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Prudently
conservative
criteria

in mortgage
valuation:

the European
landscape

six months after
application of
the CRR

Paulo Barros Trindade at the Slovenian
Institute of Auditors’ 28" Annual
Conference in Lasko on 5 June 2025

Regulation (EU) 2024/1623 (the Capital
Requirements Requlation CRR), has applied
throughout the Union since 1January 2025.
Its Article 229(1) provides that the value
for mortgage purposes - designated as
‘property value’ under Article 4(74a) must:

»  Exclude expectations of price
increases (Criterion No. 1);

»  Be adjusted to take into account the
potential for the current market value
to be significantly above the value
that would be sustainable over the
life of the loan (Criterion No. 2).

This legislative change marks the transition
from an approach centred on market value
at the valuation date towards a prudently
conservative approach. It requires valuers
to take into account market trends and
medium- and long-term risk factors that
may affect the valuation of property,
focusing on the term of the loan.

EVS 2025's EVGN 2 is currently the only
technical guidance issued by a valuation
standards body for the practical applica-
tion of the CRR’s prudently conservative
valuation criteria. This guidance fills the
gap left by European legislation, which
establishes the principles without spec-
ifying which technical procedures to
adopt. This reinforces the interdepend-
ence between EU legislation and the EVS,
confirming them as indispensable tools
for the correct interpretation and practical
application of the European legislative
framework.

The Guidance covers:

»  Income-based valuation (direct
capitalisation and DCF models);

»  Treatment of future rents and price
trends;

»  Adjustments to the residual value
method:;

»  Assessment of the sustainability of
the value over time;

»  Theimpact of factors such as
oversupply, population decline and
environmental regulations.

Six months after the revised CRR came
into effect, banks in EU Member States
have been hesitant in applying prudently
conservative valuation criteria. There is
a clear resistance to abandoning tradi-
tional approaches, particularly in countries
that already had conservative methods,
for example because they had adopted
Mortgage Lending Value, or because
national requlations already imposed
a prudent approach to valuations for
mortgage lending purposes.

In applying CRR, two aspects in particular
must be considered. The first is that
the CRR is clear about how the property
value should be determined: it must be
appraised by an independent valuer. This
is an important point to emphasise, since
it is clear that there is no room for intro-
ducing arbitrary haircuts determined by
the banks and imposed on valuers. Should
this happen, and should valuers decide to
accept them, they must include special
assumptions in their reports, making it
clear that the valuation has been based on
the customer’s instructions, or inserting a
disclaimer that exempts the valuer from
responsibility for the value determined.

The second fundamental aspect is that
each country’'s adaptation to the CRR
will depend on the local level and quality
of information available about previous
property transactions.

Importantly, when historical transaction
data are available, it is possible to identify
property market trends for a given sector,
updated for inflation, and to establish
forecast scenarios for the period covered
by the loan term. This is based on past
trends, thus allowing any necessary adjust-
ments to be made to the market value
determined at the valuation date. Of course,
when information is scarce or non-ex-
istent, it becomes practically impossible to
examine these projections. In such cases,
any adjustments made must be substanti-
ated from a technical perspective.

One of the key aspects to assess is supply.
An important indicator for identifying the
need for any adjustments is therefore an
examination of trends in the number of
planning applications made during the
period that precedes the valuation date.
This will allow a future projection of the
available housing stock and how it will affect
the market balance. As a result, one of the
factors referred to in EVGN 2 - population
fluctuations - is also important here.

The merits of EVGN 2 are clear, since it has
served as inspiration for adapting national
valuation standards, as can be seen in
Italy and Slovenia. The ltalian standards
highlight a crucial point, also included in
EVGN 2, namely the relevance of risk and
sustainability in determining the property
value. With its focus on energy efficiency
and the energy performance of buildings,
together with ESG criteria (particularly
on climate change), EVS and in particular
EVS 6 addresses how these factors may
impact a property’s valuation over time.
This is directly linked to the CRR, which
requires that the valuation reflect the
value's sustainability over the life of
the loan.

With no clear instructions from many
banks, and with a market that is still
adapting, valuers face uncertainties around
the consistent application of prudently
conservative valuation criteria. EVGN 2
provides practical recommendations,
but applying them requires an analysis of
the market cycle (peaks and troughs) and
a consideration of macroeconomic and
regulatory factors.

