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Companies use the concept of materiality to guide their sustainability strategic planning processes. A
material sustainability issue is an economic, environmental, or social issue on which a company has an
impact, or may be impacted by. It may also be one that significantly influences the assessments and
decisions of stakeholders. Sustainability reporting, unlike financial reporting, is currently a voluntary
exercise and the overall process is largely left up to company. It is generally recognized best practice
that a company report on the relevant (or ‘material’) issues that have a direct or indirect impact on its
ability to create or maintain or erode economic, environmental, social value for itself, its stakeholders,
the environment, and society at large.
It is important to draw a distinction between the concept of materiality as it refers to financial reporting,
and the concept of materiality as it refers to sustainability reporting. With respect to financial reporting,
information is deemed material if its omission or misstatement could influence the economic decisions
of users taken on the basis of the financial statements (IASB Framework).
In contrast, in the sustainability context, the term materiality refers to those issues that can have
significant repercussions on the company (both positive and negative). As of yet, no formal monetary
threshold has been applied to determine what is/what is not material.
For example: The issue of water scarcity is generally considered to be a material issue for beverage
companies like PepsiCo. PepsiCo relies on water to produce its products, and without a consistent
supply of inexpensive water, would likely face significant business challenges. Because other people rely
on the same water resources, PepsiCo may face pressure from stakeholder groups who object to its
sourcing of water from communities in water-stressed regions.
Thus, water scarcity is a material issue to PepsiCo’s corporate and sustainability efforts because:
-

The company’s sales and profitability are at stake should water become scarce or economically
unavailable
The company’s actions impact water availability (i.e. PepsiCo takes water from communities that
may rely on it for other purposes)
Stakeholder groups care about water scarcity and PepsiCo’s policies and management of the
issue.

Materiality Process
Overview
There is no one way to conduct a materiality assessment. Many companies rely on external consultants
to help them, while other companies, with more robust sustainability teams, manage the process
themselves. Using an external consultant can sometimes add credibility to the process, and ensure that
the company is not simply listing its well-managed issues as most material. Hiring external consultants
can also help with collecting stakeholder feedback, as some stakeholders may be wary about speaking
directly to the company, particularly on controversial topics.
Generally, the process for conducting a materiality assessment includes the following steps:
-

Identify key issues, categorize issues relevant stakeholder groups, and business drivers
Collect data from internal and external stakeholders
Map and prioritize the issues
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-

