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Issued 10/04/2024

• IRS addresses how a newly formed REIT that has no income and no assets would be treated under the REIT 
qualification test of Section 856 Based on the REIT’s representations the IRS ruled:

• Key Issue
• Gross Income test: at least 75% of annual gross income from real estate related sources and 95% from real 

estate or passive income
• Gross Asset test: at least 75% of total assets in real estate, cash, or government securities at the end of each 

quarter
• Some tax advisors historically counseled clients that having no bad income or assets would indicate passing the 

above tests; however, they avoided the issue by having the REIT buying preferred stock of another REIT
• IRS ultimately ruled it met the Gross Income and Gross Asset tests with zero income or assets

• They looked to the legislative history and concluded the purpose of the test was to ensure the REIT had the 
proper nature of Gross Income and Gross Assets and not the amount of such items

5
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Issued 02/07/2025

• IRS addresses a few key issues:
• Should self-charged income be treated as Gross Income for purposes of the Gross Income Test
• Should select intercompany payment agreements be treated as assets for the Gross Asset Test

• Facts:
• REIT owns b% of investment partnership (“IP”), remaining a% is owned by a TRS wholly owned by REIT. REIT 

also owns 100% of DREs
• REIT provides operational support to IP and IP provides operational support to DREs. None of these services 

are provided to third parties
• Both the IP’s and DRE’s sole business was to rent telecom assets to third parties
• The DREs paid the IP and then IP paid the REIT for the support services rendered pursuant to agreements

6
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Issued 02/07/2025
• REIT made the following representations:

• The support services provided by the REIT were within their fiduciary duties
• The REIT will treat a% (amount attributable to TRS) of the support service payments as non-qualifying income
• The payment agreements are not treated as an asset for GAAP purposes

• The IRS made the following rulings:
• With the exception of the portion mentioned above related to the TRS, the payments for support services 

between the REIT, IP, and DREs are excluded from the REITs gross income. The rationale here was the REIT 
was charging itself for functions it could do itself and would cause the amount to be counted twice in the Gross 
Income tests

• The agreements between the entities will not be treated as REIT assets. The rationale here being that REIT 
Gross Assets are determined in accordance with GAAP. Thus, if they are not assets for GAAP, they are not 
assets for REIT Gross Asset tests

7
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Issued 03/07/2025

• IRS addresses a few key issues:
• Are amounts received from airline users under certain leases, licenses, or other similar agreements rents from 

real property?
• Will the interest on the deemed loan created by the Section 467 rental agreement be treated as qualifying 

income for Gross Income tests?
• Facts:

• REIT owns an interest in a Partnership that was formed with the purpose of aggregating equity financing for the 
development of a new passenger terminal at an airport

• The Partnership leases property from a Public Agency that includes the area for the to-be-constructed terminal.  
The construction costs are treated as in-kind rent payments and the terms of this lease constitute a Section 
467 rental agreement and creates a Section 467 Loan

• REIT entered into various lease agreements and service agreements with tenant airlines
• REIT has a wholly owned TRS

8
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Issued 03/07/2025

• The IRS made the following rulings:
• The rents paid by tenants for common and exclusive space, shared personal property, and included services 

qualified as good rental income
• There were services being provided by both the TRS and the REIT. The REIT provided services were 

deemed customary services for tenants in airline terminals. Other services were provided within the TRS
• The REITs allocable share of income from the prepaid rent loan interest will be treated as qualifying income for 

the 75% Gross Income test

9
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Issued 07/25/2025

• IRS addresses a few key issues:
• Are amounts received from storage agreements and fees paid by tenants for reserved storage rents from real 

property?
• Do certain amenities and services, such as EV charging stations, provided create impermissible tenant service 

income?
• Do certain spaces leased by the REIT to their TRS qualify as rents from real property?

• Facts:
• REIT acquired interests in properties that provide outdoor storage for equipment
• REIT enters into storage agreements with unrelated third parties. These agreements were for specified terms 

with automatic renewals
• The agreements provided for use of space, security, lighting and electricity, moving stacked equipment, 

parking, and included amenities. Amenities include a third-party IK provided EV charging stations
• REIT will lease property to the IK that will install and manage the charging station. Additionally, they are 

included within the fenced perimeter and not available to the general public
• REIT leases property to their TRS as a tenant for TRS to lease property for shorter periods

10
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Issued 07/25/2025

• The IRS concluded:
• The rents received by the REIT under the storage agreements, the provision of the services pursuant to the 

agreement (including electricity drawn from EV stations) constitute rents from real property
• The services and amenities included in the agreement will not give rise to impermissible tenant services 

property
• The total amounts the REIT receives from their lease to the TRS constitute rents from real property

11
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Issued 09/19/2025

• IRS addresses one key issue:
•  Can a REIT make a consent dividend under IRC 565 in the year of its liquidation?

