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The EU Taxonomy and its integration into sustainability reporting are at the forefront of
transformative changes in the construction industry. Along with the Taxonomy, this
transformation is driven by regulatory frameworks such as the Sustainable Finance
Disclosure Regulation (SFDR) and the Corporate Sustainability Reporting Directive
(CSRD). This thesis explores the role of the EU Sustainable Finance Framework in shaping
corporate strategies, reporting practices, and green investment potential within the
construction sector.

The research conducts mixed-method research, combining quantitative benchmarking and
qualitative semi-structured interviews to provide insights into the construction industry’s
response to the evolving regulatory landscape. It examines how Finnish construction
companies interpret and implement the Taxonomy, uncovering challenges such as data
inconsistencies and regulatory complexity.

The findings offer practical guidance for construction companies adapting to the EU
Taxonomy, emphasizing the importance of ESG data management, cross-functional
collaboration, and stakeholder engagement. The research also identifies key areas for further
investigation, including opportunities for using the EU Taxonomy as s strategic tool for
developing sustainable business practices.
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EU-taksonomia ja sen integrointi kestdvyysraportointiin ovat merkittavassa roolissa
rakennusalan muutoksessa. Taksonomian ohella muutosta ohjaavat saantelykehykset, kuten
kestdvan rahoituksen tiedonantoasetus (SFDR) ja yritysvastuudirektiivi (CSRD). Tama
opinndytetyo tutkii EU:n kestavan rahoituksen viitekehyksen vaikutuksia yritysstrategioihin,

raportointikaytantoihin ja vihrean investoinnin mahdollisuuksiin rakennusalalla.

Tutkimus toteutettiin monimenetelmaisend tutkimuksena, jossa yhdistetddn kvantitatiivinen
vertailuanalyysi ja kvalitatiivinen puolistrukturoitu haastattelu. Tutkimus tarkastelee miten
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merkittdvyyden strategisena tyokaluna kestévan liiketoiminnan kehittdmisessa.
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1. Introduction

The built environment is a beautiful place which allows modern society to happen and
flourish. The existence of hospitals, schools, roads and theatres provide places for healthcare,
education and culture. Buildings and infrastructure hand us the places where basic needs are
met: safety, warmth and a restful place where one can scroll through one's phone without
disturbance. However, all of this doesn’t come without a cost. The built environment exists
merely because of vast use of natural resources. It takes stone, metal, energy and timber to
build even the simplest of houses. And of course we need labour. Builders, engineers and
even some managers to construct this existence. It has been widely recognized that it is not
sustainable to keep depleting our resources whether they are natural or human origin,
therefore it is mandatory to think that how it is possible to keep developing and constructing
our environment in a sustainable manner? Hence, we turn on the one resource which is never-
ending in our capitalist society: money. Investments are the only thing that keep the current
infrastructure in shape, as well as new ambitious ventures emerging. However, money itself
cannot find its way to sustainable targets. It needs help. It needs a counterpart. It needs
power. This thesis tells how EU regulation guides investments towards sustainable targets

and how the sustainable target criteria is met.

Climate change stands as one of the most critical global challenges of the 21st century, and
the risks involved have been discussed for decades. Despite these efforts, the acts of private
sector businesses have been lacking behind the climate targets. Particularly financial sector
is currently facing pressure on its contributions towards climate change mitigation
(Cremasco & Boni 2022). The integration of sustainability considerations into financial
decision-making processes is no longer optional but increasingly more regulated area of

business.

To face the global challenges the European Union has created a Framework for Sustainable
Finance. This is a co-operation of multiple policies which aims to take environmental, social

and governance (ESG) considerations into financial decision-making and thereby promote



sustainable investments. This framework consists of three major regulatory policies: CSRD,
SFDR and EU Taxonomy. CSRD complies businesses to report on their impacts on the
environment, SFDR mandates financial market participants to take those impacts and risks
account into their products and the Taxonomy sets criteria on how business operations are
considered to be sustainable. These three frameworks operate together using the same
language and definitions, where their aim is to provide coherent and transparent information

about sustainability to investors and thereby direct funding towards sustainable operations.

The construction industry heavily depends virgin material use, fossil fuels and linear
economy model which is characterized by a “make, take, dispose” approach (Markard et al.,
2020). The transition from traditional linear economic model to sustainable circular
economy requires systemic change across industries. However, there lies an absence on
knowledge and clear meters on how to act towards reaching the systemic change. Earlier the
meters on corporate sustainability have been ambiguous and lacked coherency in industries
(Stolowy & Paugan 2018). Therefore, the European Union has recognized the urgency of
the systemic change towards circular economy and presented the EU Taxonomy, which is a
classification system for industries to measure their level of environmental sustainability.
Along with the information provided with the CSRD, financial institutes should now have a
transparent and trustworthy channel to benchmark and evaluate corporates’ sustainability
risks and alignment of sustainable operations, which should increase the attractiveness of
good performers. This study aims to investigate the ESG performance and the adoption level

of new regulatory policy on Finnish construction landscape.

Understanding the effectiveness of current sustainable finance regulations is crucial for
businesses in the jurisdiction of European Union. The inclusion of sustainability into
business strategy is no longer a niche of environmentalist organizations, but mandatory area
of disclosure information. Companies have started to take steps towards sustainability, not
only because of the legislative enforcement, but also to gain business advantage (Kinnunen
et al., 2022), which is why this thesis studies the extent of which SFDR and Taxonomy

frameworks have been successful in aligning financial incentives with sustainability goals.
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While some companies have taken incentives to promote sustainable goals and to act more
efficiently towards global targets, the legislation still leaves areas that are open for
interpretation (Cremasco & Boni, 2022). This is why the problems towards reporting
practices need more investigation. Having a sustainable business model isn’t enough to
answer the sustainability standards where the information needs to disclose is significantly

increased. This has led to the need of closer interpretation of the disclosure standards.

1.1. Background for the study

SRV is a Finnish construction company founded in 1987 that specializes in constructing
commercial buildings. As part of its core strategy, SRV is committed to mitigating climate
change by developing energy-efficient and sustainable buildings. This dedication
accentuates the critical importance of understanding and integrating sustainability
frameworks, such as the EU Taxonomy into its operations. With limited practical examples
available, there is considerable uncertainty about how companies will interpret and
implement these requirements. Organizations must navigate this ambiguity while developing
their own practices, making it essential to study how these regulations are being applied in
practice. While sustainability reporting has gained traction across various industries, its
application and impact in the construction sector remain much discussed but underexplored
topic. Thisis why SRV is seen important to align its business goals with sustainability targets

with the regulatory policies effectively and seize opportunities for long-term growth.

This regulatory uncertainty may also impact sustainable financing by creating doubts about
the reliability of sustainable investments. If companies and investors lack clear guidance on
compliance, this could lead to cautious investment behaviour and slow progress toward
sustainable finance solutions. Research addressing these issues can help identify potential
problem areas and enhance understanding of how new regulations affect businesses and
investors. Ultimately, this knowledge can support better preparation, improve
implementation, and build confidence in sustainable investment practices, thereby

advancing the development of sustainable financial markets
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The theoretical framework of this thesis aims to explain the connections between the most
relevant themes of this thesis. In Figure 1 it’s explained how the Framework for Sustainable
Finance effects different participants of construction industry. The Framework for
Sustainable Finance mandates construction companies to report according to Taxonomy and
CSRD, when financial market participants are subjected to CSRD and SFDR. The disclosed
information allows the financial market participants to evaluate the data and get a
comprehensive view of a company’s level of sustainability. In order to disclose under the
Sustainable Finance legislation an organization must take account their ESG performance,
which means environmental, social and governance practices as well as their alignment on

EU Taxonomy.

SUSTAINABLE FINANCE ORGANIZATION

TAXONOMY | ESG Performance
— Taxonomy alingment
Disclosure Sustainable
information investment

FINANCIAL MARKET
PARTICIPANT

Figure 1. Regulatory framework's effect on sustainable investment

1.2. Research objectives and questions

The main objectives of this thesis are to evaluate how financial institutions and construction
companies interpret and implement the SFDR and Taxonomy guidelines. This is conducted

by studying the construction companies Taxonomy alignment from their sustainability



12

reports published in 2024. The sustainability reports are then benchmarked and analysed to
gain insight from sustainability performance in construction companies. Along with the
benchmarking, a themed interview is conducted to gain more perspective from the topics

behind sustainability reporting. The main research topics are as follows:

1. Assess the impact of sustainability regulations on the alignment of sustainability

performances.

2. ldentify the challenges and areas of ambiguity within the current regulatory

frameworks.

3. Provide recommendations for enhancing the clarity and effectiveness of

sustainability reporting and disclosure practices.

1.3. Structure of the Thesis

This thesis is built in a following manner. After the introduction thesis is divided to literature
review, empirical research and discussion and conclusion chapters. The literature review
consists of introducing the reader into sustainability drivers both in global and construction
company context where the backgrounds and motives of corporate reporting are covered
extensively. After this the reader will be introduced to green financing and to the barriers
and enablers related to sustainable investment. Last part of the literature review covers the
Sustainable Finance Framework where the directives CSRD, SFDR and EU Taxonomy are

presented, and EU Taxonomy is explained in construction company perspective.

The empirical research part consists of research methodology, results and discussion and
conclusion: The methodology used in this thesis is mixed method approach consisting of a
quantitative benchmarking analysis the Taxonomy reporting of the construction companies
operating in Finland, and a qualitative semi-structured interviews where sustainability
experts are heard to provide more insight to the benchmarking context. Lastly the in
discussion and conclusion provide the reader the results of this thesis as well as suggestions

on how sustainability matters should be noted in a modern construction company.
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2. Sustainability drivers

This part of the study introduces to the concept of sustainability and gives more insight how
environmental and social issues are managed both in EU policy making and in construction
company context. The first part introduces the drivers and history of sustainable
development and how it has evolved into a Sustainable Finance Framework. The second part
gives insight into corporate reporting and how CSR is used to describe and measure

company’s commitment towards socio-economic environmental matters.

The European Union defines sustainability as it was set by the World Commission on
Environment and Development (1987) as development that “meets the needs of the present
whilst ensuring future generations can meet their own needs”. This principal definition has
guided the global development of sustainability practices into modern legal frameworks and
corporate sustainability standards (Borowy, 2013)

Currently corporate sustainability presents a holistic approach to business that balances
economic, social and environmental goals to create long term value. In essence, corporate
sustainability emphasizes responsible business practices that contribute to the well-being of
society, while also ensuring financial success (Huang & Watson, 2015).

Corporate sustainability, as adopted by businesses, has been a way for companies to fulfill
the needs of stakeholders that appreciate greener values, eventually generating financial
returns (Kinnunen et al., 2022), however the rapid changes in legislation and stakeholder
demands related to sustainability have required construction companies to update their

sustainability related business strategies. (Parida & Wincent, 2019)

This reformation of corporate sustainability reporting ads pressure for companies to comply
with the regulatory standards that used to be considered as supplementary or voluntary. A
study by Stolowy and Paugan (2018) stresses the dramatical rise in number of sustainability
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reports in less than two decades -portrayed up to 50% rise in corporate sustainability reports-
while also addressing the heterogenicity of reporting guidelines. They also argue that this
could lead to misinterpretation of reporting guidelines which could decrease the value of

reported information (Stolowy & Paugam, 2018).

