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The purpose of this study is to examine how sustainability trends have
affected the operations and evaluation of investments made by Nordic
private equity firms, how these trends have affected their investment
strategies when using different sustainability measurement tools, and how
their compliance process has been affected in the process of adjusting to
the new EU regulations related to sustainable financing and reporting.

The theoretical perspective examines the background of concepts such as
sustainability, corporate social responsibility, and value creation. It covers
European Commission policies and regulations, such as the EU Green
Deal and Taxonomy framework, and examine the financial background of
private equity and the Nordic business model's compliance with
sustainable development.

The study adopts a qualitative research approach, presenting a cross-case
analysis. The empirical data is collected through semi-structured
interviews of five Nordic Private Equity firms.

Sustainable development trends impact the operations and investment
strategies of Private Equity firms, with Nordic firms emphasizing value
creation to address societal demands. Firms consider ESG performance
and risks, highlighting the need for greater transparency and reporting
guidelines. The EU's sustainability reporting regulations are seen as
crucial for transparency and consistency.
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1. Introduction
1.1. Background and problematization

According to the 2023 Global Climate Report from NOAA National Centers for Environmental
Information, the year 2023 reached a ranking as the warmest year on record for land and ocean
areas individually (Climate Change, n.d.). Additionally, it is stated that human activities,
principally through the emission of greenhouse gasses, have unequivocally caused global
warming, with the worldwide surface temperature reaching 1.1° above 1850-1900 in 2011-2020
(Calvin et al., 2023).

United Nations (UN) has long ago addressed climate change as a global emergency that goals
beyond national borders, which requires international cooperation and coordinated solutions at
all levels; therefore as a response to this climate crisis, in December 2015, the historic Paris
Agreement was reached to provide a framework towards net-zero emissions worldwide and as
essential achievement of the Sustainable Development Goals (United Nations, n.d.). In line with
these global agreements, in December 2019, the 27 European Union (EU) Member States of the
European Union committed to turning the EU into the first Climate neutral continent by 2050 by
launching the set of policies known as the European Green Deal as a roadmap to achieve a

reduction of net greenhouse gas emissions (European Commission, 2021).

The EU has even set itself an ambitious target of achieving net-zero greenhouse gas emissions by
2050 with significant environmental action. As preparation, the European Commission has
recommended that the EU cut net emissions by 90% by 2040 and outlines the huge upfront
increase in investments needed to get Europe on track. Recognizing this issue, the European
Commission (n.d) has prepared an investment program to provide the EU with crucial long-term
funding by leveraging public and private investments. For this investment program, the EC has
also implemented sustainable finance measures such as the Taxonomy Regulation for classifying
green investments that will contribute to the EU Green Deal boosting investment in green and
sustainable projects. Considering that capital resources should be allocated adequately to

investments initiatives aligned with the Paris Agreement and sustainable purposes such as clean


https://www.zotero.org/google-docs/?148RU5
https://www.zotero.org/google-docs/?l9qHBy
https://www.zotero.org/google-docs/?7j8mR9

energy, sustainable industry, building and renovation, sustainable food system, eliminating
pollution, sustainable mobility and biodiversity (Bongardt & Torres, 2022), it will be essential to

consider financial measures and policies for private investment to comply with the targets.

According to researchers, a survey of portfolio managers revealed that even though climate
change is regarded as a risk globally, it is primarily seen as an opportunity among European
investors (Silvola & Landau, 2021). Public and private institutions, therefore, must adopt and
develop sustainable finance, taking into consideration ESG matters in their decision-making
process (European Commission, n.d.-a). Journalist Abnett (2024) has reported this year that EU
public spending on the green transition would need to double to 690 billion euros per year,
however, acknowledges that most of the investment required to reach net zero emission would
need to come from the private sector. Moreover, the Centre for European Reform (n.d) remarks
that despite the rise of Green public investment in Europe, at all levels, nationally and EU, there
remains a sizable gap in what is needed. This underscores the relevance of private financing as

an important support to cover the funding gap.

But what are the options for the private financial sector? The EU's green capital markets are
already well-established, with the region serving as a primary destination for green bond
issuance. The EU is the location of choice for green bond issuance, which has experienced
exponential growth with more than half issued in euro. However, as William Frey's partners
(2021) mentioned, debt is not the only option for green finance, there are also investment funds,
whose assets under investment funds management have even tripled since 2015. They accord
that equity markets are a key option for both goals, the EU to reach more green investments and

reduce carbon emissions.

However, it is important to establish the reasons why private investors would shift operations and
strategies to satisfy these social and climate goals. The European Commission has stated that
CSR is the responsibility of enterprises for their impact on society; ‘companies can become
socially responsible by integrating social, environmental, ethical, consumer and human rights
concerns into their business strategy and operations, following the law’(Sladkova et al., 2021).

Moreover, it is understandable that public authorities must play their role through policy
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measures creation for ensuring positive sustainable development, but individuals, and in this case
investors, can also contribute and support the cause by strategically deciding on socially

responsible investment.

In the current context, enterprise contribution to society and economic growth is measured by the
Environmental, Social, and Governance framework. Within the financial industry, private
equities are also turning into sustainable investments, not only assured by a strong financial
performance but also because they believe that these investments should be used to contribute to
advancements in ESG practices (Sladkova et al., 2021). Scientific research is increasingly
showing that sustainable investing is profitable and investors do not need to compromise on
returns to promote sustainability (Silvola & Landau, 2021). Private equity is an ideal mechanism
to boost sustainable investments because their business model, compared to public equities, gives
them advantages for implementing a sustainability agenda, such as having virtual control of their
portfolio from an ownership and governance perspective, access to financial and sustainable

performance, and longer time horizon investment (Eccles et al., 2022)

According to Invest Europe, there are more than 1,750 private equity and venture capital firms in
Europe (n.d.), which means the level of adoption and compliance for sustainability investment
might not be in the same phase in all of the countries in the EU. Nonetheless, Hoff (2017)
mentioned there seems to be a consensus about the idea that Nordic countries are frontrunners in
environmental and climate policies, considering different factors that highlight their leadership
position when referring to environmental concerns. Furthermore, Denmark, Finland, and Sweden
have consistently secured the top three spots from 2015 to 2023, each rotating in and out of the
top position. The broader Nordic region, including Iceland and Norway, consistently ranks high
in the many associated nation-level sustainability assessments. These include the UN Human
Development Index, Environmental Sustainability Index, World Happiness Index, and Global

Green Economy Index (Strand, 2024).

Nonetheless, as the sustainability definition has wide interpretations and approaches, the ESG
framework is the most commonly followed by different institutions and companies. Thus when

referring to measurement frameworks and tools for evaluating sustainability performance,
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Nordic investment funds apply diverse methods such as ESG ratings, climate assessments, and
carbon footprint metrics, each with their own methodologies (Popescu et al., 2021). Therefore,
an evaluation of the adoption process of this EU Taxonomy framework and measuring tools
aiming to increase strategic decision investment for sustainable projects could be more
noticeable in the Nordic financial market of private equity as they are considered to have a
different approach to sustainability. On that account, expectations of EU sustainable standardized
framework and sustainable reporting disclosures come into force, as legislation is supposed to
unify sustainable and ESG business practices, reporting and redirecting funds to sustainable
investments in their support and alignment to the Climate goals set by the European Commission

and Green Deal.

Furthermore, this research is motivated by the gaps in the literature concerning the impacts of
sustainable trends and regulations for private equity firms, especially as these EU sustainability
regulations become mandatory for companies reporting the period of 2024. Despite the growing
emphasis on sustainability, there is a lack of comprehensive studies on how private equity firms
are adapting their operations and investment strategies to comply with upcoming regulatory
requirements in financial reporting and disclosure of their portfolio to prove sustainable
performance. Nordic private equity firms might face unique challenges in integrating
sustainability metrics, such as ESG and the SDGs framework, into their evaluation processes.
Finally, this research aims to address these gaps and provide insights into effective sustainable

practices and compliance in the private equity sector.

1.2.  Research Purpose

In response to the urgent climate crisis and the targets set by the EU for achieving net-zero
greenhouse gas emissions, and with the still existing funding gap, private equity firms are
increasingly expected to play a role in financing sustainable investments. Therefore, the purpose
of this master thesis is to investigate the role of Nordic private equity firms in promoting
sustainable investments, particularly in light of the evolving regulatory frameworks and market

expectations, often set by the European Commission.


https://www.zotero.org/google-docs/?MxChts

This research aims to analyze how closely Nordic private equity firms are aligning and adhering
to EU sustainable regulations and frameworks, and what strategies and obstacles they encounter
in their process of integrating sustainable investment practices. By examining the extent to which
these firms conform to regulatory requirements and embrace sustainable frameworks, we can
discern their commitment to environmental, social, and governance (ESG) principles.
Additionally, analyzing the implementation strategies deployed by these firms sheds light on the
practical measures taken to incorporate sustainability into their investment portfolios. However,
challenges such as balancing financial returns with sustainability goals, navigating complex
regulatory landscapes, and fostering a culture of sustainability across all levels of the
organization may delay the progress. Understanding these dynamics is crucial for both investors
and policymakers seeking to promote responsible investment practices within the Nordic private

equity sector.

This research aims to review the effect and impact of sustainability trends on the operations and
investment assessment of the Nordic private equity firms, identify if their investment strategies
changed while using different sustainability measurement tools, and finally, review the impact of
their compliance process and challenges to adapt to the EU regulations regarding sustainable

financing and reporting. This led to the following research questions:

e How do sustainable development trends impact the operations of the Nordic private
equity industry?

e How does sustainability measurement impact Nordic private equity firms' investment
decision-making?

e How does sustainability reporting impact Nordic private equity operations and what are

the challenges for compliance?

Through qualitative research methods, including semi-structured interviews and analysis of
public information such as the company's websites and reports, this study aims to explore how
Nordic private equity firms are aligned with new sustainable regulations and frameworks, set by
the European Commission. Because of facts such as that the Nordic region consistently ranks

high in many nation-level sustainability assessments, or that Nordic firms are frequently



mentioned as exemplars of effective stakeholder engagement or the cultural and structural factors
that influence a Nordic business model, we consider properly to analyze the front-runner's
approach to sustainability development within the financial market of private equity. Therefore,
by examining five private equity firms in the Nordic countries, the research aims to identify the
level of compliance, implementation strategies, and challenges faced by these firms in adhering

to sustainable investment practices.

By exploring the relationship between Nordic private equity firms and sustainable investment in
the light of regulations and frameworks, this research contributes both to academia and industry.
Furthermore, it aims to provide insight into the current climate of the private equity sector while
highlighting the importance of sustainable investment practices with environmental and social
objectives. Finally, this research intends to uncover areas of improvement to inform future policy

and industry initiatives.

1.3. Outline of the thesis

This thesis is structured in six sections, the first and current section explains the background,
problematization, and the purpose of the thesis. Moving forward, the second section goes deeper
into the literature on relevant and key concepts divided into two parts. The first part introduces
frameworks for concepts such as sustainability, EU regulation for sustainable development,
corporate social responsibility, value creation, and sustainable measurement. The second part
presents a description of the Private Equity firm’s operations, followed by a description of the
Nordic Business model which is oriented to sustainable investments and its resemblance with the
sustainable value creation theory. The third section explains in detail the methodology on which
this thesis is built, the qualitative method approach, multi-case analysis, using semi-structured
interviews and document analysis to explore Nordic private equity firms in the realms of
sustainability. This section also includes the research design, data collection, sources, data

analysis, and validity and reliability.

The fourth section, empirical, presents the empirical findings of the research about private equity
increasingly integrating sustainability into their operations, driven by societal challenges,

regulatory compliance, and stakeholder expectations; including results from data analysis and



interviews. In the fifth section, discussion, the findings are interpreted and contrasted with the
research questions and relevant literature, discussing empirical findings on sustainability trends,
sustainability measurement, and regulation compliance challenges. Lastly, the six section
presents a summary of the main conclusions obtained for the research questions, enhancing the
understanding of sustainability in Nordic private equity, and exploring impacts on their
operations, compliance challenges, and investment decisions. Furthermore, the section finalize

explaining limitations and possible further research from this study.



2. Literature Overview

The purpose of this literature review is to offer comprehensive information on previous research
conducted in relevant theoretical aspects. Therefore, a specific review of literature has been
conducted for topics of sustainability and sustainable development, corporate social
responsibility, and value creation. Later on, due to this sustainable social and economic
movement, we explain the created policies and regulations related to sustainable development by
the European Commission, such as the EU Green Deal and Taxonomy framework. Lastly, the
theory regarding the financial background for private equity definition and the innovative
approach of the Nordic business model and compliance with sustainable development is referred
to in the sections below. The literature review has been collected from different sources, such as
articles, books; and opinions from industry experts regarding sustainability, investment, and
regulation. To maintain the relevance of the literature, research has focused on recent
publications and portrays the latest regulations and practices of sustainable development and

sustainable investment in the financial sector of Nordic private equities.

2.1. Sustainability

In this section, we aim to give an overview of the literature regarding the definition of
sustainability for sustainable development achievement. Concepts such as sustainability,
sustainable development, and corporate social sustainability might be complicated to separate
and are commonly referred to as similar terms, therefore we provide a more comprehensive
understanding of each term to distinguish sustainability and sustainable development adequately
from CSR. First, the concept of sustainability and sustainable development is explained,
followed by a discussion regarding the shift from the short to long-term orientation of companies
in corporate social sustainability (CSR). Finally, with this background the relevance of achieving
sustainable finance and redirecting investment to sustainable investments while how companies

apply tools and frameworks in measuring their sustainability performance will also be explained.

2.1.1.  Sustainability and Sustainable Development

Etymologically, “sustainability” comes from the Latin root word of sus tenere which means to

“hold up” or “maintain”, however, the most widely used definition comes from the World



Commission on Environment and Development (WCED), also known as the Brundtland
Commission, where United Nations defined sustainability as development that “meets the needs”
of the present without compromising the ability of future generations to meet their own needs”
(Jacques, 2020). It is possible to define sustainability as “continuity through time”, and a base for
the conceptual framework of sustainable development, with arguments referring that progress in
economic and social development should enhance rather than degrades the resource base and that
interventions to achieve progress should not compromise the ability of future generations to meet
their needs (Jacob, 1994). Some of the milestones over the last decades for sustainable
development are The United Nations Conference on Human Development (1972), The
Brundtland Report (1987), and the Rio Summit (1992) are but a few of the important landmarks
before the Johannesburg Summit of 2002 (Khan, 2006).

Furthermore, Sustainability is commonly described as comprised of three overlapping, mutually
dependent goals: a) live in a way that is environmentally sustainable or viable over the long term,
b) live in a way that is economically sustainable, maintaining living standards over the long term;

and c) live in a way that is socially sustainable, now and in the future (Dillard et al., 2008).