• Facts:
• Publicly traded REIT that is being acquired by a third-party partnership entity
• Shortly after acquisition of REIT by partnership, REIT redomiciles to a new jurisdiction and adopts a plan of 

liquidation. The REIT converts to a single member LLC disregarded for federal income tax purposes
• Partnership is treated as receiving all assets in exchange for REIT stock and REIT recognizes all gains/losses 

under IRC 336
• REIT debts exceeded adjusted basis in assets and final year taxable income, including liquidation gains, would 

exceed its dividends paid deduction
• REIT intends to make a consent dividend under IRC 565 in the amount of the excess of the taxable income 

over the FMV of assets distributed and other distributions made during the year

12
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Issued 09/19/2025

• The IRS concluded:
• The REIT may elect to use the consent dividend for its final tax year in the amount calculated (excess of 

taxable income over property distributed and other distributions)
• The consent dividend will be included in the REITs dividends paid deduction, thereby reducing/eliminating 

REITs taxable income and ensuring compliance with distribution requirements
• The consent dividend is treated as a liquidating distributions under 331 and a subsequent deemed contribution 

to capital which increases the basis in REIT stock

13
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• Section 199A made permanent
• The Act makes the 20% QBI deduction permanent for REIT ordinary dividends. This gives an effective tax rate 

for those dividends of 29.6%
• TRS Asset Test

• Starting in 2026, REITs can hold up to 25% of total assets in securities of a TRS. This is up from the previous 
20% and restores the pre-2018 amount

• 163(j) Limitation
• After having a limitation based on EBIT the past few years, the Act restores the use of EBITDA in the 

calculation of the interest limitation for 2025–2029
• The exception for “electing real property trade or business” still exists

• Bonus Depreciation 
• Bonus depreciation was increased to 100% and made permanent for property in services after January 19, 

2025. This should be considered carefully before use to model out the impact to E&P (ADS)

14
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Why a REIT?
Advantages/Disadvantages
Domestic Shareholders
• Simplify Federal and State tax filing as compared to partnership K-1s 
• REITs can engage in tax free corporate reorganizations
• REIT dividends sourced to state of residence instead of where real property is located allowing tax-free
 treatment for residents in Florida and Texas
• Access to public capital markets
• Generally, no corporate tax on REITs ( see exceptions)
• Passthrough of capital gains if REIT elects
• Less complex taxation than partnerships

December 17, 2025REITs for Future Growth and Sustainability
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Why a REIT?

• ECI Blocker

• Protects foreign shareholders from tax on Effectively Connection Income (ECI) from real estate activities which apply if real estate owned 
directly or through partnerships

• FIRPTA Blocker

• Protects foreign non-QFPF shareholders from FIRPTA tax on gain on sale  or distributions from a U.S. Real Property Holding Corporation 
(USRPHC) if the REIT is “domestically controlled” (more than 50% of the value is owned by U.S. persons), 

• if the shareholder owns less than 10% of stock that is publicly traded, or 
• the shareholder is a Qualified Foreign Pension Fund (QFPF)

Advantages/Disadvantages
Non-U.S. Shareholders

December 17, 2025REITs for Future Growth and Sustainability
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Non-Resident Aliens (NRA)- Foreign 
Corporations

Taxed on Income Originating in the 
U.S.

U.S. Source 
“portfolio” Income

U.S. Source 
“business” Income

Deemed U.S. 
Source “business” 

Income

Fixed or 
determinable 

annual or periodic 
income

(“FDAP”)

Effectively 
connected with a 

U.S. trade or 
business

(“ECI”)

Capital gains 
derived from the 

disposition of U.S. 
real property 
interests are 

deemed to be 
ECI.

U.S. Basic Assertion of Inbound Taxing Authority

December 17, 2025REITs for Future Growth and Sustainability



© 2025 Forvis Mazars, LLP. All rights reserved.19

Effectively Connected income (“ECI”)

How is 
  ECI 
taxed?

Foreign individuals/corporations are subject 
to net-basis income taxation on their “taxable 
income which is effectively connected with 
the conduct of a trade or business within the 
United States” at the same rates as domestic 
individuals/corporations.

The first step in computing 
taxable ECI is to 
determine what portion of 
the foreign 
individual/corporation's 
gross income is gross ECI.
.

The second step is to 
determine and subtract 
deductions properly 
allocable and 
apportionable to gross 
ECI.

The resulting amount is the 
net U.S. taxable income of 
the individual/corporation, 
which is subject to U.S. 
income tax at normal 
individual/corporate rates. 

The foreign individual/corporation may be entitled to certain tax credits 
against its U.S. tax liability computed

The concept of “effectively connected income” 
is employed to determine how much of the 
foreign individual/corporation's worldwide 
income the United States seeks to tax.

What   
   is 
ECI?
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FDAP
FLAT TAX RATE 

Current Approach

The IRS' position is that FDAP includes virtually 
every type of income other than capital gains 
from the disposition of property.

Prior definition

A literal reading of the actual words “fixed,” 
“determinable,” “annual,” and “periodical” could 
lead to the reasonable conclusion that FDAP is 
limited to income “occurring in flows or regular 
increments” and does not include “purely 
isolated or fortuitous” payments, such as the 
proceeds of a single prize fight.

FDAP Taxation

• Generally, FDAP is subject to withholding at 
source (WTH tax) with no attendant reporting 
requirement on the part of the recipient. For 
instance, interest paid by a US person to a non-
resident alien, should be withheld by the US 
payor. 

• FDAP is taxed on a gross income basis. No 
deductions or credits are available. 