According to recent studies collecting sustainability reporting data is a labour-intensive
process, especially during the first reporting period. Companies face challenges in resources
and expertise in identifying the most relevant standards that align with the industry’s specific
reporting requirements. This is why it is necessary to be familiar with the global
sustainability objectives and frameworks that essentially guide the legislative obligations
(Hummel & Jobst, 2024).

The United Nations General Assembly formally adopted the 2030 Agenda for Sustainable
Development, on September 25, 2015, which includes 17 Sustainable Development goals
(SDGs), and it was endorsed by all 193 UN member states. The Sustainable Development
Agenda and the SGDs address a broad range of challenges facing the planet including ending
poverty, tackling climate change and ensuring equal treatment for humanity (Mori Junior et
al., 2019).

One of the main goals of Agenda 2030 is to integrate the SDGs into the policymaking
processes of the member states, this includes all the EU policy initiatives as well as the
member states globally. Additionally, the framework includes a plan how to implement and
monitor the realization of the SGDs. Earlier this monitoring relied on the member states own
annual reporting according to UN’s directions, but after the SFDR and Taxonomy Directive
the EU has set more efficient and science-based guidelines to follow the Sustainable
Development Goals. Also, according to the UN the achievement of the SDG’s requires
substantial financing, estimated at over $200 trillion, where the channeling of funds and

resources is at the heart of reaching these goals (United Nations, 2024).



15

SUSTAINABLE DEVELPMENT GOALS

PARIS AGREEMENT

SUSTAINABLE FINANCE FRAMEWORK

TAXONOMY SFDR CSRD

Figure 2. Sustainability frameworks according to EU. Source: (European Commission, 2024a)

A sustainable system transition from a “make, take, dispose” model requires more
widespread variation of changes. Markard et al., (2020) argues that a systemic sustainability
is achievable trough socio-technical innovations, overcoming resistance of incumbent
industries, changing consumer attitudes and making coordinated and interventionist changes
in policy. They emphasize the importance of policymaking in sustainability transitions by
recognizing significance of vertical and horizontal coordination across policy domains, this
means that there can’t be a conflict of interest across various stages of governance when
pursuing systemic transition (Markard et al., 2020). Consequently, politics should influence
the economic landscape where markets alone cannot drive the required changes towards low-
carbon and emission-free systems. This requires laws, emission trading systems, significant
financing and prioritization of sustainable goals over prevailing and incumbent attitudes.

This transition is only achievable trough political processes (Meadowcroft, 2011).
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3. Corporate Social Responsibility in construction

The Triple Bottom Line (TBL) is a framework for businesses, that was introduced by John
Elkington in 1998. Elkington argues that corporate performance will be measured by three
elements of sustainability: social justice, economic prosperity and environmental
responsibility. The concept of TBL ultimately suggest that companies can’t focus strictly
on economic profits, but they must incorporate several other areas of sustainability within
the socio-economic landscape into their business strategy to become truly sustainable
(Elkington, 1998). The TBL consist of three pillars of sustainability:

e Social pillar focuses on organizations impact on its employees, stakeholders and

communities.

e Environmental pillar controls organization’s effects towards the planet, especially on

resource use, pollution control and biodiversity preservation.

e Economical aspect of TBL is aiming towards sustainable use of profits, enabling
financial growth, but also monitors the contribution towards economic stability in
communities (Slaper & Hall, 2011).

TBL, portrayed in figure 3, is the most adopted meter on corporate sustainability to date, and
it represents the view of the European Union on sustainability policy. The EU Taxonomy
directive, Sustainable Finance Disclosure Regulation and the CSRD aim to target and

regulate the environmental, social and economical pillars of corporate sphere.
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Figure 3. The Triple Bottom Line according to Munasinghe (2002).

By adopting the Triple Bottom Line, an organization recognizes that it has an impact towards
its surrounding communities and has long-term effects on the environment and societies.
This adoption means that companies are ready to make smarter financial decisions by
considering all the three pillars of sustainability, which eventually benefit both the business
and society (Munasinghe, 2002).

3.1. Impacts of construction industry

To put the environmental impacts of construction sector in perspective, the construction
industry is responsible for 35% of global CO2 emissions and it generates approximately 55%
of the waste deposited on landfills. The operations associated to construction produce 30%
of the planet’s harmful greenhouse gases where 18% of these are due transportation and
processing of construction materials (Lima et al., 2021). In addition, the built environment
has the highest consumption of materials, with an annual usage of 42.4 Gt, making up nearly
50% of total material use globally. According to the Word Bank Group trends like population
growth and urbanization are expected to grow the amount of urban area by 1,2 million km?
by 2030 (World Bank Group, 2023) with the pace of 1% growth annually (Gallego-Schmid
et al., 2020).
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The impacts of construction are often considered to be mostly environmental due to its
substantial material consumption. Gallego-Schmid et al. (2020) emphasize that construction
materials account for approximately 40% of the total carbon footprint from material
manufacturing. As a result, sustainable construction efforts have focused extensively on
minimizing material use and consequently reducing greenhouse gas (GHG) emissions
through the adoption of circular economy strategies. The same study indicates that circularity
has the potential to achieve a 30-50% reduction in GHG emissions (Gallego-Schmid et al.,
2020). The adoption of circular methods through the closing of material loops is recognized
as a critical strategy for advancing sustainability within the construction sector. Material
circularity and material resource use is also emphasized in the objectives outlined by the

Taxonomy framework.

According to the Ellen MacArthur Foundation (2013), the circular economy (CE) is an
economic model designed to maximize the use of resources throughout a product’s lifecycle
from material sourcing and production and recycling of unusable components into new
resources. This approach optimizes resource allocation and minimizes waste by
continuously repurposing materials. The CE is rooted in the principles of thermodynamics,
that state that matter can’t be destroyed, meaning all resources ultimately become waste
unless redirected back into the production loop. By implementing the circular economy
methods efficiently, the reliance on new materials can be significantly reduced, making it a
competitive alternative to the traditional linear economy. (Ellen MacArthur Foundation,
2013)

Waste reduction is another critical element of CE in construction, as the sector generates
significant waste, especially in demolition. Effective waste management not only complies
with regulatory requirements but also decreases disposal costs and resource input.
Construction companies are increasingly exploring “deconstruction,” where buildings are
carefully dismantled, and materials like concrete elements and steel are recycled (Chisellini
etal., 2015). The recycled materials could be used as materials for new construction products

or as parts for a new building (Hossain et al., 2020).
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Although environmental targets are frequently emphasized in the construction industry, it is
crucial to recognize that the sector's impacts also extend to socio-economic dimensions. Sev
(2009) identified 11 key impacts of construction on surrounding communities (Figure 4).
Most of these impacts identified by Sev span more than one category of sustainability,
indicating that infrastructure development often involves trade-offs between socio-economic

well-being and sustainable advancement (Sev, 2009).

Environmental Social Economic

Raw material extraction and consumption, related resource ® @
depletion
Land use change, including clearing of existing flora ® ®
Energy use and associated emissions of greenhouse gases
Other indoor and outdoor emissions
Aesthetic degradation L
Water use and waste water generation ®
Increased transport needs, depending on site ® ® ®

Waste generation ®
Opportunities for corruption ® ®
Disruption of communities, including through inappropriate ® @
design and materials
Health risks on worksites and for building occupants ® ®

Figure 4. Sustainability impacts according to Sev (2009)

A construction project can last for a several years, which means that the scale and longevity
of construction projects can make these impacts even more profound. Integrating circular
economy principles into construction practices offers an opportunity to reduce these negative
impacts while supporting sustainable development and the Triple Bottom Line (Afzal et al.,
2016).
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3.2. Stakeholder value through sustainability reporting

Sustainability reporting has become a necessary tool for organizations, driven by the
increasing expectations of stakeholders and regulatory frameworks. According to the World
Business Council for Sustainable Development (WBCSD), sustainability reporting involves
“public reports by companies to provide internal and external stakeholders with a picture of
corporate position and activities on economic, environmental, and social dimensions”.
(World Business Council for Sustainable Development, 2002). This means that reporting
practices make companies more open about their sustainability efforts, moving beyond just
profits to also consider environmental and social impacts and eventually towards the

adoption of the Triple Botton Line, as described earlier.

Zuo et al., (2021) present that the core of sustainability reporting lies in disclosing a
company’s achievements and commitments towards sustainability from both internal and
external perspectives, offering stakeholders insights into a company’s performance on key
sustainability indicators (Zuo et al., 2021). Garza, (2013) adds to this that the rising adoption
of sustainability reporting is primarily motivated by perceived long-term benefits because of
improved stakeholder relationships. This improved communication has direct impacts to
enhanced firm reputation, increased customer loyalty, improved increased trust, creating a
competitive advantage in markets influenced by ESG criteria (Garza, 2013; Huang &
Watson, 2015).

The stakeholders in construction industry present the employees, clients, shareholders,
suppliers, political pressure groups etc. where many of them have a different view on how
an organization should perform. Ukko et al., (2008) suggest that organizations should create
an open network which is connected to the organizations performance measurement system.
This allows corporations to react into internal external pressures and get metrics on how the

organizations business strategy is performing (Ukko et al., 2008).
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Kolk (2004) concluded in a case study that sustainability reporting not only promotes
transparency but also enhances corporate growth by aligning business objectives with the
values of various stakeholders. This alignment enables construction companies to appeal to
a broader investor base, especially under regulatory frameworks like the EU Taxonomy and
SFDR, which encourage investment in sustainable practices. For example, under EU
Taxonomy, construction firms that align with the standards may attract more favourable

financing conditions by integrating sustainability as a value proposition (Kolk, 2004).

Legislation increasingly compels companies to disclose their ESG data. Corporate
Sustainability Reporting Directive require firms to measure and report their impact on the
environment, pushing them to track resource use, emissions, and waste. Engida et al., (2018)
argue that this mandated transparency is vital to sustainability efforts, as it is impossible to
improve metrics that are not systematically recorded or disclosed. Therefore, the saying “you

get what you measure” is crucial for global sustainability development.
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4. Green finance barriers and enablers

To study the effectiveness of Sustainable Finance Framework in steering investments toward
more sustainable economies, it’s vital to understand the current state of green financing and
the mechanisms and mindsets they follow. This chapter explores these barriers and enablers,
drawing on existing literature to study the of integration of green finance into construction

industry, where sustainability goals intersect with economic performance.

