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At this time, the obligation to consider ESG within the valuation process is implicit 
in IVS. More specifically, under IVS 101 20.1 “all valuation advice and the work 
undertaken in its preparation must be appropriate for the intended purpose.” This 
is further referenced in IVS 102 20.1 where it states that “investigations made 
during the course of a valuation assignment must be appropriate for the purpose 
of the valuation assignment and the basis(es) of value”. Moreover, within IVS 105 
50.36 through 50.4, the adjustments for additional risks within the cash flow 
projection require detailed consideration and this will include ESG elements
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Environmental, Social, and Governance (ESG) are the criteria that together 
establish the framework for assessing the impact of the sustainability and ethical 
practices of a company on its financial performance and operations. ESG 
comprises three pillars; environmental, social and governance, all of which 
collectively contribute to effective performance, with positive benefits for the 
wider markets, society and world as a whole.
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Environmental

• Air and water pollution
• Biodiversity
• Climate change and carbon emissions
• Deforestation
• Resource efficiency (ie, energy and CO2)
• Waste management
• Water scarcity

ESG factors for consideration typically include:

Social

• Community relations
• Conflict
• Customer satisfaction
• Data protection and privacy
• Development of human capital (health & 
education);
• Employee engagement
• Gender and diversity
• Health & safety
• Human rights
• Working Conditions

Governance

• Audit committee structure
• Board diversity and structure
• Bribery and corruption
• Corporate governance
• Executive remuneration
• Institutional strength
• Donations and political lobbying
• Rule of law
• Transparency
• Whistle-blower schemes
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ESG Overview

Environmental, Social, and Governance (ESG) are criteria increasingly used to assess
the impact of the environmental, social and ethical practices of companies on their
operations, financial performance and attractiveness to investors. The three
components; Environmental, Social and Governance which are metrics considered
to evidence effective performance, reach beyond the individual organization out
to the wider markets, society and world as a whole.

While it is very frequent to have ESG criteria assessed and measured from a 
company’s perspective, they should also be considered from a tangible asset’s 
perspective as the ESG principles affect not only the behaviour of owners and 
operators of assets, but also other matters related to the physical properties 
themselves, such as energy efficiency.
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ESG and The Global Real Estate Industry

From a real estate perspective, Environmental issues are especially important as the
built environment contributes approximately 39% of the world's carbon dioxide
emissions and 40% of the energy consumption An increasing number of occupiers,
both in the residential and commercial environment, are seeking to occupy buildings
with green credentials. Responsible valuers need to be aware of steps taken by
governments which will affect real estate. Several examples follow:

Australia, China, Europe, Europe Union, Hong Kong, India , South America,
United Kingdom, United States
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ESG and Real Estate Valuation

Cost Approach: While the Cost Approach could be used for part of the valuation to
calculate the retrofitting costs to make buildings more ESG compliant, it would not
be recommended as the main approach for quantifying ESG considerations within a
valuation.

Sales Comparison Approach: At this early stage of market recognition and adoption
of ESG practices, there is not yet full transparency regarding ESG characteristics for
buildings making it very challenging to find comparable market transactions
reflecting full ESG adoption, or to objectively know and compare the level of ESG
adoption of the comparables used. This factor makes the Sales Comparison
Approach more difficult to apply for the time being.
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ESG and Real Estate Valuation

Income Approach: Discounted Cash Flow Analysis is very well suited to quantifying
ESG factors within a real estate valuation because a DCF can explicitly reflect
specific assumptions which relate to income, expense, capital expenditures and exit
yields and vacancies over a period of years. This method allows the valuer to
transparently project expected trends and changes in income and expenses.
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ESG and DCF’s - DCF Inputs

Income: The influence of ESG on the rent a building can generate can be significant.

Non-recoverable operating expenses: In respect of non-recoverable management
costs borne by the property owner, these costs should not be significantly different
for sustainable buildings.

Vacancies: In some markets it appears that in some instances buildings that meet
sustainable and ESG criteria may receive higher demand from occupiers and rent
more quickly than similar class alternatives that do not meet this criterion.

Capitalisation Rate: The capitalisation rate reflects the risk-return profile of the
underlying property, and numerous aspects must be taken into account(location,
type of use, occupancy rate, year of construction, tenant-mix, etc.)including the
most probable buyer.



ESG – ESG and Real Estate Valuation Part 6

11

ESG and DCF’s – Other Inputs

Finance: While many valuations of real estate assets are performed before
consideration of financing, there are an increasing number of green loans available
within markets where lower finance costs are offered to buildings where
sustainability Key Performance Indicators are achieved. This results in lower costs of
debt and enhanced equity returns to the property owner.

Useful Life: In some markets such as the Netherlands, there is a legal restriction on
the useful life of buildings that don't meet certain ESG compliant criteria. The valuer
must be aware of this and consider the relevant legislation in the locality and when
appropriate. In doing so, they must restrict the forecast cashflows to the remaining
useful life of the building, or until the building is made more ESG compliant.
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ESG and Valuer Requirements

In order to account for ESG factors within the valuation process the IVSC anticipate 
that the valuer will need to;

• Monitor the continued evolution of ESG and what building aspects result in
higher or lower ESG ratings.

• When evaluating a building in its market, be aware of applicable governmental
ESG measures.

• Maintain a keen understanding of leasing and other market requirements to
accurately reflect supply and demand considering ESG.

• Liaise with construction and build cost professionals to understand components
that enhance ESG factors and their cost.

• Understand ESG features of comparables used and determine how much
emphasis market participants place on such features.

• Understand whether favourable financing is available for buildings with a higher
ESG rating.



IVSC Survey: ESG & Valuation

Three separate surveys
1. Business (valuation users): firms that commissions 

and/or use valuations.
2. Valuation Providers: valuers/valuation service 

providers:
3. Investors: investors that use valuations as part of the 

investment process.

• Survey closes 30th April 2022

• Perspective Paper to be published highlighting the results
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Next Steps

• IVSC to publish perspective paper highlighting the 
results

• IVSC to organise a series of round tables to discuss 
the survey results
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Thank you.

www.ivsc.org