If valuers have not been expressly
instructed to apply the property value,
the report must include a clear statement
indicating that the valuation is based solely
on the market value, without applying the
prudently conservative criteria set out
in the CRR. In this context, in late 2024
TEGOVA issued a recommendation for a
disclaimer to be used by valuers whenever
they have not received clear instructions
from banks for applying the property value'.

This poses obvious challenges for commu-
nicating with clients and banking super-
visors, since it highlights an absence of
instructions for applying the CRR and
determining the CRR ‘property value'.

The introduction of prudently conserv-
ative valuation criteria in the 2024 CRR
represents a paradigm shift in European
mortgage valuation. EVS 2025 and in
particular EVGN 2, is an essential tool for
the practical application of the EU legisla-
tion. However, it falls to European valuers
to apply the technical guidance contained
in EVGN 2 according to the circumstances
in their own countries, to promote a robust
valuation that contributes to the stability
of the financial system, in keeping with the
spirit of the CRR.

I “This valuation is in full compliance with
European Valuation Standards (EVS), with
one caveat: To the extent that it is used
for mortgage valuation purposes, it is
not in compliance with EVS 2025 EVGN 2
Valuation for Mortgage Lending - Prudently
Conservative Valuation Criteria due to the
instruction to estimate exclusively market
value notwithstanding Requlation (EU)
2024/1623's requirement as of 01.01.2025 to
estimate a ‘property value’ taking account of
‘prudently conservative valuation criteria’.”
In mortgage lending value countries, replace
“exclusively market value” by “exclusively
mortgage lending value”.



Exit the tunnel to
go where?

Michael MacBrien

In the last issue, “Exit the tunnel”, sought
to highlight the European Union's innate
strengths: the single market, the euro, the
projection of EU rules worldwide and the
EU’s defences against foreign coercion.
It concluded that “Europe has everything
it takes to control its destiny and is acting
on it.” This paper explores what that
means going forward.

Current events at least have the merit
of spurring Europeans to finally tackle
auto-inflicted handicaps that have
weakened the Union for decades. What's
happening now is complex and multifac-
eted, but three megaprojects are essential:
energy autonomy, defence and Capital
Markets Union.

1. Energyautonomy

The EU is the largest global gas and LNG
importer. Half of EU companies see energy
costs as a majorimpediment to investment,
probably the single most important hit to
European competitiveness. Nonetheless,
the Union has made giant strides to
energy autonomy by rapidly reducing
Russian imports and increasing its energy
efficiency.

1.1. Reducing Russian
imports!

»  Coal: from half of EU consumption
to zero

»  Qil: from 26% to 3%
»  Gas: from 45% to 13%

Yet the EU still paid Russia €23 billion
last year.

The EU’s plan to finish the job:

»  End 2025: prohibition of new
gas contracts

»  End 2027: end of all gas contracts

»  Strengthened control of Russian
shadow oil tankers

»  Elimination of Russian nuclear
material imports

1.2. Increasing energy
efficiency

European Green Deal legislation acceler-
ates the march to zero carbon emission
and consequent energy autonomy. That
very much includes the building stock - the
top energy consumer and CO, emitter - for
which the EU's signature achievements are:

For public buildings: renovation of 3%
of all public building stock down even to
municipal level to near-zero energy every
year + special obligations for landlords
renting to the public sector.

For all buildings, public and private:

»  Extension of the EU Emissions
Trading System (EU ETS) to buildings
(and transport)in 2027

> All new buildings to be zero-emission
as of 2030

»  Renovation of the 16% worst
performing buildings by 2030 and the
22-25% worst by 2033

»  Rooftop solar installation by 2031 for
all except existing residential

And for rooftop, the permit-granting
procedure shall not exceed three months.

The result of all of the Green Deal's buildings,
transport and industry laws - themselves
merely the latest phase in a sustained
legislative effort over many years - was
released in May: the Union is on track to
surpass its goal of a 55% reduction of GHG
emissions in 2030 as compared to 1990.

Meanwhile, the impacts of European excel-
lence in the field are starting to mushroom:

»  Renewable energy deployment is 22%
of EU gross final energy consumption
and rising rapidly compared with 14%
in Chinaand 9% in the U.S.

»  Leaderin clean tech innovation with
60% of global high-value patents

»  The EU tops global rankings of the
most innovative companies for
low-carbon fuels

2. Defence

In the fifties, a plan for a European Defence
Community was launched and failed. Since
then the only appearance of military
matters at EU level was their exemption
from EU rules?. All that is now changing
at speed.

