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Sustainability reporting 
standards series 
Part 2 – Preparation, 
presentation and structure of 
the sustainability statements

E S G  &  S U S T A I N A B I L I T Y In the first instalment of our advisory series we provided 
an overview of the draft European Sustainability 
Reporting Standards (ESRS). In this instalment we are 
focused on the first of the draft standards, ESRS 1. 
This details the general requirements for reporting in 
line with the ESRS. Essentially ESRS 1 sets out what 
information entities are required to consider when 
preparing and presenting their sustainability reporting 
to comply with the obligations introduced by the 
Corporate Sustainability Reporting Directive (CSRD)1.  

8 MIN READ

1 Directive (EU) 2022/2464 of the European Parliament and of the Council of 14 December 
2022 amending Regulation (EU) No 537/2014, Directive 2004/109/EC, Directive 
2006/43/EC and Directive 2013/34/EU, as regards corporate sustainability reporting. 

https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.algoodbody.com%2Finsights-publications%2Fsustainability-reporting-standards-series-part-1-an-overview-of-the-draft-european-sustainability-reporting-standards&data=05%7C01%7Cdaoleary%40algoodbody.com%7Cca14fe3a98e74fa04e9308db0db942b9%7Cd9e565f6f3fb4a52a4be3f66bda8dac1%7C0%7C0%7C638118861578210651%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=w4S6l%2Bpq20r%2FOukWjVQgxyJZ79wfubgOOsuhz7NO7gI%3D&reserved=0


Information to be included in the 
sustainability statements

To comply with the ESRS, in scope entities 
are required to disclose all material 
information relating to impacts, risks and 
opportunities in relation to environmental, 
social and governance (ESG) matters. 
The reporting of such data will provide 
stakeholders with the information necessary 
to understanding the entity’s impacts on 
those ESG matters and how they affect 
the entity’s development, performance 
and financial position. In addition to the 
disclosure requirements detailed in the 
cross-cutting and topic specific standards, 
ESRS 1 requires entities to consider whether 
entity specific disclosures are needed in 
respect of an impact, risk or opportunity 
which is not covered or is covered with 
insufficient detail by the ESRS. Such 
disclosures will be required where the 
reporting entity deems the issue to be 
material. Guidance on how entity specific 
disclosures should be developed is set out in 
section 1.4 of ESRS 1. 

When determining what information 
needs to be disclosed in the sustainability 
statements, entities are required to consider 
the principle of double materiality. In order 
to make this determination, a materiality 
assessment needs to be performed to 
identify the material impacts, risks and 
opportunities that should be reported. The 
ESRS set out mandatory disclosures which 
must always be included in the sustainability 
statements irrespective of the outcome of 
the materiality assessment. Part 3 of this 
advisory series focuses specifically on these 
mandatory disclosures. 
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Structure of the sustainability statements

The information to be disclosed in the 
sustainability report must be set out 
in a dedicated section of the reporting 
entity’s management report identified as 
the “sustainability statements”. Appendix 
G to ESRS 1 provides a non-binding 
illustration of the structure of the section 
of the management report containing 
the sustainability statements. Figure 1 
below replicates the information set 
out in Appendix G to ESRS 1 with some 
additional explanatory references. It is 
important to note that this information will 
need to be made available in a machine 
readable format.

According to the latest draft of ESRS 1, it is 
permissible for entities to include additional 
disclosures stemming from local requirements 
or non-mandatory sustainability reporting 
initiatives within its sustainability statements, 
provided that such disclosures are clearly 
identified with reference to the relevant 
requirements or initiatives.

Impacts

The term “impacts” refers 
to positive and negative 
sustainability related impacts 
that are connected with the 
undertaking’s business, as 
identified through an impact 
materiality assessment process.

Risks and opportunities

The term “risks and 
opportunities” refers to the 
undertaking’s sustainability 
related financial risks and 
opportunities, as identified 
through a financial materiality 
assessment process.



Figure 1 

M A N A G E M E N T  R E P O R T

S U S T A I N A B I L I T Y  S T A T E M E N T S 

Analysis of the development and 
performance of the undertaking’s 

business and its position

Description of the principal risks and 
uncertainties

The undertaking’s likely future 
developments Corporate governance statement

1 .  G E N E R A L I N FO R M AT I O N
[Draft] ESRS 2 General Disclosures

 � Specific topical Disclosure Requirements from [draft] topical ESRS
 � Additional Disclosure Requirements from [draft] sector specific ESRS

2 .  E N V I RO N M E N TA L I N FO R M AT I O N
[Draft] ESRS E1 Climate change 

 � Impact, risk and opportunity management and Metrics and targets Disclosure 
Requirements from [draft] ESRS E1