A major barrier against green financing is the fragmentation of benefits across stakeholders
such as insurers, public actors and real estate owners. According to (Toxopeus & Polzin,
2021) this creates challenges in structuring green financing, as each party captures only part
of the overall value. For instance, real estate owners may benefit from increased property
values, municipalities gain from public health improvements, and insurers see reduced risk,
but none of the stakeholders capture the full value of the project. This misalignment makes
it hard to fairly distribute investment benefits, which often discourages private funding. To
address this Mayor et al., (2021) suggest financing models like public-private partnerships
are needed to allocate costs and benefits in a way that encourages broader investment in
green projects. They also see that enhanced disclosure requirements such as EU Taxonomy
support these partnerships, as the regulation aims to align these stakeholder interests (Mayor
et al., 2021; Toxopeus & Polzin, 2021)

Papari et al., (2024) studied the financing streams of green urban projects. They argue that
while green projects offer public goods with improved environmental benefits the direct
financial return of investment is often hard to capture. As private investors seek
fundamentally absolute returns for their investment, the environmental objectives don’t
seem to provide additional value. Derwall et al., (2005) adds to this that the optimal investor
portfolio is often diversified where it maximizes returns across a broad range of assets, this
means that focusing only to green products can hinder investment performance by limiting
the diversification of the portfolio thus reducing potential returns (Papari et al., 2024;
Derwall et al., 2005).
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Studies also also indicate that the short term focus of investor behaviour, or “short-termism”
is a barrier for green financing. Polzin (2017) describes this as financial institutions tendency
to prioritize immediate retuns over long-term sustainability goals. This particulary hinders
low-carbon and environmental projects as they often require significant upfront investment
and long timeframes to generate returns. Institutional investors are often driven by quartely
performance targets which creates preassure to demonstrate strong performance, at the
expense of accounting for long-term risks (Polzin 2017; Ameli et al.,, 2020). This short-
term orientation not only limit the flow of capital to green investments, but also undermines
the development of innovative solutions needed for the low carbon transition. This is also
seen as a weak point of EU Taxonomy as it defines the alignment on sustainability; it could
possibly discourage the investments for new technologies as they are not considered yet

Taxonomy aligned economic activities. (Schitze and Stede, 2021; Papari et al.,, 2024).

Another short-termism barrier is related to the decision-making processes of municipalities
where constrains in budget, lack of rescources and prioritization hinder public funding
initiatives. This is explained by fragmented governance structures that weaken the public
sectors’s ability to lead private investments in sustainability. Municipal decision-making
often operates in a fragmented manner, with its responsibilities spread across various
departments that rarely collaborate effectively together. This leads to "policy silos," where
urban planning, environmental management, and financial decision-making are
disconnected (Dorst et al., 2022; Zetzsche & Anker-Sgrensen, 2022).

A significant impediment to the integration of ESG factors into investment strategies is the
lack of high quality, standardized, and comparable data. Current research suggest that
corporate reporting often focuses on positive sustainability metrics while neglecting negative
impacts, reducing accuracy and comparability between reporting periods. This selective
reporting undermines the ability of investors to make informed decisions based on reliable
data. Consequently, non-financial disclosures often fail to focus on the most important issues
for stakeholders, making it even harder to evaluate a company's true ESG impact on
sustainability issues (Zetzsche & Anker-Sgrensen, 2022; Dorst et al., 2022).
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Transparency in ESG reporting is critical for reducing information asymmetry and enabling
better investment decisions. Current research on voluntary reporting frameworks reveals that
the variety of dispersed and non-standardized data makes it difficult for investors to compare
information effectively, this complexity can lead to barriers in investment decisions, as asset
managers struggle to process large quantities of heterogeneous and sometimes irrelevant
data. (Toxopeus & Polzin, 2021). Zetzsche & Anker-Sgrensen (2022) contiune this idea by
arguing that SFDR and EU Taxonomy are fairly new requlations, where companies have a
lot to digest. They argue that new legistlation might cause confusion and more assymmetric
information and thereby discourage green investments as the stakeholders are struggeling to
comply with regulation without necessarily understanding it completely, causing a major
transition risk (Zetzsche & Anker-Sgrensen, 2022).

While some studies criticize the possible transition risks, they still recognize that EU
Taxonomy and Sustainable Finance Disclosure regulation are crucial in providing
standardized data and transparency to market participants. Dorst, et al., (2022) suggest that
that only these frameworks provide consistency that has been lacking in voluntary disclosure

frameworks eventually building confidence towards green investments Dorst, et al., (2022)

Governments can use financial instruments like green bonds, tax incentives, and guarantees
to lower the risks associated with green investments, making them more attractive to private
investors. Green bonds, for example, have emerged as a popular tool for funding
environmentally focused projects, providing a channel for investments in renewable energy,
sustainable infrastructure, and conservation initiatives. These mechanisms create a
collaborative environment where public and private actors can jointly tackle financing gaps,
particularly in areas like climate adaptation and urban greening (Toxopeus & Polzin, 2021;
Zetzsche & Anker-Sgrensen, 2022). These mechanisms are called public-private
partnerships, or PPPs, and they usually work by private investors financing public projects
where the investors benefit from long-term income streams such as tax incentives, subsidies,
grants or other revenue streams that are linked to the agreement. Spraul & Thaler (2020)
explain that PPPs are mutually beneficial by sharing financial, operational risks and offering

long-term stability thetreby increasing the attractiveness of green investment. However,
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from the sustainability perspective the main reason for PPPs is the possibility to add
sustainability critea to contractual oblications. This ensures that objectives such as the EU

Taxonomy are aligned with the project goals and financial incentives (Spraul & Thaler,
2020)
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5. Sustainable finance

To reach the Sustainable Development Goals and the Agenda 2030 targets EU has created
the Framework for Sustainable Finance. This aims to intercorporate good governance
practices and environmental goals with financial investments. EU has noted that there lies
an absence of harmonized standards on how to promote sustainable business practices and
financial products. The previous voluntary regulatory systems have been open to market
distortions where divergent sustainability measures which have led to greenwashing where
products are misleadingly marketed as environmentally or socially beneficial without
substantial evidence. Harmonizing the disclosure standards and giving them science-based
and technical measures is the frameworks idea to provide coherent and comparable

information for investors to make financial market decisions (European Commission, 2019).

Sustainable Finance Framework includes three regulatory frameworks that steer financial
entities to support economic growth by making sustainable investments that have an
environmental target and by providing transparency towards ESG related risks. The
frameworks are CSRD, SFDR and Taxonomy. CSRD sets rules for ESG reporting for
corporate actors, SFDR provides transparent information concerning financial products and
Taxonomy sets science-based technical screening criteria on economic activities. This
chapter opens the contents of these regulatory systems and provides information on how this

framework works as comprehensive system.

5.1.CSRD

To face the problems within corporate sustainability reporting the EU established the
Corporate Sustainability Reporting Directive on January 5, 2023, aiming to provide more
consistent and comparable information on companies’ social and environmental impacts.
The CSRD replaces the old Non-Financial Reporting Directive (NFRD) by expanding the
scope, standardizing reporting requirements and enhancing the quality and comparability of

sustainability information. This broader scope is meant to open market transparency and help
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investors to make more informed market decisions based on an organization’s sustainability
performance (Schiitze & Stede, 2021). Under the CSRD legislation, companies must start
reporting from the 2024 financial year, with their sustainability reports expected to be

released in 2025 (European Commission, 2024a).

The CSRD requires all companies that fulfil at least two of these three conditions to disclose
according to its standards:

1) Companies in EU region that fulfil at least two of following criteria: over €40 million

turnover, more than 250 employees or total assets exceeding €20 million.
2) Companies listed in EU

3) Parent companies from outside the EU if the total turnover of the organization in the
EU exceeds €150 million (European Commission, 2024b)

4)

This criterion is meant to ensure that all significant market influencers are held accountable
for their ESG impacts, given their substantial role in on the market and society. This covers
over most of all listed companies in the EU and approximately two thirds of the jobs created

in the private sector accounting over 50 000 companies in Europe (Chiu, 2022).

Companies subject to the CSRD are mandated to report in accordance with European
Sustainability Standards (ESRS). The standards are initially drafted by EFRAG, which is an
independent organization that brings together stakeholders such as trade unions, academics,
and investors to ensure the standards align with the European Union (Arena & Catuogno
2024).

5.2. Reporting under CSRD

The CSRD standards are divided into Cross-Cutting Standards, the general requirements
(ESRS 1) and general disclosures (ESRS 2). ESRS 1 sets the general requirements for how
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companies should prepare and present their sustainability disclosures. It outlines the
guidelines for reporting on sustainability-related impacts ensuring consistency and
comparability. ESRS 2 provides the cross-cutting disclosure requirements that apply to all
sustainability topics. It focuses on the company's governance, strategy, impact, risk and
opportunity (IRO) management, and metrics, creating a more consistent framework for
sustainability reporting (European Commission, 2024c)

Management report

Analysis of company’s development and Description of the principal risks and
performance and its position uncertainties
The company’s likely future developments Corporate governance statement

Sustainability statement

General information (ESRS 2) List of disclosure requirements applied

«  Specific topical disclosures Table of all datapoints deriving from
*  Sector-specific disclosure other EU legislation

Topical standards

IRO and Matrics and Targets
Sector-specific disclosure
Company-specific disclosure

Disclosures in line with Article 8 of the
EU  Taxonomy regulation  (under
Environment only)

Environmental
Governance

Figure 5. Example of structure of ESRS sustainability statement. Source: Arena & Catuogno 2024

The ESRS standard require companies to report on their sustainability IROs in their
management reports, including both positive and negative effects. Companies must make
sure their sustainability information is consistent with previous periods and clearly explain
the methods used, especially when using averages or estimates for calculations like GHG
emissions. The ESG data should be provided in the company’s website in a digital format
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that is machine readable and verified by an independent auditor. (European Comission,
2019)

Reporting should cover short-, medium-, and long-term timeframes, following due diligence
principles for managing sustainability impacts across the entire value chain. The due
diligence principle means that companies should take actions on preventing or mitigating on
the identified potential sustainability risks (Arena & Catuogno, 2024).

The ESRS introduces the term of “double materiality”, meaning a sustainability issue is
material if it affects the company’s financial performance or has significant social or

environmental impacts. (European Parliament, 2022).

Double materiality helps companies evaluate how their activities affect financial outcomes
as well as social and environmental aspects, ensuring that the sustainability matters they
report are relevant and meaningful. A sustainability matter is “material” when it meets the
criteria for impact materiality or financial materiality, or both. From an impact perspective,
a sustainability matter is material if it has actual or potential, positive or negative impacts
towards people or environment in its value chain. An impact is considered as financial if it
is expected to trigger significant financial effects on the company. This includes impacts on
the on the company’s development, financial position, cash flows or access to finance over
short to long period of time i.e. a sustainability impact becomes financial if becomes relevant
for investors. (European Commission, 2023a)



Impact Materiality

Company’s impact on people and the planet
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Double
Materiality

A

Financial Materiality

Climate and society’s impact on company

Figure 6. Double Materiality according to Arena & Catuogno (2024)

Topical standards in CSRD are divided into five Environmental (E1-E5), four Social (S1-

S4) and one Governance standard (G1) to the addition of the general level information

requirements set by ESRS 2. Each topical standard has its own disclosure requirements,

which are applied together with the ESRS 2 disclosure requirements as defined by the ESRS

standard. Each disclosure requirement has one or more data points that define the
information to be reported (EFRAG, 2023).

Cross-cutting standards Environment Social Governance
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[
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Figure 7. ESRS topical standards. Source: Arena & Catuogno (2024)
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The topical standards are divided further into subtopics where companies must make a
double materiality assessment whether a sustainability matter is relevant to their business or
not. The general standards ESRS 1 and 2 are mandatory for all companies along with ESRS
E1, which includes the standards regarding climate change. An organization must report and
justify whether they don’t see climate change as a relevant sustainability matter in their
report (EFRAG, 2023).

