
IN FOCUS

Without considering real estate, global decarbonisation 
efforts simply cannot succeed. We explain how investors 
can quantify the real carbon footprint of real estate, and 
effectively reduce its impact.

Marketing material for professional clients only.

Why is decarbonisation important in real estate? 
According to the World Green Building Council (WGBC) buildings are 
responsible for 39% of global energy-related carbon emissions. 28% 
of this is from operational emissions, i.e. energy to provide heating, 
cooling and power, and the remaining 11% from materials  
and construction. 

The built environment must undergo significant decarbonisation by 
2050 in order to effectively limit global temperature increases to 1.5° 
Celsius. Additionally, efforts should be made to reduce total carbon 
emissions after they reach their peak in 2025.

What we’re short on is time. 

This is where investors come in. Investment managers – major 
stakeholders in the performance of buildings – have a crucial role in 
driving real and sustainable decarbonisation of real estate assets. 

Here, we explore what net zero carbon (NZC) means for real estate 
investors, how to set targets for NZC, and explain the challenges and 
opportunities the journey presents. 

What is NZC in real estate? 
The first challenge in reaching NZC is determining what it means. 

There is as yet no accepted definition across the real estate industry. 
A number of organisations and industry initiatives are seeking to  
change that. 

The UK’s Better Buildings Partnership (BBP) is one of them. Schroders 
Capital was an inaugural member of the BBP Climate Commitment 
in 2019, committing to achieve NZC by 2050. We also adopted the 
BBP’s definition of NZC. 

The BBP describes NZC in real estate as ‘…when the carbon emissions 
emitted as a result of all activities associated with the development, 
ownership and servicing of a building are zero or negative.’

The BBP framework requires signatories to have a holistic approach 
to NZC, meaning measurement and monitoring of energy and 
carbon across their operations and investments. This must cover both 
operational carbon, critically covering whole building performance 
including tenant activities, and assess embodied carbon from 
development, refurbishment and fit-out works. 

To comply with this framework decarbonisation goals should be set 
across all assets under management.

What is needed to achieve NZC?
Achieving NZC will mean that: 
The carbon emissions from development, ownership and servicing 		
of all buildings must be reduced to a minimum as a first step. 
Then, any residual emissions could be offset via high quality carbon 
removal projects. 
Schroders Capital (SC) real estate published its own net zero pathway 
in 2020, with a comprehensive list of energy and carbon emissions 
targets committed to in 2021. 
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We can do it. We have the technology 
and expertise to achieve the goal.



Schroders Capital real estate pathway
Using 2019 as a baseline, SC real estate’s NZC pathway set in 2020 includes targets and initiatives that: 

Ultimately we strive to address operational (both landlord and tenant) 
and embodied carbon, across the real estate investment life cycle. 
Schroders Capital (SC) real estate uses an energy use intensity (EUI) 
reduction approach. We prioritise EUI reduction across assets to first 
and foremost tackle energy-hungry operations and optimise energy 
demand. Greenhouse gas (GHG) emissions intensity can then be 
tackled via on-site and/or offsite renewable energy supply.

Explaining ‘scope’ – or what carbon reduction efforts do (and do 
not) apply to  

The real estate NZC pathway applies to all of our direct and indirect 
investments. NZC achievement involves eliminating emissions 	
across three categories, direct scope 1 and indirect scope 2 and 	
scope 3 emissions: 

Scope 1 – Direct emissions - In real estate, this includes fuel 
combustion within assets for heating, e.g. natural gas combusted in a 
boiler and GHG emissions from refrigerant use and leakage within a 
building’s cooling and refrigeration systems.

Scope 2 – Indirect emissions from purchased electricity, steam, heat 
and cooling consumed within the landlord-controlled spaces of assets.

Scope 3 – All other indirect emissions. In real estate, these can be 
GHG emissions associated with water, deliveries, commuting,  
business travel, waste, food, construction materials, energy consumed 
by tenants. 

Net zero versus ‘carbon neutrality’ – the stark differences in 
ambition and impact 

There is a distinction between carbon neutrality and NZC.  

Carbon neutrality refers to a state where there is no net increase in 
global greenhouse gas emissions over a specified period due to the 
emissions associated with a particular subject during the same period. 

