targets, certification, incentives and green regulation around the
world.

The real estate industry needs to reduce emissions by 84 gigatonnes to
meet the targets set in the Paris Agreement. This is equivalent to not
building 22,000 coal-fired power stations. Consequently, we must expect to
see a step change and acceleration in the proliferation of regulation as well
as private and public initiatives if we are to have any prospect of achieving
this goal. The economics for investment in renewable technologies and
energy efficiency are now easy to see, and we anticipate that the industry
will employ millions globally and attract trillions of dollars of investment over
the next five years as we build toward the next important milestone in 2020.

There is, therefore, no better time than now to re-issue this Index to set our
own 2016 baseline from which the progress made by nations can be tracked
and some year-on-year trends be teased out to show relative improvement,
or weakening in some cases, between countries.

For this second edition, we have expanded our research, increasing the
number of countries surveyed, which include the original 16 plus an
additional nine new entrants, giving a total of 25 countries with a more even
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Sustainability is the
paradigm of our times.

geographic spread. We have also included a special “Trends” box to help
identify the year-on-year change for each category.

The research for this second edition of the Index was started back in
September 2015, and concluded in November 2015, just prior to the Paris
Agreement. It is, therefore, important to stress that the content will not
include references to individual country targets for CO2 emissions or any of
the related pledges, but this does allow us the opportunity to benchmark
progress against those pledges when we renew this Index in 2017.

Sustainability is the paradigm of our times.

And in terms of securing a sustainable future, this means identifying and
investing in innovation and technologies that can deliver more for less. It
also means a re-alignment of personal and corporate values. And, above all,
it continues to mean good, responsible leadership capable of delivering a
stable and consistent regulatory and business environment in which
corporates know that their sustainability-driven investments will not be
undermined. If necessary, incentives can be added to make the sustainable
choice, or at least a disincentive not to.

Despite the changes in national government policies, which are likely to
follow the Paris Agreement, we still believe that most changes must and will
be driven by the private sector. The real estate industry is well aware of this
challenge and the opportunities it presents. We are no longer at the
beginning of this journey and the Paris Agreement will hopefully afford the
private sector the confidence it needs that the direction of travel from
national governments will only be in one direction from now on.

Baker & McKenzie is a global law firm of unrivaled geographic reach. Clients
around the world are increasingly turning to us to help guide them through
fast-changing regulatory environments and to assist them in reaching their
business aims in a profitable and sustainable way. As a provider of
professional services, we also are challenged by our clients to demonstrate
our own sustainability credentials. Increasingly, this forms a material part of
clients’ proposal requests.

For these reasons, Baker & McKenzie’s Global Real Estate Practice Group
established in 2013, its own Global Sustainability Subcommittee to identify
key drivers and obstacles to our client’s sustainability decision-making.
Clients are challenging themselves to bring sustainability to the heart of their
values. Increasingly, their own corporate social responsibility agendas
require an evaluation of the way they use and occupy real estate. Growing
numbers are using sustainability reporting tools to differentiate themselves
and gain a competitive advantage.

With this in mind, we developed our first Global Sustainable Buildings Index
in 2015. The purpose was two-fold:

First, we wanted to use our network of 77 global offices to bring together
information in one place on the existing sustainability aspects of the built
environment. Thus, we gained a platform for discussion with our clients
about the opportunities and obligations that arise while doing business in
those jurisdictions.

Secondly, we wanted to contribute to the sustainability debate and produce
a thought-provoking comparison of how our chosen jurisdictions are
implementing and enforcing regulations to improve energy efficiency and
attain sustainable outcomes. We also focused on incentives and new
opportunities in those jurisdictions for making sustainable choices.




At the outset, it is important to stress that this Index does not judge the
relative merits of the jurisdictions’ sustainable efforts. Rather, our research -
with summaries and “heat maps” - is an attempt to demonstrate the variety
and extent of legislation, ideas and innovation within and between our
surveyed jurisdictions. If this results in some “competition” between
jurisdictions, then this should be approached as a lighthearted way of
disseminating best practices and, we might hope, act an as agent for
change.

The heat map concept is the somewhat unscientific result of our own
qualitative assessment of the relative merits of the respective jurisdictions,
measured against our survey topics, which are as follows:

Green Certification

Energy Performance Certificates and Minimum Energy Standards
Incentives for Green Retrofit

CO2 and Energy Targets

Renewable Energy

Regulation

Financing

Planning

Green Leases

ASANENE NN N NENEN

Part 1 of this Index contains our summary assessment of each of the survey
topics, each one accompanied by its own heat map.

Against each surveyed topic, we have rated each jurisdiction according to its
response to the question. Those demonstrating the greatest advancement of
the sustainability agenda on each topic are awarded the darkest shade of
green. Those we feel are at the start of the trajectory are “light green.” If the
jurisdiction is not yet out of the starting blocks, we consider such jurisdiction
not to be at all “green” and, consequently, is awarded a “brown shading” to
reflect lack of progress.

In our Executive Summary, we have produced an accumulated heat map
showing our evaluation of the overall “greenness” of each jurisdiction, taking
all individual heat map results into account.

In Part 2 of the Index, we compare the types of green lease clauses that are
prevalent in the jurisdictions, again with the dual purpose of being an
informative reference and a leadership piece for green-leasing best
practices.

Finally, the raw data for our survey results is contained in the Appendix,
which is available only in the electronic version of this Index. For the full
electronic version with the Appendix of the survey results, please visit the
following website:

www.globalrepublications.bakermckenzie.com/sustainabilityindex

Please note that the content of this Index is correct as at 30 November 2015,
and updates will be reflected in future publications.

We would like to thank all contributors for their efforts in creating the Index
as well as the editing team, members of the Global Sustainable Buildings
Subcommittee and of the Global Real Estate Practice Group for their
assistance.

We welcome feedback and ideas for improving and expanding the Index in
future publications, so that it can be a most useful global reference for
interested parties working inside and outside the built environment.
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Executive Summary

Summary of Results

Green CO2 & Energy Renewable Green
Certification EPC & MES IGR Targets Energ Regulation Financing Planning Leases Total Rank Band
German: 2 1 2 | 1] 1 1 1 1
United Kingdom 2 1 -3 2 | 1 1 1 1
Netherlands 2 R 1] 2 2 Ctzgeny i
France p) 1 2| 1| 1 2 p) 2
Ital 2 1 1| 1| 1 2 2 1
Belgium 2 1 1] i @ 3| 2 2 2
Singapore 1 1 1| 2 | 4 4 1
Spain 2 11 1| 1 e
Canada 2 1 2 | 1 2
United States p) 2| 2 1 2 2 | 2
Australia 2 2 [N 2 2 | 2
Brazil 2 Pl 0 3] 2 3] 2 | 1
China 2 2| 2| N 3] 3| 2| 2
Czech Republic 2 2 | 1 p) 4 IEER
Sweden 2 1 4 2 | 1 2 4 3 [22 (NEW)
: 2 e —— R
Taiwan 2 3| 3 3 2 4 | 1 | 25 (NEW)
Hong Kong 2 1 4 | 2 | 4 4 4 IEN 3 [27(n)
Poland 2 2 | 4| 4 4 | 2 3 [27 (NEW)
Russia 2 “ 27 (NEW)
Colombia 3 IR 4 2 2
Mexico 4 4 4 | 2 2 4
Malaysia 2 4 [N 4 4 4 Category 4
United Arab Emirates 2 4 ' 3| 3| 4 4 4
Chile 3 4| 4] 4 | 4 4 4 4 35 (NEW

In this section, we evaluate the overall combined response to our survey topics from each jurisdiction.
The heat map above is the result of that evaluation.

Results of our survey are also shown in tabular form below. The perfect score on this table is a total of
nine points and a “dark green” aggregated result on the heat map. None of our jurisdictions achieved
the consistency necessary for a perfect score so we awarded “dark green” status to those jurisdictions
achieving top grade in at least four out of nine topics with no single topic being worse than “mid-
green.”
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The Netherlands, France, Germany and the UK have been re-awarded “dark
green” status on the heat map, although the UK has gained two points due
to some notable policy downgrades during the course of the year and now
lies behind Germany in the overall standings.

It is perhaps not surprising that these European jurisdictions continue to rank
so closely given the influence of EU policy. These jurisdictions are also the
locations of some of the most forward-thinking real estate companies and
have given rise to vigorous debate and contributions among industry focus
groups, such as the Green Building Council. The excellent performance from
Belgium and Sweden reinforces this message.

Perhaps, then, it is surprising to see Italy and Spain within the “mid-green”
tier, which is awarded to jurisdictions with a mean score of not greater than
two points for each topic. We speculated last year that the global financial
crisis had a greater effect within the real estate sector of those countries,
holding back investment and/or the advancement of progressive green
regulation because it was thought to likely hamper economic recovery.
There has been a small amount of progress in Italy over the last year with a
commensurate single-point drop, although this is not quite sufficient to
elevate Italy up to the “dark green” category. We will continue to monitor the
progress of these countries closely.

Other countries in the “mid-green” tier include Singapore and the United
States. In Singapore, the debate appears to be well advanced. Its process of
real estate sustainability evaluation and certification, and control over
developments constitutes innovation from which “dark green” countries could
learn. Singapore only misses that category because of its poor record on
developing and using renewable energy, which is likely because of
geographical constraints. In the United States, there are examples of
innovation within most of the topics, but the US is marked down in some
cases because most developments are governed at state or even city level.
We might expect this to change with the historic US-China Joint Presidential
Statement on Climate Change, creating some serious momentum, but this
could get stalled with its change of president in 2016.

Canada is the big mover, with a one-point reduction indicating a shift from
“light green” to mid-green” status, following significant policy announcements
after a change of government toward the end of 2015. Canada is a great
example of how a change of government can reflect the zeitgeist shift, and
we hope that this will serve as an example to other countries that there is, in
fact, a genuine will for change, and that politicians can benefit from re-
positioning themselves with a truly green agenda. Jurisdictions with a mean
score of not more than three points for each of the topics, qualify for “light
green” status. Within this tier, Canada and Australia are joined by the Czech
Republic, China, Brazil, and new entrants Poland, Sweden, Taiwan and
Ukraine. While significant developments are taking place in most of these
countries, there remains a need to scale up their sometimes admirable local
efforts to build and use real estate more sustainably. The disappointing entry
in this tier is Australia. While it arguably leads the way in green leasing and
is a key thought leadership player, it is dragged down by the lack of ambition
shown in terms of its emissions reductions targets and its vacillation around
“carrot-and-stick” regulation. Successive governments have toyed with and,
in some cases, repealed “green” legislation. With an economy reliant upon
extraction of natural resources, this is perhaps not so surprising.

Finally, Hong Kong, Mexico, the United Arab Emirates and new entrants
Malaysia, Russia, Chile and Colombia find themselves in the lowest “brown”
tier. Hong Kong misses out on “light green” by only one point, as did Russia.
Aside from the UAE and Chile, where the debate is only now beginning to
get off the ground, Mexico, Hong Kong, Russia, Colombia and, to a lesser
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extent, Malaysia have demonstrated awareness of and willingness to
become more involved. Given the density of Hong Kong'’s built environment,
it is not surprising to see that green certification and energy performance of
buildings is high on the agenda, but Hong Kong is held back by the lack of
geographic opportunity for renewable energy generation. In Mexico, local
ideas need to be scaled up and a more coherent set of targets is required
before the country can begin to rise up the tiers.

We will continue to track how these ratings change and how jurisdictions
might rise and fall on our heat map in future years.

Baker & McKenzie 7







Part 1

Summaries of Survey Results




Green Certification

Is there a nationally
adopted and recognized
form of certification for
buildings? What is it, and
is it mandatory for all new
buildings and refurbished
buildings?

Singapore (=)

Australia (=) Belgium (NEW) Brazil (=) Canada (=) China (=)
France (=) Germany (=) Hong Kong (=) ltaly (=) Malaysia (NEW)

Netherlands (=) Poland (NEW) Russia (NEW) Spain (=) Sweden (=)
Taiwan (NEW) Ukraine (NEW) United Arab United Kingdom (=) United States (=)

Emirates (=)

Chile (NEW) Colombia (NEW)  Czech Republic (=)

Mexico (=)

Introduction

The drive to reduce the environmental impact of the built environment has
led to a plethora of assessment systems and standards for buildings and
development projects. The scope of these assessments can vary widely,
depending upon the focus.

Certification generally uses selected measures of performance, set against
established benchmarks, to assess the design, specification, construction
and use of a building. Commonly, these award credits for optional building
features that support green design, such as location and maintenance of

10 Green Certification
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building site, water conservation, energy and building materials and
occupant health and comfort.

Ideally, an internationally recognized and implemented rating system for a
life-cycle assessment of the sustainability of buildings would incorporate the
full range of cradle-to-grave processes from raw material extraction through
materials processing, manufacture, distribution, use, repair and
maintenance, and disposal or recycling. ISO 14040 provides a recognized
life-cycle assessment methodology, but buildings certification systems do
not yet comprehensively incorporate this approach because it is seen as
overly complex and all-consuming.

However, there are developments in numerous jurisdictions that aim to make
this sort of holistic assessment approach more accessible. In this section,
we examine what progress is being made in our jurisdictions and evaluate
how effective adopted standards are at measuring building sustainability.

Survey

The certification of a building as “green” can give real estate investors and
end users (i.e., occupiers) economic benefits and an enhanced reputation.

From an investor’s perspective, energy-efficient buildings are more attractive
to tenants and, therefore, command a higher rent and capital value. Equally,
occupiers can expect certified buildings to be associated with reduced
energy and maintenance bills.

Moreover, green buildings allow investors and occupiers to show their
commitment to sustainability, thereby enhancing their reputation in the
market.

For these reasons, it is no surprise that in each country surveyed, some form
of green certification regime already exists. LEED and BREEAM are the
most widely used. More than two-thirds of the jurisdictions have adopted
them. Most countries also employ a range of local environmental
assessment methods.

The sheer range of different certification regimes inevitably leads to the
question of whether a uniform global standard might be preferable. On the
one hand, multinational tenants and investors are attracted by the familiarity
of a global standard, which partly explains the success of methods such as
LEED and BREEAM.

However, an international standard is not appropriate in all cases. Standards
need to be tailored toward the particular circumstances of a country’s
building stock. In Italy, for example, the Protocollo ITACA standard consists
of a set of regional standards - each regional standard is designed to reflect
the differences in micro-climate and various regions’ traditional building
techniques. Similarly, Taiwan’s green building certification has been
developed to take account of the country’s subtropical climate with high
temperatures and humidity. This highlights the need for localized standards
that reflect regional particularities.