30% Usually reduced by tax treaties

Fixed Determinable Annual Periodic Income (“FDAP”)

December 17, 2025REITs for Future Growth and Sustainability
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U.S. Income & Capital 
Tax Treaties Individual Non-Individual Entity Pension Trust Tax-Exempt Charity Governmental Entity 

(I.R.C. §892)

Canada 15% 30% 0% 0% 0%

China 10% 10% 10% 10% 0%

Germany 15% 15% 0% 0% 0%

Japan 10% 10% 0% 10% 0%

United Kingdom 15% 15% 0% 15% 0%

Treaty Rates Applicable to REIT Dividends
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• Foreign Investment in Real Property Tax Act of 1980

- Purpose – to ensure U.S. tax paid by non-residents on disposition of U.S. real property
- Prior law – capital gains of non-residents and foreign corporations not subject to U.S. tax

• Fear that too much U.S. real property ending up in hands of non-U.S. persons; by making disposition subject to tax may dampen foreign 
enthusiasm to acquire and hold U.S. real estate

FIRPTA

December 17, 2025REITs for Future Growth and Sustainability
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• FIRPTA applies only to dispositions of a “US real property interest” (USRPI) by non-resident alien individual or foreign corporation 
•    Does not apply to FDAP and operating income
•    “US real property interest” 

     (i) interest in real property (other than solely as a creditor) (including mine, well, other natural deposit), and 
     (ii) a non-creditor interest in a “United States real property holding corporation (USRPHC)” at any time during the five-year period ending on 
the date of disposition

• USRPHC is a corporation in which 

      (A) the fair market value of its United States real property  interests equals or exceeds 50% of
      (B) the fair market value of
           (i) its United States real property interests,
           (ii) its interests in real property located outside the United States, plus
           (iii) any other of its assets which are used or held for use in a trade or business

FIRPTA (continued)

December 17, 2025REITs for Future Growth and Sustainability
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• Interest solely as a creditor – mortgage is NOT a USRPI, unless is a share in appreciation of value or percentage of gain on sale
• Is a REIT a USRPHC? Generally, yes. U.S. real property interests generally substantially exceeds 50% of its total assets
• Is a mortgage REIT a USRPHC? Generally, no, return generally based solely on interest
• Result of FIRPTA – gain on sale/disposition treated as derived from a U.S. trade or business and ECI to non-resident, i.e., subject to graduated 

U.S. tax rates and special withholding rates
• Tax rate not reduced by treaty

• Non-REIT Exceptions to FIRPTA Taxation 

−     Ownership of 5% or less of stock of publicly traded corporation not a USRPI
−   “Cleansing rule” – all USRPIs owned by the corporation were disposed of during the five-year period preceding disposition in 

transactions in which the full amount of gain was recognized

FIRPTA (continued)
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• FIRPTA and Partnership Interest Sales
• FIRPTA (specifically Section 1445(e)(5)) requires the buyer (transferee) to withhold tax if the partnership interest being sold qualifies as a U.S. 

Real Property Interest (USRPI)

• USRPI Definition for Partnerships: A partnership interest is treated as a USRPI in its entirety for withholding purposes if, on a specific 
determination date, 50% or more of the value of its gross assets consisted of USRPIs, and 90% or more of the gross assets consisted of USRPIs 
plus cash or cash equivalents (the "50/90 test")

• Withholding Rate: The withholding rate under FIRPTA is generally 15% of the amount realized (total sales price)

• The Tax Cuts and Jobs Act of 2017 added Section 1446(f), which also imposes a withholding obligation on the sale of a partnership interest by 
a foreign person, regardless of whether the partnership meets the 50/90 test

• Scope: This applies if the partnership is engaged in a U.S. trade or business and a portion of the gain on the sale would be treated as effectively 
connected income (ECI)

• Withholding Rate: The general withholding rate under Section 1446(f) is 10% of the amount realized (which includes the purchase price plus 
the seller's share of partnership debt)

• Coordination: If both FIRPTA (Section 1445) and Section 1446(f) rules apply to a transaction, the final regulations generally specify that the rules 
under Section 1446(f) take precedence

FIRPTA continued
Sale of Partnership interest 
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− Ownership of 10% or less of stock of publicly traded corporation not USRPI

− Domestically controlled REIT

− “Cleansing rule” no longer applicable

− Special shareholders 

• Special REIT Rules and Exceptions:

FIRPTA (continued)

December 17, 2025REITs for Future Growth and Sustainability
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• “Domestically controlled REIT” – not a USRPI; sale of shares not subject to FIRPTA
• “Domestically controlled” – less than 50% of value of USRPHC owned directly or indirectly by foreign persons at all times during the five-year 

period ending on the date of disposition
• Most frequently used exception to FIRPTA
• Not limited to publicly traded USRPHCs

Domestically controlled ownership compliance 

- Owner of less than 5% of publicly traded REIT class of stock (on established U.S. securities market) deemed to be a U.S. person unless 
actual knowledge to the contrary

- Publicly traded REIT (on any established securities market) owning class of stock in a lower-tier REIT deemed to be a foreign person, 
unless upper tier REIT is domestically controlled

- Non-publicly traded REIT owning class of stock in lower-tier REIT treated as owned by U.S. person in proportion to stock of the parent 
REIT treated as owned by U.S. persons

• Domestically controlled exception does not apply to proceeds received on liquidation of USRPC, even though treated as a sale or exchange of 
stock  (IRS Notice 2007-55)

