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Key Takeaways

e Decarbonization Strategies Require a Nuanced Understanding of Reduction
Metrics: Both absolute and intensity-based measurement methodologies hold

advantages and limitations.

e Methods for Measuring: Absolute metrics capture total emissions reduced, and
Intensity metrics use emissions per square foot or emissions per dollar of investment.

e Strategies in Practice: Through scenario modeling, we illustrate how business
practices and portfolio changes can impact emissions reduction outcomes,
highlighting the need for a nuanced understanding of these metrics.

* Beyond Metrics—Commitment to Change: We emphasize that while tracking
toward targets is important, the key to driving impact lies in an organization’s
comprehensive approach toward integrating decarbonization strategies into regular

business practices.

While there is not a one-size-fits-all approach
to track progress toward reducing emissions,
due to the complexities of real estate portfolios,
we believe intensity-based metrics offer a
more flexible and reliable method for tracking
decarbonization progress than absolute targets
for reasons discussed in this paper.

Introduction

Approximately 25% of the companies in the
2022 S&P Global Corporate Sustainability
Assessment (CSA), set net-zero targets.! The
buildings sector, both operational and new
construction, is responsible for 39% of global
emissions.?2 While some industry sectors can
adopt clear-cut best practices for achieving
their decarbonization goals, given real estate’s
impact on global emissions, its strategies
require additional consideration. Asset
managers regularly acquire and sell assets,
which means the makeup of their portfolio

in a baseline year may be very different

from the portfolio mix in the final year of a
decarbonization goal or target. Determining
how progress toward emissions reduction
goals is tracked and reported can impact the
overarching decarbonization strategy for that
real estate portfolio.

For buildings to decarbonize, similar strategies
are adopted broadly that include practicing
energy efficiency, adopting electrification
strategies and investing in renewable

energy, both on and offsite. Organizations

can track progress through commitments to
organizational goals and Environmental, Social,
Governance (ESG) reporting frameworks (see
Table 1for details about these organizations/
frameworks). Emission reduction targets are
usually disclosed in two ways, each dictating
progress differently: the absolute approach and
the intensity-based approach. For commercial
real estate, changes in portfolio composition
add complexity around choosing an absolute or
intensity-based metric—a conversation that we
will explore further in this paper.

Absolute vs. Intensity
Metrics Defined

Absolute Targets capture the total emissions
reduced for a portfolio by a set amount or
percentage by an established end date (with
limitations on granularity). They specify
emissions reductions relative to a historical
baseline.® Absolute emissions reduction targets
can be the best option when the number of
assets in a portfolio are not likely to change.
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Advantages:

o Offer a direct approach to measure
reductions against a target or a specified
quantity of GHG emissions.

¢ Unambiguously communicate to
stakeholders whether emissions are
increasing or decreasing.

Disadvantages:

¢ Require regular target base-year
recalculations as a result of substantial
portfolio growth or asset changes,
introducing complexity to tracking progress
over time.

« |f assets are sold after undergoing
investments in decarbonization, those
decarbonization efforts are not captured
through absolute tracking.

¢ Does not allow for peer comparisons of
carbon/energy use intensity or efficiency.

¢ Organizations can be rewarded for reducing
emissions simply by decreasing production,
output or the assets in a fund (organic
decline).* As a portfolio grows, their total
emissions will also grow, seeming to negate
any efforts or reductions made at individual
properties/assets.

Intensity Targets normalize emissions
reductions relative to a portfolio’s economic
output such as total metric tons of CO2e
emitted per square footage of a portfolio
(MTCO2e/sq. ft.)! or total emissions per dollar
invested (financed emissions). We prefer

this metric as it is particularly beneficial for
organizations interested in understanding their
relative impact across a diverse portfolio or
when comparing to peers.

S THI\N

Advantages:

» Allow for performance comparison across
diverse portfolios, companies and sectors.

¢ Highlight improvements in emissions
reduction performance at the portfolio level,
despite changes in portfolio size.

¢ Eliminate the need for base-year
recalculations in most cases.

Disadvantages:

¢ Have the potential to misrepresent progress
or actions taken to reduce emissions
because shifts in portfolio composition may
impact emissions intensity without direct
property-level action.

e Complicate tracking progress across diverse
operations and property types, as energy use
per square foot varies depending on building
type and use (operating hours, number of
occupants, equipment, etc.).

Example of Absolute vs. Intensity: The below
example distinguishes between these two
target-tracking methods through the sample
of a 10-property portfolio and highlights these
methods through sample scenarios.

