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CLIMATE
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IN ACTION




EXECUTIVE HIGHLIGHTS

ESG is Becoming
Business as Usual

ESG is increasingly embedded in
investment and asset management,
with climate resilience becoming part
of mainstream portfolio strategy.

100%

have incorporated ESG objectives
into their asset management
strategies.

94,

have identified ESG as a priority at
the board and organisational level.

v

Decarbonisation is
Moving from Strategy
to Action

Operational decarbonisation is gaining
momentum as M-REITs invest in lower-
carbon, more resilient and higher-
performing portfolios.

The Next Challenge
IS Delivering
Commercial
Qutcomes

The next phase of ESG will depend on
turning sustainability ambitions into
measurable business value through
stronger collaboration, investment
recognition and commercial incentives.

50%

have established
net-zero or carbon
neutrality targets.

28%

have more than 40% of
their portfolio GFA
covered by green building
certifications.

/8%

identified balancing long-term
decarbonisation investment with
short-term DPU expectations as
the biggest challenge.

50%

identified tenant engagement as a
key implementation challenge.

94,

have implemented
energy efficiency
improvements.
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(2%

have installed on-site
renewable energy.

61%

have undertaken climate
scenario analysis covering
physical and/or transition risks.

83%

expect ESG considerations
to influence future property
valuations.

56%

believe current sustainable finance
incentives are insufficient to
accelerate ESG investment.
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FOREWORD

Climate Resilience is Reshaping Real Estate

The role of ESG across the real estate sector is gaining
momentum. What was once regarded primarily as a
voluntary corporate responsibility initiative is now
becoming an integral part of investment, asset
management and portfolio strategy. Climate resilience,
energy performance and sustainability are increasingly
influencing how real estate assets are acquired,
operated, financed and valued.

For Malaysian Real Estate Investment Trusts (M-REITSs),
this shift has important commercial implications. The
long-term performance of a REIT is fundamentally
driven by the quality, competitiveness and resilience
of its underlying assets. Occupancy, rental growth,
operating efficiency, capital expenditure requirements
and asset competitiveness directly influence net
operating income (NOI), distributions per unit (DPU)
and ultimately portfolio value. Increasingly, ESG
considerations are influencing each of these traditional
drivers of investment performance.

WHY NOW?

This transition is being driven by a combination of investor expectations, regulatory
developments and evolving market demand.

Institutional investors are placing greater emphasis on climate resilience,
transition planningandsustainability performance, while internationalreporting
frameworks—including the International Financial Reporting Standards (IFRS
S1 and S2), the Task Force on Climate-related Financial Disclosures (TCFD)
and the Sustainable Finance Disclosure Regulation (SFDR)—are raising
expectations for transparent, decision-useful climate disclosures and credible
decarbonisation pathways in the assets.

Malaysia’'s regulatory landscape is evolving rapidly. Bursa Malaysia's
sustainability reporting requirements are raising expectations for more
structured and comparable ESG disclosures among listed companies. At the
same time, policy initiatives such as the National Energy Transition Roadmap
(NETR), the Energy Efficiency and Conservation Act (EECA) 2024, and the
announced National Carbon Tax Policy are reinforcing the transition towards
a lower-carbon economy. Together, these developments are encouraging
property owners and managers to place greater emphasis on energy
performance, climate resilience and long-term portfolio sustainability.

Reflecting evolving market practice, ESG is becoming increasingly relevant
to commercial property valuation. Consistent with the RICS Red Book Global
Standards and the RICS ESG and Sustainability in Commercial Property
Valuation (4th Edition), ESG factors are expected to be considered where
they are financially material and demonstrably influence market assumptions,
future cash flows, investment risk or asset liquidity.

To support the Malaysian REIT sector in strengthening climate resilience,
enhancing transparency and responding to evolving regional and global ESG
expectations, MRMA and Knight Frank jointly conducted the 2026 M-REIT ESG
survey to better understand how M-REITs are progressing on their ESG journey,
the actions they have already taken, and the challenges that remain.

This year’s findings point to three key insights:

ESG is becoming embedded in asset management

ESG is increasingly influencing acquisition decisions, asset
management strategies and long-term portfolio planning
across M-REITs.