What's happening can best be described as
EU-coordinated national efforts to rearm
for defence and to supply Ukraine, all with
immense potential impacts for European
economic competitiveness:

1. €150 billion from an EU bond issue
to support common defence procure-
ments involving either at least two
member states or a member state and
a member of the EEA or Ukraine for
65% of their value. At last a measure to
counter the current 80% of European
defence procurement imported from
non-EU suppliers

2. Escape clause from the Stability and
Growth Pact: a deviation equivalent
to the increase in defence expend-
iture since 2021, up to 1.5% of GDP.
Projected to reach at least €800 billion
over the next four years

3. Member States authorised to reallo-
cate EU Cohesion funding (regional
development) to defence

4. Reallocation of €325 billion of leftover
NextGen EU funding

5. Loans from the European Investment
Bank for military purposes for the
first time in its history: Including
military real estate. There's something
for every property investment or devel-
opment specialisation:

»  Residential real estate: Barracks
and military family housing
(crucial for attracting the extra
300 000 soldiers Europe needs)

»  Health care real estate: Military
hospitals

»  Educational real estate: Military
training centres and academies

»  Logistical real estate: Military
warehousing/storage

This is serious money on the very best
terms. The latest tranche for defence
approved on 15 may was €9.1billion.

As EIB lending priorities are a reflec-
tion of commonly agreed EU Member
State goals, that portends massive
military real estate spending across
the Union.

The EU authorities and Member States are
conscious of the virtuous link between
defence and the civilian economy:

»  Repurposing opportunities for
automotive, steel, aluminium or
chemicals

»  Cutting edge technologies like
Al or advanced electronics that
can have military and civilian
applications, universally recognised
as an underpinning of numerous U.S.
technological advances

The learning curve will be steep. In
particular, even though enabling common
European defence procurement is a game-
changing breakthrough, it still needs to
prove itself. According to the Kiel Report?,
much can be learnt from U.S. experience
with dual sourcing (purchasing weapon
systems from more than one company at
once to encourage competition) and open-
ended tenders (rather than favouring a
certain technology with very fixed specifi-
cations that favours established players, a
call for open-ended solutions to a certain
military problem).

3. Capital Markets
Union (for some)

This project is an enabler of the others. It's
about finding the money to do all the things
Europeans urgently need to do in a situation
where there is currently no proof that other
financial options are materialising.

For instance, there is an ongoing debate
between the EU Institutions about
increasing EU ‘own resources’, but at time
of writing the only ideas that seem to have
traction are:

»  The Carbon Border Adjustment
Mechanism (CBAM, a tax paid by
foreign exporters on their carbon
intensive goods entering the EU)

» Adigital tax

»  Raising the €7 fee on foreigners
entering the EU

» And a €2 fee on small parcels from
foreign retailers

But even if all are adopted, the revenue will
fall far short of what is needed.

There is also much ado about shifting the
existing EU budget to the new priorities,
but so far there is no evidence it will actually
happen. The article by Mark Booth in this
issue gives a good taste of what precipi-
tous reduction of CAP funding could mean.

So the main way for the EU to raise the
money it needs is by reverting to its
core competence and filling the largest
remaining gap in the Single Market: a deep,
liquid and sophisticated capital market.

The market opportunity

In 2022 EU household savings were €1,390
billion compared to €840 billion in the U.S.

According to ECB analysis, if EU households
were to align their deposit-to-financial
assets ratio with that of U.S. households,
€8 trillion could be redirected into market-
based investments -€350 billion annually.

“According to ECB
analysis, if EU
households were to
align their deposit-
to-financial assets
ratio with that of
U.S. households,
€8 trillion could be
redirected into market-
based investments
— €350 billion annually.”

The EU regulatory
challenge...

The banking sector has EU supervision, but
capital markets have national supervisors.
They have a single EU rule book but often
apply the rules differently, sometimes for
protectionist purposes.

Banks themselves are enablers of capital
markets by acting as issuers but there need
to be EU rules for managing the failure of
mid-sized banks and a European deposit
insurance framework.

And you need harmonised rules on aspects
of corporate law, insolvency, labour and
tax law.

The problem is that such a vast and varied
amount of regulatory harmonisation and
centralised supervision hurts the vested
interests of many local operators who,
unlike the European ‘common good’, have
numerous and powerful lobbies.