As for the beginning usage of the word sustainability, Jaques (2020), reflects that humans have
caused large-scale changes to critical ecological life support systems while also experiencing
profound social and demographic changes, especially in the last 200 years, this changes after
World War II came with longer life spans, growth in the development of the world's economy
due to industrialization, and an improved quality of life for many people. It is this uncontrolled
growth that has caused severe contradictions in human sustainability. Benn (2021) agrees with
this point about the harsher choices of how we all should live since World War II, even
suggesting that the series of catastrophic events, including massive wildfires and the COVID-19
pandemic, are clear indications that the environmental change and societal instability have direct

implications for the wellbeing in general.

It can be reassured that “sustainability” is, first and foremost, used as a corrective, a
counterbalance, and directly tied to climate change (Caradonna, 2022). Moreover, the direct

relationship between unsustainable economic activity and ecological destruction has been made
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clear. (Benn et al., 2021). Sustainability as a social movement is a global environmental
(ecosystem) movement which, depending on how one identifies it, finds its contemporary roots
in books such as Meadow et al.’s The Limits to Growth, published in 1972, and Rachel Carson’s
earlier work, Silent Spring or as a subsequent UN ecology initiative. The issue of sustainability is
a global matter, therefore, the term ‘sustainability’ remains focused on ecological concerns

(Sheehy & Farneti, 2021).

The second term, “Sustainable development” has become one of the most popular topics for both
politicians and economists in recent years, and their analysis suggests that while there exist many
chances to mitigate resource depletion and environmental harm by substitution of manufactured
capital, economic production is still a work process that uses energy to transform materials into
goods and services (Malovics et al., 2008). Due to subsequent environmental movements,
"sustainable development” started as a movement that morphed into the sustainability movement,
which began as an effort to raise global awareness of the problems and subsequently developed
into a global policy agenda. That agenda was captured and consolidated in the UN’s report “Our

Common Future” (Sheehy & Farneti, 2021).

Considering social and environmental challenges, in 2015, all the United Nations Member States
adopted the ‘2030 Agenda for Sustainable Development’, which embraces 17 Sustainable
Development Goals (SDGs) that call all countries to action as a global partnership to end
poverty, improve health and education, reduce inequality, and spur economic growth, while
mitigating climate change and preserving oceans and forests (United Nations, n.d.). These
top-level policy instruments aim for the UN, organizations and states to work towards goals
involved with development, furthermore, the SDGs have a global goal of changing how societies
organize and operate, including business, to save the planet from human destruction and to allow

the human species to survive (Sheehy & Farneti, 2021).

As stated before, companies use energy to transform materials into goods and services, therefore,
it is logical to point to business corporations as the main actors in the economy of transformation
of natural capital into man-made capital (Malovics et al., 2008). Furthermore, even Larry Fink,

CEO of Blackrock and a renowned asset manager, remarked in the Financial Times, that

10
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“sustainable investing will be a core component for how company and everyone invests”
(Koenigsmarck & Geissdoerfer, 2023). Sustainable development is global or international in
scope and comprehensive in terms of objective. It is a globally driven, top-down, public policy
initiative—as noted, markedly different from Corporate Social Responsibility’s bottom-up,

private, organisationally-driven origins (Sheehy & Farneti, 2021).

Lastly, the same European Commission has stated that CSR is the responsibility of enterprises
for their impact on society; ‘companies can become socially responsible by integrating social,
environmental, ethical, consumer and human rights concerns into their business strategy and
operations, following the law’(Sladkova et al., 2021). Therefore, it is relevant for companies to
focus on the implementation of strategies and corporate values to solve and be aligned with
sustainable development and stakeholders’ needs without compromising environmental and

social standards.

2.1.2.  Corporate Social Responsibility and Value Creation

Considering corporations to be the main actors in this economic and sustainable transformation,
there are different theories explaining the rationalities for adopting environmental strategies in
their management such as the neo-classical economic theory, which suggests a prospect of
win-wins when firms implement saving from resource efficiency or increase profit due to higher
sales by being a first-mover advantage in environmental technology innovation, or even when
having the possibility to influence policy making for their own preference; second approach of
institutional theory, were external social institutions including consumers, media, investors and
public opinion affects the implementation of certain strategies while seeking legitimacy and not
directly profit-related; and a third approach would be stakeholder theory, compromising the
company to act ethically or morally towards stakeholders which are not only external to the firm

(Sarasini & Jacob, 2007).

One critical difference between the terms CSR and sustainability that garners little attention is
that, unlike the broad term sustainability which can be applied to nearly every actor, activity, or

thing, CSR can only be applied to business organizations (Sheehy & Farneti, 2021). Other

11


https://www.zotero.org/google-docs/?HXyxjP

expressions and concepts linked to the approach of mixing these labels can be corporate
citizenship, business ethics, stakeholder engagement, stewardship, triple bottom line, and
creating shared value (Strand et al., 2015). For differentiation, CSR is about how businesses
align their values and behavior with the expectations and needs of stakeholders, e.g. customers,
investors, employees, suppliers, communities, regulators, and any special group of interest. On
top of that, CSR is the company’s commitment to be accountable for demands of economic,
social, and environmental impacts of their operations to maximize benefits and minimize
downsides, either for corporate philanthropy, Risk Management, or Value creation (Fontaine,
2013). This last approach to CSR is the perspective of Creating Shared Value (CSV), defined as
policies and operating practices of the company to enhance the competitiveness of a company
while simultaneously advancing the economic and social conditions in the communities in which
the company operates (Portes & Kramer, 2011). Nonetheless, it is not sufficient to make
businesses socially responsible, they also need to become ecologically responsible at a planetary
level (Dillard et al., 2008). Suggestions for companies under CSR and sustainable concepts are
narrow to be socially responsible, meaning that the company’s activities should benefit society,
and environmentally sustainable, meaning that the company’s activities should not harm the

environment (Fontaine, 2013).

A further theory that opposes the CSR focus on sustainability is the Sustainable Value Creation
theory (SVC). This SVC theory focuses on sustainability as central to everything the firm does,
as opposed to peripheral practices that can be marginalized in the CSR approach. The SVC
theory redefines how companies approach their operational functions. The theory expects firms
to create more value, incorporating commitments to meet the needs and demands of the
company's diverse stakeholder group, optimizing that value over a longer period of time than
those firms that either do not understand the strategic value of it, or ignore it altogether
(Chandler, 2021). This is one approach to sustainability and sustainable development that will be
reflected and have a resemblance with the current investment business model of the Nordic

private equity firms.

As mentioned before, the shift of philosophy, values, and goals for an internal core business

model intertwined with sustainable practices is what many companies and investors are looking
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for. Therefore, an important source of sustainable competitive advantage and a key leverage to
improve the sustainability performance of organizations is the capability to rapidly and
successfully move into new business models (Geissdoerfer et al., 2018). According to academia,
a business model is considered as the firm’s conjecture about who their customers are, what
those customers want, and how the firm can deliver value to these customers with a profit, in
which value creation comes as the complex part considering there are different business models
for different business contexts (Hakanen, 2021). Business models have to adapt to new trends,
suppliers, customers, and in general different stakeholders’ requirements, therefore, a
conceptualization and implementation of sustainable business models are needed. Sustainable
business model innovation can comprise the development of entirely new business models, the
diversification into additional business models, the acquisition of new business models, or the
transformation from one business model to another (Geissdoerfer et al., 2018). Geissdoerfer
(2018) enumerates some of these sustainable business models as circular business models, social

enterprises, bottom-of-the-pyramid solutions, and product-service systems.

The innovation of business models will be determinant in the assessment of private equity firms’
investment assessment. As the SVC theory states value creation is important as a strategy
advantage, and it also suggests three conscious shifts a management board must take: 1) shift
value creation from the periphery to the core of business, 2) shift from externally oriented
justification to an internally oriented justification, which seeks to have the main value within its
operational practice and not as reputational benefit; and 3)shift from short-term to long-term
decision-making, seeking trust-based relations with all stakeholders (Chandler, 2021). Moreover,
scientific research is increasingly showing that sustainable investing is profitable and investors
do not need to compromise on returns to promote sustainability. Thus, sustainable investing aims

not only for good returns but also for a better world (Silvola & Landau, 2021).

As for stakeholders, it is important to remark that investors are also redirecting their investments
towards more sustainable projects. The sustainable investing landscape is becoming more
complex, but we believe that sustainable investing remains an important driver of industry
change. We also see an increasingly diverse range of opportunities that investors with

sustainability goals can seek to take advantage of (Wu, 2024). Furthermore, responsible investors
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take ESG aspects into consideration in their investment decisions and assess the impacts of ESG

on returns (Silvola & Landau, 2021).

Sustainable finance has been mentioned and received increased attention in recent years,
nonetheless, there is still ambiguity in the understanding of this concept. Furthermore, the
meaning of sustainable finance is contingent on the configuration of actors that talk about and
practice it. However, the meaning of the concept of sustainable finance can be understood
through some frames: 1) Socially Responsible Investment (SRI), which emphasizes that the
financial sector should reflect on investors’ ethics, ii) risk and opportunities that highlight ESG

issues affecting financial risks and returns, iii) climate finance frame (Dimmelmeier, 2023).

Being the richest man in the cemetery doesn't matter to me...Going to bed at night
saying we've done something wonderful...that's what matters to me.

Steve Jobs- in Wall Street Journal 25 May 1993

Moreover, considering that sustainable finance reviews how finance interacts with economic,
social, and environmental issues, there are three functions of the financial system relevant to
sustainable finance such as the allocation of funding to its most productive use, assistance in
corporate governance, and strategic decision-making on trade-offs and facilitating trading

diversification and risk management (Schoenmaker, 2018).

There is no doubt that COVID-19 paralyzed the world economy, and a deep global recession was
inevitable, however, there are positive observations after the crisis such as the importance and
relevance of digital tools and a new mobility approach; the possibility of a government to
provide corporate sector with aids but imposing green conditions; and the possibility of EU and
member states to be providers of green or social funding taking advantage of the low-interest
rate, borrowing cheaply on capital markets and transferring money to market parties as loan or

equity (Busch et al., 2021).

Nonetheless, for transferring money to more ‘green’ markets, private equity firms must prepare

due diligence to understand business models, ESG strategies, and goals, for instance, social and
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environmental impacts, and also the ethics and values of the brand and companies they are
funding. Therefore, sustainable measurement tools must be applied for this ESG and
environmental development assessment. However, there exists a wide universe of measurement
tools and frameworks that companies can implement in their sustainable development

assessment.

2.1.3.  Sustainability Measurement

It is now essential for businesses to assess, measure, report, and disclose the sustainable
performance of their investments as part of their strategic management due to the growing
relevance of sustainability, corporate social responsibility (CSR), and responsible investment
approaches. Thus, the necessity of measurement and reporting of companies' performance
regarding environmental, social, and governance concepts leads to the creation of even more
complex tools to prove the company’s impact in terms of sustainability (Tenuta & Cambrea,
2022). To evaluate sustainability and monitor impacts of the companies on social, natural
resources, and functionalities it is important to have objective information for performing

sustainability assessment methodologies (Koenigsmarck & Geissdoerfer, 2023).

Information for sustainability assessment can apply a tool framework that is categorized into
three approaches: 1) indicators and indices, 2) product-related assessment tools, which focus on a
life cycle perspective, and 3) integrated assessment, which tools focus on policy change and
project implementation (Ness et al., 2007). Regarding different assessment tools, quantitative
measurements, such as indicators, are supposed to be more effectively communicated
(Koenigsmarck & Geissdoerfer, 2023). However, it happens that ESG ratings and indexes can
obtain different results because each rating agency has its own methodology, therefore, the
heterogeneity of measurement approaches is linked to a still excessively high degree of

subjectivity (Serzante & Khudozhnyk, 2023).

Furthermore, it should be considered that companies' operations and processes differ from one
industry to another, therefore, leading to the application of different methods. This application of
diverse methodologies suggests the absence of a standardized and integrated approach to

sustainability measurement, which may limit consistency and comparability (Serzante &
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Khudozhnyk, 2023). Either quantitative or qualitative approach of a sustainable assessment tool,
there is still the debate of what is considered sustainable versus unsustainable, or who gets to
make these determinations, “to be sustainable” has become a too vague definition and thus
susceptible to exploitation and “greenwashing” (Caradonna, 2022). A uniform framework for

sustainability measurement should then be developed to ensure standardization.

Some universal tools applied for sustainable development performance are the materiality
assessment matrix, measuring carbon footprint, SDG mapping, life cycle assessment (LCA) or
circularity assessment. The materiality assessment framework can use established frameworks
such as the Global Reporting Initiative (GRI) or even the Sustainable Development Goals
(SDGs) as a base for the roadmap (Hoet, 2020).

As mentioned in the previous section, due to social and environmental challenges, in 2015, UN
Member States adopted the ‘2030 Agenda for Sustainable Development’, which embraces 17
Sustainable Development Goals (SDGs) that call all countries to action as a global partnership to
end poverty, improve health and education, reduce inequality, and spur economic growth, while
mitigating climate change and preserving oceans and forests (United Nations, n.d.). A recent
report of more than 450 sustainability experts representing multiple countries, professions, and
interests indicates that the goals related to climate change, sustainable consumption and
production, life on land, and life below water are several, however, the assessment shows their
performance indicators with the least amount of progress (Starik & Kanashiro, 2020). Firms can
implement these goals, which ultimately serve as a guide for the long-term integration of
environmental, social, and economic dimensions to contribute to sustainable practices, at

different levels (Foroudi et al., 2023).

On the other hand, measuring carbon footprint can be performed using the Greenhouse Gas
(GHG) Protocol, which sets guidance on carbon accounting with emissions categorized by Scope
1 direct emissions from facilities and owned assets, Scope 2 indirect emissions from utility
consumption and energy purchases and Scope 3 other indirect emissions from customers,

employees and suppliers (Brightest, n.d). Regarding the SDG mapping, this tool was produced
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by the United Nations Environment Programme as part of a holistic impact analysis, which

includes goal setting, SDG targets and indicators, and the impact radar.

Furthermore, another assessment tool is the life cycle assessment (LCA), which has a
quantitative nature, meaning that it can be used to compare environmental impacts of different
processes and product systems; their results are calculated by (1) mapping all emissions and
resource uses and, if possible, the geographical locations of these, and (2) use factors derived
from mathematical cause/effect models to calculate potential impacts on the environment from
these emissions and resource uses (Bjorn et al., 2018). Finally, circularity assessment
encompasses the environmental, economic as well as social dimensions and the three dimensions
are interdependent at the systemic levels and its circularity indicators can be categorized into:
quantitative indicators: represented by numerical values that can be used for mathematical
calculations and statistical analysis; qualitative indicators: descriptive in nature without any
quantification and semi-quantitative indicators: a qualitative scale that is based on quantitative

data (Patil et al., 2023).

