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Value of green buildings
joint consideration to economic, social and natural 
environments
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� Enhanced returns

� Lower cap rates

� Stimulates investment

Value of green buildings
how green buildings lead to better long-term economic 
outcomes
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SOCIAL NATURAL

ENVIRONMENTS
PLAYERS

ECONOMIC

ASSET OWNERS 
(landlords/investors)

� New technologies in 
building construction 
leads to reduction in 
carbon footprint

� Healthier society and 
labour force

� Buildings better aligned 
with public facilities

� More efficient use of 
space

� Improved IQ  working 
space

ASSET MANAGERS

ASSET CREATORS 
(developers/designers)

ASSET USERS 
(tenants)

� Increased 
productivity

� Rental premium

� Increased 
productivity leads to 
enhanced incomes

� Operational 
efficiency via better 
technology and 
skilled  labour

� Reduction in 
operating costs

� Reduction in 
carbon footprint via 
energy efficient 
practices

� Demand for green 
buildings due to 
increased capital

� More green buildings 
leads to lower carbon 
emissions
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� Incorporating the price of carbon in the market price 
mechanism (eg. Carbon Tax)

� If passed the carbon tax will be introduced on 1 July 
2012.

Achieving green building outcomes
direct action or market-based: both will lead to a 
reduction in carbon emissions

0 Q/unit

P/unit

SP0

P0

D=MB 
(Marginal 
benefit)

S=PMC 
(Private 
Marginal Cost)

S’=SMC 
(Social 
Marginal Cost)

Q*0Q*1

External costSP1

GREEN BUILDING INITIATIVES ACCOUNTING FOR EXTERNAILITIES

� Industry environmental rating 
systems

� Green Building Fund
(grants for reducing carbon 
emissions in commercial office 
buildings)

� Carbon Trust 
(funding for green initiatives)

� Emphasis on energy efficient 
technologies

� Strong support from industry.
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Measurement tools
consider three perspectives: investment, space 
utilisation and operational efficiency 
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SPACE OWNERSHIP
(investment return)

SPACE UTILISATION 
(Occupational productivity)

SPACE MANAGEMENT 
(operational efficiency)

GREEN INITIATIVES

• Higher rents

• Lower vacancies

• Lower outgoings

• Lower 
capitalisation 

rates

• Higher return

Green Property 
Index by IPD

Rating Tools 
(Green-Star and 

NABERS)

• higher productivity Series of ad-hoc 
case studies
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Rating tools and classifications
based on selected Green Star and NABERS segments 
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� Green Star Assessment Category:

- Office Design v1 

- Office As Built v1 

- Office Design v2 

- Office As Built v2

- Office Design v3 

- Office As Built v3

- Office Interiors v1.1

- Retail Centre Design v1

- Retail Centre As Built v1

- Industrial Design v1

- Industrial As Built v1

- Healthcare Design v1

- Healthcare As Built v1 

� Green Star Rating:
- 4, 5 and 6 star

NABERS ENERGY

� NABERS Energy Rating Type: 

- Office - Hotels

- Retail             - Residential

� NABERS Energy Rating 
Category:

- Base Building

- Whole Building

- Tenancy

� Green Power:

- With green power

- Without green power

� NABERS Star Rating:
- 0, 1, 2, 3, 4, 5 and 6

NABERS WATER

� NABERS Water Rating Type:

- Office - Hotels

- Retail        - Residential

� NABERS Water Rating 
Category:

- Base building

- Whole building

- Tenancy

� Water Usage:

- With recycled water

- Without recycled water

� NABERS Star Rating:
- 0, 1, 2, 3, 4, 5 and 6

GREEN STAR

Performance  ToolDesign / As Built Tool
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� Commercial Building Disclosure (CBD)
� The Building Energy Efficiency Disclosure Act 2010 (BEEDA 2010) commenced on 1 Nov 2010. 
� The first 12 months is a transitional phase: only NABERS Energy rating is mandatory.
� Applies to sellers or lessors of office space greater than 2,000 sqm
� Complete disclosure takes effect on 1 November 2011

� Requirements
� Landlord will need a Building Energy Efficiency Certificate (BEEC)
� BEECs are valid for 12 months
� Any advertisement of space is required to show NABERS rating (exclusive of Green 

Power)

� Non compliant
� Fines for non complying

Summary remarks
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Update on NABERS ratings
Mandatory disclosure almost here
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� Measures investment returns for buildings which hav e environmental 
performance ratings
� At this stage the focus is office buildings
� New and existing buildings

� Provides tangible metrics on the investment perform ance of “green” buildings
� Includes total return and pricing diagnostics (such as capitalisation rates)

� Undertake benchmarking analysis between rated and n on-rated buildings
� Facilitate portfolio attribution analysis
� Insight into “value-add” initiatives for development and refurbishments

� Improves transparency in the market and across the property industry
� Provides insight into risk premium & asset valuations for green buildings
� Understand the relationship between operational efficiency and investment returns

Summary remarks
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Motivation for a green property index
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Users of information 
a broad spectrum across the property industry

Owners of capital         
(investors)

Managers of Capital

Asset owners

Creators of product (buildings)

