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Real Assets like real estate and
infrastructure are an increasing-
ly important part of the invest-
ment portfolio of institutional
investors. At the same time,
institutional investors have a
growing concern about the
sustainability of their invest-
ments and the impact these
investments have on a future
world. Do these trends contra-
dict or complement each other?

Why are Real Assets important?
Dan Grandage: ‘Real Assets, or private
markets in general, are the natural home for
sustainable investing. You have much more
control over these kinds of assets than you
would have in a listed environment. In that
case, you are dependent on some kind of
shareholder action, while with real assets,
you own it directly, or at least sit on the
management board’

Vanessa Menzies: ‘I agree to a certain
extent. But in infrastructure it is possible
that you are just the concession holder. You
may not actually own the asset, but you still
manage it. I think it is important to work
with a company, regardless of whether you
own the asset or not. You need to take
responsibility for any capital that is invested
in a company. And irrespective of whether
you are an equity or debt holder, as for
example 90% of the asset could be lever-
aged, you really need to push for some kind
of change. That is important’

Miika Kotaniemi: ‘Real Assets have their
own specific risk assessments, but I agree
that financial assets have their own underly-
ing corporate assets.

Marleen Bikker-Bekkers: ‘It doesn't make a
real difference what type of investment you
are making. You just have to make sure you
set your goals and targets with regard to
sustainability and with regard to the ques-
tion where you can and want to contribute
to the overall global target we have set, as
pension funds or as countries through, for
instance, the Paris Agreement and the UN
SDGs. What matters is that you execute

what you want to achieve. This is true for
both listed and unlisted assets’

Helena Olin: ‘Collaboration is essential, in
order to achieve something with regard to
sustainability. Not only for investors, but
also for policy makers and innovative
technology firms’

Bikker-Bekkers: “We all need to think
outside the box a little bit’

Harry van den Heuvel: ‘We think it is
crucial to be in control of Real Assets,
because of their long-term nature and, more
importantly, their long-term impact on
everyday life. We think that control is ea-
siest to realise within private markets and
much less possible in public markets.

Olin: ‘There is so much money flowing into
the market. You think you are investing in
something that is private and next year they go
for an IPO and you might want to hold on’

Van den Heuvel: ‘Tt is not something we see
happening now, but it might be something
for the future’

Let’s have a look at the changing
approach towards these invest-
ments. It started with exclusion, and
now, after integration, engagement
and stewardship, it is tending
towards impact investing.

Van den Heuvel: ‘That is still a useful con-
cept. At the end of the spectrum, one might
find investors who are prepared to accept
below market rate returns in return for
higher positive impact.‘

Menzies: ‘I think the environment has
changed. It is no longer about ticking boxes.
There is quite some difference between
assets that from an ESG perspective are
considered ‘not so good; to ‘have to do
better) to suddenly being considered ‘sustai-
nable’ You can't sit back idly and say that
you will only invest in sustainable or impact
investments. There is a lot of work to be
done in the middle. That’s the hard stuff, the
real heavy lifting’

Grandage: T agree. I think it is about the
spectrum of sustainable investing. Ultima-
tely, we need to be moving our assets to
minimize the negative impacts and maxi- >
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for any capital that is invested
in a company, irrespective of
whether you are an equity or

debt

older’
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mize the positives. It has to do with mini-
mising the risks and maximising the oppor-
tunities, and not with the label’

Ilkka Tomperi: ‘In real estate, the first step
would be to focus on energy savings. But
when you really want to make an impact,
you should start investing in alternative
energy sources, like we do with geothermal
energy and those sort of things. These kinds
of green investments generate a higher
return than we achieve with real estate. It is
much better than typical real estate
investing’

Van den Heuvel: “We see a difference
between ESG investing and impact inves-
ting, especially around infrastructure. We
all favour renewable energy over fossil
produced energy, but this can cause pro-
blems when those renewable energy assets
are developed in your local area. We also see
a conflict between the need to build afforda-
ble homes and the environmental costs of
concrete, which makes up a large part of a
country’s carbon and nitrogen emissions.