Align the issues with management and business vision
Develop the strategy

Phase 1: Identify key issues, relevant stakeholder groups, and business drivers
In this phase, the company develops a long list of issues. This could be culled from a variety of sources
including its last materiality matrix, issues listed in sustainability reporting frameworks (e.g. GRI, SASB),
and peer company sustainability reports.
The variety of issues that could be classified under sustainability (which range from greenhouse gas
emissions to gender diversity of employees) can make it daunting for a company to address and manage
all of them. Using a standard process for conducting a materiality assessment, a company can identify
and prioritize the issues that are most material to its business and most relevant to its stakeholders. The
issues that appear on a companies’ materiality matrix are all expected to be managed at some level; the
mapping and prioritization exercise can help a company identify where it needs to focus and with whom
it could partner. By regularly repeating the process, companies can also uncover ‘fast moving’ issues, or
issues that stakeholder groups may increasingly care about; enabling companies to proactively identify
and get in front of a material issue, and develop collaborative relationships with stakeholders to work on
solutions.
Stakeholder groups are identified based on the credibility and relevance of their work on material ESG
issues. It is considered best practice to speak to a holistic set of stakeholders who can provide expertise
on the issues identified. Companies should not avoid critical non-governmental organizations (NGOs) in
the process.
Finally, the company identifies the relevant business drivers it wishes to weigh its material ESG issues
against such as risk reduction, customer satisfaction, revenue enhancement, and employee retention.
Phase 2: Collect data from internal and external stakeholders
The process then moves to the data collection stage, during which key management and business
leaders are asked to weigh a list of issues by their relative importance. For example, if PepsiCo’s leaders
were asked to assess the issue of water scarcity, they would need to ask themselves “How might the
issue of water scarcity impact our ability to [drive revenue/reduce risks/enhance employee retention]?”
Answers help the assessment team understand the relative importance of an issue such as water
scarcity in driving business success.
External stakeholders can also be asked to prioritize issues based on relative importance. For example,
an environmental NGO might say that water scarcity is the most important issue for a company like
PepsiCo, whereas a human rights NGO might say it is labor rights in the supply chain. Soliciting
stakeholder feedback is a crucial part of a materiality assessment. It helps to get third-party perspective
and adds credibility to the process. A company will generally publicize that it consulted experts in the
field and used that engagement to guide its process.
Phase 3: Mapping and Prioritization
In this step, all of the data collected from internal and external stakeholders is put into a model or
framework (generally with a quantitative ranking component) and transformed into a quantitative score
that can be used to map and prioritize issues. It is important to note, that while it is useful to make the
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mapping process quantitative and ‘scientific’, it is a process that is more ‘art’ than ‘science’. Meaning,
while it is helpful to rely only on the quantitative output, many companies will take a look at the initial
outputs and then realign issues accordingly.
Phase 4: Alignment with key management and strategy development
Once the final matrix is determined, it is presented to key executives and managers for review. From
there, final changes to the matrix can be made. The company then embarks on the strategy
development process, outlining how it will work on the identified material issues, and developing
metrics to track impact. It generally will return to the key stakeholder groups to present and discuss the
matrix. In general, companies revisit their materiality matrix every two years.
Phase 5: Reporting on Progress
Most leading companies publish annual sustainability reports to report on progress. These reports
generally refer back to the materiality matrix and the sustainability strategy and provide an update on
key metrics and targets. Most reports also include narrative on targets missed, or goals not achieved,
and they usually feature testimonials from stakeholders on collaborations they’ve pursued with the
companies. Many companies use GRI as their reporting framework, and will state that their report is
written in accordance to GRI standards, or will go a step further and have their report GRI-verified.
Other companies will also have certain elements of their data (mainly environmental data) audited by
accounting firms, similar to financial statements.
Note: Categorizing Issues and Terminology
It is important to understand the terminology companies use to categorize issues.
The term “ESG” stands for Environmental, Social and Governance, and is primarily used in the financial
services industry. Investors and asset managers evaluate ESG criteria when selecting companies in which
to invest. Investors often rely on data providers (i.e., MSCI, Sustainalytics, etc.) who compile publically
available information on companies’ sustainability and financial performance and provide this data to
investors to help guide their analysis.
In addition to ‘ESG’, companies may also use the terms ‘People Planet Profit’, ‘Economic, Environmental
and Equity issues’, ‘Environmental, Social and Economic’ to categorize sustainability issues. It matters
less which nomenclature companies choose to use, and more that they stick to one, and are consistent
in its use. Furthermore, some issues could be categorized into more than one category, and companies
must make a decision on how they choose to categorize an issue.
For example, the issues of ‘corporate board composition’ or ‘executive pay’ might be considered by one
company as pertaining to the ‘Governance’ category, whereas another company could view this as
pertaining to the ‘Social’ category, similar to the issue of gender composition on boards and
compensation parity. It is less important whether these issues are categorized as an ‘S’ or a ‘G’ issue or
as a ‘People issue or a ‘Social’ issue, and more that the company picks a categorization approach and
uses it consistently, and defines how it thinks about an issue.
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Overview of Frameworks
There are several key frameworks that companies use to develop an understanding of the key
materiality issues they should consider and report on. The frameworks each have a different purpose,
audience, and articulation of the materiality concept. Many companies also report to these
organizations. For example, companies disclose information to CDP, or they report to the UNGC. These
frameworks though also help companies figure out which issues to focus on.
CDP: CDP, formerly the Carbon Disclosure Project, runs the global disclosure system that enables
companies, cities, states and regions to measure and manage their environmental impacts. Companies
self-report data related to carbon emissions and water, among other environmental issues. CDP does
not emphasis materiality as much because it is primarily focused on getting companies to disclose key
environmental data; it is not focused on a holistic set of sustainability issues. Primary Audience:
Investors, ESG data providers
GRI: GRI is a “international independent standards organization that helps businesses, governments and
other organizations understand and communicate their impacts on issues such as climate change,
human rights and corruption.” Materiality refers to an organization’s significant economic,
environmental and social impacts, or to issues that substantively influence the assessments and
decisions of stakeholders. Primary Audience: Sustainability practitioner community, stakeholders,
investors, ESG data providers
IIRC: The International Integrated Reporting Council (IIRC) is a global coalition of regulators, investors,
companies, standard setters, the accounting profession and NGOs. The coalition is promoting
communication about value creation as the next step in the evolution of corporate reporting. Its mission
is to establish integrated reporting and thinking within mainstream business practice as the norm in the
public and private sectors. An issue is material if it could substantively affect the organization’s ability to
create value in the short, medium and long term. The process of determining materiality is entity
specific and based on industry and other factors, as well as multi-stakeholder perspectives. Primary
Audience: Investors; Note, Mainly European and internationally focused, less prevalent in US.
SASB: The Sustainability Accounting Standards Board sets industry-specific standards for corporate
sustainability disclosure, with a view towards ensuring that disclosure is material, comparable, and
decision-useful for investors. SASB standards address sustainability topics that are likely to be material
and to have material impacts on the financial condition or operating performance of companies in an
industry. In identifying sustainability topics, SASB applies the definition of “materiality” under U.S.
securities laws. Primary Audience: Investors
Task Force on Climate-related Financial Disclosures (TCFD): TCFD: An investor-focused disclosure
framework that asks companies to provide information on the environment’s impact on them. That is,
the risks that climate change may pose to its operations. It encourages firms to align disclosures to what
investors needs to inform their decisions - both on the positive and negative side. Firms that are taking
proactive measures to build climate resilience into their scenario planning may benefit by disclosing
through TCFD to signal their efforts to investors.
UN Global Compact (UNGC): The UN Global Compact asks companies to pledge commitment to its
sustainability principles across human rights, labor, environment and anti-corruption. It requires
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signatories to produce an annual communication on progress (COP) that outlines progress made to
embed the UNGC’s ten principles into strategies and operations.
Emerging Trends
The concept of materiality and sustainability strategy setting and reporting will continue to grow and be
important. More and more companies are developing sustainability teams, focusing on materiality, and
issuing sustainability reports. Trends shaping this growth include:
-