Users of buildings           
(tenants)

Managers of buildings

Policy makers

Educators

� Institutions
� Superannuation (pension) funds and sovereign wealth funds
� Private investors (HNW)
� Advisors and asset consultants (eg. Mercer Consulting)

� Property Fund Managers (eg. AMP, CFS, Goodman)

� Landlords 

� Developers (construction companies) 
� Designers

� Private sector (Large Corps, mid-sized tenants)
� Public sector (federal, state and local governments)

� Asset managers, real estate companies and valuers

� Government (mainly Federal and state)
� Industry advocacy groups (PCA) 

� Universities
� Industry bodies (API, RICS, GBCA) 

GREE PROPERTY INDEX

12

TYPEPLAYERS
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PROPERTY ASSET VALUATIONS ENVIRONMENTAL PERFORMANCE 
RATINGS

GREEN INDEX

� GREEN STAR 
(GBCA)                                  
primarily focused on new buildings 

� NABERS 
(National Australian Built 
Environment Rating System)             
focused on existing buildings

� RETURNS                

� CAP RATE

� CAPITAL VALUE

� VACANCY RATES

� RENTS

� OUTGOINGS

Investment 
metrics

Space 
metrics

Datasets used to construct the Green Index
merging property asset valuation and environmental 
rating data

� MARKET TYPE 
(CBD and Non-CBD)

� QUALITY        
(Prime & Secondary)

� REGIONAL 
MARKET TYPE 

(SYD, MEL, etc)

DATA PROVIDERS                           
(building owners and fund managers)
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IPD Australian property database 
contributors, assets and market coverage

PARTICIPANTS

� Anvil Capital
� Amalgamated Holdings Ltd
� AMP Capital Investors
� APN Property Group
� Aspen Group
� Australian Unity
� 360 Capital Property Group
� BlackRock
� Brookfield
� Bunnings 
� Cbus Property
� Centro Properties Group
� Challenger Fin. Serv Group
� Charter Hall Group
� City of Melbourne
� Colonial First State GAM

� LaSalle Asset Management
� Lend Lease Real Estate Investment
� Mirvac
� Orchard Funds Management
� Perron Group
� QIC
� Queensland Dept of Public Works
� Real Estate Private Equity Partners
� Retirement Benefits Fund Board
� Schwartz Family & Co
� State Property Authority NSW
� Stockland Trust Group
� Thakral
� Tourism Asset Holdings Ltd (TAHL)
� OnePath Ltd (Vital Healthcare 

Property)

� Cromwell Property Services PL
� DEXUS Property Group
� EG Funds Mgmt 
� Eureka Funds Management
� Future Plus
� GPT Group
� Goodman
� Grosvenor Freeholds PL
� Grand Hotel Group 
� Harmony Group
� IBA (Indigenous Business 

Australia)
� IHG (Intercontinental Hotel Group)
� ING Real Estate
� INVESTA Property Group
� ISPT

PROPERTY INDEX DATABANK

GREE PROPERTY INDEX

Index: Commercial  property         SIZE:  1,610 as sets        VALUE: $126.8 billion Participants: 46

14

Index: Green property                    SIZE:    4 09 assets     VALUE:  $45.7 billion Participants: 32          
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IPD data base profile for office buildings
rated versus non-rated buildings
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� The Australian IPD database currently has c1,600 of commercial assets with an asset value of c$127bn. It represents 
c65% of investment-grade property in Australia.

� Commercial office assets account for c590 assets with a combined asset value of $55 bn.

� Rated office assets (c$46bn) now represent a significant share of the office asset database.
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Property Investment performance
property market is currently in upswing phase but it is 
moderating

17
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Quality grade of Green-star rated buildings
large share of buildings are A-grade
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Returns for Green Star rated buildings  
Green Star rated buildings deliver higher returns than 
non-rated buildings

19

� The return spread between Green Star rated and all office buildings is c160bps.

� The outperformance of 4 Star rated buildings to 5 & 6 Star may reflect: a) a lower construction cost; hence its payback 
profile will be shorter; or b) a more robust  tenancy profile especially when market conditions are sluggish.
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Pricing for Green Star rated buildings 
Green Star rated buildings deliver a lower 
capitalisation rate than non-rated buildings

20

� The cap rate premium between Green Star rated and all office buildings is c10bps.

� The lower cap rate on Green Star rated buildings is consistent with new/better quality buildings  that have lower risk 
profile: buildings are more easily rented  and are more efficiently managed 
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Capital return for Green Star rated buildings
Green Star rated buildings mitigate downside market risk

21

� Returns for Green Star rated  buildings which are either located in the CBD or are prime grade  outperform all  buildings.  

� The pool of Green Star rated buildings  do not experience negative capital return as do the  pools of  non-rated buildings. 
This suggests that Green-Star rated buildings better preserve their asset value.
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Performance of Green-star rated buildings  
combining space market & investment market metrics

22

� Space metrics: Green-star rated buildings have lower vacancy rate and lower opex but also a lower rent received. 

� The lower rent for Green star rated buildings reflects lease deals struck post GFC  where the market rent was lower. 