Once companies assess and measure their impacts on sustainable development, it should be
compared to the policies and frameworks established by regulators and in this case the EU
Commission or local regulator entities to benchmark and compare if their business practices fit
under what is established to be ‘sustainable accepted'. Considering the active pace at which
sustainable development is gaining importance, and the complexity of current business models,
the regulations are becoming more strict regarding information disclosure and performance
measurement related to the sustainable development goals the EU is aiming to achieve,
furthermore, these regulations should be considered as a roadmap for which all companies

should align their investments towards sustainable economic activities.

2.2. EU Climate Goals and EU Green Deal

To address the Brundtland Report, governments have responded by embracing sustainable
development policy as a national policy framework and developed related goals (Sheehy &

Farneti, 2021). In 2019, the European Commission stated climate strategies and targets for the
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different phases to achieve net zero emissions and make the EU climate-neutral by 2050, such as
policy objectives to cut greenhouse emissions by at least 55% by 2030, climate targets to reduce
net emission by 90% by 2040 and long-term strategies for which the EU aims to be
climate-neutral with net-zero greenhouse gas emissions by 2050 (European Council, n.d.). The
EU Council (n.d.) defines climate neutrality as only emitting as much greenhouse gas into the
atmosphere as can be absorbed by nature, forests, oceans, and soil. Therefore, EU countries have
committed to achieving climate neutrality and delivering on the commitments under the Paris

Agreement.

The set of initiatives that will allow EU policies to achieve those 2050 goals is adopted as the
European Green Deal. This package of proposals covers interlinked topics such as climate,
environment, energy, transport, industry, agriculture, and sustainable finance (European Council,
2023). To translate the climate ambitions of the Green Deal into law, EU members establish the
need to create and update EU legislation, therefore, the package of proposals to revise and amend
existing EU legislation has been named the 'Fit for 55’(European Council, 2024). On this hand,
European political ambitions for climate neutrality by 2050 are already legal obligations for the
27 member countries of the EU. Moreover, the European Commission’s Sustainable Finance
Action Plan considers that the financial sector must play a key role in this green transition by

bringing together supply and demand for green capital (Busch et al., 2021).

Entering into new markets, or managing existing cross-border operations, can pose many
challenges for businesses, therefore, we acknowledge the complexity of global business (TMF
Group, n.d.) This globalization and business complexity have increased the need for the
assessment of sustainability in all business operations and investing activities (Silvola & Landau,
2021). Some initiatives related to sustainable finance require the examination of sustainable
considerations in financial policy: 1) Disclosure frameworks for corporate sustainability
reporting, benchmark methodologies more transparent when it comes to ESG and low-carbon,
and better communication sustainability information to investors, setting the Corporate
Sustainability Reporting Directive (CSRD) and the Sustainable finance Disclosure Regulation
(SFDR), ii) Tools and standards such as EU taxonomy for sustainable activities, green bond

standards and ESG rating activities standards, and iii) setting up an International platform on
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sustainable finance with the aim of increasing the amount of private capital being invested in

sustainable investments (European Commission, n.d).

2.2.1.  EU Taxonomy, SFDR, and CSRD

One of the current EU’s sustainable finance framework and important market transparency tools
is the EU taxonomy classification, which aims to redirect investments to the economic activities
that are most needed for the transition and alignment with European Green Deal objectives

(European Commission, n.d.).

As mentioned previously, there is not yet a universal definition for ‘sustainability’ or
‘sustainable’, therefore the European Commission pursues the creation of a common
classification system for sustainable economic activities. This EU taxonomy framework aims to
achieve a common language and singular definition of ‘the sustainable’ category, which will
help the EU scale up sustainable investment (European Commission, n.d.). This Taxonomy
regulation entered into application in July 2020, establishing the four conditions an economic
activity has to meet to qualify as ‘environmentally sustainable’. For the European Commission
(n.d.), environmentally sustainable economic activities are the ones that contribute to at least one
of the six EU climate and environmental objectives, do not harm any of the objectives, meet
minimum safeguards, and comply with technical screening criteria. The six environmental
objectives of the Taxonomy are (1) climate change mitigation, (2) climate change adaptation, (3)
sustainable use and protection of water and marine resources, (4) transition to a circular
economy, (5) pollution prevention and control, and (6) protection and restoration of biodiversity

and ecosystems (Doyle, 2021).

According to the European Council, the EU taxonomy is supposed to help investors by creating a
framework of reference, guiding funding towards sustainable solutions, mitigating greenwashing
practices, and accelerating financing of sustainable projects needed for the transition to a
zero-carbon future (Appendix 1). Furthermore, such harmonization is expected to facilitate
economic operators in their practice of raising funding across borders for their environmentally
sustainable activities, as they could be compared against uniform criteria in order to be selected

as underlying assets for investments within the EU(Gortsos, 2021). Additionally, companies
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obliged to report annual reports according to the Corporate Sustainability Reporting Directive
(CSRD) should also report to what extent their operations are covered by the EU Taxonomy;
companies not obligated can decide to disclose on a voluntary basis. This disclosure framework
intends to alleviate the burden on investors' own due diligence with regard to ‘sustainable’

products and address concerns of “greenwashing”(Gortsos, 2021).

As suggested (Dusik & Bond, 2022), the basic criteria for determining whether the activity
substantially contributes to the above environmental policy objectives are defined in Articles
10-15 of the Taxonomy, and Article 17 stipulates that an activity cannot be treated as sustainable
if it would impede the other environmental objectives from being achieved. Nonetheless,
considerations taken upon the EU Taxonomy, are related to 1) its specific technical detail which
assesses the environmental impact of economic activity and the fast-changing nature of science
and technology which should be regularly adapted; ii) its capacity to contribute across sectors,
ensuring that relevant economic activities are treated equally if they can also contribute to one or
more environmental objectives; and iii) regulation must provide sufficient legal clarity and
practicability; and iv) it should prioritize the establishment of technical screening criteria for

economic activities (Gortsos, 2021).

Furthermore, following and aligning into using the EU Taxonomy classification system for
sustainable investments, companies, and therefore, private equity firms are also obliged to
disclose information about those activities and investments, through the transparency framework
of the Sustainable Finance Disclosure Regulation (SFDR). The disclosure of financial markets to
disclose sustainability information helps investors who are seeking to fund companies and
projects supporting sustainability objectives to be informed of their investment choice. Also, the
SFDR allows those investors to assess properly how sustainability risks are integrated with the
investment. The SFDR aims to contribute to one of the EU’s big political objectives: attracting

private funding to help Europe make the shift to a net-zero economy (European Commission,

n.d.).

The SFDR challenge for companies and private equity firms supposed asset managers to classify

their funds as either in articles 6, 8, or 9, referred to as non-sustainable, light green, and dark
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green funds, depending on their features and level of sustainability, considering that each of them
has a different environmental or social coverage of sustainable investments.

Finally, the EU Commission is also requiring, from the financial year 2024, all large companies
and all listed companies to disclose information on what they see as the risks and opportunities
arising from social and environmental issues, and on the impact of their activities on people and
the environment. This regulation is issued aiming to help investors, civil society organizations,
consumers, and other stakeholders to evaluate the sustainability performance of companies, as

part of the European Green Deal (European Commission, n.d).

2.3. Private Equity

In this section, we aim to provide an overview of private equity practices in the Nordic region.
The research covers its historical development, operational aspects, and the growing emphasis on
sustainability by the private equity industry. First, we will explore the history and defining
characteristics of private equity. Then we will examine the Nordic model, focusing on the
cultural values and behaviors common in the Nordic region. Finally, we will connect these
elements to explain why Nordic private equity firms are contributing to social value creation and

transitioning towards sustainable investment.
2.3.1. The Rise Of Private Equity

The international financial market can distinguished two types of markets, a public and a private
one. Companies within the public markets sell shares to the general population, who can then
buy, sell, or trade them on a stock exchange, whereas companies within the private markets give
professional investors equity in exchange for funding (Malinova, 2024). Private equity (PE) and
venture capital (VC) are two major subsets of this financial landscape of private markets,
however, for this research, we have focused on the evolution and features of private equity firms.
The start of private equity dates back to the early days of capitalism, in the 18th and 19th
centuries, large businesses in the United States began to raise capital by selling shares to wealthy

individuals (Fastercapital, 2024). Until the 1980s the private equity market was rather a

21


https://www.zotero.org/google-docs/?RFtzvg

phenomenon from Canadian, American, and British players. Later on, Nordic countries saw the
rise of private equity firms in the late 1980s and early 1990s, initially focusing on domestic
investments. Between 1996 and 2000, foreign firms entered the Nordic market attracted by
high-tech industry prospects, leading to both success and failure. The mid-2000s triggered
changes in investor protection and tax policies, particularly in Denmark, due to concerns over
high leverage and interest expenses. Despite challenges and regulatory adjustments, private
equity continued to evolve in the Nordic countries, with firms gradually expanding their focus
beyond domestic borders in the Nordic to explore international investment opportunities, uniting

with the global market of private equity (Spliid, 2013).

Private Equity is a collective term for a fund that invests in both private and listed companies and
operates on behalf of accredited investors and institutions (Formue, 2023). Some features that
characterize private equity firms in comparison with venture capital ones in the private market
include: 1) types of companies they invest in, ii) levels of capital invested, iii) amount of equity
they obtain through their investments and iv) level of involvement in the invested company’s

lifecycle.

A private equity fund is normally managed by a general partner who makes all management
decisions and holds around 1-3% of the fund's capital. Additionally, the general partner also
earns a management fee often set to %, typically around 2% of fund assets, and is often entitled
to 20% of the profits from the fund (Chen, 2022). Private equity firms may acquire the whole
company or invest in buyouts as a part of a consortium, however, the norm for private equity
companies is that typically private equity firms do not own stakes in companies that remain
listed on a stock exchange. The private equity firms mainly focus on mature and stable
companies where they see the potential to increase the value alternatively to extract value before
exiting the investment, for which they usually own and manage within 5 or 6 years (Chen, 2022).
Furthermore, private equity firms, are decentralized, lean financials that raise capital primarily
from institutional investors (pension funds, insurance corporations, and endowments), aggregate
it in funds with a fixed lifespan, use those funds to buy companies, and try to increase the value

of the acquired companies during the holding period (Krysta et al., 2022).
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Regarding investment strategies of private equity firms, they can apply either growth, buyouts or
carve-outs strategies. Growth equity is when private equity firms invest in companies that have
just left the startup phase. Distressed investing means locating companies with financial
problems and thus difficulties in operating the business to its full potential. Secondary buyouts
are when a private equity company sells to another private equity company. Another popular
strategy is Carve-outs which involves the purchase of corporate subsidiaries or units. Even if
private equity firms have different specialties and strategies, they all have a plan on how to
maximize the value of the investment before they acquire the company. This can, for example,
mean restructuring and cost cutting, or that the private equity firm sees improvement
opportunities in areas that previous leadership lacked, such as strategy, new technology, or
expanding into additional markets. It also varies whether the private equity firms choose to use
their own managers to implement operational changes or whether they choose to retain prior

managers to execute the new plan (Chen, 2022).

Regarding the benefits of private equity investments, some of them can be mentioned as access
to capital, expertise and strategic guidance, long-term focus, network and access to resources,
alignment of interests and exit opportunities (FasterCapital, 2024). Now that specific features of
private equity firms have been stated, it is relevant to mention that these features are the ones that
will give them strategic advantages for implementing a sustainability agenda on their invested
companies, because their business model aims to create value by focusing on promising
companies with high impact that are perhaps poorly managed at the time of acquisition. Kaplan
and Stromberg agree that private equity firms realized early that they can no longer rely solely on
financial wizardry to prevail, therefore, to produce actual value in their investments and the
above-market returns their investors expect the firms must engage deeply in creating operational

value in their portfolio companies (Krysta et al., 2022).

As to how private equity firms create value, specific strategies are not publicly revealed or stated
in any research, nonetheless, different approaches for value creation can be found from other
research. Four distinctive strategies for approaching value creation are presented as “Infiltrator,”
“Consultant,” “Organizer” and “Investor”. The infiltrator approach looks to maximize power

over the portfolio company by placing its own employees in top leadership positions within the
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portfolio company; the Consultant approach limits its involvement to offering advice and
drawing from its own experience to support crucial projects; the Organizer approach coordinates
value creation on a fund level by sharing knowledge across portfolio firms but integrates little
with value creation professionals in any single portfolio firm; and Investor approach does not
have specific value creation teams and performs portfolio firm monitoring or value creation

activities out of the investment team (Krysta et al., 2022).

Although corporate governance has played an important role in the private equity industry from
the beginning, traditionally, environmental and societal issues have been overshadowed
previously, as the industry has prioritized returns without much consideration for the long-term
sustainability of portfolio companies or their societal impact. The industry has been slow to
recognize the importance of ESG for its future relevance and profitability; nonetheless, the
private equity industry is well-positioned to take the lead in sustainable investments, and the

industry can accelerate the implementation of ESG principles (Eccles et al., 2022).

Despite this initial traditional practice, there are three key forces that are pushing the
implementation of ESG in the industry: relevance of ESG for limited partners (LPs), an increase
of financial returns with ESG strategies and relevance in focusing attention to solving ESG needs
from society. As sustainability and ESG are becoming increasingly important for limited
partners, the largest asset owners, which include pension funds and sovereign wealth funds, have
recently become increasingly concerned about the effects of climate change and inequality. A
recent survey of private equity partners found that 90 percent of them consider ESG in their
investment decisions and 77 percent use it as a criterion when selecting general partners. The
second force driving ESG in the industry comes from the belief of LPs that having a focus on
ESG will lead to outperformance and a continuance into delivering historically high returns. The
third force is that portfolio companies increasingly see the importance of managing and focusing
on ESG issues due to an increased awareness of the importance of climate change, and social
expectations regarding diversity, justice, and inclusion for their stakeholders, but also increased

regulations regarding sustainability focus (Eccles et al., 2022).
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Regarding how private equity business models handle ESG issues and sustainable development,
their special qualities provide a number of benefits for investing in sustainability initiatives.
Private equity firms are able to support sustainable projects and businesses that require time to
develop and mature before yielding returns. Additionally, investors actively monitor the
development of improvement strategies, which include the performance of environmental, social,
and governance matters. Second, strong alignment between owners and managers is made
possible by private equity's long-term focus and control over the investment. This helps to drive
the intended impact, such as sustainable and financial impacts, while also providing and securing
funding and offering expertise and talent. Thirdly, when it comes to creating and resolving
complex social and environmental concerns, private equity businesses have a record of

innovation and problem-solving.