There have been many failed attempts in
the past, but this time it might be different,
given national leaders’ frequent and increas-
ingly coordinated declarations of intent to go
ahead, significantly, even if it can't be by all
Member States together.

...and a solution: enhanced
cooperation

Significantly, Capital Markets Unionisarare
part of the Draghi Report that is proposed
as an‘enhanced cooperation’, amechanism
by which EU law is created for, and applies
exclusively to, a subset of ‘willing" Member
States, the others being free to join later
if they accept the rules established by
the founders. Significantly, the European
Commission's CMU Communication also
foresees an enhanced cooperation, a rare
breach of European inclusive political
correctness. Political subsets remain an EU
taboo, but these are hard times for taboos
and in fact the Union’s most iconic achieve-
ments were subsets and still are: Schengen
and the euro.

Valuers got a foretaste at the TEGOVA
Netherlands conference in The Hague on
9 May. Olaf Sleijpen, Member of the Boards
of the Dutch and European Central Banks,
spoke eloquently of the imperative for
Capital Markets Union, and when ques-
tioned about the difficulty of the task,
agreed that the way forward will be either
an enhanced cooperation or a 28" regime®.

Let’s hope the current flow of capital from
the U.S. to the EU doesn't sap the energy
needed for this effort.

This is not ‘Europe’s Hamiltonian moment'.
None of these initiatives ‘federalise the
Union'. If successful, they will not funda-
mentally change the dual nature of EU/
Member State power, but they will make
Europeans far more fit to defend their vital
interests in a dangerous world.

I Source: “Se acabo el chantaje energético
ruso: tenemos un plan®, Dan Jgrgensen,
European Energy and Housing Commissioner,
El Pais, 23 May 2025

2 The European Commission has just tabled a
proposal for a single European licence facil-
itating intra-European defence commerce
replacing the current regime under which
there has to be a national licence for every
cross-border armaments movement.

5 Kiel Report - Guns and Growth: The Economic
Consequences of Defense Buildups- Ethan
llzetzki, IfW Kiel Institute for the World
Economy, February 2025 https://www.
ifw-kiel.de/publications/kiel-report/

4 AlLettaand Draghi-inspired Commission
Proposal (not yet tabled) for an optional EU
legal framework enabling innovative startups
and scaleups to operate across the Union on
a single set of rules on aspects of corporate,
insolvency, labour and tax law.



VS 2025%
AT A GLANCE

Michael MacBrien

A two-tier approach
to valuation and
sustainability

Encompassing:

EVS 6 Valuation and
Energy Efficiency

Part VI. Valuation and
Sustainability

EVIP 8 Flooding and the
Valuation of Property

MASSIVE AND PERVASIVE
EUROPEAN GREEN DEAL
LAW IMPACTS LAND AND
BUILDINGS:

Energy efficiency
Renewable energy

Rooftop solar energy
nstallations

- The greening of parking
areas with smart electric
charging and mandatory
bicycle space

Legislation on air, water
and soil

- The greening of
construction products
and technical building
systems

Buildings in the circular
economy

EU taxonomy
Green mortgages

Financial institutions’
and other industries’ ESG
obligations

HOW IS THE VALUER
TO DISTINGUISH AND
PRIORITISE ALL THIS?

One way is by applying
certain criteria:

- The degree of coercion of
EU law - to what degree
must it be obeyed and how
soon?

Its identifiable impact on
real estate markets

- And the scale and speed of
impact

Taken together, they lead
to a two-tier valuation
approach, because

there is a fundamental
difference between the
latest Green Deal energy
efficiency legislation and
all the rest.

FIRST TIER: Energy
efficiency

Green Deal law mandates
the renovation of the
16% worst performing
building stock within a
few years. That creates

a direct, identifiable,
quantifiable and
imminent impact on real
estate markets and on
the estimation of Market
Value.It’s because of

the direct, identifiable
and imminent impact
that EVS 6 Valuation

and Energy Efficiency is
a Standard.

SECOND TIER:

The gradual
valuation impacts of
sustainability issues
and ESG

On the other hand, the
other European Green
Deal legislation is neither
as coercive, as identifiable
and quantifiable, nor as
imminent in its effect as
the energy efficiency laws.

For example:

Construction products
will have to be greener,
more circular. But that
will be a gradual process
and how is a valuer
supposed to identify that
and integrate it into the
determination of Market
Value?

