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In Part One of the series we outlined the factors that need to be
considered in the planning and development phase of a real asset. In
Part Two of the series we will explore the key ESG factors in the next
stage of the lifecycle of an asset, the ownership phase. We will
examine the important considerations during the construction phase
of an asset, which include the use of construction materials and
safety standards. We will then look at the factors that are relevant
during the usage phase of the asset.
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This communication contains written material that is generic in

Construction

nature and not related to a specific financial instrument. It is not
personalised to reflect the circumstances of an individual client and
therefore does not amount to a personal recommendation to any
person. It does not contain any substantive analysis and does not
and is not intended to recommend or suggest any investment
strategy or opinion as to the future value or price of financial
instruments of any kind. This communication is also made openly
available at the same time to any investment firms wishing to
receive it or to the general public on the Fidante Partners Europe
Limited ("Fidante Partners") website www.fidante.com. Recipients
of this communication based in the EEA who are subject to
regulation under MiFID should note that while they must make their
own determination Fidante Partners Europe Limited ("Fidante
Partners") is of the view that this communication constitutes a
“minor non-monetary benefit”. This communication will not be
regularly updated.

Introduction
In this series, Operational Excellence in Real
Assets, we focus on the environmental,
social and governance challenges
encountered during the lifecycle of a real
asset. We aim to enable investors and asset
managers to achieve a higher level of
operational excellence when assessing and
managing real assets.
In Part One of the series we explored the
factors that need to be considered in the
planning and development phase of a real
asset. The most important operational
considerations in the acquisition phase of a
real asset include land governance,
corruption, labour rights and environmental
issues. Adequately considering ESG risks at
the planning and development stage of a real
asset project can avoid complications later in
the process, potentially avoiding hazards and
unforeseen costs in the later stages of the
project and asset lifecycle.
In this, Part Two of the series, we will
explore the key ESG factors in the next stage
of the lifecycle of an asset, the Ownership
phase. We will examine the important
considerations during the construction phase
of an asset, which include the use of
construction materials and safety standards.
We will then explore the factors that are
relevant during the usage phase of the asset.
Issues such as transparency, money
laundering and data protection,
environmental aspects, labour rights and
community engagement are all pertinent
factors during this phase.

Enforcing high standards of worker and
building safety during the construction phase
is paramount. Additionally, investors should
ensure that no corners are cut with respect
to building materials and construction
processes to avoid potential life-threatening
disasters once a building, a road, or any
other infrastructure asset has been finished.
The use of cheap or even illegal building
materials can threaten the static integrity of
an asset and may endanger the lives of
inhabitants and users of the asset. For
example, on 15 March 2018, a 53m long
pedestrian bridge in front of the campus of
Florida International University in Miami
collapsed as construction was about to be
finished. The bridge collapsed on a road
underneath that had already been opened to
traffic, killing six and injuring nine people.
Similarly, toxic building materials (e.g.
asbestos or lead paint) can lead to adverse
health outcomes and expose the owner of
the asset to legal and operational risks that
can, in the worst case, force a total
shutdown of the asset.
Poorly designed construction can also result
in the devaluation of an asset and an
increase in stranded asset risk. An example
of this can be found in a Sydney residential
building, Opal Tower, which was evacuated
in December 2018 when cracks started to
appear in the building. Construction had only
been completed four months earlier. Over
500 defects in total were found in the
building. While the apartment has been
approved for habitation many of the owners
of the apartments have had their assets
devalued significantly in some cases to zero.
A well-designed construction, on the other
hand, can reduce the costs for waste
recycling and waste disposal, the costs of
heating and air conditioning for the asset
throughout its use phase and reduce
insurance costs. High construction standards
that reduce the energy usage of buildings
are associated with higher market prices for
the properties and lower vacancy rates,
creating a direct economic benefit from
incorporating ESG related criteria in the
construction phase of a project.
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• Work closely with stakeholders to

ensure that construction standards are
maintained (e.g. by working with
unions) and protect whistle-blowers.

Source: UN Global Compact, Advancing Responsible
Business Practices in Land, Construction and Real
Estate Use and Investment.”

