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ESG is the most pressing 
question facing our industry, but 
how do we bring it all together?

starting this process from a standing 
start. Understanding the level of 
embodied carbon in the existing stock 
of real estate is crucial and a vital start 
point for any sustainable investment 
strategy,” says Sandrine.

“At Cromwell, we’ve developed 
a suite of proprietary tools to help 
investors understand the ESG risks of 
assets right through the process, from 
acquisition to the asset management 
of the properties once they’re in the 
portfolio. This has become a core part 
of our quarterly reporting process. 
From the outset of a mandate or fund, 
we work closely with the whole team 
to set targets that we’ll then report 
against throughout the investment 
lifecycle of the fund.”

Should we decarbonise 
existing assets or build 
from new?
There’s a clear choice to be made 
between decarbonising existing assets 
and deciding to build from new. For 
a real estate investment manager, 
refurbishing assets and retrofitting 
them to reduce emissions is similar 
to the value-add investment strategy 
that we are all familiar with.

Sandrine goes on to say, “There’s 
no doubt we must work out a way 
to decarbonise the existing stock 
and make those buildings more 
sustainable, but it must make 
financial sense too. It’s one thing to 
develop lots of shiny new sustainable 
buildings, but it’s an expensive 
process and there’s a huge carbon 
price to pay if we are to just demolish 
existing buildings.”

“Construction materials are 
important too,” says Florian 
Hoyndorf. “There’s a lot of work 
going into developing sustainable 
construction materials. We’ve 
identified concrete as one of the 
biggest contaminators and producers 
of carbon dioxide on the planet. 
While we all feel guilty about 

When we meet prospective investors, 
ESG is now firmly at the top of their 
list of questions. In a seemingly 
short period of time, it has quickly 
become one of the most talked about 
areas among real estate investment 
professionals.

“ESG has become an integral part 
of the investment process. Ever since 
the implementation of the EU SFDR 
regulations investors have started to 
incorporate a broad range of criteria 
into their core assessments and 
decision-making processes. It’s no 
longer an option, but an obligation,” 
says Sandrine Fauconnet, European 
ESG Manager at Cromwell Property 
Group (Cromwell).

For the real estate industry, the 
topic of ESG raises many difficult 
questions. Traditionally not the most 
forward-thinking of sectors, we now 
find ourselves in the eye of the storm, 
especially around sustainability. 
According to the UN, real estate is 
estimated to account for 40% of 
carbon emissions.

Florian Hoyndorf, European Head 
of Development at Cromwell, says 
“It’s a big challenge for the whole 
of mankind, let alone the industry. 
We’ve all become more aware of the 
impact that climate change is having 
on our daily lives. We hear a lot about 
how individuals are making changes 
to their own behaviour, but to make 
a real impact and really move the 
dial is going to require large-scale 
systemic change. As one of the major 
contributors to carbon emissions, the 
real estate industry has an essential 
role to play.” 

Cromwell’s Head of Italy, Lorenzo 
Caroleo, adds: “I would say the 
challenges on the ground mostly 
come from this new and fast changing 
environment where our occupier-
customers and investors have become 
much more demanding, which is 
encouraging us to continually raise 
the bar and find better ways of doing 

things. It’s no longer sufficient to 
talk the talk and appoint a ‘green’ 
champion. Nowadays, everyone 
needs to play their part as all the 
stakeholders have a vested interest in 
achieving the right outcome.”

Whilst the EU SFDR regulation 
that came into force earlier this year 
has helped focus the investment 
industry on ESG and is a very 
welcome piece of regulation, it isn’t 
all encompassing and parts of it are 
still a work in progress.

“This probably reflects investor 
priorities for the moment. As far as 
ESG goes, investors are very focused 
on the environmental and governance 
aspects, with the social side currently 
in its infancy. This will change as we 
know there is more social regulation 
in the pipeline for the EU SFDR. For 
investors in real estate, social is an 
area where they will find it easier to 
differentiate between investment 
managers,” says Sandrine.

You need to know where 
you are before setting 
targets
As a global asset class that attracts 
investment across borders and 
jurisdictions, there is an urgent need 
for standardisation in regulation and 
measurements that can be applied to 
assets and investments worldwide. 
Unlike other assets classes, real estate 
is a tangible asset that can remain 
investable for hundreds of years, 
so you can’t just knock everything 
down and start from scratch – that 
would release an enormous amount 
of embodied carbon back into the 
atmosphere, making the situation 
far worse.

“One of the main challenges for 
investors and managers is quantifying 
and measuring what ESG initiatives 
need to be implemented, and then 
calculating a justifiable level of capital 
expenditure (capex) against future 
returns. It’s not as though we’re 
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booking flights and engaging in 
activities that emit carbon, in reality 
emissions from these activities have 
comparatively less impact to the 
carbon emitted from buildings and 
especially concrete. So there’s a lot of 
work going into finding substitutes 
for concrete and developing 
environmentally friendly concrete. 
At Cromwell we’re investing a lot into 
alternative construction materials 
like timber, which is one of the oldest 
construction materials around.”

“But the carbon footprint associated 
with the design and development of 
a building is just one side of the story. 
There’s also the operational side of 
the building and how it’s used by the 
occupiers.  Occupiers contribute to a 
significant level of carbon emissions 
over the lifetime of a building. For 
a building to be truly sustainable, it 
also needs to have the right software 
and building management systems in 
place to measure the intensity of use 
and how it’s managed.”