It is a common misconception that green certificates are only concerned with
the energy consumption of a building. While energy efficiency is certainly
one factor determining a building’s “greenness,” our survey reveals that
assessment methods also invariably take into account CO2 emissions, water
usage, construction materials, ecology, waste management and/or the

health and well-being of occupants.

1"



Our survey also found that the vast majority of green assessment standards
are formulated by non-governmental organizations in the private sector,
such as national Green Building Councils. Accordingly, compliance with
most certification standards is entirely voluntary. Nevertheless, certain
schemes have seen an impressive take-up. For instance, the BOMA BESt
standard has certified over one billion square feet of Canadian commercial
real estate. In Hong Kong, Beijing, Shanghai and Shenzhen, over 13 million
square meters of commercial and residential real estate had been BEAM
certified as of 2013. By contrast, only 12 buildings in Mexico have been
certified under the government’s 2008 flagship certification program,
although an additional 131 have been certified under LEED. Unsurprisingly,
this suggests that developers and building owners in developing countries
are less inclined, or perhaps less financially able, to comply with green
standards than their counterparts in developed countries.

Although certification is generally voluntary, financial incentives have been
introduced to encourage certification. For example, in China, buildings that
achieve a 2- or 3-star rating under the Green Building Financial Award
scheme may qualify for a subsidy of between CNY45 and CNY80 per square
meter. Under a local government scheme in the Chaoyang District in Beijing,
government subsidies of CNY10 per square meter are also awarded to
developers of buildings with an LEED Gold certificate; the subsidy is
increased to CNY20 per square meter for LEED Platinum-certified buildings.

Of all countries surveyed, Singapore stands out in terms of its ambition and
policies regarding green certification. Singapore has set itself the target of
having 80 percent of its building stock “Green Mark” certified by 2030. It is
currently at around 25 percent. To achieve this target, basic certification has
been made compulsory for certain buildings (generally those with a gross
floor area of 2,000 square meters or more) undergoing construction,
extension or major retrofitting. Furthermore, all state buildings mustachieve
certification by 2020.

Conclusion

Our survey reveals that some form of green certification standard has been
adopted by every country examined. The standards tend to be voluntary,
applicable only to new buildings (or existing buildings undergoing major
retrofitting) and often relevant only to commercial rather than residential real
estate.

Singapore leads the pack in terms of implementing mandatory certification
requirements and setting ambitious targets. Accordingly, for the purposes of
our heat map, it is our view that Singapore is the only country worthy of “dark
green” in this category.

At the other end of the scale is Mexico, which is assigned a brown rating on
the basis that only a handful of its buildings have been voluntarily certified.

Most countries fall into the mid-green category. These are countries that
have adopted a range of private sector certification schemes and have seen
impressive levels of voluntary uptake by participants in the real estate
sector. We have given particular credit to countries, such as China, that
provide financial awards to developers that have their buildings certified.

Green Certification
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Trends 2015 to 2016

Since the 2015 edition of our Index, we have seen an overarching trend
toward the proliferation and growth in uptake of voluntary certification
systems.

Voluntary uptake has been particularly noticeable in Brazil where, between
the end of 2014 and end of the second quarter of 2015, the number of
buildings certified by the Green Building Council of Brazil increased
threefold - from 82 buildings to 252. Similarly, in Poland, the number of
certified buildings increased by 60 percent between 2014 and 2015. This
reflects the long-term trends found in other countries such as Singapore
where the number of certified buildings has leapt from just 17 in 2005, to
more than 2,500 in 2015.

We can speculate that increasing levels of corporate social responsibility
and a growing recognition within the real estate market of the financial
benefits of “going green” have contributed to the steep rise in the number of
voluntary certifications.

Regrettably, over the past 12 months, we have not seen the introduction of
mandatory certification regimes in any of our cohort. Accordingly, Singapore
remains the only country to have a wide-ranging mandatory certification
regime, thereby justifying its position as the only top-ranked country.

Other countries have taken positive steps falling short of widespread
mandatory certification. From 2015, all new public housing projects in
Hong Kong must aim to attain the performance equivalent to Beam Plus
Gold or above. Similarly, China has introduced a requirement for
government-invested buildings, such as government offices, schools,
hospitals and museums, to meet a minimum standard under their Green
Building Evaluation Standard.

It is possible that other countries will follow Singapore’s lead and introduce
mandatory frameworks, particularly with regard to commercial and public
buildings. We would also expect greater voluntary actions as market
participants further recognize the financial and reputational benefits of green
certification.

Where certification remains optional, we may see financial incentives
introduced to encourage voluntary uptake. In Malaysia, for example,
developers that have their buildings certified already benefit from attractive
tax breaks.

Finally, we anticipate countries will continue to develop even more granular
certification standards applying to specific sectors of real estate. China has
already adopted tailored green evaluation standards for factories, healthcare
centers and other types of premises. Similarly, the Netherlands, which
already uses four types of BREEAM certificates, is in the process of creating
additional BREEAM certificates applicable to property types as specific as
museums and parking garages.
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Energy Performance
Certificates and Minimum
Energy Standards

Is there a mandatory form
of energy performance
certification? When does
it apply, and are there any
minimum standards?

Belgium (NEW) Canada (=) France (=) Germany (=) Hong Kong (1)
Italy (=) Netherlands (=) Singapore (=) Spain (=) Sweden (NEW)
United Kingdom (=)

Australia (=) Brazil (=) Colombia (NEW) Malaysia (NEW) Russia (NEW)
Taiwan (NEW) Ukraine (NEW)

: ! Czech Republic (V) Poland (NEW) United States (=)

Chile (NEW) Mexico (=) United Arab Emirates (=)

Introduction

Under the Energy Performance of Buildings Directive 2002, which was
amended in 2010, countries within the EU are required to have implemented
green measures. This has implications for developers, occupiers, owners
and managers of buildings. The broad directive mandates minimum energy
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performance requirements for both new and refurbished buildings, a
feasibility assessment of alternative heating and energy supply systems for
new buildings and separate systems of certification for privately owned and
larger public buildings.

Energy Performance Certificates (EPCs) and Display Energy Certificates
(DECs) in the EU have the potential to drive significant energy efficiencies in
the commercial sector where the landlord-tenant “split incentive” issue is
seen as a substantial barrier to investment. As landlords typically do not feel
the costs of energy consumption, there is little incentive for them to invest in
efficiencies that would drive down these costs. Similarly, tenants on typically
short-term leases are not inclined to invest in energy-saving measures that
won't deliver a payback up to 25 years.

While EPCs predict the energy performance of a building, they suffer from
the perception of a substantial disparity between the building’s predicted and
actual energy performance, which can vary considerably according to the
operational characteristics of the occupant, the building’s use and its energy
demands. By contrast, DECs are intended to display the actual energy
usage of a building rather than the theoretical EPC rating. However, take-up
of DECs is currently poor within the commercial sector.

In this section, we examine EU implementation of EPCs and DECs and their
equivalents (if any) in other jurisdictions.

Survey

When deciding whether to take on a property, prospective purchasers and
tenants require information on a building’s energy efficiency. EPCs, or their
local equivalent, are a useful source of due diligence in this regard. They
also encourage property owners to implement the recommended energy-
saving measures.

In the majority of EU countries surveyed, an EPC must be produced at the
time of the construction (and in some cases, major renovation), sale or
letting of any property, whether residential or commercial.

Nonetheless, carve-outs from the requirement for an EPC generally exist
across the EU for certain buildings including places of worship, dwellings
occupied less than four months a year, listed buildings and buildings with a
floor area of less than 50 square meters. Similarly, the Chinese energy
performance labeling system only applies to large-scale public buildings.

In Australia, the obligation to disclose information concerning energy
efficiency is much more restrictive. A Building Energy Efficiency Certificate
(BEEC) need only be produced and disclosed on the sale or letting of office
spaces of over 2,000 square meters.

In countries such as the USA and Mexico, certification is possible but
remains entirely voluntary. In Hong Kong where EPCs are not used per se, it
is possible for property owners, on a voluntary basis, to have their buildings
certified as being compliant with Hong Kong’s Building Energy Codes.
Additionally, compliance with the Building Energy Codes is mandatory for
certain new building or newly retrofitted buildings since September 2012. In
Brazil, meanwhile, in order to incentivize property owners to have their
buildings certified as complying with the National Program for Energy
Efficiency in Buildings, certain certificate holders, particularly owners of
hotels and tourism facilities, are eligible to receive financing on favorable
terms from the Brazilian Development Bank.
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In contrast to Brazil’s use of this “carrot,” the UK is using a “stick” to
encourage building owners to improve energy efficiency. From April 2018, it
will be unlawful in the UK to let a residential or commercial property with an
EPC rating in either of the lowest two bands of efficiency. This could impact
20 percent of non-domestic landlords who will have to make efficiency
improvements before any letting can take place. Following the UK’s lead, it
will be interesting to see if other countries impose a prohibition on letting
properties that do not meet certain levels of energy efficiency or impose
punitive measures such as fines.

While a certificate does not have to be disclosed for a sale or letting in
Singapore, it is necessary for all owners of commercial buildings to submit
data on energy consumption to the Building & Construction Authority on an
annual basis. Similarly, in Australia, mandatory annual reporting obligations
are imposed on companies in control of corporate groups that emit
greenhouse gases in excess of 50 ktCO2e, or consume more than 200 TJ of
energy.

Some countries also require information on energy efficiency to be displayed
on site at all times. Commercial property owners in Hong Kong must carry
out an energy audit every 10 years and display the results at the building for
public inspection. Likewise, in the Netherlands and Czech Republic, an EPC
must be available for public inspection at certain buildings occupied by
public authorities.

In Taiwan, there has been some progress in developing a mandatory
certification and recommendations for energy performance improvements in
new construction of public buildings, although the system is only voluntary in
the private sector.

Significantly, our survey also reveals a diverse range of approaches to the
methodology behind the certification of buildings. In summary, there is a split
between those countries that calculate a building’s energy performance
rating on the basis of predicted energy use (i.e., Netherlands, Spain and
Italy) and those that calculate the actual energy use of a building.

Aside from variations in the calculus of energy ratings, there is also no
consensus in the way ratings are presented. The majority of countries use
what is known as an “energy label.” Energy labels incorporate a color-coded
scale or a letter scale, which bears no relation to any real unit of energy. The
scale used varies between countries, ranging from seven bands (i.e., ‘A’ to
‘G’ in France, the UK and the Brussels and Walloon Regions in Belgium). By
contrast, EPCs in other countries (i.e., Germany, ltaly and Poland) quote
levels of actual or predicted energy consumption using real units of energy.
The scale in Germany, for example, indicates the exact amount of kWh (m2-
a) consumed by a building.

Besides EPCs, our questions also focused on minimum efficiency
requirements for buildings. Our survey found that the vast majority of
jurisdictions have implemented regulations prescribing minimum energy
efficiency standards for the design and construction of new buildings. These
include the Building Code of Australia, France’s Réglementation Thermique
2012, the Czech Republic’'s Act on Energy Management and Canada’s
National Energy Code for Buildings. All prescribe minimum paths to energy
efficiency by regulating aspects such as water consumption, ventilation,
energy monitoring systems, building materials, airtightness, windows and
other aspects of thermal regulation.

We have given particular credit where such standards are mandatory and
apply to both residential and non-residential buildings (i.e., Germany’s
Regulation on Saving Energy in Buildings).

Energy Performance Certificates and Minimum Energy Standards
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Conclusion

For the purposes of our heat map, EU countries requiring an EPC to be
produced upon the construction, letting or sale of a building have been
scored toward the higher end of the green scale. Conversely, we have
marked down countries, such as the USA, where energy certification is
entirely voluntary.

With regard to minimum energy standards in the construction of new
buildings, again, the EU countries score well, having universally produced
building codes aimed at creating energy-efficient buildings. Australia,
Canada and the USA also score well in this regard. By contrast, Mexico
justifies its place at the bottom of our green rankings on the basis that, none
of its laws specifically promote the energy efficiency of buildings nor does it
have any mandatory EPC requirements.

Of all the dark green countries, the UK scores the highest. While many
countries require the production of an EPC, the UK has gone one step
further by prohibiting the letting of buildings that fail to meet a minimum EPC
rating. The upcoming regulations represent a fundamental shift in policy by
introducing a “stick” with which to penalize landlords who fail to ensure the
efficiency of their buildings. Previously, policy has predominantly relied on
the “carrot” of government subsidies, renovation loans and elusive higher
rental values for efficient buildings (so-called “green premiums”) to
incentivize owners to carry out efficiency improvements.

Trends 2015 to 2016

Over the past 12 months, there has been limited progress in the
development of EPCs and minimum energy standards across our cohort of
countries.

A notable exception to this general trend is Hong Kong, where all new
government buildings are, as of October 2015, required to aim to outperform
(by a specified percentage) the minimum standards set in Hong Kong’s
Building Energy Codes.

The Czech Republic is the only country from our 2015 cohort to move
rankings. Up until last year, proposals were in place to require an EPC to be
produced for all buildings, both new and existing, by 2019. However, in
2015, this requirement was significantly scaled back to apply only to new
buildings, major reconstructions and certain premises being sold or let. For
this reason, the Czech Republic drops out of our top banding into Category
2.

Going forward, it will be interesting to see whether other countries would
follow the UK'’s lead and use EPCs as a marker against which to set
minimum energy standards. Any countries that do so will invariably be
awarded a higher ranking in next year’s Index.
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Incentives for Green Retrofit

Are there any
government-funded or
sponsored schemes for
improving the energy
efficiency of existing
buildings and how do they

work?
1 Belgium (NEW) Netherlands (=) Singapore (=)
: ! Australia (f\) China (=) France (=) Germany (=) United States (=)
Brazil (=) Canada (=) Czech Republic (=) Mexico (=) Russia (NEW)
3 Taiwan (NEW) United Kingdom (W) Ukraine (NEW)
Chile (NEW) Colombia (NEW) Hong Kong (=) Malaysia (NEW) Poland (NEW)
Sweden (NEW) United Arab Emirates (=)
Introduction
Following closely on from the previous two sections, it is clear that many
jurisdictions have measures that allow for an assessment of the
sustainability of building construction and refurbishment and that enable a
snap-shot assessment of a building’s energy efficiency potential to be
published and compared.
EPCs make specific recommendations for energy-efficient investments and
predict how much a rating could improve and how much could be saved by
implementing the recommendations.
18
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However, the “split-incentive” dilemma discussed in the preceding section
continues to be a significant barrier to investment in making the
improvements.

In this section, we examine what measures jurisdictions are implementing to
assist and encourage building owners and occupiers to make those
investments and improve their energy efficiency ratings.

Survey

In addition to mandating minimum energy efficiency standards, countries are
taking steps to provide property owners with assistance and finance to
improve their existing buildings.