NZC is a transformational, long-term commitment. It is often wrongly 
used interchangeably with ‘carbon neutrality’. Targeting NZC is a more 
ambitious, and as a result, much more impactful approach.

Key differences between carbon neutrality and net zero carbon

Carbon neutrality Net Zero Carbon

Boundary Carbon neutrality has a minimum requirement of 
covering Scope 1 and 2 emissions, while Scope 3 is 
just encouraged.

NZC must cover Scope 1, 2, and 3 emissions.

Level of ambition An organisation does not need to cut its  
emissions in line with a certain trajectory to be 
carbon neutral.

To be net zero, an organisation must reduce its 
emissions along a 1.5°C trajectory across Scope 
1, 2, and 3, i.e. an improvement plan of the 
organisation’s carbon emissions on a year-on-year 
basis is required.

Approach to residual emissions An organisation must purchase carbon offsets 
that either result in avoided emissions or carbon 
reductions (e.g. avoided deforestration and carbon 
capture and storage on industrial processes, where 
projects stop emissions being released into the 
atmosphere).

An organisation must purchase GHG removal 
offsets that take remaining emissions from the 
atmosphere and permanently sequester them. 
GHG removal offsets can come from projects such 
as afforestation and direct air carbon capture and 
storage, where emissions are physically removed 
from the atmosphere.

Real Estate’s commitment is specifically to NZC.
NZC requires each fund to reduce emissions in line with a 1.5° Celsius 
transition to net zero carbon by 2050. 

To become net-zero, an asset must tackle at least part of its scope 3 
emissions (e.g. energy consumption attributed to tenants, water, waste) 
on top of its Scope 1 and 2 emissions, otherwise only a carbon neutral 
status can be claimed.

Source: Briefing: Net Zero for corporates | The Carbon Trust & SBTi: Net Zero standard criteria for corporates.

Align our portfolios with short, medium and longer 
term carbon targets to support the Paris Agreement

Prioritise energy hierarchy principles to focus 
firstly on reducing energy demand and improving 
efficiency

Address procurement of 100% renewable electricity 
for landlord-controlled supplies by 2025

Aim to achieve NZC before 2050 (Long-term target)

Aim for zero waste sent to landfill
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Implementation – How can real estate investors actually get to NZC?
Our net zero carbon pathway process follows a holistic approach:

We follow a hierarchy of actions to implement decarbonisation of  
a portfolio. 

We also benchmark the targets and pathways so performance can 
be compared at a global level.

Hierarchy of actions in implementing decarbonisation of a portfolio

Our decarbonisation approach is based on an ‘asset first’ analysis. Asset level performance is first analysed and then aggregated to the fund level.
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1	 Baseline emissions
Firstly, baseline emissions should be established based on combined 
landlord and tenant energy consumption (either via actual or estimated 
data). The baseline should be updated in accordance with grid 
decarbonisation as well as portfolio churn and embodied carbon 
expected through plans to develop new or retrofit existing  
portfolio assets. 

If there are plans to develop new or implement interventions to existing 
assets, including installation of onsite renewables, these additions will 
have their own embodied carbon impact which should be included in 
the portfolio’s carbon performance projections. 

2	 Energy demand reduction potential 
Secondly, the potential for energy demand reduction must be 
assessed. Projected carbon and energy intensity will be adjusted 
according to identified refurbishments/retrofitting opportunities. 

3 	 Renewable energy supply 
After energy demand reduction opportunities have been thoroughly 
assessed, carbon offsetting via energy generated through renewables 
– onsite or otherwise – should be considered in the carbon emissions 
reduction projections.

4	 Carbon sequestration or storage 
Finally, funds should seek to offset any residual GHG emissions via 
high quality GHG offsets which either remove or store carbon. 

Benchmarking – Are we moving fast enough?
Benchmarking against a framework can help ensure decarbonisation is 
on the correct trajectory.

SC real estate assets and portfolios’ operational energy and carbon 
performance are assessed against energy and carbon targets of the 
Carbon Risk Real Estate Monitor (CRREM). 