 � Additional Disclosure Requirements from [draft] sector specific ESRS
 � Potential additional entity specific information

[Draft] ESRS E2 Pollution
 � Impact, risk and opportunity management and Metrics and Disclosure 

Requirements targets from [draft] ESRS E2
 � Additional Disclosure Requirements from [draft] sector specific ESRS
 � Potential additional entity specific information 

[Draft] ESRS E5 Resource use and circular economy
 � Impact, risk and opportunity management and Metrics and targets Disclosure 

Requirements from [draft] ESRS E5
 � Additional Disclosure Requirements from [draft] sector specific ESRS
 � Potential additional entity specific information

3 .  S O C I A L I N FO R M AT I O N 
[Draft] ESRS S1 Own workforce 

 � Impact, risk and opportunity management and Metrics and targets Disclosure Requirements 
from [draft] ESRS S1

 � Additional Disclosure Requirements from [draft] sector specific ESRS
 � Potential additional entity specific information 

[Draft] ESRS S2 Workers in the value chain
 � Impact, risk and opportunity management and Metrics and targets Disclosure Requirements 

from [draft] ESRS S2
 � Additional Disclosure Requirements from [draft] sector specific ESRS 
 � Potential additional entity specific information 

[Draft] ESRS S4 Consumers and end-users
 � Impact, risk and opportunity management and Metrics and targets Disclosure Requirements 

from [draft] ESRS S4
 � Additional Disclosure Requirements from [draft] sector specific ESRS
 � Potential additional entity specific information

4.  GOVERNANCE INFORMATION
[Draft] ESRS G1 Business conduct 

 � Impact, risk and opportunity management and Metrics and targets Disclosure Requirements from 
[draft] ESRS G1

 � Additional Disclosure Requirements draft sector specific ESRS
 � Potential additional entity specific information

Disclosures pursuant to Article 8 of the Taxonomy Regulation
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A sustainability matter is material from an 
impact perspective when it pertains to an 
undertaking’s material actual or potential, 
positive or negative impacts on people or the 
environment over the short, medium and long 
term time horizons. Impacts include those 
caused or contributed to by an undertaking 
and those which are directly linked to the 
undertaking’s own operations, products or 
services through its business relationships. 
Business relationships include the 
undertakings upstream and downstream value 
chain and or not limited to direct contractual 
relationships.

Impact on people or the environment includes 
impacts in relation to ESG matters.

The materiality assessment of a negative 
impact is informed by the sustainability due 
diligence process defined in the international 
instruments of the UN Guiding Principles on 
Business and Human Rights and the OECD 
Guidelines for Multinational Enterprises. For 
actual negative impacts, materiality is based on 
the severity of the impact, while for potential 
negative impacts it is based on the severity and 
likelihood of the impact. Severity is based on:  

 � the scale

 � scope

 � the remediable character of the impact. 

In the case of a potential negative human 
rights impact, the severity of the impact takes 
precedence over its likelihood.

For positive impacts, materiality is based on: 

 � the scale and scope of the impact for actual 
impacts

 � the scale, scope and likelihood of the impact 
for potential impacts.

Criteria defined for impact materiality

Figure 2

Materiality assessment

A sustainability matter is “material” for an entity when it meets the criteria defined for impact materiality or 
financial materiality or both as set out in Figure 2. 



Figure 2 continued
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The scope of financial materiality for sustainability 
reporting is an expansion of the scope of 
materiality used in the process of determining 
which information should be included in an 
undertaking’s financial statements.

The financial materiality assessment process 
includes, but is not limited to, the identification 
of information that is useful to investors, lenders 
and other creditors when they, as primary 
users of general purpose financial reporting, 
assess the effects of sustainability matters on 
the undertaking’s cash flows, development, 
performance, position, cost of capital or 
access to finance. In particular, information 
is considered material for primary users of 
general purpose financial reporting if omitting, 
misstating or obscuring that information could 
reasonably be expected to influence decisions 
that they make on the basis of the undertaking’s 
sustainability statements.  

A sustainability matter is material from a financial 
perspective if it triggers or may trigger material 
financial effects on an undertaking. This is the 

case when it generates or may generate risks 
or opportunities that have a material influence 
(or likely to have a material influence) on 
an undertaking’s cash flow, development, 
performance, position, cost of capital or access to 
finance in the short, medium and long term time 
horizons. Risks and opportunities may derive from 
past events or future events and may have effects 
in relation to: 

 � assets and liabilities already recognised in 
financial reporting or that may be recognised as 
a result of future events; or  

 � factors of value creation that do not meet the  
financial accounting definition of assets and 
liabilities and/or the related recognition criteria 
but contribute to the generation of cash flows 
and more generally to the development of the 
undertaking. The latter factors are generally 
referred to as “capitals” in frameworks 
promoting a multi-capital approach; the 
capitals may in some cases (but not in all cases) 
meet the criteria for recognition and reporting 
in financial statements.