M-REITs are translating ESG commitments into tangible climate action

The sector has made encouraging progress in areas such as
adoption of renewable energy and green building certifications.

The next challenge is turning ESG investment into long-term value

While implementation is gaining momentum, balancing
decarbonisation investments with financial returns and tenant
engagement remain the sector’s next challenge.

Climate Resilience in Action: How Malaysian REITs are Responding to a Changing Risk Landscape
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94% of M-REIT
respondents
identified ESG as a
priority at the board
level

ESG considerations have evolved significantly for Malaysian Real Estate
Investment Trusts (M-REITs), moving far beyond a mere compliance tick-
box exercise to become deeply embedded in high-level strategic decision
making. When surveyed about the level of board-level involvement and
commitment to sustainability in guiding organisational strategy and asset-
level decisions, the sentiment was overwhelmingly proactive:

e 67% of respondents now classify ESG as a major strategic priority for
their firms.

e 28% of respondents take it a step further, defining sustainability as a
core guiding principle that informs every facet of their operations.

This shift reflects a growing recognition among M-REIT leadership that ESG
is increasingly relevant to long-term portfolio performance and resilience.
As a result, ESG has transitioned from a back-office reporting duty to a
cornerstone of capital allocation and asset management strategy in the
Malaysian property sector.

Knight ‘
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Survey 1
N

How would you describe the REIT’s board-level involvement and commitment to
sustainability in guiding organisational strategy and asset-level decision-making?

28%

Emerging consideration ' 50/0

Core principle

Strategic priority

Not a priority

100% of M-REIT
respondents
confirmed that their
asset management
strategies explicitly
iInclude specific
ESG objectives and
Initiatives

This unanimous “yes” indicates that ESG has achieved deep structural
penetration within the Malaysian REIT sector. Rather than treating
sustainability as an abstract, top-down philosophy, asset managers are
universally tying ESG to tangible, measurable property-level KPIs. This
comprehensive adoption marks a critical transition from theoretical
commitment to active operational execution across all portfolios.

Survey 2

Does the REIT’s asset management strategy include specific ESG objectives
or initiatives?

Climate Resilience in Action: How Malaysian REITs are Responding to a Changing Risk Landscape
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Regulation is accelerating ESG integration
in asset management

Survey 3

Rank the ESG drivers that incentivise the REIT’s asset
management strategy in the upcoming 5 years

When asked about the key drivers of asset-level ESG adoption over the next
five years, M-REITs ranked regulatory requirements, asset-level financial
performance and occupier demand as their top three priorities.

#1 Regulatory Requirements

Behind the Findings

The Energy Efficiency and Conservation Act (EECA) 2024, which came
into force on 1 January 2025, introduces mandatory energy management
requirements for buildings specified under the Third Schedule of the Act.
The current scope covers office buildings, although the Energy Commission
may revise the Third Schedule to include additional building categories in
the future.

Key requirements include:

e Appointment of a Registered Energy Manager (REM) to oversee
building energy performance. During the initial implementation period,
an outsourced Type 2 REM may be appointed for up to three years, after
which the REM is expected to be internalised within the organisation.

¢ Implementation of an Energy Management System (EnMS).

e Annual submission of Energy Efficiency and Conservation (EE&C)
reports.

e Mandatory display of an annual Energy Intensity Label (EIL).

¢ Buildingsmustachieveaminimum2-starEnergylntensityPerformance
(EIP) from the fifth year after the first Energy Intensity Label is issued.

e Buildingsthatfailto meet the minimum EIP may be required to undertake
an energy audit and implement an improvement plan.

Penalties for non-compliance

Depending on the offence, non-compliance may result
in fines of up to RM50,000, with additional penalties for
continuing offences under the Act.

#2 Asset-Level Financial Performance

Behind the Findings

The carbon tax measures announced under Budget 2025 and scheduled
to take effect in 2026 signal Malaysia’s transition towards a carbon-
pricing mechanism as part of its low-carbon economy agenda. While the
initial implementation is expected to focus on the iron, steel and energy
sectors, the policy is likely to have indirect implications for the real estate
sector through higher energy costs, potential increases in construction
and refurbishment costs, and stronger incentives to improve building
energy performance.