• NAREIT and Congressional efforts to repeal                            

FIRPTA (continued)
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• Qualified Shareholder: shares of a REIT owned by a Qualified Shareholder are not a USRPI, and distributions to a Qualified 
Shareholder not treated as gain recognized from the sale/exchange of a USRPI.  A Qualified Shareholder is a (A) foreign person that 
either (i) qualifies for treaty benefits under an applicable U.S. tax treaty and is listed and regularly traded on one or more recognized 
stock exchanges, or (ii) is a publicly traded foreign partnership on the New York Stock Exchange or Nasdaq stock market; (B) a Qualified 
Collective Investment Vehicle, and (C) maintains records on the identity of each person who holds directly 5% or more of the traded 
interests

• Extremely complex definition and apparently intended for non-U.S. publicly traded vehicles and those from certain tax treaty jurisdictions.  
If can navigate the highly complex rules, could be a worthwhile method to aggregate non-U.S. investors to invest in U.S. REITs

• Qualified Foreign Pension Fund (“QFPF”) – not treated as non-resident alien individual or foreign corporation, i.e., exempt from 
FIRPTA tax on gain from the sale of USRPIs, gain from the sale of USRPHCs, e.g., REITs, and distributions from REITS attributable to 
sales of USRPIs

• QFPF – (i) established under foreign law to provide pension or retirement benefits; (ii) no single beneficiary has right to more than 5% of 
its assets and income; (iii) subject to regulation and annual reporting in its home jurisdiction; and (iv) accorded a tax benefit in its home 
jurisdiction either because contributions to it are deductible, or taxation on its income is deferred or taxed at a lower rate

FIRPTA (continued)
Special Shareholders
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NON-REIT REIT NON-REIT REIT
Domestically Controlled REIT TAX NO TAX N/A TAX

Owner of Publicly Traded USRPHC NO TAX IF
<5% OWNER

NO TAX IF
<10% OWNER
(domestically 

controlled 
exception)

N/A NO TAX IF
<10% OWNER

Owner of Non-Publicly Traded 
USRPHC

TAX TAX 
(domestically 

controlled 
exception)

N/A TAX

Qualified Shareholder ----- NO TAX ----- NO TAX

* Qualified Foreign Pension Fund NO TAX NO TAX N/A NO TAX

Sale of USRPHC Shares

* “Blocker” still necessary for receipt of operating income (rent) and avoid filing U.S. tax returns.

Distribution by USRPH Attributable 
to Sale of USRPI (look-through)

FIRPTA (continued)
Summary of FIRPTA treatment – REIT vs. non-REIT
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Basic REIT Structure

U.S. 
Investors
 

Foreign 
Investors

Fund

REIT

U.S. Real 
Estate

• REIT Blocks ECI and commercial activity, i.e., for all foreigners including Section 892 
investors

•   Blocks U.S. Federal tax return filing requirement from operating income
• Ordinary dividends from operations

─ 30% WHT
─ May be reduced by treaty – Section 1446 withholding by partnership
─ Exempt under Section 892

• Capital gain distributions from sale of assets by REIT:

─ 21% WHT for corporate investors and 20% WHT for non-corporate investors
─ Branch Profits Tax of 30% to corporate investors on capital gain distributions 

including Section 892 investors
─ BPT may be reduced by treaty
─ Exception for distribution to 10% or less shareholder

• Sale of REIT stock 0% WHT and BPT if domestically controlled REIT or Section 892 
investor owns less than 50% or QFPF

• Sale of non-domestically controlled REIT stock subject to FIRPTA but no BPT, for 
non-SWF, non-QFPF investors

• 15% withholding on gross sales price unless a withholding certificate is issued to be 
seller

Public or 
Private

December 17, 2025REITs for Future Growth and Sustainability
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Tiered REITs

Foreign 
Investors

(including 892 
investors)

Fund 
(U.S. LP)

REIT
(U.S.)

Lower Tier 
REIT (U.S.)

Lower Tier 
REIT (U.S.)

U.S.
Investors

Key Considerations

• Gain of sale of lower-tier REIT

− No FIRPTA WHT for SWF and QFPF investors (sale 
of stock)

− No FIRPTA WHT for other investors if lower-tier is 
domestically controlled

− No branch profits tax for corporate investors (sale of 
stock)

December 17, 2025REITs for Future Growth and Sustainability
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Tiered Structure to Achieve Domestically Controlled REIT Status

Other 
Non-U.S. 
Investors

Fund

Upper Tier REIT

Lower Tier 
REIT

U.S.
Investors

49%

51% 49%

Section 892 
Investors JV LP

U.S. Real 
Estate

Domestically Controlled

100%
Foreign Controlled if UT 
REIT is not a publicly traded 
REIT

51%

December 17, 2025
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Parallel Fund to Achieve Domestically Controlled REIT Status

Main 
Fund

DC REITNon-DC REIT

Section 
892 

Investors

51% 49%

Other Non-U.S. 
Investors

Parallel
Fund

U.S. Investors

JV LP

U.S. Real 
Estate

December 17, 2025
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Baby REITS – Non-Domestically Controlled

Parent REIT

U.S. 
INVESTORS

> 50%

U.S. Real 
Estate

Fund

FOREIGN 
INVESTORS

Baby REIT 2

Sell STK

• Gain on sale of lower-tier REIT subject to FIRPTA WHT

− No FIRPTA tax for Section 892 investors (sale of 
stock) if not a CCE

− No BPT for corporate investors (sale of stock)

