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Response to the third consultative document of the New Basel Capital Accord

Dear Sir or Madam

We welcome the opportunity to comment on the third consultative document of the New Basel
Capital Accord (NBCA) published in April 2003. First of all we want to make clear that we limit our
remarks to those areas of the NBCA that deal with the treatment of commercial real estate;
especially our focus lies on the Supervisory Rating Grades for Income-Producing Real Estate
Exposures and High-Volatility Commercial Real Estate Exposures, Annex 4, Table 2 of the NBCA.
Within this specific area we only concentrate on one issue which is not yet considered adequately,
i.e. the issue of sustainability and quality of buildings and of real estate projects.

Our Chair of Sustainable Management of Housing and Real Estate at the University of Karlsruhe
mainly concentrates on the integration of ecological and economical aspects in the development
and management of real estate. We strive to solve the question how to consider a building’s
ecological quality within the instruments, tools and everyday practice of the real estate industry
(e.g. portfolio analysis and mangement, property valuation, facility management, etc.).

The three main reasons for writing this response are as follows:

e To explain why a building's degree of sustainability (in terms of building quality,
environmental performance, user comfort, adaptability, etc.) has to be considered when
determining a building’s or property project’s probability of default.

e« To show that the banking profession, or to be more precise, the Basel Committee on
Banking Supervision now has got the possibility to foster sustainable development among
real estate projects around the world to an extent no other organisation or government has
ever been able before.

» To contribute to the realization of the United Nations Environment Programme (UNEP) and
the Statement by Financial Institutions on the Environment & Sustainable Development.’

' See http://unepfi.net/fii/fenglish.htm



Within this self commitment 192 members of the financial services industry (e.g. Citigroup,
Barclays Group, HSBC, Lloyds, UBS, Credit Suisse, Deutsche Bank, etc.) state that “We
recognize that identifying and quantifying environmental risks should be part of the normal
process of risk assessment and management, both in domestic and international
operations.” (Paragraph 2.3) and

“We encourage the financial services sector to develop products and services which will
promote environmental protection.” (Paragraph 2.7)

We strongly believe that by attaching more importance to the quality and degree of sustainability of
buildings and of real estate projects within the NBCA the worldwide real estate industry would be
driven towards more sustainable development and would produce better and more user friendly
buildings. This, in return, would help to reduce the probability of default of loans secured by real
estate assets.

For this reasen we have written the following proposal on the extension and modification of the
Supervisory Rating Grades for Income-Producing Real Estate Exposures and High-Volatility
Commercial Real Estate Exposures. We hope that you are interested in discussing the raised
issues and offer our assistance to clarify all upcoming questions.

Yours sincerely

Prof. Dr.-Ing. habil. Thomas Lutzkendorf Dipl. Bw. (BA) David Lorenz B.A., M.Sc.



We propose that, in order to achieve the Rating Grade Strong within these new criteria, the
building or the construction project should/must fulfil the following requirements:

Functional quality and adaptability: The property’s configuration, furnishing and fittings fully
satisfy current client demand and user requirements. The property can be adapted to possible
future requirements easily and without huge expenditure and is highly competitve with new
properties.

Technical quality: The property’s structural and technical condition (e.g. construction, building
envelope, technical equipment, fittings, etc.) is excellent. Maintenance activities have been carried
out on a regular basis and are documented.

Ecological quality: The management and operation of the property leads to minimal global and
local environmental impact. There are no risks for the local environment and occupants’ health.
User safety and comfort are high due to features like natural ventilation, cooling, shading and
lighting, etc. and due to minimal human exposure to noxious materials.

Life-cycle-costs / Whole-life-costing: Life-cycle-costs are minimal; especially energy, operating
and maintenance costs are minimal compared to average costs for similar buildings and adequate
information about the property’s overall performance is available.

Design and image: The property is favoured due to its design and image and is highly competitive
with new properties.

Quality of the design and construction process: An internal or external quality management
system is applied during the design and construction process. The construction process leads to
minimal global and local environmental impact.

An overview on all Rating Grades for the rating criterion ‘Asset characteristics’ and proposed
classifications can be found on page 4 and 5, Annex A.

Of course, the classification given above is a proposal and clarification may be necessary.
Furthermore, to support the classification system referals could be made to the newly developed
ISO-Norm TC 59/SC17, which deals with sustainability in building construction and the
assessment of environmental performance. However, we would be very pleased to assist you in
developing a sound and clear classification of building characteristics for the NBCA.

Prof. Dr.-Ing. habil. Thomas Litzkendorf Dipl. Bw. (BA) David Lorenz B.A., M.Sc.



