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Understanding the investment implications of adapting to 
climate change 
 
The commercial property sector 
 
Introduction 
 
In January 2008 Henderson Global Investors, Insight Investment, Railpen Investments, and 
the Universities Superannuation Scheme issued a report ‘Managing the unavoidable: 
understanding the investment implications of adapting to climate change’. The report 
highlighted a number of issues on behalf of the investment industry regarding the 
implications of inevitable climate change for business.  These issues included: 
 
 The lack of attention on the now unavoidable impacts of physical climate change that 

may have significant long-term implications for companies and their investors.  
 Tools need to be developed to aid companies and investors in understanding the risks 

and opportunities associated with climate change. 
 Climate change risks need to be incorporated into investment analysis and decision-

making as they may affect the timeframes over which investment decisions are made. 
 Investors need to engage with companies to ensure they have appropriate climate 

change adaptation systems in place. 
 Investors also need to engage with policy makers to ensure the views of long-term 

investors are taken into account in policy formation in this area. 
 
Henderson Global Investors, Insight Investment, Railpen Investments, and the Universities 
Superannuation Scheme commissioned Acclimatise to prepare four sector reports (oil & gas, 
energy generation, water and commercial property) each with a UK company focus to: 
 
 Provide a high-level review for investors and analysts of the risks and opportunities for 

businesses created by inevitable climate change. 
 Identify the specific investment drivers at risk. 
 Provide guidance on the questions investors and their analysts should ask of companies 

to encourage further disclosure.   

This report explores these issues for companies involved in the UK commercial property 
sector with assets in the UK.  This report is also relevant to institutional investors (e.g. 
insurance companies and fund managers) holding property portfolios. 

Governments, regulators, companies and investors have so far concentrated their climate 
change interests in this sector on mitigation policies and actions: emissions reductions, 
carbon trading, new and emerging technologies, and the development of non-fossil fuels.  
This report concentrates on the impact of unavoidable climate change and the adaptation 
issues facing those companies involved in commercial property.  

An overview of these four reports and the research findings following subsequent 
discussions with companies is provided in a further report by Henderson Global Investors, 
Insight Investment, Railpen Investments, and the Universities Superannuation Scheme 
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published in November 2009: ‘Managing the unavoidable: investment implications of a 
changing climate’1 
 

 
 
The UK commercial property sector: the adaptation challenge 
 
The UK commercial property sector is faced with major challenges as a result of inevitable 
climate change.  It is a sector dominated by large assets and long asset life times, requiring 
significant capital investment and ongoing operational and maintenance costs.  Considerable 
attention has been given by the sector to the challenges presented by pressures to improve 
energy efficiency and reduce GHG emissions in the design and management of both new 
buildings and existing commercial property stock.  However, the investment implications 
arising from the impacts of climatic changes that are already underway and the further 
changes that are now inevitable are less clearly understood. 
 
Five key areas should be taken into consideration when looking at the impacts of a changing 
climate on a company operating in this sector: 
 

 Business strategies of the company. 

 Direct impacts of both incremental climatic change and extreme events. 

 Indirect and compound impacts of climate change on business models. 

 Property portfolio asset base. 

 Wider external stakeholder positions. 
 
The impacts identified in this report should be set against a background of short-termism 
amongst many investors in the commercial property sector.  The perspective on short-term 
gains is likely to take precedence over long-term issues, such as climate change. Investors in 
property assets typically make their investment decisions based on holding periods of 5 to 7 
years.   An investor may consider that he will not receive a return on the additional cost of 
including climate adaptation responses within the period of his investment, leaving property 
assets and returns at greater risk in the longer term.   
   
 

Business strategies 
 
A property or real estate company’s business strategies, and its future objectives and plans 
are the starting point for any risk assessment of the impact of climate change.  Although 
there is uncertainty in the knowledge we have about future climate change, there is 
sufficient information to enable robust decision making to take into account the possible 
impacts.  Investors should challenge companies that are unable to demonstrate how they 
have integrated climate change into their strategic planning. 
 
Our review of publicly available documents indicates that there is little evidence that 
analysts have considered the potential impact of climate change on future asset values.  
Within the life of many existing assets, and those in the early stages of development, these 
impacts are predicted to become more severe, leading to increasing operational costs, 
unplanned capital investment and potentially falling rental values. 

                                                 
1
 Available from www.acclimatise.uk.com/resources/investors 
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Direct impacts: extreme (acute) and incremental (chronic) change2 
 
In recent years we have seen a number of high profile disruptions affecting commercial 
property assets driven by extreme events: 
 

 Pressure on water resources and disruptions to water supplies resulting in usage 
restrictions and hosepipe bans – particularly in parts of south east England. 

 Drought – 2003 and 2006 

 Subsidence and heave associated with drought events. 

 Heatwave in 20033 and high temperatures in 2006. 

 Increasing risk of flooding from watercourses and urban drainage systems during 
storm events, most notably during the summer of 2007. 

  

Increasing climatic variability – the UK 
summer  floods 2007 

 

 

 
 
In June 2007 many parts of the UK were affected 
by extreme amounts of rainfall. In Sheffield the 
rainfall for June was the highest ever recorded 
since records began.  
 

 

The Association of British Insurers 
stated that its member companies dealt 
with 165,000 claims, (of which 27,000 
were commercial) and paid out 
approximately £3 billion in total. This 
was the largest natural catastrophe 
insurance loss ever recorded in the UK, 
and was equivalent to 4 years normal 
claims experience. 
 

In Sheffield, the Rivers Don and Sheaf 
burst their banks causing widespread 
flooding throughout the city. The 
Meadowhall Shopping Centre, worth 
over £1.7 billion, was severely damaged 
and resulted in temporary closure. 

The Prime Minister afterwards warned 
that climate change should be taken 
seriously, “It is not the first time that 
over the past few years we have been 
subject to. . . quite unusual weather 
variations.” 