The Soil Monitoring and
Resilience Directive’s
provisions increasing
transparency of
contaminated sites may
enable the valuer to take
better account of them
than is currently the case
... possibly ... someday.
But in the meantime, the
valuer will go on shelving
it in the valuation report’s
Disclaimer.

ESG s pervasive, but
corporate reporting
requirements have caused
such a business and
political backlash that

the European legislator is
pulling back.

But that doesn’t
mean that wider
sustainability issues
areirrelevant to
valuation, quite the
contrary.

EVS Part VI. Valuation
and Sustainability takes
a more macro-economic
perspective, explaining
the gradual way that
diverse sustainability
factors going well
beyond energy efficiency
end up generating a
public consciousness of
sustainability-induced
investment risks and
opportunities that

very definitely impacts
perceptions of value
over time.

EVIP 8 Flooding and the
Valuation of Property
isin this vein. It explores
the longer term effects on
valuation including:

Flood risk and flood
events

Measures to counter
flooding

Institutional and
regulatory changes

Market reactions

Insurers and lenders

See also the seminal The
impact of flood risk on the
assessment of property
values for secured lending
by Borut Barli¢, Samo
Javornik, Jure Kern and
Jernej Sturm in European
Valuer Journal issue n° 33,
June 2024.

N
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VS 2079
Al A GLANCE

Michael MacBrien

Part X. European
Union Legislation
and Property
Valuation

This final part of EVSisa
unique exposition of EU
law impacting or directly
targeting property and
valuation. It enables
practicing valuers to
understand how much of
the real estate regulatory
environment is based

on EU law and is equally
valuable to European
and national supervisory
authorities, credit
institutions, academics,
lawyers and consultants.

Structure of Part X.

Property «General overview
valuations «Valuation of property for
required by EU

statutory needs under EU

legislation company law

«Valuation of property for
company accounts

«Valuation of property for
financial institutions

«Valuation of property for
insurance and reinsurance
institutions

«Valuation of property for
investment funds

«Valuation of property for state
aid rules

EU legislation |<General overview
as part of
the valuation
matrix

«Climate and environment

-General
-Environmental assessments
- Water
-Biodiversity, nature conservation
and nature restoration
«Asbestos
«Energy

Valuation of | «Value added tax (VAT)
propgrty and - General overview
taxation - The supply of land and buildings

-Leasing and letting of immovable
property
- Works to property

«Green taxation

N
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Spain’s approach
to rehabilitation &
regeneration

Marta Vall-Llossera Ferran

I n Spain, more than half of the housing
stock was built before 1979, the year
the first requlation establishing minimum
energy efficiency standards came into
force. Furthermore, over 80% of those
buildings have an energy rating of E, F or G
while only 0.2% have achieved an A rating.
These low ratings must be improved while
simultaneously implementing the acces-
sibility, conservation and functionality
upgrades essential to people’s needs.

Spain’s housing stock is among the most
outmoded in Europe, due in part to the
historical lack of a culture of conserva-
tion, maintenance, and rehabilitation.
In contrast, countries such as Austria
and France have firmly established such
practices, reflected in annual renovation
rates of 1.5% to 2%. However, Spain’s reno-
vation and retrofitting sector is beginning
to gather pace, recently energised by the
financial support measures included in the
Recovery, Transformation and Resilience
Plan, funded through the EU's Next
Generation programme and Spain’s related
tax incentives. This has resulted in:

20% income tax deduction

« Applicable to works carried out on
individual dwellings — either detached
single-family homes or apartments
within multi-family buildings — that
achieve a minimum 7% reduction
in heating and cooling demand, as
certified by a comparative energy
performance certificate.
(Reference: Law 10/2022, Art. 1,
amending Art. 68.1.7 of the Spanish
Personal Income Tax Law Ley del
Impuesto sobre la Renta de las
Personas Fisicas (LIRPF)'.

40% income tax deduction

« Applicable to interventions in indi-
vidual residential units (single-family
or apartment) that result in a minimum
30% reduction in non-renewable
primary energy consumption,

« Orthatlead to an upgrade in the build-
ing's energy rating to class A or B.
(Reference: Law 10/2022, Art. 1,
amending Art. 68.1.2 of the LIRPF)

“A substantial portion of
Spain’s Next Generation
EU recovery funds—

one of the highest in

the Union-has been
channelled into energy
refurbishment of the
built environment.”

