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• The concept of materiality can help business owners
pinpoint, measure, and manage the most relevant
data for their firm. Materiality also matters for
customers, stakeholders, and investors.

• The “double materiality” approach considers that
sustainability trends have two broad types of
influence on a company and society. On one hand,
companies are affected by sustainability issues. On
the other, companies drive sustainability effects
that consumers, society, employees, and investors
increasingly care about.

• We identified three potential implications of double
materiality for founders, their firms, and their
performance—both in commercial and sustainability
terms:

1. The most material sustainability factors to society
may not necessarily match those that drive financial
performance

2. Double materiality may increasingly attract financial
investors

3. Impact materiality may become core to doing
business, not a consequence of it
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Private business owners and entrepreneurs know that
having timely, decision-useful data is vital to the growth and
performance of their business. Too much data can drain
time and resources, which is why it’s crucial to identify what
matters most.

The concept of materiality can help business owners
pinpoint, measure, and manage the most relevant data
for their firm. Materiality also matters for customers,
stakeholders, and investors.

In the first of this three-part series, we considered materiality
and why it matters today, particularly as its definition
increasingly extends to cover sustainability metrics around
environmental, social, and corporate governance (ESG)
performance.

In the second part, we explored sustainability materiality by
examining how ESG factors in the outside world can affect
an entrepreneur’s business.
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And in this third and final part of the series, we’ll explore
how sustainability materiality is increasingly focused on so-
called “double materiality,” investigate why entrepreneurs
may have to pay closer attention to their firm’s impact on the
wider world, and suggest how business owners can make
an impact in the most financially efficient way.

What is “double materiality”?

The “double materiality” approach considers that
sustainability trends have two broad types of influence on a
company and society. On one hand, companies are affected
by sustainability issues. On the other, companies drive
sustainability effects that consumers, society, employees,
and investors increasingly care about.

Fig 1: Companies affect and are affected by
sustainability issues

Source: UBS, 2022.

“Outside-in” sustainability materiality is one side of double
materiality. As discussed in part 2 of this series, this describes
how companies assess the sustainability factors outside
their control that have the biggest effect on financial
performance. This approach is analogous to investors that
integrate ESG factors into their investment process.

The other part of double materiality is “inside-out”
sustainability materiality. This direction of materiality
describes how companies identify the sustainability factors
arising from operating activities inside their firm that
have the biggest environmental, social, and financial
consequences on the outside world. This approach is
analogous to investors that adopt social and environmental
impact principles into their investment process.

Financial and sustainability materiality overlap in the area
where business impact on the world is directly relevant
to its financial performance. For example, a company
manufacturing fabrics made from recycled material has a
positive environmental impact, which directly relates to its
ability to grow as a business.

Fig. 2: Double materiality includes both
sustainability and financial materiality

Source: UBS, 2022

How does it affect the
business?

Business owners may need to widen their analysis, data
collection, and reporting capabilities if double materiality
becomes a more widespread way to look at sustainability.

Double materiality goes beyond the outside-in approach to
sustainability materiality—it’s a main focus of financial risk
management tools. It also aims to capture the positive and
negative social and environmental impact of a business on
the world at large.

Entrepreneurs may also have to consider their firms’ role
in supporting global environmental and social initiatives,
such as the achievement of the United Nations’ Sustainable
Development Goals.

Although not universally accepted across all regions,
the inside-out aspect of double materiality—or impact
materiality—aims to capture the social and economic role
that a business plays in its community and for a wide group
of stakeholders beyond financially focused investors.
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Business owners may need to watch closely how efforts to
define and refine sustainability reporting standards develop
and report in the way that best meets regulatory and
stakeholder needs.

Currently, there are two broad approaches to materiality and
its reporting.

The European Sustainability Reporting Standards (developed
by the European Financial Reporting Advisory Group and
Global Reporting Initiative) aim for double materiality
reporting for an audience of multiple stakeholders. The
Global Reporting Initiative, a voluntary standards-reporting
initiative, provides guidance for company disclosures on
double materiality.

The US and Chinese regulators have proposed reporting
requirements that would focus on financial materiality only.
Common standards on how to disclose sustainability-related
financial data are also being drafted by the International
Sustainability Standards Board (ISSB) for an investor-only
audience and with an exclusive focus on financial materiality.

What does double materiality
mean for founders, their firms’
profits, and sustainability?

While double materiality has yet to become a mandatory
requirement for all private businesses, we believe
entrepreneurs (especially those operating internationally)
need to understand the consequences of double materiality
and the potential impacts on their financials, operations,
and relationships.

Here are three potential implications of double materiality:

1. The most material sustainability factors to society
may not necessarily match those that drive financial
performance

In our report Three steps to becoming more sustainable…
and profitable, we focused on how entrepreneurs can
build processes to identify the environmental, social,
and corporate governance factors that have the biggest
influence on their firms’ financials and enterprise value.
We also discussed the importance of gathering stakeholder
feedback on which sustainability topics matter, then using
founder or manager discretion to focus efforts on the issues
that drive commercial performance.

However, for business owners seeking to become impact
businesses—ones that deliver measurable and verifiable
positive and social impact alongside competitive financial
returns—a materiality assessment may be more complex.

The chief reason for additional complexity is that the
most material “outside-in” sustainability factors influencing
financial performance may not match one-for-one with
the most material “inside-out” environmental and social
impacts of doing business. Nevertheless, some are likely to
overlap depending on the industry.

Consider a business owner working in the food
manufacturing industry. They may judge that the most
important outside sustainability factors for their financial
performance are water scarcity and the impact of climate
change on crop availability/quantity. However, an impact
materiality assessment may show that the company’s most
significant sustainability issue (in terms of environment
impact) is its level of food waste across harvesting,
production, and distribution.