Where energy improvements are not mandated by legislation, high upfront
costs and imperceptible short-term gains often discourage property owners
from carrying out improvements. One solution would be to provide them with
financing to reduce initial costs and spread the costs of carrying out
improvements over the long term.

In this regard, numerous countries have used bank finance to incentivize
energy improvements. In Germany, the state-owned KfW bank offers
financing on favorable terms for the modernization of existing buildings.
Likewise, the Brazilian Development Bank offers an “Environmental Line of
Credit” to finance projects that promote the reduction of energy
consumption.

The USA’s Property Assessed Clean Energy (PACE) initiative offers up to
100 percent financing for property owners to carry out energy-saving
measures to both residential and commercial buildings. The key to this
scheme is that the finance is repaid through property tax assessments over
20 years. The repayment obligation attaches to the property and not to the
individual property owner. This spreads the cost of repayment over many
years and allows the owner to transfer repayment obligations to a new
owner upon selling the property.

The Czech Republic offers subsidies under its Green Savings Program for
homeowners. The subsidies are to be used to insulate houses and install
heating systems using renewable energy sources (i.e., low-emission
biomass boilers). Subsidies under the program are, however, not yet
available for non-residential buildings in the current round of the Program.

Subsidies are also available in Italy under the Conto Termico initiative. This
provides subsidies for installing renewable heating and cooling systems as
well as other energy-efficiency refurbishments. Under the initiative, EUR200
million is allocated each year for public entities with EUR700 million for
private persons. As a guideline, for projects improving the efficiency of a
building’s insulation, subsidies of up to 40 percent of the project costs can be
granted. Similarly, the government in Taiwan provides subsidies in the
private sector to cover the cost of retrofitting certain types of buildings
including schools, welfare facilities and residential buildings. Under the
scheme, a subsidy of 45 percent of the renovation costs up to a maximum of
TWD3 million (USD100,000) may be granted.

In the Netherlands, homeowners are able to take out low-interest loans to
fund energy-saving measures, such as double glazing or floor insulation.
EUR400 million has also been made available for grants to landlords in the
subsidized rental sector. An additional EUR300 million-fund is available to
provide landlords, in both the subsidized and non-subsidized sectors, with
low-interest loans to cover renovations that make major energy-efficiency
improvements. Moreover, the Dutch government has committed itself to
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improving the energy efficiency of 300,000 existing homes and other
buildings each year.

France has also embarked on an ambitious renovation program of public
owned buildings with a commitment to retrofit 400,000 existing dwellings and
offices per year. An investment plan has also been devised to reduce the
energy consumption of 800,000 social housing apartments.

Another subsidy comes in the form of Mexico’s “This is your home” scheme
under which, the government financially aids low-income homeowners in
buying, building or remodeling houses on the condition that such houses are
equipped with eco-technologies.

Tax breaks are also being used in various countries to encourage green
investment. In Belgium, investments in the energy efficiency of existing
buildings can constitute an allowable deduction for the purposes of
calculating a company’s or a private owner or user’s taxable profits. Certain
property taxes are also levied at a reduced rate where energy-efficient
buildings are concerned.

In Singapore, developers that achieve a Green Mark Platinum rating for their
new buildings or reconstruction projects will be awarded up to 2 percent
additional gross floor area beyond the Master Plan’s Gross Plot Ratio, which
defines the permitted ratio of floor space to a development’s total site area.
This is subject to a cap of an additional 5,000 meters. Singapore also uses
more traditional financial stimuli to encourage improvements such as
government subsidies of up to 50 percent of the cost of carrying out energy
audits.

Finally, Germany has implemented a unique scheme to overcome the
landlord-tenant “split incentive” quandary. Where an apartment is let, a
landlord is entitled to pass on to the tenant a proportion of the modernization
costs. Currently, up to 11 percent of the costs may be passed on each year
in the form of increased rent. While this gives much needed encouragement
to landlords to carry out improvements, it has led to certain landlords
flushing out old tenants by announcing expensive renovations only to then
market the apartments at a higher rent without having made improvements.

Conclusion

Our survey reveals that many countries have taken impressive steps to
incentivize building owners to improve energy efficiency.

Generally, improvements are funded either by bank financing on preferential
terms or by government subsidies. Spain, Italy, Singapore and the
Netherlands all justify a top ranking in our heat map in light of the impressive
funds allocated to providing energy subsidies. Conversely, Hong Kong and
the UAE along with six new entrants are bottom-ranked by virtue of not
having any current policies or funding schemes in place to improve existing
buildings.

We have given credit to those countries in the mid-green category for the
scope of policies introduced to kick-start improvements and, in particular, for
implementing innovative financing schemes, such as the USA’'s PACE which
seeks to overcome the traditional problems associated with energy
improvements, namely that of high upfront costs and perceived minimal
short-term gains.

Meanwhile, those in the light-green category have taken steps to promote
improvements, whether it be through small subsidy funds or training and
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research programs. Nonetheless, the subsidy funds for such countries are
relatively small and limited in application.

Trends 2015 to 2016

No overarching trend or policy direction emerges when reviewing the
development of green financing initiatives among our cohort over the past 12
months.

2015 has not seen the introduction of any revolutionary retrofit policy and, as
such, countries around the world continue to rely heavily on the provision of
bank finance at favorable rates (i.e., Brazil, Germany) and/or government
subsidies (i.e., Czech Republic, Netherlands) to encourage individuals and
corporations to undertake potentially costly retrofit programs.

Having said that, we have seen the introduction of tax breaks to encourage
green retrofits (Belgium) and a loosening of planning restrictions in terms of
permitted floor area where developers construct or redevelop a building to
meet the highest green standards (Singapore).

We can surmise from this that government policy will best encourage green
improvements by adopting a combination of approaches, tackling all aspects
of the real estate sector.

The most significant movers in our rankings are Australia and the UK. We
have credited Australia for establishing its Emissions Reduction Fund (ERF).
This was originally established in late 2014, with a budget of

AUDZ2.55 billion, but in 2015, an additional AUD2.4 billion was committed to
the fund. The ERF provides an incentive for a range of organizations and
individuals to reduce their emissions. Participants in the scheme are credited
with one “Australian Carbon Credit Unit” (ACCU) for each tonne of CO2
avoided by a project. ACCUs can then be sold to generate income, either to
the government or in the secondary market through a reverse auction.

By contrast, the UK has fallen in our rankings on account of its flagship
Green Deal scheme being scrapped. The Green Deal was launched in 2013,
to provide householders with cheap long-term loans to fund energy-
efficiency improvements such as insulation, double glazing and solar panels.
The loan, including the interest, would be repaid through charges added to
the owner’s utility bill - the idea being that the energy cost savings would
offset the costs of the loan over time. However, uptake was slow and only
GBP114 million was lent under the scheme, which was terminated in July
2015. The government has no plans to introduce a successor to the scheme.

Going forward, we expect additional resources to be allocated to the
financing and subsidization of green retrofit programs. Countries that ring-
fence substantial resources for these purposes will be credited with a higher
ranking in the next year’s edition of our Index. We also hope to see more
schemes, such as the USA’s PACE and the UK’s now defunct Green Deal,
that target home improvements by providing cheap, long-term credit and
thereby eliminating the high upfront costs associated with green retrofits.
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COZ2 and Energy Targets

Do national targets exist
for CO2 reduction and/or
energy use reduction from
buildings?

Belgium (NEW) France (=) Germany (=) Netherlands (=)
Spain (=) United States (=)

Brazil (=) Canada (=) China (=) Czech Republic (=) Hong Kong (=)

: ! Singapore (=) Sweden (NEW) United Kingdom (W)

Australia (=) Colombia (NEW)  Malaysia (NEW) Poland (NEW) Russia (NEW)
Taiwan (NEW) Ukraine (NEW) United Arab Emirates (=)

Chile (NEW) Mexico (=)

Introduction

The benefits of energy efficiency are starkly economic as well as environmental.
By investing in energy efficiency, the global community can help counter and
reduce the effect of energy cost volatility, as well as increase competitiveness,
reduce overall energy demand and increase energy security.

The EU has committed its members to a set of binding targets to achieve the
goals set out in the EU’s Roadmap 2050. It calls for an overall reduction in
greenhouse gas emissions to 80 percent below 1990 levels by 2050. Milestones
of reductions in the order of 40 percent by 2030, and 60 percent by 2040, are
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being kick-started by legislation (the “Energy Efficiency Directives”) to ensure
that countries comply with the EU’s “20-20-20” targets by 2020.

These targets comprise: (i) a 20 percent reduction in greenhouse gas emissions
from 1990 levels; a 20 percent increase in the share of EU energy consumption
produced from renewable resources and (iii) a 20 percent improvement in the
EU’s energy efficiency. Provided other major economies commit to similar
measures, the EU is also offering to improve the targeted reduction in emissions
to 30 percent by 2020.

With buildings accounting for about 40 percent of EU energy consumption and
20 percent of its water usage, the real estate sector has a fundamental role to
play in achieving these targets. In this section, we examine how EU member
states are implementing a national measure that meets their obligations and how
other non-EU jurisdictions are addressing the same issues. We also compare
the relative merits of these approaches and consider the impact that the Paris
Agreement, which was concluded at the 2015 Paris climate change conference
(COP21), may have on countries’ energy and emissions targets.

Survey

Our study reveals that the vast majority of countries have adopted some form of
target for reducing greenhouse gas (GHG) emissions and/or energy
consumption. To achieve these targets, a broad range of policies and
regulations have been implemented.

In 2008, the UK adopted the world’s first legally binding climate change target,
aiming to reduce GHG emissions by 37 percent (against 1990 levels) by 2020,
rising to 80 percent by 2050. Italy and Belgium are likewise targeting an

80 percent emissions reduction by 2050. Germany, however, is the most
ambitious, having set a target of reducing GHG emissions by 80-95 percent
(against 1990 levels) by 2050.

Overall, the trend is toward the adoption of voluntary rather than legally binding
emissions targets. This is particularly so among countries not bound by the
emission reduction obligations of the Kyoto Protocol (known as “non-annex 1
countries”). Hong Kong, for example, has pledged voluntarily to reduce carbon
intensity by 50-60 percent by 2030 (against 2005 levels). Over the same
timescale, the Hong Kong Green Building Council has launched a campaign to
cut the electricity consumption of buildings by 30 percent. Meanwhile, in
November 2014, the USA pledged to achieve a 26-28 percent cut in carbon
emissions by 2025. Likewise, Brazil has voluntarily committed itself to reducing
CO2 emissions by 36-39 percent by 2020, although this is most likely to be
achieved by reducing deforestation and expanding renewable energy sources
rather than significantly improving its building stock. At a municipal level,
Paraiba, Sao Paulo and Rio de Janeiro have followed the federal government’s
lead and adopted voluntary GHG targets.

In Australia, the Carbon Pricing Mechanism had the express object of meeting
Australia’s long-term target of reducing emissions by 80 percent below 2000
levels by 2050. However, since that legislation was repealed in 2014, Australia
no longer has a long-term legislative target, but remains committed to achieving
its pledged Kyoto target for 2020 of a 5 percent reduction below 2000 levels.

In general, it is clear that countries belonging to the EU have made the greatest
progress in setting targets, implementing policies and achieving tangible results.
Indeed, the EU as a whole is on track to reduce its emissions by 20 percent by
2020 in accordance with the Kyoto Protocol.

Many countries are targeting to reduced CO2 emissions by a specified
percentage as against recorded levels from a particular base year. By contrast,

23



24

China has pledged to reduce its emissions ‘intensity,” being the amount of CO2
produced per unit of GDP. In June 2015, China pledged to lower its carbon
intensity by 60-65 percent by 2030, as against 2005 levels. Likewise, Hong
Kong'’s aim of reducing emissions by 50-60 percent is couched in terms of
carbon intensity. Furthermore, in May 2015, Hong Kong announced that it would
be targeting a reduction in energy intensity (i.e., energy supply per unit of GDP)
of 40 percent by 2025, (with 2005 as the base year), while Singapore is targeting
a 35 percent reduction in energy intensity by 2030. Critics argue that ‘intensity’
targets are inherently flawed because, if GDP grows faster than how intensity
declines, such targets can be met notwithstanding that emissions are increasing
in real terms.

The importance of the real estate sector in tackling CO2 emissions varies
between countries depending on the extent and make-up of the respective
building stock. In Australia, for instance, buildings account for only 20 percent of
GHG emissions. At the other end of the scale is Hong Kong, where 60 percent of
emissions and 90 percent of electricity consumption are derived from buildings.
Clearly, in countries such as Hong Kong, reduction of emissions will be possible
only through policies aimed at improving the energy efficiency of its buildings.

In this regard, our survey reveals a number of methods being used to tackle
GHGs in the real estate sector. Certain governments, for example, are exploiting
planning and building certification regimes to promote the development of a
green building stock. In France, every local planning regime enacted at a city
level must promote energy performance and reduction of GHG emissions. In the
Czech Republic, new buildings will not be granted a building permit without a
statement by the State Energy Inspection confirming the fulfilment of certain
energy-efficiency requirements.

It is also apparent from our survey that most real estate energy policies apply
only to newly constructed or refurbished buildings. In Italy and Spain, a ‘zero
carbon’ standard will apply to all new buildings beginning 2021. In Italy, the
standard will be applied earlier to all new buildings occupied by public entities,
such as schools and hospitals, beginning 2019. Germany is also committed to
ensuring that its housing stock is zero carbon by 2050. The USA, on the other
hand, has established a goal of achieving net zero energy use in all commercial
buildings by 2050. This target is notable as it applies to existing as well as newly
constructed commercial buildings.

Improving the efficiency of existing buildings invariably requires either large
government subsidies or burdensome obligations on property owners.
Developers of new buildings are arguably better placed to comply with energy
regulations. That might explain why the focus to date has primarily been on the
energy-efficiency of new builds. However, given that new builds make up only a
small proportion of the world’s building stock, more needs to be done to
overcome the difficulties of regulating and improving the efficiency of existing
buildings.

Conclusion

For the purposes of our heat map, we have given credit to countries, such as
Germany, Italy and the UK, that have adopted the most ambitious and legally
binding emissions targets. We also have credited various EU countries, including
France and the Netherlands, for achievements already made in reducing
emissions.

Those countries in the mid-green category are there largely by virtue of having
implemented some form of emissions target, although, such targets are
generally not legally binding.

In assessing a country’s “greenness,” we have also given credit where
regulations aimed at reducing emissions apply to both new and existing
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buildings and both residential and commercial properties.