Investors and construction companies can
ensure high construction standards
through the following steps:
• Only hire experienced professional

construction companies with a proven
track record of safety and know-how in
the construction project at hand.
Ensure that these construction
companies follow local, and ideally
international, construction standards,
such as ISO 9001 (Quality
Management System) and ISO 14001
(Environmental Management System).
• Ensure that buildings and

infrastructure assets can safely sustain
foreseeable loads and impacts and that
climate risks are adequately considered
as part of the process. This includes
potential hazards from wind, flooding,
fire, seismic shifts and rising sea levels
due to climate change.
• Ensure that only high-quality materials

are used. They should be free from
toxic ingredients, fire resistant
wherever possible and not so fragile
that they could pose a danger to future
users.
• Ideally, the construction of a project

should reflect potential future changes
of use to the asset and whereby
changes can be made with minimum
effort in the future (e.g. through
modular construction of buildings and
airplanes).
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Case study: Modular building in Singapore1
In 2014, Singapore-based BBR Holdings pioneered the use of the Prefabricated
Prefinished Volumetric Construction (PPVC) method to build an apartment complex
with 638 flats. Adopting this technology helped in several respects. First, worksite
safety was increased as the building modules were prefabricated in a factory and
assembled on site. It also reduced waste during the construction of the building and
enhanced construction quality as individual modules could be tested in the factory
before use in the construction. The use of prefabricated bathroom units allowed
productivity gains of up to 80% and led to significant cost reductions. The company
estimates that productivity gains amounted to 40% for the entire project and saved
about 55,000-man days. Today, the Singaporean government requires PPVC based
construction methods in almost half of new land sales.

1

Adapted from RICS (2015). “Advancing Responsible Business Practices in Land, Construction and Real

Estate Use and Investment.”
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Usage
Investors face similar ESG-related challenges
during the use phase of a project as in the
planning and development stage.
Transparency and anti-corruption measures,
labour rights and environmental risks must
be managed. Yet, the issues arising during
the usage phase of the project can also be
distinctively different.
Key issues in transparency centre around
money laundering, ineffective decisionmaking, and maintenance neglect. In terms
of labour rights, issues like excessive
working hours, worker discrimination and
minimum wage standards are the most
relevant. Finally, environmental issues
typically focus on energy consumption, waste
management and carbon emissions.

wreaking economic havoc and endangering
lives in the process. In 2020 the National
Cyber Security Centre in the UK has seen a
31% increase in cybersecurity attacks, which
has been influenced largely by the
coronavirus pandemic.
Heightened level of activity in this area
means that investors need to protect
themselves since prevention remains the
best defence. This includes ensuring that
investors are adequately investing in cyber
security resources. On average companies
spend around 3% of revenue on IT.
However, to minimize serious cyber risks
companies should spend around 7% of
revenue on IT and on average construction
falls short of this optimal level of spending.
Please see the table below which
demonstrates the optimal level of spending.

In Part One of the series we outlined some of
the steps investors can take to ensure that
these issues are properly addressed in the
planning and development stages but it is
important to note that these issues are also
applicable to the usage stage. In Part Two of
the series we want to focus on additional
issues and challenges unique to the usage of
real assets.

Transparency, money laundering
and data protection
Money laundering is particularly prevalent in
real estate projects. In the UK, property can
be purchased via anonymous companies and
trusts, making it difficult to identify who the
true owners are and determine whether they
pose money laundering risks. In order to
reduce the risk of money laundering
activities, investors should establish robust
internal compliance programmes, including
employee training and whistle-blower
policies, and ensure proper oversight of
transactions.
Another area of special concern is data
protection and cybersecurity. Because
different infrastructure projects may require
the storage of sensitive data, data protection
policies and safeguards against hacking and
data theft need to be put in place to prevent
unauthorised access to sensitive data.
In this way, crucial infrastructure projects
like airports, power plants and electric grids
may be taken over by rogue actors which
could lead to significant damage to the asset

Source: Aldasorio et al (2020)

A third area of concern is reporting
transparency. Because infrastructure,
property and natural resources are famously
opaque with regards to performance metrics,
it is often difficult for investors to benchmark
the performance of their investments in
economic and ESG-related dimensions.
Standards like the ones defined by the Global
Reporting Initiative (GRI) or the Global Real
Estate Sustainability Benchmark (GRESB)
help increase transparency and enable
investors to improve investment outcomes.
Participation in the GRESB Standard has
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increased substantially over time illustrating
a greater acceptance by the industry to be
held to a higher standard of transparency.

