
What Color is Your Lease? 

Green leasing is becoming an increas-

ingly popular concept - one that evokes 

images of buildings that use no energy, 

where every space has an operable 

window and solar powered robotic vacu-

ums quietly recycle water bottles and 

compost leftover lunches.  Although 

these buildings don’t exist yet, the 

idea that a “green” lease will somehow 

make it so is a common misconception.  

So what is a green lease?  How can you 

tell?  And perhaps most importantly, 

how much will it cost? 

There are many versions of green leases 

and a variety of approaches to creat-

ing them.  Some of the broader issues 

include: 

• Defi nition of a Green Lease 

• Tenant Concerns

• Key Lease Terms

Green Lease Defi ned

Unfortunately, there is no defi nition 

of a green lease. Like all other leases, 

a green lease conveys the right to use 

space for a period of time in exchange 

for rent.  The bulk of the clauses in a 

green lease are similar to those found 

in a typical lease. However, some are 

modifi ed to obtain some sort of green 

(read sustainable) goal. It is not just 

the contract document that makes 

a lease green - it is the sum of the 

features of the site, the building, its 

operation and improvements.  

In order for a lease to be any shade 

of green it needs to meet some sort 

of standard. In the United States, the 

US Green Building Council’s (USGBC) 

Leadership in Energy and Environmen-

tal Design (LEED) system is the most 

common standard and covers the site, 

energy use, water effi ciency, materials, 

and the indoor environment.  LEED 

also has a system that awards points 

for operational matters such as waste 

management (e.g. recycling), green 

cleaning and air quality management.  

A green lease will often require that the 

building and operations meet LEED cri-

teria as well as additional requirements 

specifi c to the tenant.  

 

Tenant Concerns

When tenants lease space they are 

primarily interested in the amount, lo-

cation, type and cost along with related 

amenities such as parking.   Tenants 

who are interested in green leases 

come to the negotiating table with 

additional objectives for sustainability 

and corporate social responsibility.  

Although tenants generally want to 

minimize their costs, worker produc-

tivity is a more important objective.  

Worker productivity is measured by a 

variety of factors such as absenteeism 

and retention and less quantitatively 

by subjective measures like employee 

satisfaction or morale.  These produc-

tivity factors are often associated with 

environmental issues such as tempera-

ture, humidity, ventilation, lighting, and 

acoustics which are some of the key 

concerns in rating systems like LEED.  

For example, a 2010 study by the Uni-

versity of Michigan concluded that oc-

cupants who moved from a convention-

al offi ce building to a LEED certifi ed 

building increased their productivity by 

an average of 39 hours per year.

One of the key questions then is how 

green leasing can complement, or 

confl ict, with the tenant goals of cost 

control and productivity improvement.  

Putting aside the site which is fi xed 

and cannot be changed by a lease, 

there are some general areas that are 

most impacted by green lease terms.  

Key Lease Terms

As noted earlier, the real estate con-

tract is only part of the green leasing 

equation.  Sustainable outcomes are 

the result of a variety of factors includ-
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ing a green infrastructure (the building) 

and green behaviors by the occupants 

and property management.  The fol-

lowing are some of the general areas 

addressed in a green lease:

Energy/Utilities

A good green lease will often start with 

a green building.  However, buildings 

can become greener over time as major 

systems (e.g. HVAC) get replaced or 

upgraded.  This raises a classic sticking 

point between landlords and ten-

ants - capital repairs and who pays for 

them.  Tenants resist paying for capital 

improvements for a variety of reasons, 

especially if they could be leaving the 

building in a year or two.  In addition, 

tenants will argue that their rent al-

ready includes reserves for the replace-

ment of major building systems. 

 

Landlords may be reluctant to perform 

energy savings upgrades if the savings 

only benefi t tenants.  Meanwhile, ten-

ants are unwilling to pay for upgrades 

if the savings only go to the landlord.  

A green lease will normally provide 

mechanisms for the landlord to install 

more effi cient systems and use the 

savings generated to offset the higher 

capital costs (often called “paid from 

savings”).  In the short run the tenant 

pays no more than they would have for 

the cheaper energy hogging systems.  

In the long run the landlord will have 

lower operating costs which will make 

the building more attractive to tenants 

(in terms of lower rent) and more valu-

able for future sale due to higher NOI 

from lower operating expenses. 

Improvements

A green lease will normally require 

construction work to comply with a 

green standard such as LEED. There is 

an ongoing debate as to whether meet-

ing these standards will add cost to 

the project.  Some will argue that the 

standards add little or no cost to the 

project, especially if they are consid-

ered early in the design and construc-

tion planning process.