FCR

FCR

December 17, 2025
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Baby REITS – Domestically Controlled

Baby REIT 1

Parent 
REIT

U.S. 
INVESTORS

<50%

U.S. Real 
Estate

Fund

FOREIGN 
INVESTORS

U.S. Real 
Estate

Baby REIT 2

• Gain on sale of lower-tier REIT NOT subject to FIRPTA or 
BPT

• Issues with achieving and maintaining Domestically 
Controlled REIT status

- Look-through of ownership
- Documentation

>50%

100%

DCR

37 December 17, 2025
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Section 892 

• A major class of investors in U.S. real estate is “foreign governments” which can include many sovereign wealth funds

• U.S. tax exemption under Section 892 for certain types of investment income

• Types of Income:

− Interest and dividends generally exempt provided received from non-controlled payor; also gains on sale of stock of a non-controlled 
corporate subsidiary

• FIRPTA:

− Exempt on sales of stock of a non-controlled USRPHC
− However, not exempt if foreign government sells U.S. real estate directly or through a partnership, or if receives a FIRPTA dividend (Section 

897(h)(1)) from a REIT
− Notice 2007-55

• Rental income and gains on dispositions of USRPIs (other than stock and securities) are generally not exempt under Section 892

December 17, 2025
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Section 892 Considerations – Basic Structure

REIT

U.S. 
INVESTORS

Fund

SECTION 892
FOREIGN 

INVESTORS

U.S. Real 
Estate

• REIT blocks commercial activity for Section 892 investors

• 0% WHT on ordinary dividends or interest to Section 892 
investor provided less than 50% and does not effectively 
control REIT

• 21% WHT (plus 30%/treaty rate BPT) on capital gain 
distribution from REIT

• Sale of REIT shares 0% FIRPTA and no BPT

− Applies to DC and non-DC REITs
− No single Section 892 investor controls
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U.S. Taxation of Non-U.S. Corporate Shareholders of U.S. REITS
Listed (Equity) REIT Non-Listed (Equity) REIT

1 ORDINARY DIVIDENDS 30% withholding, subject to applicable 
treaty rate

30% withholding, subject to 
applicable treaty rate

2 C/G DIVIDENDS

< 10% S/Hs 30% withholding, subject to applicable 
treaty rate

Taxable under FIRPTA; 21% 
withholding 

> 10% S/Hs Taxable under FIRPTA; 21% withholding Taxable under FIRPTA; 21% 
withholding

3 GAIN ON SALE OF SHARES

< 10% S/Hs Exempt Exempt if domestically controlled 
REIT; otherwise, taxable under 

FIRPTA and subject to 15% 
withholding

> 10% S/Hs Exempt if domestically controlled REIT; 
otherwise, taxable under FIRPTA and 

subject to 15% withholding

Exempt if domestically controlled 
REIT; otherwise, taxable under 

FIRPTA and subject to 15% 
withholding

4 LIQUIDATING DISTRIBUTIONS

< 10% S/Hs Exempt Taxable under FIRPTA; 21% 
withholding

> 10% S/Hs Taxable under FIRPTA; 21% withholding Taxable under FIRPTA; 21% 
withholding
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Withholding on REIT Capital Distributions to Corporations

• The withholding rules that apply to section 897(h)(1) distributions further complicate the issues

• Section 1445 regulations finalized in the 1990s (under section 1445(e)(1)) require a U.S. withholding agenda to withhold 35% on the 
largest amount of distribution that a REIT may designate as a “capital gain dividend” under section 857(b)(3)(C)

• Section 897(h)(1) imposes a FIRPTA Tax on the amount of a REIT’s distribution that is “attributable to” the sale of USRPI by REIT – 
that amount is not always the same as the amount of “capital gain dividend” that may be designated by a REIT

• Section 1445(e)(6), enacted in 2006, requires a REIT to withhold the amount of FIRTPA Tax on any distribution that is subject to the 
provisions of section 897(h)(1)

• The REIT is required to withhold 21 % of the amount it distributes to its foreign shareholders under section 1445(e)(6)
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Real Estate & Sustainability
The Global Impact
The built environment is responsible for about 40% of annual global CO2 emissions. Of those total emissions, 
building operations are responsible for approximately 30%, while the embodied carbon of just four building and 
infrastructure materials—cement, iron, steel, and aluminum—are responsible for an additional 15% annually.

43
Source: IEA

40%

22%

38%

CARBON EMISSIONS AND THE BUILDINGS 
AND CONSTRUCTION INDUSTRY

Building Transiportation Other

Building 
Operations ~70%

Embodied Carbon 
30%
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Real Estate & Sustainability
Drivers of Change & Decarbonization

Regulation, market expectations, and cost efficiency are accelerating the shift to low-carbon real estate. 
Competitive pressure and investor demand make decarbonization a financial and strategic imperative.