Impact on real estate

o Potentially higher electricity costs as electricity generators pass
through the costs of carbon pricing and investments in lower-carbon
power generation.

e Higher construction and refurbishment costs as carbon-intensive
materials, particularly steel and potentially cement, become subject
to carbon pricing.
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e Greater financial incentives to improve building energy efficiency,
helping to reduce operating costs and mitigate the impact of higher
energy prices associated with carbon pricing.

Behind the Findings

Many multinational corporations (MNCs) are increasingly translating their
globalsustainabilitycommitmentsintocorporaterealestaterequirements.
As organisations work towards 2030 interim operational decarbonisation
targets (primarily Scope 1 and Scope 2 emissions) and longer-term net-
zero commitments by 2040 or 2050, they are increasingly prioritising
office space that can support these objectives.

This has led to growing demand for:

e Certified green buildings

e Access to operational ESG data

e Lower-carbon electricity, and

e Green lease provisions that enable collaboration on energy efficiency,
emissions reduction and sustainability reporting.

Climate Resilience in Action: How Malaysian REITs are Responding to a Changing Risk Landscape
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Climate Risk is Becoming Central to Due Diligence

ESG due diligence is expected to become an increasingly important component of prudent
real estate investment and portfolio management. When assessing how ESG criteria are
prioritised during new property acquisitions and portfolio gap analyses, climate-related risks
and environmental performance emerged as the areas receiving the greatest attention.

The prominence of physical climate risk (89%) reflects a growing recognition that flooding,
extreme heat and other hazards can directly affect business continuity, operating costs, capital
expenditure and long-term asset value. Consequently, climate resilience is increasingly being
incorporated alongside traditional financial, engineering and technical due diligence.

This trend is also supported by Malaysia’s evolving regulatory and reporting landscape. The
Securities Commission’s National Sustainability Reporting Framework (NSRF), together with
the progressive adoption of ISSB (IFRS S1 and S2) disclosure requirements, is encouraging
listed entities to strengthen their assessment and disclosure of climate-related risks and
opportunities. As the disclosure becomes more structured and transparent, investors are
expected to place greater emphasis on the financial implications of ESG-related risks.

Respondents also placed strong emphasis on other environmental performance indicators,
including waterand waste management, energy performance, sustainable building certifications,
and GHG emissions. These factors can influence operating efficiency, regulatory compliance
and the long-term competitiveness of real estate assets.

Safety and accessibility also emerged as one of the top three priorities, reflecting its continued
role in acquisition due diligence.

Survey 4

What are the key ESG due diligence criteria you assess when evaluating new property acquisitions
or gaps in existing portfolios?

89

Physical
Climate Risk

61

Sustainable
Building
Certifications

39

Diversity, Equity
and Inclusion

83«

Water and Waste
Management
Practice

56

Low Carbon
Electricity Source

39«

Community
Impact

“Respondents were asked to select all that apply.”

78

Safety and
Accessibility

44,

Indoor Air Quality

28

Biodiversity
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Energy Use
Intensity/Building
Energy Rating

39

Electric Vehicle
(EV) Charging
Points

6

Evaluation of
Green Building
Features

67

Greenhouse Gas
Emissions from
Asset Operations

39«

Lifestyle &
Wellness
Provision
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Preparing Portfolio
for Climate Risk

The survey findings suggest that M-REITs are taking
a more proactive approach to understanding and
managing climate-related risks. Increasingly, climate
considerations are being integrated into acquisition
due diligence, portfolio planning and long-term
investment decision-making.

Climate scenario analysis is becoming an increasingly
important tool for assessing the potential impacts
of both physical and transition risks. The survey
found that more than half of surveyed M-REITs have
conducted climate scenario analysis, indicating
growing recognition of climate risk as a strategic
investment consideration.

Survey 5
N

Has the REIT carried out climate
scenario analysis for physical risk or
transition risk?