Finally, Australia is ranked toward the lower end of our scale by virtue of its
repeal of the Carbon Pricing Mechanism and its goal of reducing emissions by
just 5 percent below 2000 levels by 2020. The bottom-ranked countries, namely
Mexico, Chile, Russia and Ukraine, score poorly on the basis of not having
adopted any mandatory or voluntary emissions or energy-consumption targets.

Trends 2015 to 2016

Since the last edition of our Index, various countries have made good progress
toward meeting existing carbon and energy consumption targets. In

November 2015, the Hong Kong government reported that carbon intensity had
dropped 19 percent (as against 2005 levels) and that it expects to reach a
reduction of around 50 percent by 2020. Similarly, Spain reported that it is on
course to cut energy consumption by 26.4 percent in 2020, well above the

20 percent target set for the EU as a whole. China also announced that its
carbon intensity in 2014, was 33.8 percent lower than 2005 levels.

While no notable progress was made in certain countries, particularly in Chile
and the UAE where there is a total absence of any form of CO2 or energy-
consumption target, the only country that has taken a backward step in terms of
policy is the UK. In July 2015, after a decade in the planning, the UK government
announced that it was axing ‘zero carbon’ standards for new builds, which were
due to apply from 2019, in an attempt to reduce red tape for developers. It is not
clear where this leaves the UK in fulfilling its requirements under the Energy
Efficiency Directives to move toward nearly zero energy buildings by 2020.

By contrast, France has been the most ambitious country in terms of setting new
energy targets. In August 2015, France introduced new targets to cut
greenhouse gas emissions by 40 percent by 2030, (against 1990 levels) and
total energy consumption by 50 percent by 2050 (against 2012 levels).

We expect to see an acceleration of the green agenda over the next 12 months
as the ramifications of the 2015 Paris climate change conference (COP21)
become clear. At COP21, the Paris Agreement was concluded, which aims to
set a goal of limiting global warming to “well below” 2 degrees Celsius above
pre-industrial levels. The agreement is not yet fully legally binding and will only
become so if ratified by at least 55 countries, which, together, produce at least
55 percent of global greenhouse emissions. Each country that ratifies the
agreement will be required to set a target for emission reduction. Although
countries will be free to set the level of their own targets, it is hoped that the
Paris Agreement will provide the stimulus and framework for a number of our
surveyed countries to adopt new targets or ratchet up the ambition of their
existing targets.

Baker & McKenzie 25




Renewable Energy

Are there regulations that
require a percentage of
energy consumption to
come from renewable
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Canada (M) Czech Republic (=) France (=) Germany (=) Italy (=)
Spain (=) Sweden (NEW) United Kingdom (=)

Belgium (NEW) Brazil (=) China (=) Poland (NEW) Russia (NEW)
Ukraine (NEW) United Arab Emirates (=)

: ! Australia (=) Mexico (4) Netherlands (=) Taiwan (NEW) United States (=)

Chile (NEW) Colombia (NEW) Hong Kong (=) Malaysia (NEW) Singapore (=)

Introduction

By exploiting renewable energy, nations can become less reliant on each other
and less susceptible to volatility in the global energy market. Renewable
energies also provide opportunities for investment in new industries and
technologies.

The EU has estimated that meeting a 20 percent renewable energy target by
2020, could create 417,000 more jobs in the sustainability sector. To help create
this economic opportunity, the EU’'s Renewable Energy Directive has set targets
for member states to raise the share of renewable energy in their energy
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consumption by 2020. Individual targets will reflect the nations’ different starting
points and potential for renewables production.

Geography and climate impact each country’s potential for exploiting traditional
forms of renewable energy such as wind, solar and water. However, as
technologies continue to improve other forms of renewable power generation
(e.g., biomass boilers, air source and ground source heat pumps, biogas heat
and micro-generation), it will be interesting to investigate how countries, both
inside and outside the EU, propose to develop these new and more traditional
technologies to meet the renewable energy targets.

Survey

The results of our study reveal that more than three-quarters of the jurisdictions
surveyed have implemented some form of mandatory or advisory target for
renewable energies.

The UK, for example, has set itself the target of having 15 percent of energy
consumption derive from renewable sources by 2020. The Czech Republic and
the Netherlands (both 14 percent), China (15 percent), Italy (17 percent), Spain
(20.8 percent) and France (23 percent) have set comparable targets. Others, on
the other hand, have adopted much more modest targets for 2020, such as Abu
Dhabi, which is targeting 7 percent; Columbia, 6.5 percent and Russia, 4.5
percent.

Notably, Sweden had set a goal of having 50 percent of its total energy
consumption be derived from renewable energies by 2020. However, this target
was achieved in 2012, eight years ahead of schedule.

Germany appears to have set the most ambitious target with the aim of having
40-45 percent of its energy consumption be derived from renewable sources by
2025, even increasing it to 55-60 percent by 2035 and 80 percent by 2050. Most
notably, the German state of Hesse has set an even more ambitious goal of
having 100 percent of its energy consumption derive from renewable sources by
2050. Mexico has also shown an impressive level of ambition by adopting
mandatory targets for renewable energy of 25 percent by 2018, 30 percent by
2021 and 35 percent by 2024.

While most countries have set percentage-based targets, Australia has set an
absolute target to increase renewable energy consumption from 9,000 GWh
annually in 2009, to 33,850 GWh by 2020, about 20 percent of its electricity
production.

Other countries, including Brazil, Hong Kong and Singapore, have no targets or
regulations at a national level requiring energy consumption to come from
renewable sources.

In the case of Hong Kong and Singapore, geographical factors limit potential
exploitation of renewable opportunities. As such, the energy needs of these
countries are met predominantly by fossil fuels and natural gas imports.

Nonetheless, the absence of a target is by no means indicative of a country
lacking green initiatives. Brazil, for example, has no energy target, yet the
maijority of its power is derived from hydroelectric plants, a source of energy
generally accepted as being “green.” Moreover, one-third of its energy is
produced by thermoelectric plants. However, significantly for the purposes of our
heat map, there are no laws imposing an obligation to adopt renewable sources.
We have taken the view that countries with no targets for renewable energy
should be categorized toward the lower end of the “green” scale.

Our survey also reveals a split between countries adopting targets and policies
at a national level and those at a more localized level. While most of the
European countries surveyed have set national targets for 2020, the USA favors
state-based targets known as Renewable Portfolio Standards (RPS). These
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regulations require or encourage electricity producers within a given jurisdiction
to supply a specific minimum share of their electricity from renewable sources.
For example, the RPS requires California’s electricity suppliers to derive

33 percent of their retail sales from eligible renewable energy resources by
2020. To date, RPS policies have not been applied in a uniform manner and
exist in only around 30 US states. Similarly, Canada uses province-based RPSs
rather than national targets.

For the purposes of our heat map, we have assigned colors based not only on
the existence (and indeed ambitiousness) of a country’s target for renewables,
but also on the extent to which regulations will achieve the target.

Such policies include the introduction of feed-in tariffs for producers of energy
from renewable sources in Germany, Canada, the Czech Republic and the UK.
Other countries require certain buildings to satisfy a minimum level of their
energy demand from renewable sources, although such regulations generally
only apply to newly constructed or refurbished buildings. A number of the
countries surveyed, including Germany and Brazil, have implemented policies
regulating the energy use of state buildings in order to serve as an example for
private building owners. However, given the comparatively small proportion of
state buildings to private buildings, it is debatable how effective such policies will
be.

Furthermore, the results of our survey highlight the difficulty in evaluating the
relative “greenness” of a country based solely on its target (if any) for renewable
energy.

First, when comparing targets, it is often not possible to compare like with like.
As mentioned, certain countries have no energy targets, while in others, targets
are set at a state rather than national level.

Furthermore, in assessing a country’s green credentials, targets give no
indication of historic levels of energy consumption. While a 20 percent target
might appear ambitious, in reality this depends on the existing level of a
country’s renewable energy consumption. As such, in categorizing the
“greenness” of a country for our heat map, we have attempted to take into
account the existing level of renewable energy use.

Similarly, meeting an energy target is not necessarily indicative of a reduction in
energy consumption. Conceivably, a country could meet percentage targets
while at the same time increasing its consumption of non-renewables. This
would be the case where the consumption of non-renewables increases, albeit
at a slower rate than the consumption of renewable energies.

Finally, our survey reveals a range of policies being used to promote the use of
renewable energy in the building sector. In a number of countries, including the
UK, Sweden, Canada and the Czech Republic, feed-in tariffs and/or tax breaks
are available to incentivize the small-scale production of electricity from
renewable sources such as biomass boilers, wind and solar power.

In Belgium, building permit requests for new buildings over a specified floor area
(generally 1,000 m?) must be accompanied by a technical and economic
feasibility study concerning the use of high-efficiency alternative energy systems.
Similarly, in the Czech Republic, an energy assessment must be prepared to
determine the feasibility of using renewable energy systems when a building with
a consumption level of over 200 kW is constructed or undergoes major
reconstruction.
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Conclusion

In light of the above analytical difficulties, this summary of renewable energy
targets is intended to promote and evoke discussion on the issues rather than
present a definitive scientific analysis of the survey data. It highlights the need to
critically analyze environmental targets and shift focus on to the extent and
stringency of regulations implemented to boost the adoption of renewable
energies.

The conclusion is that setting targets might show a country’s recognition of the
importance of green issues and indicate its intention to improve its
environmental credentials. However, it is only by implementing appropriate
policies that such targets can be met.

Trends 2015 to 2016

Certain countries have made significant strides toward increasing their use of
renewable energies over the past 12 months.

Canada is the standout country this year in terms of progress. In April 2015,
Ontario became the first jurisdiction in North America to fully eliminate coal-fire
power generation, while approximately 90 percent of Quebec’s electricity needs
are now met by renewable hydroelectric power. When one also considers that
investments in clean power generation reached CAD10.7 billion in 2014, (an

88 percent increase from 2013), it is clear that Canada justifies its promotion to
Category 1 in our rankings.

The only other country to gain a promotion in this year’s Index is Mexico. This is
on the basis that the Mexican government recently approved the “Energy
Transition Law,” which sets a mandatory target of achieving 25 percent of power
generation from clean sources by 2018, 30 percent by 2021 and then 35 percent
by 2024. This represents a significant step for a country that previously had no
target for renewables.

France has also strengthened its commitment to renewables. In August 2015,
France adopted a new target to produce 40 percent of all electricity from
renewables by 2030. It is also aiming to have 32 percent of all final energy
consumption be derived from renewable sources by 2030.

Conversely, Australia is the only country to suffer a demotion. In the previous
12 months, Australia scaled back its renewable energy target for 2020 from
45,000 GWh per year to just 33,850 GWh. In a year that has seen countries
ratchet up the scale of their ambitions for renewables, we consider this a
noticeable retreat for a country that achieved a top ranking in last year’s Index.
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there, such as taxes on
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Germany (=) United Kingdom (=)
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Russia (NEW) Singapore (=) Spain (=) Taiwan (NEW) Ukraine (NEW)
United States (=)

Belgium (NEW) Canada (M) Colombia (NEW) Czech Republic (=) France (W)
: ! Italy (=) Netherlands (=) Sweden (NEW)

Chile (NEW) Hong Kong (=) Poland (NEW) United Arab Emirates (=)

Introduction

If national and local governments are to achieve the very ambitious

CO2 reduction targets that have been set - or they themselves have set - then it
is clear that policymakers must be prepared to become part of the solution even
if, in many cases, it will be more unpopular.

This means that we can expect to see green regulations proliferating over the
next few years as governments strive to find the right balance of carrot-(e.g., tax
relief and other incentives for green investment)-and-stick (e.g., taxes on energy
consumption) policies to suit their aims. For the real estate industry, this means
increasing regulation of both ownership as well as occupation and use of real
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estate. As buildings account for around 40 percent of the EU’s energy usage, it
seems that the real estate sector is likely to bear the brunt of new regulations.

In this section, we examine how policymakers in our chosen jurisdictions are
tackling the issue. We also try to analyze whether there is any cross-border
consensus on an effective regulatory framework.

Survey

The EU Emissions Trading Scheme (“EU ETS”) is 10 years old and has been
met with mixed results. Its relevance to real estate is its connection to large
installations with a net heat supply in excess of 20MW, which includes power
stations, refineries and large manufacturing plants within the EU. The EU ETS is
mandatory for member states, but similar schemes have not been successfully
replicated in any other jurisdictions within our survey and, therefore, the EU
jurisdictions are given credit for this in our survey.

Australia’s efforts to initiate a similar system have been hampered by frequent
government changes since 2007. Policies in the US and Canada, such as the
Regional Greenhouse Gas Initiative, have to date been local and state-based.
Nonetheless, changes in provincial and federal governments in Canada in 2015,
have promised significant enhancements, including: (i) an anticipated doubling of
the price of carbon emissions in Alberta; (ii) a promised new cap and trade for
carbon in Ontario from 2017, and (iii) further pledges from the new national
government in relation to carbon pricing and emissions reductions. It will be
interesting to keep an eye on whether these policy commitments are followed
through.

In the Czech Republic, up to 100 percent of the earnings from state auctions
under the EU ETS can be re-invested in green innovations (previously in 2014,
this figure was capped at 50 percent), subject, generally speaking, to a cap of
CZK12 billion per year).

Under the “Effort Sharing Decision” (ESD), all EU member states have assumed
binding annual targets to reduce emissions from outside of the EU ETS sectors,
such as large private- and public-sector organizations. Through its Carbon
Reduction Commitment Energy Efficiency Scheme (CRC), the UK has a
standout policy linked directly to the sectors targeted by the ESD, namely
shopping centers, office buildings, hospitals and universities. Not without its
detractors, it is essentially a carbon tax on energy consumption for the
businesses concerned.

Less complex “carbon taxes” on consumption are found in France, Spain and
Sweden. In Sweden, in particular, CO2 emissions are directly taxed. In
Germany, the “Renewable Energy Contribution” imposes a surcharge on the
consumption of energy from non-renewable sources to finance feed-in tariffs for
the generation of energy from renewable resources.

Broadly speaking, the majority of jurisdictions, including new entrants to the
Index such as Russia, have sought either to: (i) subsidize investments in green
or energy-saving technologies and equipment or (ii) allow the actual cost of
investments to be deductible against income or corporate taxes.

In the Netherlands, for example, subsidies of about 10 percent of the investment
are available under schemes that include investments in approved assets,
energy research and energy-related advice. In the UK, enhanced allowances
against taxable profits are made for capital investments in qualifying
expenditures, including energy-efficient boilers and air-conditioning. The
deductible amount varies considerably between jurisdictions as do the types of
allowable expenditures. For instance, in Italy, up to 65 percent was deductible
for costs incurred before 31 December 2015, but this was reduced to 36 percent
from 1 January 2016. In France, only 30 percent is deductible and only
improvements to residential premises qualify as allowable expenditures. Tax
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credits have also come and gone in certain US states while in other jurisdictions,
such as the UAE, no equivalent measures exist.