44
Source: Built World

 

Drivers of Change:
• Regulatory pressure
• Investor and tenant demand for 

low-carbon assets
• Cost savings from energy efficiency 

and electrification 
• Competitive pressure
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Real Estate & Sustainability
The Global Impact
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REITs & Sustainability
ESG Reporting & Performance Trends in REITS

Key Facts & Statistics:

• 100% of the largest 100 U.S. REITs publicly report on ESG initiatives
• 89% have a formal climate policy (up from 20% in 2018)
• 87% of REITs are disclosing carbon emissions
• 83% of REITs have aligned reporting with TCFD guidance
• 73% disclose carbon reduction targets (up from 30% in 2018)

GRESB Scores Rising: 
• 67 U.S. REITs participated in GRESB in 2023
• 39 of 59 repeat participants improved their scores year-over-year

Sources:  ConnectCre, Spglobal, Sortis Capital

46

ESG reporting has become standard in the REIT industry, with all top 100 U.S. REITs now publishing ESG 
disclosures. Climate policies, carbon reporting, and TCFD alignment have surged since 2018, reflecting investor and 
regulatory pressure. GRESB participation is also growing, signaling stronger sustainability performance.
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https://www.connectcre.com/stories/report-reit-esg-strategies-include-risk-mitigation-and-carbon-reduction/
https://www.spglobal.com/market-intelligence/en/news-insights/articles/2024/3/gresb-sustainability-scores-up-for-majority-of-us-reits-in-2023-80668714
https://sortis.com/blog/the-esg-impact-redefining-reit-strategies-for-a-sustainable-future/
https://sortis.com/blog/the-esg-impact-redefining-reit-strategies-for-a-sustainable-future/
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Sustainability Benchmarking 
GRESB: Benchmarking Sustainability in Real Assets

GRESB (Global Real Estate Sustainability Benchmark) is the leading sustainability benchmark for real estate and 
infrastructure investments. 

47
Source: About us - GRESB

 

• 2,223 real estate participants 
and 887 infrastructure 
participants reported to GRESB in 
2024
•150+ institutional investors use 
GRESB, representing $53.8 trillion 
in assets under management
•Key benefits of GRESB 
participation include:
• Engaging investors
• Gaining access to new capital
• Getting ahead of ESG reporting 
requirements (through GRESB’s 
alignment with common ESG 
reporting frameworks)
• Benchmarking performance 
against peers
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U.S. State-Level Climate Regulations
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• Annual GHG emissions reports  
& assurance (similar to CA SB 
253)

• Mandatory for companies doing 
business in Colorado with greater 
than $1B revenue, to submit 
reports on prior-year Scope 1 & 2 
in 2028 & Scope 3 for categories 1, 
2, & 11 in 2029, add categories 3, 
5, 10, & 12 in 2030, & all 
categories except 3.15 in 2031

• All emissions disclosures are to be 
verified by a third-party auditor

• The bill was postponed indefinitely 
in February 2025

• Requires annual GHG emissions 
reports & assurance & climate-
related financial risk disclosure

• Mandatory for U.S. companies with 
$1B revenue doing business in CA 
to submit reports on Scope 1, 2, & 3 
GHG emissions

• Initial limited assurance (2026) 
evolving to reasonable assurance 
(2030) on Scope 1 & 2 emissions & 
limited assurance on Scope 3 GHG 
emissions

• Mandatory for companies with 
$500M revenue doing business in 
CA to submit biennial reports of 
climate-related financial risks (TCFD 
aligned) beginning January 1, 2026

• Substantively identical to CA SB 
261 and 253

• Mandatory for U.S. companies doing 
business in New York with greater 
than $1B revenue, including 
revenues received by all subsidiaries 
doing business in New York, to 
submit reports on prior-year Scope 1 
& 2 in 2027 & Scope 3 in 2028

• Initial limited assurance (2027) 
evolving to reasonable assurance 
(2031) on Scope 1 & 2 emissions & 
assurance on Scope 3 GHG 
emissions to be determined

• Mandatory for companies with 
$500M revenue doing business in 
NY to submit biennial reports of 
climate-related financial risks (TCFD 
aligned) beginning January 1, 2028

California Senate Bill 219 
(formerly SB 253 & SB 261)

2025 Proposed
New York Senate Bill  S3456 & S3697

2025 Proposed
Colorado House Bill  25-1119

• Annual GHG emissions reports  
& assurance (similar to CA SB 
253)

• Mandatory for U.S companies 
doing business in NJ with greater 
than $1B revenue, to submit 
reports on prior-year Scope 1, 2, & 
3 starting three years after the 
effective date. Reports must be 
made publicly available for Scope 
1 & 2 starting four years after the 
effective date and Scope 3 starting 
5 years after.

• Limited assurance for Scope 1 & 2 
starting four years from the 
effective data and lasting eight 
years and then transitioning to 
reasonable assurance.

• The bill hasn’t moved since March 

2025 Proposed
New Jersey Senate Bill  S4117

• Annual GHG emissions reports  
& assurance (similar to CA SB 
253)

• Mandatory for U.S. companies 
doing business in Illinois with 
greater than $1B revenue, to 
submit public reports on prior-year 
Scope 1, 2, & 3 in 2027. Scopes 1 
& 2 to be due January 1, with 
Scope 3 due 180 days later.

• All emissions disclosures are to be 
verified by a third-party auditor

• The bill didn’t advance before the 
legislature adjourned in May and 
will carry over to 2026

2025 Proposed
Illinois House Bill  HB3673

Passed Proposed

2023 Approved Minnesota Senate Bill 
SF2744  (Pending Report)

2024 Proposed
Washington Senate Bill 6092

• Approved in 2023. Requires banks & 
credit unions over $1B assets to 
submit an annual climate risk Survey

• The reporting form required for the 
submission remains pending.