Sebastiaan Ranner: ‘As an owner of a Real
Asset, it is vital to have active engagement
with all the stakeholders around the asset.
These assets are typically long-term and are
part of a community. You need to be an
active owner to make these investments
successful from the phases of development
and construction, to operations and final
exit. So as an owner you need to be part of
the board of management, or make sure that
you use service providers that adhere to
your plans and criteria. It means that you
take stakeholder engagement seriously.
Otherwise some groups might take you to
court, which causes all kinds of risks for the
manager of an investment’

Guido Verhoef: ‘It is not only about stake-
holder pressure, but, of course, also about
public measures. When we sit at the table as
a stakeholder, we can enforce most pressure.
But our pensioners, our beneficiaries, also
have a strong voice. If you operate in the
public market it is less visual. It makes a big
difference if you own the asset, or if youre a
5% owner of a fund’

How do you set goals for
sustainable and impact investing?
Menzies: ‘We have a very, very long per-

RONDE TAFEL

‘Ultimately, we need to be
moving our assets to minimize
the negative impacts and
maximize the positives.

spective when it comes to investing. We see
it as our role to help companies adjust to a
trajectory that will bring them to a net zero
CO, emissions level by 2050. So we are not
only investing in sustainable or renewable
assets, we try to diversify as much as possi-
ble. We help companies prepare for the
future. And we feel comfortable with that,
because, after all, investing is for the
long-term’

Jérome Sousselier: ‘We set KPIs for compa-
nies and their management. These KPIs are
not directly linked to the Paris Agreement,
but they are closely related. If you take the
example of carbon footprint, we measure it
for all infra portfolio companies and then
we define other specific KPIs related to
energy efficiency. We also design company
specific KPIs as it is no use to utilise a broad
KPI - because companies differ, so you need
to adapt what you track and where you can
have the highest impact.

For our relevant funds we use the SDGs.
This creates a framework for the various
strategies. Each fund picks the relevant
SDGs, typically three or four in order to
have a meaningful impact. But ultimately, it
is the KPIs for individual companies that
really count’

Christopher Wright: “‘We need to make a
distinction between ESG investing and
impact investing. ESG investing is really just
about understanding the totality of material
risks that influence your investments in the
long term. Impact investing adds a secon-
dary goal, to intentionally generate a better
impact on society. Examples can be afforda-
ble housing or renewable energy’

Bikker-Bekkers: “That’s an important
distinction. We need a lot of ESG integra-
tion, but not every investment needs to have
an intention to solve a societal issue and
needs to be an impact investment. In an
ideal world, that might be different, but for
now we need to actually take stepstodo >
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better, also with ‘normal’ investments. And
be aware of when you have the intention to
solve an issue and also properly report it

Wright: Tmpact investing is a secondary
objective next to the ESG framework. The
two approaches don’t have to clash and we
see many examples of that in real estate and
other markets. But sometimes one wants to
create a positive impact even if it means that
you sacrifice return. That is completely
legitimate as long as you acknowledge it
upfront’

What about diversity? Within real
assets both gender and ethnical
diversity is relatively low. What can
be done to endorse this diversity?
Bikker-Bekkers: ‘It is important for us to
acknowledge the need to be more inclusive
and diverse. Research has proven that this
helps us make better decisions. For me, it
doesn’t stop with gender. We could also look
at age, where you come from, and lots of
other things. We all need to set the bar high
and live up to it!

Verhoef: ‘In the shorter run, there will still
be alot of men in prime real estate, but for
the longer term, we have to make sure that
we hire new people in teams, people with a
more diverse background’

Ranner: ‘It’s very good that more attention
is paid to increasing the number of women
and minorities in investment teams. We
believe it will lead to better investment
decisions as well.

Menzies: ‘“The real importance of diversity
is the fact that it creates more possibilities of
looking at investments or evaluating invest-
ments from a different perspective.

If you look at the fundamental issues that
have impacted all of our portfolios, we see
issues that none of us anticipated. We sit in
investment committees looking at potential
risk factors only from a historical perspec-
tive. What we don’t do enough, is thinking
outside the box. Especially with respect to
infrastructure, things are changing fast. The
more diversity we have, the better the in-
vestment decisions we take’

Ranner: ‘We see this with the fund mana-
gers we hire. There are managers who are
old-fashioned, ones that are lagging in

RONDE TAFEL

‘As an owner of a Real
Asset, it is vital to have
active engagement with
all the stakeholders
around the asset!

taking the next steps and ones that are on
the forefront. The ones on the forefront set
KPIs to improve ESG impact for companies.
They have a thorough diligence process
with measurable KPIs. This is especially
important around impact investments such
as renewable energy, where you see most of
the frontrunners’

How to design sustainable
infrastructure? What are your views
on that topic?