According to PwC’s first survey related to private equity firms, on their approach to
environmental, social and governance (ESG) topics, the risk management factor was their
foremost concern. The survey shows that ESG management can help create value. Around 70%
of the surveyed firms placed value creation among the top three drivers for their organization’s
ESG activities. The survey findings indicate that it is standard practice for private equity firms to
consider ESG factors when sourcing opportunities, carrying out due diligence, forming

post-acquisition plans and deciding on deal terms (PricewaterhouseCoopers, 2023).

Private equity firms are showing that profit and purpose can go hand in hand when embedded
into the business (Jais & Albert, 2022). Nordic private equity firms are also influenced by
cultural and behavioral business practices from their particular Nordic region, which some
researchers called the “ Nordic Model”. Therefore, to understand the particular business practices
and approach to sustainability from Nordic private equity firms we explain in further detail the

Nordic business model.

2.3.2. The Nordic Model and Sustainable Investments

Although the Nordic region only consists of about 3% of the European population, it is known

for its macroeconomic success. Often referred to as the "Nordic model" it focuses on economic
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and social policies that have led to transparency, economic stability, innovation,
entrepreneurship, equality, and general happiness (Stepstone Group, 2024). In addition to the
Nordic market showing success in innovation and entrepreneurship in several sectors, the
Nordics are also highlighted as sustainability's Silicon Valley, where the focus on ESG has
intensified sharply in recent years (Allvue Systems, 2023)

The Nordic countries are often regarded as forerunners who potentially lead the way in terms of
environment and climate in the region, and have strong unity among themselves. The Nordic
countries also rank consistently high in international sustainability indices and rankings. A
previous study also shows a strong connection between citizens' willingness to make financial
sacrifices to promote the environment in the Nordic countries (Reyes, 2021). It should not
surprise that Denmark, Finland, and Sweden have consistently secured the top three spots from
2015 to 2023, each rotating in and out of the top position within those years. Furthermore, the
broader Nordic region, including Iceland and Norway, consistently ranks high in the many

associated nation-level sustainability assessments (Strand, 2024).

When it comes to sustainability, the willingness in the Nordic countries to focus on sustainability
differs compared to other countries, creating incentives for private equity firms to invest in a
business portfolio that is considered sustainable (Reyes, 2021). Even if the private equity
industry in the Nordic countries and other parts of the world, e.g. America, which is a major
player in the industry, has similar models and approaches, there are differences, both when it
comes to the industry and when it comes to sustainability focus (Spliid, 2013; Reyes, 2021).
Besides, the Nordic “cooperative advantage” is described as the “general tendency for companies
in a Nordic context to implement a value creation strategy based on cooperating with their
stakeholders, that results in robust value creation for the companies and their stakeholders”.
Thus, a core reason for Nordic companies’ strong sustainability performances is that they show

the willingness and ability to cooperate with their stakeholders (Strand, 2024).
Considering that there is a noticeable concept of the ‘Nordic approach to sustainability’ in

business, the research focuses on the Nordic practices within the private equity industry of

Nordic countries. For instance, the comparatively strong sustainability performances of
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Nordic-based firms are rooted in strong stakeholder engagement and effective cooperation

(Strand, 2024).

The Nordic private equity industry holds a position that is globally recognized thanks to the
positive development and attractiveness that has existed within the industry for some time.
Despite macroeconomic challenges such as the pandemic and geopolitical tensions in the region
in the past years, the region has remained attractive in the PE industry (Stepstone Group, 2024).
Conditions regarding investor protection and investment laws are similar in the US and the
Nordic countries regarding laws and investor protection, it's as safe for PE firms to operate in the
Nordic countries as it is in the United States, and there is also just as much focus on the PE
industry in the Nordic countries as in the United States. However, regarding other parameters,
industry differences exist between the Nordic countries and the United States. Nordic managers
of private equity firms value loyalty and equality to a higher degree than financial rewards and
personal success, while the private equity industry in the US values financial rewards more than
in the Nordic countries. Furthermore, the M&A potential in the Nordics is also smaller than in
the market in the United States. Sweden is, however, an exception where the country is directly
comparable to the US. The other Nordic countries are far behind the United States when it comes
to M&A. Raising funds is also more complex in the Nordic region compared to the United
States. This is because there is greater access to domestic capital in the US, making it easier to
gather funds through local channels with lower risks. However, Nordic PE funds require
international investors for growth, which adds complexity to the process, factors such as

prevailing tax regulations, and other political risks (Spliid, 2013).

A survey collecting investment performance from 12,000 investments over the past 20 years
shows that Nordic buyouts consistently outperform European and North American counterparts
in terms of total return. This was not solely due to increased selectivity and risk appetite but was
a common outcome in various market segments, including large, medium, and small markets
within the region. The Nordic market also stands out for its local network and the opportunities it
creates through accelerated acquisition strategies and the availability to take part in exclusive

business strategies that the strong local network offers.
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But today, the world is facing economic challenges in the form of inflation, and higher interest
rates have put pressure on the private equity industry around the world and thus also on the
Nordic market. This has led to a lower volume of investment, where challenges have occurred
due to the interest rate situation but also the difficulties in valuing the objects correctly as a result
of the economic situation. The information from central banks that the interest rates will be at a
higher level than usual for a longer period of time is creating an economic slowdown, but despite
the absence of clear signs that a major improvement is approaching, there is clear optimism
within the market. With that, a short-term decline in activity should not mean a long-term
decline, over time the private equity market should continue to grow once investors regain the

investment appetite they had before the economic uncertainty (Fagerlund, et.al. 2023).

Nordic private equity firms, despite having a different sustainability approach, are business after
all. Their business purpose and strategy to obtain growth and high rates of return is achieved by
the standard practice of buying businesses and then, after steering them through a transition of
rapid performance improvement, selling them (Barber & Goold, 2007). For performance
improvement, the company’s operation monitoring can be done and measured differently. There
exists a mixture of financial and non-financial indicators embraced by business leaders who
regard them both as a valuable tool to measure and control their businesses (Simon et al., 2015).
For private equity investments, to successfully unlock growth and generate returns requires
careful analysis and monitoring of key performance indicators (KPIs), which are essential for
tracking progress, making informed decisions, and ultimately driving success (Grindler, 2024).
In the case of private equity firms, they are renowned for excellent financial controls and for a
relentless focus on enhancing the performance basics: revenue, operating margins, and cash flow
(Barber & Goold, 2007). Therefore, it can be stated that financial performance measurement is
fundamental for decision-making and that KPIs such as revenue growth, EBITDA margin, cash

flow, etc, are used to make better-informed decisions and to maximize returns.

Nonetheless, as private equity firms are beginning to develop operating skills of their own and
thus are now more likely to take an active role in the management (Barber & Goold, 2007),
non-financial indicators are also now relevant for their monitoring of investment performance

improvement. Some of these non-financial indicators that can be considered on their corporate,
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governance management, and ESG performance assessment are related to employee satisfaction,
customer and client satisfaction and retention, teamwork, and product and service quality. High
levels of these non-financial indicators can be considered as important as the financial ones and

are even crucial for the sustainability of the business (Simon et al., 2015).

As this Nordic model for business is oriented towards sustainable investing, Thus, in addition to
conventional financial data, their investment selections are predicated on ESG (environmental,
social, and governance) data that is critical for each company. Moreover, other researchers state
that sustainability aspects provide more comprehensive information about companies than
traditional financial statement analysis—particularly in terms of risks and opportunities and

companies’ impacts on the environment and society (Silvola & Landau, 2021).

Finally, we encountered that some authors have also proposed the integration of environmental
management, green supply chain, and corporate social responsibility practices throughout the
organizations’ performance-measurement systems, therefore it is relevant for the research to
identify if Nordic private equity firms agree with considering financial and nonfinancial

indicators and KPlIs as part of the performance management of their portfolios.
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3. Methodology

This section presents the methodological approach considered for this research, providing an
outlook on the data collection and analysis process. This section presents the research design
which is carried with a qualitative approach, as the research looks to emphasize an inductive
approach to the relationship between theory and research (Bell et al., 2022). This research
conducts a multiple case study so that a deeper understanding of the Nordic private equity firms’
adaptation process and compliance to new sustainable frameworks impact related to the practice
of sustainable investments. The research considers that the results of several cases, supported by
actual data obtained from interviews, are regarded as more solid and trustworthy. Furthermore,
the research cross-case analysis is explained in detail, as well as the research methods applied for
data collection through the interviews and the data analysis techniques. Finally, an explanation of

the validity and reliability of the thesis is discussed.

3.1. Research design

The objective of this research is to explore how Nordic private equity firms are implementing
and aligning with the new sustainable regulations and frameworks set by the European
Commission as part of their Action Plan to redirect investment and boost sustainable investments
within the EU. To achieve this objective we have decided on qualitative research, as we consider
that collecting and analyzing non-numerical data would bring major advantages to our research.
Qualitative research can be defined as a kind of inquiry that is naturalistic and deals with
non-numerical data, seeking to understand and explore rather than to explain and manipulate

variables (Nassaji, 2020).

Thus, the research aims to interpret the adoption process of EU Green Deal new frameworks and
regulations for Nordic private equities firms in order to determine the impact of the shift to more
sustainable investments and gather their insights. The interpretivism approach in research holds
that reality is constituted by human action and meaning-making, as it is concerned with
understanding human behavior and with the ‘how’ and why’ of social action (Bell et al., 2022).
We acknowledge that in this research the assessment to qualify an investment as sustainable

investment is influenced by each private equity firm’s interpretation of regulation and adoption
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of frameworks and tools, therefore we adopt the interpretivism approach to understand the

different compliance levels.

Furthermore, in qualitative research, data is collected through qualitative data collection tools
such as interviews, field notes, diaries, observations, etc (Nassaji, 2020). Therefore, to
understand how Nordic private equity firms have been adapting and complying with
sustainability frameworks and regulations to foster sustainable investments we have conducted
interviews and observations of the company’s assessment tools and perspectives. The purpose of
this qualitative research is to understand the particular situation of Nordic private equity firms
applying the new EU regulations and frameworks for sustainable reporting and disclosure. By
understanding better the complexity of the situation, we should contribute to setting policy and
professional practice (Stake, 2010), which will facilitate later future updates and improvements

in regulations frameworks and possible further research.

The theoretical perspective of implementing new frameworks and regulations to achieve an
increase of investments for sustainable investment and what is understood as sustainable
involves complex interpretations as there are many assessment tools to measure sustainability.
Thus, good qualitative research greatly involves the thinking of others as data and interpretation
and relies partly on the experience of others, so qualitative researchers look for ways of gathering
the experiences of others (Stake, 2010). The literature review presents opportunities to research
interpretations of Nordic private equities regarding sustainability, their adoption of mandatory

regulations, and frameworks to disclose their investment features.

As the research focuses on different private equities firms, the study applies a cross-sectional
research design which aims to collect data on more than one case, and at a single point in time
(Bell et al., 2022). Choosing more than one case study will enhance the analysis of variations
between private equity firms to understand the level of adoption and difficulties encountered in
their process of compliance with new regulations and frameworks. Studies shows that a
significant advantage of multiple case research is that researchers can compare their findings,

also because asystematic comparison using a cross-case analysis reveals similarities and
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differences and how they affect conclusions; therefore, the results are more convincing,

trustworthy, and robust (Hunziker & Blankenagel, 2024).

3.2. Data Collection

As mentioned previously, this research analyzes the application of sustainability frameworks,
regulations, and measurement tools of Nordic private equity firms; therefore, we are not
restricted to only one case, but on the contrary, gathering data from a wider sample. For this
reason, a cross-case analysis is suitable for comparing and contrasting multiple firms allowing us
to explore deeply into specific applications of each firm and obtain more insights as well.
Cross-case design enhances general applicability and facilitates us to identify the best practices
of sustainability compliance while comparing and contrasting identified patterns. For the
research, we were able to perform interviews with five private equity firms from the Nordic

region.

Regarding the sampling of this qualitative research, we chose a purposive sampling method, a
non-probability sampling which does not seek to sample research participants on a random basis
(Bell et al., 2022). We have consciously directed our sample to participants that meet our criteria
and objective research, such as partners, sustainable managers or investment directors or
managers of private equity firms from Nordic countries which are considered to be a frontrunner
and obtained high ranking regarding focus on sustainability policies and practices. In this study,
the sample was limited to the selection of private equity firms of the Nordic countries: Sweden,
Denmark, Norway, and Finland, due to their broader firm availability to be reached. Thus, the
sample considers private equity firms that hold their headquarters offices in the above-mentioned
Nordic countries and have within their funding operations more than 80% of their portfolio
companies focused on sustainable-driven development. The selection regarding their adaptation
to the EU's sustainability regulations and framework for sustainable investments is carried out
carefully to obtain a representative and informative view of the sector's development and

challenges in the industry and region.

Our process for selecting suitable companies involved several steps where we established several

criteria. In addition to having a good mix of companies operating in the selected countries, we
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also prioritized companies based on their size and experience in the sector. We identified
companies that clearly demonstrated that they integrated sustainability investments as part of
their operations, as well as those that actively chose not to communicate their integration of
sustainability investments in their strategy. Furthermore, we also identified potential companies
through industry reports, databases, and available literature on the internet to map which

companies were most relevant to the topic.

After potential companies were identified, we initiated contact through email conversations to
explore their interest in participating in an interview. At this stage it was important to ensure that
we had an even distribution between the countries, but also that there was a variation in size and
experience in the industry. We strove not only to interview well-established companies with long
experience in the industry but also to avoid only interviewing companies that had a clearly stated
public sustainability strategy with the aim of obtaining a wider collection of information within
the sector. The selection aims to offer a relatively diverse and informative picture of how
different companies in the sector are adapting to the EU's sustainability regulations and
frameworks, as well as being able to showcase detailed and comprehensive information about the

sector's strategies, progress, and challenges.

3.2.1.Primary source: Semi-structured interviews

The primary source in this work is semi-structured interviews because the subject matter lends
itself to a deeper exploration of the interviewee’s perspective. Qualitative interviews are open to
ambiguities are based on human interaction, and offer a diverse picture of the world of
experiences (Rennstam & Wisterfors, 2018). This approach allows for flexibility in structuring
the interview, departing significantly from any predetermined schedule or guide. It enables the
opportunity to ask follow-up questions and explore new topics that become relevant during the
interview. As a result, semi-structured interviews tend to be responsive and flexible in the
direction they take, allowing interviewers to adjust based on significant issues that arise during
the interview. Also, since this work started with a clear focus on investigating several private
equity firms, it was advantageous to use semi-structured interviews, so that the specific topic

could be treated with a great focus (Bell et al., 2022).
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Regarding the creation of the interview guide, it should be less specific compared to a structured
interview, which lays the foundation for a guide that contains a brief list of areas and memory
prompts to be covered in the interview (Bell et al., 2022). With the help of communication with
colleagues and friends as well as a review of literature and asking internal questions such as
"What do we need to know to answer each research question we are interested in?" helped us
form a solid interview guide. It was important for us to design the interview guide in a way that
enables the interview to flow reasonably well, ask questions that can provide answers to research
questions, use language that is relevant to the people being interviewed but also avoid asking

leading questions.

