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Environmental, Social and Governance (ESG)

“a collective term for a business's impact on

the environment and society as well as how y =
robust and transparent its governance ...”

“It measures how your business integrates
environmental, social, and governance
practices into operations, as well as your
business model, its impact, and its
sustainability.”

(British Business Bank, 2022)
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What is megaprojects?

* Megaprojects extremely big, very
complex, always lengthy and
exceedingly expensive.

* Performance of megaprojects are
commonly assessed by time and cost as
they are consistently over budget and
overdue.

BUT where are the other VALUES?



Promises and challenges




ESG relevance to Megaprojects

« Challenges highlight the need to include
sustainability in planning and running
megaprojects.

» Research studies have begun investigating the
alignment of UN SDG’s and megaproject delivery.

» Recent studies are increasingly focusing on how
megaproject leaders can adopt ESG principles

 Investors in megaprojects are also beginning to
take an interest in ESG factors
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Research questions

To what extent are existing megaproject delivery processes aligned to
ESG principles in Australia?

2.  What are the main factors shaping the adoption and hindrance of ESG
principles in megaprojects within Australia?



Research Method

« Comprehensive literature review
 Qualitative research method based on interviews

«  Senior representatives of megaproject stakeholders, including project
management consultants, financiers, lawyers, contractors, and operators

« Thematic analysis on NVivo



Sustainability challenges in megaprojects

Many examples of environment, social and governance noncompliance in megaprojects.
« Three Gorges Dam (China)

« Narmada Valley Project (India)
« WestConnex (Australia)

Noncompliance can lead
to long-term negative
impacts, including legal
liabilities, project delays,
and loss of public trust.




Starting the journey towards embracing ESG principle

« ESG is a relatively new term in the domain of megaprojects and there are
multiple sensemaking of this term.

» Current focus is mainly on the financing stage of megaprojects, driven by
socially responsible investment principles.

* Inconsistency and subijectivity associated with interpretation of ESG
principles, metrics and performance measurement of metrics

“start slow and tread lightly” on ESG journey (Canada West Foundation)



Examples of ESG considerations in megaprojects

 Climate change
» Carbon Emissions
* Energy efficiency

» Water and wastewater
pollution

« Air pollution
* \Waste
» Natural resources

* Biodiversity & land use

th and safety « Supply chain management
Human rights » Stakeholder engagement
» Wellbeing & employee moral | ¢ Corporate behaviour

* Fair labour practices  Ethics and equality

» Customer satisfaction « Strategies and policies
 Diversity and social inclusion

» Economic empowerment




Findings from interviews

Understanding ESG principles

ESG interpreted as Environmental, Social, and Governance
ESG under the umbrella of sustainability
Constant focus on environment aspect

“All of those projects, they all came with a very stringent
environment impact statement. You know if you go back to the
M4 and M5 in the early nineties, there was a lot of concern
about noise, so we built noise walls down beside those, and we
measured it after it happened.” (P2)




Understanding of ESG principles

Social aspects

« Explained as local industry involvement,
indigenous participation, and gender
diversity

» Social procurement

“Their real focus is on gender and other diversity is one
aspect of that local industry participation in projects so
creating opportunities for Australia and having local
businesses, social and indigenous opportunities as well.”

(P5)




Understanding ESG principles

« Governance component of ESG still undergoing exploration

» Key factors such as combating modern slavery, anticorruption efforts, and ensuring
transparency and accountability

While the adoption of sustainability and ESG principles (@)
is on the rise, the primary focus of ESG remains

predominantly centered on government projects.



Drivers for Adopting ESG Principles

Willingness of
clients,

employers and
board members

Clients, employees within organizations, and board
members exhibit a strong inclination to do what is
right.

“It's fair to say that the level of ambition of the clients in the
space is increasing all the time” (P1)

To attract good employees in impactful projects. Their
work makes a significant contribution to positive ESG
outcomes.

“It's very important and increasingly important to our people to know that
what they're working on is good and is impactful in a positive way on the
communities that we work in, and | think that has always been
important” (P1)



Drivers for Adopting ESG Principles

Evolving regulatory requirements
of ESG principles.

“This project tended to become more environmental
conscious and put more money in their budgets for
environmental management. Then regulatory regimes
became had more teeth” (P4)




Drivers for Adopting ESG Principles

Potential to

win bids

* Desire to secure successful bids.

 Higher evaluation criteria are placed on
ESG considerations.

« QOutperforming competitors.

“‘We're bidding against other competitors and clients
increasingly value performance on ESG. And therefore,
if you want to win these beats you do need to perform
better on ESG than your competitors” (P1)



Drivers for Adopting ESG Principles

» QOrganizations' pursuit of more affordable
financing options.

» Access to financial benefits, such as a
'greenium’ or a reduced interest rate on

debt.

“We've gone from an environment where you might
attract a greenium or a cheaper interest rate, if you could
show some environmentally positive or socially positive
benefits from a project” (P1)




Drivers for Adopting ESG Principles

« ESG principles ingrained in the business
case.

Presence of _ _

ESG criteria * Athorough evaluation from economic, and
environmental perspectives, along with
considerations for social and governance

aspects.

in business
case

“It firstly, requires an extensive business case. And as part of an
extensive business case, you need to undertake economic cost benefit
analysis that has a broad lens. And it isn't just considering the
economics, it's actually considering the social factors, the environmental
factors that a project will actually have ...” (P6)



Barriers to ESG Implementation in Megaprojects

* Financial implications associated with ESG
integration.

Cost

* Incorporating ESG aspects, clients find
themselves compelled to allocate additional
budgetary resources for their implementation.

implications

“You need an owner who's prepared to pay what
the additional cost associated with the
achievement of those outcomes” (P5)



Barriers to ESG Implementation in Megaprojects

« Tension between the associated pricing

Trade off implications and the benefits derived from
between the additional budget allocation.
costs and « ESG integration as a measure to success.

value

“The value might be longer term in nature whereas the costs might be
shorter term in nature, and so depending on how you know success is
measured and have a performance of the project director and other key
people on the project team is measured.” (P5)



Conclusion

* Clear understanding of ESG as Environmental, Social
and Governance and their associated applications in
megaprojects.

* Environmental considerations appear to be more
effectively integrated into megaprojects, social and
governance elements are gradually gaining attention.

* Drivers: willingness of clients, potential to win bids,
achieving less interest rate in funds, increasing regulatory
requirements and inclusion of ESG criteria in the business
case.

e Barriers: increased costs and trade-off between costs and
values



Future Research Agenda

Cross cultural examination of policies, drivers, factors, barriers and enablers

Application of digital technologies to improve ESG performance of megaprojects

Integrate ESG dashboard in project controls

Investigation of ESG and megaprojects performance in various contexts

Exploration of various moderators such as innovation, organisation and project size
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