60% income tax deduction

« Applicable to whole-building inter-
ventions in multi-family residential
buildings (horizontal property), where
works result in a minimum 30%
reduction in non-renewable primary
energy consumption,

« Oranupgrade of the entire building’s
energy rating to class A or B.
(Reference: Law 10/2022, Art. 1,
amending Art. 68.1.3 of the LIRPF)

A substantial portion of Spain's Next
Generation EU recovery funds-one of the
highest in the Union-has been channelled
into energy refurbishment of the built
environment. The programme prioritises
interventions in flats, multi-family residen-
tial buildings, and entire neighbourhoods,
with implementation scheduled through
mid-2026. The main goal is to improve
the thermal performance of single-family
homes and apartments by reducing
heating and cooling demand by at least 7%,
lowering non-renewable primary energy
use by a minimum of 30%, and upgrading
key elements of the building envelope,
including facades and window systems.

Building in Madrid airport neighbourhood
BEFORE rehabilitation

Same building AFTER rehabilitation

The €3.42 billion budget is a historic
opportunity to promote a building reno-
vation culture in Spain. This momentum
is driven by the European Green Deal and
the Renovation Wave, two strategic EU
measures to achieve a carbon-neutral
continent by 2050 in line with the Paris
Agreements. Led by CSCAE and its 2030
Observatory, a unified building sector has
encouraged the Government to recognise
construction as a decisive lever for the
recovery and modernisation of the country,
through the transformation of the building
stock, the regeneration of neighbourhoods
and territorial cohesion to counteract rural
depopulation.

Thanks to this support package and its
associated tax benefits, as well as a favour-
able economic climate in Spain character-
ised by strong growth over the past two
years, as reflected in the official construc-
tion industry data for 2024 ,- according to
statistics from Spain’s Orders of Architects
(CSCAE), 55,473 homes were approved for
major renovation last year, a 117% increase
compared to 2019 and a 47% rise over 2023.

However, creating the conditions for
sustained energy efficiency renovation
requires a third pillar alongside tax breaks
and a booming housing market: the proactive
guidance and leadership of property profes-
sionals. This is what CSCAE is providing at
several key levels.

In December 2020, a Network of Firms
Supporting Rehabilitation (Red de Oficinas
de Apoyo a la Rehabilitacion) was estab-
lished to help local authorities, architects
and the general public manage the Next
Generation funding for home rehabilitation
and neighbourhood regeneration and to
boost project implementation and citizen
access to the funds, improving quality
of life.

Over the course of a single year (2024),
the Red de Oficinas handled nearly
21,000 consultations covering more
than 38,000 homes. They have produced
technical guidance for the sector and
fostered connections with the community—
primary beneficiaries of grants and urban
rehabilitation—through the RehabilitAccion
Ciudadana (Citizen Rehabilitation)
project. CSCAE, in collaboration with the
National Confederation of Neighbourhood
Associations (Confederacién Estatal
de Asociaciones Vecinales, CEAV), has
driven this initiative with support from the
European Climate Foundation to promote
an integrated culture of building mainte-
nance, conservation, and rehabilitation.

Similar initiatives have also been under-
taken targeting industry professionals, led
by CSCAE's 2030 Observatory.

Although rehabilitation activity is
progressing and recent figures are encour-
aging, there remains significant room for
improvement. Spain’s Integrated National
Energy and Climate Plan (Plan Nacional
Integrado de Energia y Clima) outlining the
country’s environmental objectives and
priorities to the European Commission
sets an ambitious target in its 2023 update:
the energy renovation of 1,377,000 homes
by 2030.

Holistic solutions bring us closer to more
sustainable land and energy models,
creating synergies between energy effi-
ciency renovations and conservation, func-
tionality and accessibility. To achieve that,
before carrying out any work on a building,
a holistic study needs to be conducted
in advance by qualified professionals, to
understand the property’s real needs and
its potential for improvement. This is the
basis for a works programme to be phased
in over time with optimal use of resources.
All this requires thinking beyond the Next
Generation funds and beyond 2026, taking
advantage of the current favourable
economic climate and momentum.