wind turbines or other renewable
energy infrastructure on the premises.
This will assist in the transition plan of
the asset to a net zero pathway.
Similarly, consider introducing
wastewater regeneration units and
separate brown water usage.
• Consider the requirements of the

regulation in the jurisdiction in which
the asset is situated. For example, in
2019 the UK became the first major
economy to pass a net zero emission
law mandating greenhouse gas
emissions reach net zero by 2050.
These regulations are directly
impacting the UK commercial property
market, particularly in London.
• Monitor resource consumption of the

Source: World Economic Forum ‘Here’s why Real
Estate Finance needs to build in Sustainability.’ 2020

Environmental aspects
The main focus of environmental risk
management during the use phase of an
asset is on the amount of energy consumed
running the asset and the amount of
greenhouse gases produced. Efficient water
management and waste disposal/recycling
are the other dominant environmental
dimensions to focus on.
As a result, investors and the management
companies running the assets should make
resource efficiency a focus of their daily
operations:
• Adopt ISO 50001 for energy efficiency

in operation or ISO 14001 for resource
management in operation, which help
to provide internationally accepted
standards for resource efficiency.
• Consider reducing energy needs

through the installation of solar panels,

asset during the use phase (e.g.
through meters or digitised smart
meters) and introduce energy and
resource efficient technologies during
the maintenance of the asset. These
efficiency measures can result in
significant cost savings over time. For
example, Hilton Hotels Corp. cut
carbon emissions by 30%, waste by
32% and energy and water usage by
22% over the course of a 10-year
period to 2018. The firm reduced
energy consumption by 18% at the
Cosmopolitan Hotel in Las Vegas,
yielding $1.8 million in savings over
the past six years.
• When sourcing suppliers and tenants,

consider including environmental
clauses in the contracts that provide
clear standards for resource efficiency
that are regularly monitored.
• For both infrastructure and property

projects ensure that greenspaces are
designed to enhance biodiversity and
adapted to the local climatic conditions.
Exotic plants may look pretty but tend
to consume a lot of extra water.
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Case study: Welsh Water RainScape2
Most sewage systems are single pipe constructions that have to carry both wastewater
and rainwater. This means that in times of heavy rainfall the sewage system may not be
able to cope with the amount of water and sewage may spill out of the sewage system,
polluting land or houses. Instead of building expensive overflow tanks and installing
additional pipes, Welsh Water learned from peers in Malmö, Sweden and Portland, Oregon
how to use surface water schemes to reduce the risk of pollution.
Shallow planters and basins were installed in cities and villages. These basins capture
rainwater, store it and filter it as it passes through the root systems of the plants. Long,
shallow channels of surface water collect runoff and are constructed so that the water
infiltrates the soil only gradually. Grass channels and filter strips were installed on side
streets and back alleys. Through these strips, surface water can soak into the ground
instead of running into the sewage system.
These measures make the environment more attractive and create new habitats for
wildlife. Additionally, Welsh Water initiated a community outreach programme, where
customers who live near existing or future sites can meet company representatives to
provide feedback and help Welsh Water develop the scheme further.

2

Adapted from RICS (2015). “Advancing Responsible Business Practices in Land, Construction and Real

Estate Use and Investment.”
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Treatment of communities
Infrastructure and natural resource projects
tend to be ugly, noisy and potentially smelly.
Many properties are mostly functional first
and unlikely to win any architecture prizes –
and even the ones that do may have a look
that only an architect could love.
Additionally, during the use phase, workers,
tenants and the local communities have to
live with the different kinds of emissions an
asset produces.
In order to reduce tensions with local
residents, the operator of an asset should
ensure that proper dispute resolution
mechanisms are in place that are accepted
by all parties. Regular community outreach
projects and “townhalls”, where local
residents can voice their concerns, are also
helpful. As outlined in Part One, special
interests (e.g. from indigenous people) need
to be accommodated, and this process
should commence during the planning phase.
Investors should also engage with public
policy makers, including local councils, to
ensure that the project is appropriate for the
future plans for the local area.
While the aforementioned issues are relevant
to all real asset projects, investments in real
estate create additional challenges simply
because people not only have to live with the
asset, but in it. The following measures are
recommended to investors and managers of
property in order to treat tenants fairly:
• Ensure that no tenants or potential