A company with 10 assets totaling 2,000,000
sq ft has set a goal to reduce its emissions

by 50 percent by 2030 when compared to a
2020 baseline. Their total emissions in 2020
were 6000 metric tons of CO2e (MTCO2e).
Using an absolute target, this portfolio would
need its total emissions in 2030 to be 3000
MTCO2e regardless of the number and the
type of properties in the portfolio at that time.
Using an intensity target, the portfolio would
need to reduce its total emissions relative to the
total square footage of the portfolio, meaning
it would require a 50% reduction in the metric
tons of CO2e per square foot (baseline: 6000
MTCO2e/2,000,000 sq ft = 0.003 MTCO2e)
(goal: 0.0015 MTCO2e per square foot).
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In this example, if this company keeps the same 10 assets in its portfolio until 2030, it can undergo
decarbonization strategies, track toward a 50% reduction and achieve both targets; however, if

the company’s portfolio’s total square footage doubles, it would have a much more difficult time
achieving a 50% reduction in emissions given the larger portfolio size. In contrast, an intensity metric
may still be feasible. On the flip side, if this company were to sell half of its assets, in considering

the absolute target, it may be able to achieve its target without undergoing any decarbonization
measures, simply because of the reduced number of properties in the portfolio.

This example shows the limitations of both approaches—simply sharing a “percentage toward goal”
progress update annually leaves much up to interpretation. Choosing between these two metrics

is not always straightforward. An organization might need to decide between the simplicity of an
absolute target over the comparability of intensity targets.

Targets in Practice

As we continue to consider the different options available for emissions reduction target-setting,

we have created three hypothetical scenarios for a portfolio comprised of office and industrial
warehouse assets to illustrate how different business practices can impact results. These two asset
classes are used in this scenario intentionally, as office properties typically have a greater emissions
intensity when compared to industrial warehouses; however, in most cases, it is easier to drive energy
savings in an office building due to the lease structure of industrial properties.

In these three scenarios, we will be measuring against a portfolio’s target to reduce its common area
emissions 50% over 10 years using both an absolute reduction approach and an emissions intensity
approach. Note that the emissions being considered are market-based emissions, therefore the
greening of the electric grid is not considered in these scenarios, although we did discuss this topic in
a previous paper.

We examined the paths a building portfolio might take over a 10-year period, categorizing these
portfolios into three scenarios:

1. Scenario One: The number of properties in the portfolio remains constant over time
with an even split of office and warehouse assets. The warehouse properties do not
undergo any decarbonization investments over time, and the office properties see a
gradual reduction in emissions, year over year, to achieve the 2030 goal.

2. Scenario Two: Portfolio migration to lower-emissions intensity properties and there
are no energy efficiency improvements made: The portfolio maintains the same number
of assets, but its composition changes in 2024 by selling office properties that have higher
emissions intensities and replacing them with warehouse facilities with lower emissions
intensities. No decarbonization efforts occur in this example.

3. Scenario Three: Growing portfolio with energy efficiency improvements: The
portfolio’s number of properties increases in 2024 when new warehouse assets are
acquired, and office properties continue to experience the same reduction in emissions
year over year as those office properties in Scenario One.
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https://investments.metlife.com/insights/real-estate/a-tipping-point-in-us-renewable-energy-production/
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Absolute Emissions: Changes in Portfolio Composition Impact Results

As depicted in the graph below, when measuring progress using an “absolute” approach, the
portfolio that is the most successful in remaining on track with its goal is Scenario One. In this
scenario, the portfolio does not experience any changes in composition, and half of the assets see
continuous energy improvement over time.

In Scenario Two, the portfolio was on track in years 2024-2026, following the change in building
composition through the sale of the more energy-intensive office buildings and the acquisition
of warehouse properties. But, after the portfolio composition changed in 2024, total emissions
remained constant, as there were no investments in energy efficiency, causing the portfolio to no
longer be in alignment with its goal by 2027.

In Scenario Three, the least successful example, while the portfolio was initially on track to achieve its
goal due through investments in energy efficiency in the office properties, its progress was derailed
in 2024 when new warehouse assets were acquired, increasing total portfolio absolute emissions.
While emissions still declined in the years following 2024, due to decarbonization efforts at the office
properties, the portfolio’s 2030 goal was no longer in reach when considered in absolute terms.

Figure 1 | Changes in Absolute Emissions
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Emissions Intensity: Growth in a Portfolio’s Size Does Not Inhibit
Progress Toward Decarbonization Targets

As depicted in the example below, when using an “intensity” metric, the scenarios in which there
was the greatest success toward staying on track with this portfolio’s decarbonization target are
Scenarios One and Three. Scenario Three included both growth in the total portfolio size through the
acquisition of less energy-intensive assets, coupled with investments in energy efficiency of the more
intensive assets.

When using an absolute metric, Scenario One is still successful and on track with its goal, given that
the portfolio’s building composition does not change over the 10-year period, and because the office
properties continue to see reductions in energy usage; however, no new business, including the
acquisition of new properties was able to occur.



MetLife Investment Management 6

When measuring progress in consideration of emissions intensity, the least successful scenario was
Scenario Two. While there was a decrease in portfolio emissions intensity when the office assets
were replaced with industrial assets in 2024, the portfolio’s emissions intensity remained constant
in years 2024 — 2030 due to no additional investments in energy efficiency, causing the portfolio to
move off course when tracking towards its goal.