It is essential to establish medium- and
long-term strategies that involve all three
levels of government, creating financial
support and tax incentives (Spain’'s general
state budget sets these coefficients
each year) that remain stable over time,
particularly for vulnerable households,
and strengthening human and technical
resources to process cases more rapidly.
These measures must also be comple-
mented by awareness campaigns led by
public authorities, in conjunction with
industry operators and professionals, to
highlight the benefits of the holistic reha-
bilitation of housing for people’s physical
and emotional wellbeing. Holistic rehabil-
itation is about quality of life, and about
health and sound investments. These
benefits are recognised by the property
market, with average price increases of
up to 25%, according to the sensitivity
analysis of multi-family housing built over
50 years ago reqularly carried out by the
Sociedad de Tasacion valuation firm for
CSCAE's 2030 Observatory.

When any work is done on a building, it
is therefore essential to seek guidance
from qualified professionals. Thanks to
technical and human expertise that, in
recent years, has been complemented by
specific sustainability training, the holistic
approach offered by architects provides
guarantees at all levels, helping to achieve
an ambitious balance between sustaina-
bility, functionality, aesthetics, afforda-
bility and coexistence.

1 These deductions are functionally aligned
with the rehabilitation aid programmes
outlined in Articles 7-11 of Royal Decree
853/2021, particularly:

« Art. 8: Aid for energy efficiency improve-
ments in individual dwellings (C02.101.P4)

« Art. 9: Aid for comprehensive build-
ing-level rehabilitation (C02.101.P3)

« Art. 11: Aid for drafting energy perfor-
mance documentation and rehabilitation
projects (e.g., building logbooks and
energy audits)

Marta Vall-Llossera Ferrdan is
President of the High Council of the

Orders of Architects of Spain (CSCAE)
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Bulgaria’s approach
to integrating EU
energy efficiency and
climate regulation
into valuations for
lending purposes

| =

Tzenka Bojilova Georgi Georgiev

The valuation community is well acquainted
with EVS's ground-breaking standard and
methodology on integrating energy effi-
ciency into the estimation of market value.
Nonetheless, in a property patchwork such
as Europes, the Blue Book can only go so far.
In this article, the leaders of the Bulgarian
valuation profession explain how, taking EVS
as their foundation, they have collaborated
with the national authorities and the building
sector to find viable solutions adapted to a
limited-transparency market.

In Bulgaria, around 85% of valuation orders
come from banks. Their expectations
from valuers now cover not only conven-
tional valuation methods, but also modern,
EU-induced sustainability requirements,
including energy efficiency and climate risk,
introducing a higher degree of accuracy,
transparency and expertise in the valuation
process.

The role of professional
associations in Bulgaria

The two main professional valuers’ asso-
ciations in Bulgaria - the Chamber of
Independent Appraisers of Bulgaria
(CIAB) [KamapaTa Ha HesaBucUMUTE
oueHuTenn B Bvnrapua — KHOB] and
the Chamber of Professional Valuers (CPV)
[KamapaTta Ha npodecnoHanHuTe
oueHuTenn — KIMO] (both members of
TEGOVA). play a significant role here. Their
collaboration has been a key factor in the
success of numerous energy efficiency and
sustainability initiatives, jointly drawing up
common quidelines, conducting profes-
sional fora, and communicating with insti-
tutions and international partners. This
collaboration guarantees wider representa-
tion in the community of valuers and helps
in the formulation of unified EVS-compliant
standards and practices for Bulgaria.

“Bulgarian valuers
continue to face serious
challenges in their day-
to-day work, such as
the small proportion

of energy-certified
buildings (less than 5%),
difficulty in accessing
public data, fragmented
information and lack
of a single database.
This is compounded

by the fact that many
valuers believe that

the new requirements
are beyond the scope

of their activities,

since access to reliable
information on energy
efficiency and natural
risks is limited.”

European sustainability
policy and its impact

on valuation practice

in Bulgaria

EU climate goals and regulation as well as
the European Central Bank's and European
Banking Authority’s focus on integrating
transition risk in banking risk management
through the introduction of internal models
for assessing the energy efficiency of,
and climate risk for, loan collateral mean
that valuers must take a comprehensive
approach including assessing the energy
characteristics of buildings, the transi-
tion-related risk, the requlatory framework
and the cost of refurbishment.