Van den Heuvel: “‘We manage around ten
fiduciary infrastructure portfolios for
different clients. For our strategy to be
successful, it’s essential to align infrastruc-
ture and climate policies with a clear set of
objectives and so-called outcome indicators.
These are all related to ESG factors.
Currently, were rolling out client road maps
for each of our clients. These specify how
our clients can reach their goals. In addition
to that, it is important to set specific KPIs, as
mentioned before. Our infrastructure
portfolio’s tilt towards renewable energy is
increasing. It can even be as high as 30%
and 50% of the infrastructure portfolio.
Furthermore, we have a variety of social
PPP investments, like the care sector’

Cutting CO, emissions through
increasing energy efficiency can be
considered as the first step. But
can we do more? And how
profitable is that?

Grandage: ‘Increasing energy-efficiency is
not even necessarily the first step to reduce
CO, emissions. The first step is to really
understand where you are at the moment.
You have to define exactly what your foot-
print is. After that, it’s crucial to understand
what you want to achieve. If you have esta-
blished that, you can move on to other
questions, like: “‘What can be done from a
procurement perspective? How can we
procure green energy? Can we make the
energy that is coming into buildings less >
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‘We see that technology is
moving very quickly. Automated
solutions will reduce the costs of
collecting sustainability data and
validating and disseminating it.
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carbon intensive?” We are obviously also
looking at energy efficiency. Then there are
other questions to answer. For instance:
‘Can we install renewables directly?’

And finally, there is the big issue of enga-
ging with the occupier, especially in a real
estate concept. That can be a big challenge
when there is no legal ability to enforce
anything. Because they are responsible for
up to 80% of the consumption. It’s key to
work with them to understand and reduce
this consumption.

In real estate, most of the information
comes from the landlord. To get the infor-
mation from the tenant is more challenging.
But this is starting to change and we are
using technology to assist us’

Verhoef: “The bottom line is that we need to
be super transparent. As a liquidity provider
we struggle with getting the right kind of
transparency with regard to returns and
risks and ESG data. Technically it’s possible
to provide us with this information, but it
does not happen yet.

I think we are just halfway. As soon as you
have the data regarding energy use and
wastewater et cetera, you can begin to open
discussions as to how to get in line with the
Paris Agreement’

How do you implement a
sustainable/impact strategy?
Kotaniemi: ‘One of the questions is who
should own the measured impact of an
investment. Is it only the owner of the asset,
or should it be shared with the provider of
debt? We have examples in Finland where
the same impact was calculated three times
by different providers. There is reason to be
careful. But in the end it doesn't really
matter, because the emissions will go down
to zero)

Ranner: ‘There is some discussion going on
about impact ownership. We have managers
that invest in wind farms. They might say:
‘We created a certain amount of megawatt.
That offsets this much CO, and we, as the
equity owners, are the owners of these CO,
savings. You will also have providers of debt
for the same assets. They will say they also
contributed to these CO, savings. We realise
that there is no real standardisation in the
market yet for measuring and ownership of
these impacts. It is imperfect and I am keen
to hear your views!

RONDE TAFEL

Kotaniemi: ‘Would it be possible to use a
different framework for debt, so one could
measure the impact of equity investments
by using CO, reduction, but then to apply,
for instance, the EU taxonomic framework
for the debt investments?’

Verhoef: ‘It’s an interesting discussion. It
all starts with definitions and having a
good discussion. I would argue that you
have to divide a project into an equity part
and a debt part. So I would argue that if
you have a 50% equity part, and you own
100% of this equity, then you are only
allowed to report 50% of the CO, savings.
That is logical to me’

Sousselier: T could give some examples of
specific actions we have taken to achieve full
decarbonisation by 2050 at certain compa-
nies. A first example is that we have re-
placed the fleet of vehicles from fossil to
electric for some portfolio companies. At
another company we decided to put solar
panels on the roofs of some of their buil-
dings and to buy only green electricity, so
that the company is fully sustainable in
terms of power purchases.