Other impacts from a changing climate have been observed4: 

                                                 
2
 The UK Climate Projections (UKCP09) provides the latest information on how continued emissions of 

greenhouse gases may change the UK’s climate over 21st century. UKCP09 comprises a package of information 
including, publications, key findings, user support and customisable output. This is available on-line. For access to 
the main technical information about UKCP09, and the full range of information and support, go to 
http://ukclimateprojections.defra.gov.uk. 
3
  The Met Office assessed the 2003 heat wave as having a 1 in 500 year return period.  By the 2040s the return 

period for a similar heatwave will have changed to 1 in 2 years due to inevitable climate change. 
4
 A changing climate for property investment: a trustee’s guide (2008).  Institutional Investor Group on Climate 

Change 

http://ukclimateprojections.defra.gov.uk/
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 Damage to the external envelope. 

 Wind-related structural damage. 

 Overheating buildings. 

 Poorer internal environment and functionality for occupiers. 

 Electricity supply disruptions, for example in central London during 2006. 

 Disruptions to transportation systems. 

 Construction delays. 

 Changes in retail consumer preferences and buying patterns. 

 Increases in insurance premiums and changes to policies and exclusion clauses. 
 
These disruptions and the consequential impacts illustrate the potential vulnerability of 
property assets to events greater than current design and performance standards.  Acute 
events combined with the availability of increasingly sophisticated climate change models, 
have generated greater interest in planning for more severe and frequent climatic events.  
 
Diagram 1:  Impact of extreme events and incremental change on critical thresholds5 

 

 
 
 
Diagram 1 illustrates the importance of identifying climatic sensitivities and critical 
thresholds.  These provide the boundaries between tolerable and intolerable levels of risk. 
Information and data on current and future climate conditions can then be assessed against 
the thresholds, to evaluate the likelihood of their being exceeded. Critical thresholds in the 
context of this report might include, for example: 
 

 Internal temperatures and other required accommodation standards (RAS). 

 Flood levels. 

 Essential utilities performance standards. 

 Building performance standards. 

 CRC Energy Efficiency Scheme commitments. 
 

                                                 
5
 Willows, R.I. and Connell. R.K. (Eds). (2003). Climate adaptation: Risk, uncertainty and decision-making. UKCIP 

Technical Report. UKCIP. Oxford 

New extremes will be 
more severe  
 
Existing extremes will 
become ‘business as 
usual’ 
 
An extreme event 
‘today’ 
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Setting the critical thresholds for asset design and performance is essential, but there is 
always an event greater than that for which protection has been provided.  The effect of 
climate change (as shown by Diagram 1) is to increase the risk of extreme events exceeding 
critical thresholds.  Commercial property companies will have to assess their risks (and 
potentially those of their tenants and essential utility providers) and develop strategic plans 
to expand the ‘coping range’ of their assets through adaptation measures if they are to 
maintain or meet expectations regarding: 
 

 Rental values. 

 The attractiveness of their assets to existing and future occupiers, for example to 
reduce the risk of voids and downtime. 

 Compliance with required accommodation standards (RAS) and service level 
agreements. 

 
It is important that investors take into account the extent to which individual companies are 
climate-proofing their business models rather than just dealing with extreme events through 
business continuity and crisis management planning.  
 
The risk of increasing severity and frequency of extreme events due to climate change has 
grabbed the media headlines.  In contrast the ‘creeping’ average changes are much harder 
to recognise and are more likely to be overlooked.    
 
Incremental changes to our climate are more subtle and their impacts on business models 
and individual commercial property assets may pass undetected until critical thresholds are 
breached.   
 
Business continuity and crisis-management responses are appropriate to manage the 
impacts of extreme events but have little relevance to incremental change.  The latter 
requires companies to carry out fundamental reviews of their business models and check 
that assets are ‘fit for purpose’, meeting occupier and market expectations and climate-
proof under new operating conditions.   
 

A detailed description of all impact areas is not possible within this briefing note.   The following 
case study has been prepared to illustrate the significance of the potential risks and the 
desirability of taking appropriate risk management action during the design stage.  The case 
study looks at the effect of temperature on a modern office block.  

 
The work undertaken by UKCIP with Arup and the Chartered Institution of Building Services 
Engineers (CIBSE)6 and the further work by CIBSE7, for example, show how incremental 
changes in temperature will affect the operating performance of commercial property 
assets. 
 

 

 

                                                 
6
 Hacker, JN, Belcher, SE and Connell RK (2005). Beating the Heat: keeping UK buildings cool in a warming 

climate. UKCIP Briefing report. UKCIP. Oxford. 
7
 Chartered Institution of Building Services Engineers (2005). Climate change and the indoor environment: 

impacts and adaptation TM36. London. 
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Effect of increasing temperature on an advanced naturally ventilated office8 
 

 

This is a medium sized 3-storey office building with passive features (fixed external shading, 
advanced natural ventilation via ventilation stacks and thermal mass in heavyweight ventilated 
floors) located in London. 

The top floor is of timber construction and is thermally lightweight.  The building has good 
insulation and air tightness and meets the 2002 Building Regulations. The building has gas-fired 
central heating. Cooling is provided by a combination of daytime ventilation control, thermal mass 
absorption and night cooling by ventilation. 

The design target for internal temperature in the office is not more than 1% of occupied hours over 
28

o 
C.  Above 25

o 
C occupiers are likely to experience some discomfort. 

 

 

 

                                                 
8
 Hacker, JN, Belcher, SE and Connell RK (2005). Beating the Heat: keeping UK buildings cool in a warming 

climate. UKCIP Briefing report. UKCIP. Oxford 

1% design 
standard 

Discomfort temperatures 
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By the 2050s the discomfort temperatures are exceeded.  The 25
o 

C level is exceeded 15% of the 
occupied hours (10% in the 2020s) 

 

Peak temperatures on the top floor in the 2050s reach 34
o 

C (35
o 

C is the heat stress danger line for 
healthy adults when relative humidity is 50%, the danger line decreases by several degrees for 
higher humidity levels and for more vulnerable groups

9
 ). The top floor of the building performs 

relatively badly because it has a lightweight low thermal mass roof.  This problem could be 
addressed by replacing the existing roof with a thermally heavyweight structure, which would be 
very expensive (this would be a beneficial design change for a new building).   

The adaptation option for retrofit might be to add mechanical cooling using water-cooled chilled 
beams, which come into operation when indoor temperatures exceed 28

o 
C. 

With these temperatures it can be expected that an occupier would not be prepared to pay a 
premium rent on the property.  In the UK there is no legislation covering maximum workplace 
temperatures in offices.  In recent years there have been suggestions that legislation will be 
required.  If this were to be introduced then the impact on rental values would be significant for 
those properties that are unable to meet the likely temperature limits.   