What about carbon  
off-setting?
“As much as we have to de-carbonise, 
we can’t take the same actions with 
each asset,” says Sandrine. “That just 
doesn’t make sense. Every asset needs 
a tailored strategy. We want to first do 
what we can to decrease the carbon 
emissions and then look at other 
measures, like offsetting, to manage 
down the remaining emissions. For 
existing buildings, it’s probably not 
realistic to say they will become net 
zero without this. For new buildings, 
it may be possible.”

Off-setting cannot be a long-term 
solution, though. For example, if a 
fund manager has been using off-
setting to manage the emissions from 
an older asset in a fund portfolio, 
without investing in making it more 
sustainable, in a few years when it’s 
time to exit the valuer will probably 
write that asset off. The valuers are 
already looking at the mitigating 
actions that have been taken to 
improve the sustainability of existing 
assets. The more sustainable the 
asset, the greater its value and in a 
market where these assets are most 
in demand, the greater the liquidity 
of that asset. If you only offset, then 
nothing has been done to improve 
that asset.

“It’s also important to pick the 
right targets and metrics because 
the regulations are likely to change 
significantly over the lifetime of an 
asset,” says Lorenzo. “If we make the 
right decisions now, they will pay 
dividends in the long run. Taking half 
measures and patching up aspects of 
a building to ensure it meets a current 
sustainability certification, will likely 
lead to greater capex in the future.”

In Italy, Cromwell has put this 
approach into action during the 
proposed redevelopment of an office 
building in Milan. Comprising almost 
10,000 sqm of office space located 
in an urban garden, the building is 
an excellent example of the sort of 
sustainable, collaborative office  
space that is increasingly in demand 
from occupiers.

“We came across this issue in Italy 
when deciding how to refurbish 
an office building. You either fully 
commit to upgrading an older 
building to ensure it has the best 
possible sustainability credentials or 
you risk losing out in the future. If you 
don’t do this, then you won’t be in a 
strong position to ask for the highest 
rents against the best covenants in 
the market as you are constantly 
competing with more sustainable 
assets,” Lorenzo adds.

Deciding whether to knock down 
a building completely or whether 
to refurbish is an important and 
complex decision. It clearly depends 
on the asset class you’re looking at, 
the costs associated with the project 
and what the market allows you to do.

For example, Cromwell is in the 
planning process of refurbishing two 
fifty to sixty year-old office buildings 
in Italy. They’re also looking to create 
office and logistics space to meet the 
supply demand imbalance across 
those sectors of the market.

“For logistics, refurbishing existing 
assets is more complicated because 
often the numbers don’t stack up,” 
says Lorenzo. “If you’re talking about 
an old asset with an internal height 
of eight metres, making it modern 
means increasing the number of 
loading bays, increasing the fire 
resistance of the internal structure 
and increasing the load bearing 

threshold of the floors. All this is 
almost impossible to accomplish  
in an existing building if you’re to 
have any chance of meeting your 
return targets.

“It’s much easier to take a green 
field and build from scratch; however, 
many of the municipalities are 
increasingly resisting green field 
construction, so we have to look at 
brownfield sites too. In reality, there’s 
no straight answer. It really depends 
on market dynamics, interaction 
with public stakeholders, the 
business plan, the available capital 
expenditure, construction costs and 
a host of other variables. That’s why 
it’s so important to have boots on the 
ground where you’re investing.”

How should we approach 
the social aspects of ESG?
While measuring and delivering the 
environmental and governance aspects 
of a project are tangible, it can be more 
difficult to estimate the social benefits 
of a development, whether these are 
relevant to the people that use the 
building or the local community.

This is something that Cromwell has 
experienced and delivered first hand 
at Kildean Business Park in Scotland. 
Comprising 13 office buildings, three 
retail units, a hotel and a nursery 
strategically located adjacent to 
Junction 10 of the M9 motorway, 
Kildean Business Park was developed 
by Stirling Development Agency, 
a joint venture company between 
Cromwell and Stirling Council. 

“The initial office development 
ensured that social commitment 
was front and centre right from the 
start of this project,” says Florian. 
“As part of the tender process, our 
general contractor Bowmer and 
Kirkland agreed to a number of social 

initiatives with the aim of delivering 
an estimated £900,000 of social value 
during the construction period.”

This is being achieved through 
a number of projects, including 
commitments to provide full time 
employment contracts and work 
placements to around 30 local 
people. Staff on the project have 
also donated significant amounts 
of time volunteering to community 
projects and making visits to local 
schools and colleges. The contract 
has delivered over £8 million into 
local supply chains and £4.5 million 
with local SMEs, alongside £5,000 of 
donations or in-kind contributions to 
community projects.

What does the future hold 
for ESG?
ESG is clearly with us for the long-
term. How it is measured and what’s 
prioritised is likely to evolve over 
time, which poses an issue for real 
estate investors who are dealing with 
assets that have existed for a long time 
and will exist well into the future. 
While governments and regulators 
construct frameworks to marshal the 
industry, the onus is very much on the 
investors and investment managers 
to do the right thing. This will mean 
harnessing advances in technology 
and ensuring all stakeholder interests 
are aligned to ensure that the spirit 
of ESG is at the heart of every 
decision. It will require integrity and 
commitment from everyone involved.

Kildean Business Park


