The Green Premium

Green Investing in U.S. Real Estate

Suria Mall, Petronas Towers

Green buildingsare sustainable structures that use energy efficiently and leave
low carbon footprints. With increased focus on lowering energy use and carbon
emissions, green buildings are touted as the wave of the future. Riding on
government backing and public suppgattie trend towards green buildings
represensa new class of smart and environmentally conscious real estate
investments. In fact, recent surveys show that irtees are willing to pay a
premiumfor green properties over conventionahes Of coursethese

premiums are accordingly justified sintteese sustainable structurdsing
numerableadvantagedgo its owners fromoperationalcost savings to health
benefits. Yet, any investment must benefit the bottom line. In this report, we
will exploreand answethe pressingquestion:Does investing in green

buildings really make money in the long run?
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FavorableRegulatiors and Policies

To understand green buildings, we must first recognize the current political and economic
environment favorable to green developmen@lobal awarenesand debate in climate

change haefostered many initiatives to support efficient energy use and carboission

reductions. In Julgf200%> G KS Dy YSG G [ QU jdzAf X LOGFtEe& (2
carbon emission reduction goals. The leaders at the summit supported the goal of reducing
emissions in wealthy countries by 80 percent by 2050

Laterthis year the parties to
the United Nations Framework
Convention on Climate Change
(UNFCCC) will hold their latest
round of negotiations to
replace the Kyoto Protocol
whichexpires in 2012in
Copenhagemegotiators at
these talks hope to continue
on the momentum of the
Kyoto Protocol and transition
into another treaty to continue
to reduce global carbon
emissions. These international
efforts highlight a long term trend toward
efficient energy use and stanability. This long term trend translates into new demand for
energy efficient buildings and green homes.
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In the United States, the American Recgvand Reinvestment Act of 200®ge latest
government stimulus packagmcludes many initiatives to reduce energy use and cut
carbon emissions. Parts of the nearly&D billion package aims to spen@ 3 billion on
investments in energy efficiency and@%0 million to increase energy efficiency in low
income housing

Moreover,the WaxmarMarkey climate bill which was recently passed by the House aims to
ensure that all states move to adopt stricter building standarequiring residential and
commercial structures that are at least 30 percemre efficientthan beforé. The feeral
government also seeks to provide abundant financial support in ordienpoove building
efficiency.Once passedy the Senate, the Waxmavarkeyclimate bill will further drive

demand for green buildings.
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Already, there is a clear trendw@rds

Residential Involvement in greeninvesting The Wall Street
Green BUI'dlngS over Tlme Journal regularly showcases

environmentally friendly and energy
efficient green buildings and homes in

i its Life & Style section. A recent survey
60% 1 H Exploring to Moderate |, plished by the AFIRE reports that:
50% - (Ies§ than 16% of
. Pfoléfts) 62KSy t&1SR @2 sKtG SE
u Significant Share (16% ¢ dzA t RAWB S ¢ | (G NA o dzi Sa
30% - I ©0% of rejeets) influenced their decision to purcbaa
20% - \ Larcely to Full LINELISNII @8> mm LISNOSyd al
10% - Degicgted(rlr‘]oﬁethan a2a0 cn LISNDSYyd abAR wa
60% of projects) In almost the exact same percentages,
0% ' ' ' investors said that green attributes
2o ALl A were worth a greater rental
| premiumg’
. . . Not only are more investors
Nonresidential Involvement in demanding green properties, but the
Green Buildings over Time number of green building projects has
also increased. According to McGraw
45% - M Exploring (1% of Hill, the number ofesidentialbuilders
40% - projects) largely dedicated to green buildings,
35% - with more than 60% of projects that
30% - & Moderate (+15% of aregreen, haeincreased from 18% in
25% - ACIEEE 2007 to 36% in 2009.
20% - _
15% - 4 Significant Share (16%  noyer pefore has the drive towards
to 30% of projects) I
10% - greenbuilding investment been so
gz//z } . . . M Largely to Fully great. With government support and

Dedicated (more than | the backing of public sentiment, green
2007 2008 2009 31% of projects) building investment exemplifies itdel
| as an area of long term growth.

Source: McGraviill’
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DefiningGreen Buildings

The history obustainablebuildings in the United States dates back centuries with practices
such as using local and renewable materials. The oil shocks of the 1970s spurred significant
research andictivity to improve energy efficiency and to find renewable energy sources.