 

 
New commercial property assets designed without any allowance for incremental change 
are likely to regularly fail to meet future design criteria, operational performance targets, 
KPIs, and regulatory standards.  Understanding incremental changes to the climate and an 
asset’s current thresholds, sensitivities and vulnerabilities are significant issues to be 
considered in any analysis of a company’s future financial performance. 
 

“New buildings are designed to last for a significant period and although many will 
be substantially refurbished during their life spans, their envelopes will remain 
significantly unchanged.  This fact imposes severe limitations on how the building 
can be modified to take account of changing climatic conditions.  Historically, this 
was of little importance because changes in the climate were insignificantly small but 
the widely acknowledged onset of global warming has changed this scenario.” 

                                                 
9
 Guidance from the American Society of Heating, Refrigeration and Air-conditioning Engineers. (There 

is no upper limit specified in the UK). 

Extreme temperature top floor 
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CIBSE (2005) Climate change and the indoor environment: impacts and adaptation 
TM36. London 

  
In 2009 CIBSE, in collaboration with Arup, produced a set of ‘future weather years' that 
enable building simulation models to be run under projected future climate conditions for 
the UK over the 21st century10. These provide clear guidance to professional advisors on the 
steps they should be taking to ensure that property assets are climate resilient. 
 

 
Indirect and compound impacts on business models 
 
In addition to the direct physical effects of climatic change, it is important to recognise the 
indirect and compound impacts operating through a property company’s business systems:  
 

 Essential utilities: e.g. security of supplies, impacts on essential infrastructure.  

 Supply chains and logistics: e.g. disruptions to transport systems and just in time 
procurement programmes. 

 Building design and construction: e.g. new building techniques and designs.  

 Building operation, performance and maintenance: e.g. retrofitting existing buildings 
to maintain their functionality for occupiers and users and their resilience to 
extreme events. 

 Markets and tenants: e.g. changes in attitudes to outdoor activities will have 
implications for the hotel, pub and restaurant sector. 

 Workforce: e.g. changes in health and safety legislation, exposure to health risks.  

 Local communities and the environment: e.g. impacts on the wider community and 
their adaptation responses may have consequential impacts. 

 
Examples of the range of impacts that property companies and their assets might be 
expected to encounter are set out in tables 1 to 4 of this report on page 14.  
 
Analysis for investment purposes needs to consider not only the direct physical impacts and 
costs of climate change (such as a major flood or windstorm) but also these indirect costs. 
The relative thresholds and sensitivities for the various business systems within each 
company and across their property portfolio together with a company’s risk attitude need to 
be assessed and understood.  
 
Diagram 2 provides an overview of the effect of climate change on return and value.  Failure 
to assess and manage the risks from a changing climate will have impacts upon: 

 

 Performance criteria: e.g. maintaining internal temperatures to agreed levels. 

 Regulatory compliance: e.g. meeting building energy efficiency requirements with 
greater energy inputs to keep buildings cool in summer. 

 Expectations of occupiers and users: e.g. with regard to the functionality of the building. 

 Maintenance of the building: e.g. repairs to the external fabric of a building due to 
flooding or wind damage. 

                                                 
10

 Chartered Institution of Building Services Engineers (2009). The use of climate change scenarios for building 

simulation: the CIBSE future weather years TM48. London 
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 Asset life and usage: e.g. reduction in asset life caused by structural damage. 

 Downtime (a period of no rental income between tenants):  e.g. early surrender or 
termination of leases will interrupt cash flows, assets may take longer to relet. 

 Risk premiums: e.g. differentials between competing property assets in the same 
location and with other investment sectors will be affected. 

 
 
Diagram 2: climate changes impacts on return and value in the property sector 
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Changes in the functionality and use of a building leading to occupier expectations not being met 
or failure to meet performance criteria will place pressure on rental value.  It will also be 
important to recognise that occupier requirements will change over time in response to the 
direct and indirect impacts of climate change.  Those assets with an integrated design 
approach to future flexibility to meet changing occupier/user requirements may be able to 
command higher premiums. 

 

Failure to spot the incremental changes may result in step-change responses, increasing 
operational costs beyond forecasts, falling revenues and unplanned capital investment to 
manage the consequences.  The overall effect is to reduce the return on investment and the 
capital and rental value of property.   
 
Major commercial developments should be taking a wider view of risk, considering the 
resilience of their main suppliers and, in particular, their critical infrastructure providers 
(telecoms, water, sewerage, energy, transport systems).    

 

Commercial property companies will need to review their service level agreements and lease 
provisions covering internal temperatures.  Required accommodation standards (RAS) setting 
obligations to regulate internal temperatures within specified ranges may be increasingly difficult 
to maintain unless additional energy intensive mechanical cooling is provided. Higher average 
temperatures and heatwaves, particularly in cities with a pronounced urban heat island effect, 
will increase the risk of: 
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 RAS failures as temperature ranges are exceeded, resulting in rent rebates. 

 Failing to meet occupier expectations. 

 Properties failing to command premium rents. 

 Pressure to introduce mechanical cooling systems, compromising energy and emissions 
performance and certification. 

 
With the information now available from the UK Climate Projections (UKCP09) it is possible 
to calculate the probability of internal temperatures being exceeded and potential RAS 
failures for any given property asset in the UK. 
 

Current design standards will, in many situations, prove to be insufficient to meet the challenges.  
The Chartered Institution of Building Services Engineers stated: 

 

“Using historical data when significant increases in temperature are forecast … is clearly 
not sensible”’ 

 

Guidance on the climate change issues to be taken into account during the design of any 
development is now readily available from a number of sources.  The Greater London Authority 
and the London Climate Change Partnership in 2005 published ‘Adapting to climate change: a 
checklist for developers’ providing generic guidance.   CIRIA looked at the risks for construction 
and maintenance in a publication called Climate change risks in building. 
 
 

Property portfolio asset base 
 
A generic risk assessment for the sector would be of little benefit in understanding the 
investment implications. Each company has a unique property asset profile based on design, 
remaining asset life, cost profiles, margins, location, property age, occupiers, and covenants. 
Each of these property asset base characteristics also has unique thresholds and sensitivities. 
 
