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GRI Foreword

The double-materiality concept as ‘guiding principle’ in the GRI Standards

From climate change and biodiversity loss, to growing inequality, modern slavery, and 
scarcity of resources, our society and planet face the most significant challenges of all 
times. The task of building a sustainable future is a shared responsibility for us all. By doing 
business in a way that aligns long-term corporate strategies with people and the planet, 
companies must play their part. 

For companies to contribute to sustainable development, they need to understand and 
manage their positive and negative impacts in a way that is transparent, trusted and 
objective. This understanding has led to a growing demand for sustainability reporting and 
a call for a global solution – one that reflects the needs of reporting companies together 
with the information requirements of their stakeholders, as well as those of the jurisdictions 
they operate in. 

GRI has pioneered and led the practice of sustainability reporting since 1997. Sustainability 
reporting is an organization’s practice of disclosing publicly its most significant 
economic, environmental, and social impacts, and hence its contributions toward the 
goal of sustainable development. Today, the GRI Standards are the most widely used 
by companies, and most frequently referenced sustainability reporting standards by 
governments, financial market regulators and stock exchanges around the world, with more 
than 160 policies in 67 countries and regions.1 

In 2019, the European Commission was the first to formally describe the concept of double-
materiality in the context of sustainability reporting, and the need to get a full picture of 
a company’s impacts. GRI fully supports this concept. We believe each direction of the 
notion of double-materiality needs to be considered in its own right – it is not about the 
convergence of the two perspectives that renders an issue as material. Impacts on the 
environment and society cannot be deprioritized on the basis that they are not financially 
material, or vice versa. Moreover, a company should start with the assessment of the 
outward impact component of the double-materiality principle followed by the identification 
of the subset of information that is financially material to the company and their 
stakeholders. 

The GRI Standards, with a focus on the impacts of organizations on people and planet, 
is the only global sustainability reporting framework that captures comprehensively that 
outward impact. 

In preparation for a high-level policy dialogue hosted in June 2021, GRI commissioned 
this white paper to draw on academic research that investigates how double-materiality is 
implemented in sustainability reporting, and the benefits and challenges of doing so.

We would like to warmly thank Professor Carol A. Adams, Abdullah Alhamood, Xinwu He, 
Dr Jie Tian, Le Wang and Yi Wang for their contribution to the debate around the concept.

Peter Paul van de Wijs 
GRI Chief External Affairs

1.   Van der Lugt, C. T., P. P. van de Wijs, & D. Petrovics. (2020). Carrots & Sticks 2020 - Sustainability 
reporting policy: Global trends in disclosure as the ESG agenda goes mainstream. Global Reporting 
Initiative (GRI) and the University of Stellenbosch Business School (USB)
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Executive summary

This paper considers the appropriateness of the EU’s double-materiality concept and 
how it can be used with the GRI approach to materiality. It draws on academic research 
that investigates how double-materiality and materiality in sustainability reporting are 
implemented and the benefits and challenges of doing so. 

The key findings of academic research concerning the materiality concept and its 
application that are relevant  to policy makers are:

1.	 Identification of matters that are financially material (or material to enterprise value) 
is incomplete unless the organisation has first identified its material impacts on 
sustainable development.

2.	 Materiality defined from the perspective of the impact of an organisation on sustainable 
development and stakeholders increases the focus of companies on sustainable 
development.

3.	 A focus on ‘value for the organisation, society and the environment’ rather than 
‘financial materiality’ enhances an organisation’s engagement with the United Nations 
Sustainable Development Goals.

4.	 The application of the materiality concept in the sustainability reporting process 
enhances engagement with stakeholders.

5.	 Corporate reports addressing material sustainable development matters serve to 
educate and influence broader society on sustainable development issues.

6.	 Approaches to conducting materiality analysis vary considerably and where they are 
less robust financially material issues are prioritised.

7.	 Lack of disclosure of the process of determining material issues reduces the perceived 
credibility of sustainability reports.

8.	 Lack of a rigorous process of determining material issues leads to reports that provide 
incomplete and misleading portrayals of sustainability performance. 