To pinpoint the most relevant actors in ESRS Kaplan & Ramanna (2021) address the ESRS
E1 standard that requires companies to report on their GHG emissions. This standard climate

change related standard requires GHG emissions to be disclosed as Scope 1, 2 and 3, where:

1) Scope 1 emissions are direct emissions from sources that are owned or controlled by

the company, for example vehicles and equipment.

2) Scope 2 emissions are indirect emissions from the generation of purchased
electricity, steam, heating, and cooling consumed by the company. Although these
emissions happen at the facility where the electricity or heat is generated, they are
accounted for in the company’s GHG footprint because they result from its energy

consumption.

3) Scope 3 emissions are all other indirect emissions that occur in the value chain of the

company, both upstream and downstream.

Scope 3 is the broadest category and includes emissions from sources such as business travel,
employee commuting and purchased goods and services. It also covers emissions from the
use of products sold by the company and other value chain activities that the company does
not directly control. Scope 3 is the biggest part of the company’s GHG emissions and usually

the hardest to calculate (Kaplan & Ramanna, 2021).
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5.3. Sustainable Finance Disclosure Regulation

The Sustainable Finance Disclosure Regulation, established under EU Regulation
2019/2088, came into effect on March 10, 2021, is an EU level regulation that aims to
improve transparency in the financial services sector around sustainability risks and the
sustainability of investment products. Its main function is to provide comparable information
for end investors about sustainability factors, and to prevent greenwashing by clearing
disclosure framework (Busch, 2023). The SFDR is a key part of the EU’s plan to drive
sustainable finance and move toward a greener and socially responsible economy. It works
by setting disclosure requirements for both companies and their products, requiring financial

institutions to regularly report their sustainability efforts (Cremasco & Boni, 2022).

The Sustainable Finance Disclosure Regulation first defines the organizations and the pupil
that are affected by the regulation. According to SFRD, institutions or personnel that provide
financial management or advice are defined as “financial market participants” and by
“financial products” the SFRD means funds, pension products, financial portfolios and
insurance-based investment products. This means that the regulatory system applies to most
of the funds that are on the market and the institutions that control them inside the European
Union. (European Parliament, 2019)

At the core of the SFDR is the requirement for financial market participants - asset managers,
investment firms and financial advisors - to make entity and product level disclosures. These
disclosures explain to how sustainability risks are integrated into their investment decision-
making processes (European Commission, 2021) This means that firms must explain how
they consider ESG factors when managing their investments by describing the
methodologies and data sources used in the financial products (Malherbe, 2023).
Additionally, companies are required to disclose how these risks could potentially impact

the financial returns of the investments they manage (Cochran et al., 2024).
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While the SFRD consists of entity and product level disclosures and regulatory policies, it
is accompanied by Regulatory Technical Standards (RTS) (EU) 2022/1288 that provide
technical guidance on how companies should meet the reporting requirements. The RTS
consists of standardized templates on how sustainability risks are presented and what
information should be included on company’s website. The SFRD is known as Level 1 and

RTS as Level 2 policies (European Supervisory Authorities, 2021).

5.3.1. Reporting under SFRD

The SFRD categorizes financial products according to their characteristics and sustainability
related information and targets. These disclosures at the product level are helping investors
tell the difference between the level of sustainability of the product. The SFDR categorizes
financial products into three types based on their sustainability characteristics, these are

Article 6, 8 and 9 financial products.

Article 6 products do not consider sustainability in their investment processes. However,
these products must justify why sustainability risks are irrelevant. Article 8 products promote
environmental or social characteristics, but lack a primary sustainability objective, requiring
disclosure of how these characteristics are incorporated. Article 9 products have
sustainability as their core, focusing on measurable impacts such as reducing emissions or
promoting social equity, with detailed reporting on progress and outcomes (Busch, 2023).
The enforcement of the SFDR lies with national regulators within the EU, who monitor
compliance and have the authority to impose sanctions on firms that fail to meet the required

standards (European Supervisory Authorities, 2021).

5.3.2. Sustainable finance compliance challenges

Recent studies suggest that construction companies may face reporting difficulties especially
in data collection when trying to comply with ESG regulation. The construction industry is

known for its use of subcontractors and global supply chains, making data collection difficult
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or hard to verify. Moreover, construction companies work often in geographical regions with
altering environmental standards which might complicate data collection (Papari et al.,
2024). To meet the tightened legislation requirements, construction firms need to find
resources to enhance their data collection methods, this might mean to investing in reporting
technology or relying to third party verifications or consulting services, leading to increased
cost. The reliance to multiple sources of sustainability information that construction
companies must rely could potentially effect on the credibility of disclosed information
(Malecki, 2024).

Another challenge lies in the Sustainable Finances sustainability classification, which
defines sustainability alignment. According to Cremasco & Boni (2022) the legislation,
especially in SFDR, lacks focus which arises from inconsistent application of sustainability
criteria which leads to confusion among investors and to the firms that try to align their
business towards sustainability. For example, an organization project might incorporate
sustainable practices, but still fail to clearly qualify as an Article 8 or Article 9 product,
because of interpretations of the legislation. Cremasco and Boni call this inconsistency as
“category fuzziness”. As a result, firms may face reputational risks if investors find these

sustainability claims as superficial (Cremasco & Boni, 2022).
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6. EU Taxonomy

The last piece of Sustainable Finance Framework that is introduced in this study is the EU
Taxonomy regulation. A key challenge in transitioning to a circular economy is the lack of
a shared definition of sustainability. The EU (2020/852) Taxonomy addresses this by
providing a standardized framework for sustainable financing, aiming to mobilize
investments toward the EU’s climate goals. The leqistlation was adopted in 2020, and
became fully effective on January 1, 2023, making 2024 the first year of Taxonomy reporting

(European Commission, 2024d).

The EU Taxonomy is closely linked to the European Green Deal, which is a strategy
introduced by the European Commission, aiming to make the EU climate-neutral by 2050,
as well as to the Agenda 2030. Consequently, it is also aligned with the EU’s target of
reducing greenhouse gas emissions by 55% by 2030 compared to 1990 levels. Achieving
these targets requires a precise definition of sustainability, which the EU Taxonomy provides

(European Commission, 2023a).

6.1. Taxonomy alignment in construction companies

The EU Taxonomy defines which economic activities and business sectors can be considered
as environmentally sustainable. These activities are classified by NACE coding system that
covers currently 615 different economic activities, which are responsible for approximately
90% of greenhouse gasses emitted in EU region (Schiutze & Stede, 2021). The construction
sector contributes mainly to the NACE code 7, which consists of economic activities related
to construction and repairing of buildings, but also the sector can extent to the codes 3, 4, 5
due to operating in energy, sanitation or commuting infrastructure. (European Commission,
2024c)
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When a company is involved in an activity that is eligible for Taxonomy, the sustainability
of the economic activity is evaluated through six environmental objectives. To qualify for
Taxonomy alignment, the economic activity must make a substantial contribution to one of
the environmental objectives where level of substantial contribution is assessed by
comparing an activity’s performance to threshold levels established in the Taxonomy’s

technical screening criteria (Technical Expert Group on Sustainable Finance, 2020).

When an activity meets or surpasses these defined thresholds, it is considered to be
substantially contributing to the related environmental objective. In addition to substantial
contribution to one of the environmental objectives, economic activity must follow the Do
No Significant Harm (DNSH) objectives to the remaining five environmental objectives and
meet with the minimum social safeguards set by the OECD guidelines (Technical Expert
Group on Sustainable Finance, 2020; Schitze & Stede, 2021). The Taxonomy alignment
criteria is presented visually in figure 8.

Economic activity applies with Techical Screening Criteria
(NACE)

Substantial Do No Significant

Contribution Harm

to one To other environmental +
environmental objectives

objective

1/6 5/6

Minimun Social
Safeguards

Figure 8. Taxonomy alignment according to technical standards. Source: Technical Expert Group on Sustainable Finance
(2020)

The six environmental objectives that the economic activity need to make a substantial
contribution are described below. For the time being, only the objectives on climate change
mitigation, climate change adaptation and transition to a circular economy have technical
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screening criteria, which means that a company can demonstrate Taxonomy alignment only
from contributing to one of the three objectives. Climate change mitigation has been stated
to be the main environmental goal of European Union (European Commission, 2023a) which
Is why many of construction companies have adopted the climate change mitigation as their
primary objective when assessing the Taxonomy eligibility (Technical Expert Group on
Sustainable Finance, 2020).

Environmental objectives are as follows:
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

6. Protection and restoration of ecosystems and biodiversity

6.1.1. Do Not Significant Harm and minimum social safeguards

The “Do No Significant Harm” principle is important to the EU Taxonomy, since its purpose
is to ensure that an economic activity that positively contributes to one environmental
objective doesn’t harm the others. This means that a company that advances one
environmental objective must demonstrate that it doesn’t substantially cause harm to the
other five to be aligned with Taxonomy. For example, companies must demonstrate that
where progress in one area, say climate change mitigation, don’t affect negatively in areas
such as biodiversity or marine systems (Papari et al., 2024). The sreening criteria for the
thresholds are explained in detail in the technical screening standards of each economic
activity (Technical Expert Group on Sustainable Finance, 2020).
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The third criteria of Taxonomy are the compliance of minimum safeguards. This is meant to
ensure that economic activities align not only with environmental goals, but also with social
and governance standards. These safeguards require that companies meet human rights and
labour standards, such as the OECD Guidelines for Multinational Enterprises. By
implementing minimum safeguards, the Taxonomy ensures that activities contributing to
environmental objectives do not violate essential social values, like fair labour practices and
anti-corruption measures (European Supervisory Authorities, 2021). However, the OECD
guidelines are not legally enforced for companies, but this ensures that compliance according

to Taxonomy also aligns with the social goals set by the CSRD.

6.1.2. Green, enabling and transition activities

In the EU Taxonomy, economic activities are classified into three categories: green,
enabling, and transitional, each demonstrating a different level of sustainability. Green
activities are already environmentally sustainable and contribute directly to climate or
environmental objectives, such as renewable energy production, for example wind or solar
energy. These activities are immediately aligned with the EU’s long-term goals for climate
neutrality and resource conservation, therefore automatically Taxonomy eligible (Schiitze &
Stede, 2021).

Enabling activities support other economic sectors in achieving environmental goals, even
if they are not fully sustainable by themselves. These activities are, for example,
manufacturing components for wind turbines or providing technology for energy storage.

Most of activities related to construction business fall to enabling activities.

Transitional activities represent sectors that are essential to the current economy but still
have a significant environmental footprint. These can be, for example, nuclear power or
cement production. Although these activities are not fully aligned with a sustainability goals,
they are eligible for temporary inclusion in the Taxonomy if they meet the thresholds set by

the technical screening criteria (Schitze & Stede, 2021). Although the inclusion of
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transitional activities in the Taxonomy is criticized, the classification of transitional activities
recognizes that certain industries will need time and support to adapt to a low-carbon
economy while preventing economic disruptions. Supporting transtional and enabling
activities prevents the creation of carbon lock-in situations, where the legistation favours
only low-carbon industries hindering the investments and innovations for carbon-intensive

businesses (Monasterolo, 2020).