Any risk assessment of the impacts of climate change will need to understand the property 
asset base characteristics and the risk attitudes of the company and its tenants.  The impacts 
of changes in climate, the consequential impacts on business systems, stakeholder positions 
and regulation will vary from company to company.  
 
 

Wider external stakeholder positions 
 
When assessing a company for investment purposes, it is important to understand the 
positions taken by external stakeholders in addition to considering the risks and 
opportunities arising from climate change.   Key stakeholders to consider are: 
 

 Tenants  

 Governments 

 Investment banks  
 Suppliers 

 Regulatory agencies  Credit rating agencies 
 NGOs  Insurers 
 Consumer groups 

 Retail and commercial occupiers and 
tenants 

 Other institutional investors 

 Business organisations 
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The policies and adaptation actions adopted by these stakeholders based on their own 
climate change risk assessments and perceptions can have significant implications for 
individual companies.   
 
Conflicting and converging objectives set by stakeholders may add to confusion and 
uncertainty. Policy initiatives (in particular changes to regulatory provisions and codes of 
practice) are likely to have implications for a company’s plans for adaptation to climate 
change.   
 
Companies operating in this sector will need to understand that the energy and emissions 
performance of their assets will change over time in response to the direct impacts of 
climate change and the indirect actions taken by occupiers and users of their assets.  The 
analysis undertaken by organisations such as CIBSE, UKCIP and Arup clearly shows that 
internal temperatures will increase even in modern buildings (see case study on page 6).  
This will create financial and regulatory exposures for companies meeting their emissions 
targets and CRC Energy Efficiency Scheme commitments.  Compliance now is no guarantee 
of compliance in the future. 
 
The commercial sector is already affected by policies and regulations with an adaptation 
objective (for example, land-use planning requirements for flood risk assessments, green 
roofs, sustainable drainage systems) and it is considered inevitable that over time more 
prescriptive regulations are likely to be introduced as the impacts of climate change become 
more immediate.    
 
The introduction of regulations covering maximum workplace temperatures in commercial 
property would have a significant impact on property companies and their relationships with 
tenants.  The Trades Union Congress (TUC) has previously called for a review of workplace 
temperatures.  In 2009 the TUC published a report recommending that the issue of 
establishing statutory limits on upper workplace temperature should be revisited as an 
urgent priority11. 
 
One example of government policy initiatives having future direct implications on the 
commercial property sector is the introduction of the Climate Change Act 2008.   A statutory 
power is now available to the Government to direct public sector organisations and 
organisations providing public or essential services, such as utility companies, to produce a 
report on how their organisation is assessing and acting on the risks and opportunities of a 
changing climate. The Government can also ask for a group of organisations to report 
together on climate change adaptation considerations related to a specific location or a 
particular sector. For many organisations their major risks will relate directly to the location 
and performance of the buildings they occupy.  Many will be tenants of commercial property 
companies.  Their risk assessments under the Act and management options will inevitably 
involve detailed discussions with commercial property companies.  It will be interesting to 
compare risk disclosures by companies under the Act with their disclosures in financial 
reports and business reviews. 
 
Insurance companies and organisations such as the Association of British Insurers, the 
Institute of Actuaries and Lloyds have all conducted research and taken high level positions 

                                                 
11

 Trades Union Congress (2009) Changing work in a changing climate. London 
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on the impacts of a changing climate.  Companies will need to work closely with their 
insurers to assess the changing risk profiles for their portfolio assets.  Companies will also 
have to be mindful of the duty of utmost good faith regarding disclosure of any risk 
assessments they may have undertaken (or those undertaken by their tenants). 

 
 
Impacts and consequences 
 
Investors are concerned with securing a sustainable return on investment over a given 
timescale.  They wish to understand the consequences of climate change impacts on the 
value of individual businesses.  Decisions to invest or withdraw investment in a company will 
be based on each investor’s value drivers.    
 
In discussions with Henderson Global Investors, Insight Investment, Railpen Investments and 
the Universities Superannuation Scheme and following advice from Jones Lang LaSalle the 
following value drivers of greatest significance to investors relative to the commercial 
property sector were identified: 
 

 Stable income streams. 

 Changing capital values. 

 Reputation, legal and regulatory issues. 

 Good covenants. 
 

Most reports on climate change impacts focus on climate hazards and environmental effects 
due to extreme events.  They solely concentrate on analysing a one-to-one mapping of 
hazard to impact, for example flood risk. This oversimplifies the complex cause and effects 
that exist as the climate hazards and environmental effects manifest themselves within a 
company’s asset portfolio.  It also ignores the effect of incremental climate change and 
under-estimates the potential costs of the impacts and the adaptation responses by the 
company and by its stakeholders, particularly those arising from government policy and 
regulation. 
 
Companies operating in the premium sector of the commercial property market are taking 
some significant actions to reduce emissions and improve energy efficiencies.  However it is 
not at all evident if these actions have been developed recognising that climate change is 
underway.  Mitigation measures need to be designed against a dynamic changing climate 
during the lifetime of a property asset, rather than on the basis of historic static climate 
data. The effectiveness of many mitigation measures may be compromised through the 
failure to design for the future.  The case study in this report on page 8 exploring the effect 
of increasing temperature on an advanced naturally ventilated office provides an example of 
the potential risk for the commercial property sector.   
 
Tables 1 to 4 provide a high-level qualitative review of significant impacts and consequences 
of climate change (including those mitigation measures for which there are adaptation 
consequences), and appropriate risk management responses for each of the four investment 
value drivers identified above.  
 
It is also important to consider the climate change impacts on other sectors and their 
adaptation responses.  The impacts on essential utilities, for example, electricity and water, 
together with wider impacts on urban areas may have significant consequences for 
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commercial property assets and their users.  The companion reports covering water and 
energy produced alongside this report provide guidance on impacts that also may be 
relevant to the commercial property sector12. 

                                                 
12

 Acclimatise (2009).  Understanding the investment implications of adapting to climate change – UK energy 
generation. Oxford.  and Acclimatise (2009).  ‘Understanding the investment implications of adapting to climate 
change – UK water sector’.  Oxford. 



 

14 

Table 1:  Investment value driver:  stable income streams 
 

Impacts and consequences Risk management responses 

 As a general trend, declines in property value will be accelerated as variable and extreme 
climatic conditions lead to higher OPEX and CAPEX and potentially lower rental incomes. 

