quaygi.com

Investment Perspectives 67

ESG and listed real estate

May 2021

.:::\E\

QUAYng bal b.:é?: A Bennelong boutique

INVESTORS


http://www.quaygi.com/

Summary

e At Quay, we pride ourselves on our long-term, low turnover approach to listed real estate

investing.

e Part of this is to acknowledge the importance of responsible investing and ESG in achieving our

fiduciary duty of generating long-term sustainable returns.

e Inthis, we're assisted by the fact the global real estate industry has embraced the challenge in
meeting ESG investor requirements.

e Global real estate screens well on ESG scores versus global equities, especially after excluding real

estate developers.

e The Quay Global Real Estate Fund screens well compared to the global real estate sector, reflecting
our commitment to long-term sustainable investing.
Environmental, social and governance (ESG) matters in real estate

Over the past decade, ESG awareness, focus and reporting has been increasing among asset owners,
companies, and investors alike. The global listed real estate industry is no different, and as investors in this
space we have seen significant improvements in recent years in ESG disclosure and initiatives.

This is particularly so in the US, which has historically not been as strong in ESG disclosure as other main

investment geographies such as Europe, Australia and Hong Kong.

Following is a compilation of various ESG metrics published by NAREIT (National Association of Real Estate
Investment Trusts) across the top 100 US REITs by market capitalisation. Evident is the drastic
improvements in ESG disclosure the entities have made across the ESG spectrum compared to only a few

years ago, in 2017.

ESG metrics, % of top 100 US REITs by market cap

Reported ESG publicly

Publicly disclosed carbon targets
Publicly disclosed sustainability goals
Dedicated ESG staff

Carbon emissions disclosure

Energy usage disclosure

Water usage disclosure

Waste management disclosure
Tenant engagement initiatives
Community development initiatives
Health and wellness programs
Workforce development programs
Supplier screening policies

Diversity, equity and inclusion policies
Health and safety policies

Total female Board members

Percentage of Board that is female

Issued stand-alone sustainability reports

2017
60%
28%
N/A
N/A
22%
38%
33%
30%
27%
29%
60%
N/A
N/A
N/A
N/A
N/A
144
18%

2018
66%
43%
30%
33%
31%
41%
42%
35%
32%
30%
62%
54%
55%
22%
49%
49%
182
21%

2019
84%
49%
44%
39%
36%
51%
51%
47%
39%
42%
72%
69%
68%
58%
62%
64%
202
23%

2020
98%
66%
46%
55%
41%
66%
66%
58%
43%
80%
92%
74%
85%
69%
89%
73%
230
26%

Source: NAREIT ESG REIT Dashboard 2020
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Almost all the top 100 US REITs now report ESG publicly, and two-thirds issue an annual stand-alone
sustainability report. Focus on tenant engagement and employee wellbeing has also improved significantly.
An area that needs further improvement among REITs — not just in the US, but globally — is the tracking and
disclosure of carbon targets/emissions, energy and water usage, and waste management data. We expect
this reporting to continue to improve in the future as investors place increasing attention on ESG,
particularly the ‘E" and ‘S’ as part of responsible investment.

How do real estate ESG risks compare to other industries?

Perhaps intuitively, real estate as a sector is likely to have a lower environmental risk than say, the oil and
gas sector, or the mining sector. But how does it fare against other industries? What about when the ‘S’
and the ‘G’ is factored in too?

To answer this question, we analysed the data provided by third-party ESG research provider Sustainalytics
(a Morningstar company).

According to Sustainalytics research, real estate — which includes REITs, real estate operating companies
and property developers — has a lower ESG risk profile on average than other industries. More than 60% of
real estate entities under Sustainalytics’ coverage are rated as either having negligible ESG risk or low ESG
risk, compared to ~30% when other industries are included.
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Additionally, real estate has one of the lowest ‘event rates’ of all industries, referring to events or
controversies that can negatively impact stakeholders, a company’s operations or the environment.

Digging deeper, within the real estate sector itself, REITs have the best average ESG risk rating (‘low risk’),
while developers fare the worst.

ESG Risk Rating

Severe
High
Medium
Low
Negligible

REITs Other RE* Real Estate
Development

Source: Sustainalytics *Includes REOCs, mortgage REITs and RE management companies
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ESG issues in focus: carbon footprint

According to the World Green Building Council, buildings are currently responsible for 39% of global carbon
emissions. Not surprisingly, one of the main ESG challenges facing the real estate sector is the reduction of
the carbon impact of their portfolio through the whole life cycle of a building.

As illustrated in the diagram below, the carbon emissions lifecycle of a building can be classified into three
main stages — upfront, operational and end of life carbon.
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Source: World Green Building Council based on European Standards EN 15978

For the real estate industry, much of the focus has been placed on reducing operational carbon emissions
by reducing energy usage. Like-for-like energy reduction is a key metric tracked by ESG rating providers,
and some companies have set organisational targets for medium to long-term energy reduction. It is a
relatively low-hanging fruit, and most ‘noticeable’ compared to the other stages in the lifecycle because
upfront carbon emissions on existing buildings have already been released before the building has even
begun to be used. Reducing use stage embodied carbon — relating to the carbon footprint of such items as
maintenance, repair and refurbishment — requires a fundamental change in the approach to building design
and waste reduction. Existing buildings have less ability to improve their embodied carbon footprint and
thereby emissions released throughout the supply chain.