Certain tax breaks not directly correlated with the value of the green investments
are available in some jurisdictions. Within our survey, only France has
introduced a reduced VAT rate of 5.5 percent for qualifying renovation works in
residential property, and both Ukraine and Columbia treat qualifying energy
reduction equipment as VAT exempt. Conversely, Belgium has taken the
opposite approach and in 2015, annulated the reduced VAT rate of 6% on
energy supplied to households, consequentially raising the rate again to 6%.
This public budget measure might also serve as a hard stimulus for energy
efficiency improvements.

In some jurisdictions, the tax break is connected with locally collected business
rates. In Brazil, there are municipality-based tax reliefs for certain low-tech green
investments, while in Mexico, local property tax discounts are given for qualifying
investments. In Colombia, an income tax relief of up to 20 percent is made
available for qualifying investments, in addition to other tax breaks for
investments in renewable energy resources.

In an attempt to encourage financial institutions to finance green renovations in
the residential sector, the French government temporarily offered an income tax
credit for institutions providing private individuals with interest-free loans for
green renovations. However, in December 2015, this incentive was removed. In
its place, in August 2015, energy transition tax credits equal to 30 percent of the
cost of qualifying works were introduced for individuals. This tax credit is capped
at EUR8,000 per person. In addition, a new zero-interest eco-loan is being made
available to finance qualifying energy refurbishments.

Similarly, in Germany, a much-criticized state support comes from the state-
owned KfW Bank, which offers loans for increasing thermal insulation in
buildings, with interest as low as 1 percent. Mexico also has city-specific
programs for financing at preferential rates.

Other jurisdictions are demonstrating willingness to regulate for green taxes and
tax reliefs. In Singapore, action is being taken to establish a multi-agency task
force to examine possible strategies. At the moment, these are translating into a
broad range of incentives for energy data collection and energy management
plans rather than financial incentives. In Taiwan, there are nascent proposals for
taxes on energy consumption in buildings and tax reliefs for energy-efficient
renovations to private dwellings, but these are not yet in force.

These plans are more mature in other jurisdictions, such as: (i) Malaysia, where
there are regulations for the efficient management of high energy-use
installations and (ii) the Brussels region in Belgium, where all public and private
bodies with large real estate portfolios are encouraged to develop and
implement Plans for Local Action for the Use of Energy (“PLAGE”), which
promotes an “energy culture involving all employees, suppliers, clients” and is
coordinated by an appointed Energy Coordinator. It is proposed that this become
mandatory for the largest landowners in the near future.

Sweden’s approach has been to provide incentives for the production of
renewable energy by way of a tax deduction of EUR0.06 per KWh produced.
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Conclusion

Our survey results demonstrate that there is a wide variety of solutions
employed by the jurisdictions in our cohort. The general trend is toward the use
of “carrot” tax reliefs and low-interest loans for green investment, although there
are examples of the clear use of “sticks” in the form of carbon taxes such as the
UK CRC. Spain and a number of the new entrants to the Index this year,
including Colombia, Ukraine and Sweden, have joined the club of countries to
have implemented some tax-oriented measures. There are also some less
surprising results, with the UAE showing no taxes on energy consumption at all.
Once again, the US scores less well due to the difficulties in the introduction of
federal legislation. Similarly, other jurisdictions, such as Australia, have tried and
failed to introduce market-driven emissions trading schemes, the like of which
form the cornerstone of EU policies.

In our heat map, we have therefore given credit for: (i) the breadth and variety of
regulations in jurisdictions such as France and Germany, and (ii) the innovation
in the UK with its CRC. We have given little or no credit to those jurisdictions
where there is little or no regulation (i.e., UAE, Poland, Chile and Hong Kong),
although we have looked favorably upon those that are bringing appropriate
measures onto the legislative agenda, such as Singapore, Malaysia and Taiwan.

Those in the mid-green category are largely there by virtue of their mandatory
participation in the EU ETS but also for showing some individual innovation.

Those in the light-green category generally have some small-scale or local- or
state-based regulation but nothing of significant national application or
innovation.

The trend is likely to be toward more regulation and, as nations review the
success of tax breaks and subsidies in producing results in cutting emissions,
we are likely to see a trend toward more “stick” regulation in the form of carbon
taxes as time runs short.

Trends 2015 to 2016

The only country to merit a category upgrade in this edition of the Index is
Canada. It is notable that a change of government elected on a green mandate
is the stimulus for significant change. This brings about encouragement that this
may signify a shift in the attitude of the electorate toward sustainability and
carbon emissions in particular.

We anticipate that sustainability issues, particularly in view of the COP21
outcomes, will feature more prominently in manifesto commitments in future
elections, and this, as we have seen in Canada, can be a significant driver for
change.

On the other hand, France has suffered a downgrade in category for this
criterion on the basis that it has: (i) removed the solar energy improvements tax
relief and (ii) replaced the income tax credit for institutions providing interest-free
loans for green renovations with a capped personal tax relief for energy
improvements.

A number of new entrants to the Index this year, such as Malaysia and Belgium,
have taken the approach of regulating for more efficient building management,
with some apparent good degree of success.

Others within the new cohort of jurisdictions have not, however, reported
significant development in this area and, consequently, have been placed in the
lowest two categories.
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Introduction

Financing for real estate energy-efficiency projects and investments have
historically been hampered by a number of structural constraints.

Typically, occupiers on short-term leases are not incentivized to initiate energy-
efficiency projects where the payback period is longer than a typical lease term
of three to five years. When combined with the traditionally high upfront capital
costs, legal and planning fees and business disruption, it is perhaps not
surprising that the appetite for these projects generally remains at the smaller
end of the scale (e.g., energy-efficient lighting and waste-recycling schemes).
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Larger scale measures with long-term payback periods (and potentially greater
efficiencies), such as ground source heat pumps, will adversely affect balance
sheets, and this might discourage corporate decision makers from taking the
plunge. In addition, the traditionally high cost of asset financing for energy-
efficiency projects and the effect of the global financial crisis of 2008, have
meant that corporations have been unwilling to load up with additional debt for
energy-efficiency investments.

In this section, we take a look at what financing initiatives are available around
the world for green projects, and we assess how our chosen jurisdictions
measure up in this important and growing sector.

Survey

The approach taken by our cohort of jurisdictions ranges from unrestrained
state-backed loans for green financing through public-owned banks that operate
like commercial banks to state-backed support for commercial bank initiatives
and onwards through commercial banks’ own initiatives to local grants and
private finance initiatives.

State-level green financing initiatives are now well-established within the US,
Europe and Australia, although the depth of those commitments and their
popularity remains widely divergent.

Common to several jurisdictions are state-owned and state-managed funds for
investment in energy-efficient projects ranging from major infrastructure
development and new building construction, and through renovation projects to
retro-fitting at a small scale.

For example, unconstrained by European style state-aid concerns, the US
Department of Energy’s Office of Energy Efficiency and Renewable Energy
offers businesses, industry and universities financial assistance for the
development of renewable energy and energy-efficiency technologies.

At the US state level, initial capital funds, known as Energy Revolving Loan
Funds (RLFs), are used to attract private partners to invest in long-term, low-
interest financing for projects that include retrofitting both commercial and
residential buildings. As of July 2013, these had funded 79 energy loan
programs across 44 states, representing a total of US2 billion in available
financing.

In Colombia, the Territorial Development Financial Entity (FINDETER) combines
state and international aid from the Inter-American Development Bank (and
other international organizations) for sustainable infrastructure investment
projects. In addition, a bill is being proposed, which would facilitate public
financing for sustainable homes acquisition and refurbishment.

In Italy, EUR80 million of state funding is available for SMEs investing in energy-
efficiency projects, and an additional EUR120 million is now available for
enterprises of all sizes investing in energy-efficient projects in the south of the
country.

Likewise in Australia, state funding is available via the Clean Energy Finance
Corporation (CEFC), which is funded with AUD10 billion to invest over five years
in two separate streams - first, a renewable energy stream and second, an
energy efficiency stream. In 2013, the CEFC provided AUD100 million in finance
for commercial property upgrades that reduced buildings’ energy consumption.
An additional AUD125 million was invested by the CEFC in 2014-2015, into a
“Sustainable Office Trust” fund, targeting older office stock to upgrade energy
performance in order to revitalize and reposition them in the market. The future
of the CEFC now looks to be more stable under the new liberal government.
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Building on these well-established examples, the UK and German governments
have established the world’s first state-controlled green banks. In Germany, the
KfW Forderbank grants low-interest loans to companies and individuals
operating in: (i) renewable energy projects, with loans up to EUR25 million and
(ii) energy-efficient construction and renovation, with smaller loans of up to
EURY75,000 only.

The UK Green Investment Bank was established in 2012, with an initial taxpayer
funding of GBP3.8 billion for investment, on a commercial basis, in partnership
with the private sector. 80 percent of its capital must be invested in certain
priority sectors, including offshore wind farms and energy from waste. As of last
year, the bank had invested in a total of 27 projects, committing GBP1.3 billion of
its own funds and attracting an additional GBP3 of private investment for every
GBP1 of its own money. Although the bank is starting to look to finance smaller
deals down to around GBP500,000, such as for biomass boilers, it has generally
been focused on larger deals worth at least GBP30 million. In June 2015, the UK
government announced plans to sell up to 70 percent of its stake in the UK
Green Investment Bank to the private sector, leading to concerns about potential
relaxation of the sustainable lending criteria.

France is following suit with its recently established Banque Publique
d’'Investissement, which is permitted, notably, to finance renovation of existing
official buildings.

The Netherlands’ “Scheme for Green Projects” is a state-sponsored scheme,
whereby commercial banks are encouraged to offer credit at lower interest rates
to investors who plan to invest in green real estate projects in return for
additional tax benefits for “green” savers and investors. The scope of available
loans is directly related to the energy savings that are anticipated with up to
EUR100,000 available for the most efficient renovations in residential property
and EURG600 per square meter of floor area for non-residential buildings.

In Ukraine, numerous statewide and local loan programs are available for
investing in energy-efficient facilities, together with support from the International
Finance Corporation to create effective legal and institutional opportunities for
obtaining financing for the energy-efficient modernization of multi-apartment
buildings through the grant of preferential loans.

There are isolated examples of commercial banks focusing on sustainable
technologies such as Deutsche Bank in Germany, which invested USD1.2 billion
in renewable energy projects in 2013, and Spanish Bank Triodos, which focuses
solely on investment in green financing for sustainable real estate projects and a
closed-end real estate fund for sustainably built and managed buildings.

Increasingly, we are seeing commercial banks offering so-called “green” or
“sustainable” loans for individuals and SMEs. For example, in Belgium, almost
all of the commercial banks recognize that the combination of tax advantages
and debtor stability enables them to offer below general market interest rates on
loans for planned real estate works encompassing energy-saving measures.

Private financing initiatives in the UK, such as The Carbon Trust and Siemens
Energy Efficiency Financing Scheme, make loans as small as GBP1,000
available from a fund of GBP550 million to SMEs for low-carbon equipment. On
the other hand, local initiatives, such as the UK’s RE:FIT program, seek to
promote models for aggregating portfolios to mitigate risks in third-party
financing for public bodies. Similar private financing initiatives exist in the US,
with the Enterprise Green Communities project, and in France, through energy
suppliers such as the EDF.

Finally, at the smallest scale, “crowd funding” platforms, such as the German
Environmental Foundation, are becoming established in Germany for investment
in sustainability projects.
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Conclusion

The scale of the ambition of jurisdictions, including Germany, the UK and the
Netherlands, is impressive, with billions of euros being allocated specifically for
green investments on interest terms that commercial banks have historically
been unwilling to offer. As we have seen, access to these funds tends to be for
very large-scale renewable energy projects or very small-scale residential
retrofits. As a result, there is some sort of a financing gap for the commercial
office market, which is where the payback tension is perhaps most keenly felt.

Increasingly, commercial banks are looking to follow the examples of Deutsche
Bank and Triodos Bank, as the success of these enterprises becomes more
established with the improvement of the economic climate.

Meanwhile, we have given most credit to jurisdictions showing the best
combination of both public and private financing initiatives. Jurisdictions
demonstrating one but not the other are mid-green and those with very small-
scale projects or projects that are under threat are marked down.

Only if the jurisdiction supports no such project does it not qualify for any green
coding.

Trends 2015 to 2016

While it looks for the time being as though the future of the Australian Clean
Energy Finance Corporation is brighter, there has been little change reported in
the availability of new money or new schemes in Australia or in many of the
other 2015 cohort of jurisdictions.

Indeed, concerns about the future direction and sustainable lending credentials
of the UK Green Investment Bank remain until the sale of 70 percent of the UK
government’s stake is completed and any fall-out assessed.

Only in ltaly has there been an enhancement in the scope and quantum of state
funding for energy-efficient real estate projects and for this reason, Italy is the
only country to be rewarded with a category upgrade.

A number of new entrants to the Index this year, such as Belgium, have
demonstrated that the commercial banking sector is waking up to the benefits
that sustainable retrofitting and developing can bring in terms of longer term loan
security. This is being reflected in the increased availability of loans to
individuals and SMEs at competitive interest rates.

Unfortunately, however, many of the new cohort of jurisdictions have not
reported any significant traction in this area and have consequently been placed
in the lowest two categories.
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Planning

Is the national or
local/state government
able to mandate “green”
initiatives via the
planning/zoning regime?

Brazil (4) Germany (=) Singapore (=) Taiwan (NEW)
United Kingdom (=)

Canada (=) Colombia (NEW) Czech Republic (=) Hong Kong (=) Russia (NEW)
Spain (=)

Australia (=) Belgium (NEW) China (=) France (=) Netherlands (=)
Poland (NEW) Ukraine (NEW) United States (=)

Chile (NEW) Malaysia (NEW) Mexico (=) United Arab Emirates (=)
Sweden (NEW)

Introduction

In case investors and developers are not adequately motivated by the economic,
environmental and social benefits attained by sustainable refurbishment/retrofit
and development, public authorities are increasingly turning to planning or
zoning-control functions to exercise a carrot-and-stick approach to incorporate
energy efficiency and sustainability measures within retrofit and development
proposals.

Europe’s Energy Performance of Buildings Directive is insisting on nearly zero-
energy buildings by 2020. If this is to be achieved, we can expect an
intensification of green regulation in this area over the next few years.
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As global climate change accelerates, we are likely to experience more of the
extreme weather events that have affected nearly all nations around the world in
the last few years. Increased flood frequency and severity, coastal erosion,
drought and crop failure are all functions of our increasingly erratic global
climate. Policymakers must consider how to tackle this at the macro-level by
taking a strategic view of the sustainability of large-scale infrastructure projects
and effective regional strategies, as well as looking to encourage sustainable
development at the local and individual levels.