 Higher temperatures in the summer will lead to an increased effect of UV radiation on 
paintwork and exterior finishes, resulting in higher operating costs 

 Thermally efficient properties will be more in demand by major corporations, producing 
higher rental yields due to relative reduction in operating costs. 

 Less thermally efficient properties will require increased capital expenditure in periods of 
higher temperatures due to lack of adaptability. Returns from, and values of, such 
properties will fall. 

 Older properties will be subject to increasing operational maintenance and reduced rental 
yields as poor thermal efficiency will result in unsatisfactory working conditions with 
potential loss of working days. 

 Increased temperature and solar radiation, exacerbated by the ‘urban heat island effect’ 
will result in higher operational maintenance costs as materials (e.g. concrete joints, steel, 
asphalt, protective cladding) will become broken down more quickly. 

 Drought periods due to changed rainfall patterns will affect water use within and around 
offices, in air cooling units, cleaning, sanitation, landscape irrigation, drinking and other 
uses, reducing return and capital value, whilst also increasing water supply costs. 

 Commercial property developments will be at risk of flash-flooding due to increased urban 
run-off. A number of major developments in low-lying (e.g. harbour-side, river-side, and in 
floodplain) locations may find themselves at risk over the longer term, resulting in lower 
capital values and rental yields.  Securing insurance at an acceptable cost will become 
increasingly difficult for properties in risk areas. 

 Driving rain (a feature of intense rain events) will have a detrimental impact on property – 
there will be more risk of water penetration through exterior walls, leading to increased 
operational maintenance costs and lower capital values. 

 Milder winters with higher absolute humidity levels are most likely to favour mould growth 
(with consequent health impacts), necessitating increased operational maintenance costs in 
mould removal. 

 A consequence of changed rainfall patterns is reduction in soil moisture. In areas built on 
clay soils (e.g. London), this will lead to enhanced risk of ground movement and subsidence, 
leading to greater asset vulnerability. 

 A mixture of adaptation measures (including shading, ventilation and cooling) can 
substantially improve the situation to remove all incidents of temperatures rising above 
280C, although there are energy and carbon costs to such measures, particularly from the 
use of mechanical air conditioning 

 Properties with the thermal mass in the roof and ceilings, with natural ventilation to 
remove stored heat are more thermally effective 

 Different construction techniques have different vulnerabilities to extreme heat – e.g. 
glass curtain walling with the masonry mass in the centre of the building (as with many 
office buildings) is less thermally effective in hot conditions. 

 Due to the range of climatic variations and extreme climatic events, investors should hold 
a geographically diverse property portfolio. 

 Ensure properties have sufficient foundations to withstand changes in soil moisture 
levels. 

 Ensure properties are thermally efficient, as this will produce higher rental yields and 
increase capital value. 

 Increase time allowance for building construction work 

 Conduct thorough flood risk assessments before investing in a property to reduce risk of 
high insurance premiums. 

 More thermally stable properties are likely to have lower OPEX and fewer voids.   
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Impacts and consequences Risk management responses 

 Vulnerability of property from changes in soil moisture depends on the construction 
methods adopted and, in particular, the way that the foundations to the property have 
been constructed. A property with stable foundations is less vulnerable, and requires less 
financing costs with a higher return. 

 Buildings are currently designed for wind loads derived from historical wind speed data on 
the basis of acceptable risk. The design wind speed is that of an event with a recurrence 
interval of 1 in 50 years. Increased wind speeds will therefore result in the current design 
wind speed being exceeded more frequently, causing increased risk of structural damage, 
and increased operational maintenance costs.  

 Delay in the construction process is expected in building new property assets due to the 
increased likelihood of extreme weather conditions. This will also affect the refurbishment 
of existing property assets and will result in higher construction costs and late delivery as a 
result of the reduction of available working hours. Water-intensive construction activities 
will become delayed as water shortages occur due to decreases in summer rainfall 

 An isolated flooding disaster may heighten insurers’ concerns about, and attitudes towards, 
flood risk, leading to higher insurance premiums and therefore a reduction in asset returns 
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Table 2:  Investment value driver: changing capital value 

 
 
 
 
 
 
 

Impacts and consequences Risk management responses 

 As a general trend, declines in asset value will be accelerated as variable and extreme 
climatic conditions lead to higher operating costs, increased levels of capital expenditure 
and lower rental income 

 Due to the clear link emerging between the market value of a building and its green 
features, greater client demand for sustainable assets is a key reason for change within the 
industry, with increased returns and capital value. 

 A number of public sector initiatives, (e.g. the government’s ‘green procurement’ policy, 
where it will only invest in properties occupying the top quartile in terms of energy 
efficiency) will add to demand for energy efficient assets. 

 Concept of ‘triple bottom line’ is a predicted investment driver amongst investors, whereby 
investments are evaluated in terms of their financial profitability, social equity and 
environmental integrity. 

 Analysts identify ‘Responsible Property Investment’ (RPI) as an opportunity to improve 
returns by adding capital value. The reasons they give include reputational and market 
differentiation benefits. 

 As assets in areas prone to risk will depreciate in value, assets in areas not prone to 
flooding will increase in capital value. 

 Low energy buildings, particularly buildings that create their own energy through combined 
heat and power systems or independent supplies (such as building integrated renewable 
energy systems), will be at an advantage in terms of energy security, delivering higher 
rental yields and increasing capital value. 

 

 Provision for and protection against extreme events (e.g. windstorm, flooding) will 
decrease potential disruption and result in higher property values. 

 improve the energy efficiency of assets through measures such as increased use of 
natural ventilation instead of air-conditioning, improved insulation of the building 
envelope to reduce heat loss and/or gain, low-energy electrical installations (e.g. lighting), 
and shading devices to control solar gain.  

 Investors stand to gain a considerable advantage in investing in energy efficient assets, 
both through reducing the amount of energy inefficient assets in their portfolio and 
through building a low energy portfolio before low energy characteristics become fully 
recognised in the valuation process. 

 Due to the range of climatic variations and extreme climatic events, investors should hold 
a geographically diverse property portfolio. 