One of the issues more pertinent for property developers than REITs is upfront carbon, which is emitted in
the materials production and construction phases of a building. According to estimates’, more than half of
total carbon emissions released during the whole lifecycle of buildings constructed between 2020 and 2050
will be due to upfront carbon. The production of steel and cement for building construction is very carbon
intensive, because those materials require very high temperatures and the chemical reactions release
carbon dioxide directly. It is estimated that cement manufacture is responsible for ~7% of global carbon
emissions? and steel production is responsible for ~7-9% of global carbon emissions3.

As part of our investment process at Quay, we limit our exposure to upfront carbon emissions because we
screen out property developers and other entities who rely on property development as a significant
source of revenue. By avoiding investment in these types of companies and entities, we can actively reduce
the overall carbon footprint of our investment portfolio.

1 Architecture 2030, Total Carbon Emissions of Global New Construction every year from 2020 - 2050
2 Stockholm Environment Institute (2018): Low-Emission Steel production — decarbonising heavy industry
3 Material Economics (2019) Industrial Transformation 2050
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ESG at Quay

At Quay, we regard responsible investing as important in achieving our fiduciary duty of generating long-
term sustainable returns. Consideration of ESG factors is an important part of our investment process.

Our approach to responsible investing is to consider the ESG risks of our investees. This is integrated within
our investment process and forms part of our overall investment stewardship responsibilities.

Our approach to ESG is reflected in the following activities.

1. As asignatory to the United Nations Principles for Responsible Investment (UNPRI), we are committed
to the six core principles for responsible investment. These are incorporating ESG issues in our decision
making; being active owners and incorporate ESG issues into our policies; seeking appropriate ESG
disclosure from our investees; promoting acceptance and implementation of ESG principles; working
together to enhance our effectiveness; and reporting on our activities and progress

2. Incorporating negative screens into our investment process and screening out companies with poor
environmental and/or social profiles, excluding:

e geographies such as Asia Pacific emerging markets, Eastern Europe, Latin America & Caribbean and
Middle East / Africa, and
e entities that rely on development to generate income

3. Applying a significant weight to corporate governance in the research and analysis phase

4. Participating in proxy voting, reviewing shareholder resolutions, and taking an active interest in special
issues and situations, and

5. Conducting our own research and utilising third-party ESG research firms to assess, monitor and
identify actionable items on new and existing investees.

Portfolio review

Following are three charts illustrating how our current portfolio screens relative to the overall listed real
estate sector and the overall all-sector universe, based on Sustainalytics data. On average, our portfolio has
a lower overall ESG risk profile, a lower ESG risk exposure and a higher management score than both the
listed real estate sector and the all-sector universe.

We believe these results are testament to our investment philosophy and investment process of seeking to
invest in entities and companies that in our opinion will not only generate attractive long-term returns to
our investors, but also operate in a manner that is sustainable.
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ESG Risk Rating Management Rating

Severe Strong

High

Medium TS

Low

Weak
Negligible

Quay Avg Sustainalytics RE  Sustainalytics All Quay Avg Sustainalytics All Sustainalytics RE
Avg Sector Avg Sector Avg Avg

Risk Exposure Rating

High
Medium

Low

Quay Avg Sustainalytics Real Sustainalytics All
Estate Avg Sector Avg

Source: Sustainalytics

Responsible investment is not a new subject; yet it continues to grow, develop and broaden in many ways.

As understanding of ESG issues deepens and new challenges evolve, so too does the quality of related data,
transparency of information and increase in regulation. This presents both opportunities and challenges for
the investment industry, including within the global listed real estate asset class and for our own investees.

At Quay we will continue to monitor these developments and challenges, engage with a variety of
stakeholders, and review and develop our responsible investment processes to ensure they remain both
relevant and appropriate.

The content contained in this article represents the opinions of the authors. The authors may hold either long or short positions in securities of
various companies discussed in the article. The commentary in this article in no way constitutes a solicitation of business or investment advice. It is
intended solely as an avenue for the authors to express their personal views on investing and for the entertainment of the reader.

This information is issued by Bennelong Funds Management Ltd (ABN 39 111 214 085, AFSL 296806) (BFML) in relation to the Quay Global Real
Estate Fund. The Fund is managed by Quay Global Investors, a Bennelong boutique. This is general information only, and does not constitute
financial, tax or legal advice or an offer or solicitation to subscribe for units in any fund of which BFML is the Trustee or Responsible Entity
(Bennelong Fund). This information has been prepared without taking account of your objectives, financial situation or needs. Before acting on the
information or deciding whether to acquire or hold a product, you should consider the appropriateness of the information based on your own
objectives, financial situation or needs or consult a professional adviser. You should also consider the relevant Information Memorandum (IM) and
or Product Disclosure Statement (PDS) which is available on the BFML website, bennelongfunds.com, or by phoning 1800 895 388 (AU) or 0800 442
304 (NZ). BFML may receive management and or performance fees from the Bennelong Funds, details of which are also set out in the current IM
and or PDS. BFML and the Bennelong Funds, their affiliates and associates accept no liability for any inaccurate, incomplete or omitted information
of any kind or any losses caused by using this information. All investments carry risks. There can be no assurance that any Bennelong Fund will
achieve its targeted rate of return and no guarantee against loss resulting from an investment in any Bennelong Fund. Past fund performance is not
indicative of future performance. Information is current as at the date of this document. Quay Global Investors Pty Ltd (ABN 98 163 911 859) is a
Corporate Authorised Representative of BFML.
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