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If Zero Carbon Is the Floor, What Is the
Ceiling?

Sept 23, 2026

Zero-carbon measures prevent buildings from burning fossil fuels and reduce the embodied carbon
of materials, refrigerants, transport and so on. But they say nothing about what a building gives back
to its broader system. A building is a connected resource. To the power grid, the supply chain, and
the surrounding neighborhood and to the financial system. That system is the true ceiling. Reaching
itisn't just a design challenge; it's a design meets finances challenge. When a building is bought,
sold, retrofitted, insured, or financed, traditional real estate numbers rule the day: annual net
operating income (NOI), debt service coverage ratio (DSCR), and exit capitalization rates. Until a
building's environmental performance alters one of those metrics, sustainability remains a talking
point, not a financial ceiling.

How Money Moves & Insurance As a Sign

For a building that’s experiencing climate related events like wildfires, extreme heat, floods, or
power safety shutoffs, insurance moves first, bank lending capacity moves second, and required
sponsor equity moves third. When private carriers pull back, projects are pushed to state-backed
insurers of last resort. For example, California’s FAIR Plan saw its total insured exposure skyrocket
from $115 billion in 2020 to $599 billion by March 2025. This systemic strain impacts standard
underwriting across the country. Nationally, insurance has more than doubled its share in
commercial property cash flows, increasing from 1.9% of NOI in 2017 to 4.1% in 2024. As a result,
properties in climate-exposed zones suffer a double penalty: compressed yearly income due to
soaring premiums, and a 16.9% asset value discount demanded by risk-averse buyers. Insurance is
only the first sign; the concern is compounding costs of tackling climate exposure.

The Business Case for Resiliency

Evaluating an asset through a lifecycle lens reveals that rising operational insurance premiums are
not just soft costs. They are real capital drains eroding long-term value. Without intervention,
compounding premiums can expand from a modest 2% of gross rent to an unsustainable 23% over
a 30-year hold. To test the sensitivity of these capital drains on ability to fund resilient strategies,
here’s a comparison of two hypothetical cases:

POINT ZERO STUDIO 1



INSIGHTS
REFRAMING VALUE

THE TWO CASES COMPARED

Baseline (no upgrade) Resilient Upgrade

What it is The building as itis today  Envelope, heating and cooling, onsite solar and
flood, wildfire and heat hardening

Upfront cost None $1.20M

Insurance inyear 1 4.1% of profit before 1.9% ($10.2k)
insurance ($20.5k)

Yearly insurance increase 15.0% (tested 3% to 3.0%
15%)
Rent $1.00M a year $1.04M a year, 3.7% more for a certified green
building
Buyer yield (sets market value) 7.25% 6.70%, 0.55 points lower
Loan the building supports $4.30M $5.11M

Same in both: rent rises 3.0% a year and operating costs 3.0% a year; operating costs start at 50%
of rent; loan at 6.50% over 30 years; 1.25-times lender minimum; 8.0% target return; 30-year
ownership.

A complete view of these lifecycle costs reveals that a $1.20M Resilient Upgrade completely flips
this trajectory, driving down insurance outlays by 90% across the hold period. Backed by historical
trend lines showing a 12.0% annual baseline insurance escalation, the upgrade delivers a 9.1%
yearly return, outperforming an 8.0% target hurdle rate and generating a net gain of $218k.

These key factors must be managed for the strategy to succeed.
¢ Insurance + disruptive climate event costs: The upgrade continues to pay for itself from
yearly operational income unless the market suddenly makes cost of insurance and coping
with disruptive climate events cheaper.

e Capital cushion: The investment remains profitable even if unforeseen construction overruns
push the initial upgrade cost up from $1.2M to $1.4M. However, prioritizing the right
upgrades, appropriately sizing and costing them is key to financial success

e Capitalization value: On-site improvements elevate the building's overall value by profit
optimization alone. There is additional benefit if buyers award the asset a 0.2-0.5 point
reduction in market yield.
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( 95% of 30-year insurance cost avoided )

Insurance +15.0% a year

Baseline

Insurance $20.5k in year 1
- $1.18Min year 30
30-year total $8.91M

Insurance as a share of rent by year 30

50%

Yearly return on the upgrade

11.4% $839k

Yearly insurance increase, no upgrade

I

Yearly rent increase

|

Upgrade cost

|

Resilient Upgrade

Insurance $10.2k in year 1

- $24.0k in year 30
30-year total $485k

Without the upgrade, profit falls below
the lender’s minimum

Year 26

Value created above the 8% target

15.0% ayear

3.00% ayear

$1.20M

llustrative example building. Not investment advice. Interactive version: link in the

post.

