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Inves tors  are tak ing the oppor tuni ty  to  address  ESG compl iance ahead of  upcoming legis la t ion,

mot iva ted by premiums on the va lue of  qual i fy ing asse ts .

A�endees of the ‘ESG: From Hope to Happening’ webinar, hosted by Watson Farley

& Williams (“WFW”), heard that owners and investors are driving change and

helping to avoid the threat of assets being stranded by the cost of mee�ng carbon

targets.
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Dan Voellm, CEO & Founder at AP Hospitality Advisors, said: “The cost of having an ecologically-obsolete asset varies by region

but if we assume infla�on increase and rising energy costs plus the cost of carbon credits to offset your consump�on, the cost of

a stranded asset by 2050 (present value) is around AU$50m. This would have to be taken off the value of the property. Under net

zero carbon goals, there are certain ini�a�ves that the hotel industry needs to meet to achieve them by 2050. It’s no joke, the

targets are around 95% reduc�on from 2020 to 2050. That is significant and everybody needs to pay a�en�on because, if you go

above the pathway, there is legisla�on that will penalise you”.

Theodor Kubak, Managing Partner at Arbireo Capital, warned: “The risk of a stranded asset is very real following the

implementa�on of the Sustainable Finance Disclosure Regula�on (SFDR) which imposes mandatory ESG disclosure obliga�ons

for asset managers and other financial markets par�cipants with substan�ve provisions of the regula�on effec�ve from 10

March 2021”.

There is not only the risk of an asset under water, but also of an impact on financing according to Mr Kubak: “ESG will dominate

discussions in the capital markets as well as the finance markets. There will simply be no capital flow if developers, in

partnership with brands, aren’t taking care that the requirements set out in the SFDR are specifically met. There are such

stringent criteria in place. If any of the funds fail to meet them there is a very real risk that they will be inves�gated. There is an

example right now of a German bank being inves�gated in the USA for greenwashing”.

WFW London Real Estate Partner Richard Hughes agreed, commen�ng: “There is a very real connec�on between stranded

assets, credit risks and how you mi�gate that through pricing to encourage and incen�vise improving current stock”.

Mr Kubak also pointed to the rela�ve ease with which new builds could be constructed to meet carbon targets but cau�oned

that more than 80% of exis�ng hotel stock faced a risk of being stranded.

Sabine Schaffer, Managing Partner & Co-CEO (Europe) of Pro-invest Group, which successfully renovated a 100-year old hotel,

said: “Renova�ng was not an easy exercise, but I think the advantage we had was having in-house architects and in-house

product development managers. Having done a number of conversions before, we have a number of ESG ini�a�ves where we

have a good idea of what they are going to cost and the effect of these on the ROI. We found ways of making it work – pu�ng in

solar energy, making use of the kine�c energy produced by the li�s, installing carpets made from recycled material – so that over

�me, and with exper�se, we can deliver a product that is going to be as good as it gets when it comes to ESG whilst s�ll keeping

the IRR target in mind”.

Key to an effec�ve hotel opera�on is alignment across the property, from

development to opera�on, said Ms Schaffer. She added that, being ahead of

requirements also helped to secure funding, commen�ng: “You are more a�rac�ve

as an en�ty to funders if you are seen to be taking responsibility”.
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Carbon targets vary around the world, crea�ng issues for the global hotel community in terms of deciding which

recommenda�ons to follow. Ma� Critchlow, Head of France at ClimatePartner, said: “The ecological obsolete threat is a huge

s�ck in the carrot and s�ck metaphor. Across the board we’re seeing pressure from finance, investment and legisla�on but also

pressure from the market. In order to set a very broad but pragma�c and opera�onal roadmap we need to join up the top down

forces, whether that be from the COP 26 declara�ons, from finance, and from investment, with the bo�om up ini�a�ves from

operators, suppliers and consumers; and then we need to establish boundaries. Avoiding or reducing emissions by compensa�on

or carbon credits alone is not advised – it is not a solu�on in itself”.

