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Private equity’s active engagement with its 
portfolio companies makes it uniquely placed 
to drive sustainability. But to do so effectively, 
private equity firms must have the right data on 
which to base crucial ESG decision-making. This 
means, not simply relying on industry averages 
to fill gaps in an ESG report – but actually, 
working with the portfolio companies to get the 
granularity of data and insight. Often, this data 
is not readily available and private equity firms 
will have to build the data collection, reporting 
and disclosure processes across their portfolio 
to be able to deliver on their ESG promise.

To understand where the industry is in its 
journey to ESG performance, KEY ESG surveyed 
over 100 industry participants – primarily within 
the mid-market – including interviews with both 
GPs and portfolio companies, to understand 
where they were in their ESG journey, the 
drivers behind their firm’s move to manage and 
report on ESG, their views on evolving industry 
standards and the key challenges around 
gathering and reporting on ESG data.

Executive Summary

Private market ESG assets are 
expected to skyrocket between 
EUR 775.7bn and EUR 1.2tn in 
Europe by 2025 – accounting for 
between 27.2% and 42.4% of the 
entire private market industry’s 
assets, according to a report by 
PwC 1. This is expected to result 
from private equity’s active 
engagement on ESG with its 
private market holdings. 

1.  PwC ESG Report

https://www.pwc.lu/en/sustainable-finance/eu-private-markets-esg-reboot.html
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Executive Summary

Key Findings

of portfolio companies 
assessed claimed to be 
unsure how to report 
on ESG data

Survey respondents’ most common 
issues with ESG data were:

Not knowing
which data to 
collect to calculate  
certain metrics

Not having
the systems in place to collect 
and track data over time, instead 
relying on manual processes

Private equity funds, their 
limited partners, portfolio 
companies and regulators 
will need to work together to 
overcome the challenges of 
knowing what to measure and 
how to report it. 

But to really drive ESG impact, 
convergence in standards should not be 
the only point of focus. Private equity 
firms can ensure that their portfolio 
companies do not only collect and 
disclose the ESG data to comply with 
certain regulations and standards, but that 
they collect data on those areas where 
portfolio companies have material impact. 

With a more advanced level of data 
granularity, private equity investors will 
be able to calibrate their decision-making 
around ESG matters. Better data can help  
the private equity industry deliver on its  
promise to improve ESG performance 
across its holdings globally.

90%

70%

of fund managers noted that  
the extensive ESG questions  
they receive from their limited 
partners take considerable 
time to respond to and can 
use up vital resources

80%The first regulatory reporting 
deadline for portfolio company 

level ESG data is

months 
away

J U N E  2 0 2 3

6less 
than

of managers 
prefer to report on 
material factors

Many firms take up to 12 weeks 
to collect ESG data which can lead to 
missing reporting deadlines, stalling or  
failing deals at the point of sale
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Why private equity is uniquely placed for ESG 

Traditionally, Environmental,  
Social & Governance (ESG)  
has often been associated with  
long-only asset managers.  
But the tide is starting to turn. 

According to a report by PwC, private market 
ESG assets will skyrocket to between EUR 
775.7bn and EUR 1.2tn in Europe by 2025 – 
accounting for between 27.2% and 42.4% of the 
entire private market industry’s assets, up from 
14.8% at the end of 2020. 

Driving this change, according to the World 
Economic Forum and Boston Consulting Group1, 
is the fact that the private equity industry is 
uniquely placed to drive sustainability and 
become leaders in all areas of ESG. 

This is due to the asset classes’ longer holding 
periods and full ownership models, which 
enable more comprehensive engagement with 
portfolio companies as they transition to a 
more sustainable and responsible future. This 
is in great contrast to minority equity holders, 
who may say they are doing the right thing by 
divesting from companies who aren’t meeting 
ESG criteria, but who are, in reality, simply 
passing on the responsibility to engage and 
transform assets to another investor – who could 
potentially not view ESG as a priority at all. 

European private market ESG assets  
will account for between

of the entire private market industry’s assets, 

Introduction

up from 14.8% the end of 2020

27.2% – 42.4%

1.   “Creating Value Through Sustainability in Private Markets”,  
World Economic Forum and Boston Consulting Group

https://www.bcg.com/publications/2022/private-equity-value-creation-through-purpose
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Aside from private equity’s clear 
suitability to engage with ESG, 
there are several other drivers 
behind the rise of ESG in  
private equity. 

Chief among those are requirements by Limited 
Partners (LPs), who are pressing General 
Partners (GPs) more frequently to effectively 
measure sustainability and ESG. 