• Similar to CA SB 253 for companies 
over $1B revenue operating in 
Washington

• The bill was sent back to the Senate 
by the House in March 2024

With the SEC Climate Rule currently stayed with an unlikely future, U.S. states are considering to require their own disclosures. With California leading the way, additional 
states are proposing similar legislations. Trump released an executive order in April “Protecting American Energy from State Overreach” requesting opposition to these laws. 
The related suggested actions are currently overdue. 
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Major Action Required for Companies “Doing Business” in California
California’s Climate Disclosure Rules

49

SENATE BILL 261 (SB 261):
Climate-Related Financial Risk Disclosure Program
Now codified as Health and Safety Code §38533

SENATE BILL 253 (SB 253):
Climate Corporate Data Accountability Act
Now codified as Health and Safety Code §38532

Who is impacted? 
• ~4,200 U.S. companies
• Public and private
• >$500M total revenue 
• Doing business in California

• ~2,600 U.S. companies
• Public and private
• >$1B total revenue
• Doing business in California

What is required?
• Biennial reports of climate-related financial risks – Task Force on Climate-Related 

Financial Disclosures (TCFD) aligned; to be published on website 
• No attestation required

• Annual reports of emissions based on GHG Protocol
• Public disclosure on digital platform
• Attestation required

When is it effective? • Initial disclosure by January 1, 2026
• Updated content every other year in spirit of continuous improvement

• FY2025 Scope 1 & 2 emissions reported in 2026
• Limited assurance 2026 to 2029
• Reasonable assurance starting in 2030

• FY2026 Scope 3 emissions reported in 2027
• Limited assurance starting in 2030

Penalties for
non-compliance

Up to $50k per year in fines • Up to $500k per year in penalties (no penalties in 2026 if good faith 
effort is made)

Factors impacting the ultimate penalties: (i) If the company undertook good faith measures to comply; (ii) Company’s past and present compliance

Senate Bill 219 (SB 219), signed into law September 2024, consolidates and amends Senate Bills 253 and 261 requirements (administrative adjustments 
only). SB 219 together with Assembly Bill 1305 (Voluntary Carbon Market Disclosures Act) forms California’s “Climate Accountability Package.”
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California Climate Disclosures Timeline
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Law Revenue Report 2025 2026 2027 2028 2029 2030

Climate 
Corporate Data 
Accountability 
Act

> $1B

Scope 
1 & 2

Emissions Measure Scope 1 & 2 
and prepare to report

Report prior FY Scope 
1 & 2 emissions

Assurance Establish, implement, 
and test controls

Limited assurance
for prior FY emissions

Establish controls for 
reasonable assurance

Implement controls and 
readiness testing

Reasonable
assurance

Scope 3

Emissions Collect data and 
prepare for reporting

Measure Scope 3 and 
prepare to report

Report prior FY
Scope 3 emissions

Assurance Establish and
test controls Implement controls Limited 

assurance

Climate-
Related 
Financial Risk 
Act

> $500M Climate-Related Financial 
Risks

Establish governance, 
strategy, risk 
management, metrics, 
and targets

Prepare and submit 
climate-related 
financial risk report 
biennially on or before 
Jan 1, 2026
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Areas of Ongoing Uncertainty

51

“When and where am I 
supposed to report my Scope 

1 + 2 GHG emissions?”

“I keep hearing about legal 
challenges—are these rules 

really going to stick?”“How do I define materiality in 
the context of climate risk?”

“Am I really in scope for this?”

“Climate risk reports can be very 
complex—what is the minimum 

level of compliance?”  
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To prepare for California Senate Bill 253, 
explore greenhouse gas (GHG) emissions 
reporting under the GHG protocol

Background on the new California 
requirements

Climate risk management

 Climate Risk and Opportunity Assessment
 Risk Management Process Integration
 Supply Chain/Third-Party Risk Management
 Climate Quantitative Solutions – Physical/Transition Risk Modeling 

and Validation
 Scenario Analysis and Stress Testing
 Climate Risk Data Strategy
 Climate Risk Appetite Statement
 Business Continuity Planning
 Climate Change Adaptation

ESG-centric advisory

 Circular Economy and Resource Efficiency Management
 Diversity, Equity, and Inclusion (DEI) Assessment
 Corporate Social Responsibility (CSR) Development
 Environment, Health, and Safety (EHS) Support
 ESG Investment Policy and Process Development
 Life Cycle and Impact Assessments
 Sustainable Finance Methodology and Strategy
 B Corp Assessment and Certification Support
 Carbon Credit Advisory
 Capital and Green Financing Advisory

Our global economy has evolved and allowed us to accomplish amazing feats only dreamed about in generations past. We have changed the way we do business, the way we 
live, and how we interact with each other. At the same time, our interconnectedness as a global society has caused our symbiotic relationship with the planet to become taxed. 
Some of our greatest societal achievements have also led to some of our greatest future risks. Our offerings are designed to help clients achieve their goals in the backdrop of 
this new ESG landscape and contribute to the betterment of the world for generations to come.