6.1.3. Link between Taxonomy and SFDR

As the aim of this thesis is to understand how these regulations effect on the performance of
the companies that they fall under, it is necessary to demonstrate how exactly the frameworks
operate together. Schiitze and Stede (2021) explain that The Taxonomy works in two levels:
in project and firm level. The project level evaluates the climate performance of specific new
investements, such as construcion of a new building, while the firm level evaluates the
performance of a individual company or a financial portfolio. The firm level activities can
be, for example, investments in a company’s shares or providing a company loan. In these
cases, the key measure is the portion of revenue or operating expenses that align with the

Taxonomy. The two levels are demonstrated in fiqure 9 (Schitze & Stede, 2021).
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Figure 9. Project and firm level of company activities. Source: (Schiitze & Stede, 2021)
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The SFDR requires financial market participants to disclose what percentage of their
investments, funds, or portfolios align with the EU Taxonomy. This includes demonstrating
how much of their investments fall under enabling or transition activities. In practice, this
means financial institutions must report not only their sustainable investments but also the
share of their revenue and capital expenditures that meet Taxonomy criteria (Technical
Expert Group on Sustainable Finance, 2020). This is how the economic activity operator
follows the Taxonomy regulation, while the financial market participant is guided by the

SFDR, both reporting under the same framework.

The Taxonomy alignment of an investment portfolio is calculated as a value-weighted
average of a company’s aligned turnover. For example, if a portfolio includes three
companies (A, B, and C), the percentage of each company's turnover that aligns with
Taxonomy criteria is weighted by its share in the portfolio. Suppose Company A makes up
30% of the portfolio with 12% aligned turnover, Company B is 50% of the portfolio with
8% aligned turnover, and Company C is 20% of the portfolio with 15% aligned turnover.
These alignments are combined to give a total portfolio alignment of 10,6%. (Technical
Expert Group on Sustainable Finance, 2020). This is particularly relevant for portfolio
managers seeking investments under SFDR article 8 or 9. An example calculation of this is

provided in the figure 10.



41

Company A Company B Company C
Description of Description of Description of
company'’s activities company'’s activities company'’s activities
Company A Company B Company C
12% 8% 15%

30% weight 50% weight 20% weight

My equity fund is 10.6% taxonomy-aligned

Figure 10. Example of Taxonomy alignment calculation of an investment portfolio. Source: (Technical Expert Group on
Sustainable Finance, 2020)

6.1.4. Technical criteria for constructing new buildings

The growing focus on environmental businesses has put pressure on companies to align their
practices with the tight disclosure legislation. This chapter presents the current technical
screening criteria for constructing new buildings, aims to clarify the environmental objective
climate change mitigation and pinpoint the challenges in achieving it. Currently the
Taxonomy regulation recognizes nine economic activities related to construction and real
estate, however this study focuses on the NACE code “F41 Construction of buildings”,
which currently is the biggest economic activity of Finnish construction companies. The
NACE code F41 aligns with the technical screening criteria 7.1. under the same description.
This economic activity is later analysed in the empirical part of the thesis.

To make a substantial contribution to the environmental objective climate change mitigation
the Taxonomy specifies three requirements to comply with Taxonomy alignment (table 1).
These requirements focus on the energy efficiency and the life-cycle calculations of the
building. The requirements 2 and 3 are straightforward practices that present hardly new
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standards for buildings larger than 5000m?, nor they specify any threshold numerical values

that need to be met.

However, the first criteria sets a tighter standard as the primary energy demand of the
building has to at least 10% lower than the threshold set for nearly zero-energy buildings
(NZEB). These thresholds are established by each country under the EU Directive
2010/31/EU, which aims to improve building energy efficiency. In Finland this means that
the buildings energy efficiency is to be 10% more energy-efficient than the minimum
requirement for a building permit. These thresholds are determined and can be calculated for

each building type (Green Building Council Finland, 2024).

Table 1. Substantial contribution to climate change mitigation: (European Commission, 2023b)

1. The Primary Energy Demand (PED), defining the energy performance
of the building resulting from the construction, is at least 10 % lower
than the threshold set for the nearly zero-energy building (NZEB)
requirements in national measures implementing Directive 2010/31/EU
of the European Parliament and of the Council. The energy performance
is certified using an as built Energy Performance Certificate (EPC).

2. For buildings larger than 5000 m2, upon completion, the building
resulting from the construction undergoes testing for air-tightness and
thermal integrity, and any deviation in the levels of performance set at
the design stage or defects in the building envelope are disclosed to
investors and clients. As an alternative; where robust and traceable
quality control processes are in place during the construction process
this is acceptable as an alternative to thermal integrity testing.

3. For buildings larger than 5000 m2, the life-cycle Global Warming
Potential (GWP) of the building resulting from the construction has been
calculated for each stage in the life cycle and is disclosed to investors
and clients on demand.

6.1.5. DNSH principles

The second DNSH principle focuses on climate change adaptation and climate change

vulnerability assessment according to the Taxonomy Annex A. It states that material and



43

physical climate risks are to be identified through a detailed climate risk assessment,
screening relevant risks and evaluating adaptation solutions to the activity’s scale and
expected lifespan (European Commission, 2020). Climate risk assessments should be
conducted in line with the latest IPCC scenarios, applying the precautionary principle using
the highest risk pathway. These assessments should cover the expected lifespan of the
building being evaluated. If the lifespan is unknown, assessments are recommended to span
at least 50 years for new buildings and 30 years for existing buildings. The IPCC climate
projections are based on greenhouse gas concentration pathways, which are not currently
considered in Finnish building regulations, therefore, to be aligned with Taxonomy a project
should include the projections in design principles (Green Building Council Finland, 2024).
Notably, the EU Taxonomy does not impose specific qualifications for individuals
conducting these climate risk assessments, allowing flexibility in who can undertake the

review.

DNSH criteria sustainable use and protection of water and marine resources limits the water
flow of appliances such as faucets, showers, urinals and toilets giving a I/s threshold value,
that shouldn’t be exceeded (European Commission, 2023c). Additionally, this criterion
establishes guidelines for the building's construction phase to protect local water quality by

assessing potential impacts and risks towards water bodies.

Contributing to circular economy is the fourth DNSH criterion, which regulates that at least
70% of non-hazardous construction and demolition waste generated on-site must be prepared
for reuse, recycling, or recovery (excluding naturally occurring materials), following the EU
waste hierarchy and protocols. This criterion promotes circular economy by encouraging
material efficiency. The main objective of this criterion is keeping the same material in
circulation, therefore energy recovery is excluded from the objective (European

Commission, 2023c).

The second criterion for this objective requires demonstrating, using 1SO 20887 or other
applicable standards, how buildings are designed to promote resource efficiency,

adaptability, flexibility, or ease of dismantling to support reuse and recycling. The ISO
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20887 is a design standard for disassembly and adaptability which describes the methods
that should be included early in the building design process, however the criterion allows
the use of other relevant standards where Green Building Council Finland mentions the use
of BREEAM, DGNB and Leves certification frameworks (FIGBC, 2022).

The technical screening criteria for pollution prevention focuses on the use of chemicals and
hazardous substances. The criteria prohibit the use of substances listed in extensive
regulations by the EU and especially stresses the use of mercury and mercury-added
products. This criteria also gives threshold level for formaldehyde and carcinogenic volatile
organic compounds in mg/m?. The pollution prevention objective also provides guidelines
for managing potentially contaminated soil and emphasizes minimizing harm from noise,

dust, and pollutant emissions at the construction site.

Last environmental objective that a project must comply with is protection and restoration
of biodiversity and ecosystems. This criterion establishes guidelines on suitable building
locations according to the Taxonomy, safeguarding biodiversity-sensitive areas, arable and
crop lands, and lands that qualify as forests. According to FIGBC the normal zoning and
permit processes assesses sufficiently the biodiversity and ecological vulnerability of the
area. However, if the construction project is near a protected or a Natura 2000 area, an
Environmental Impact Assessment and Natura assessment must be conducted (FIGBC,
2022). Also, if the building is planned to a area that doesn’t hold a building permit a

extensive environmental impact assessments must be conducted.
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7. Research methods

This chapter covers both the research methodology and its application. The first section
introduces the methodology employed in the empirical part of the thesis. Content analysis is
applied to examine annual sustainability reports of biggest construction enterprises operating
in Finland, and finally semi-structured interviews are conducted to bring the research data
together for drawing conclusions.

7.1. Research strategy and methods

This research uses qualitative and quantitative methods to investigate the sustainability
reports of Finnish construction companies that have disclosed under the current EU
legislation. The study applies a mixed methods research approach as its primary method,
combining both qualitative and quantitative techniques to analyze and benchmark

sustainability reports (Aramo-Immonen, 2013).

The integration of these methods provides an evaluation framework that offers insights into
both measurable sustainability metrics and qualitative content. Teddlie & Yu (2007)
supports this by stating that mixed-methods research focuses on the collection, analysis, and
merging of qualitative and quantitative data within a single or multiple studies (Teddlie &
Yu, 2007). This approach enables the researcher to act as a bridge, linking different forms

of data (Aramo-Immonen, 2013).

Quantitative analysis is used in the examination of sustainability reports, focusing primarily
on measurable aspects of companies' performance. The data used by the benchmarking
process is presented by numbers and can be arranged hierarchically according to their
mathematical properties, therefore choosing quantitative methods in analysis is suitable
(Thietart, 2001). By using statistical tools it’s possible to identify trends, draw comparisons,

and assess how effectively companies are meeting industry benchmarks (Moriarty, 2011).
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The objective of quantitative analysis in this context is to provide a data-driven assessment

of the companies' sustainability performance (Thietart, 2001).

Benchmarking as a research method, involves the systematic comparison of companies'
performance against industry’s standards or best practices. It serves as a tool to identify gaps
in performance and offers a basis for understanding how well a company measures up to its

peers or leading organizations in the construction industry (Kyrd, 2004).

Qualitative part in this thesis is carried out through a semi-structured interview. This
provides a framework that allows interviewees to express their thoughts in their own words
while researcher is guiding the conversation toward specific topics of interest. Semi-
structured interviews tie together the quantitative findings and deeper contextual
understanding, enabling researcher to explore attitudes, perceptions, and motivations that
can’t be presented by numerical data (Lund, 2011). This method aligns with the principles
of thematic analysis, where the interview data is coded into themes to identify themed
patterns. According to Polizzi (2022), qualitative content analysis in mixed methods research
serves as a tool for better understanding the knowledge gathered through quantitative
methods. (Polizzi, 2020).

In this research, the benchmarking part of the study is first conducted followed by a
qualitative phase that provides further detail and context. According to Creswell, (2023) this
process involves gathering and analysing the quantitative data first, which then guides the
focus of the qualitative analysis. This approach ensures that the quantitative results inform
and shape the following qualitative analysis, leading to a more detailed understanding of the
data.

7.2. Research setting

The aim of the study is to understand how different construction companies have adopted

EU sustainability regulations and how they compare with each other. The study focuses on
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examining the reporting requirements of the EU Taxonomy on Finnish construction
companies and assessing how the industry has responded to these new reporting obligations.
Additionally, it aims to explore the link between the Taxonomy and the Sustainable Finance
Disclosure Regulation, and the CSRD by interviewing market participants who handle the

data generated by the Taxonomy.