The reason for this is two-fold: 

Firstly, it is due to the increasingly accepted 
fact that portfolio companies managed  
in line with these principles achieve higher 
valuations and therefore higher returns on exit; 

Secondly, LPs often more closely reflect the 
views of wider society, which is unequivocally 
placing importance on sustainability. 

1. Introduction

Throughout 2021 and during 2022 we have 
seen a large increase in ESG reporting 
requirements from investors but also generally 
in the market as corporate sustainability, 
social and climate change efforts are fast 
transitioning from voluntary to mandatory.

Zouk Capital

As a result, given the ongoing requirement to 
raise capital from LPs, GPs have no option but 
to measure and manage the ESG performance 
of their assets. 

Another crucial driver to the increased focus 
on ESG from private equity managers are 
regulations such as the Sustainable Financial 
Disclosure Regulation (SFDR) in Europe,  
which mandate ESG data disclosure for  
financial investors.
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100
We surveyed over

industry participants  
to understand where 
the industry is in 
its journey to ESG 
performance

Taking the temperature of the industry 

1. Introduction

While the opportunity for 
industry-wide integration of ESG 
in private equity appears clear, 
ESG is nothing without the data 
behind it. 

Data granularity is the critical element that 
will provide private equity firms with a real 
strategic and competitive advantage,  
by having greater visibility over areas  
for improvement. 

Fund managers need ESG data at each stage 
of the investment lifecycle. When investing 
they must perform due diligence  
on ESG to understand both the ESG risks  
and opportunities inherent in making 
investment decisions. 

Once invested, private equity investors will seek 
to improve ESG performance using data and key 
performance indicators (KPIs) as guidance for 
their management teams to be well positioned 
at exit. LPs want to understand the ESG 
processes and performance of the funds they 
invest in so having ESG data available is crucial 
for successful and efficient fundraising. 

The industry is currently far from uniform in its 
adoption and implementation of ESG strategy, 
primarily due to the issues surrounding the 
collection of ESG data in the first place.  
This is particularly prevalent amongst small  
to mid-sized firms, who often lack the 
resources, processes or understanding of  
the best way to measure ESG. 

To understand where the industry is in its 
journey to ESG performance, we surveyed over 
100 industry participants – primarily within the 
mid-market – including interviews with both 
GPs and portfolio companies, to understand 
where they were in their ESG journey, the 
drivers behind their firm’s move to manage and 
report on ESG, their views on evolving industry 
standards and the key challenges around 
gathering and reporting on ESG data. 

Finally, we sought to understand the extent to 
which industry participants are looking beyond 
standards to improve the performance of 
their portfolio or business, collaborating with 
portfolio companies to improve the resilience of 
a business to material ESG risks or ensuring a 
business has a more positive impact on society 
at large. 



The ESG data challenge 
2
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When looking at the driving force 
behind ESG, requirements by LPs 
were the most significant driver 
of ESG disclosure in the study, 
with 75% of funds required to 
report on ESG to their LPs on 
some level. 

An increasing number of funds, currently 40%, 
are using ESG credentials and screening to 
differentiate themselves and attract capital 
from investors that seek to deploy funds to 
ESG-conscious investors, while a smaller 
but growing number of funds are making 
ESG central to their investment process and 
criteria. These are also often the managers 
who might seek Article 8 or 9 classifications 
under the SFDR. ESG data is becoming an 
increasingly crucial aspect for managers in 
fund raising mode: 65% are including a degree 
of ESG considerations in their roadshow 
materials for a new fund, focusing their ESG 
integration on future capital raising and 
investment rather than on their existing fund.

But while the drivers and uses of ESG data 
vary, a common issue both GPs and portfolio 
companies face is gathering the data in the 
first place. The most common responses from 
the study included not knowing which data 
to collect to calculate certain metrics and not 
having the systems in place to collect and 
track data over time – with the data collection 
process often entirely manual. 

Other issues included not having sufficient 
resources (both in terms of budget and 
human capital) available to gather the data, 
and ESG data collection not being a priority 
at the management team level. However, not 
declaring ESG reporting can lead to breaches in 
compliance and lost improvement opportunities. 
Crucially, the data is highly likely to be 
requested by potential buyers as part of an exit 
process anyway, so there are strong commercial 
and compliance reasons to make sure ESG 
reporting is done properly. 

The ESG data challenge 

of managers include ESG 
considerations in their 
roadshow materials

40%

65%

of funds are using ESG to 
differentiate themselves
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Looking at GPs, the problem of 
resource allocation is particularly 
prevalent amongst firms outside 
the top 20 private equity firms in 
terms of AUM. 

It is far more likely amongst mid-sized players 
that the responsibility of ESG reporting will 
fall on the desk of a team member without 
the requisite support to perform their job 
effectively – unlike the buyout behemoths who 
will have the funds to build out a dedicated 
ESG reporting team.