 The RICS is developing valuation tools to enable surveyors to appropriately assess the 
valuation implications of ESG issues e.g. climate change exposure.   
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Table 3:  Investment value driver:  reputation, legal and regulatory  
 

Impacts and consequences Risk management responses 

 The government will focus greater attention on properties as major energy users and will 
look to implement tighter regulations, through stricter building standards and forcing 
property owners and users to reduce carbon dioxide emissions, increasing OPEX and 
CAPEX. Examples of these policies are: 

o Planning Policy Statement 22 - new building developments are required to 
consider some of their energy provision being provided from on-site renewable 
energy sources. This will increase the construction costs for new properties 

o EU Directive on Energy Performance of Buildings 2001 - requires private sector 
developments over a certain floor area and all public buildings to display an 
energy efficiency certificates. 

o The 2010 Carbon Reduction Commitment - surplus carbon credits that can be 
traded back to the government under the proposed cap-and-trade schemes. 

 Future compliance with any of the above will be compromised if mitigation measures fail  
to take into account the effect of a changing climate on energy demands (particularly with 
regard to increased energy to cool buildings and maintain internal temperatures to 
acceptable levels).  

  A relatively modest environmental tax hike or legislative change affecting property could 
be seen as a precursor to likely enactment of much more severe measures of a similar type, 
in turn resulting in pronounced shifts in the perceived desirability and marketability of 
particular properties with inevitable consequences for asset values. 

 There is likely to be a shift in occupier sentiment - larger commercial property occupiers 
will increasingly reject properties that are not socially or environmentally acceptable. A 
poorly rated building will also be at a disadvantage; as such an issue could well be used as a 
lever to reduce rental yields. 

 Higher insurance premiums and more stringent exclusion clauses for properties with 
increased risks (due to location, design or use).   

 Some analysts identify ‘Responsible Property Investment’ (RPI) as an opportunity to 
improve returns by adding value. The reasons they give include reputational and market 
differentiation benefits. 

 Corporate Social Responsibility (CSR) should not be underestimated, in terms of reputation 
and as a basis for possible legal liabilities, for example, the US is seeing a shift away from 
‘rule-bound’ to ‘values-based’ approach to risk assessments. 

 

 Improve the energy efficiency of assets in advance of any regulatory/legal changes to 
reduce resultant operational costs. 

 Investors stand to gain a considerable advantage in investing in energy efficient assets, 
both through reducing the amount of energy inefficient assets in their portfolio and 
through building a low energy portfolio before low energy characteristics become fully 
recognised in the valuation process. 

 Highlight the importance of ‘Responsible Property Investment’ (RPI) in a property 
portfolio to encourage environmentally friendly reputation. 

 Ensure that appropriate steps have been taken to make the building as climate – and, 
therefore, as litigation-proof as possible. 

 In the US, CSR leaders are increasingly including social and environmental issues in their 
risk assessment process to ensure a defensible position in potential claims arising from 
CO2 emissions. 
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Table 4:  Investment value driver: good covenants 
 

Impacts and consequences Risk management responses 

 With the impact of climate change necessitating maintenance work to be made to 
properties, a successful and flexible relationship with tenants is important.  

 A successful dialogue with tenants will not only tell you what and how they are doing, they 
can be an incredible resource for what others are doing 

 Working with your tenants to ensure they are focused on energy efficiency is also an 
important aspect of your expense control. 

 Tenants at risk due to flood / business disruption 
 
 

  In best practice, proprietors will engage with the landlord and be able to plan and discuss 
adaptations to the building. 

 Flood risk management plans can be developed to help manager risks. 

 Properties can be deigned and adapted to be more resilient to flooding (e.g. wiring from 
ceiling down rather than floor up)  
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Risk disclosure by major companies 
 
A review of the public disclosures by five companies, both quoted and unlisted (British Land, 
Land Securities, Liberty International, PRUPIM, Hermes Real Estate) was undertaken to 
identify: 
 

 Current good practice on the assessment, management and disclosure of risks and 
opportunities driven by climate change. 

 Evidence of climatic change affecting the financial value drivers. 

 Evidence of action by individual companies to assess emerging climatic risks. 

 Evidence of action on specific adaptation measures. 

 Evidence of disclosure and reporting to the investment community. 
 
Each of the companies is undertaking research and taking steps to assess the risks (and in 
some cases the opportunities) arising from inevitable climate change although there is little 
information provided by the companies to enable an assessment of the financial implications, 
including for example:  
 

 Potential impact on rental values.  

 Operating cost implications. 

 Costs attributable to retrofitting existing properties, 

 Capital and operating costs arising from building resilience into the design of new 
buildings. 

 
British Land  
 

 British Land states that it has implemented company-wide briefs (such as a Sustainability 
Brief and Refurbishment Brief) to adapt their properties to the potential impacts of 
climate change. 

 The company recognises that climate change poses a significant business risk due to the 
impacts of drought and flooding on their property portfolio.   The company also notes 
that these impacts if not managed will have implications for the attractiveness of their 
properties to future occupiers. 

 Future flood risk and drought are incorporated into decisions related to property 
acquisitions and sales.  The Company does not provide any information on the current 
and future financial implications on the costs, adaptation measures, or impact on rental 
values. 

 The company also recognises the opportunities come with climate change.  This is 
apparent in their ‘Building Together’ initiative, launched in 2008.  They see that having a 
portfolio made up of adaptable, future-proofed climate resilient properties will be 
beneficial in terms of investment whilst also increasing the attractiveness of their 
buildings to occupiers. 

“Part of adapting to climate change means incorporating sustainable water 
management practices such as improved water efficiency and flood proofing into 
British Land properties. Climate change scenarios, such as increased potential of 
future flood risk and drought are incorporated in decisions related to property 
acquisitions and sales”. 
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Land Securities 
 

 Land Securities recognises that the effects of climate change will have a number of 
operational and commercial implications and that these present both risks and 
opportunities. 

 They see increased temperatures being the most obvious consequence of climate 
change and are also highly aware of the implications of changes in rainfall patterns and 
extreme weather events. 

 Land Securities are also looking into ways of improving relationships with occupiers, so 
as to improve energy efficiency and are actively involved in raising climate change 
awareness. 

 Land Securities are in the process of conducting a detailed analysis of the indirect and 
direct impacts of climate change on their operations.  

 The company has set up a working group to analyse the effects of climate change on its 
property portfolio and potential adaptation responses. 