The sector has some way to go on finding a cohesive plan, said Mr Kubak: “At HAMA Europe, we have been trying to assist in

iden�fying and harmonising standards. However, there are so many ini�a�ves out there that it has been very, very difficult to

iden�fy one. Everyone is striving to par�cipate in the funding made available by the EU for the reposi�oning of exis�ng assets.

But there is no body which has set out the regula�ons, country by country. Despite advances being made in some territories, it’s

very fragmented and difficult at this �me”.

There was, however, op�mism among the panel that the investment and climate upside would drive posi�ve change, Mr Kubak

concluding: “The real ques�on we need to ask isn’t who bears the cost, but who bears the benefit?”

KEY MESSAGES FROM THE WFW HOTELS  &  HOSP ITAL I TY  TEAM

The risk of stranded assets is real. Owners and investors need to have a plan for upgrading and bringing exis�ng hotel stock
into line with not just current but an�cipated standards, as well as be able to demonstrate the deliverability and
sustainability of those plans to lenders and equity investors;

Lenders view ESG as part of their overall credit risk and it is becoming a driver for pricing in the same way as leverage and
debt service mul�ples. Margin ratchets �ed to ESG criteria/carbon reduc�on will be important in encouraging and
incen�vising improvements to exis�ng stock;

Harmonisa�on of disclosure, repor�ng and standards across different market par�cipants (for example, asset managers may
have different repor�ng and disclosure requirements to owners and lenders) and jurisdic�ons (for example, the cost of
offse�ng carbon emissions varies from country to county) is key to developing efficient repor�ng;

Comparisons between investors, owners, lenders and even assets may be meaningless, even with harmonisa�on of
disclosure, repor�ng and standards, with the only meaningful comparison being between the value or carbon performance
of an asset before and a�er the implementa�on of ESG ini�a�ves; and

Alignment of interests from developers and suppliers to operators and owners is key to mee�ng ESG targets.

For further reading on calcula�ng the value at risk for stranded hotel assets, read Mr Voellm’s here.

Watson Farley & Williams LLP Registered office: 15 Appold Street, London, EC2A 2HB, UK   |   T: +44 20 7814 8000   |   F: +44 20 7814 8141/2 3

https://www.ap-ha.com/post/ecologic-obsolescence
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DISCLAIMER

Watson Farley & Williams is a sector specialist interna�onal law firm with a focus on the energy, infrastructure and transport sectors. With offices in Athens,
Bangkok, Dubai, Dusseldorf, Frankfurt, Hamburg, Hanoi, Hong Kong, London, Madrid, Milan, Munich, New York, Paris, Rome, Seoul, Singapore, Sydney and Tokyo
our 700+ lawyers work as integrated teams to provide prac�cal, commercially focussed advice to our clients around the world.

All references to ‘Watson Farley & Williams’, ‘WFW’ and ‘the firm’ in this document mean Watson Farley & Williams LLP and/or its affiliated en��es. Any reference
to a ‘partner’ means a member of Watson Farley & Williams LLP, or a member, partner, employee or consultant with equivalent standing and qualifica�on in WFW
Affiliated En��es. A list of members of Watson Farley & Williams LLP and their professional qualifica�ons is open to inspec�on on request.

Watson Farley & Williams LLP is a limited liability partnership registered in England and Wales with registered number OC312252. It is authorised and regulated by
the Solicitors Regula�on Authority and its members are solicitors or registered foreign lawyers.

The informa�on provided in this publica�on (the “Informa�on”) is for general and illustra�ve purposes only and it is not intended to provide advice whether that
advice is financial, legal, accoun�ng, tax or any other type of advice, and should not be relied upon in that regard. While every reasonable effort is made to ensure
that the Informa�on provided is accurate at the �me of publica�on, no representa�on or warranty, express or implied, is made as to the accuracy, �meliness,
completeness, validity or currency of the Informa�on and WFW assume no responsibility to you or any third party for the consequences of any errors or omissions.
To the maximum extent permi�ed by law, WFW shall not be liable for indirect or consequen�al loss or damage, including without limita�on any loss or damage
whatsoever arising from any use of this publica�on or the Informa�on.

This publica�on cons�tutes a�orney adver�sing.
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