tenants are discriminated against or
harassed. Rental contracts for tenants
should be fair and rents should
conform to local rent standards. Also,
ensure tenants are treated fairly when
in arrears with their rents or evicted.
• Ensure that the building is maintained

regularly, and problems are fixed
quickly. Any serious health and safety
issues need to be addressed
immediately.
• Ensure that the building is safe and

that legal requirements for health and
safety are adhered to by both the
company manager, as well as any subcontractors. Sanitation facilities should
be maintained regularly and provide
for the special needs of women and

disabled people.

Labour and human rights
Labour rights of workers who work on the
site, as well as sub-contractors who carry out
project-specific work on site, need to be
enforced. This means that:
• Investors need to enforce the

standards of the International Labour
Organisation in contracts with workers
and sub-contractors.
• Investors need to ensure that there is

no child labour, slave labour or illegal
employment in the supply chain of the
project. Minimum wage regulations and
other local labour regulations need to
be enforced. Ideally, employers should
adopt an individual policy which lays
out what constitutes a living wage
(which often is higher than the legal
minimum wage) and commit
themselves to paying at least this living
wage.
• Investors need to ensure that all legal

requirements in the relevant
jurisdiction are met e.g. Modern
Slavery Act (UK and Australia).
• Investors and employers need to

understand the risk factors and
vulnerability that lead to exploitation
so that they can identify the warning
signs of modern slavery.
• Employers running the project need to

ensure that safety equipment is
available at all times and employees
are regularly trained on health and
safety issues. Employers should also
ensure regular monitoring and
reporting on health and safety issues.
• Employers should introduce diversity

programmes to promote diversity and
gender equality within the workforce.
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Source: Chartered Institute of Building Construction
and the Modern Slavery Act, Tackling Exploitation in
the UK.

Conclusion
In Part Two of the series we have explored
the key ESG and operational factors that
should be considered during the ownership
phase of the lifecycle of an asset. The most
important operational considerations in the
construction phase of the asset include the
use of high-quality building materials,
adherence to high quality building standards
and a consideration of climate risks. Of equal
importance are the operational factors in the
usage phase of an asset including
transparency, money laundering and data
protection, environmental considerations,
community engagement and labour
standards.
The pertinent factor in the ownership phase
is to ensure actions are taken to protect the
longevity of the asset. This includes the
strength of the asset value over time, the
robustness of the mitigants in place to
protect the asset from the physical and
transition risks of climate change and the
endurance of the asset in maintaining its
social licence to operate within the local and
regional communities.

PAGE 10

Important Information
This is a marketing communication and is not,
and should not, be considered as independent
investment research. It is issued by Fidante
Partners Europe Limited ("Fidante Partners") which is
authorised and regulated by the Financial Conduct
Authority ("FCA"). Fidante Partners Europe Limited is
a wholly owned subsidiary of Challenger Limited, a
company listed on the Australian Securities Exchange
Limited.
This marketing communication is for persons who are
Eligible Counterparties or Professional Clients (for the
purposes of the FCA rules) only and it is not available
to Retail Clients. It is being distributed (a) in the
United Kingdom to, and is directed only at, persons
who are (i) investment professionals as defined in
Article 19 of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005 (the
"Promotion Order") or (ii) are persons to whom this
marketing communication may otherwise lawfully be
issued or passed on or (b) outside the United
Kingdom to, and is directed only at, persons to whom
this marketing communication may be lawfully issued
or issued without compliance with any filing,
registration, approval or other requirement in the
relevant jurisdiction, and in each such case without
the inclusion of any further warnings or statements as
required by the Promotion Order, or other applicable
law or regulation, which are not included in this
marketing communication (all such persons together
being referred to as "relevant persons"). Neither this
marketing communication nor any of its contents may
be received by, acted on or relied on by persons who
are not relevant persons.
No part of this marketing communication may be
published, distributed, extracted, re-utilised or
reproduced and any attempt to do so may be
restricted or prohibited by law. Recipients are required
to inform themselves of, and comply with, all such
restrictions or prohibitions and none of Fidante
Partners or any other person accepts liability to any
person in relation thereto.
Fidante Partners does not produce independent
investment research within the meaning of the FCA
Handbook of Rules and Guidance. Accordingly, this
marketing communication is non-independent
research within the meaning of those rules, which
means it is a marketing communication under the
Markets in Financial Instruments Directive (“MiFID”)
and it has not been prepared in accordance with legal
requirements designed to promote the independence
of investment research, and it is not subject to any
prohibition on dealing ahead of the dissemination of
investment research.
Fidante Partners or a member of the Challenger
Limited group may have an economic interest (for
example, minority equity interest or fee entitlement)
in investment managers of the funds of which it
provides services (such as corporate finance, listing
sponsorship, market maker, corporate broker,
bookrunner and administrative and support services).
Fidante Partners is remunerated by fees for services
provided and may be entitled to a share of profits
from these investment managers and third parties.
There is no direct link between the remuneration of
individuals at Fidante Partners and the
recommendations or transactions tied to