In this section, we examine how and to what extent national and local
government planning/zoning policies are shaping the control and regulation of
development in the built environment toward a more sustainable future.

Survey

The surprising element of our research is the extent to which some of the
jurisdictions in our survey group have used the planning system to incentivize
sustainable development rather than simply mandate an incorporation of
sustainable design and construction.

In Canada, for example, meeting the City of Toronto’s Green Standard
performance measures can qualify a proposed development for additional
financial incentives, while in Hong Kong, state-funded concessions are available
for incorporating certain green features, such as communal podium gardens, into
new building designs with BEAM Plus certification. Such features would not
count against the development’s permitted gross floor allocation, which means
that the usual size limitations can be side-stepped (capped at 10 percent).

In Taiwan, some local government subsidies are available for large renovation
projects incorporating biological engineering methods and green community
renovation.

In the UK, additional funds are available to Local Enterprise Partnerships
producing local strategies and projects with proven carbon emission reductions.
In Germany, the Federal Building Code permits exemptions from standard
planning policy for projects that include green amendments, such as additional
facilities for generating energy from solar sources, thus making permissible
projects that would otherwise not receive a construction permit.

However, the majority of our surveyed jurisdictions rely on the development of a
combination of state, regional and local policy requirements to regulate
sustainable development.

Certain jurisdictions have placed sustainability at the very heart of national
planning policy. In Brazil, Federal Decree 4,297/02 established national
standards for protecting water and soil resources, biodiversity and quality of life.
In the Czech Republic, Construction Code 2006 pushes sustainability to a
central role in planning decisions. In Poland, the principles of sustainable
development have long been central to spatial planning policies at national,
municipal and local levels.

In Taiwan, the “Green Building Promotion Programme” obliges planning
authorities to stipulate regulations that require green building evaluation and
make sustainability a material consideration in assessing planning application. In
Ukraine, state-level construction standards require new construction to
incorporate district energy systems with the maximum possible use of alternative
energy sources.

In France, cities and regions of over 50,000 inhabitants are encouraged to
establish strategies for climate and energy control. To this end, all local planning
policies must promote improvement in buildings’ energy performance.

At the granular level, different jurisdictions have chosen different methods to
implement sustainability policies.
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For example, Italian national planning law mandates the use of renewable
energy resources for heating, air-conditioning and hot water generation,
requiring 35-50 percent of energy to come from renewable resources for
applications submitted before 31 December 2016, and a minimum of 50 percent
for applications submitted afterward. On top of these percentages is an
additional 10 percent for buildings owned by public entities. In contrast, a similar
local German state law was abolished five years ago due to the additional cost
burden it entailed.

In the UK, since April 2014, a national building regulation requires all new homes
to be 6 percent more energy-efficient and new commercial buildings to be
9 percent more efficient.

In many jurisdictions, national policy is enhanced at the local level with state and
city planning authorities afforded powers to “top-up” national targets. In Italy,
regional authorities must consider the feasibility of district heating facilities.

In Brazil, the state of Rio de Janeiro requires all office buildings over

50 square meters and residential buildings for more than 50 families to be
constructed with rainwater collectors and additional rules apply for solid waste
recycling. Similar new legislation introduced in 2015, in the Sao Paulo region
requires new buildings and certain retrofitting to include an evaluation of draining
capacity, vegetation coverage and other socio-environmental aspects.

In France, any major city has the power to develop green policies to improve
energy performance and promote renewable energy use.

In Belgium, progress is being made to make structural changes to the planning
frameworks, which currently operate at regional level. In the region of Brussels,
smart city-planning has developed strategies requiring affordable energy-
efficient housing, examining public transport capabilities and enhancing quality
of life through neighborhood redevelopment, extending beyond legal minimum
requirements.

In Germany, communities can enact laws to require all houses in a certain area
to use the local heating systems. In the state of Baden-Wurttemberg, in
particular, any modernization of the heating system of a building must
incorporate at least 15 percent of heating energy to come from renewable
sources.

In the Netherlands, local planning authorities have since 2012 been empowered
to impose additional sustainability requirements on development proposals.

In the US, the only planning control initiatives for sustainable buildings have
been through state and local governments. For example, a regulation imposed
by the New York City Department of Planning introduced zoning regulations to
facilitate the construction and retrofitting of green buildings. Chicago’s Climate
Action Plan, meanwhile, incorporates energy-efficient building design into its
core strategies.

Other jurisdictions have actively sought to facilitate sustainable building design

to act as a development example, notably in the UK through Business
Improvement Districts. In Singapore, four strategic growth areas require the
highest levels of green rating, and special test-bed areas have been identified for
innovation of green solutions. These areas provide economies of scale
necessary to drive down the cost of energy-efficient projects. Also in Singapore
and the UK, research innovations, such as CleanTech Park in Singapore and the
Smart City initiative in the UK, are providing a cutting edge for innovation in
planning efficient routes for transport of goods and people, effective public health
services and real-time data access on building performance.

Among the new entrants to the Index, Colombia has introduced a legislation that
will, from July 2016, mandate sustainable construction standards, which will be
materialized, among others, into the Territorial Arrangement Planning of the
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different municipalities. Russia, for its part, has begun to incorporate sustainable
planning objectives within its environmental planning protection requirements.
Others, however, including Chile, Sweden and Malaysia, are not reporting any
significant development in this regard.

Conclusion

“Smarter city” development is being led by a number of countries, including
Germany, the UK and the United States. Growth opportunities to be harnessed
by the development of smart cities are estimated to be worth more than
USD400 million globally by 2020.

Meanwhile, our research shows the wide variety of tools at the disposal of
national governments to regulate through central planning as well as to allow
local authorities a large degree of autonomy. We have given credit for actually
establishing targets for renewable energy consumption and for making use of
renewable incentives to complement the regulation “stick.”

Trends 2015 to 2016

Several of the new entrants to the Index this year have demonstrated that
sustainable building considerations are at the heart of national and/or local
planning strategies, although overall, there is no step change in how the
planning system is being used to mandate energy efficiencies in new builds or
retrofitting.

Our sense is that while governments have, for a long time now, been using the
planning system to require developers to take responsibility for their
environmental impacts, this has largely been directed toward environmental
contamination and public health rather than sustainable development and
emissions reduction.

Climate change in worst-hit countries, like Taiwan, is driving thought-leadership
and forcing the legislature to become more prescriptive. There is huge scope for
the planning system to be used as a more effective tool to drive minimum
environmentally responsible behavior, and we expect this trend to become
established over the next few years.

The only country that we thought merited a step up in category this year is Brazil
for its new legislation for development in the Sao Paulo region.
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Green Leases

Are green leases or
green-lease provisions
mandatory or optional? If
mandatory, to whom do
they apply? If optional, is
there significant take up?

Australia (=) Canada (=) Singapore (=) United Kingdom (=)

Brazil (=) Hong Kong (=) Malaysia (NEW) Mexico (=) Poland (NEW)
Spain (=) Sweden (NEW) Ukraine (NEW)

Belgium (NEW) Czech Republic (=) France (=) Germany (=) Netherlands (=)
2 United States (=)

Chile (NEW) China (=) Colombia (NEW) Russia (NEW)
Taiwan (NEW) United Arab Emirates (=)

Introduction

A “green” lease is a lease that requires, or otherwise encourages, certain
behaviors and commitments from both the landlord and the tenant with the
overall aim of improving the energy efficiency and/or reducing the environmental
impact of the building.

Whether or not these provisions are contractually enforceable or merely
aspirational depends on the nature and wording of the document. The leases
range on a scale of “shades of green,” with “dark green” implying a more
environmentally sustainable set of obligations than a “light green” lease.
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As green leases are not yet the market norm in many jurisdictions, there is a lack
of understanding of the environmental, social and economic benefits that they
can entail, particularly when coupled with a corporate focus on sustainability as a
key business driver.

With increasing regulation an inevitability following Paris COP21, it will be
interesting to see how this filters down into legal requirements for green leases
or market-driven green lease cooperation in order to help achieve compliance
with emissions reductions.

Part 2 of this Index focuses on appraising the types of green lease provisions
commonly found in our selected jurisdictions and aims to draw out certain
themes and best practices from the data. But before turning our attention to that,
the following analysis aims to establish whether some jurisdictions are more
“ahead of the curve” than others when it comes to the use of green leases.

Survey

The one that’s constantly running through our survey results is that the use of
“green leases” and/or “green clauses” within leases is not yet mandatory within
any of the jurisdictions. However, countries are at a variety of different stages on
the development curve and the color coding on the heat map reflects our
subjective judgment of these.

The closest to any form of legal requirement relating to green leases continues
to be in France, where it has been compulsory since 2013, to attach to any
commercial lease of premises for office and retail use in excess of 2,000 square
meter an Environmental Annex that requires landlords and tenants to exchange
energy- and waste-related information. In Germany, the law requires residential
tenants to permit the landlord to carry out certain defined energy-saving retrofit
improvements without any commensurate rent reduction within the first three
months following commencement of the construction works.

Aside from these isolated examples, there are no mandatory provisions to
include green clauses within our jurisdictions. Nonetheless, progress is being
made. In some cases, it is being led by the public sector in order to “set an
example.” One jurisdiction where this seems to be working is Australia, where
the national government has published a Green Lease Schedule as a template
for leases involving Australian government agencies or bodies. In the
Netherlands, government authorities since 2013, have adopted the role of
“launching customers” to demonstrate the government’s commitment to foster
the use of green lease provisions.

In other jurisdictions, momentum is being generated by key industry players
keen to demonstrate green credentials. Larger landlord companies, with an eye
for longer-term investment value and compliance with green certification
requirements, are insisting on including green provisions in their portfolio leases.
Larger occupiers, on the other hand, are keen to demonstrate compliance
through their corporate social responsibility stance and a more accurate
sustainability data reporting. In Canada, larger commercial landlords are
promoting lease policies that reduce the environmental impact of the building,
while larger occupiers are requesting to receive annual compliance reports from
landlords.

Similar trends are occurring in Belgium, the Czech Republic, Mexico, France,
Germany, Poland, Sweden Malaysia, the UK and Ukraine, where tenant’s
acceptance of mandatory lease provisions is becoming more commonplace.
Clauses range from “mid-green” provisions that require information sharing with
a view to cutting energy consumption to “lighter green,” non-binding statements
of intent to meet joint aspirations on consumption and reporting. In the Czech
Republic in particular, we have seen a rise last year in the use of discrete
“green” lease provisions being annexed to the main lease.
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Common to those jurisdictions is the development of model lease clauses. In a
few cases, these clauses are promoted by national or regional governments. In
Singapore, for example, the Building and Construction Authority has produced a
toolkit of recommended and additional minimum standards. Although not
mandatory, there has been a significant uptake of these provisions by landlords
of many major shopping malls. Also, in the US, both the federal government (i.e.,
the General Services Administration) and city authorities (such as the New York
City Mayor’s Office of Long-Term Planning and Sustainability) have produced
model green lease language. In the case of New York, a specific Energy Aligned
Clause for sharing costs and benefits of energy retrofits solves the split incentive
problem in the commercial lease, which is most common in New York.

In all other cases, the development of model provisions has been led by
industry-associated groups such as the Green Building Councils in Hong Kong
and the Czech Republic, the Real Property Association of Canada, the Platform
on Sustainable Housing in the Netherlands, the Association of Real Estate
Owners in Sweden, the Better Buildings Partnership in the UK and the California
Sustainability Alliance in the US. In October 2015, the German Private Institute
for Sustainable Building, a private stakeholder group, developed and published
its own recommendations and sample clauses for green leases in Germany.

Some of the largest landlords and occupiers were involved in developing these
model clauses. However, this has not yet translated into widespread adoption of
the clauses and, where successful, they tend toward the “lighter green” end of
the spectrum.

In the cases of Singapore and the UK, model lease provisions have been
developed alongside non-binding memoranda of understanding. The advantage
of the memoranda is that they can be more palatable to tenants who dislike the
binding nature of clauses in leases. Memoranda of understanding have had
some effect in the UK, where they have even been used to retrofit existing
leases across a portfolio instead of dealing separately with leases negotiated at
different times and between different parties.

In the UK, recent legislation concerning the minimum energy performance of
commercial real estate is likely to drive a significant private sector response to
lease provisions in order to ensure that landlords can remain compliant with the
legislation and continue to be able to lawfully lease their real estate.

In other countries, such as the UAE and new entrants - Chile, Colombia, Russia
and Taiwan, there has yet to be industry consensus on green lease provisions or
government policy to drive change, and it will be interesting to see in particular
whether Paris COP21 is the catalyst for change in these jurisdictions as well. In
Russia, the use of green lease provisions is limited on the whole to specific
“Green Standard” exemplar projects, although investor concern is also beginning
to create demand.

In Italy, while there is a recognition of the potential benefits of green lease
provisions, the “split incentive” issue continues to be a major hurdle to the
incorporation of green provisions in leases.

Conclusion

There is a sense that costs perceived to be associated with green leases are not
always apportioned appropriately between landlords and tenants. Given the
tension between lease term lengths and payback periods, this is often known as
the “split incentive” problem.

At present, the resolution of this problem is market-led rather than regulated,
although we predict that Paris COP21 will have a significant bearing on this
issue over the next few years, with national governments needing to find ways to
break the “split incentive” stalemate in order to reduce the real estate sector’s
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contribution to CO2 emissions.

There are a few government initiatives, but in the majority of cases, it has been
the industry umbrella organizations and larger landowners that have developed
best-practice provisions even if uptake remains low.

On our heat map, we have given credit for the breadth of adoption of green
provisions, especially where this has included both public and private sectors, as
well as for the development of best-practice materials.

Just because green lease provisions are not mandated, their importance to the
value of the underlying investment and the corporate values of the parties
involved should not be underestimated. As sustainability continues its rise up the
corporate agenda, we can expect to see more green lease provisions in use as
occupiers become more accepting of, or even begin to demand, their inclusion.

Trends 2015 to 2016

Overall, the picture remains largely unchanged from 2015, and the new entrants
to the Index have not been able to demonstrate any industry-leading examples
either by way of policy drivers or by way of private sector leadership.

We considered whether Germany merited an upwards change in category
reflecting the recent private sector-wide initiative to develop a standardized set
of green lease templates, but we will first wait to see whether there is any
significant market take-off before confirming this change in future editions.