At the portfolio company level, the process 
of reporting ESG data continues to create 
challenges. The majority (90%) of companies 
assessed for the study claimed to be unsure 
how to report on ESG data. 

A smaller percentage felt they were completely 
unable, which was significantly correlated with 
the size of the company. Generally, smaller 
companies are less likely to have a structured, 
systematised way to collect and report ESG 
data, or the resources to start doing this. Larger 
companies typically have significantly more 
human capital and higher-quality, reliable data 
available. They are also more likely to have 
been listed before and are therefore often more 
familiar with reporting requirements, whereas 
private non-listed entities have never reported 
on ESG before. 

However, larger companies also appreciate 
support and guidance on what investors and 
regulators want to see in terms of ESG best 
practice in data and metrics. This means that 
regardless of whether a portfolio company turns 
over $1mn or $100mn a year, the odds are that 
they need some level of support when it comes 
to ESG disclosure, as it is often their first time 
reporting on non-financials.

2. The ESG data challenge

of portfolio companies 
assessed for the study claimed 
to be unsure how to report on 
ESG data

90%
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weeks to collect ESG data

In addition to this, ownership 
structure can also be seen  
to have an impact. Being  
part of a portfolio versus 
independently owned can  
have a significant effect. 

Private equity owned companies, because  
of the initial reporting needs from their  
GPs, will be better situated for when  
company-level regulations commence or 
when tenders begin increasingly including 
ESG credentials. Being part of a portfolio also 
enables the sharing of ideas and experiences 
that can aid ESG performance. One 
respondent stated that “we have an ESG forum 
where we build a community to share best 
practices across different functions and help 
with specific opportunities and challenges.”

The time it can take for portfolio companies  
to pull together required data when asked by 
their GP can vary greatly. Firstly, it often takes 
longer the first time around as some data points 
have not been collected before and there is no 
pre-existing system of record. Many firms take 
up to 12 weeks to collect ESG data which can 
lead to missing reporting deadlines, stalling 
or failing deals at the point of sale. If firms are 
deliberate about building a process that is 
repeatable, it should take less time the second 
time around. However, creating a solid process 
is key to achieving such a reduction in data 
collection time. 

As demand for ESG continues to grow, the case 
for ESG data also grows. Not only does it help 
portfolio companies perform better over time, 
but it also aids the exit process. For portfolio 
companies close to exit, 80% of fund managers 
now see ESG questions integrated into the 
due diligence questionnaires at exit. This 
means that being able to showcase strong ESG 
performance at exit, backed up with credible 
data, helps speed up exit processes and can 
indeed help investors realise a premium at exit. 

2. The ESG data challenge

of fund managers now 
see ESG questions 
integrated into 
the due diligence 
questionnaires at exit

Many firms take up to
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Beyond standards  
to performance 
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The evolution of wider 
standardisation of ESG investing, 
as well as regulations such as 
SFDR, TCFD and CRSD is taking 
effect on the extent to which GPs 
and their portfolio companies 
need to report. 

80% of those surveyed noted that the 
extensive ESG questions they receive from 
their LPs take considerable time to respond 
to and can use up resources that would be 
used to drive ESG improvement at the portfolio 
company level. 

These GPs think there is real merit in getting 
to a common understanding on which ESG 
data really matters, so that they can spend 
more time improving ESG performance and 
go ‘deeper’ on a narrower set of material ESG 
metrics to improve quality of assessment, as 
opposed to simply reporting on a wide range. 

70% of the managers surveyed prefer to  
report on material factors (or the most 
financially significant) and do this as part  
of their process.

This does not always align with a particular 
framework, but they feel that it makes no sense 
to simply collect data or report on metrics that 
are irrelevant / not impactful to their industry. 

Even firms that have just started their ESG 
process want to ensure that what they are 
doing goes beyond a ‘box-ticking’ exercise. 
They want to make sure it makes sense in  
the context of the business, and they focus 
their efforts where they can make a positive 
change accordingly. 

Beyond standards to performance

We treat our ESG data collection with the same 
rigour as any other strategic driver of our 
business. The reason we collect this data is to 
see where portfolio companies are in terms of 
their ESG practice and to communicate ways 
to improve their ESG programme as ultimately 
this will lead to a more productive, better 
managed and better performing organisation.

Pollen Street Capital

70%
of managers prefer to report 
on material factors
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At a portfolio company level, 
companies are often willing to 
take on additional reporting 
requirements if they feel they can 
easily collect the data, measure 
and manage for improvement. 