Furthermore, before the interviews, we made sure that we had the majority of practical details
with the aim of creating a comfortable environment and situation, both for us as interviewers and
for those who were interviewed. We made sure that the companies were anonymous, given that
some information can be sensitive, but also that the interview took place in a familiar situation
such as in their office, alternatively over a video call (Microsoft Teams). In addition, we used a
good digital audio recorder with the aim of transcribing our interviews, and primarily focusing
on the interview content. Thus having the interview recorded gave us the opportunity to go back
and analyze the interview afterward. This procedure is an important part of the analysis, where
you can ensure that the answers from the interview are accurately captured (Bell et al., 2022).
Prior to the interview, we also made sure to be well prepared, where we had, among other things,
read the companies' annual reports, sustainability reports, company website information, and
other external sources, with the aim of creating a solid foundation and avoiding questions that
might otherwise be considered be superficial and easily accessible via various reports. During the
interview there are several different types of questions that can be used in a qualitative interview,
Bell et al. (2022) suggest 9 different kinds of questions, such as introduction questions, probing
questions, follow-up questions, specifying questions, direct questions, indirect questions,

structuring questions, interpreting questions and silence.

For the semi-structured interview, we had a list of questions and specific topics that were

intended to be used as an interview guide, however, for the interviewees there was a large leeway
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in how these could be answered. As a consequence of this, there is the possibility that the
questions do not follow the exact line in the interview guide (Bell et al., 2022). Questions that
were not previously included in the interview guide but that were asked during the course of the
interview occurred when we picked up relevant information that was assigned during the
interview. However, in general, the interviews followed the interview guide, where the same
questions were asked and in similar wording between the different interviews (See Appendix 2).
For example, general questions were aimed at understanding their start and journey on
sustainable investment, whether they started recently or long ago and shifted their business
model. Furthermore, questions regarding their internal corporate structure to understand the
hierarchy and integration of sustainability trends in their team base aim to understand its
relevance within the operations and strategy of the firm. Moreover, questions related to how they
were affected by new sustainable regulations and reporting matters were also conducted. Thus,
last questions aimed to understand if improvements or changes to these regulations should be

made.

To ensure the quality of insights required and their suitability to address information for the
research questions, the interviewees were selected based on their job position and description of
their office location and approached by their institutional e-mail. The interviews were conducted
with a single representative of the private equity firm, who was mainly in positions such as
Partner, Investment Manager, or Sustainable Manager, with knowledge of the operation and
current sustainable regulations. The average range of interview length was approximately 45-90
minutes conducting the basic guide of questions but also extending to related questions that arose

at the outgoing of the interview which gave a further understanding of their perspectives.

Lastly, the interviews were carried out both on-site at the companies but also via video call
(Microsoft Teams), depending on availability and requests from the companies, as well as
considering the geographical distance to the firms. Furthermore, there are several advantages to
conducting the interview over video, as it tends to be more flexible and opens up the possibility
of last-minute changes, the convenience of being interviewed on video may also encourage more
to participate due to the simple nature of going online and joining online meetings. There are

also significant benefits of video interviewing in terms of time efficiency and financial savings
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that arise from removing face-to-face interviews (Bell et al., 2022). Information obtained from
the interviews will be presented in the empirical analysis section with the coding of

Company number_Interview, e.g. CI1.

Table 1: List of Interviewees, Position and Location

No. | Interviewee Position Location Type of Interview

1 Partner Sweden/ On-site Interview
Finland

2 Sustainability Manager Sweden Online Interview

3 Partner Denmark Online Interview

4 Head of ESG Denmark Online Interview

5 ESG and Impact Manager | Norway Online Interview

3.2.2. Primary source: Additional data

In our research, document analysis played an important role as a primary source of information,
enhancing data obtained from interviews. This approach aligns with the concept of triangulation,
as described by Bowen (2009) in his paper “Document Analysis as a Qualitative Research
Method”, where multiple sources of evidence are used to enhance credibility and reduce biases.
By incorporating document analysis alongside interviews, we aimed to cross-validate findings
and capture different views of our research subject. Additionally, our reliance on document
analysis resonates with the insights from Bowen (2009), emphasizing how documents can

uncover meaning and enrich understanding within the research context.

In addition to the interviews we mainly gathered information from the companies' websites and
public reports. This helped us supplement our primary data from interviews, but it also helped us
with the design of our questions for the interview, where we wanted to avoid asking questions
whose information was easily available online and thus ensure interviews with a high quality of

preparation.
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By reviewing the companies' own information channels, we were able to gain access to valuable
insights into their official stance and strategies, but also their stated goals and initiatives to
integrate sustainability aspects into their operations. This includes information regarding ESG,
SDGS, and similar. In addition to the companies' websites, we also reviewed their public reports
such as quarterly and annual reports, sustainability reports, and published newsletters. This gave
us a deeper understanding of the companies as they contain more detailed information compared
to the websites and gave us a more informative insight into their performance and results within
their stated goals regarding their sustainability investments and projects. The collected
information is also used as confirmatory or completed data from the interview. When we used
those sources, it was important for us to remember that information from company websites and
reports are the companies' own presentations of themselves and therefore may tend to show a
positive image. Despite this, we considered the sources to be a valuable information channel to
prepare for the interview and to be able to confirm information that was said during the
interview. Information obtained from the other resources, such as websites and reports will be
presented in the empirical analysis section with the coding of Company number Website, e.g.

Cciw.

3.3. Data Analysis

Bells (2022) states that the richness associated with qualitative data is valued, but it can also be
very difficult to find analytic pathways through this richness. As we managed an extensive
amount of empirical data resulting from conducting five semi-structured interviews, a grounded
theory framework was applied for the analysis of this qualitative data. We then proceeded to
transcribe all the interview recordings in text using Al tools. Information from company websites
and reports was also summarized using Al tools to be collected in document files for later

sorting.

Analyzing qualitative data for the research can be approached as the categorization of data into
themes by using the sorting-reducing-arguing framework (Rennstam and Wisterfor 2018). There
are different ways of sorting qualitative data such as identifying, highlighting, differentiating,

and listing which allows order and an overview (Rennstam & Waisterfors, 2018). In order to
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generate an index of terms to help us interpret data, we started sorting the qualitative obtained
data from the semi-structured interview transcripts using Nvivo software in which we
highlighted common concepts or nodes. We first created our thesis project in the Nvivo software
and uploaded all our interview transcripts as cases. Next step, we create codes for main words,

9% ¢¢ 2 ¢

which were repeated along all interviews, such as “sustainability”, “development”, “investment”,
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“measurement”, “EU regulation”, “reporting”, “taxonomy”, “business model”, “value creation”,
“assessment”, “greenwashing” and “future”. The final step was to create hierarchical codes for
the labeling of concepts and grouping of references toward our research questions and further

research.

Nodes are the route by which coding is undertaken, a collection of references about a specific
theme or area of interest (Bell et al., 2022). A preliminary reading of the transcripts allowed us to
break down the data into categories and later with a second read through the categories can be
reviewed and subcategories created. Coding tools were used to review transcripts and give labels
to parts that have potential theoretical significance (Bell et al., 2022). Coding is how you define
what the data you are analyzing is about, which involves identifying and recording one or more
passages of text that, in some sense, exemplify the same theoretical or descriptive idea. Usually,
several passages are identified and they are then linked with a name for that idea — the code

(Gibbs, 2018).

While sorting the data we encounter that is not possible to present all the elements and aspects
among and within categories, and it is only possible to refer to a small part of the collected
material when writing our research, therefore, we must carry out the process of reduction, a
categorical reduction, specifically (Rennstam & Wasterfors, 2018). Reduction of previously
obtained categories when sorting and coding were manually processed as our subjective
perspective linked them with research questions. The software Nvivo can assist in organizing
hierarchical and non-hierarchical nodes for a better look at the categories. After coding the
interviews, we had five categories or “codes” related to research questions, however, as we can
not use and present “everything”, we have decided to zoom in on some codes more and let others
remain at a granular level (Rennstam & Wisterfors, 2018). Finally, we reduced our categories to

three themes that were directly linked to our three research questions: R1) Private equity and
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sustainability trends, R2) Private equity and compliance with EU sustainability regulations and
frameworks, and R3) Private equity and sustainability strategies and measurement. The revision
of the references obtained for each main code in the Nvivo software helps us to sort and define
more coherent information for us to later formulate our research findings for each of our research

questions.

Nonetheless, creating order and deciding what to use and not use is not enough, because we also
need to contribute to the ongoing research (Rennstam & Wisterfors, 2018). For arguing, data
was reflected and processed to refine and interpret the relation between empirical findings and
the literature. Evidence was synthesized to support or identify alternative explanations to

research questions presenting different interpretations and approaches from different firms.

3.4. Validity and Reliability

For this research we recognize that qualitative research is also systematic, involving a careful
process of identifying the problem, collecting, analyzing, explaining, evaluating, and interpreting
the data. Thus, when doing qualitative research, it is essential to ensure its rigor and quality
(Nassaji, 2020). As suggested, assessing qualitative research, compared to a quantitative one,
requires different criteria of assessment such as credibility, transferability, dependability, and

confirmability (Bell et al., 2022).

To ensure the credibility and validity of this qualitative research, we apply triangulation
methodology for our cross-case analysis, using two data collection methods as sources, as
previously mentioned, such as semi-structured interviews and the review of the company
websites and reports to accomplish a more accurate understanding of their level of compliance
and implementation of EU sustainable frameworks. Nonetheless, regarding transferability, the
findings and interpretations of this research cannot be generalized as if it were a quantitative

research, but sufficient detail is provided to the research process.

Additionally, for dependability and reliability, we made efforts to document in detail all our

research processes, activities, or changes that occurred during the research. To ensure
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confirmability, the data coding and analysis have been described step by step as well as the

decisions made during the process.

Furthermore, regarding data collection, it is important to mention that confidentiality and
anonymity have been considered as measures for the interviews as the research aims to enhance
credibility and reduce anchoring biases for guide results. Also, it is crucial to adhere to ethical
considerations and prove that on one hand, the research meets the standard of ensuring reliability
and validity of findings, but also that anonymity ensures protection and privacy to interviewees

allowing them to provide key information for the research (Nii & Ogbewe, 2023).

3.5. Limitations

Our choice of research design does not come without limitations that should be taken into
account when reading this study. The research design is structured in a way where we have
limited the number of companies we have chosen to interview and thus the results in this study
do not represent all private equity companies in the Nordics. Furthermore, it can be argued that
the choice to conduct semi-structured interviews creates challenges to replicability since these
allow different interpretations and are also subjective (Bryman & Bell, 2011). Despite efforts to
ensure validity and reliability through triangulation, there may still be limitations to the accuracy

and consistency of the findings.
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4. Empirical Analysis

In this chapter, we present the empirical analysis from interviews and literature reflection. First,
we explain at which level private equity firms agree with considering sustainability as part of
their core business and sustainable investment practices as each firm has internalized
sustainability in different periods and motives; but also interpreted sustainable investment with
different comparison frameworks. Findings suggest business models have shifted to investments
considering social and environmental challenges as a key feature for being considered in their
portfolio. Secondly, we aim to identify the private equity firms’ interpretations of sustainable
investment through the application of measurement tools. Finally, we present how companies
have transitioned to compliance with new EU frameworks and regulations regarding sustainable
finances and investment transparency. For instance, the findings point out that complying with
sustainable regulations and standards on business investment classifications benefits

transparency and decision-making for the firm and even more for stakeholders.

It is relevant to mention that interpretations and compliance of sustainability and sustainability
measurement are unique per firm and influenced by the background and knowledge of their firm

members. The analysis interprets interviews conducted with five different private equity firms.

4.1. Private equity firms and sustainable trends

This subchapter presents interpretations of private equity firms related to sustainability trends
and their inclusion in their core business operations. The private equity firms showed a different
timing for adopting sustainable internal policies and sustainable investment approaches.
Interview questions related to this subchapter were such as “How is sustainability integrated into
their overall business strategy and investment decisions”, “What impacts has sustainability had

on private equity” or “How do they manage greenwashing and stakeholders expectations”.

During the analysis of our empirical material, we identified that the shift of the last few years
towards a sustainable trend is also present in the operations of private equity firms, as they
interpret this trend as the start of their firms or a shift in the operations strategies. Firms agree
that societal and environmental challenges have set the shift to sustainable investments: “(...) the

starting point was that there's these big challenges in society. They can be environmental, they
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can be social, things like, of course, climate change is an obvious one, so there is this philosophy
to invest in businesses that have a positive contribution to society” (CI1I). Also accepting their
participation in portfolio assessment: “We have mainly been able to finance these kind of
companies who do some really positive environmental impacts. (C41). Sustainable finance comes
as an option to fund businesses with a positive impact on society, and the mission of private
equity firms is influenced by this new philosophy and caring for society: “What is the purpose of

capital, actually? Why are we here? What should you use capital for? (CII).

So it can be noticed that the idea, philosophy, or perspectives that sustainability has indeed
influenced operations: “But I think that the movement towards a more holistic perspective of
what we're doing with our nature, I think is really good.” (C2I). The private equity firms
confirmed that new ways of doing business have been created with the sustainability approach:
“It aligns with an overall responsible way of conducting business alliance.” (C3I). Business
models have also changed with the inclusion of sustainability in their core operations, which are
the ones private equity firms are now more interested in: “Maybe also more confined, you know,
the business models that can create the return that, you know, professional investments are

requiring.” (C41)

Private equity firms consider that financial development is important, however, their impact on
society should be relevant for their portfolio investments: “working with a lot of companies and
who as he thought had great potential to both do good as a financial company but also do good
from an environmental perspective” (C2I). As mentioned before, sustainability should be
considered within the core business operations and not as an extensive consideration: “It has
changed. It has changed our look at companies. We are evaluating the diligence phase. We're
evaluating where they are, what are they doing, how much do they understand and how much do
they want to affect and work with ESG as part of their business, not as a satellite alongside their
business, but as building it into the company. And also evaluating their readiness to actually do
more.” (C3I). There is also the insight that ESG should no longer be considered just compliance
with regulation but a real strategic advantage for companies and for value creation: “/ would say
some companies, they think about ESG as something they have to do because of regulation. And

that is, of course, in the background of it all because CSRD is coming also to them. But the
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companies we are part of that succeed or see with specific ESG lifts in the company, they view it

as an advantage, a competitive advantage for them against their competitors.” (C31)

As for the continuance and boost of private equity firms funding sustainable investments, they
agree all stakeholders are shifting towards sustainable trends, new entrepreneurs, new innovators,
markets, suppliers, and customers: “We're going to do this and actually create very high return
because this is the stuff society needs. And we think the trends will be behind these businesses, it
will not be hard to find a lot of businesses out there that are actually aligned with these
agendas.” (CI1I) They also consider investors are more interested in funding sustainable
investments that contribute to the society needs: “if your business actually makes a positive
contribution to one or several of these challenges, then as a starting point, we're interested as an
investor (C1I); furthermore, even the LPs investors which request more information and
disclosure of sustainability performance: “The interest from investors on this kind of funds is
enormous, which is so positive, I think, as well. So there are a lot of positive things happening
around us. And I'm really hoping that we will be able to kind of change the mindset in the
world”. (C2I)

So private equity firms are a perfect option for institutional investors when seeking for-purpose
funding: “And a lot of investors, maybe as in our investors, again, the LPs are very interested in
having some kind of allocated funds into sustainability. So they're looking for private equity firms
that have this as a focus so that they can place their money in something that works for this
purpose.” (C51). On the other hand, private equity firms considered their operations to contribute
highly to the transition of sustainable development compared to other finance markets because of
their organizational features: “Yes, compared to the banks, definitely. Definitely. The banks are

not the owners and don't sit on the board and don't affect directly into things.” (C3I).