Responding to Physical Climate Risks

While 39% of respondents reported that their assets had
not been affected by extreme climate conditions over the
past five years, 61% experienced climate-related impacts
that resulted in additional operational and capital costs.
The most common consequences were increased cooling
consumption and increased CAPEX for resilience measures
respectively.

Notably, none of the respondents have experienced higher
insurance premiums due to climate-related risks yet. This
differs from trends observed in several climate-vulnerable
APAC markets, where insurers have begun to reflect
increasing physical climate risks through higher premiums
and tighter underwriting conditions. Over time, this position
may evolve as climate-related risk assessment practices
become more sophisticated and as insurers continue to
evaluate the long-term implications of physical climate risks.

Furthermore, under Bank Negara Malaysia’s (BNM)
Climate Risk Management and Scenario Analysis
(CRMSA) framework, insurers and financial institutions
face increasing regulatory expectations to strengthen
climate-risk data collection, conduct climate stress testing,
enhance sustainability-related disclosures, and comply with
mandatory sustainability reporting requirements under the
National Sustainability Reporting Framework (NSRF). As
climate-risk assessment methodologies mature, insurers
may increasingly differentiate pricing and underwriting
terms based on asset-specific exposure profiles, with
stricter underwriting criteria applied to commercial fire and
property assets.

Survey 6
N

In the past 5 years, have any of your assets been affected by extreme climate
conditions (e.g., floods, heatwaves, storms) in a way that resulted in any of the
following challenges?

60%

50% |-

40%

30%

20%

10%

39%

50%

Oo/o

No

Increased cooling Increased CAPEX CAPEX for Increased insurance
consumption cost for resilience replacement after premium due to
due to temperature measures against damage (e.g. extreme climate

rise future risks (e.g., replacing windows events in your asset
installing flood broken by typhoon) location
gates)

“Respondents were asked to select all that apply.”

Climate Resilience in Action: How Malaysian REITs are Responding to a Changing Risk Landscape



Among the risks identified, rising temperatures SU rvey 7
emerged as the most significant concern for Malaysian N
REITs, followed by heavy rainfall and flash flooding, From the physical risk assessment results, what are the key risk (moderate- to high-risk) items?

and extreme heat/heatwaves, as identified by survey
respondents who have carried out scenario analysis.

Rising Temperature
The prominence of rising temperatures and extreme _
Rainfall Flood/Flash Flood

heat highlights an acute awareness of the chronic

financial strain that escalating heat patterns place on Extreme Heat/Heatwave
building cooling systems and baseline utility overheads.
Over time, this may necessitate investments in energy Sea Level Rise/Coastal Flood

efficiency improvements, building optimisation
measures, or HVAC upgrades to maintain operational
performance. Typhoon/Tropical Cyclones/Hurricanes

Wildfire/Fire Risk

Flood-related risks also remain a major concern, with River/Fluvial Flood
heavy rainfall and flash flooding ranking as the second-
highestrisk.Inregionslike the Klang Valley, Penang, and
Johor, a marked increase in high-intensity monsoon Extreme Cold
anomalies and localised drainage overcapacity has
transformed flash flooding from a remote tail-risk into
an active operational hazard. Water Stress

Storm Surge

Drought

These incidents pose immediate threats to high-value | | | | | ' |
assets, particularly subterranean car parks, ground- 0 10 20 30 40 50 60 70
floor retail plazas, and underground mechanical,

_ _ “Respondents who have carried out scenario analysis were asked to select all that apply.”
electrical, and plumbing (MEP) plants. To protect

asset yields against these high-ranking threats, asset
managers are increasingly considering the allocation

of capital expenditure towards climate resilience TOp 3 physica|
solutions. risks identified:

64

Rising Temperature

D9%

Rainfall Flood /
Flash Flood

DD%

Extreme Heat /
Heatwave
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Responding to Climate Transition Risks

Carbon neutrality commitments are gaining
momentum

M-REITs are becoming more aware of the risks
associated with the transition to a lower-carbon
economy. Encouragingly, half of the respondents
have established net-zero or carbon neutrality
targets, predominantly with a target year of 2050. This
proactive positioning by half of the sampled trusts
sighals a critical alignment between corporate real
estate strategy and Malaysia’s overarching national
climate ambitions.