This combined with the environmental movement beginning in the 1960s led to the earliest
experiments with contemporargreenbuilding desigh These new designs put special
emphass on sustainability and efficient resource and energy use.

Allsustainabled dzA f RAy3a I NB y23 ONBFGSR Sljdz-td Ly FI
inappropriately usegincethese buildings araot part ofa gosernment regulated market

In general, green buildings are designed following a philosophy based on energy savings and
reduced impact on the environment and human healthese

buildings are designed from the beginning of its life cycle for

sustainability Renewable and reusable materials, efficient

In the United States alone,
buildings account for:

insulation and appliances, and the use of renewable energy
72% of electricity sources are all features ofsastainabe building.With these

EER features, green buildings are able to meeirrent andfuture
government energy efficiency guidelines.

0
EERER Though there are many standards for green certificatibBED

(Leadership in Energy and Environmental Design) certification
Crela ot a1 esialenn ellendezr - remains the gold standarid this field The LEED certification

(CQ) emissions systemis developed byhe U.S. Green Building Council (USGBC),
an independent nonprofitating agencyvith broad industry
participation Under this certification system, projects earn points
by meeting performance standards for environmentally
responsible site planning, energynservation, water
{04 01Ul (elsr - conservattion, indoor air quality, and resoureficient materials

million tons annually) usé€.

40% of raw materials use

Since 2000, USGBC has released performance criteniavioand
existingbuildings to quantify green building performance. This

has carved out a market niche for green buildings, and companies

and builders occupying or constructing such buildiage

RSSYSR (2 0SS &Wa 2tvikohniehta pragdii® LJ2 Yy & A 0 €
groups.

14% of potable water
consumption

Source: U.S. Green Building Codficil
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Green Buildings: An Investable Proposition

Conventional @sidential and commercial buildinpavea profound impact on our natural
environment, econmy, health, angroductivity. Conventional buildings also use large
guantities of resources and energy.

On the other hand, green building saves through lower operating costs ovellifhef the
building. Thouglsuchbuildingsmay cost moraupfront to construct this is not alwaysr

even in the majority of casdle norm. For example, a 2006 study by Davis Langdon
analyzed the construction costs of 221 buildmd@s3 that were constructed with the goal of
achieving LEED certification and 138 that did not teageal of sustainable design. The

study found that a majority of the buildings analyzed were able to achieve LEED certification
without additional funding'.

New Construction 9555 1420
Commercial Interiors 1757 397
Existing Buildings 2063 172
Core & Shell 2147 127
Neighborhood Development 230 12
Schools 534 2
Retail 107 20
Total 16393 2150
SourceUSGBE

A separate review by Davis Langdon of a wide range of studiesoyledgeable
organizations found that the average construction cost premium requoeathieve a
moderate level ofyreen features, equivalent to a Silver LEED certification, was only 1% to
2%. Additionally, the reviewlso foundthat often half or more of the geen pojects in these
studies had no increase in construction costs af.all

Operating savingand other cost savings can only be fully realized when they are
incorporated at the project's conceptual design phase with the assistance of an integrated
team of pofessional¥’. Therefore, some of the most efficient green buildings are ones that
are designed holistically using an integrated systems apprddmivever, green features
integrated at any stage of construction can provide quantifiable economic saaings
benefits.
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wEnhance and protect biodiversity and ecosystems

SOVIIAIMEIRIEU  ormorove air and water quality
Be N ef|tS wReduce waste streams

wConserve and restore natural resources

wReduce operating costs

ECO nom | C wCreate, expand, and shape markets for green product and
services

B e n efl tS wlmprove occupant productivity

wOptimize lifecycle economic performance

wEnhance occupant comfort and health
- - wHeighten aesthetic qualities
SOCIal Beneflts wMinimize strain on local infrastructure

wlmprove overall quality of life

Source EPA®

A recent study by th&eneral Service Administratigmowed that green buildings yielded a
27% increase in occupant satisfactmympared to conventional buildins Some scial
benefits such as improving occupant health, comfort, productivity, reducing pollution
andlandfill waste are not easily quantified. Consequently, they are not adequately
considered in cost analysis leadingatounderestimateof benefits.

water consumption. These factors all contribute positively to the

45% less energy overall value of green properties.
consumption

Additionally, studies show that green buildings have higher future

e [ee e e capital value, reduced risk of obsolescence, less need for refurbishment
costs in the future, higher demand from institutional investors, and lower

tenant turnover.

cielilcsel el nlse  Yet, these are not the only benefits. Investors should pay attention to
the key benefits of green buildings in the ased building values,
Source GSA® occupancy rates, and rental values.
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The Hard Numbers

Green properties enjoy higher building values, greaieupancy rates, and higher rental
rates. These benefits all contribute to a higher total return on investment for a green
building.