CRREM provides the real estate industry with transparent, science-
based decarbonisation pathways. The pathways are aligned with the 
Paris Climate Goals; limiting global temperature rise to 2° Celsius with 
ambition towards 1.5° Celsius. CRREM offers pathways for both 1.5° 
and 2°C scenarios. We use the 1.5°C pathway. 

The CRREM tool requires inputs of a building’s energy consumption 
and associated GHG emissions for the whole building, including both 
landlord and tenant spaces for the gross internal floor area (GIA).  
Each asset’s intensity-based transition targets are set against the 
relevant CRREM region and sector pathway, e.g. UK office, France 
retail high street. 

Benchmarking against the CRREM tool helps identify potential 
improvements needed in a portfolio to mitigate any risks and achieve 
target outcomes on a timely basis. 

Note: We intend to also evaluate our approach in alignment with future anticipated 
frameworks such as the UK Net Zero Carbon Buildings Standard (UK NZCBS) that aim 
to establish consistent principles for measuring assets’ net zero boundaries, targets, and 
performance requirements.

SC real estate’s NZC analysis focuses on an ‘energy 
use intensity (EUI) reduction first’ approach for all 
assets across portfolios. GHG emissions intensity 
can then be tackled via on-site and/or offsite 
renewable energy supply
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When does an asset become stranded? 

A question we face on numerous occasions on the implementation 
of NZC pathways is the risk of asset stranding. The CRREM sector 
pathways show investors where the carbon and energy intensity of a 
given asset should be in a given year. If an asset’s emissions intensity 
exceeds the pathway at any time, this year is referred to as ‘stranding 
year’, i.e. the asset is at risk of becoming stranded, e.g. a building to 
possibly become obsolete as it may fail to meet increasingly stringent 
regulatory requirements. 

The effects of implementing energy efficiency improvements in single 
buildings can be modelled into the pathway analysis to show the 
impact on the stranding year and carbon performance both for an 
asset or in aggregate for a portfolio. (see example CRREM stranding 
chart below).

We use ‘portfolio value at risk’ diagrams that illustrate the total 
percentage of a portfolio projected to be ‘stranded’ in any given year. 
This can represent the cumulative floor area or Gross Asset Value 
(GAV) of those assets for which their projected carbon intensity is 
equal to or greater than that of their corresponding decarbonisation 
pathway over time.

Example CRREM stranding chart 
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New stranding point

-30% Lighting upgrades

-1% Incorporate sustainability into regular tenant meetings
-7% HVAC upgrade to efficient technologies
-2% HVAC enhancement through additon of inverters
-2% Feasibiity study/installation of renewables
-14% Wall/roof instalation 
-4% Window replacements

Science Based Target Performance pathway with planned initiativesBusiness as usual (grid corrected)

Reduction needed to 2030
intensity target from 2021-25%

Carbon intensity kgCO2/m2/year

NB: The sequence in which energy conservation measures are implemented can have a significant impact on their effectiveness. Some energy 
conservation measures may have a cumulative effect when implemented together. Considering the interdependencies between measures can 
also optimize their combined impact. 

Finally, certain measures may require modifications to existing systems or infrastructure. By considering the sequence, you can ensure that the 
necessary infrastructure is in place to support subsequent measures. This reduces the risk of retrofitting or rework in the future.
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Our approach is to be proactive in managing transition risks 	
associated with the shift to NZC, and assessing those risks ahead 
of new investments. Where necessary – when repurposing or 
repositioning assets cannot achieve the transition as planned – 	
we may divest.

Staying at the cutting edge of carbon reduction
SC real estate’s NZC analysis approach supports fund managers 
and clients in achieving NZC goals for real estate now, and in the 
future. The current approach allows forecasting asset and portfolio 
performance based on operational energy consumption only. It can’t 
stop there. 

We have ambitions to widen our NZC analysis, to include a range of 
hard-to-quantify aspects of overall carbon footprint. The challenge for 
us and real estate industry is availability of data.

– Embodied carbon is a significant component of life-cycle carbon
emissions but it is difficult to accurately estimate, particularly for 
existing assets. Within our asset level audits and NZC analysis
we set out to estimate embodied carbon associated with
refurbishment, new development and retrofit interventions in 
operational assets.

