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1. THE TWO LENSES APPLIED TO REAL ESTATE PORTFOLIOS

IMPACT MATERIALITY (Inside-Out) ESRS 1

Core Question: What does the portfolio do to people and the
environment across acquisition, development, property management,
and tenant operations?
Scoring Dimensions:

Severity of Negative Impact:
Scale: Gravity/magnitude of adverse environmental or social
impact.
Scope: How widespread the impact is across assets/communities.
Irremediable Character: Ease/difficulty of restoring the baseline.

Likelihood: Estimated probability for potential impacts.
Physical Touchpoints: Direct/indirect emissions, construction/fit-out
waste, VOC runoff, tenant health/IAQ, and community displacement
pressure.

FINANCIAL MATERIALITY (Outside-In) UNDERWRITING

Core Question: What do sustainability developments do to the asset
manager's balance sheet, income statement, and portfolio valuation?
Scoring Dimensions:

Financial Magnitude: Plausible variance in:
Net Operating Income (NOI): Rent defaults, utility spikes,
penalties.
Valuations & NAV: Higher exit cap rates, asset write-downs.
CapEx Requirements: Mandatory decarbonisation / defensive
spend.
Insurance & Debt: Premium repricing and borrowing margins.

Likelihood: Probability-weighted over matching time horizons.
Physical Touchpoints: Flood/wildfire losses, CRREM stranding write-
downs, EPBD/LL97 fines, and tenant brown discounts.

The Real Estate Shared Evidence Principle: In real estate, both lenses share identical physical evidence. The exact same hydrodynamic flood model
that scores an impact materiality event (community runoff, stormwater surge) directly scores a financial materiality haircut (NOI interruption, defensive
CapEx, valuation markdown). Double materiality belongs inside the core underwriting model, not in an adjacent ESG silo.

2. TIME HORIZONS & 5-POINT CALIBRATION MATRIX

Horizon Timeframe & Scope Real Estate Underwriting Application

Short-Term 1 Year (Operating Budget) Annual operating expenses, utility price volatility, tenant lease renewals,
immediate compliance fines (e.g. NYC LL97 annual quotas).

Medium-Term 2 to 5 Years (Hold Period) Business plan execution, planned defensive CapEx, scheduled HVAC retrofits, lease
expirations, green-lease conversion runway.

Long-Term Up to 30 Years (Asset Life) CRREM decarbonisation pathway stranding, 2030/2033 EPBD triggers, chronic
climate stress (sea-level rise, heat stress), terminal capitalization state.

3. THE 5-POINT DOUBLE-MATERIALITY THRESHOLD TEST

Score Qualitative Scale Impact Materiality (Severity × Likelihood) Financial Materiality (NOI / NAV / CapEx Variance)

1 Negligible Negligible localized impact; rapidly reversible; minimal
concern.

<0.5% variance in asset NOI; trivial CapEx; zero valuation
effect.

2 Low Minor reversible impact; confined strictly to single
site/trade.

0.5%–2% NOI variance; routine maintenance absorption;
no debt impact.

3 Moderate (BORDERLINE) Noticeable multi-asset impact; remediation requires
dedicated effort.

2%–5% NOI impact or CapEx requirement; noticeable to
lenders.

4 High [MATERIAL] Severe, widespread impact; difficult/slow to remediate;
high likelihood.

5%–10% NOI reduction or material valuation markdown;
insurance repriced.

5 Critical [MATERIAL] Catastrophic irremediable environmental/human damage. >10% NAV drop; asset stranding; uninsurable; debt
covenants breached.

The Materiality Boundary & Assurance Gate: ESRS prescribes the assessment method, not a fixed numeric cut-off. High scores (4 or 5) on either lens
establish statutory materiality. Critical Audit Rule: Document the boundary rationale in writing. Limited-assurance auditors are mandated to test topics
that scored 3 (just below the threshold) to verify that material items were not artificially suppressed.
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4. ESRS TOPICAL STANDARDS MAP FOR REAL ESTATE PORTFOLIOS

Standard Impact Focus (Inside-Out) Financial Focus (Outside-In) Governing Working Metrics

E1 Climate Scope 1–2 emissions; Scope 3 tenant energy &
embodied carbon in construction/fit-out.