We have already seen evidence of increasing green lease interest in the UK as
a result of the 2015 legislation restricting the leasing of the least energy-efficient
buildings beginning 2018. The onus is on the landlord to carry out energy-
efficient modifications so the focus is on ensuring adequate rights of entry and
modifications to tenant behavior to ensure that minimum energy-efficiency
standards are maintained. We expect this trend to continue over the next couple
of years.
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A green lease encourages or requires certain behaviors and commitments
from both the landlord and the tenant to improve energy efficiency and/or
reduce the environmental impact of a building. This requires collaboration.

As discussed earlier, green lease provisions are rarely mandatory, but are
becoming more common in several jurisdictions.

In some green leases, the environmental goals and obligations are set out in
the lease agreement. In other jurisdictions, such as Australia, it is not
uncommon for parties to agree on an environmental management plan that
is outside the lease proper with its own grievance procedure.

In the Netherlands, tenant-landlord agreements on sustainability issues can
be included in a letter of intent (LOI) attached to the lease. The use of an
LOl is suitable if the landlord and the tenant want to make agreements on
sustainability issues without mandatory provisions. Some jurisdictions,
including the United Kingdom, use a Memorandum of Understanding (MOU).

Setting out green lease clauses in a lease agreement, whether as part of the
main contract or as a rider or schedule, makes the clauses more mandatory.
In several instances, there might be clauses that deal with matters discussed
in the following pages.

Perceived costs associated with green leases are not always appropriately
apportioned between landlords and tenants.

Most commercial leases are either gross leases or net leases. In a gross
lease, the landlord pays operating expenses and charges tenants based on
the size of the leased area. This does not encourage tenants to be
conscious of their utility consumption. On the other hand, in a net lease
where utilities are charged to tenants based on consumption, landlords are
not encouraged to spend on green projects, as it is the tenants who will
enjoy the decreased costs. In such a case, the landlord would try to pass the
costs of green projects to the tenants. The tenants, however, might be wary
of paying the costs because the project might underperform, causing the
projected benefits to not be completely realized.

In many jurisdictions, landlords have to consult with the tenant before
introducing green initiatives, and the tenant will have to agree to pay
additional fees. The ideal situation is that the tenant’s occupancy costs
decrease because the additional fees will be lower than the decrease in
utility bills.

If the fee paid by tenants is fixed and based on the expected return from the
green initiative, tenants might be protected by any of the following
mechanism:

1. Aninclusion of a yearly cap on fees
2. A spread out of the fees over the life of the green project

3. Arequirement for the landlord to shoulder 50 percent of any excess
utility costs if the expected savings from the green initiative are not
realized

One solution is a variable fee based on the realized energy-savings. In this
scheme, both the landlord’s and the tenant’s interests in the success of the
green initiative are high and would encourage them to use and operate the
property sustainably. The tenant is assured that his occupancy costs will not
rise if energy cost savings are disappointing. It is, however, essential that the
agreements be concrete, measurable and can be monitored.
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Another option is for the parties to agree on a rent discount should the
tenant be able to reduce its utility consumption because of the
implementation of green initiatives.

New York has developed model lease language that solves this issue for
gross commercial leases. Under the Energy Aligned Clause, the landlord is
able to recover the costs of the green project based on predicted savings. To
protect the tenant from underperforming projects, a “performance buffer”
caps the landlord’s cost recovery to 80 percent of the predicted annual
savings. The payback period is extended by 25 percent so the landlord will
be paid back in full.

In several jurisdictions, landlords might also take advantage of several
incentives for sustainability projects. In some New South Wales local
government areas using Environmental Upgrade Agreements, building
owners can access financing to undertake environmental upgrades. The
loan is repaid to the financier via council rates. Belgium has a range of
financial support mechanisms including subsidies, interest-free loans and tax
reductions for works, renovations or construction projects that will improve
the sustainability of buildings. The same is true for Canada and Singapore,
which have a number of grants and financial incentives for building efficiency
upgrade projects. On the other hand, the Netherlands has its Green Deal
program, which does not provide grants but offer seed capital, loans or tax
breaks to green projects.

Metering/data collection and reporting are common provisions in green
leases. Having usage information makes tenants more conscious of utility
costs and usage patterns. Metering also provides data to check whether
performance targets are met. An additional advantage is that leakages or
short-circuits can be easily identified. Thus, it is essential in verifying
whether a sustainability investment is viable.

For this reason, some jurisdictions, like San Francisco, require landlords to
regularly report utility usage. In Australia, tenant utilities are required to be
metered separately. It is also standard in Germany for tenants’ heating,
water and energy consumption to be metered, recorded and settled as part
of the annual service charge reconciliation each calendar year. According to
the German Heating Costs Ordinance, appropriate meters must be installed,
unless this is not possible due to the age of a building.

In Ukraine, utility payments (i.e., electricity, water, heating, sewage, etc.) are
usually paid by the tenant based on the meters installed in the leased
premises. The obligation to install separate utilities meters is usually
imposed on a tenant and is carried out at the tenant’s expense. Most lease
agreements for office or trade center premises require the disclosure of
information on utility consumption. Usually, a lease agreement gives a
tenant the right to inspect invoices and receipts relating to the utility
payments received by the landlord from any relevant utilities supplier.
Information obtained during such inspection is confidential.

Singapore’s Building & Construction Authority (BCA) provides a “services
calculator,” which is a simple spreadsheet-based calculator, to help tenants
calculate electricity consumption in the design. The landlord is required to
install metering to monitor building energy usage such as lighting, receptacle
(plug) loads and ACMV systems. The landlord is also required to provide
private metering to the tenant and weekly/monthly monitoring of major base
building water uses such as cooling towers, common toilets and irrigation.
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In Italy, where the market standard is for tenants to execute supply contracts
directly with utility providers, some regional governments, such as
Lombardy’s, have begun requiring condominiums that provide heating to
adopt a metering system that measures heat consumed by occupants of
each unit.

Some certification standards require these reports as well. One of Australia’s
green rating tools, NABERS ENERGY, specifies rules for collecting and
using data, which include a minimum frequency for meter reading.

The United Kingdom'’s Better Buildings Partnership (“UK BBP”) suggests the
use of advanced metering technology that can automatically send data on a
half-hourly basis to both landlords and tenants.

In several model green lease clauses, landlords and tenants are required to
share all data and relevant information on utility consumption.

Here are more clauses that might be considered in relation to metering, data
collection and reporting:

1.

Green leases may specify areas where the building needs to be
monitored (per tenant, floor, cooling installation, lift, pantry, etc.).

Arrangements may be made to properly measure, register and
periodically exchange relevant utility consumption and waste
production data. In case of several tenants, sub-meters may be
required. Digital or smart meters are preferred as these enable short
interval data analysis and might show patterns in energy use.

Landlords should be entitled, with prior notice to tenant, to read
meters in the leased premises.

For leases where the tenants install their own meters, tenants may
be required to share their metering data with the landlord.

Green leases should specify when reports should be prepared and
who will draft them. In many instances, the building
administrator/manager performs this task.

Parties may also agree that within six weeks after the end of each
calendar year, the landlord will give the tenant an overview of the
building’s total energy consumption during the past year. In case of
a multi-tenant building, the landlord may compare the tenant’s
energy consumption with that in other comparable units in the
building. Regular landlord-tenant consultations may be held to
discuss possible complaints, ways for the tenant to cut energy
consumption and the landlord’s possible procurement of durable
goods. The purpose of the consultations is to improve the eco-
friendliness and sustainability of the premises. During these
discussions, the parties may inspect the premise’s electric and
technical installations and equipment.

(c) Charging utilities according to consumption

In leases, a landlord may charge utility costs either on a per area basis or by
consumption. Green leases typically require tenants to pay utility costs
based on actual consumption. In this instance, tenants may be able to
decrease utility costs by using cost-efficient systems and processes.

This is also a natural consequence of having sub-meters for every tenant
and regular collection and sharing of information from the meters.
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It is also important to note that in several jurisdictions, such as Germany, the
Czech Republic and Mexico, there are instances where tenants directly
enter agreements with utility providers. In this arrangement, utility providers
would deal with tenants and have access to meters for billing. This option
sometimes suits all parties better, as a third party will be neutral in case of
any landlord-tenant dispute.

In instances where utilities are charged on a per area basis, the landlord
might require the tenant to avoid the unnecessary use of resources.

(d) Building use and occupation

In several jurisdictions, green leases require tenants to use, occupy and
maintain the building in a manner consistent with agreed sustainability goals
and targets.

This may also be included in the internal rules of condominiums or buildings.

In instances where green certification is agreed upon by the parties, both
landlords and tenants are obligated to use, occupy and maintain the
premises in order to meet the certification requirements and/or maintain the
said certification.

It is also recommended that tenants agree to ensure that their employees
observe sustainability.

In Singapore, the BCA Toolkits propose that the landlord and tenant commit
to managing, operating and occupying the building and premises to promote
environmental sustainability through energy-efficiency improvements,
positive behavioral changes and healthy practices.

(e) Building operation, management and maintenance

Most of the time, a landlord contracts third parties to help with the operation,
management and maintenance of the structure. For instance, cleaning or
janitorial services are most commonly outsourced. Whether or not the
landlord is in charge of operating and/or managing the building, the person
in charge must comply with the sustainability standards specified by either
the internal guidelines or the certification requirements given by any
certifying institution.

In some green lease models, cleaning contractors are required to comply
with the green strategies of the landlord and the tenants. This may include
the following:

1. Use of earth-friendly or non-toxic (natural solvent-free and
hydrocarbon-free) cleaning products and equipment

2. Use of green products for public health measures (e.g., pest control)

3. Scheduling cleaning times to minimize the use of lighting and other
resources while ensuring minimal disruption to the business and
operations of the tenant

4. Enforcing non-smoking rules

5. Prohibiting the use of paints or other material harmful to the
environment

6. Using water appropriately for landscaping or cleaning

7. Providing training to cleaners
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8. Choosing environmental-friendly options when there is more than
one possible cleaning method

9. Requiring each cleaning contractor employee to comply with the
green strategies

These clauses may also be made to apply to tenants’ cleaning contractors if
they are allowed to clean their own premises.

In Germany, if tenants are obliged to comply with green strategies, such as
to use only earth-friendly products, they will be given some discretion, such
as to choose between products considered equally earth-friendly. Otherwise,
the clause might be invalid. The respective clause should also explicitly state
that the tenant agrees to pass on these obligations to cleaning contractors.

In Singapore, pursuant to the BCA Toolkits, certain best practices are
recommended, including the following:

1. The landlord will be entitled to operate, manage and maintain the
building to achieve/retain the relevant BCA Green Mark certification
standard. Both the tenant and the landlord are required to
collaborate to set and review targets in an Environmental
Management Plan.

2. All maintenance contracts should specify that paints, sealants,
cleaners and adhesives are low in Volatile Organic Compounds
(VOC) in all areas under the control of the landlord and are certified
under the Singapore Green Label Scheme (SGLS) or, alternatively,
are Singapore Green Building Council (SGBC) products.

3. The landlord must ensure that the building is haze-resilient with
fresh air treatment or other strategies to minimize exposure to fine
particulates (=PM 2.5). The landlord must also install monitoring
systems to ensure optimal thermal and indoor air quality to SS
554:2009 or later standards. It should also regularly test ventilation
and air-conditioning systems for contaminants. Indoor CO2 levels
compared to outdoor CO2 levels must not exceed 700 parts per
million measured in accordance with SS 554: 2009 (or later) or an
equivalent standard.

4. Tenants should require cleaning contractors to use only SGLS - or
SGBC-certified cleaning products or approved equivalents. They
must also ensure that contractors comply with elements of the
Environmental Management Plan applicable to it. Tenants must also
ensure that the cleaning contractor understand and are trained in
the maintenance of any specialized green facilities, such as
waterless urinals.

5. Pest control measures must specify non-toxic, non-hazardous
treatments to indoor and outdoor plants.

Green leases, may also take a cue from the new Tivoli area (Immo Bam)
and the Abbatoir in Anderlecht (ORG) in Brussels, which encourage
biodiversity in gardens.

(f) Fit-outs, alterations, maintenance and replacement of equipment

Fit-outs and alterations should always be consistent with the structure’s
environmental goals and targets and must not adversely affect any existing
environmental performance certificates. In most jurisdictions, these generally
require landlords’ prior approval.
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In securing the landlord’s approval, tenants might be required to undertake
the following:

1.

Submit specific descriptions and detailed plans made by a
professional for fit-outs and/or alterations to the property. The BCA
Toolkits propose that the landlord provide the tenant with a Tenant
Construction and Fit-out Manual and procurement guidelines, which
include sustainable materials schedules and green specifications,
and identify materials not permitted in the building.

Obtain new certifications, such as an EPC in the UK, if alterations
make it necessary to do so.

Submit a statement indicating how the proposed fit-outs or
alterations are consistent with environmental goals and targets.

Use only construction materials that will not negatively impact
energy savings. In the Netherlands, the tenant can use only
sustainable materials and construction techniques when undertaking
alterations or additions to the premises. Sustainable materials can
include bamboo, certified wood, natural stones, recycled materials,
linoleum, cork and plates of wood fibers.

Compensate the use of harmful materials with other measures that
will ensure a building’s carbon neutral characteristic.

Recycle or reuse as much as possible any waste created to
minimize the amount of landfill waste.

Landlords are usually allowed to refuse a request for fit-outs or alterations if
the proposed plans are not consistent with environmental targets or if the
tenant’s works are incompatible with the intended sustainability or other
requirements of any certificate for the building.

In the Netherlands, it is also usual for green leases to stipulate the following:

1.

At the end of the lease term, the tenant will not remove alterations or
additions that benefit the sustainable character of the premises
unless requested by the landlord. If modifications have to be
removed, this will occur in an environment-friendly manner. If this is
not possible according to the landlord, the tenant will refrain from
making the alterations and/or additions.

During refurbishment of leased premises, recycled and eco-friendly
materials will be used as much as possible. If energy-consuming
devices are being replaced, the tenant is required to choose designs
that comply with the available highest category of sustainability and
eco-friendliness.

(g) Environmental Management Plan/Sustainability Manual

In some jurisdictions, provisions on building sustainability are found in a
separate Environmental Management Plan or in a Sustainability Manual.
Having this in a separate document gives parties the flexibility to undertake
the following:

v
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Have a separate procedure for revising environmental goals,
standards, methods of measurement, etc.

Have a separate enforcement process for non-compliance with the
environmental management plan or sustainability manual
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An Environmental Management Plan or a Sustainability Manual might
include the following:

v" Environmental targets
v~ Acquiring and maintaining certifications

v Strategies for managing the building’s energy and water
consumption

Strategies for minimizing and dealing with waste
Materials to be used for fit-outs, alterations, etc.