 “Climate change is with us – it demands immediate, realistic measures which 
become ingrained in our day-to-day approach to business” 

Francis Salway, Group CEO 

 
Liberty International 

 Liberty International recognises that they have a responsibility to manage and 
minimise their impacts on the environment, as well as an opportunity to contribute 
positively to the regeneration of the built environment.  They have worked extensively to 
embed sustainable design and management practices across their business. These are 
highlighted in the latest version of the company's Environmental policy and guide. 

 Liberty International acknowledges the need to adapt to the physical risks of climate 
change. The company views weather fluctuations and flood risks as the main impacts to 
their properties. 

“We are all called to play our part in safeguarding the environment within which 
we operate and make best use of natural resources while maximising recycling 
and the use of energy from renewable resources” 

Patrick Burgess, Chairman 

 

PRUPIM (Prudential Property Investment Managers) 

 PRUPIM has established a dedicated research team to conduct research on emerging 
issues, with the main focus being climate change. A Sustainable Development Framework 
has been developed to assist the company in analysing climate change impacts and 
adaptation responses in investment decisions.  

 PRUPIM is expanding its sustainable property approach outside the UK, into North 
America and Asia in the near future. In the US, it is taking part in the US Climate Leaders 
programme, an industry and govt partnership that works with companies to develop 
climate change strategies. 
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 In its 2008 Sustainability Report the company states that “It is also widely accepted that 
the impacts of climate change can no longer be avoided and therefore it will be 
important to understand and adapt to the risks that this challenge presents in order to 
protect the long-term value of our built assets”. 

 The company recognises that there is a need to evaluate the risks associated with 
climate change and where necessary implement site adaptation strategies. 

 The company has an active engagement with stakeholders in the property sector on 
sustainability issues and climate change.  One of the Company’s Directors, Paul 
McNamara, is a member of the Steering Committee of the IIGCC (Institutional Investors 
Group on Climate Change) and is Co-chair of the UNEP FI Property Working Group. 

 

Hermes Real Estate 

 In 2008 Hermes Real Estate commissioned a report ‘Climate Change – the Risks for 
Property in the UK.’ The report sets out the impacts that climate change will have on 
property investment using the UKCIP02 climate change scenarios. Adaptation responses 
are explored. 

 Following the publication of this report, Hermes has pursued possible opportunities to 
adapt to the changing environment. They have developed their own sustainability rating 

systemhttp://www.hermes.co.uk/rpi_report_08/investment.htm to assess future 
value risks and conducted flood risk assessments on all directly managed assets to 
assess their vulnerability. 

 In addition, they have implemented a number of other initiatives aimed at addressing 
specific environmental and social impacts, with a view to mitigating these where 
possible and identifying possible adaptive measures. 

“In order to protect the long term value of our portfolio it is necessary to work 
towards future-proofing our assets against changes in our environment and 
society. This view has been influenced not only by scientific reports but also by the 
economic cost of inaction”. 

 

 
 

Questions for investors  
 

A series of questions has been developed to assist investors to promote discussion and 
create a basis for further engagement with companies. These are based on: 

 Key risks and adaptation issues identified in Tables 1 to 4.  

 Analysis of company public reports.  

 The report authors’ own insight based on their understanding of the potential risks and 
impacts inevitable climate change will create. 

 
The questions cover each of the investment value drivers together with a set of questions 
aimed at understanding issues under the broad heading of ‘Governance’.  Supplementary 
follow-up questions are provided to assist discussions in each case. 
 

http://www.hermes.co.uk/rpi_report_08/investment.htm
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These questions should be considered as providing a framework for discussion and 
engagement. It is not intended that each and every question should be asked, or that there is 
an implied ‘correct’ answer.  The questions can be modified to suit an investor’s particular 
interest and concerns.  It should also be noted that the unique asset portfolios and financial 
risk profiles for each company operating in this sector will create different responses.  
Comparisons between companies may be difficult. 
 
Examples of questions can also be found in the following publications: 
 

 A climate for change: a trustee’s guide to understanding and addressing climate risk 
(2005). Mercer Investment Consulting,  Carbon Trust and the Institutional Investor 
Group on Climate Change 

 A changing climate for property investment: a trustee’s guide (2008).  Institutional 
Investor Group on Climate Change 

 Acclimatise (2009) ‘Building business resilience to inevitable climate change’. Carbon 
Disclosure Project Report 2008. FTSE 350. Oxford 

 

“The changing environment will be more destructive to buildings, potentially 
shortening lifespan and making maintenance more costly, while choosier tenants 
are less likely to occupy unsustainable buildings, lowering returns as a result”.  

“Pension fund trustees should be asking property fund managers difficult 
questions about the extent to which they are addressing climate change issues 
when making investment decisions.” 

UNEP FI Property Working Group 
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Governance 

 
What steps are you taking to assess the vulnerability of existing and future assets to 
changing climatic risks? 

 Are there any specific knowledge gaps where further information is required?   
 Have you commissioned any external research? 

 

 
What additional actions are required to further develop climate adaptation strategies 
within your company?  How can these be integrated within existing risk management 
strategies?   

 How have you embedded climate change across your business? 
 Is there a process for ensuring climate risks are built into your investment decision 

making process? 
 

 
What further action can you take to develop internal capacity, awareness and 
understanding regarding the business impacts arising from inevitable climatic change?   

 Have you appointed a Director to take specific responsibility for assessing the 
impacts of inevitable climate change on the company?  

 What are the results of engagement with external stakeholders? 
 

 
How successful have you been in engaging with your tenants and other stakeholders on the 
impacts of inevitable climate change?  

 Are you sharing information and understanding on the business impacts of climate 
change with your stakeholders? 

 What steps have you taken to ensure that your suppliers and their supply chains 
are climate resilient? 

 

 
Are your management information systems for your property assets, supply chains, 
operations, markets and occupiers reporting on and monitoring climate change KPIs? 
 Can your information systems provide an early warning of operational risk? 
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Stable income streams  

 
What actions are you taking to ensure that those supplying goods and services (including 
utilities) to your property assets are climate resilient?  
 How is the performance of your suppliers monitored? 
 What are the implications for your critical infrastructure providers (telecoms, water, 

sewerage, energy, transport)? 
 