Furthermore, the firms agree positively with the awareness and assimilation of sustainability
trends in the business market and that EU regulators require the shift to the sustainable
development of companies: “It is part of what the politicians have agreed the way that the world
is going to develop. So I think it's an opportunity also to use it diligently and carefully to also

make better companies.” (C41I). For this reason, their operations towards sustainability have
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changed internal structure, corporate governance, and process assessment: “So we have an ESG
due diligence framework, so that means I'm a part of the investment committee(...), we kind of do
our ESG assessment in parallel with the financial due diligence, commercial due diligence, and
so on”. (C41). Positions of responsibility have been created internally in the private equity firms
in charge of sustainability: “During the last period, and after I've also started here, I'm the first
one who actually has the ESG and impact as my role title, right? So now it's definitely targeted.”
(C51)

Finally, their concern towards the boost of sustainability trends and green business models and
brands is also related to the management of greenwashing risks: “We definitely have to manage
greenwashing. And we have to guide our companies in this and make sure they don't step too far
in what they can do. They should rather do content than talk about it” (C31). The private equity
firms considered that there are loopholes and complexity in the way how companies report and
disclose their sustainability performance, exposing business operations not necessarily
sustainable for real, which is a challenge in their own portfolio assessment: “But the industry is
so immature, or this whole theme is so immature, that there's a lack of information, there's a lack
of transparency, there's a lack of good reporting. And we see some companies that maybe

over-market themselves in terms of what they do.” (C11)

In this subchapter, it is presented with clarity that there have been positive effects of
sustainability trends within the finance sector, specifically, for private equity firms. Not only do
they inspire a new philosophy of engaging with social expectations and requirements towards
social and environmental challenges, but also of how they do business and create business
models with social purpose. On the other hand, firms realize that all stakeholders, investors

included, are also demanding business with social purposes and at the same time transparency.

4.2. Private equity firms and sustainability strategy & measurement

This subchapter presents interpretations of private equity firms related to their understanding of
the application of sustainability measurement tools for assessing due diligence, and performance

development of their investments regarding ESG frameworks. As there are different
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measurement tools, private equity firms have implemented individual assessment criteria to
evaluate and determine the level of sustainability of their portfolio. For this subchapter, questions
related to “What is a sustainable investment”, “How to better measure sustainability impacts and
performance”, “what standards for measurement do they apply” or “Whether in-house or
external assessment is practice” intends to explain how measurement is applied by each firm.
Furthermore, due to compliance with sustainability reporting, and stakeholders' expectations, this
subchapter aims to explore the landscape of strategy and sustainability measurement in the
sector, identifying and analyzing our findings from interviews and company documents focusing

on strategy and sustainability measurement in investments.

During our analysis of our empirical material, the interpretation emerged that private equity's
sustainability strategy and measurement are not only superficial or temporary but integrated
throughout the entire investment process in several of the companies we have chosen to
interview. We identify a pattern that this integration of sustainability strategy and measurement
can be divided into 3 different phases, Entry, Ownership, and Exit, where processes in regards to
strategy and measurement are the same with slight variations depending on which investment

phase the companies are in.

Entry:

Integrating sustainability aspects within the investment processes seems to be a fundamental part
of the companies' strategy. where a comprehensive evaluation of risks and opportunities related
to sustainability starts with the identification of potential investments. Our collected data shows
that the companies use both external and internal frameworks, guidelines, and tools, such as the
external frameworks SDGS, EU-taxonomy, SFDR Article 9, and Principle for Responsible

Investment.

When it came to internal tools, obtaining detailed information on their structure proved to be
challenging across all the companies we interviewed, however, we were given access to overall
information regarding the internal tools, for example, company C2W used the environmental
impact assessment tool and due diligence guidelines tool, which measures and explores risks and

opportunities throughout the value chain, from raw material procurement to the end customer.
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Furthermore, several companies we interviewed also used external expertise during the due
diligence, for example, CSW used consultants during the due diligence process: “We use
consultants as well. So in the due diligence process, we have external consultants that do the
pre-work and then together with me, set the guidelines, and then we use that to develop a
separate ESG and impact strategy for each of the companies to invest in so that they have that
from the start.” (C51). The use and combination of internal and external expertise together with
frameworks and measurement is common practice among the majority of the companies we
interviewed. These measurement tools helped to identify current practices and the necessary
actions needed but also to confirm that companies have a positive environmental impact or a

potential to achieve one.

In addition, data from C1W shows that the initial phase of screening potential investments is one
of the most important phases where the potential investment needs to undergo a very thorough
evaluation where they want to evaluate whether the environmental benefits are consistent with
their investment criteria, similar to company C2W, C1W uses external frameworks such as the
EU taxonomy and SDGS as well as internal tools to measure and evaluate the criteria. As
articulated by C11I: “4 way to define that a bit more concisely from the beginning was we took
the UN SDGs, the Sustainable Development Goals, and said that, well, each investment we do
needs to actually contribute to one or several of these, you know, and we need to be able to

articulate how and ultimately measure how that happens.”

However, not all companies followed the same approach to integrating sustainability strategy and
measurements into the entry phase of the investment process. While sustainability is an
important factor for the companies we interviewed, our research reveals variations in the
methods that are employed in regard to sustainability strategies and measurement in the entry
phase of the investment. This could be due to it being very costly and not applicable in the
industry the company invests in, for instance, C5W has chosen not to measure CO2 as it has little
to no impact on the potential investments' environmental footprint. Instead, the focus was on the
aspects with the greatest environmental impact: “So, but for a longer term, focusing more on

emissions is obviously what I would like us to do because it's one of the most important topics,
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but it's a difficult one to measure. But the scope for an avoided emissions perspective is kind of

our next step.” (C51)

Ownership

The data indicates that initially, the strategy and sustainability measurement primarily
concentrate on assessing and analyzing the potential of investments and how closely they align
with the values of private equity firms. However, once the investment process progresses, a new
phase emerges, marked by a slight adjustment in both strategy and the purpose of sustainability

measurement.

The companies we have chosen to interview are active owners who are engaged and looking
after their portfolio companies. This commitment shows itself through investments of time,
resources, and expertise. The private equity companies implement strict sustainability
requirements during acquisitions with the aim of ensuring that the portfolio companies follow the
private equity companies' values. For example, C2W implements a handbook at an early stage of
the investment that is used as a guide after C2W’s ownership guidelines are established along
with the strategic direction and vision developed together with the investor's board and
management. More specifically, this handbook contains key tools, frameworks, and
responsibilities for measuring sustainability progress. Not every company we interviewed used
handbooks as a part of the early stage of the ownership strategy, for example, C3I, focused on
setting goals: ““ After we've come aboard the company, we do a double materiality assessment
and setting goals and having them set goals for themselves”. Other companies chose during the
initial phase to focus on establishing a robust infrastructure, through, for example, ESG
parameters and measurement tools, but also a lot of focus on communicating and securing

sustainability assumptions to management and employees.

Based on our available data, it was also clear that throughout the ownership, the portfolio
companies receive practical guidance and support to maximize positive impact and to create
value while the portfolio companies contribute to the environment. In practice, this includes a
holistic strategy across the entire value chain where one assesses and addresses risks in

accordance with the SDGs but also implements performance monitoring and measurements.
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Where the performance monitoring measures central goals related to the impact of the
environment and other important goals for the business and the progress is followed up
continuously depending on the agreement, ranging from quarterly, monthly, or every two months

(CIW, C2W, C3W, C4W, C5W).

Exit

During the analysis of empirical material, we could see that the purpose of implementing
sustainability strategies and measurements early in the process was to lay a foundation for an
exit. By prioritizing the improvement of the value base of the portfolio companies using
sustainable methods and establishing sustainable infrastructure in accordance with frameworks
and regulations, they strove to create a more attractive position in their respective industries and
thus optimize the potential return upon exit. The collected data shows that the sustainability
strategy and measurement is also a central part of the exit phase, where, among other things, the

portfolio company's successes are evaluated through the ownership period and a sustainability

evaluation of potential buyers (CIW, C2W, C3W, C4W, C5W).

Before divestment, the private equity firms carry out a comprehensive evaluation of each
portfolio company's sustainability initiatives and progress. In practice, the comprehensive
evaluation could, for example, include tracking key figures related to sustainability development
with the aim of obtaining all progress during the ownership period. One of the companies we
interviewed highlighted that they integrated the results of the evaluation into the sales process in
the form of marketing material with the aim of highlighting the value of sustainable practices to
potential buyers (C2W). Furthermore, several of the companies evaluated the potential buyers
from a sustainability perspective to reduce any risks that could negatively affect stakeholders or
long-term returns for the companies' investors. This is to ensure that the portfolio companies that
are transferred to new owners continue to adhere to sustainability where they strive to drive

positive environmental and social effects.
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4.3. Private equity firms and compliance with EU Sustainability
Reporting and Disclosure

This subchapter will present interpretations and understanding of the compliance process of
private equity firms related to reporting and disclosure frameworks. As part of the EU’s Green
Deal, the purpose of sustainability reporting- with frameworks such as Corporate Sustainability
Reporting Directive (CSRD), EU Taxonomy, Sustainable Finance Disclosure Regulation
(SFDR), etc- is to raise the standard of companies sustainability information to the same
relevance as financial reporting, therefore, private equity sustainable reporting might encounter
difficulties, challenges of implementation and, possible inconsistencies of compliance to their
specific investments operations. Therefore, interview questions related to this subchapter focus
on “what compliance challenges in reporting and disclosure”, and “what opinion about EU

Taxonomy and SFDR application”.

As for reasons and support for new EU regulations regarding sustainability and reporting, private
equity firms agree that data quality and transparency are important for stakeholders review and
validation of their firms: “And it's anything from the strategy side of this stuff to the reporting
side. The reporting side is what people talk about quite a lot because it's just more concrete. It's
more tangible. It's easier to put a finger on kind of the concrete stuff. And it's also if you want to
report on this stuff, it's also very tangible.” (C1I) On the other hand, the private equity firms
stated that reporting compliance is also relevant for their strategy decision-making process and
performance assessment: “Without reporting, there won't be transparency. Without transparency,

you can't make good decisions.” (C2I)

Nonetheless, when private equity firms mentioned the diverse templates, reports, and
frameworks they must follow, some considered that a broad range of definitions and
interpretations of firms’ ESG are multiple, and there is no best framework yet: “ESG is very
broad. It's many things. And I don't think there's any perfect framework out there for defining
what ESG is, right?” (C11)

When private equity firms are consulted on which frameworks are the most accurate for

assessing and measuring their sustainability performance to be reported in their sustainability
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reports, they consider they cannot rely on just one, and that it is difficult to report everything
under the existing reporting frameworks: “Like what framework do you use? None of that is

perfect, if you start with the reporting frameworks, they're not perfect” (Cl1I).

Despite the existence of different frameworks for sustainability assessment and reporting, the
firms state that having EU regulation aiming to standardized reporting allows them to achieve
comparability within the industry: “But I think that the reporting is good from the sense that
things are comparable.” (C21) Additionally, EU reporting gives consistency in benchmarking
and decision-making for investors too: “And then that will drive some level of consistency,

right?” (Cl11)

Regarding the relevance of compliance with EU regulation and sustainability reporting and
disclosure framework, private equity firms also consider their investor’s approach, as it is
relevant for their strategies to obtain further funding. On one hand, reporting facilitates
decision-making and analysis of risk for investors and managing partners to decide in which
companies to allocate investments: “Back to this fundamental question about where should
capital go? Should we fund third industries and that kind of stuff? Yeah, well, maybe we should
fund the transition, right?”’(C11). On the other hand, private equity firms not only must comply
with EU regulations but also their own inventors reporting: “And also the investors demand, a
lot of the investors demand reporting to them and in their own templates.” (C2I). Furthermore,
private equity firms assure in their annual reports and websites that EU regulation and Taxonomy
are also relevant to their investment criteria assessment when deciding their investment portfolio:
“Early on in our evaluation process, we assess the contribution to emission reduction and
circular business models, using the EU Taxonomy and the Sustainable Development Goals

(SDGs). This is our way of ensuring that every investment is in line with our commitment to a

sustainable future.” (C2W)

When questioning about difficulties and challenges toward applying sustainability reporting and
disclosure, it is not clear for the firms which framework defines better the level of sustainability
of the private equity operations, as there are some investment topics or industries not covered:

“So even a framework like the SDGs, which is the one that is the most famous, probably is only
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partially useful and partially covers the topics, right? (CII). If the EU taxonomy framework is
considered when reporting the type of funds the private equity is engaged with, firms constantly
struggle with the classification of their fund’s investments and, therefore, are obliged to use other
international frameworks to classify and define their funding operations: “So looking at the
taxonomy, it covers those kind of main first big areas, but it doesn't really come down to these
kind of small companies that we look at and smart solutions. So we are, we have decided that we
need to develop, based on the taxonomy thinking, and we will continue to, we will not limit
ourselves to the taxonomy. We will, based on the same kind of idea of looking at both the impact,
they do no significant harm and follow regulations and international law, we will do that, but we
will broaden it from the taxonomy.” (C2I) Considering that the definition of sustainable
investment is also wide, private firms are following SFDR disclosures to define their
investments: “For funds investing under Article 9, it is important to understand what qualifies as
a ‘sustainable investment”. Firms navigate questions related to this assessment through a
succinct impact strategy and decision-relevant framework for evaluating impact throughout the

investment process.” (CIW).