The financial materiality of a sustainability matter 
is not constrained to matters that are within the 
control of an undertaking but includes information 
on material risks and opportunities attributable to 
business relationships with other undertakings/
stakeholders beyond the scope of consolidation 
used in the preparation of financial statements.

Dependencies from natural and social resources 
are sources of financial risk or opportunities. 
Dependencies may trigger effects in two 
possible ways:

 � they may influence an undertaking’s ability to 
continue to use or obtain the resources needed 
in its business processes as well as the quality 
and pricing of those resources and

 � they may affect the undertaking’s ability to 
rely on relationships needed in its business 
processes and acceptable terms. 

The materiality of risks and opportunities as 
assessed based on a combination of the likelihood 
of occurrence and the size of the potential 
financial effects.

Criteria defined for financial materiality
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An entity is required to explain how it 
applies these criteria using appropriate 
thresholds. Further guidance on the 
assessment of impact and financial 
materiality can be found in Appendix B 
of ESRS 1. When an entity concludes 
that a sustainability matter is material 
as a result of its materiality assessment, 
it will need to report according to the 
disclosure requirements related to that 
specific sustainability matter in the relevant 
ESRS. As noted above, when the material 
sustainability matter is not covered by an 
ESRS or is covered with insufficient detail 
the entity is required to develop and report 
additional entity specific disclosures.

When reporting on policies, actions and 
targets relating to a sustainability matter, 
an entity is required to include all the 
information prescribed by the disclosure 
requirements in the relevant topical 
ESRS and in the corresponding disclosure 
contents on policies, actions and targets 
required under ESRS 2. If an entity cannot 
disclose the information prescribed by either 
the disclosure requirements in the relevant 
topical ESRS or the ESRS 2 disclosure 
contents on policies, actions and targets, 

because the entity has not implemented the 
respective policies, actions and targets, it 
shall disclose this to be the case and it may 
report a timeframe in which it aims to have 
these in place. 

When reporting on metrics for a material 
sustainability matter, an entity is required 
to include the information prescribed by 
a disclosure requirement if it assesses 
such information to be material and it is 
permitted to omit information prescribed by 
a data point of a disclosure requirement if it 
assesses such information to be not material, 
and concludes that such information is not 
needed to meet the objective of the relevant 
disclosure requirement. 

If the undertaking concludes that a topic is 
not material and therefore it omits all the 
disclosure requirements in a topical ESRS 
it shall briefly explain the conclusions of its 
materiality assessment for the topic. If the 
entity omits information prescribed by either 
a disclosure requirement or a data point in 
the metrics and target section of a topical 
ESRS such information is considered to be 
implicitly reported as “not material for the 
undertaking”.

Policies

A policy is a set or framework of general objectives and management 
principles that the undertaking uses for decision-making. A policy 
implements the undertaking’s strategy or management decisions related to 
a material sustainability matter. Each policy is under the responsibility of 
defined person(s), specifies its perimeter of application, and includes one or 
more objectives (linked when applicable to measurable targets). A policy is 
validated and reviewed following the undertaking’s applicable governance 
rules. A policy is implemented through actions or action plans.

Actions

Actions refer to (i) actions and action plans (including transition plans) that 
are undertaken to ensure that the undertaking delivers against targets set 
and through which the undertaking seeks to address material impacts, risks 
and opportunities; and (ii) decisions to support these with financial, human 
or technological resources.

Targets

Targets are measurable, outcome-oriented goals that the undertaking aims to 
achieve in relation to material impacts, risks or opportunities.

Metrics

Metrics refers to qualitative and quantitative indicators that the undertaking 
uses to measure and report on the effectiveness of the delivery of its 
sustainability-related policies and against its targets over time. Metrics also 
support the measurement of the undertaking’s results in respect of affected 
people, the environment and the undertaking.