 
Does your property portfolio contain assets located in areas vulnerable to climate change 
impacts (for example, flooding)? 
 What are the revenue and operational cost implications arising from potential 

impacts? 
 How will the risks change over time? 
 How will you manage these risks? 
 Do you need to consider flood risk assessments to cover transport systems and 

utilities, in addition to those required for your own assets? 
 

 
Have you assessed your ability to secure more favourable insurance cover by 
demonstrating strong operational risk management processes and a responsible climate 
aware business? 
 What are the results of discussions with your insurers? 
 Should the climate risk assessments undertaken by your tenants, where they are 

known to you, be disclosed to your insurers under your duty of utmost care? 
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Increasing capital value  

 
What actions are you taking to assess the implications of climate change derived business 
impacts on the depreciation of property assets before normal end-of-life? 
 

 
How will the value of your asset portfolio change over time in response to the risks 
presented by both extreme events and incremental climatic changes? 
 Are there any opportunities to increase asset values? 

 

 
What actions have you taken to understand and manage future liquidity and ensure 
sufficient contingency funding in the event of extreme events?  
 

 
How do your business continuity and crisis management plans reflect the changing risk 
profiles due to climate change and are they well-rehearsed? 
 

 
How are the direct impacts of climate change and related changes in policy and regulation 
being taken into account in the buy, hold and sell decisions being made on properties; 
development, redevelopment and refurbishment of properties; and management and 
leasing of properties? 
 

 
How are changes in extreme weather conditions, increasing variability and incremental 
climatic changes considered in the design phases for new developments and refits for 
existing assets?  
 How are you factoring climate change into your asset design and operational 

performance forecasts?   
 What specific adaptation measures are you including within your new developments 

and refits? 
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Reputation, legal and regulatory issues  

 
How could current and future climate change regulations and industry standards affect 
your organisation and its reputation? 
 

 
Are you taking any actions to assess the implications of future changes in regulations, 
legislation and codes of practices on your portfolio in response to inevitable climate 
change?   
 What steps are you taking to monitor such changes and to engage with regulatory 

agencies in policy development? 
 How will the risk assessment and disclosure provisions of the Climate Change Act 

2008 affect your tenants? 
 How will these changes affect operational costs and revenue? 

 

 
Have you assessed how a changing climate will affect the energy efficiency and emissions 
performance of your property assets? 
 Will your assets maintain regulatory compliance over time? 
 How will your energy demands change over time in response to increasing ambient 

temperature and the management of internal temperatures?  
 

 
How are you sharing knowledge with and informing governments, regulatory bodies, 
NGOs, and the media to manage and forecast exposure?  
 

 
What actions are you taking to ensure that the investment community, your bankers, and 
insurers understand and support the steps you are taking regarding climate risk? 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

27 

Good covenants  

 
How will occupier functionality and user requirements change and over what timescale? 
 

 
What steps have you taken (or will you take) to ensure that your portfolio of assets 
remains attractive to occupiers and meets their needs (for example, in response to 
management of internal temperatures)? 
 

 
Are you taking steps to ensure that your standard lease conditions provide landlord access 
to undertake adaptation measures?  
 

 
Are there any rental and cash flow implications if assets fail to meet required 
accommodation standards (RAS) covering internal temperatures? 

 What actions will you take to review RAS service level agreements and potential 
exposures? 

 

 
What steps are you taking to develop new or enhanced business opportunities that will 
provide competitive leadership? 
 How do you intend to take advantage of changes in occupier functionality 

requirements? 
 Can you provide added value services that will help occupiers predict, monitor and 

adapt to a changing climate? 
 

 
Have you assessed the business risks associated with climate change impacts for your 
tenants? 
 What are the implications arising from disruptions to tenants, for example, loss of 

trade due to flooding? 
 How will offsite impacts affect your tenants and the rental value of your assets (for 

example, flooding of transport systems)? 
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Investment value driver: reputation, legal and regulatory 

 

What steps have you taken to assess the implications of future changes in regulations, 

legislation and codes of practices on your operations?   

 What steps are you taking to monitor such changes and to engage with 

regulatory agencies in policy development? 

 How will these changes affect operational costs and revenue? 

 

 

Are there any emerging regulatory compliance or litigation exposures?  

 What actions are you taking to manage your exposure? 

 

 

What actions have you taken to engage with local communities in areas of future water 

resource stress?   

 How will you manage competition and conflict? 

 

 

What steps is your company taking to ensure it complies with the Companies Act 2006 

with regard to disclosure of risks due to inevitable climate change? 

 

 

What actions are you taking to ensure the company is fully compliant with the 

accounting provisions of IFRS (IAS 37) with regard to future decommissioning 

liabilities? 

 

 
 
 
 

Acclimatise 

Acclimatise specialises in climate change risk manag ement operating 
at both strategic and project levels.  We have a portfolio of tools that 
enable businesses and governments to adapt to inevitable climate 
change.  We bridge the gap between the scientific community and the 
corporate world, reviewing the latest science, providing clear guidance 
on corporate and financial risks and the opportunities arising from 
climatic change.   

 

Disclaimer 

Acclimatise has exercised reasonable skill, care and diligence to assess the 
information acquired during the preparation of this report, but makes no 
guarantees or warranties as to the accuracy or completeness of information 
provided by third parties.  The information contained in this report is based upon 
documents in the public domain, and limited by, the circumstances and conditions 
acknowledged herein, and upon information available at the time of its 
preparation.  The information provided by others is believed to be accurate but 
cannot be guaranteed. 

Acclimatise does not accept any responsibility for the use of this report for any 
purpose other than that stated herein, and does not accept responsibility to any 
third party for the use in whole or in part of the contents of this report.  Any 
alternative use, including that by a third party, or any reliance on, or decisions 
based on this document, are the responsibility of the alternative user or third 
party. The facts and opinions expressed in the report are solely those of the 
authors. 

The authors and publishers and their affiliated companies, or their respective 
shareholders, directors, officers and/or employees, may have a position in the 
securities discussed herein. The securities mentioned in this document may not be 
eligible for sale in some states or countries, or suitable for all types of investors; their 
value and the income they produce may fluctuate and/or be adversely affected by 
exchange rates. 

 

www.acclimatise.uk.com/resources/investors 

 

http://www.acclimatise.uk.com/resources/investors