-

-

-

-

-

Increasing demand for transparency: Through social media, any individual stakeholder group
can report on corporate transgressions. Companies recognize that they need to get out in front
of issues and be transparent about how they are tackling their most material challenges.
EU Directive: For companies in the EU, the Directive on disclosure of non-financial and diversity
information requires companies with more than 500 employees to report on environmental,
social and employee-related matters, human rights, anti-corruption and bribery matters. They
are also required to describe their business model, outcomes and risks of the policies and their
diversity policy applied for management and supervisory bodies. The directive encourages
companies to use frameworks like GRI, UNGC among others to share their information.
Requirements like this will increase the need for companies to disclose sustainability data.
Some signs of reporting fatigue and new formats for disclosure: Increasingly companies
indicate that they face ‘reporting fatigue’ and are faced with too many different frameworks and
requests for information from a variety of sources. Many companies are also using materiality to
guide their internal strategy development process, but no longer share their materiality
matrices publicly. We also may see a shift in reporting transparency as well as companies begin
to focus more on strategy implementation and not just reporting for the sake of reporting. It
remains to be seen how the different reporting frameworks will be adopted, and what types of
data investors will continue to ask for.
Growing investor demand: 1 in 4 dollars in the US is invested with ESG principles in mind, and
the next generation of investors (millennials) are interested in ensuring that their money is
invested with an ESG focus. Given this, investors are asking for more information from
companies about their sustainability efforts. As a result, companies will need to continue to
focus on identifying their most material issues, developing strategies to address them, and
reporting on progress.
More regulation and legal challenges: Major institutional investors like BlackRock and
Vanguard are taking legal action against companies like ExxonMobil for failing to disclose
climate risk exposure. Federal regulation was passed requiring companies to disclose exposure
to conflict minerals. While regulating sustainability reporting is not on the current horizon, these
signs indicate that there is increased pressure and demand for companies to disclose
information that investors, and perhaps soon regulators, view as financially material to their
performance. These legal actions, and regulations, are also signs that investors increasingly
recognize the link between good ESG performance and management and financial performance.
Growing consensus on standards, but still room for customization: Unlike financial disclosures,
sustainability disclosures are not regulated or mandatory which means that companies can pick
and choose which frameworks they use, and how they choose to define their most material
issues. While groups such as SASB are attempting to streamline the list of issues companies
report on, and to make disclosure part of financial filings, it remains to be seen if that effort will
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-

-

succeed. Leading companies use a combination of SASB, GRI, CDP and their own reporting
methodologies to define issues and report on progress. Investors, data providers, raters and
rankers ask companies for their own bespoke sets of information. There is a growing sense of
fatigue among companies about the amount of data they are asked for by different parties, and
this may lead to adoption and consensus adoption of one framework and set of standards.
Increasing sophistication around managing stakeholders: Companies will continue to engage
with stakeholders in meaningful collaborations, recognizing that it is better to work with
relevant groups then to face possible attacks from them.
ESG reporting begins to link to financial performance: Sustainability reporting is currently
decoupled from financial reporting. That is, companies report on environmental goals and
targets (i.e. emissions reduced) but present these data without connection to financial metrics.
Did a reduction in emissions help the company enhance its brand reputation? If so, by how
much, and what dollar value can be applied to it? Without a link to financial performance it is
hard to know if these metrics and the efforts placed on implementing sustainability strategies
will continue to get the recognition and attention within companies and the broader investor
community. There is growing interest in monetizing the business case for sustainability.
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Appendix
Exhibit A: Materiality Matrix from UPS
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Exhibit B: GRI Material Issue Categories
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Exhibit C: SASB Material Issues for Investment Banking Sector
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