The 2024 sustainability reports published by construction companies will serve as the
benchmarking data, with a particular focus on the alignment of reported Taxonomy
compliance with company revenue. The analysis will look for variations in reporting
approaches and identify any significant differences in how companies interpret Taxonomy
criteria. The benchmarking process seeks to highlight the most significant differences among
companies and identify top performers in the industry. The goal is to address research

questions:

1) Assess the impact of these regulations on the alignment of financial and
sustainability performances.

2) Identify the challenges and areas of ambiguity within the current regulatory

frameworks

Once the benchmarking data has been analysed, it will be used to deepen understanding of
the connection between the Taxonomy and SFDR. The aim is to capture the perspective of
fund managers on how much Taxonomy data influences the valuation of construction
companies from a stakeholder’s viewpoint compared to traditional financial accounting data.
At this stage, interviews will provide additional insights to answer questions arising from
the content analysis of sustainability reports, especially where further perspectives may be
lacking. The benchmarking analysis will be particularly useful for designing and structuring
interview questions. Interview results will be analysed to improve sustainability reporting

practices and enhance SRV’s performance in sustainability matters.
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7.3. Benchmarking of sustainability reports

This section focuses on the first part of the study: the analysis of sustainability reports from
construction companies operating in Finland. It begins with an overview of data selection
and content limitations. Once the materials are gathered, they are interpreted using the
previously mentioned research methods.

The collection of sustainability reports started by identifying Finnish construction companies
required to report sustainability information in line with the Taxonomy regulations. In 2024,
this includes listed companies with over 500 employees. Seven companies meeting these
criteria were identified, all of which published sustainability reports as part of their annual
reports. Notably, during data collection, most non-listed smaller construction companies also
published sustainability reports, detailing their sustainability strategies and goals, often
indicating their readiness for future Taxonomy-aligned reporting. However, these smaller
companies were excluded, as the study primarily focuses on Taxonomy compliance. The
companies selected for benchmarking are seven listed companies that report technical

screening criteria code 7.1. in their sustainability report.

For benchmarking, the following reported sustainability metrics were selected: the relative
share of Taxonomy alignment in the company’s total revenue, Taxonomy-aligned and non-
Taxonomy-aligned revenue, and the number of operations identified as aligned with the
Taxonomy. The benchmarking included both Finnish and Swedish companies where the

revenue for Swedish companies was converted to euros using an exchange rate of 0.088.

The qualitative analysis began by tabulating the Taxonomy-aligned revenue figures reported
by companies into an easily readable and comprehensible table. This technique was repeated
for other presented data. In the quantitative phase, particular attention was paid to the
reported numbers and content of Taxonomy-aligned operations, as some differences

appeared in company disclosures.
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7.4. Interview methodology

The second part of the study focuses on the findings from the interviews will be categorized
according to the insights from the benchmarking section and the theoretical section of the
thesis. The semi structured interviews were conducted with five different industry
professionals, including sustainability managers, financial managers and ESG consultants.
The interview participants were chosen for their expert knowledge in CS reporting,
sustainability financing and accounting, as well as their close relation with working with the
construction sector. Consequently, the participants represent the most important
stakeholders of sustainability reporting. The interview questions were designed to align with
the research themes of transparency, stakeholder engagement and taxonomy compliance.
Overall, the interviews provided over 200 pages of material. This material was used to bring
more understanding to the theoretical constructs and to support the research themes along
with the benchmarking.

Interview 1 Financial Manager 52 min
Interview 2 Sustainability Manager 54 min
Interview 3 Financial Manager 45 min
Interview 4 Sustainability Consultant 27 min
Interview 5 Sustainability Consultant 59 min

Table 2. Interviewees and time used in consulting

While the interviews provided valuable insights, certain limitations should be noted. The
sample size was representative but relatively small, perspectives from contractors in the
construction sector were also underrepresented. Additionally, the rapid evolution and the
novelty of sustainability regulations may mean that some findings reflect temporary

challenges rather than long-term trends.
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8. Results

This section presents the findings from the quantitative and qualitative analysis of the study’s
data. It outlines the results of the benchmarkings quantitative and qualitative analysis,
followed by the results of the market participants' interviews. The results mostly implicated
sings of data inconsistencies in reporting practices. These results are further examined in the
discussion and conclusion part of the thesis.

8.1. Results of benchmarking

Once the content of sustainability reports was examined, the preliminary results for the
benchmarking analysis was obtained. The objective was to evaluate whether the reports
presented information aligned with the requirements of the EU Taxonomy Regulation and
identify the reporting differences between companies. The breakdown of taxonomy
categories is shown in figure 11. The bars in green represents the Taxonomy aligned turnover
(A1), which means the turnover hat is fully aligned with the EU Taxonomy Regulation,
hence contributing to sustainability goals. Taxonomy eligible turnover (A2) is shown in blue
and represents the percentage of turnover that is eligible under the taxonomy but not yet
aligned. This suggests the activities are within the scope of the regulation but have not fully
met all requirements. Turnover of non-taxonomy eligible activities in orange, represents the
turnover generated from activities that are not eligible under the taxonomy, meaning they

likely do not directly support sustainability goals or fall outside the regulation's framework.
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Figure 11. Taxonomy aligned turnover per total turnover

The key observations of figure 11 is that all of the companies show a relatively small
distributions of non-taxonomy eligible activities. This could indicate that the industry has
similar views of their operations that could not be aligned with taxonomy. The taxonomy-
eligible turnover is consistent with (falling between 60% to 80%) all the companies expect
for Company 4, this might indicate that all the companies recognize that majority of their
operations could be aligned with taxonomy, but additional steps must be made to reach the
goals of the legislation. The high amount of taxonomy eligibility represent room for growth
and demonstrates the significant role that construction industry could have towards

sustainable economy.

Company 4 demonstrates significantly larger portion of its turnover (green) that is already
aligned with the taxonomy. This could indicate that Company 4 is further along in integrating
sustainable practices compared to its peers. On the other hand, this might present
differentiations in the Taxonomy interpretations which appears in significantly higher
performance than the other companies. To add, this might also represent the attitude and
strategies towards on how companies are approaching the green transition. While most
companies are approaching more carefully the new legislation, Company 4 has taken more

ambitious take on pursuing the Taxonomy compliance.
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To better understand the differences in sustainability reporting, the number of operations
was also analysed. This analysis on the number of operations provides deeper insight into
the diversity of practices and gives information in how much potential companies see in their
alignment with sustainability criteria. The operations were first analysed quantitively
followed by analysis by their content. The figure 12 shows the number of operations that the

construction companies have reported in their reports.

Figure 12 highlights significant differences in the number of reported eligible operations.
Four companies report 10 or more eligible activities that could potentially align with the
taxonomy, while three reported only 1-2 activities. From the take Company 2 and 4 are the
top performers with alignment with 11 and 7 operations where the peers report maximum of

3 aligned operations.
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Figure 12. Number of reported operations in construction companies.

The small number of aligned operations may suggest that, although companies recognize the
potential for taxonomy alignment, they are concentrating their resources on a select few
activities they find easiest to implement effectively. Notably, Company 2 and 4 show higher

alignment compared to their peers, which is significant given that the industry's core business
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Is constructing new buildings. To add, Company 4 differs from other construction companies
in this regard, as it does not separate the revenue from different operations in its report.
Instead, it states that its operations would be in taxonomy aligned, except for activities that

do not include construction.

The variation in operations between construction companies is in the other hand explained
with the business strategies and their specialization in business, for example Companies 2
and 5 report many eligible operations in infrastructure and water technologies. Similarly,
Company 7 reports only one operation, which highlights the differentiations between
business strategies as well as in company sizes. Some companies have notably more
operations in infrastructure building as the others are more focused on real estates and
housing. Building infrastructure is unarguably an important part of Company’s 2 and 5
business strategy, but it doesn’t demonstrate a major share in their total turnover. A big share
of eligible operations might be signal that businesses understand that a single operation could
be aligned with taxonomy, but the size and significance of the operation is minor compared
to its core business. This is why it was important to investigate the “construction of new
buildings” operation alignment. The alignment of the economic activity construction of new

buildings per total turnover is presented in figure 13.
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Figure 13. Construction of new buildings alignment per total turnover.
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The figure 13 demonstrates the alignment of new buildings operation (technical screening
criteria code 7.1.) alignment, in Company 6’s case the used operation is renovation of
existing buildings to get comparable results. The chart highlights that most companies report
a high percentage of taxonomy eligibility than alignment. Four companies have over 60% of
their total turnover in just one operation with Company 7 demonstrating 100% of turnover
in construction of new buildings. Company 4 stands out with a notably higher alignment,
showing more success in aligning its operations with sustainability standards, to add,
Company 4 has the combined eligibility and alignment close to 100% which shows a

business strategy that is concentrated to a single operation.

Overall, the benchmarking showcased differences business strategies, as well as in the
Taxonomy adaptation of taxonomy interpretations. Most of the Taxonomy tables were easy
to read and very understandable, but some showcased more variation where the reader has
to make certain assumptions towards the reported numbers. Another interesting finding is
the differences between reported operations. This may be explained with variation between

business models, but also in the interpretations of compliance.

8.2. Interview results

The final section of the empirical part of the thesis analyses and breaks down the interviews
from the sustainability experts. The interviews are presented in subtopics that align with the

key themes offering a structured breakdown of the discussed issues.

8.2.1. Integration of sustainability into core business practices

One of themes in the interviews was the integration of sustainability practices into core
business practices. This brings forward the importance of integrating sustainability into day-
to-day activities to create long-term value instead of being a separate operation. Many

interviewees agreed that achieving this integration requires cross-functional collaboration
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and a commitment to aligning sustainability goals with financial performance metrics.
However, most interviewees presented the idea that sustainability as a business function is
currently overshadowed by the heavy reporting frameworks but continued that the

frameworks like Taxonomy help businesses to achieve measurable results.

"Sustainability meters... are seen as drivers of the business, so these should always be linked
to the strategy. When they are connected to the strategy, they automatically become part of

the objectives. ”

Frameworks like the EU Taxonomy were viewed as tools that could drive strategic alignment
by making sustainability measurable and comparable across organizations. Participants
mentioned that this alignment could help businesses to navigate market and regulatory

pressures while achieving both financial and environmental goals.

8.2.2. Data quality in reporting

One of most discussed topics during the interviews was the available ESG data and the
quality of it. All the interviewees concurred that there is abundance of available ESG
information, but the most relevant metrics are still difficult to obtain. This challenge comes
from inconsistent data collection methods and the complexity of long supply chains behind
the needed information. Interviewees admitted that sustainability data often relies on
estimates, which raises questions about its reliability and validation. Dealing with these
inconsistencies takes a lot of effort, and many participants described it as a resource

depriving process.

Because of these issues, some investors prefer to use external service providers for ESG
information. These providers add value by reviewing and processing the data into a

consistent, comparable format that’s ready to use.
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“We use external service providers who collect the data and sell it to us in data packages
and various metrics. Essentially, they handle the entire process of reviewing and ensuring

that the data is comparable, high-quality, and reliable.”