Where they are reluctant is when they do not 
understand the point of the process, where 
they often feel the data and metrics collected 
are just a reporting exercise and don’t align 
with business realities or they are simply short 
of resources. 

Size and location of the portfolio companies 
correlates with a higher willingness to report  
to the GP. This is driven by upcoming 
company-level Europe-based ESG regulations 
like CSRD, which was adopted on 10th 
November 2022 and will require all large 
businesses in the EU to report on their  
non-financial performance. It is now not a  
nice to have, but a must for compliance. 

However, geographic differences aren’t 
without their challenges and most seem to be 
felt at the GP level. 20% of GPs have already 
independently started measuring ESG in the 
last decade and are now struggling to align 
their in-house methodology with the emerging 
industry and LP standards. In addition to LP 
asks, fund managers are struggling with an ESG 
compliance risk. Three quarters (75%) of GPs 
in the USA state they are unclear about which 
Europe-based fund regulations apply to them 
and by when.

There needs to be more autonomy in standards 
across multi-regions. Companies can spend 
weeks/months collating data for one framework 
and then have to collate different data for another 
framework which is not time efficient and can end 
up confusing data and how it might be viewed.

Zouk Capital

3. Beyond standards to performance

75%
of GPs in the USA are unclear 
about which Europe-based 
fund regulations apply to 
them and by when
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There are still many challenges 
ahead for both adoption and 
execution. 

Some companies set their own ESG ambitions, 
such as ‘net zero’ commitments, but do not 
calculate their current emissions or have an 
action plan to get there. The recent Sustainable 
Investment Survey published by Redington, the 
investment consultant to pension funds and 
other long-term savings institutions, also found  
that 59% of asset managers have a firm-level 
net zero target but this only covers 34%  
of strategies. 1 In other words, the ambition is 
there, but the execution can be improved and 
streamlined. 

The fact that E, S and G datapoints are often 
unrelated and managed by different leaders in 
a company makes it even more challenging to 
ensure there is a granular overview of all the 
relevant ESG metrics.

Certain companies might have a strong focus 
on their environmental impact, but do not keep 
track of their diversity metrics. 

It is often a challenge to identify the gaps  
and ensure that companies take a holistic 
approach to capturing and disclosing their  
E, S and G performance. 

Redington found that despite 61% of asset 
managers setting diversity targets, only  
half of those firms linked KPI’s to senior 
leadership remuneration. 1

Private equity firms have the ability to support 
portfolio companies in, firstly, accurately 
calculating these metrics, then evaluating 
why there might be differences, and finally 
supporting them in making changes.  
By working together on this data, fundamental 
change to ensure fairer representation and 
equal weighting to each element of ESG can  
be implemented over time.

There is a significant opportunity for firms 
to become industry leaders in ESG by going 
beyond meeting requirements to utilise  
ESG reporting to drive value creation.  
By collaborating with portfolio companies to 
understand the most material factors, they  
can use data to help position companies on  
a path towards greater value creation and  
to future-proof them more effectively. 

 

3. Beyond standards to performance

16

1.  Redington Sustainable Investment Survey 2022

https://redington.turtl.co/story/redingtons-2022-sustainable-investment-survey/page/1?utm_source=website&utm_medium=button&utm_campaign=top_button&utm_id=Sustainable%20Investment%20Survey
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As the goalposts of standards and ESG expectations continue to 
evolve, GPs and portfolio companies should neither see these as 
static requirements, nor the sole ‘force’ guiding ESG strategies. 

Understanding ESG at a micro-level and 
focusing on the accessibility of raw data  
is much more critical as it: 

informs better strategies that 
are based on materiality, and

allows for the introduction 
of effective ESG processes 
that can more easily be 
transposed to new metrics 
when regulations and 
frameworks evolve. 

This approach allows 
for longer-term, more 

effective ESG strategies 
and more efficient and 
meaningful framework/
standards adherence.

Conclusion

What’s really important to us is making sure that 
we can actually understand the impact that a 
company has based on its strategy, its industry, its 
location. You can think about the broad brush of ESG 
performance, but every company is individually 
positioned to have their own positive impact.

Pollen Street Capital
1

2
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Appendices 

Survey respondents 

Type of investor Number of firms surveyed of which UK based of which EU based of which US based

Lower Mid-Market 24 9 13 2

Mid-Market 37 14 15 8

Upper Mid-Market 17 8 5 4

Large Buy-Out 4 4 0 0

VC 12 6 6 0

Impact 6 2 4 0

Total 100 43 43 14
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KEY ESG makes ESG management easy. 

Our user-friendly software automates ESG processes and 
streamlines data gathering and reporting, allowing users to 
focus on what really matters – improving performance. 

keyesg.com


