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The (due) diligent approach to indirect 
real estate investment 

ESG factors play an important 
role in initial investment 
decisions, as well as the on-
going monitoring of holdings 
and fund managers after 
investment. 
 
Investors should identify and 
address material ESG risks 
and opportunities, both prior 
to investment and during the 
ownership period not only 
when investing directly, but 
also indirectly. 
 

 

 
ESG has long been important to businesses that prioritize sustainability and to 

investors looking for sustainable and impact investment opportunities; however 

ESG is no longer just a nice to have addition pursued by a minority, it is now 

mainstream and expected of all institutional investors and their clients.  

 

Due diligence is an important component of any investment process as it helps investors 

understand the nature of a deal, identify the risks involved and ability to mitigate, and 

whether the deal fits with their portfolio strategy. In the context of sustainable and 

impact  investing, due diligence is now more important than ever as investors are 

increasingly trying to assess the overall strength and impact of their investments, today 

and into the future.  

 

How does this work in the context of indirect real estate investment? 

Indirect private real estate investing usually involves purchasing units in a fund, which 

then invests into real estate on behalf of many investors. The purpose of performing due 

diligence is to make sure investors into the underlying fund are getting what they are 

paying for and to understand any risks the investment may be (or may become) exposed 

to. Through performing due diligence, investors can also assess the potential for 

improvements, identify legacy issues and analyze the impact of ESG (and other) trends 

across the underlying assets, ultimately affecting the risk/return profile and likely future 

performance of an investment. 

 

UBS Asset Management 



 

What we believe 
 

Our responsible investment strategy is embedded throughout 

the ownership cycle of a Multi-Manager real estate investment 

because we believe that a significant positive impact is possible 

indirectly, on both the environment and in the returns 

generated for our clients. We fundamentally believe that ESG 

will materially impact future results, combined with an 

overarching fiduciary duty both to manage risk for our clients 

but also to act responsibly as investors.  

 

 

How we do it 
 

Information on target funds' ESG policies and efforts are 

collected as part of the due diligence process during our 

underwriting. In addition to reviewing a fund's ESG policies, 

we consider how it incorporates these policies into the fund  

 
strategy, how it reports its ESG strategy to its investors, what 

relevant laws and regulations impact the fund, and any 

sustainability initiatives the fund is already participating in. 

 

We also review the ESG scores achieved by the target fund, at 

the property, fund and company levels (e.g. LEED 

certifications, GRESB scores, UN PRI assessment, other 

environmental accreditations). We believe such scores may 

indicate risks and opportunities that could impact current and 

future investment returns and liquidity.  

 

This information is incorporated into the investment decision- 

making process, which includes other commercial and 

financial analysis too. The final investment decision is taken 

following a review of all of this information. We’ve illustrated 

below how ESG is embedded in our standardized due 

diligence process that is followed globally. 

 

 

 

Due diligence process – ESG embedded throughout1 

 

 

 

 

   

Top-down 

strategy 

  Consideration of macroeconomic outlook  

 Bottom-up views from market participants both 

external and UBS 

 Identification of key themes by region and sector, 

consideration of ESG issues/items from a 

sector/geographical top-down perspective 

   

Preliminary  

due diligence 

  Issue in-depth questionnaires, including 

comprehensive ESG questions * 

 Initial discussions with managers 

 Consideration of investment risks and red flags 

   

Initial Investment 

Committee 

  Initial briefing stage prior to external costs 

   

Advanced due 

diligence 

  Detailed on-site property and manager due 

diligence as well as cash flow analysis 

 Additional data sources reviewed, including third 

party reports such as GRESB 

 Internal and external advisors for expert tax, legal 

and structuring analysis 

 Extensive side letter negotiation 

   

Full Investment 

Committee 

  Second Investment Committee stage includes a 

comprehensive paper summarizing fund and due 

diligence activities, decision taken on whether to 

invest 

Includes ESG  

sections 

Includes  

ESG  

sections 

Page 2 of 4 



 

What are the benefits? 
 

ESG forms part of our due diligence process because we recognize the value of proactive and positive ESG policies. The benefits 

include:  

 

 

   

 

Reduced risk of regulatory 

non-compliance 

For example, new EU regulations will require fund managers and non-EU 

fund managers marketing funds in the EU to make new disclosures related 

to sustainability. Regulatory risk of obsolescence (for example being 

unable to sell or lease a building if it rates poorly on an environmental 

basis) is also growing.  

   

   

   

 

Competitive positioning Sustainable assets are gaining more attention among investors who are 

pursuing strategies that consider sustainability factors. This in turn is 

starting to be reflected in pricing of real estate in certain markets globally. 

Furthermore, there is huge value at risk (and price discounts) in assets that 

are not managed or considered sustainable, which may be a result of their 

physical location (for example at risk of sea-level rises) or the building 

quality (and therefore energy efficiency).  

   

   

   

 

Reduced expenses and 

improved returns 

Sustainable real estate not only benefits the environment through reduced 

use of natural resources, it can preserve/increase asset value (lower void 

lengths, lower obsolescence, reduced depreciation, reduced operating 

costs, better tenant covenants, higher tenant retention). 60% of investors 

surveyed by PRI agreed that ESG had an impact on prices paid/offered on 

assets. 

   

 
For investors with ESG targets, due diligence can assess how an asset will likely impact those goals. For example, if one of those 

targets is to reduce energy consumption or carbon emissions across their portfolio, then acquiring an energy inefficient building 

(or a fund containing energy inefficient buildings) will impact the ability to reach that target. Therefore, an ESG driven investment 

strategy can be a crucial step to help investors enhance the environmental and financial performance of their assets, as well as 

the future value of their portfolios. 

 
 
Accreditations and global goals 

 
 

                         
 
 
 
 
1  Source: UBS Asset Management, Real Estate & Private Markets (REPM); February 2021.  *  The UBS ODDQ includes 22 ESG focused questions out of 51 

total questions. The UBS-proprietary DDQ includes 33 fund-level questions and 9 fund-manager-level questions focused on ESG. 
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For more information, please contact: 

 

UBS Asset Management Switzerland AG  

 

Bahnhofstrasse 45  

8001 Zürich 

Switzerland 

Tel: +41-44-234 11 11 
 
 
 
 
www.ubs.com/repm 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
This publication is not to be construed as a solicitation of an offer to 
buy or sell any securities or other financial instruments relating to 
UBS Asset Management Switzerland AG or its affiliates in 
Switzerland, the United States or any other jurisdiction. Using, 
copying, reproducing, redistributing or republishing any part of this 
publication without the written permission of UBS Asset Management is 
prohibited. The information and opinions contained in this document have 
been compiled or arrived at based upon information obtained from sources 
believed to be reliable and in good faith but no responsibility is accepted 
for any errors or omissions. All such information and opinions are subject 
to change without notice. Source for all data/charts, if not stated 
otherwise: UBS Asset Management. All information as at March 2021 
unless stated otherwise. Approved for global use. 
 
© UBS 2021. The key symbol and UBS are among the registered and 
unregistered trademarks of UBS. All rights reserved. 
 