Limits on the use of electricity, water and other resources

SR N NN

Strategies for encouraging employees to use sustainable modes of
transportation

In some jurisdictions, environmental requirements may be included in the
house rules (under a section usually named Sustainability/Environmental
Management), or as a schedule or annex to the lease agreement. This is the
case in Canada and in the Czech Republic.

In Germany, these manuals/handbooks may be subject to the same legal
requirements as the lease agreement itself. The content of these
manuals/handbooks might also qualify as so-called standard terms and
conditions.

On the other hand, France requires landlords to attach an

Environmental Annex to any lease agreements with premises for office and
retail use that have a surface area of more than 2,000 square meters. This
annex requires the landlord and the tenant to exchange information
regarding waste processing operations and the energy characteristics and
performance of the leased premises. This is in addition to the performance
diagnostic of the building, which must be attached to all lease agreements.

The manual might be provided to the tenant at the start of the lease. It is
important for the lease to specify whether the manual will be mandatory.

(h) Green projects

Technology related to sustainability has advanced rapidly over the past
years. Landlords and tenants should be able to take advantage of new
products and systems that would help lower the consumption and/or costs of
energy, water and other utilities. Possible improvements might include
technologies not available when the lease was signed.

However, for landlord-initiated projects, it should always be made clear who
would shoulder the costs and who would enjoy the benefits.

In the UK, the tenant is allowed upon the landlord’s consent to carry out
alterations that would cut water or energy consumption. The landlord may
not withhold consent unless the alterations will adversely affect the systems
or services in the structure. This is also true in Australia, provided the
changes are consistent with the landlord’s fit-out guidelines.

On the other hand, rent abatement vis-a-vis renovation/restructuring by the
tenant is quite common in ltaly. It goes without saying that this method could
represent an effective method for redistribution of costs and provide
advantages in reducing energy consumption in leased units.
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Under a green lease, a tenant is supposed to use lighting in the most
efficient and economic manner. Thus, green leases encourage the use of
energy-efficient products, such as compact fluorescent lamps or LEDs and
daylighting sensors. The lease agreement might contain a provision stating
that the tenant will be obliged to use specific products (e.g., LEDs) and/or
materials that are known to be sustainable. The lease can either expressly
name approved products or exclude products that contain harmful materials
or substances.

The landlord might also require tenants to: (i) use electric devices that switch
off when not in use or (i) install fixtures that allow the use of energy-efficient
tubes, lamps or light bulbs.

In the Czech Republic, shopping centers may require their tenants to dim
lighting outside operating hours and may set a maximum permitted level of
lighting intensity per square meter. Green leases in the Netherlands go a
step further, requiring tenants to ensure that lighting will be switched off
outside of office hours.

Most certification programs, such as LEED and BREEAM, require specific
types of products and appliances in order for buildings to be certified. These
include, among others, certain types of light bulbs, and high-efficiency
electric storage water heaters. In commercial leases in Poland, it is common
for the landlord to manage the lighting of the entire building. This is
especially true for BREEAM- or LEED-certified buildings.

In Singapore, landlords are required to use only energy-efficient and
environmentally responsible luminaries such as LEDs, low-power T5
florescent tubes or compact fluorescent luminaries. On the other hand,
tenants are also required to adopt a watts per square meter (W/m2) lighting
power budget for offices or retail spaces. (8 W/m2 or below is recommended
for a typical office, 9 W/m2 or below for a typical meeting room and 30 W/m2
for a typical retail unit.)

The UK BBP also recommends the undertaking of periodic energy audits. A
review of energy consumption would help identify problems, measure the
success of green initiatives and may help set objectives.

Green leases might include provisions that require the use of energy from
renewable sources.

Some contracts might mandate renewable energy sources for specific needs
like heating or cooling. Some leases might also require a specific percentage
of energy from renewable sources and might even go to the extent of
specifying what renewable sources are.

It is to be noted, however, that energy from renewable sources might be
more costly than those from traditional sources. Thus, it is customary to
package this requirement with incentives to be more acceptable.

Most energy certified programs grant points depending on how much energy
comes from renewable resources. For example, the US Green Building
Council establishes a minimum renewable energy percentage table that
awards points depending on the percentage of renewable energy the
building consumes. If, for instance, 1 percent of the building’s energy
consumption comes from a renewable energy source, the building receives
1 point; if 13 percent of the building’s energy consumption comes from
renewable energy, the building will receive 7 points.
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In Mexico, even though implementation is not mandatory, according to NMX-
AA-164-SCFI1-2013 “Sustainable Building - Criteria and Minimal
Environmental Requirements” (“NMX”), all sustainable buildings must satisfy
at least 10 percent of the total energy demand with renewable resources.

Making ordinary electricity consumption more green by using renewable
energy sources is an important component of green leases in the
Netherlands. Sustainably generated electricity is given a certificate or
guarantee of origin. It is also possible to oblige the tenant to enter into an
energy contract for exclusively green energy, where the ultimate goal is to
have its own sustainable energy generation (SDE+).

Water conservation is another key factor for sustainability. Systems such as
plumbing fixtures, grey water recycling and retention, and use of storm water
are ideal for water conservation. They benefit both landlords and tenants by
lowering water usage and saving costs.

Water consumption savings might also be achieved by making small
adjustments to water consuming elements. Such adjustments include
installation of water-efficient toilets, dual flush toilets (3/6 liters), anti-dripping
taps, sensor taps, water-efficient taps, waterless urinals, urinals with
presence detectors or dishwashers with energy labels A or B equivalent.

In Singapore, water-efficient fittings rated Excellent under the Water
Efficiency Labelling Scheme are required, and the landlord must also submit
a Water Efficiency Management Plan to PUB on an annual basis.

In Taiwan, the EEWH evaluation system takes water conservation, including
water saving, grey water recycling and hygienic instruments, among others,
as a key factor for sustainability. The water content of the ground site is also
an independent indicator for the ecological purpose in the evaluation of a
green building.

A green lease might include a provision requiring the use of any of these
strategies. It also might include an obligation for the tenant to detect
leakages in the water network and immediately report them to the landlord
for repair. The use of non-potable water might also be encouraged, as is the
use of drought-resistant plants requiring minimal irrigation. Tenants might
also be required to limit annual average water consumption to a specified
number of liters per person per day, excluding the consumption within the
base building such as the standard washrooms provided and maintained by
the landlord.

The UK BBP recommends periodic water audits and regular leak
inspections. A water audit will assess the water consumption and related
equipment in the building. Similar to an energy audit, a water audit would
help identify problems, measure the success of green initiatives and may
help set objectives.

In green leases, landlords and tenants ideally should establish a solid waste
management plan that mandates specific standards for both. Recycling
plays an important role in this plan. Landlords might establish storage for
waste to be recycled, or provide separate receptacles for trash and
recycling.

Some leases have only a general statement that requires landlord and
tenants to agree on a waste strategy. On the other hand, other leases
require specific provisions such as the following:
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v Proper segregation of wastes

v~ Shared waste management program for the building, including
shared recycling and waste management facilities among tenants
(and in some instances, neighboring buildings)

v~ Waste collection systems where the landlord provides all supplies
v Waste audit
v Storage for recyclable materials

The obligation to segregate and recycle waste properly is a typical provision
in German green leases. In addition, parties might agree that some
consumables (e.g., toner cartridges) must be returned to the manufacturer to
ensure that the goods will be re-used.

Green leases in the Netherlands go a step further by encouraging “digital
working” as much as possible. This entails discouraging employees’ paper
use. Concrete measures to foster this can include limiting the number of
printers.

In Singapore, landlords might be required to undertake the following:

1. Engage a waste contractor to provide recycling program and
measures for buildings with tenants. The Green Lease Toolkit also
proposes that the landlord implement an agreed minimum waste
diversion rate per year.

2. Regularly monitor and report tenant operations to identify ways to
eliminate waste and maximize recycling, and to conduct an annual
waste audit.

3. Provide centralized waste strategies for recycling, such as facilities
that are easily accessible and dedicated for separate storage and
collection of organic wastes, recyclables (e.g., paper, cardboard,
plastic containers, glass and metals), toner cartridges, light tubes,
batteries, computers and other electronic devices.

It is to be noted that some of these strategies might be void in some
jurisdictions.

In Italy, waste is classified either as “urban waste” (waste from households
or from businesses that have the same quantity and quality of waste as
households) or “special waste” (waste from businesses).

Urban waste is managed exclusively by the municipality through a
concessionary, and costs are charged to each occupier. Therefore, tenants
must dispose of their waste through the concessionary and pay the relevant
service.

Special waste is managed by the relevant producer (i.e., the tenant), through
qualified and authorized contractors. In case the landlord intends to handle
tenants’ special waste, the same would need to be authorized, which means
that it would need to be enrolled in the Register for Environmental Operator
as a waste dealer/ broker or waste transporter or waste treatment plant.
Managing waste without relevant authorization can result in administrative
and even criminal sanctions.

(m) Shared Suppliers

A green lease might also include a clause on the choice of third parties to
supply services to the building or its tenants. The clause might require third
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parties to be suitably qualified, use materials consistent with the
environmental goals of the parties or the Environmental Management Plan/
Sustainability Plan.

Landlords might also provide the tenant an option to choose third-party
suppliers, such as third-party metering or third-party recycling services. In
Mexico, in order to comply with the “green mortgages” program, one must
acquire certain equipment from designated third-party suppliers.

In the Netherlands, green leases can also include provisions that need to be
met by possible suppliers of different services to single- or multi-tenant
buildings. Such minimum requirements can include the use of sustainable
materials and practices in line with the stated tenant-landlord goals.

(n) Certification requirements

In setting out sustainability goals and targets, some parties agree on
certification from third parties. In some instances, as when the building is
new, the landlord uses the certification to market the property.

To become certified under LEED, BREEAM or any other organization that
certifies environmental practices, the individual or entity must continuously
comply with all requirements and guidelines established. Otherwise, non-
compliance might terminate such certification. This may include green
certifications of specific products to be used in the property. Some of the
most commonly used and respected green product certifications are:

(i) Energy Star for energy-consuming products; (ii) Watersense for
showerheads, urinals, faucets and valves and (iii) Greenseal for paints,
adhesives, windows, etc.

Although it is not mandatory for a green lease to require certification,
experience has shown that such certification requirements are important
because they establish a baseline for the property to remain certified.

Where certification is required, it is good practice to include clauses that
would require the following to be done:

v ldentify the green rating tool to be used.
v Set a time by which the certification should be achieved.

v If certification is to be maintained, obligate the parties to do their part
in maintaining the certification.

v Specify instances when certifications or targets may be modified.
v Specify remedies if certifications are not acquired or are lost.

When the certification of a building is required, a higher duty of care or
certain representations and warranties may be introduced in the lease
agreement or relevant documents between the landlord and the tenants.

If no certification is to be acquired, the parties can set their own sustainability
targets and specify how and when these targets will be measured.

In regard to remedies, the tenant might be entitled to reduce the rent or
terminate the lease if the intended certification is not acquired or if the
building loses its environmental certificate. Furthermore, both parties might
be obliged to ensure that maintenance and repair works or other
construction works and alterations do not impact certification.
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(o) Alternative Transportation

With the rising cost of fuel and pollution attributed to transport, some green
leases now require the landlord to provide bicycle storage, indoor showers
for cyclists, spaces for other sustainable modes of transport and even
electric vehicle charging points.

The building regulation of some Italian municipalities, such as Milan,
requires condominiums to provide bicycle storage when possible. In Spain,
an electric vehicle recharging station for private use may be installed in the
building’s parking garage. If a tenant wants to install a recharging station, he
or she must not only gain the landlord’s prior consent but that of the
building’s owners association. The cost of such installation will be paid by
the tenant, unless the parties agree otherwise.

Landlords and tenants might also provide shuttle services to public
transportation hubs or offer free or discounted public transportation tickets
for employees. In Amsterdam, companies, such as IBM, PwC, Mexx and
Atradius, have established a shuttle bus to the nearest metro station (i.e.,
Metro Station Henk Sneevlietweg) to encourage employees to use public
transportation. Baker & McKenzie’s support center in Manila also provides a
shuttle bus service for its employees.

Tenants might also make arrangements to encourage employees to carpool.
(p) Building Management Committee

The organization of a building management committee (or a Green Building
Management Group as suggested by the UK BBP) would help provide a
forum for communicating, consulting and recording environmental matters,
including the implementation of green lease provisions or the Environmental
Management Plan. The committee should have landlord and tenant
representatives. In organizing a building management committee, the
following must be clarified:

1. The composition of the committee, including how members are
added, removed or replaced

2. Objectives

3. Powers

4. Frequency of meetings
The Building Management Committee might also undertake the following:

1. Gain access to all data discussed in paragraph (b) above.

2. Ensure that all parties comply with agreed sustainability obligations.
3. Enforce remedial measures for non-compliance.
4

Review goals in respect to intended sustainability on an annual
basis and propose improvements accordingly.

5. Share best practices in green leases.

Building management committees are an important factor in green leases
because they foster better relationships between tenants by collaborating,
checking and addressing needs or problems that arise. This is also true in
resolving discrepancies on equipment that tenants or landlords might be
using or in addressing waste or other environmental matters. Management
committees can make decisions by consulting the environmental
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management plan and by coordinating solutions for circumstances that
arise.

In its Green Tenancy Driver for Office Buildings, the Hong Kong Green
Building Council encourages the organization of a Green Office Tenancy
(GOT) Committee. Composed of representatives of the landlord, the tenants
and the property manager, the GOT Committee is tasked to collaborate and
work together in carrying out the following:

1. Setting environmental objectives

2. Reviewing regulations and good practice

3. Reviewing building data

4. Reporting and continuous improvement
(q) Remedial Measures

In drafting green leases, it is important to decide on remedies for non-
compliance. These clauses will enable landlords and tenants to cooperate
with one another in rectifying issues.

If the green lease provisions are part of the main lease, remedies might be
too harsh if they permit lease termination, rent reduction or the right to rectify
non-compliance and charge the cost to the defaulting party.

To prevent this scenario, the Australian government has developed a
dispute resolution model in its template Green Lease Schedule. Under the
model, parties are required to perform the following:

1. Raise the issue with the building management committee.

2. Issue a written request for formal discussions or remedial measures
if the issue is not settled by the building management committee.

3. Have 15 days to agree on a remedial action.

4. If the parties do not agree, appoint an expert to decide the remedial
action. The expert will decide the issue, including payment. The
expert’s decision is binding.

Because it might also be difficult to prove damages resulting from non-
compliance with green clauses, parties might also agree on predefined
contractual penalties, which sometimes may be used only for the realization
of further sustainability measures.
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