– Water consumption is increasingly being monitored across our 
portfolio assets.

– Waste generation, similarly, is monitored by a small number of our 
assets and must increase.

– Fugitive emissions (F-gases)1: We will also seek to collect data on 
the amount of refrigerants used across real estate assets. This is
now required as part of the CRREM GHG benchmarking. 

¹Fugitive emissions (F-gases) are now required as part of the CRREM benchmarking. In 2014 
the IPCC estimated buildingrelated emissions from F-Gases at 1/3 to 1/8 of all global F-Gas 
emissions.

Keys to future success 
Integrating and synchronising actions across key contributors to asset 
performance is a very important principle in the journey toward NZC.

– Close collaboration is important to agree on well-defined,
measurable, milestone targets and realistic asset and fund
decarbonisation trajectories.

– Progress should be closely monitored and decarbonisation
strategies should be updated along with latest legislative
developments as well as industry innovative and best practice 
approaches.

– Broad stakeholder engagement alongside consistent and robust
approach to data capture is key to success.

– Interim target data setting and carefully deigned monitoring of 
progress and performance of assets and funds against them is
essential to achieve long term ambitions of whole life cycle NZC.

– Finally continuous review of reporting boundaries and improvement
of data quality and consistency across a portfolio is integral to a
NZC approach.

Closing remarks
We are working to increase the accuracy of our analysis and 
reporting based on actual data from the buildings we own, manage 
and operate. We aim to improve quality of our data and increase 
accuracy of our understanding of our building performance. We 
have integrated proprietary tools and sustainability considerations 
into our investment process to continuously review performance 
and target sustainability improvements through our assets’ 
lifecycle. As always, technology and digital transformation can 
drive portfolio management and assist decarbonisation.

We are seeking to future-proof our performance by analysing and 
reporting increasingly on real and actual whole building (both 
landlord and tenant) data. We seek to measure, monitor and 
improve our performance against whole life-cycle net zero carbon 

targets to also include wider-scope NZC, beyond just operational 
energy and carbon. Our multi-step NZC process involves regular 
audit and review of our performance and revisit targets, as we 
strive to continually review and improve our approach.

By recognizing NZC as an integral part of our strategy, we can 
proactively leverage its potential to drive positive financial and 
non-financial outcomes. Embracing NZC as an opportunity allows 
us to align our assets with evolving market demands, enhance their 
long-term resilience and mitigate risks associated with climate 
change to unlock new avenues for value creation in our assets.
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Important Information

The views and opinions contained herein are those of the authors as at the 
date of publication and are subject to change and may become outdated 
due to market or regulatory developments. Such views and opinions may 
not necessarily represent those expressed or reflected in other Schroders 
communications. 

This document is intended to be for information purposes only. The material 
is not intended as an offer or solicitation for the purchase or sale of any 
financial instrument or security or to adopt any investment strategy. The 
information provided is not intended to constitute investment advice, an 
investment recommendation or investment research and does not take 
into account specific circumstances of any recipient. The material is not 
intended to provide, and should not be relied on for, accounting, legal or 
tax advice. 

Information herein is believed to be reliable but Schroders does not 
represent or warrant its completeness or accuracy. 

No responsibility or liability is accepted by Schroders, its officers, 
employees or agents for errors of fact or opinion or for any loss arising 
from use of all or any part of the information in this document. No reliance 
should be placed on the views and information in the document when 
taking individual investment and/or strategic decisions. Schroders has no 
obligation to notify any recipient should any information contained herein 
change or subsequently become inaccurate. Unless otherwise authorised 
by Schroders, any reproduction of all or part of the information in this 
document is prohibited. 

Any data contained in this document has been obtained from sources 
we consider to be reliable. Schroders has not independently verified or 
validated such data and it should be independently verified before further 
publication or use. Schroders does not represent or warrant the accuracy or 
completeness of any such data. 

All investing involves risk including the possible loss of principal.

Third party data are owned or licensed by the data provider and may not be 
reproduced or extracted and used for any other purpose without the data 
provider’s consent. Third party data are provided without any warranties 
of any kind. The data provider and issuer of the document shall have 
no liability in connection with the third party data. www.schroders.com 
contains additional disclaimers which apply to the third party data.