Survey 8
N

Does the REIT have a net zero or
carbon neutrality target?

Energy and carbon price top transition risks

When analysing the landscape of climate-related transition risks, Malaysian REITs are demonstrating a heightened awareness of the macro-economic and regulatory
shifts accompanying the move toward a lower-carbon economy. Energy price shifts and carbon price/tax shifts emerged as the most significant concerns, each identified
by 73% of M-REIT respondents who have carried out scenario analysis as moderate- to high-risk items. The prominence of energy and carbon pricing risks highlights
how closely asset management strategies are becoming linked to evolving energy market conditions and national sustainability policy timelines. Concerns over carbon
price and tax shifts may reflect growing expectations that Malaysia will progressively expand carbon-pricing mechanisms and climate-related fiscal policies as part of
its broader decarbonisation agenda. Simultaneously, the Energy Efficiency and Conservation Act (EECA) 2024 is reinforcing the importance of regulatory compliance,
requiring affected asset managers to treat energy efficiency and legal adherence as increasingly important operational priorities.

Survey 9

N
From the transition risk assessment results, what are the key risk (moderate- to high-risk) items?

Energy price shifts

Carbon price/ tax shifts

Failure to comply with laws and regulatory shifts

Increase in material costs

Changes in reporting standards

Increase in green investments/deployment of new technology
Customer/Consumer expectation changes

Green building regulatory and policy changes

Loss of reputation or brand image

0] 10 20 30 40 50 60 70 80

“Respondents who have carried out scenario analysis were asked to select all that apply.”
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Operational decarbonisation is becoming mainstream

In response to growing transition risks, M-REITs are increasingly prioritising energy-efficiency improvements, including building
retrofits and smart building management systems, alongside the deployment of on-site renewable energy across their portfolios.
These interventions reduce exposure to transition risks, particularly rising energy costs.

Beyond asset-level improvements, tenant engagement and the adoption of green leases are also gaining traction, reflecting a growing
recognition that reducing Scope 3 emissions requires closer collaboration and partnership between landlords and occupiers.

Survey 10

What strategies have the REIT adopted to reduce carbon emissions of your portfolio?

Energy efficiency improvements
(e.g. retrofits, smart systems)

94%

On-site renewable energy installation

Tenant engagement /
green leases for tenant space

Off-site renewable energy procurement
(e.g. PPAs or Renewable Energy Certificates)

Electrification of building systems

No decarbonisation initiatives in place

0] 20 40 60 80 100

“Respondents were asked to select all that apply.”
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Green certification continues to expand across portfolios

The results indicate encouraging progress in the adoption of sustainable building
certifications across M-REIT portfolios. Most respondents reported that between 21% and
60% of their portfolio Gross Floor Area (GFA) is green building certified, with the largest
proportion indicating a substantial certification coverage of 21%-40%.

Taken together, these findings suggest that sustainable building practices are becoming
increasingly embedded within portfolio management strategies across the Malaysian real
estate sector. This widespread push for third-party validation, such as GreenRE, the Green
Building Index (GBI), or LEED, reflects a highly calculated asset management strategy.

Survey 11

N
Percentage of your properties (in terms of GFA) that are green building

certified*

0% ‘ ‘ 16‘Vo

1200 @ @ ( 22%
21-40% @ © @ 280/,
41-60% @ @ ( 290,
61-80% 0%
81-100% @ 6%
Notsure @ 6%

*@Green building certifications include, but not limited to the Green Building Index (GBI), GreenRE,
Leadership in Energy and Environmental Design (LEED), Green Mark, WELL Building Standard and
other recognised green building certification systems.