Other data collection methods include mechanical data collection, using in-house analytics
data and surveys for clients. However, the level of sophistication varies greatly, as one
participant explains:

“But if we consider quantitative data, such as emissions calculations, at best, they are
currently collected in an Excel sheet based on supplier invoices or information provided by

the supplier.”

All the interviewees knew what ESG information was relevant for them but pointed out that
the relevant information differs from the point of view and how the data is used, however
most mentioned that the most used single ESG datapoint is related to carbon intensity. The
most relevant sustainability information for financial stakeholders often revolves around
metrics that directly relate to a company's risk profile and environmental impact. Climate-
related factors, such as GHG emissions and carbon intensity, are frequently emphasized
because of their increasing regulatory and financial importance. For example, European
banking authorities now require lenders to collect data on clients’ climate risks, fossil CO2
use, and other ESG meters. It seems that carbon intensity is becoming the most followed

ESG indicator when assessing company’s ESG performance.

“We calculate companies' greenhouse gas emissions data, reflected through our balance
sheet. This allows us to determine financed emissions, which is certainly one of the key

aspects”
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8.2.3. Skills and organizational challenges

The challenges in data collection are closely related to cross-sectional functions within
companies and the lack of reliable ESG data collection systems. The interviewees state that
while ESG data might useful and reliable, it is still scattered in multiple systems and value
chains where the collection consumes resources. Some point out that ESG data differs from
financial data because its value is hard to present numerically, and it requires processing as
well as working with estimates. Additionally, many participants highlighted the importance
between functions in data collection. ESG reporting combines the expertise of financial,
environmental and human resources departments as well as the sector specific knowledge
which point out the cross-functional expertise. Some suggest that companies suffer
difficulties in combining and controlling ESG and environmental information which tells
about lack of expertise and knowledge on reporting practices. New emerging titles, such as
ESG controllers are suggested to become new roles that combine expertise in financial
analysis and sustainability management ESG metrics.

“ESG data is scattered across multiple systems and value chains, making it resource-

intensive to collect and process.”

“The challenge isn’t just about expertise, it’s about coordination between departments like
finance, HR, and environmental teams. Often, one hand doesn’t know what the other is

doing.”

The ESG data among interviewees is mostly utilized in their own reporting and seeking
single valuable datapoints in their own operations and for stakeholder and compliance
purposes. None of the interviewees stated that ESG information from a single company is
used in financial decision making, unless it is used for investment portfolios that seek
alignment with SFDR articles 8 or 9. However, in investments towards a company’s stocks
the sustainability information was seen to be irrelevant compared to other financial

information. On the other hand, the interviewees noted that the growing significance of ESG-
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linked loans and bonds is slowly changing how investors see company’s sustainability
metrics. One participant stated that environmental metrics are becoming essential for
satisfying regulatory requirements, therefore the potential for ESG data to directly influence
financial decision-making remains limited, but its role is rapidly growing as all stakeholders

demand higher accountability standards.

“In some of our funds, it’s stated that a minimum allocation, for example, 3% of the fund’s

investments, must be aligned with the Taxonomy.”

8.2.4. Transparency and credibility in reporting

Important topic about reporting frameworks was the creating of credibility and trust. The
aim was to seek weather the EU Taxonomy could better stakeholder relations trough
transparency. The interviewees stated the importance of Taxonomy in standardizing
company impacts, but most recognized that current reporting isn’t at a good level yet. For
Taxonomy to succeed in fostering company credibility, its vital to that all companies
interpret and apply the criteria consistently. Some stated that they have noticed clear cases
of Taxonomy misinterpretations, but they don’t see this happening intentionally, especially
when companies are trying to adopt the new legislation. The participants mostly stated that
the inconsistencies are likely to disappear when a certain maturing of the reporting practices

takes place.

“I don’t believe that anyone is intentionally reporting incorrectly, but so far, there has been

quite a lot of inconsistency in the reporting.”

"The Taxonomy criteria are incredibly technical, which makes their interpretation difficult

for companies, particularly smaller firms with limited resources.”
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When discussing the quality of sustainability reporting and credibility of companies some
skepticism was noticeable. One participant pointed out that good quality reporting might be
cover real sustainability risks, mentioning cases where quality reporting correlates with
higher company emissions, which could have a negative effect on the effectiveness that
reporting frameworks give. However, transparent frameworks, like the Taxonomy, where it
is possible to notice and point out market distortions, aligns with the point that sustainable

regulation has an effect.

The role of transparency was highlighted in all the interviews, since every participant
stressed the importance of transparency. The findings showed that clear sustainability
reporting is key for standing out in a competitive market, which is shown in the importance
of tracking and proving the stated results in the reports. This is particularly valuable in
construction company context when, for example, emissions of long supply chains must be

reported.

If someone says that this activity produces this amount of emissions, the first question is:
based on what? On some average published by an entity? What is that entity, and is it

reliable?

8.2.5. Value of sustainability in financial practices

The integration of sustainability reports with traditional financial data reveals contrasting
priorities in investors and ESG professionals. The interviews state that traditional financial
metrics remain as the most important thing for evaluating company’s stability and
investment potential, where the sustainability data reflects the long-term opportunities.
Despite the growing significance of sustainability metrics, the reporting and sustainability
data are rarely considered the be main indicators of firm’s viability for investments.
However, nearly all interviewees mentioned ESG-linked loans and green bonds as financing
method that are currently increasing and gaining momentum. ESG-linked bonds and loans

tie borrowing costs to the achievement of sustainability targets, connecting financial
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outcomes with sustainability performance. This shift underscores the increasing importance
of aligning sustainability metrics with traditional financial measures, signalling a move

toward more integrated reporting.

“Unfortunately, yes, responsible investors do follow market share, which makes sense. They
won’t invest in a company just because of its sustainability profile, the financial numbers

also need to be in good shape.”

"Special or thematic funds that focus on specific types of bonds can naturally be interested

in an entire project as a whole."

Most financial professionals stated that only Taxonomy alignment does not bring additional
value for the company, but the value is in the company operations. The investors were mostly
interested in business practices of a company and how sustainability matters are incorporated
in them. This is how the financial professionals seek potential customers or opportunities for

investment

The main concerns about ESG information were the regulation frameworks themselves. The
interviewees felt that the reporting frameworks are somewhat incomplete causing challenges
in interpretations and data consistencies. The investors find positive sides in the inclusion of
ESG meters in professional investing, which eventually increases the transparency of
portfolios and helps to find more sustainable investments. However, they find that the final
execution of regulatory frameworks is still incomplete which leads to confusion among the

trade.

“There are kind of too many very ambiguous parts in it. 1z’s unfinished, but it still had to be

implemented, so it has been implemented in an unfinished state. ”
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8.2.6. Stakeholder expectations in compliance

When discussing the sustainability transformation abilities that the frameworks have towards
construction industry the experts mostly thought that there lies potential in creating a
sustainability shift. The experts state that mandatory reporting frameworks allow
comparability and eventually reveal inefficiencies where unsustainable practices within the
industry become more visible. However, the impact of sustainability reporting on the
industry’s transformation is influenced by several factors. For example, while reporting
creates pressure for improvement, its success also relies on clients’ needs and stakeholders
demanding higher environmental standards and adding them into contract incentives. When
clients prioritize sustainability in their investment decisions, it compels construction firms
to adapt and comply. However, this works in both directions: if the construction project
clients are not interested in climate targets, then the possible innovations and green
adaptations are left unused. Some concerns were argued about the possibility for reporting
requirements to divert resources from practical improvements or innovation by focusing too

heavily on compliance.

“There are different projects that can be influenced in various ways, and it ultimately comes

back to what the client wants and doesn't want."

“This is a philosophical question about whether transparency and reporting are done just
for the sake of reporting and what the end goal really is. There are a lot of reports now, but

is any change actually happening?”



62

9. Discussion

This study aimed to explore the integration of sustainability reporting within the construction
industry, focusing on the challenges and opportunities posed by EU frameworks such as the
Taxonomy, SFDR, and CSRD. Also, it aimed to understand the implications of these
regulations for corporate strategies, reporting practices and possibilities for green investment
through a combination of literature reviews, benchmarking and semi-structured interviews.
The EU Taxonomy has been in force fully for one reporting season, which is why the results

of this study are particularly relevant.

Where the previous studies have studied the effects of EU regulations towards investment
portfolios (Malherbe, 2023) as well as the barriers that might inhibit sustainable investments
(Toxopeus & Polzin, 2021) the insights from the construction industry remain understudied.
This thesis contributes the existing literature by incorporating the views from the economical
studies with construction industry structures. It seems that similar problems persist both in
economic and construction contexts. The novelty of the Sustainable Finance Framework
seems to be one of the main hindrances for the framework to fully attract investment streams.
This is because both the investment parties and the investment receiving organizations are
focusing their resources in aligning their businesses with the regulation. These changes in
business models and strategies when organizations are adapting the new regulations are
could be creating what Cremasco & Boni (2022) describe as “category fuzziness”. This
means that the interpretations of the framework aren’t still settled in industries, which might
lead to misinterpretations and inconsistencies in how organizations report their sustainability
practices. The variation in Taxonomy aligned operations in the benchmarking part of the
thesis might indicate this kind of category fuzziness.

This thesis found similar themes in the importance of integrating sustainable values into
organizational strategies, especially when it comes to risk management, as highlighted in
research articles by Hummel & Jobst (2024) and Parida & Wincent (2019). In the
construction industry, stakeholders seem highly value the risk mitigation provided by
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regulatory compliance. The effective risk management ensures reliability and transparency
thus fostering trust between clients which could support the long-term business viability of
an organization. To add, the findings suggest that risk mitigation can transition from being
just a compliance tool to becoming a strategic driver of economic benefits, particularly when
tied to financial incentives. This view is also supported in a study by Schiitze & Stede (2021)
where they argued that Taxonomy is a valuable tool to support sustainability performance
and enhance corporate credibility within industrial sectors. The actual economic flow
towards financial performance supported by the Sustainable Finance Framework is perhaps
too novel to be discovered in this study, and it is highly recommended to be investigated
later when organizations are fully incorporated the regulations into their business functions.

A limitation of this thesis lies relates in the scope and the availability of the data. While the
Sustainable Finance Framework, and especially the EU Taxonomy is expected to direct
financial investments towards performing companies, the shift to this is still very early
stages. The currently the research revolves around portfolio investors (Cremasco and Boni
2024) where the empirical studies of real estate investments are still significantly under-
researched. The behaviour of real estate investors could possibly be guided by the EU
Taxonomy and consequently direct economic incentives towards the Taxonomy performers,
however this would require more empirical research just on real estate investors and whether
the Taxonomy has direct impact on their investment behaviour. Also, this differentiation
between real estate and portfolio investors is especially interesting as the Taxonomy
provides possibilities to invest in sustainable projects as well as in market listed
organizations (Schiitze & Stede, 2021). These differences in investor profile can be critical

for companies that seek investments trough sustainable strategies.

Another limitation related to the scope of the study is the amplitude of it. The research aimed
to study the effects of the Sustainable Finance Framework, where the vastness of the
framework itself sets limitations. The implications of three major regulations are discussed
in this thesis, which sets difficulties in recognizing specific effects of a single regulation.