9.	 Approaches to materiality and disclosure of those approaches tend not to be included 
in the scope of assurance engagements. Assurance engagements of sustainability 
information focus primarily on checking data.

10.	Disclosure of material sustainable development issues is value relevant.

11.	 Identification and disclosure of material sustainable development issues enhances 
financial performance.

12.	The materiality assessment process enhances investment decision making.

13.	Simplified approaches and guidance would be helpful for SMEs.

These findings are discussed in more detail below, but first we consider the development 
and meaning of the term ‘double-materiality’.



5

Double-materiality -  
what it is

The concept of ‘double-materiality’ was first formally proposed by the European 
Commission (European Commission, 2019) in Guidelines on Non-financial Reporting: 
Supplement on Reporting Climate-related Information published in June 2019.  It 
encourages a company to judge materiality from two perspectives (European Commission, 
2019, p.6): 1) “the extent necessary for an understanding of the company’s development, 
performance and position” and “in the broad sense of affecting the value of the company”; 
2) environmental and social impact of the company’s activities on a broad range of 
stakeholders. The concept also implies the need to assess the interconnectivity of the two. 
The second component of double-materiality has been defined and applied in different 
ways long before the term ‘double-materiality’ was introduced.  Examples of current thinking 
on this follow.

1.	 GRI revised its definition of materiality in an exposure draft (GRI, 2020, p.8) to: “the 
organization prioritizes reporting on those topics that reflect its most significant impacts 
on the economy, environment, and people, including impacts on human rights”. 

2.	 The European Financial Reporting Advisory Group (EFRAG) defines double-materiality 
from the perspective of both ‘financial materiality’ and ‘impact materiality’ where impact 
materiality involves (EFRAG, 2021, p8): “Identifying sustainability matters that are 
material in terms of the impacts of the reporting entity’s own operations and its values 
chain (impact materiality), based on: (i) the severity (scale, scope and remediability) 
and, when appropriate, likelihood of actual and potential negative impacts on people 
and the environment; (ii) the scale, scope and likelihood of actual positive impacts on 
people and the environment connected with companies’ operations and value chains; 
(iii) the urgency derived from social or environmental public policy goals and planetary 
boundaries.”

3.	 To reflect both the impact of sustainable development on the organisation and the 
impact of the organisation on sustainable development, the Sustainable Development 
Goal Disclosure (SDGD) Recommendations (Adams et al, 2020, p9) define material 
sustainable development information as “any information that is reasonably capable of 
making a difference to the conclusions drawn by: stakeholders concerning the positive 
and negative impacts of the organisation on global achievement of the SDGs, and; 
providers of finance concerning the ability of the organisation to create long term value 
for the organisation and society.”

These definitions can facilitate a shift from a traditional focus on monetary amounts to 
consideration of the opportunities and challenges of sustainable development (Brown, 
2009; Gray, 2002; Puroila and Mäkelä, 2019; Spence, 2007). In this regard, the reference to 
‘value creation for organisations and society’ in the SDGD Recommendations as one side 
of double-materiality has greater transformational potential than the EFRAG reference to 
‘financial’ materiality. This is supported by case study findings that organisations that think 
of sustainability in terms of their impact on sustainable development and set strategy to 
create value for the organisation, society and the environment have engaged more deeply 
with the United Nations Sustainable Development Goals (Adams and Abhayawansa, 2021).

The research findings discussed below emphasise the importance of considering 
material impacts of the organisation on sustainable development prior to considering 
the implications of sustainable development issues on enterprise value or the financial 
statements.  Privileging the latter risks not casting the net wide enough and of maintaining 
the tendency to privilege short term profit implications. This is detrimental to both long term 
financial performance and sustainable development.
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Benefits of applying  
double-materiality 

The practical application of double-materiality as it concerns sustainability reporting 
enhances stakeholder engagement (Puroila and Mäkelä, 2019). It requires wider and 
more direct stakeholder engagement to gain a comprehensive understanding of what is 
material in complex corporate settings, as different stakeholders have various, sometimes 
conflicting, views on material sustainable topics (Brown, 2009; Brown and Dillard, 2013; 
Brown and Tregidga, 2017; Puroila and Mäkelä, 2019). The enhanced stakeholder 
engagement required by the double-materiality analysis contributes to diverse and 
reciprocal accountability relationships between the organisations, their stakeholders, and 
the wider society and enables discussions and evaluations on sustainable development 
(Cooper and Morgan, 2013; Brown and Dillard, 2015; Puroila and Mäkelä, 2019).