It is important to mention that private equity understands the purpose of sustainability reporting,
as transparency allows to prove business models and cultural behavior of the firms: “So the
taxonomy and the whole green investment are more focused on the business model. The
taxonomy part will make it more clear which companies are actually having a green product.
And the disclosure regulation will make it clearer who is behaving well, as the disclosure
regulation is much broader and more about how you conduct your business when you make

something. So how do you treat your workers and all that.”(C4I)

Nonetheless, compliance with sustainability regulations is also linked to resources and financial
costs for private equity firms. The amount of information to disclose will require company
resources and cost allocation to comply with formal regulation, and this can be a challenge
depending on the size of the private equity firms: “I think many of our companies could fit under
the Article 9, but it requires a lot more documentation. So I guess that is one of the challenges
with the whole reporting focus and how the regulations are moving now that requires so much

documentation that it can be difficult to actually achieve this status.” (C51)
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Additionally, as expectations for being the first year of mandatory submission of financial

reporting under CSRD private equity consider there is space for improvement in the upcoming
years: “My expectation, though, is that the first version of this from companies won't be great.

But it will improve over time.” (C1I). Moreover, currently, the charge of reporting compliance is
considered to be overloading private equity responsibilities as there is not yet a standardized
reporting, but on the contrary more disclosures: “Obviously, it would have made our life easier if
there was one standardized form that could be like, this is what you report on for your ESG and
sustainability metrics. But now you have like the SFDR and now we're committed to the PRI and
the principles for responsible investing. And then we have some of our companies when they
reach a certain size, we will have to comply with the EU taxonomy and the CSRD reporting. And
there's so many different levels of this. Though, I guess it can be a bit, it requires a bit of time to

navigate in the landscape.” (C51)

Finally, private equity considers that sustainability responsibility should not be enclosed in just
reporting, but actually doing good: “When ['ve been talking to similar colleagues in the same
role as I have in other companies, they focus a lot on the data and the reporting. And I think
there is a risk that you focus more on the reporting and data than actually doing things. I think
that's the big risk. Because I think if you don't do anything, then there will be no change. You just

kind of measure, measure, measure. (C2I)

4.4. Summary of Findings
The analysis of our empirical data collected from semi-structured and a comparison of private
equity firms’s websites examined their interpretation of the trend of sustainable investment and
the compliance of sustainability reporting and disclosure mandatory for the industry in the

approach of Nordic countries.

Private equity businesses are progressively incorporating sustainability into their operations,
perceiving sustainable investments as chances to generate financial rewards and positive societal
consequences. Even though they have trouble navigating many reporting formats, they

understand the value of openness and compliance with EU laws, such as the EU Taxonomy and
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the Corporate Sustainability Reporting Directive (CSRD). For decision-making to be transparent

and beneficial to both the companies and their investors, compliance is deemed necessary.

Private equity firms integrate sustainability into their investment processes through a multi-phase
approach. When new investments are considered, they carry out in-depth analyses utilizing both
internal and external frameworks to see whether they meet sustainability standards. As part of
ownership, portfolio firms are actively engaged in implementing sustainability plans and metrics,
frequently through goal-setting exercises or guides. In order to demonstrate the value of portfolio
companies to prospective buyers, organizations assess their sustainability activities during the

exit.

Overall, private equity firms are adapting their strategies, measurement tools, and reporting
practices to meet evolving societal expectations and regulatory requirements. Through their
investments, they aim to retain financial viability while achieving positive social and

environmental consequences.
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5. Discussion

In this chapter, we reflect on the empirical findings, obtained from the interview process and
comparison of company annual reports and websites, and their link with the existing theory that
we referred to in our literature review chapter. First, we present a discussion of the
interpretations of the sustainability trends and their impact on the funding decision of sustainable
investments and the relevance of sustainable value creation and positive social impact on Nordic
private equity firms. The evaluation of an investment manager's portfolio must take into account
both ESG performance and risks. Second, we present the discussion of how private equity firms
deal with the lack of sustainability measurement standardization and their definition of what they
each refer to as sustainable investment. Nordic private equity firms assess sustainability
performance and portfolio investment decisions using a combination of financial and
non-financial metrics, with the SDGs performance indexes being the most commonly used.
Finally, we will discuss the challenges of sustainability reporting compliance with the new EU
regulations. Sustainability reporting and disclosures are seen as crucial guidelines in order to
attain consistency, transparency, and a useful strategic management tool for drawing capital to

their sustainable portfolio.

5.1. Private equity firm’s interpretation of sustainability, sustainable
development, and sustainable investment

As Sheehy and Farneti (2021) state, the terms “sustainability” and “sustainable development”
have become buzzwords and many consider both terms as synonyms, yet the two terms have
distinct meanings. While the term °‘sustainability’ is focused on ecological matters, the term
‘sustainable development’ is related to the sustainability movement which raises global
awareness of global problems set into a global policy agenda. The research proves that these two
terms are still being used as synonyms in the private equity sector. In our findings, private equity
firms interpreted the term sustainability as a replacement for sustainable development, when
trends, strategies, and goals are mentioned for their operations. Additionally, private equity firms
address sustainability as a big concept that includes and refers to development, ESG, impact,

reporting, and performance.
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On the other hand, Dillard (2008) suggested the common description of sustainability
overlapping goals 1) living environmentally sustainable or viable, 2) living economically
sustainable and 3) living socially sustainable, all of them considering the long-term approach.
Our research contributes to Dillard’s (2008) literature by proving that Nordic private equity firms
consider these sustainability goals as part of their definition of sustainable investment goals and
description of their business model focusing on environmental and social but at the same time on
the economic viability and purpose of their business. Ethics and corporate values of the firms are

also distinctive features of the Nordic private equity firms.

Additionally, Sheehy and Farneti (2021) also mentioned the differences between sustainable
development and corporate social responsibility (CSR), identifying ‘sustainable development’
with a global or worldwide scope, and its goals are all-encompassing. As mentioned, it is a
top-down, internationally-driven public policy program that differs significantly from the
bottom-up, private, organization-driven beginnings of corporate social responsibility. Our
findings align with Sheehy and Farneti (2021), where private equity firms interpret that CSR is
an organization-driven focus and that it is particular for each of the firms depending on their own
foundation of ideologies, values, and motivation. Moreover, private firms' interpretation of CSR
is aligned with European Commission statements that appoint enterprises to be responsible for
their own impact on society, considering environmental, ethical, consumer, and human rights
concerns in their business strategy and operations. Our findings demonstrate private equity firms
have adapted their own business models and strategic management decisions to attend and
engage in the social and environmental impact of their portfolio investments, and are more

selective when evaluating them.

According to Chandler’s (2021) Sustainable Value Creation theory, businesses should generate
more value by committing to satisfy the needs and demands of their wide range of stakeholders
and maximize that value over a long period of time. This is in contrast to businesses that either
completely ignore or fail to recognize the strategic importance of this value. The findings of the
research aligned and agreed with the concept of private equity firms’ long-term investment
management strategy and their business purpose, which are now focused on investing in leading

solutions to global challenges and committed to creating only positive impact in ESG matters
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towards society. Furthermore, the firms are focusing more intently on the investment impact of
sustainability rather than only considering it from a risk and return perspective, as investment
managers' assessment questions what the to-be acquired company's goal is and what other
outcomes or impacts they are producing besides financial returns. Thus, findings show that

Nordic private equity firms consider themselves “impact investors”.

As for what reasons or motivations will private equity firms shift their strategies and focus
toward sustainable investment, the debate was whether sustainable investment is indeed
profitable or just a philanthropic purpose. Silvola and Landau (2021) presented that there was
reasonable scientific research that proves sustainable investment to be profitable and that it aims
for good financial returns but also for a better world. Our findings aligned with this statements,
as private equity firms agreed that by choosing sustainable portfolios they will, in the long term,
obtain higher financial returns in different ways as managing and monitoring ESG performance
can reduce operational risks, loyalty towards partnerships with suppliers also with sustainable
development mindset, loyalty from customers for being responsible companies, and a high value
for exit strategies. On the other hand, private equity firms do not consider there is a paradigm in
their investment decisions, what to choose impact rather than return? They do not consider this a
problem and can assure their investors that they are investing in businesses that drive solutions to
existing problems with an existing market. Furthermore, private equities portfolio managers
suggest that the Nordic industry has enough innovation and technology to provide new business
prospects looking up to achieve sustainable development goals and impact positively, for

example, climate change initiatives.

Nonetheless, as Cardonna (2022) stated, the debate of what is considered “sustainable”, or who
gets to make these determinations is still open; and the concept "be sustainable" has come to be
overly ambiguous, making it open to abuse and "greenwashing”. Our findings align with this
preoccupation of private equity firms, as there is not a worldwide consensus and accepted
definition of what is “sustainable”, then many companies over-market themselves regarding their
operations. Furthermore, the industry can also be opportunistic and state large amounts of
investment into “ESG funds”, which rarely can be proven as there is no information of support

for these investments. Moreover, this greenwashing context can be compared to just marketing,
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considering that information disclosed to investments can be very simplistic, or companies just
stating their agendas but not doing so much for real. Finally, private equity firms agree that the
industry is yet immature regarding sustainable development information, as there is a lack of

transparency and lack of good reporting.

In conclusion, private equity firms' internal operations, business models, and investment
strategies have been influenced by sustainable development trends in the financial market.
Nonetheless, private equity firms consider the concept ‘sustainability’, indistinctly, as a broader
one containing concepts such as sustainable development, ESG, and CSR. Society’s
requirements towards corporations and business markets to be responsible and active participants
in achieving sustainable development, in the light of climate change and societal inequalities, has
changed the mindset of Nordic private equity firms, whose business model focuses on value
creation to solve those society problems and needs. Consideration of ESG risks and ESG
performance are key features for an investment manager’s portfolio assessment. Furthermore,
considering the big impact sustainable development has had on the industry, private equity firms
agreed on its complexity and the need for more transparency and reporting guidance for a better

industry operation.

5.2. Private equity firms deal with a lack of sustainability measurement
standardization for strategic management

As mentioned before, there is a huge development of more sophisticated instruments to
demonstrate the sustainability impact of the business. Thus, Koenigsmarck and Geissdoerfer
(2023) agree on the relevance of objective information for applying sustainability assessment
methodologies. Our empirical analysis shows that private equity firms in the Nordic region
actively demand and ensure transparent information to measure and evaluate the sustainability
performance of their investments through a complex combination of financial and non-financial

indicators that focus on sustainability aspects (CIW, C2W, C3W, C4W, C5W).

Simon et al. (2015) stated that these non-financial metrics hold equal significance to financial
metrics, and in fact, are essential for the long-term viability of the enterprise. Furthermore,

Silvola and Landau (2021) also concur that compared to typical financial statement analysis,
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sustainability aspects offer more thorough information about businesses, especially when it
comes to risks and possibilities as well as the effects that the organizations have on the
environment and society. Our findings prove that Nordic private equities also consider the
integration of both financial and non-financial metrics to reflect a broader understanding of the
value of sustainability and a quest for long-term sustainability within their investments. Thus,
firms acknowledge that there has been a shift from the previous imminent focus on financial
performance to a more holistic view of performance with a greater focus on sustainability
aspects. This was particularly clear when several of the private equity companies we interviewed
stated that their investments focus only on companies that have a proven sustainable
performance and impact, despite investment companies having positive financial prospects but
lacking the sustainable feature and possible future ability to meet sustainability requirements

were not be considered for their portfolio investment (CIW, C2W).

As for how to measure sustainable performance and impact, previous research may have
identified shortcomings in the measurement of sustainability performance within the sector
(Eccles et al., 2022), however, our research shows indications that private-equity companies in
the Nordics actively combine financial and non-financial indicators to assess sustainability
performance (CIW, C2W, C3W, C4W, C5W). Private equity firms agree the integration of both
financial and non-financial metrics provides a more complete picture of the value of
sustainability and helps the firm identify both opportunities and risks for their investment.
Nonetheless, as to which relevance or priority is given to each assessment methodology when
evaluating investment this has not been disclosed in interviews nor on their websites. However,
tools such as ESG indexes, SDG’s KPI performance, matrix assessment, carbon footprint, and
circularity are some of the frameworks they consider are the most used currently when assessing

sustainable performance (CIW, C2W, C3W, C4W, C5W).

Moreover, the theoretical basis regarding sustainability performance measurement together with
our empirical findings, provides an understanding of the companies' strategic priorities and
actions for decision-making investment, but it also shows several aspects that can be questioned
and need a more critical examination. It is worth reflecting on private equity firms' stated

commitment to sustainability. Although the theory and our empirical findings highlight the
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importance of creating societal value and the importance of implementing sustainable KPlIs,
there can be a potential tension between these goals and the company's main goal, to maximize
returns for its investors. In practice, it could be possible that certain sustainability measures are
only implemented when it is in line with achieving maximum profit, for example, only choosing
to implement sustainability KPIs that give the company a positive image, which can ultimately
lead to selective use of sustainability measures and measurements. Furthermore, while the theory
and our findings emphasize the importance of integrating sustainability throughout the
investment process, the reality may be more complex than what has been highlighted in the
theory and during our interviews. There is a possibility that companies may take actions to
maintain a positive image, while their actual business decisions are not aligned with
sustainability goals, which leads to a potential risk of "greenwashing". While some companies
may appear to be leading the sector in sustainability investment, there are also signs of a certain

lack of transparency within the sector regarding sustainability measurements and strategies.

Finally, the SDGs have proven to be a central framework for addressing global challenges and
promoting sustainable development (C1W, C2W, C3W, C4W, C5W). Our empirical findings
provided us with insight into how SDGs are implemented and integrated within the sector but
also raised questions about the effectiveness and sufficiency of SDGs within the private equity
sector. Firstly, private equity operates with specific business models, strategies, and incentives
that differ from other sectors, therefore a general framework such as the SDGs may be deficient
in providing specific guidelines that are sufficiently effective for private equity firms. Secondly,
the environmental challenges are a complex problem with several dimensions where the SDGs
offer a broad set of goals but lack the detail and industry-specific context required to address
specific ESG factors within the sector, which highlights a need to complement the SDG's with
tailored solutions that are relevant and useful within investment processes for private-equity

companies.

In conclusion, our findings suggest that Nordic private equity companies implement both
financial and non-financial measures to evaluate sustainability performance and decisions of
investment in the portfolio. Several of the companies interviewed prioritize sustainability to the

extent that in several cases they decline financially promising investments that lack the
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sustainability criteria. Furthermore, while the SDGs offer a guiding framework, they may lack
the specific guidance that would have been beneficial for the sector to continue to focus on
sustainability investments. Lastly, even though the sector's commitment to sustainability is great,
a certain transparency problem also remains, where it becomes difficult to make a nuanced
assessment of different parts within the sector, for example, detailed information on

measurement and strategy.