Consequently, to get specific data and understanding the scope of the study should be
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narrowed down to a single regulation, say the Taxonomy, to get reliable results in

investigating the effects on the construction industry.

Additionally, the subjective nature and the relatively small research base of qualitative
interviews sets limitations to the credibility of this study, although provided with the insights
of the quantitative benchmarking data. The interviews were rich in depth but may reflect
subjective biases of the respondents especially when the subject is closely related in the
interviewee’s profession. However, the mixed method approach used in this study might be

correct research approach regarding future studies.

For future research, this thesis recommends narrowing the scope to focus exclusively on a
single regulation and exploring it in greater depth. Another promising subject for
investigation is the significance of Scope 3 emissions and an organization's emissions
intensity, a topic that was frequently highlighted in the interviews but went beyond the scope
of this study. Effective value chain management of Scope 3 emissions is expected to become
increasingly critical in the construction sector, particularly as EU regulations continue to

tighten.
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10. Conclusions

The findings of this study implicate that the Sustainable Finance Framework has substantial
effect on the construction industry. These effects present themselves mainly in internal
operations and in stakeholder engagement. The main idea behind Sustainable Finance
Framework is to direct investment into green businesses and thereby mitigate the climate
change. The adaptation of green investment is still in the early stages, however the
possibilities for them are at the rise.

The impacts of the Sustainable Finance Framework are currently in the annual reporting
practices and how companies are adopting them. This means a great resource use in
developing new reporting methods and data collection. The results indicate that the
stakeholders under the framework appreciate the sustainability information, but in different
ways. Mostly investors as well as the consultants are trying to achieve their own compliance
needs, which differentiate greatly. It seems that there is always a bigger entity that requires
regulatory reporting and compliance, which is why there might lie inefficiencies in the
effectiveness of the framework, as the pressures in compliance and reporting hinder the

potential uses for sustainability information.

The findings indicate that companies are at varying levels of maturity in their interpretation
and implementation of the EU Taxonomy. While some organizations have effectively
integrated these frameworks, others face challenges with inconsistent reporting practices,
particularly in meeting regulatory requirements. The inconsistencies present themselves in a
way the reporting is structured, for example, the numerical information in Taxonomy tables
is not presented consistently, which impedes the transparency as well as the consistency of
the reports. Transparency emerged as a critical factor for building stakeholder trust and in
differentiating in a competitive market. While companies are still adopting the reporting
practices the inconstancies that the investors faced caused skepticism and even frustration,

as they felt that they couldn’t use the data in their own needs. The fact that the sustainability
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data isn’t consistent enough has led companies to rely on external data providers so that the

ESG information would be preprocessed for further use.

While frameworks like the EU Taxonomy aim to standardize reporting, the benchmarking
revealed inconsistencies in how sustainability criteria are interpreted due to the technical
nature of the Taxonomy. These inconsistencies undermine the credibility of ESG reports and
highlight the need for clearer guidelines and industry-wide instructions the in construction.

The main difference, as well as the main inconsistency, was how companies have taken
different approaches in reporting various amounts of economic activities. While others’
reporting is strictly focused on the core business of the companies, others have discovered
more activities that they reported in their sustainability report, this may be due to the nature
of varying projects or business models, but it may also lead to interpretation on what is an
economic activity in a construction project. While Taxonomy recognizes single economic
activities, it does not count other economic activities inside a project, i.e. a construction
project can apply to multiple economic activities that aligns with the Taxonomy. For
example, the constructing of a new building usually includes renewing or constructing
pedestrian paths, that have their own Taxonomy criteria. This minor part of a project is
traditionally included in the main project, but it is possible to present these as two projects
with differing Taxonomy targets, if the turnover of the projects is separated. This turnover

separation may explain the variation in economic activities in construction companies.

The challenges in compliance with the Sustainable Finance Framework lies in the
complexity of Taxonomy criteria and the heavy data collection methods. While criteria of
the Taxonomy is likely to be adopted in upcoming years by the construction industry, the
challenges in data collection remain. Construction projects require long supply chains that
usually vary by the project. Consequently, the nature of the construction industry is
inconsistent, so it’s difficult to build consistent methods around it. Investing in ESG data
management systems is one way to streamline data collection and better the consistency of
sustainability metrics. This system centralization can reduce the burden of manual data

processing and enhance comparability in reporting periods. To enhance data collection even
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further, companies should study the possibilities in integrating more information into every
stage of the project. This means overall digitalization of construction industry, which has

been lacking behind on digital development compared to other industries.

To improve the skills in sustainability performance, cross-functional collaboration, data
management and the development of specialized roles are suggested approaches.
Stakeholders increasingly demand robust ESG metrics, compelling companies to improve
their practices. However, gaps in expertise and coordination within organizations remain a
challenge. This study suggest that cross-departmental expertise is essential in combining
financial analysis with environmental and social metrics, this may lead to new roles such as
ESG controllers that manage the sustainability data. To add, the Taxonomy and CSRD are
currently focusing on environmental reporting while the social standards are under
development and most likely to cover larger spectrum of corporate reporting. This probable
development in social matters is going to highlight even more the cross-functional expertise

in companies and add pressure in supply chain management.

From 2026 forward the scope of EU taxonomy and CSRD is going to account small and
medium-sized enterprises that are currently in the supply chain of the reporting companies
of 2024. To prepare for this, companies should collaborate with key partners to establish
consistent ESG data collection methods, for example, incorporating basic ESG information
as a part of contracts. This supply chain management should include Scope 3 emissions

reporting and compliance towards minimum social safeguards.

The findings of this thesis highlight the transformative potential of sustainability reporting
in driving meaningful progress within the construction industry. Despite ongoing challenges
related to data quality, compliance, and expertise, integrating sustainability into core
business practices provides opportunities for long-term resilience. This aligns with current
trends observed in both academic literature and stakeholder engagement. Stakeholders in the
construction industry place high value on ESG information as it demonstrates an
organization’s commitment to addressing sustainability-related concerns. Thereby,

integrating ESG reporting into corporate risk management systems not only enhances
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compliance but also reduces operational vulnerabilities, such as supply chain disruptions and

changes in market conditions.

However, major problems still lie in the efficiency of the Sustainable Finance Framework.
Most of the investors of construction industry are currently engaged in using sustainability
information, but there lies problem in mutual goals and targets. The investors of construction
industry are currently unable to use the sustainability metrics efficiently, which is why the
focus is currently on topics like “consistency” and “transparency” and not the actual
accomplished results. The construction companies should find ways to seek mutual benefits
with investors in sustainability targets and intercorporate those in construction projects. If
the mutual targets are not found, the impact of the framework comes short and stays just in
the level of regulatory compliance. To be clear, a differentiation between investor profiles
has to be made: real estate investors focus on project-specific sustainability metrics, such as
green building certifications, while corporate investors emphasize broader ESG compliance
as a measure of long-term stability. Currently, aligning with real estate investors is easier
due to the integration of Taxonomy requirements and other ESG objectives into contractual

agreements, which establishes a sense of common goals in a construction project.

While sustainability performance is becoming increasingly appreciated in the industry, it is
not a standalone determinant of investment decisions. Currently sustainability information
in financing is mostly used in risk mitigation. The research suggested that factors such as
financial stability, order backlog, and overall market performance remain critical in
assessing corporate credibility. For instance, a construction company may achieve taxonomy
compliance, but if its financial fundamentals are weak, the credibility boost from
sustainability compliance alone will likely be limited. This means that the traditional meters
of financial markets still persist strongly. However, seeking for investors that are willing to
invest in green markets is a potential way to increase investment. Financial instruments like
green bonds have specified targets that are liked to sustainable goals -like EU Taxonomy-

are built for this reason, and therefore promising instruments in project financing.

Green bonds show notable potential as financial tools to align investments with sustainability

goals. While they are effective in promoting compliance with frameworks like the EU
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Taxonomy, their ability to drive sustainability beyond regulatory requirements could be
improved. By linking green bonds to am targets, such as sustainable construction projects or
net-zero commitments, they could play a more active role in promoting transformative
changes. This would not only increase their appeal to investors but also strengthen their role

as a driver for innovation and long-term environmental progress in sectors like construction.

To conclude, sustainability performances relation to finance is currently in its infancy, but
its importance towards company’s reputation and image is essential. Stakeholders seek for
market players that open in their communication and willing to try new innovations. The
sustainability report is channel to present the work that has happened during the year, but
the actions should take place constantly, therefore the Taxonomy alignment in corporate
reports plays only a small part in terms of financing. Companies that view sustainability as
a strategic priority, rather than a compliance requirement, are better equipped to meet

regulatory expectations, drive innovation and enjoy stakeholder trust.
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Appendix 1.

Haastattelukysymykset ja teemat

Yleiset kysymykset
Esitteletko itsesi ja miten vastuullisuus liittyy omaan tyéhosi?

Taitoihin ja organisaatiorakenteeseen liittyvat kysymykset
1. Millaista osaamista ndette suomalaisten yritysten tarvitsevan vastuullisuusraportoinnin myota
2. Milla tavoin yrityksenne hyddyntaa yritysten vastuullisuustietoa

Vastuullisuuden liittaminen yritystoimintaan

3. Miten koet, etta vastuullisuusraportointi ja sen kehitys tulee muuttamaan rakennusalan toimintaa?
Entd oman alan?

4. Mitka vastuullisuusraportoinnin kohteet naette tarkeimmiksi

5. Milla tavoin yrityksenne hyddyntaa yritysten vastuullisuustietoa

Taksonomianmukaisuuden haasteet

6. Millaisia haasteita naette rakennusyritysten kohtaavan Taksonomianmukaisuuden
maarittamisessa?

7. Miten koette, ettd rakennusalan yritykset ovat omaksuneet EU saantelyn?

8. Miten vastuullisuusdataa kerataan talla hetkella? Millaisia ongelmia sen keradmisessa kohdataan?
9. Mitka ovat SRV:n nykyisen vastuullisuusraportin vahvuudet ja heikkoudet/kehityskohteet?

Arvot vastuullisuuden noudattamisessa

10. Koetteko, ettd Taksonomia saantely parantaa rakennusyitysten luotettavuutta?

11. Millainen SRV:n vastuullisuusraportoinnin nykytila mielestasi on? Miten se vertautuu kilpailijoihin?
12. Millaiseksi koette taksonomianmukaisuuden merkityksen tiedon tarjoamisessa sijoittajalle?

Yritysstrategia ja sidosryhmien odotukset

13. Miten nette rakennusalan yritysten roolin kehittyvan kestavan rahoituksen alalla, ja mita ne voivat
tehda pysyakseen houkuttelevina tulevaisuuden investoinneille?

14. Minkalaisia hyotyja koet SFDR-saantelyn tuovan sijoittajalle ja miksi? Enta haittoja?

15. Miten SRV voisi erottautua paremmin taksonomiaraportoinnin suhteen?

16. Miten koet, ettd hyva vastuullisuusraportointi vaikuttaa SRV:n pitkan aikavalin menestykseen?

Vastuullisuusen suhde talouteen
17. Miten néette vastuullisuusraportoinnin merkityksen suhteessa perinteisiin talouslukuihin?
18. Miten koette taksonomianmukaisuuden tuovan arvoa yritykselle