More broadly, it is not always easy to mea-
sure your impact throughout the value
chain, because we are dealing with deep
supply chains, while as a small client you
cannot impose big changes - but we do try
when negotiating with suppliers’

How do you measure the results of
a sustainable/impact strategy?
Sousselier: ‘The measuring and compari-
son of results is probably the toughest part,
as there are no global standards yet. We
look at a range of KPIs such as workforce
diversity, the companies’ carbon footprint
and the way companies reduce their emis-
sions, for example - these KPIs can be
compared across industries and compa-
nies. Our objective is to have an impact on
the companies in which we invest, so we
measure the changes in those relevant KPIs
that we track. A portion of the bonus of
management teams is related to achieving
these improvements.

Nothing is standardised in the industry yet,
which makes it difficult, but things are
progressing, with Europe putting in place
specific disclosure requirements under
TCEFD. Hence on our end we elected to be
an Article 8 fund to commit to sustainable >
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investing. That’s a first step to getting
things more harmonised’

Menzies: ‘You want to harmonise KPIs, but
as Jérome Sousselier stated, it is so particu-
lar for different companies. Under TCFD
you want to take the right criteria, the right
KPI for the right company. So for our gas
assets, one simple KPI would be how much
of the network has been converted to poly-
ethylene, because in polyethylene one can
carry hydrogen. When the market is ready
to carry that hydrogen, a specific company
will be able to instantly transition from a
more traditional gas network into the new
space of sustainable investment.

The KPIs have to be different for different
sectors. And even stronger, they will have to
be defined for individual companies. Our task
is to work out with each individual company
to measure what is really going on to make a
difference for the company in the future’

Grandage: ‘I think there is a tendency, even
increasing with SFDR, to report loads and
loads of different KPIs. But they need to be
relevant and material. We have to be a bit
more focused when we are reporting and
setting KPIs, making sure that they fit the
purpose whatever the investment is. I know
this is challenging because I know there’s no
universal KPI that fits everything.

And, as a comment regarding GRESB, they
are actually pushing the industry down the
road towards standardised information,
which is good, but sometimes the requested
KPIs are not always relevant for a particular
strategy, whether it is for real estate or
infrastructure’

Van de Heuvel: “The comments of Dan
Grandage are quite familiar to the ones we
get from GPs on our stance on GRESB. We
always say you should do good, but you
don’t have to be perfect. In our opinion
GRESB is still the best option to go forward’

Bikker-Bekkers: ‘T think GRESB is really good
for comparing general ESG criteria and

efforts. But when you have an impact strategy,
you need to keep your eyes on the social and
environmental issues you intend to solve.
Those need to be measured and reported on.
You need KPIs that meet or report on that
specific problem that you are addressing with
your investments and your capital’

Wright: ‘T think environmental data for real
estate are well covered by the GRESB survey.
At least the landlord-controlled energy is
broadly collected in the market. As said
before, it is more difficult from the tenant
side. The requirements to provide informa-
tion are ever increasing, while bypassing the
conversation on whether or not the publica-
tion of data is relevant. There’s an increasing
amount of these regulations, but they are
mostly on the environmental side. In real
estate, health and safety issues are increa-
singly important. There’s a good amount of
information available, so you can set KPIs
that are relevant for what you invest in’

Kotaniemi: ‘T recently came across a start-
up in Finland that uses Al to read scientific
articles about the impact of an economic
activity and to suss out the consequences for
knowledge, health and the environment.
They’ve been running this Al for years and
they have a service that combines these data
with information about listed companies
and even private companies. They collabo-
rate with fund managers, so that’s fairly
exciting’

Wright: “We see that technology is moving
very quickly. Automated solutions will
reduce the costs of collecting sustainability
data and validating and disseminating it. It
will hopefully make the monitoring of ESG
strategies much more efficient and seamless.
In addition, governments are starting to
mandate public disclosure of operational
energy use and emissions. I think the broa-
der improvements in the transparency of
ESG will impact how investors and mana-
gers will view and value different types of
investments.

What is the ultimate result of a
sustainable/impact strategy?