Climate Resilience in Action: How Malaysian REITs are Responding to a Changing Risk Landscape
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TURNING ESG

AMBITION INTO
COMMERCIAL
REALITY
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The Next Challenge:

Turning ESG Ambition into Commercial Reality

While progress is evident, several structural challenges continue to
constrain ESG implementation across the sector. The most significant
challenges surveyed are found to be:

‘l Difficulty balancing long-term decarbonisation
investments with short-term DPU expectations

Insufficient financial incentives from green or
sustainability-linked financing

3 Tenant resistance or low engagement in sustainability
initiatives

To fully contextualise these findings within the broader real estate
ecosystem, these structural challenges can be understood as arising from
theinteractionbetweenincreasingly stringent ESG disclosure expectations
and the income-distribution model that characterises the REIT sector.
The paramount challenge of balancing long-term decarbonisation
investments with short-term DPU expectations (75%) highlights a deep
friction point between capital market frameworks and income-focused
corporate regulations. Global reporting standards increased investor
expectations for credible and transparent climate transition strategies,
many of which require significant capital investment in practice. Yet, to
qualify for tax transparency under Section 61A of the Malaysian Income
Tax Act 1967, M-REITs must distribute at least 90% of their total taxable
income annually, meaning heavy upfront green capital expenditure (CapEx)
directly threatens the short-term yields demanded by income-sensitive
unitholders.

Insufficient financial incentives from sustainable finance emerged as another key barrier to ESG implementation. While Bank Negara Malaysia’s Climate
Change and Principle-based Taxonomy (CCPT) has strengthened the framework for climate-related financing, the commercial benefits of sustainable
finance may not yet be compelling enough to accelerate ESG investments across the sector.

Similarly, tenant resistance and low engagement remain significant barriers, reflecting a combination of split incentives between landlords and tenants,
competing business priorities, and varying levels of awareness of the commercial benefits of sustainability initiatives. This behavioural barrier limits an
M-REIT’s ability to accurately quantify and manage Scope 3 (Category 13: Downstream Leased Assets) emissions under the GHG Protocol, as effective
emissions monitoring often depends on tenant cooperation and access to operational data.

Survey 12
N

What are the key challenges the REIT faces in advancing decarbonisation/sustainability at the asset level?

Difficulty balancing long-term decarbonisation 78(y
investments with short-term DPU expectations 0

Insufficient financial incentives from green
or sustainability-linked financing

Tenant resistance or low engagement
in sustainability initiatives

Physical or structural constraints

Limited availability or quality
of asset-level ESG data

Investors do not adequately incorporate ESG
factors into investment decision-making

0] 10 20 30 40 50 60 70 80

“Respondents were asked to select up to 3 that are most applicable.”
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Key Challenge 1

Difficulty balancing
long-term
decarbonisation
iInvestments with
short-term DPU
expectations

The missing link: Pricing resilience into Valuation

One of the most persistent barriers to ESG implementation is the perceived trade-
off between sustainability investments and short-term distributable income. While
decarbonisation initiatives often require significant upfront capital expenditure, the
financial benefits may only materialise over the longer term. As valuation methodologies
increasingly incorporate ESG considerations, there is potential for stronger recognition
of sustainability-related value creation through enhanced asset resilience, reduced risk
exposure, and improved income durability.

The survey indicates strong market expectations for ESG integration into property
valuation, with 83% of respondents expecting ESG factors to influence asset values. This
expectation reflects the growing recognition that ESG investments can strengthen an
asset’s long-term financial performance.

This trend will be further reinforced by the publication of the RICS ESG and Sustainability
in Commercial Property Valuation (4th Edition) in April 2026, which provides guidance on
incorporating financially material ESG and climate-related considerations into commercial
property valuations.

Survey 13
N

Do you expect property valuations to incorporate the potential impact
of ESG factors on asset value?

83%

To better understand how ESG considerations may influence future valuation practices,
M-REIT respondents were asked to identify the ESG value drivers they believe are
most relevant to property valuations. The exercise was designed to capture industry
perspectives on the sustainability-related factors that are expected to have the greatest
influence on property values as ESG considerations become increasingly integrated into
valuation methodologies.

The findings suggest that building performance remains the strongest value driver. Energy
efficiency performance metrics and the CapEx required for ESG improvements were the
highest-ranked factors, cited by 83% and 78% of respondents, respectively. This was
followed by green building certifications, climate-related physical and environmental
risks, regulatory risks, and occupancy resilience (67%). Lease duration and tenant
creditworthiness were also widely recognised as important considerations in future
valuation assessments (61%).