5.3. Private equity firms' sustainability reporting and disclosures
compliance challenges

As mentioned before, the complexity of business models and the inclusion of sustainable
development features into the business and financial market came across the need for more
information, more transparency, and more consensus so that sustainable investments can be
compared within the industry. Stake (2010) considers that by gaining a deeper comprehension of
the situation's complexity, we should be able to influence professional practice and policy. Our
finding aligns with this mindset as private equity firms stated that a consensus in the private
equity industry should be considered within firms to reduce greenwashing and really create value
for society. They mentioned that just reporting simple information about “green” or “sustainable”
investments is not enough for the industry if they really want to contribute to the major goal of

sustainable development.

In this context in which investment takes an important role in achieving sustainable goals, Wu
(2024) believes that despite the sustainable investing landscape becoming even more complex, it
remains an important driver of industry change. This statement connects with Busch et al

(2021) point of view in which the European Commission’s Sustainable Finance Action Plan aims
for the financial sector to play a key role in the green transition by providing capital. Our
findings suggest that private equity firms acknowledge their advantageous position toward
creating value and shifting investments to the most sustainable solutions, nonetheless, they argue
that policies need to be introduced by the EU so that there is more consistency in the industry
and fairness in the attraction of funding. Suggestions point to the EU as the most indicated

institution for standardized framework across the EU, considering that each country currently
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does not have an individual agenda related to sustainable investment and regulations, but is just
adhering to and following the EU. Also because private equity firms in these scopes operate
within Nordic countries and are expanding to other European countries, the complexity and
globalization of business should aim for a more wider approach instead of just national

operations.

Considering statements of Tenuta and Cambrea (2022), regarding the need to monitor and report
on how well businesses perform in relation to environmental, social, and governance principles
leading to the development of even more sophisticated instruments to demonstrate the
sustainability impact of the business, the finding indicates that private equity firms also
considered that there are different frameworks and measurements for the industry to follow and
determine level of “sustainability”, therefore more complex assessment criteria are develop
internally to measure level of sustainability of their investments. However, private equities

remarked this is not a suitable scenario if transparency and consistency are what is expected.

Following this point, the EU has established new frameworks in their pursuit of creating a road
map to identify sustainable investments and the considerations for reporting and disclosing
related information. The European Commission (n.d.) has set the EU taxonomy framework as a
common classification system for labeling sustainable economic activities with the purpose of
achieving a singular definition of “sustainable” investment. As for the debate whether this EU
Taxonomy has harmonized and facilitated private equity operations to fund more ‘“‘sustainable
investments”, our findings indicate that private equity firms consider their role as impact
investors and therefore there is relevant information they need to prove to stakeholders. For this
reason, private equity firms align with the decision of the EU Commission to introduce EU
Taxonomy and SFDR frameworks to standardize and allow precision and transparency in
supporting information that allows private equity firms to be labeled as ‘sustainable’ and

‘positive impact’ investors, in a more tangible way.
According to the European Council (n.d.), the EU taxonomy as a reference framework is

supposed to help investors guide funding towards sustainable solutions, mitigating greenwashing

practices, and accelerating financing of sustainable projects needed for the transition to a
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zero-carbon future. Nonetheless, private equity firms consider that this classification system
might not be enough for understanding sustainable investments and positive impact investments,
as it is in their initial launch they found the EU Taxonomy to not be covering as much as they
would like regarding types of economic activities and the six environmental objectives. Private
equity firms consider they are investing in companies that don't fit or are not included in the EU
Taxonomy classification, but they consider them as sustainable investments with positive
impacts on the environment. Therefore, considerations of further development of EU Taxonomy
are expected so that investors do not miss funding great business opportunities. Furthermore, our
findings assure Nordic private equity firms' investment decisions will continue to be based on
EU Taxonomy environmental objectives and mindset, but will not be limited to it. On the
contrary, they will broaden their taxonomy, stick with the mindset of not doing significant harm,

but also follow regulations and international law.

Finally, our findings regarding acceptance and compliance of EU regulation regarding
sustainable investments, private equity firms consider that current regulations related to
sustainability reporting, such as EU Taxonomy, SFDR, and CSRD, are indeed needed for more
transparency, enabling stakeholders and their own management to best decision-making and
achieving the redirection of investment attractiveness to sustainable investment. Nonetheless,
they don't consider any of these frameworks to be perfect and are still far from harmonizing the
reporting workload. Private equity firms also consider reporting costs and resource allocation for
the not yet harmonized information that is required for CSRD as one of the big challenges of
their operations, as the size of the acquired companies differs, reporting and disclosure or
sustainability issues are also different. Excess of documentation is counterproductive if private
equity firms aim to report and classify investments under a high-level fund, e.g. Article 9; thus,
causing difficulty in the reporting compliance and achievement of the best EU Taxonomy

category.

Finally, Tenuta and Cambrea (2022) stated that the need to monitor and report on how well
businesses perform in relation to environmental, social, and governance principles has led to the
development of ever more sophisticated instruments to demonstrate the sustainability impact of

the business. Our findings align with this statement, as private equity firms consider that for an
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accurate reporting measurement of their positive impact since the beginning of their investment,
there exist multiple complex measurement tools, that are not yet standardized or covered by the

EU regulations.

In conclusion, our findings reveal that there is a great acceptance of EU regulations towards
sustainability reporting and disclosures, considering them important frameworks that the industry
must follow to achieve transparency, consistency, and a relevant strategic management tool for
attracting investments to their sustainable portfolio. Nonetheless, the compliance has brought
difficulties to private equity operations, due to the early phase of development of the EU
Taxonomy, which does not necessarily cover all the types of investments they have in their
portfolio, but that are consistent with the mindset of not harming the environment and having a
positive impact while contributing with one of the six environmental objectives. Furthermore,
reporting cost is a struggle for private equity firms with investments in small companies trying to

comply with the high workload of documentation to be presented.
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6. Conclusion

For this qualitative research, we intended to understand the linkages of sustainability with
financial markets, specifically, private equity firms in Nordic countries the effect of sustainability
performance within the industry business models and operations, and the possible shift towards
sustainable investments. The knowledge and perspectives shared by our attendees are highly
appreciated. To demonstrate that we accomplished our objectives and addressed our research
questions, we address our research questions and discuss our theoretical and practical
implications. Lastly, we point out the limitations of our research, followed by a discussion of

prospects for additional research.

6.1. Research conclusion

The purpose of this study was to enhance the understanding of sustainable development trends'
impact on the business operations and strategies of Nordic Private Equity firms, furthermore, as
the compliance difficulties and challenges towards the new EU regulations regarding sustainable
reporting and disclosure, while finally exploring the effects of sustainable strategies within
performance measurement and investment decision of private equities. To achieve this, we

formulate and answer the following research questions:

e How do sustainable development trends impact the operations of the Nordic private
equity industry?

e How does sustainability measurement impact Nordic private equity firms' investment
decision-making?

e How does sustainability reporting impact Nordic private equity operations and what are

the challenges for compliance?

To answer the mentioned research questions, the research was conducted on a cross-case analysis
study, within five Nordic private equity firms with headquarters located in Sweden, Denmark,
Norway, and Finland. The information analysis and findings discussed in the previous sections of
this research led to other main findings resulting in the following conclusions regarding the

sustainable investment business model of the Nordic private equity firms.
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First, financial market trends related to sustainable development have an impact on the internal
operations, business structures, and investment strategies of private equity firms. However,
private equity firms view the term "sustainability" generally as a broader one that encompasses
terms like CSR, ESG, and sustainable development. In light of social inequalities and climate
change, society's demands for companies and business markets to act responsibly to achieve
sustainable development have influenced the perspectives of Nordic private equity firms, whose
business strategy focuses on creating value in order to address societal issues and demands. The
evaluation of an investment manager's portfolio must take into account both ESG performance
and risks. Likewise, private equity firms acknowledged that, given the significant impact that
sustainable development has had on the industry, greater transparency and reporting guidelines

are necessary to improve industry operations.

Secondly, findings indicate that Nordic private equity firms assess sustainability performance
using a combination of financial and non-financial metrics, placing a high priority on
sustainability performance as a key feature for considering financial sustainability. Nonetheless,
despite the industry's strong commitment to sustainability, there is still a problem with
transparency in reporting which methodology or framework the firms apply for sustainability
measurement in their strategy operation. Finally, the SDGs sustainable framework seems to be
the most used KPI performance index for referring to the sustainability level of a company,
however, other methodologies are also used by private equity firms, which shows that there is
not yet a measurement standard index for benchmarking or for them to consider a portfolio

investment more sustainable than other.

Thirdly, this research suggests that the EU's sustainability reporting and disclosure regulations
are widely accepted positively. These regulations are regarded as crucial frameworks that the
industry must adhere to in order to achieve transparency, consistency, and a useful strategic
management tool for luring investments into their sustainable portfolio. However, because the
EU Taxonomy is still in its early stages of development and may not cover all of the investments
in private equity firms' portfolios, compliance has proven challenging for their operations even
though these investments align with one of the six environmental objectives and have a positive

impact on the environment. Additionally, private equity firms that invest in small businesses find

65



it difficult to comply with the heavy burden of documentation that needs to be submitted when it

comes to reporting costs.

6.2. Theoretical Implications

Throughout a cross-case analysis, this research supports the understanding of sustainable
development trends towards the business model and operations of Nordic Private Equity firms
through a theoretical framework, discussion of the understanding of sustainability, sustainable
value creation, and the corresponding sustainability reporting required by EU regulations.

For this research, we present three theoretical implications. First, this thesis supports extended
research with qualitative or quantitative research to increase the understanding of how
sustainability factors influenced the performance of private equity firms' shift of business model
to sustainable investment portfolio. Second, this research found the expectations of stakeholders
and investors to access more transparent information regarding sustainable investments and their
performance for better investment decisions. Third, as this research was conducted and received
perspectives from different countries in the EU, the research reveals a consensus on the need for
standardization within the field of reporting and measurement performance framework and

regulation to allow international comparison of the sustainable impact on portfolio investments.

6.3. Practical Implications

Supplementing the previous theoretical implications, our findings in this research indicate that
investment decisions on the presented business model for sustainable investment of Nordic firms
are giving much relevance for non-financial performance as ESG impact and performance
metrics. Secondly, firms consider it necessary for transparency and good practices for investors
to manage comparable results towards the definition of sustainability performance within the

different private equity firms reporting, to reduce greenwashing risks within the industry.

Furthermore, the study remarks that there have been challenges in the compliance of
sustainability reporting and disclosure, and also for sustainable performance management as
allocation of resources to comply with sustainable practices and measurements can be difficult
and costly for some portfolio companies. Finally, the research delves into the understanding of

the firms towards new frameworks and regulations introduced for reporting and disclosure and
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considers adjustments and updates to be implemented in the ongoing practice and compliance in

the upcoming years.

6.4. Limitations and further research

There are restrictions on this thesis's research that present possibilities for further investigation.
One of several limitations is the choice to carry out a qualitative approach and its focus on the
Nordic private equity companies, which can limit the generalizability of the results and make
replicability difficult. By limiting the scope of the interviews to the Nordics, there may be a risk
of ignoring potential variations in, for example, sustainability, strategy and measurements, and
other challenges among private equity companies operating in other EU countries obliged to EU
regulations. The Nordic region is also considered to be at the forefront of sustainability, which
can create a misleading image of how well-integrated sustainability is in the sector, as there is a
risk that other parts of the world have not progressed as far in development as the companies we
interviewed. Furthermore, it is important to mention our selection of the number of companies
we interviewed, this can also create a misleading picture, and it would have been beneficial to
interview more companies. However, given the circumstances such as availability and time
constraints, there was no room to include more companies in this thesis. Having said that, it
should not be considered that our results in this thesis can be applied to all private equity
companies in the Nordics. Another significant limitation in this thesis is the lack of detailed
information about the internal tools and strategy. This lack of transparency regarding concrete
tools and strategies applied during the investments can hinder a thorough understanding of their
sustainability strategy and measurement practices. This also makes it difficult for stakeholders to
assess the effectiveness and reliability but also contributes to preventing the possibility of
comparing strategy and measurement practices between different private equity companies.
Furthermore, our choice of questions and the length of the interview can also be seen as a
limitation, had we used more questions and longer interviews, the result would possibly have

been more detailed and informative and thus given us more material to analyze.

In regards to further research, there exist several areas that would be interesting for further
research. This thesis mainly focuses on a qualitative approach based on interviews and available

information through annual reports, sustainability reports, and similar sources. It would have
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been interesting to continue this with a quantitative data analysis that could possibly have oftered
a more robust understanding of the subject where one can get a more comprehensive picture of
the relationship between, for example, sustainability efforts and financial performance. Another
area for further research could be to research methodologies to assess the real impact of
private-equity companies' sustainability initiatives, both within financial and non-financial
measures. This means including the development and application of tools and frameworks to
quantify and analyze the effect of sustainability investments, where one should hopefully be able
to gain a deeper understanding of the long-term effects of the sector's sustainability initiatives.
Nonetheless, during this thesis, it became clear that the companies we interviewed lacked a
universal sustainability framework where today's regulations and frameworks could be
considered complicated and confusing. Thus, it would have been interesting to examine the
possibility but also the pros and cons of a universal sustainability framework to promote

sustainability development in the world.
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Appendix

Appendix 1: Features of EU Taxonomy

What the EU Taxonomy is

What the EU Taxonomy is not

A classification system to establish clear
definitions of what is an environmentally
sustainable economic activity

Is not a mandatory list to invest in

Tool to help investors and companies to make
informed investment decision on
environmentally sustainable activities for the
purpose of determining the degree of
sustainability of an investment

It’s not a rating of the “greenness” of
companies

Reflecting technological and policy
developments: The Taxonomy will be updated
regularly

It does not male any judgment on the financial
performance of an investment

Facilitating transition of polluting sectors

What’s not green is not necessarily brown.
Activities that are not on the list, are not
necessarily polluting activities. The focus is
simply on activities that contribute
substantially to environmental objectives.

Technology neutral

Fostering Transparency by disclosures for
financial market participants and large
companies related to the Taxonomy
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Appendix 2: Questions Guide for Interviews

e What is your organization's view on sustainability within the realms of private equity?

e Did applying sustainability change the company's operation? Since when?

e How is sustainability integrated into your overall business strategy and investment
decisions?

e What are your views on future trends in sustainability and their impact on private equity?
Will there be changes in directing investments?

e What changes do you expect regarding sustainability-focused investments within your
industry?

e Financial and Non-financial indexes or KPIs are relevant for your decision on investing in
portfolio companies?

e Which tools, frameworks criteria do you use when selecting an investment portfolio?
Carbon emission protocol, SDG’s , SBTi?

e ESG consultant or in-house?

e What obstacles or challenges have you encountered when implementing sustainability
regulation into the investment process?

e What is your opinion about new frameworks and regulations from the EU regarding EU
taxonomy, SFDR and CSRD?

e You believe PE to be a financial solution to reduce the investment gap on green projects

towards 2050 net zero goals?
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