ESG strategy & governance

 ESG Materiality Assessment and Stakeholder Analysis 
 End-to-End Program Design and Management 
 Framework Assessment and Alignment 
 Executive and Board Training and Education 
 Sustainability Communications and Marketing 
 ESG Strategic Development  
 ESG Data and Technology Architecture Strategy 
 ESG Policy Development 

Corporate data & reporting

 ESG Data Sourcing Strategy
 ESG Internal Controls Readiness and Assurance
 Sustainability Reporting Copy and Design 
 Data Governance and Data Quality Implementation
 ESG Data and Reporting Software Selection/Implementation
 Regulatory Disclosure Support and Requirements Management
 Sustainability KPI Identification and Dashboards

Sustainable performance improvement

 Carbon Accounting (Scope 1, 2, & 3)
 Market Insight and Performance Analysis
 Peer Benchmarking and Competitor Analysis
 ESG Ratings Review and Management
 Sustainability Goal Setting
 Net Zero Strategy and Decarbonization Pathways
 Science-Based Targets Initiative (SBTi) Submission Support
 GHG Emissions Reduction Strategy

Full Suite of ESG & Climate Risk Solutions Latest thinking
To educate, create opportunities for dialogue, and 
provide exceptional service to clients, Forvis 
Mazars produces and disseminates Knowledge 
Share articles, podcasts, webinars, and more. 
Samples of our recent material include:

Preparing for the Corporate Sustainability 
Reporting Directive (CSRD)

A guide how business leaders can prepare 
and remain on track for this directive

California enacts GHG & climate reporting 
laws

The 1-2-3s of the GHG Protocol: Tips for 
California Climate Reporting
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https://www.dhg.com/article/libor-transition-the-coming-model-development-and-validation-wave
https://www.forvismazars.com/group/en/services/sustainability/sustainability-regulations/preparing-for-the-csrd
https://www.forvismazars.com/group/en/services/sustainability/sustainability-regulations/preparing-for-the-csrd
https://www.dhg.com/article/developing-a-climate-risk-model-framework
https://www.forvis.com/article/2023/10/california-enacts-ghg-climate-reporting-laws-requiring-major-action-us-companies
https://www.forvis.com/article/2023/10/california-enacts-ghg-climate-reporting-laws-requiring-major-action-us-companies
https://www.dhg.com/article/model-effectiveness-and-model-risk-management-during-times-of-crisis
https://www.forvismazars.us/forsights/2024/02/the-1-2-3s-of-the-ghg-protocol-tips-for-california-climate-reporting
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https://www.forvismazars.us/forsights/2024/02/the-1-2-3s-of-the-ghg-protocol-tips-for-california-climate-reporting
https://www.forvismazars.us/forsights/2024/02/the-1-2-3s-of-the-ghg-protocol-tips-for-california-climate-reporting
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Case Studies
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Large Industrial REIT
Total Assets: $1+ billion

Conducted climate risk scenario analysis to support a $1B+ industrial REIT’s compliance 
with California climate reporting laws

 Analyzed physical climate risk for critical locations using physical hazard data from Munich 
Re to understand and mitigate potential risks to the client’s operations

 Produced a physical climate risk report with visual representations tailored to the client’s 
preferences

 Identified transition risks and opportunities relevant to the client’s value chain for scenario 
modeling

 Prepared transition risk pre-workshop reading material, including climate-related scenario 
descriptions for scenario analysis 

 Conducted a workshop to assess transition risks and opportunities in alignment with the 
TCFD framework and prepared a transition risk and opportunity matrix

 Provided draft wording for climate questions on the CDP – Climate Change questionnaire  
 Assisted with quantification of physical risk and transition risks

© 2025 Forvis Mazars, LLP. All rights reserved.

Large Industrial REIT
AUM: $10+ billion

Delivered two key engagements for a leading industrial REIT with over $1.6 billion in 
assets under management: a climate risk scenario analysis to support compliance with 
California climate reporting requirements and a limited sustainability assurance review of 
greenhouse gas emissions and energy data

 Analyzed physical climate risk for critical locations using physical hazard data from Munich 
Re to understand and mitigate potential risks to the client’s operations

 Prepared transition risk pre-workshop reading material, including climate-related scenario 
descriptions for scenario analysis 

 Conducted a workshop to assess transition risks and opportunities in alignment with the 
TCFD framework and prepared a transition risk and opportunity matrix

 Assisted with quantification of physical risk and transition risks
 Performed limited assurance on Scope 1, Scope 2 (location- and market-based), Scope 3 

emissions, and total energy consumption for the most recent reporting year.
 Communicated with external data aggregators and provided management 

recommendations to improve sustainability reporting processes.
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Contact

Forvis Mazars

The information set forth in this presentation contains the analysis and conclusions of the author(s) based upon his/her/their research and 
analysis of industry information and legal authorities. Such analysis and conclusions should not be deemed opinions or conclusions by 
Forvis Mazars or the author(s) as to any individual situation as situations are fact-specific. The reader should perform their own analysis 
and form their own conclusions regarding any specific situation. Further, the author(s)’ conclusions may be revised without notice with 
or without changes in industry information and legal authorities.
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Nate White
Partner
P: 816.489.4183
nate.white@us.forvismazars.com

Hamid Anghaie
Managing Director
P: 813.425.1332
hamid.anghaie@us.forvismazars.com

Craig Stern
Managing Director
P: 212.375.6556
craig.stern@us.forvismazars.com
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