‘It’s important to assess the
different consequences of
climate change, but the most
important discussion is what it
means for your investments.
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Olin: ‘“There will be considerable changes.
With commercial real estate we now pos-
sess the information we need to know
which building is going to be obsolete in
five years’ time. The qualified buildings
have a higher occupancy rate. We are able
to charge higher rents and the costs are



lower. More and more appraisal firms are
taking this kind of information into
account.

We are talking about commercial real estate,
but the same is going to happen with resi-
dential real estate. I see tenants evaluating if
a building is built in a sustainable way,
much more so than five years ago.

Tomperi: “‘We also see the effects in our
occupancy rates. That makes them more
valuable. And these buildings qualify for
green loans. They are a little bit cheaper
than normal ones. There’s a huge amount
of interest for them from the investor side.
We see that banks are actually extremely
grateful if we provide them with the right
certificates.

I also see the consequences of climate
change. We made an impact analysis of the
consequences of the rising sea level. We
can spot on a map the buildings that are at
potential risk after a rise of the sea level
with a certain number of centimetres. That
is quite interesting. We're obviously diffe-
rent from The Netherlands, but even in
Finland we have lots of areas of land that
are close to sea level but very far from the
sea. So the rise might cause flooding in
areas where you don’t expect it’

Verhoef: ‘It’s important to assess the diffe-
rent consequences of climate change, but
the most important discussion is what it
means for your investments. One can have
a building in a problematic position, but
do you want to sell it tomorrow? Maybe it’s
the best performing asset in your portfolio,
so you will underperform. We feel you
should look at it from a longer-term per-
spective. Climate change has become part
of the decision-making process regarding
investments’

Wright: “We have some real concerns. Some
of the real estate development in big cities
around the world is in coastal areas that will
likely experience much more flooding in the
long term unless governments invest in
large-scale flood protection systems. It’s left
to investors to understand the risks. The
uncertainty makes it difficult to price this
risk and we assume the magnitude of long-
term flooding risk is not fully understood in
the market. At what stage will it be priced by
the average investor? That’s the question. If
extreme weather events begin to occur more
frequently, we expect real estate investors to
pay more attention to this.

RONDE TAFEL

‘You need KPIs that meet or
report on that specific problem
that you are addressing with

your investments.

BlackRock’s former Chief
Investment Officer for sustainable
investing, Tariq Fancy, caused an
uproar by declaring green investing
is all nonsense. It will do great
harm, he claims. Is he right?
Grandage: ‘I agree partially and there’s
absolutely a real risk that he is right. Green-
washing is a big thing and a big problem.
Lots of organisations are, even now, coming
up with claims that don’t stand up to scru-
tiny. So he is right in that sense, but to
disregard the whole industry is a bit harsh.
There are clearly grades of activity. Green-
washing is a risk. Sustainable investing
might be a bit of a Wild West sometimes,
but as a whole it is a positive thing. We need
to have more rules’

Menzies: T agree. Accountability will come
with taxonomy. Having gone through 400+
pages of appendices to work out whether
you're taxonomy compliant or not is not
perfect, but it is a start. It is good to look at
the intentions of a company. Do they pu-
blish information with a PR perspective, or
are they doing it to get cheaper debt? But
still, if it makes companies move in the right
direction, it’s fine with me’

Sousselier: Td like to add two things here.

I think these comments are probably a bit
more valid in the US as I think Europe is a
bit more advanced towards sustainability
and has better disclosure requirements to
avoid greenwashing. There is still a miscon-
ception, especially in the US - although that
seems to be changing — that ESG is going to
hurt returns. I believe this analysis is wrong,
because it is poorly pricing climate risks that
can really destroy value in the long term’

Verhoef: ‘It’s interesting that auditors are
getting involved. And with them, CEOs will
have to pay attention. I think that this will
probably stop the greenwashing in a way.
Overall, I think we are heading in the right
direction, but it is good to have a debate
about these issues’ ®

SUMMARY

Real Assets are becoming
more important, and because
of that, it is important to look
at the consequences that
investors decisions have for
the ESG-goals.

The main discussion seems
to be about what goals or key
performance indicators to
set and whether it is neces-
sary to standardise those.

One of the issues concerning
investing in Real Assets that
needs to be settled, is who
can account for the ESG-
benefits that are achieved
because of interventions by
investors. Is it the equity-ow-
ner or the party that provides
financing? There are no con-
clusive answers yet, but the
discussion is enervating.
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