Stranding under CRREM decarbonisation
pathways; physical damage depreciation; retrofit
CapEx.

tCO₂e/m²/yr
CRREM stranding year per asset

E2 Pollution Construction/maintenance runoff; VOC off-
gassing and indoor air quality degradation.

Remediation liabilities; statutory fines; tenant-
retention loss from poor indoor air quality.

Hazardous-material area (m²)
PM2.5 / VOC sensor monitoring

E3 Water Water consumption intensity; cooling-tower
evaporation loss; stormwater discharge.

Municipal utility rate escalation; municipal
drought restrictions on HVAC cooling towers.

m³/m²/yr
% water recycled / rainwater captured

E4 Biodiversity Greenfield land take; habitat disruption; urban
heat island contribution.

Planning/permitting delays; statutory offset
obligations; constrained future land pipeline.

% portfolio in biodiversity-sensitive
zones

E5 Circularity Demolition and tenant fit-out waste to landfill;
low component and material reuse.

Virgin material price volatility; escalating disposal
costs; end-of-life residual value loss.

Waste diversion rate (% from landfill)
% certified reusable/low-carbon
materials

S1 Own Workforce Property management operational health &
safety; equitable compensation and fair pay.

Worker compensation liabilities; project delay
costs from accidents & labour shortages.

Lost-time injury frequency (LTIF)
Gender/operational pay-gap
reporting

S2 Value-Chain Construction and contracted security/cleaning
vendor labour standards & human rights.

Contractor litigation; supply-chain disruption;
stop-work injunctions on construction sites.

Tier-1 contractor audit compliance
(%)
Substantiated grievance cases count

S3 Communities Neighborhood gentrification/displacement
pressure; construction noise and dust disruption.

Planning objections; consenting delays; public
inquiry legal defence costs.

Public consultations held
Formal objection counts in planning

S4 End-Users Tenant indoor air quality (IAQ), thermal comfort,
physical accessibility, building safety.

Physical vacancy, default risk, tenant rent renewal
concession pressure.

Tenant satisfaction scores (%)
Indoor environmental quality (IEQ)
indices

G1 Governance Anti-bribery in planning/zoning; transparent
tenant utility recharge billing; procurement ethics.

Regulatory enforcement actions; loss of
institutional capital-raising standing/reputation.

Anti-corruption training coverage (%)
Substantiated whistleblowing cases
count

5. THE 4-LEVEL TENANT DATA ASSURANCE HIERARCHY (SCOPE 3 STRATEGY)

The Scope 3 Reality: For real estate portfolios, Scope 3 represents 70% to 90% of total emissions (tenant operational energy and embodied carbon in
construction/fit-out). Because landlords do not buy or directly meter tenant power, compliance requires climbing this 4-level assurance hierarchy:

Level Data Source Operational Mechanism Assurance & Lineage Posture

Level 1 Direct Automated Data Smart meters, direct fiscal sub-metering, automated utility
API feeds for whole-building consumption.

HIGHEST LINEAGE  Machine-to-
machine provenance; zero estimation
error.

Level 2 Tenant Aggregated Data Consolidated monthly utility data shared by utility provider or
tenant at whole-building level.

VERIFIED PROVENANCE  Tenant
privacy fully preserved; reconciled to
utility invoices.

Level 3 Green-Lease Protocols Standing contractual obligation in lease: quarterly utility
disclosure, shared targets, pre-agreed CapEx recovery.

CONTRACTUAL GOVERNANCE
Documented legal obligation; audit
rights over reported bills.

Level 4 Benchmark Estimation Engineering proxies (CRREM decarbonisation pathways, CIBSE
energy benchmarks) filling data gaps.

ESTIMATE LINEAGE  Flagged as
estimate; documented method; retired
as meters arrive.

The Limited-Assurance Gold Standard (Omnibus I Alignment): An assurance provider can accept a disclosed estimate with a documented
engineering lineage far more readily than an unsourced precise number. Document the exact hierarchy level (Level 1–4) for every kilowatt-hour
disclosed in your machine-readable Inline XBRL filing.
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