services provided by Fidante Partners. Unless
otherwise stated, this communication will not be
regularly updated.
This marketing communication does not constitute a
personal recommendation or take into account the
particular investment objectives, financial situation or
particular needs of any specific recipient. It is not
intended to provide the sole basis for any evaluation
of an investment decision. Before acting on any
advice or recommendations in this marketing
communication, recipients should consider whether it
is suitable for their particular circumstances and, if
necessary, seek professional advice, including tax
advice. Recipients of this marketing communication
should note that: All investments are subject to risk;
the value of shares may go down as well as up; you
may not get back the full amount that you have
invested; past performance is not a guarantee of, and
cannot be relied on as a guide to, future performance;
fluctuations in exchange rates could have adverse
effects on the value or price of, or income derived
from, certain investments.
This marketing communication is for informational
purposes only and does not constitute, and should not
be viewed as, an offer, invitation or solicitation in
respect of securities or related other financial
instruments nor shall it be construed as a
recommendation for Fidante Partners to effect any
transaction to buy or sell securities or related financial
instruments on behalf of any recipient nor shall it, or
the fact of its distribution, form the basis of or be
relied upon in connection with, any contract or
commitment in relation to such action. The securities
that may be described in this marketing
communication may not be eligible for sale in
all jurisdictions or to certain categories of investors.
This marketing communication is based upon
information which Fidante Partners considers reliable,
but such information has not been independently
verified and no representation is made that it is, or
will continue to be accurate or complete and nor
should it be relied on as such. This marketing
communication is not guaranteed to be a complete
statement or summary of any securities, markets,
documents or developments referred to in this
marketing communication.
Any statements or opinions expressed in this
marketing communication are subject to change
without notice. Neither Fidante Partners, any member
of the Challenger Limited group nor any of their
directors, officers, employees or agents shall have any
liability (including negligence), however arising, for
any error, inaccuracy or incompleteness of fact or
opinion, or lack of care, in this communication's
preparation or publication; provided that this shall not
exclude liability which Fidante Partners has to a
customer under the Financial Services & Markets Act
2000 or under the Rules of the Financial Conduct
Authority.
Where references to external resources such as
internet websites are provided these are for reference
purposes, and the external resources are not intended
to be included as part of this publication; Fidante
Partners plc has not checked and is not responsible
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for any external content, and makes no
representation as to its reliability or accuracy.
Any dispute, action or other proceeding concerning
this marketing communication shall be adjudicated
within the exclusive jurisdiction of the courts of
England. All material contained in this marketing
communication (including in this disclaimer) shall be
governed by and construed in accordance with the
laws of England and Wales.
Fidante Partners Europe Limited
Authorised and Regulated by the Financial Conduct
Authority.
Registered Office: Bridge House, L3, 181 Queen
Victoria St, London, EC4V 4EG.

CONTACT US
For further information, please contact:
Charlotte O’Meara
ESG Specialist
E: comeara@challenger.com.au
www.fidante.com