Figure 2 | Changes in Emissions Intensity
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ESG Frameworks and Target Setting

The decision to measure progress via an absolute or an intensity metric is not limited to organizational
decisions; there are a variety of ESG frameworks that real estate portfolios may commit to, and

each has their own method of tracking progress as illustrated in Table 1. Confusion can arise when

a portfolio aligns with more than one framework because, due to differences in reporting styles of
these frameworks, progress can appear differently for each.

Table 1: Emissions Requirements for Reporting Frameworks

Reporting Framework/ Benchmark Target Requirements and/or Recommendations

Better Climate Challenge e Partners are encouraged to establish an absolute
emissions reduction goal, but intensity-based goals will
also be accepted.

Carbon Disclosure Project (CDP) e Climate Change Questionnaire for Real Estate Actors
asks for both absolute and intensity targets.

Carbon Risk Real Estate Monitor (CRREM) e GHG and energy intensity targets are recommended
when using this resource.

Global Reporting Initiative (GRI) e Absolute and GHG emissions intensity ratio for the
organization.
e In combination with an organization’s absolute GHG
emissions, reported in Disclosures 305-1, 305-2, and
305-3, GHG emissions intensity helps to contextualize
the organization’s efficiency, including in relation to other
organizations.

GRESB e Companies provide details on their Portfolio
Improvement Targets and can select either intensity-
based, like-for-like, or absolute for the type of target.

e |n the final benchmark report, the performance of the
portfolio (measured by its GHG intensity) is compared
against the relevant CRREM Decarbonization Pathway.

Science-based Target Initiative (SBTi) e Recommends absolute targets.

e Companies whose targets are expressed in intensity
terms are encouraged to also disclose absolute
emissions reductions that will be achieved by their
targets (to demonstrate that intensity targets also lead to
absolute emissions reductions).

ULI Greenprint e Members set an absolute reduction target of 50%
Scopes 1& 2 by 2030 and Net Zero carbon operations
by 2050.
e The ULI Greenprint 2050 goal is in line with the Paris
Agreement and findings from the Intergovernmental
Panel on Climate Change (IPCC) report to limit global
warming to 1.5° C.


https://betterbuildingssolutioncenter.energy.gov/climate-challenge#Program-Resources
https://www.cdp.net/en
https://32a20588.isolation.zscaler.com/profile/308d4fcd-d952-4889-abe9-3567243bebe3/zia-session/?controls_id=29f04bc3-4733-4010-bf01-33c81f5ee155&region=was&tenant=63adbd1c5b17&user=d0b4abf5c6255f7d50b27fc286aeccb432b250963944407ffd491c051bb0a158&original_url=https%3A%2F%2Fwww.crrem.org%2F&key=sh-1&hmac=8ff173b9e55c0f5bcdfeb64b39e111932a81d35310aa0f38a02721e36b83add8
https://www.globalreporting.org/
https://www.gresb.com/nl-en/
https://sciencebasedtargets.org/
https://americas.uli.org/research/centers-initiatives/uli-randall-lewis-center-for-sustainability-in-real-estate/uligreenprint/membership/uli-greenprint-goals/
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What’s the Bottom Line?

As the scenarios demonstrate, absolute or intensity metrics alone cannot accurately capture the
full picture. Pedro Faria, Technical Director of CDP, a global environmental disclosure system has
reasoned: “[...] setting a meaningful emissions reduction target requires taking into account and
communicating how these two relevant and largely complementary dimensions of a target will
vary in the future: your absolute emissions and some meaningful physical indicator of your carbon
efficiency.”®

At this time, entities submitting to leading ESG frameworks choose to report absolute or intensity
metrics (or both). While each metric holds merit in simplifying the complicated nature of emissions
across industries, assets and locations, they can be misleadingly simplistic. While we prefer the
Intensity metric for real estate given that it offers normalization, a business experiencing growth or
adapting to changing circumstances is bound to alter the composition of its portfolio and should
avoid overreliance on either metric alone. Effective portfolio management should use all tools
available to assess progress, including analyzing like-for-like asset performance and portfolio
subdivisions, e.g., by asset class or acquisition cohort.

Organizations that aim to be true stewards of the built and natural environment improve upon

the performance of their assets; however, the current frameworks do not have a universal way of
acknowledging that stewardship. The market similarly struggles to fully attribute the impact of
investments made to improve the emissions performance of an asset in an ever-changing portfolio.

Metrics and target-setting are only one piece of the puzzle for ESG-conscious asset managers.
What matters most is an organization’s willingness to dedicate time and resources to use meaningful
targets and integrate carbon reduction strategies into their decision-making processes to improve
portfolio performance. Through these actions, fund managers can minimize climate-related risk,
maximize returns over the long term and drive positive change across the industry as we strive
toward a decarbonized economy.
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