Materiality is a socio-economic and political, rather than a technical, phenomenon 
(Carpenter et al., 1994; Lai et al., 2017), which shapes a broader societal understanding 
of sustainable development through corporate communication (Brown and Dillard, 
2014; Puroila and Mäkelä, 2019). As organisations continuously define, manage, and 
communicate their identities, activities, and impacts in relation to sustainability through their 
double-materiality analysis, the conception of sustainable development is gradually shaped 
and reshaped (Puroila and Mäkelä, 2019; Tregidga and Milne, 2006). 

Investment in sustainability can be costly in the short-term, but can benefit the business 
in the long-term (Oh & Chang, 2011). Materiality analysis can inform investment decision-
making through the identification of key stakeholders and sustainability issues as well 
as relevant risks and opportunities. Empirical findings reveal that investment in material 
sustainability issues can enhance firm financial performance while investments on non-
material issues have no impact on firm financial performance (Khan et al. 2016).

Several studies investigate how materiality in sustainability reporting influences analyst 
forecast accuracy, financial performance stock price informativeness (Khan et al., 2016; 
Grewal et al., 2020; Martinez, 2016; van Heijningen, 2019). Martinez (2016) adopted the 
GRI guidelines as a framework to select material social and environmental issues to test 
their impact on analyst forecast accuracy. He finds that analysts perceive sustainability 
disclosures on material issues as a signal of good performance in environmental and social 
issues, enhanced transparency and lower uncertainty resulting in more accurate forecasts. 
Grewal et al. (2020) find that material sustainability information is value-relevant and firm-
specific. 

These studies reveal the importance of identifying and disclosing material sustainability 
issues from the perspective of different stakeholder groups. A narrow focus on investors 
may be detrimental to goals of enhancing investor returns.
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Issues in applying  
double-materiality 

Research has identified a number of issues in applying double-materiality.  These include: 
poor disclosure of the process of determining material sustainability issues; variation in 
the approach used by organisations to apply the GRI concept of materiality; stakeholder 
engagement is used to increase transparency and accountability but also to manage risks 
by reducing materiality attached to reporting information; organisations often lack skills 
to apply materiality to sustainability issues; assessment of materiality favours short-term 
financial interests; and, the materiality assessment process often falls outside the scope of 
sustainability assurance engagements.

Research finds that disclosure of the process of determining material sustainability 
issues is inadequate. This brings into question the credibility of sustainability reports and 
can lead to an inaccurate portrayal of sustainability performance (Adams, 2004; Guix et 
al., 2018; Knebel et al., 2015; Machado et al., 2020; Moneva et al., 2006). Companies 
tend to disclose good performance, ignore poor performance, twist the science and use 
sustainability reports to legitimate their actions and even mislead their stakeholders 
(Adams, 2004; Beske et al., 2020; Knebel et al., 2015).

Machado et al. (2020) examined 140 sustainability reports and found that the process of 
materiality assessment was unclear and not explicit. Reporting organisations thus have 
room to manipulate their prioritisation of sustainability issues according to their values and 
political priorities (Machado et al., 2020; Unerman and Zappettini, 2014). In examining 
sustainability reports issued by the 50 largest hotel groups worldwide in 2015, Guix et al. 
(2018) found a lack of experience in conducting materiality analysis and a heterogeneity 
of materiality definitions, guidelines, and applications.  Further, Puroila and Mäkelä (2019) 
found that when doing a materiality assessment, organisations tend to prioritise financial 
issues over sustainability issues. 