The findings highlight a growing expectation among M-REITs for valuation practices to
increasingly recognise the long-term value created through ESG investments. Greater
alignment between sustainability performance and property valuation would help
strengthen the commercial case for decarbonisation, climate resilience and other ESG
initiatives, encouraging continued investment across the sector.

Climate Resilience in Action: How Malaysian REITs are Responding to a Changing Risk Landscape
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Survey 14
N

Which key ESG value drivers would you consider when assessing property valuations?

Energy efficiency performance and metrics

Capital expenditure requirements for ESG improvements
Climate-related physical and environmental risks
Occupancy resilience

Green building certifications

Regulatory risks

Lease duration and tenant creditworthiness

Social factors

Accessibility and availability of amenities / green features
Exit value considerations

Impact on cap rates and discount rates

Tenant demand for sustainable properties

Sustainable design features

P Y Knight
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67%
67%
67%
61%

50%

50%

50%

50%

50%

39%
| | | | | | | |
0 10 20 30 50 60 70 80 90

“Respondents were asked to select all that apply.”
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Key Challenge 2

Insufficient
financial incentives
from green or
sustainability-linked
financing

While sustainable finance instruments are becoming more widely available in Malaysia,
their adoption at the M-REITs’ asset remains relatively limited.

With fewer than half of respondents linking asset-level ESG KPIs to sustainability-linked
financing, the findings suggest that current financing mechanisms may not yet provide
sufficient commercial incentives to accelerate decarbonisation investments across M-REIT
portfolios.

Looking ahead, there is an opportunity for financial institutions, investors and the real
estate sector to further strengthen the role of sustainable finance. Financing structures
that more clearly reward measurable ESG performance could help improve investment
returns, support long-term portfolio decarbonisation, and encourage wider adoption of
climate resilience initiatives.

A typical sustainability-linked financing process includes:

1 <Select material ESG Key Performance Indicators (KPIs)

2 <Set ambitious Sustainability Performance Targets

Monitor performance and disclose progress through
periodic ESG reporting

Obtain independent verification or third-party assurance
of KPI performance

achieving the agreed targets

NN NI NI N

5 <Receive financial incentives (e.g. interest margin reductions) upon

P Y Knight
B 4 Frank

Leading banks across APAC have already adopted sustainability-linked financing structures
that reward borrowers for achieving measurable ESG outcomes. Examples of commonly
adopted ESG KPIs include:

e Reduce portfolio Energy Use Intensity (EUI)

e Reduce portfolio greenhouse gas (GHG) emissions intensity

e Increase renewable energy generation or renewable electricity procurement

e Reduce water consumption intensity

e |Increase waste diversion and recycling rates

e Increase the proportion of green-certified assets within the portfolio

e Achieve or improve green building certification ratings (e.g. GreenRE, Green Mark,
LEED, etc.)

e Improve ESG performance ratings (e.g. GRESB)

Survey 15

N
Has the REIT linked ESG KPIs at the asset level into financing
instruments, such as ESG loans/bonds/sukuk?

28%

Climate Resilience in Action: How Malaysian REITs are Responding to a Changing Risk Landscape
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Key Cha”enge 3 Achieving meaningful ESG outcomes increasingly depends on active collaboration between landlords and occupiers. However, the survey suggests
that tenant engagement remains at a relatively early stage across the M-REIT sector, with most respondents focusing on providing tenant ESG guidance
) and recommendations.

Tenant resistance
or low engagement While 67% of respondents have introduced tenant ESG guidance or green fit-out recommendations, 44% have conducted individual tenant engagement
in sustainability sessions, followed by ESG awareness programmes (33%). The adoption of more structured collaboration mechanisms remains limited, with only 22%
e mngs of respondents introducing green leases or mandatory green fit-out requirements, or engaging in ESG data sharing with tenants. Nevertheless, these
Initiatives initiatives signal early progress towards more structured landlord -tenant collaboration.

Looking ahead, strengthening landlord-tenant collaboration will be essential to accelerating ESG implementation across the sector. As more occupiers
embed operational decarbonisation targets and sustainability requirements into their real estate strategies, greater collaboration on green leasing,
ESG data sharing and building performance will be needed. At the same time, M-REITs have an opportunity to encourage wider participation by offering
clearer incentives, practical guidance and collaborative programmes that help occupiers contribute to shared sustainability objectives.