EVS 2025’s EVS

6 Valuation and
Energy Efficiency and
Methodology section 9
The Residual Method:
tools for integrating
energy characteristics
in property valuations

The European Valuation Standards play
a key role in establishing a single and
comparable valuation practice in the
Member States of the EU. They provide a
methodological foundation for the activi-
ties of professional valuers and ensure that
the valuation process meets the require-
ments of financial institutions, requlators
and international markets. As a suprana-
tional authority with an active network of
professional associations in 42 countries,
TEGOVA ensures that EVS is constantly
updated in step with EU requlatory and
market developments. By covering topics
such as sustainability, ESG and energy
efficiency, EVS has become a hallmark of
good practice in Europe and an important
tool for supporting investment security and
sustainable funding at national level.

In response to EU climate regulation, EVS
2025 incorporates tools and guidelines
for representing energy efficiency. EVS 6
and Methodology section 9 focus on the
identification of energy efficiency char-
acteristics (such as energy performance
certificates, or EPCs), assessment of the
impact on value, analysis of the regulatory
context and the correct implementation
of valuation approaches (the comparative,
income-based, cost-based and residual
methods).

The challenges faced by
valuers in Bulgaria in
applying this standard
and methodology

Bulgarian valuers continue to face serious
challenges in their day-to-day work, such
as the small proportion of energy-certi-
fied buildings (less than 5%), difficulty in
accessing public data, fragmented infor-
mation and lack of a single database. This
is compounded by the fact that many
valuers believe that the new requirements
are beyond the scope of their activities,
since access to reliable information on
energy efficiency and natural risks is limited.
The register of the Sustainable Energy
Development Agency (SEDA) [AreHupsTa
3a YCTOMYMBO EHEPrumHO pasBuUTre —
AYEP] contains information on the EPCs
issued, but its functionality and accessibility
remain limited.

Existing buildings, particularly those built
before 2000, have often not been certified,
while certificates are not renewed once
they have expired or following building
upgrades. As a result, there is a lack of
conformity between the actual energy
characteristics of a building and the
available document. Data are scattered
among various institutions and not central-
ised, further compounding the problems
of analysing and using them in valuation
practice.

Initiatives by CIAB and
CPV regarding access to
data and institutional
cooperation

Since the beginning of 2024, numerous
teams have been involved in developing
tools allowing quick and easy access to
the necessary information. Yet this is a
lengthy process involving communication
at a variety of levels. Lack of funding is
another major issue. There are signs that
the Association of Banks in Bulgaria is also
searching for solutions, but at this stage it
ismore likely that each bank will develop its
own rules and requirements for obtaining
the data it requires for its own electronic
system.

In the summer of 2024, a professional
round table was held involving repre-
sentatives of the two valuers' chambers,
State institutions, commercial banks and
technical experts to discuss access to data,
cooperation with SEDA and future legis-
lative initiatives. Representatives of the
Chamber of Building Entrepreneurs, the
Chamber of Energy Auditors, the Bulgarian
Association of Building Insulation and
start-ups involved in developing tools
for assessing energy efficiency also took
part. The outcome of the meeting was the
signing of a memorandum on cooperation
and the development of Guidelines on the
incorporation of energy efficiency in
valuation reports.

The Guidelines propose valuation
approaches both with and without the
presence of an energy certificate. Where
an EPC exists, the valuer must include
the specific energy class of the property,
the primary energy consumption and the
relevant operating costs in the valuation.
The data from the EPC is used as a direct
indicator of market advantage or of the
need for a value adjustment. If there is
no EPC, the valuer may use approxima-
tion (proxy) models based on the typology
of the building, the year of construction
and the location. These models include
analysing the characteristic construction
and installation parameters of the period
in which the building was constructed and
the regional climate profile to calculate
the probable energy class to a reasonable
degree of accuracy.

The market factors that allow the impact
of energy efficiency on market value to
be incorporated are determined taking
into account not only market demand
for energy efficient buildings, but antici-
pated requlatory burdens and operational
savings. Where the residual method is
applied, the Guidelines give guide costs
for the investments required to upgrade
the energy class (e.g. from Class D to Class
B or A), including recommended budgets
per square metre, depending on the type
of building. These values are based on
information provided by SEDA and are inte-
grated into the Guidelines with the approval
of both professional associations.

The main valuation methods (comparative,
income-based, cost-based and residual)
have been adapted to include differ-
ences in energy efficiency, for example
by correcting market comparisons or
allowing for upgrade costs. The income-
based method highlights the reduced
operating costs, while the residual method
focuses on the effect of investments in
energy improvements on the final value
of the asset. The Guidelines require full
disclo