For mechanical and electrical improve-

ments, the green lease might require 

meeting or exceeding the current codes 

for energy effi ciency and ventilation.   

The lease should call for strict stan-

dards for dust and airborne pollutant 

control during construction (which 

should maintain the productivity of the 

workforce).  If there is no explicit stan-

dard, the lease should specify a diverse 

set of construction criteria includ-

ing waste management, renewable & 

recycled materials, controllable thermal 

systems, natural lighting, enhanced 

ventilation, non-toxic & local materials, 

elimination of CFC’s, etc.

A tenant will often want assurance that 

future base building and other ten-

ant improvement projects will also be 

conducted in a green fashion.  This 

may require the landlord to monitor 

and enforce such agreements.  If a 

tenant is forced to relocate within the 

building, the green lease might require 

that the replacement space meet the 

same green standard as the original 

premises.  One of the LEED standards 

requires a signifi cant period of time 

to air out the building (called a “fl ush 

out”) which can affect the occupancy, 

rent and lease commencement dates. 

Should rent commence before or after 

a fl ush out? 

Operations 

Defi ning the operating expenses that 

can be passed through to tenants is 

another often contested point in a lease 

negotiation which can be even more 

challenging with a green lease.  For 

example, an owner who wants to certify 

its existing building under LEED will 

need to re-commission the systems to 

insure they are operating as designed.  

There is also a fee to achieve and main-

tain the LEED certifi cation for a build-

ing.   Who pays for these activities?  Is 

there an ROI?  The systems will prob-

ably function more effectively and save 

money but if the lease language is not 

structured properly, the cost may be 

Copyright © 2012 Cassidy Turley. All rights reserved.

U.S. Research www.cassidyturley.com 617.279.4555

     The 120 million buildings in the U.S. con-
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its electricity.  The annual cost to fuel and power 

them is $400 billion-- as much as is spent on

Medicare-- and much of this is wasted. 
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borne by the tenants and the savings 

enjoyed by the landlord.

Green cleaning specifi cations may call 

for special HEPA fi lters on vacuums to 

reduce airborne dust.  Cleaning obliga-

tions may require non-toxic supplies 

that can improve indoor air quality 

and tenant health (and productivity).  

Landlords may not be willing to use 

these unless all the tenants agree to 

pay for any additional costs including 

training the staff on the new products.  

A green lease may require detailed 

utility consumption analysis for carbon 

reporting compliance which is a burden 

(and cost) for the property manager and 

owner.

Green standards can also raise a “pa-

per vs. plastic” dilemma.  For example 

the decision to not use strong anti-

microbial cleaners could be viewed as 

being good from a green perspective 

but dangerous from a disease prospec-

tive (e.g. swine fl u).  Similarly, reduc-

ing or eliminating outdoor pesticides 

could result in an increase in mosquito 

populations and the concern for EEE 

and the spread of West Nile Virus.  

Other Lease Terms

Many seemingly simple black & white 

lease clauses can have a substantial 

green tint to them.  Sublease and as-

signment rights need be tempered with 

restrictions against subtenants who do 

not agree to conduct green operations. 

A green lease “market rent” renewal 

option will need to consider the green-

ness of the market comparables; how is 

that accomplished?  Insurance clauses 

and contracts may need to be modifi ed 

to cover replacement of green features 

in the event of loss.  

Parking clauses should address car-

pooling and priority parking for fuel 

effi cient vehicles.  How will this impact 

the other tenants?  Who will enforce 

it?  What are the penalties?  Does 

a 18 MPG hybrid SUV get priority 

parking over a 30 MPG sedan? What 

about building surrender and restora-

tion?  Does the tenant need to remove 

its green improvements and put the 

space back to the non-green building 

standard?  Will a lender (from whom a 

tenant would ask for a non-disturbance) 

also be required to operate in a sustain-

able fashion in the event of a foreclo-

sure?

Summary

Leases became greener during the 

energy crisis of the early 1970s.  At 

that time the desire for more energy 

effi cient equipment resulted in the 

concept of “paid from savings”.  Envi-

ronmental legislation, specifi cally the 

Resource Conservation and Recovery 

Act (RCRA), started the ball rolling on 

hazardous materials in and around the 

building and grounds.  “Legionnaires 

disease” and mold helped pushed the 

now “green” area of indoor air qual-

ity.  With the rising cost of energy and 

stricter building codes, properties are 

becoming more effi cient.  The good 

news is that over time, the concept 

of green will be better defi ned and 

become part of the normal lease. 

Next Issue:  For our next article on 

Green Leasing we will look at ways to 

create and implement a green leasing 

program.
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