Survey 16
N
Please select the way(s) in which you have engaged tenants in ESG or carbon reduction.

Providing tenant ESG guide
/ green fit-out guide as recommendations

Individual tenant feedback sessions

Tenant ESG training/events/campaign
focused on increasing ESG awareness

Green leases or green fit-out mandate

Provide tenants with ESG data
(e.g. energy/water consumption, waste, etc.)

“Respondents were asked to select all that apply.”
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IHE ROAD AHEAD:
FUTURE-PROOFING
PORTFOLIOS
TOGETHER

The 2026 M-REIT ESG Survey highlights encouraging progress in
embedding ESG into investment and asset management across the
sector. Climate resilience, operational decarbonisation and ESG
integration are increasingly becoming part of mainstream portfolio
management. Looking ahead, the next phase will be defined not by new
commitments, but by the industry’s ability to translate these ambitions
into measurable commercial outcomes.

Achieving this will require stronger collaboration across the real
estate value chain. For M-RElITs, balancing long-term ESG investment
with short-term distribution expectations remains a key commercial
challenge. For occupiers, greater participation through green leasing,
operational data sharing and collaborative decarbonisation initiatives
will be essential. For investors, valuers, lenders and policymakers,
continued recognition of financially material ESG factors, together
with stronger financing incentives and evolving valuation practices,
will help reinforce the long-term business case for sustainability
investment.

Ultimately, future-ready portfolios will not be defined solely by their
sustainability commitments, but by their ability to deliver stronger
operational performance, greater resilience and long-term value
creation. By working together to align commercial performance with
sustainability outcomes, the Malaysian REIT sector can continue
to strengthen its competitiveness while supporting the country’s
transition towards a more resilient, low-carbon built environment.
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APPENDIX
SURVEY RESPONDENT DEMOGRAPHICS

Our survey achieved comprehensive market coverage, with participating listed M-REITs representing over 90% of the sector’s total listed market capitalisation, alongside responses from 100% of non-listed M-REITs. This broad
market coverage provides valuable insights into how the Malaysian REIT sector is addressing climate-related risks, advancing decarbonisation and integrating ESG considerations into investment and asset management decisions.

Figure 1 Figure 2
Percentage of M-REIT respondentshaving exposuretothatgeography Percentage of M-REIT respondents having exposure to that asset class
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ABBREVIATIONS

M-REIT Malaysian Real Estate Investment Trust
NETR National Energy Transition Roadmap

NOI Net Operating Income

NSRF National Sustainability Reporting Framework
PPA Power Purchase Agreement

OpEx Operating Expenses

REC Renewable Energy Certificate

REM Registered Energy Manager

RICS Royal Institution of Chartered Surveyors
SC Securities Commission Malaysia

SFDR Sustainable Finance Disclosure Regulation
TCED Task Force on Climate-related Financial

Disclosures

APAC Asia-Pacific GFA Gross Floor Area

BNM Bank Negara Malaysia GHG Greenhouse Gas

CapEx Capital Expenditure GRESB Global Real Estate Sustainability Benchmark
CCPT Climate Change and Principle-based Taxonomy HVAC Heating, Ventilation and Air Conditioning

DPU Distribution Per Unit IFRS International Financial Reporting Standards
EECA Energy Efficiency and Conservation Act IFRS S1 gi?a?rli?lﬂiilit?c;ljiliﬁ\r;]:cr:]:asl :z;oDr::(:t?;l:re of
EE&C Energy Efficiency and Conservation IFRS S2 IFRS S2 Climate-related Disclosures

EIL Energy Intensity Label ISSB International Sustainability Standards Board
EIP Energy Intensity Performance KPI Key Performance Indicator

EnMS Energy Management System LEED Leadership in Energy and Environmental Design
ESG Environmental, Social and Governance MEP Mechanical, Electrical and Plumbing

EUI Energy Use Intensity MNC Multinational Corporation

EV Electric Vehicle MRMA Malaysian REIT Managers Association
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