� The higher capex on Green Star rated buildings reflects incentives offered on new buildings to attract tenants.
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Quality grade of NABERS rated buildings
significant share of premium and A-grade buildings

� As at June 2011, the average NABERS rating for office buildings was 3.5. 
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� Buildings with a rating of 3.5 stars or above deliver higher returns than buildings with a rating of 3 star or below. This 
indicates a clear inflection point for optimal rating.

� The higher total return for buildings with a rating 3.5 or greater have experienced stronger capital growth.

Returns for NABERS rated buildings  
NABERS rated buildings deliver higher returns than 
non-rated buildings
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� Buildings  rated with a 4 Star and above have a lower cap rate, suggesting a relatively  lower risk profile.

Pricing for NABERS rated buildings 
NABERS rated buildings deliver a lower capitalisation 
rate than non-rated buildings

25
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Returns for NABERS high-rated buildings
NABERS high-rated buildings outperform for both prime 
and secondary grade buildings

� High NABERS rated buildings deliver high returns  across prime and secondary quality grade .

� Cap rates for NABERS high-rated buildings is  significantly lower than that for all office buildings: the spread premium s 
are 40bps and 30bps for  prime and secondary grade buildings respectively.  
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Returns for NABERS high-rated buildings
NABERS high-rated buildings outperform for both CBD 
and non-CBD located buildings

� High rated NABERS rated buildings deliver high returns  across CBD  and  non-CBD located.

� Cap rates for NABERS high-rated buildings are significantly lower than that for all office buildings: the spread premium  
are 20bps and 30bps for  CBD and non-CBD located buildings respectively.  
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NABERS rated buildings by CBD markets
return performance in rated buildings varies across CBD 
markets

� Sydney CBD: Low and high-rated buildings deliver similar returns. This reflects generally weak demand.    
� Melbourne CBD: The higher return for high-rated buildings over low-rated buildings reflects stronger demand for  quality space.

� Canberra: The negative capital return for low rated buildings is due to  (government) tenant demand for high-rated buildings.
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� The NABERS high rated buildings have lower vacancies and slightly higher rent received but also a higher opex. 

� Lower vacancy rates and higher rents indicate strong tenant demand for NABERS Energy 4 to 5 star.

� The higher opex for NABERS rated buildings suggests higher costs associated with new technologies.

Performance of NABERS rated buildings  
combining space market & investment market metrics
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� Index background

� Index results
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� High-rated buildings generally have a higher invest ment return
� Green star: outperformance greatest in 4 star rated buildings
� NABERS: outperformance greatest in 4-5 star rated buildings

� Rated buildings generally have lower cap rates
� Green star and NABERS high-rated buildings have a lower risk profile than non-rated buildings
� In general, rated buildings tend to mitigate downside risk – a more muted downturn 

� Relative performance influenced by market segments and cycles
� Rated buildings show outperform in both prime and secondary grade markets 
� Varies across regional CBD markets due to specific market characteristics
� Rated buildings show clear outperformance during upswing cycle 

� Market pricing dynamics
� Market pricing is evolving from one purely based on quality grade to one based on a joint  

grade –rating consideration

Summary remarks
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General findings
based on the Green Property Index
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� Expand analysis on investment index
� Control for building age: by incorporating construction and recent refurbishment dates
� Control for building height (in terms of floors) and size (in terms of floor plates)
� Sector: construct index for hotel sector

� Migration analysis 
� Gauge how opex and capex profiles change with upgrades to buildings
� Cost-benefit analysis to understand which “green” star-rating performs best in terms of 

investment returns.

� Carbon footprint
� Creation of a property carbon utilisation index to measure building energy usage.
� Compare to IPD’s green index which essentially reflects building energy efficiency. 

� Occupational green-performance metrics
� Examine  measures to capture and describe occupational productivity and link these with 

investment indices.

Summary remarks
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Next steps...further areas of research
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� Value proposition
� Highlight that green buildings deliver economic, social and environmental benefits

� Standardisation of metrics
� Harmonise rating systems globally (eg. Green Star)
� Carbon measurements
� Use of different valuation methodologies in different countries (eg. static cap rate versus DCF)

� Information sets
� Consistency in data structures for reporting 
� Expanded metrics  to measure  investment, operational and occupational performance
� Expanded data sets to synthesise macro (portfolio level) and micro data (asset level data)

� Marker evolution
� Markets at different stage of development (USA, AUS, UK, NZ, ...?)
� The interplay between  industry (self regulation) and government  (impose regulation) 

Summary remarks
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Industry challenges
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Intellectual Property Rights and use of IPD statistics as benchmarks
Whether in the public domain or otherwise, IPD's statistics are the intellectual property of Investment Property Databank Limited.
It is not permissible to use data drawn from this presentation as benchmarks.  

© Investment Property Databank Limited (IPD) 2011. Database Right, Investment Property Databank Limited (IPD) 2011.  
All rights conferred by law of copyright and by virtue of international conventions are reserved by IPD

Contact details

Anthony De Francesco
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Telephone: +61 (0) 2 9248 1901

Mobile: +61 (0) 405 506 284
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