The GRI concept of materiality has been widely adopted in approaches to sustainability 
disclosure (Puroila and Mäkelä, 2019). However, the approach to implementation varies in 
practice (Moroney and Trotman, 2016). Organisations incorporate stakeholder engagement 
into the materiality assessment process with an aim to increase reporting transparency and 
accountability (Farooq and de Villiers, 2019). On the other hand, stakeholder engagement 
is also used as a tool to manage legitimate risks which result in reduced materiality 
attached to reported information and lower credibility of the reports (Hess, 2008). 

Without a clear understanding of the material issues for different stakeholders, 
organisations are unable to address the needs of stakeholders (Font et al., 2016). The low 
quality of reporting in some organisations is partly due to their limited knowledge about 
materiality, and consultants are often engaged to fill the gap between the conception and 
application of materiality (Guix et al., 2019). The concept of materiality contains a certain 
degree of flexibility and it is regarded as a management opinion rather than a mechanical 
process (Edgley, 2014). Concerns about the subjectivity of materiality analysis are fuelled 
by findings that companies disclose only a small amount of information related to their 
materiality analysis and that disclosure of approaches to identify stakeholders and materialy 
topics is limited (Beske et al., 2020).
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The materiality matrix is a techno-rational tool  that simplifies the inherent complexity of 
assessing material sustainability issues, stakeholder engagement, and the societal pursuit 
of sustainable development (Puroila and Mäkelä, 2019; Machado et al., 20 20; Puroila 
and Mäkelä, 2019). It presents different stakeholders as having a unified understanding of 
material sustainability topics whereas in reality there are conflicts between them (Boiral, 
2013; Cho et al., 2015; Eccles and Youmans, 2016; Mäkelä, 2013; Milne and Gray, 2013). 
Further, materiality disclosure constructs reporting content as a “true and a fair view” of 
corporate performance on sustainability, failing to address the temporality and situatedness 
of the outcome (Boiral and Henri, 2017; Brown and Dillard, 2013; Cooper and Morgan, 
2013; Puroila and Mäkelä, 2019; Stirling, 2008).  

Jones et al. (2016) argue that reporting organisations tend to prioritise business continuity 
issues including branding and marketing, acquisitions, financial tax policy, research and 
innovation, customer satisfaction and so on. Environmental issues such as climate change, 
greenhouse gas emissions, water use, waste management, and biodiversity were identified 
as having lower priority. This suggests that the way that companies apply materiality fails 
to challenge the dominant business ideology of continuing economic growth and promote 
more sustainable patterns of consumption (Jones et al., 2016). The assessment of 
materiality still favours short-term business financial interests and ignores the complexity 
of sustainable development (Puroila and Mäkelä, 2019). In addition, there is also a risk 
that organisations focus on increasing legitimacy for their most important stakeholder 
groups, therefore, organisations may not adopt the guidelines if it does not enhance their 
relationship with those favoured stakeholder groups (Nikolaeva and Bicho, 2011). 

The materiality assessment process and other GRI principles are often ignored in 
sustainability assurance engagements (Borial et al. 2019). Only those principles that are 
also applied in financial auditing, such as data accuracy, reliability, and completeness, are 
systematically assured (Boiral et al., 2019). Heavily influenced by approaches transferred 
from the financial auditing, sustainability assurance engagements are narrow in scope 
focussing on data checking (Boiral and Heras-Saizarbitoria, 2020; Borial et al., 2019; 
Farooq and De Villiers, 2019; Gürtürk and Hahn, 2016).  

Poor disclosure of the process of identifying stakeholders and engaging with them to 
identify material topics is allowed to continue while these disclosures are not mandatory 
and not externally assured. This is concerning. Robust identification of material impacts 
of an organisation on sustainable development must be the starting point to 
determining sustainable development risks and impacts on the financial statements. 
Research findings are clear - organisations tend towards prioritising financial 
materiality. A reporting regime that encourages this is therefore detrimental to sustainable 
development – and, ironically, long term financial success. 
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