Past performance is not a guide to future performance and may not be 
repeated. The value of investments and the income from them may go 
down as well as up and investors may not get back the amounts originally 
invested. Exchange rate changes may cause the value of any overseas 
investments to rise or fall. This document may contain ‘forward-looking’ 
information, such as forecasts or projections. Please note that any such 
information is not a guarantee of any future performance and there is no 
assurance that any forecast or projection will be realised. 

European Union/European Economic Area: Issued by Schroder Investment 
Management Limited,1 London Wall Place, London, EC2Y 5AU. Registered 
Number 1893220 England. Authorised and regulated by the Financial 
Conduct Authority.

Note to Readers in Australia: Issued by Schroder Investment Management 
Australia Limited, Level 20, Angel Place, 123 Pitt Street, Sydney NSW 
2000 Australia. ABN 22 000 443 274, AFSL 226473. 

Note to Readers in Canada: Schroder Investment Management North 
America Inc., 7 Bryant Park, New York, NY 10018-3706. NRD Number 
12130. Registered as a Portfolio Manager with the Ontario Securities 
Commission, Alberta Securities Commission, the British Columbia 
Securities Commission, the Manitoba Securities Commission, the Nova 
Scotia Securities Commission, the Saskatchewan Securities Commission 
and the (Quebec) Autorite des Marches Financiers. 

Note to Readers in Hong Kong: Schroder Investment Management (Hong 
Kong) Limited, Level 33, Two Pacific Place 88 Queensway, Hong Kong. 
Central Entity Number (CE No.) ACJ591. Regulated by the Securities and 
Futures Commission. 

Note to Readers in Indonesia: PT Schroder Investment Management 
Indonesia, Indonesia Stock Exchange Building Tower 1, 30th Floor, Jalan 
Jend. Sudirman Kav 52-53 Jakarta 12190 Indonesia. Registered / Company 
Number by Bapepam Chairman’s Decree No: KEP-04/PM/MI/1997 dated 
April 25, 1997 on the investment management activities and Regulated by 
Otoritas Jasa Keuangan (‘OJK’), formerly the Capital Market and Financial 
Institution Supervisory Agency (‘Bapepam dan LK’).

Note to Readers in Japan: Schroder Investment Management (Japan) 
Limited, 21st Floor, Marunouchi Trust Tower Main, 1-8-3 Marunouchi, 
Chiyoda-Ku, Tokyo 100- 0005, Japan. Registered as a Financial 
Instruments Business Operator regulated by the Financial Services Agency 
of Japan. Kanto Local Finance Bureau (FIBO) No. 90. 

Note to Readers in People’s Republic of China: Schroder Investment 
Management (Shanghai) Co., Ltd., RM1101 11/F Shanghai IFC Phase (HSBC 
Building) 8 Century Avenue, Pudong, Shanghai, China, AMAC registration 
NO. P1066560. Regulated by Asset Management Association of China. 

Note to Readers in Singapore: Schroder Investment Management 
(Singapore) Ltd, 138 Market Street #23-01, CapitaGreen, Singapore 
048946. Company Registration No. 199201080H. Regulated by the 
Monetary Authority of Singapore. 

Note to Readers in South Korea: Schroders Korea Limited, 26th Floor, 136, 
Sejong-daero, (Taepyeongno 1-ga, Seoul Finance Center), Jung-gu, Seoul 
100-768, South Korea. Registered and regulated by Financial Supervisory 
Service of Korea. 

Note to Readers in Switzerland: Schroder Investment Management 
(Switzerland) AG, Central 2, CH-8001 Zürich, Switzerland. Authorised and 
regulated by the Swiss Financial Market Supervisory Authority (FINMA). 

Note to Readers in Taiwan: Schroder Investment Management (Taiwan) 
Limited, 9F, 108, Sec.5, Hsin-Yi Road, Hsin-YI District, Taipei 11047 Taiwan, 
R.O.C. Registered as a Securities Investment Trust Enterprise regulated 
by the Securities and Futures Bureau, Financial Supervisory Commission, 
R.O.C. 
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