What the Ceiling Looks Like in Practice

The performance of retrofit & new builds varies widely, usually dictated by immediate project
constraints rather than arbitrary plaque-chasing. Moving a project past a “Carbon Claim' into an
asset class that is genuinely insurable, financeable, and contributing requires budgeting

sustainability into the core pro-forma.

Project Performance Project Pro-forma

What it provides

Criteria

Compliant Meet the local code Secures a building permit

Neutral Report a zero-carbon status A claim — doesn't touch financing yet
Insurable Meet currently known minimum Insurance costs stop climbing, or get

insurable criteria
Financeable A bank offers better terms because of it

Resilient &
Contributing

Financially and climatically sustainable
and future proofed.

Project Proforma Options

POINT ZERO STUDIO

under control
Cheaper loans, more borrowing power

Adaptable to surging climate risks,
higher rent, more demand, holds value
longer
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The options below neutral aren't theoretical. They show up in whether a project's own targets get
written into its budget, or left to float alongside it. Acting on this early also pays for itself: every
dollar spent on disaster preparedness avoids as much as $33 in lost economic activity and downtime
later (U.S. Chamber of Commerce, Allstate and U.S. Chamber of Commerce Foundation, September
2025).

PROJECT EXPERIENCE

Austin Convention Center

SECTOR Civic & Cultural ROLE Sustainability lead FOCUS Carbon targets built into the budget, not kept
separate

The project will be the first convention center in the world to be built to reach zero carbon at
this scale. The breakthrough wasn’t the engineering scale; it was compelling a multi-firm
design effort to integrate zero-carbon targets directly into the primary construction budget. A
target that only lives in a design slideshow is eliminated during the first round of value
engineering. A target hardcoded into the pro-forma is an active number the finance team must
defend.

The ceiling isn't just a carbon number. It's the point where a building's performance affects how
well it fares in climatic events, how much it earns, how easily that covers its debt, and what it's
worth. Right now, the carbon and the financial number are in two separate documents. The
ceiling is when they become one.
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Point Zero Studio Practice
Regenerative building design is a financial tool, not just an environmental one, and it must be used
before the budget is locked.

Whole life carbon, energy modeling, daylight and facade design, regenerative design, and building
benchmarking studies are conducted to bring about change in the way buildings are designed,
operated and retrofitted. These practices directly improve the key metrics that banks and appraisers
look at: they lower insurance premiums, protect the property's future resale value, and keep tenants
happy so they renew their leases.

Continue the conversation at contact@studiopointzero.com
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BENEATH THE HOOD

The Austin Convention Center project experience

Both reflect the practice lead's direct, personal project history prior to founding Point Zero Studio,
completed under a different firm. It is not a Point Zero Studio engagement. They are cited as the
track record the studio's own claims are built on, not as studio project experience in their own right.

The FAIR Plan exposure figures.

The $115 billion and $599 billion figures are the FAIR Plan's total insured value across its full book,
statewide, spanning every type of property it writes — not an isolated institutional or commercial-
only total. It is cited here as the clearest public measure of how much risk the private market has
already declined to carry, of which the new commercial high-value tier is one part.

The FAIR Plan commercial high-value policy.

This tier was approved in March 2025 and rolled out that July. It is too new to have a track record,
and its $20-million-per-building ceiling still falls short of full replacement value for a large museum,
laboratory or academic building — it closes part of the coverage gap for institutional assets, not all
of it.

The 1.9/4.1 percent and 16.9 percent figures.

These are national figures across 120 U.S. metro areas, not a California-only or institutional-only
measure. High-risk markets in the underlying study are defined by First Street's own climate-risk
scoring, which weights wildfire alongside flood, wind and heat — California wildfire exposure sits
inside this figure, not as a separate line.

The 3.7 percent rent premium.

CBRE's figure is a national average across LEED-certified office and industrial space, not a
California, institutional or civic-only measure, and it does not isolate embodied carbon or
regenerative-design attributes from the broader LEED scope. It is cited as the clearest available
evidence that markets already pay for rungs above neutral — not as a prediction of what any single
asset would earn.

The $33 disaster-preparedness figure and the Federal Reserve exercise.

The $33 figure is a general disaster-preparedness return, not specific to commercial buildings,
insurance or California. The Federal Reserve's exercise was a pilot with six large banks and did not
set binding capital or lending rules — both are cited as direction of travel, not as evidence that
appraisal practice has already changed.

SOURCES

California FAIR Plan Rolls Out Commercial High Value Policy (insurancejournal.com) — Insurance Journal, July
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Assembly Insurance Committee, May 28, 2025
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