According to a 2008 McGraMmill Report, key trends in the European and U.S.
Construction Marketplace shdw

8 to 9% lower operating costs for green buildings on average
7.5% higher building values

3.5% greater occupancy ratio

6.6% total return on investment

I g2N]JAy3 NBLR2NI LINPRdJdzOSR o0& (GKS ! yAGSNEAGE
Estate and Urban Economics¥s just how profitable green buildings can be. Green

buildings average a sale price of $289 per square feet compared to $249 per square feet of
conventional buildings. Green rental properties also enjoy a rent premium of $3 per square

feet and an increasim occupancy rate by 8%.

| RentalSample  SalesSample |
Sample Size Green Control Green Control
Buildings Buildings Buildings Buildings
694 7,488 199 1,617
Asking Rent 29.84 28.14 - -
(dollars/ft?) (12.98) (15.60)
Effective Rent 26.83 23.51 - -
(dollars/ft?) (13.00) (16.11)
Sales Price - - 289.22 248.89
(dollars/ft?) (165.70) (255.49)
Size 324.08 218.69 358.33 159.12
(thousandsft?) (288.92) (293.67) (287.86) (257.50)
Occupancy Rate 89.12 81.35 - -
(percent) (12.76) (22.73)

Comparison of GreeRated Buildings and Nearby Control Buildings (Standard Deviations in Parent
SourcelU.C. Berkeléy
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In a separate study conducted by the University of San Diego, researchers found a positive
trend in rental occupancy rates for green buildings. This study used the Energy Star rating,
another rating for energy efficiersustainablebuildings.

Between 2005 and
Occupancy Rates by Quarte 2008, green buildings
increased their
occupancy rate by 5.5%
92.0% as opposed to only a
90.0% 3.5% increase of
88.0% e conventional
86.0% building<.
84.0% ® Non-Energy Star
zég‘;//(; 5 Energy Star The same study also
corroborates the fact
% § 5 o~ o thé}t systaingble |
« S § @ g o buildings enjoy higher
N sale pricesMoreover,
despite the economic
downturn, these
buildings have fared
Sales Price per Squre Fe the crisis better than
conventional
$400.00 buildings. Green
buildings only
$350.00 declinedin value by
19%since 2007&s
$300.00 opposed to the32%
= NonEnergy Star decline in value of
$250.00 - = Energy Star cohvgntional
buildings? Thus, not
$200.00 - on!y is investingreen
buildings more
profitable, but it can
$150.00 - also be less volatile.
2005 2006 2007 2008 Q1
|
SourceUSGBE
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Obstacles

Despite all of the innovations and benefitsgreenbuildings, going green is still not easy for
most developers and real estate investors. A recanivey conducted by Turner

Construction Company asked executives to rate the significance of eight issues in potentially
discouraging the construction gfeen buildings. Two issues relatingth@ cost ofgreen
constructiong perceived highemitial costs andthe financial disconnect between initial

costs and longerm operating costs as well alse length of the payback periagiwere each

rated as extremely or very significant obstacles by half of the exectitives

Financial drivers tend to be not well
understood, thus expected payback
LISNA2R YI& 068 (22 f2y13
preferred rate of returnThis is an
indication of the fact that many
investorsincorrectly believe tht
green construction is significantly
more expensive than traditional
building methods, when in fact it can
often be achieved with little or no
cost premiumas explained in the
previous sectioa

Education is also an issue. Almost half
of the executives said that a lack of
awareness of the benefits thateen
buildings provide was an important obstacle that potefi§i discourages investment in
green construction. New construction project teamseasftpromote building designs that are
energy efficient, but do not always provide an estimate of the completed and commissioned
building's expected energy to owners and investors.

Four Times SquaT®

Moreover, investors are reluctd to consider investing "greérbecause theypelieve the
marketplace is not interesteddowever, those investors willing to take the risk have found a
very responsive audience. Take, for instance, the Four Times Square commercial structure in
New York City. The developer and builder of this 48 sthiymillion-squarefeet green
giantcommitted toan environmentaly responsible design. This building includes high

energy efficiency features, indoor air quality, sustainable materials and responsible
construction, operations and maintenarféeAs a resultFour Times Square commands top
dollar from its willing occupants and is 100 percent occupied.
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