7

Sustainability reporting standards series
Part 2 – Preparation, presentation and structure of the sustainability statements

Sustainability statements and sustainability 
due diligence

The outcome of an entity’s sustainability due 
diligence process informs its assessment of 
its material impacts, risk and opportunities. 
Sustainability due diligence is the process 
by which an entity identifies, prevents, 
mitigates and accounts for how it addresses 
the actual and potential negative impacts 
on the environment and people connected 
with its business. These include negative 
impacts caused or contributed by an entity 
and negative impacts which are directly 
linked to the entity’s own operations, its 
products or services through its business 
relationships. According to ESRS 1, where 
an entity cannot address all impacts at once, 
the due diligence process allows for action 
to be prioritised based on the severity and 
likelihood of the impacts. It is this aspect of 
the sustainability due diligence process that 
informs the assessment of material impacts. 
The identification of material impacts also 
supports the identification of material 
sustainability risks and opportunities, which 

are often a product of such impacts. The 
core elements of due diligence are reflected 
directly in the disclosure requirements 
contained in the ESRS: 

1. embedding sustainability due diligence 
in governance, strategy and business 
model(s)

2. engaging with affected stakeholders

3. identifying and assessing negative 
impacts on people and the environment

4. taking action to address negative impacts 
on people and the environment

5. tracking the effectiveness of these efforts.

It is important to note that engagement 
with affected stakeholders is central to an 
entity’s ongoing due diligence process and 
sustainability materiality assessment. This 
includes its processes to identify and assess 
actual and potential negative impacts, 
which then inform the assessment process 
to identify the material impacts for the 
purposes of sustainability reporting.

Business relationships

The relationships the undertaking has with 
business partners, entities in its value chain, 
and any other non-State or State entity 
directly linked to its business operations, 
products or services. Business relationships 
are not limited to direct contractual 
relationships. They include indirect business 
relationships in the undertaking’s value 
chain beyond the first tier, and shareholding 
positions in joint ventures or investments.
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Value Chain Information to be reported

The information about a reporting entity 
provided in the sustainability statements 
shall be extended to include information on 
the material impacts, risks and opportunities 
connected to that entity through its direct 
and indirect business relationships in the 
upstream and/or downstream value chain 
(Value Chain Information). Transitional 
provisions apply in respect of Value Chain 
Information which limits the extent of the 
information that is required to be disclosed 
for the first three years of an entity’s 
sustainability reporting. 

In extending the information about the 
reporting entity, the relevant entity is 
required to include material impacts, risks 
and opportunities connected with its 
upstream and downstream value chain(s) 
following the outcome of its sustainability 
due diligence process and of its materiality 
assessment; and in accordance with specific 
requirements of the topical ESRS, when 
they exist. The extension of the information 
to be reported to include Value Chain 
Information does not require information 

on each and every entity in the value chain 
but the inclusion of material Value Chain 
Information.

In identifying and assessing the impacts, 
risks and opportunities in an entity’s value 
chain to determine their materiality, an 
entity shall focus on areas where they are 
deemed likely to arise, based on the nature 
of the activities, business relationships, 
geographies, or other risk factors concerned. 

It is acknowledged that obtaining Value Chain 
Information may be challenging and where an 
entity is unable to collect such information 
it is permitted to estimate the information 
to be reported using all reasonable and 
supportable information such as sector 
average data and other proxies. 
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Presentation of information in the 
sustainability statements

When preparing its sustainability statements 
ESRS 1 provides that an entity should apply: 

 � the fundamental qualitative 
characteristics of information, i.e. 
relevance and faithful representation and 

 � the enhancing qualitative characteristics 
of information, i.e. comparability, 
verifiability and understandablity. 

Further information on these qualitative 
characteristics of information is set out in 
Appendix C of ESRS 1. 

An entity is required to present 
comparative information against a base 
year and to establish appropriate linkages 
in its sustainability statements between 
retrospective and forward-looking 
information, when relevant, to foster a clear 
understanding of how historical information 
relates to future oriented information. ESRS 
1 specifically defines short term, medium 

term and long term time horizons but it does 
provide for different definitions of medium 
term and long term time horizons in certain 
circumstances. 

Information needs to be provided by an 
entity that enables users of its sustainability 
statements to assess the connections 
between various information about impacts, 
risks and opportunities in these statements 
and related information in other parts 
of its corporate reporting. As a result, 
ESRS 1 provides for the incorporation of 
certain information into the sustainability 
statements by reference to other sections 
of the management report, the financial 
statements, the corporate governance 
report, a remuneration report and Pillar 3 or 
Solvency II disclosures, where relevant. 

Conclusion

ESRS 1 sets out the details on how to 
comply with the sustainability reporting 
obligations introduced by the CSRD. One of 
the first steps to be taken by organisations 
is to undertake a materiality assessment to 
determine which specific standards an in 
scope entity will need to report in line with. 
Appendix B of ESRS 1 includes the list of 
sustainability matters covered in the topical 
ESRS categorised by topic, sub-topic and 
sub-sub-topic to assist with the materiality 
assessment process. This list can be a useful 
tool to assist organisations with determining 
which topics will need to be included in an 
entity’s sustainability statements. 
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