What if tackling the most material inside-out factor—
food waste—has the biggest effect on reducing negative
environmental impact (carbon dioxide and methane
emissions, for example) but has very little impact on the
firm’s cost of goods sold in the near term (for example, raw
materials costs are dwarfed by labor costs and there are little
or no commercial opportunities to repurpose this food waste
as a component in the “circular economy”)?

Business owners with no interest or stakeholder demand
to become an impact business may decide solely to
focus on the sustainability factors that drive short-term
commercial performance. However, sustainability is not
static. Entrepreneurs should therefore consider whether
factors that are not material today may become so over time
—both as potential risks and opportunities to financial and
impact performance.

Other entrepreneurs looking to become impact businesses
may need to broaden the number of stakeholders they
survey. They may also benefit from gathering advice
or best practices from others—whether trusted advisors,
networks of other private business owners, or networks of
social entrepreneurs with experience in double materiality
assessments.

2. Double materiality may increasingly attract financial
investors

In our research paper Three ways sustainability transparency
can affect your business exit, we noted that regulatory
changes (led by the European Union) are becoming ever
more important for the private equity industry and other
large asset owners. Financial investors looking at private
companies for their sustainable funds may require potential
portfolio companies to disclose on a double materiality
basis.
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This is because the EU’s Sustainable Finance Disclosure
Regulation (SFDR) will require sustainable funds, from 1
January 2023, to characterize themselves either as Article
8 funds (those that promote environmental or social
characteristics) or Article 9 funds (those with an explicit
sustainable or impact investment objective).

For example, private companies that are well-established
and looking to raise funding from private equity may be
required to report their company’s positive or negative social
impact on the EU Taxonomy’s six environmental objectives:
climate change mitigation, climate change adaptation,
sustainable use and protection of water and marine
resources, transition to a circular economy, and protection
of healthy ecosystems.

Not all private business owners will want—or necessarily
need—to position themselves as impact companies or to
garner interest from asset owners subject to the SFDR. But
for business owners to keep their financing or exit options
open, it may make sense to carry out double materiality
assessments at an early stage, so the necessary materials are
available for a potential buyer’s or funder’s due diligence.

Furthermore, the direction of travel for double materiality
regulation may also require business owners exploring
potential exit or acquisition options to engage with ESG
and impact advisory experts, alongside their traditional
corporate finance or M&A advisory partners.

3. Impact materiality may become core to doing
business, not a consequence of it

If private business owners are required to report on double
materiality—or voluntarily want to become social impact
businesses that report their contribution to society at large
—it is worth reiterating some of the defining characteristics
of impact:

• Founders or early-stage business owners should
include “additionality,” or adding new value where
it would not have occurred absent the company,
as part of their market analysis: Start-ups are
accustomed to describing the problem or challenge that
their offering attempts to solve, frequently translating
this into an estimated financial opportunity (market size).
Impact calculations and estimations should feature in
this market analysis—but true impact is additional. Put
simply, founders should try to identify the measurable
and verifiable environmental and social impact their
product will aim to deliver that would not otherwise
have been delivered without their business. Gathering
this data would likely require acumen and deep
expertise of the sustainability challenges and solutions
already existing in a particular country, industry, or
sector. Founders may find these insights via peer-to-

peer business owner networks, connections to social
entrepreneurs, or insights from impact philanthropists.

• Impact generation should be intentional and not
accidental to the regular course of business:
Founders that want to become social impact businesses
should clearly articulate how their operating models aim
to target competitive financial and impact returns in
tandem, as opposed to just targeting commercial returns
and measuring any “accidental” positive impact that is
a consequence of doing business.

• Founders with little time and money may
benefit from a slimmed-down double materiality
assessment that targets fewer sustainability
factors well: True impact should be measurable, backed
by quantitative data that is verifiable and readily available
for scrutiny—ideally by a qualified independent third
party. But true impact can be both labor-intensive and
costly for fledgling founders. In a world of fast-moving
sustainability regulation that still lacks harmonized
global standards, it may make sense for founders that
want to run a profitable social impact business to keep
their materiality assessment simple, learn as they go, and
build flexible processes that can scale as their business
does.

Conclusion

In this third and final part of a series on sustainability
materiality, we explored “double materiality.”

The “double materiality” approach considers that
sustainability trends have two broad types of influence
on a company and society. On the one hand, companies
are affected by sustainability issues. On the other,
companies drive sustainability effects that consumers,
society, employees, and investors increasingly care about.

We identified three potential implications of double
materiality for founders, their firms, and their performance
—both in commercial and sustainability terms:

1. The most material sustainability factors to society
may not necessarily match those that drive financial
performance

2. Double materiality may increasingly attract financial
investors

3. Impact materiality may become core to doing business,
not a consequence of it
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Appendix
UBS Chief Investment Office's ("CIO") investment views are prepared and published by the Global Wealth Management business of UBS Switzerland
AG (regulated by FINMA in Switzerland) or its affiliates ("UBS").
The investment views have been prepared in accordance with legal requirements designed to promote the independence of investment research.
Generic investment research – Risk information:
This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other
specific product. The analysis contained herein does not constitute a personal recommendation or take into account the particular investment
objectives, investment strategies, financial situation and needs of any specific recipient. It is based on numerous assumptions. Different assumptions
could result in materially different results. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an
unrestricted basis and/or may not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from
sources believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy or completeness
(other than disclosures relating to UBS). All information and opinions as well as any forecasts, estimates and market prices indicated are current
as of the date of this report, and are subject to change without notice. Opinions expressed herein may differ or be contrary to those expressed by
other business areas or divisions of UBS as a result of using different assumptions and/or criteria.
In no circumstances may this document or any of the information (including any forecast, value, index or other calculated amount ("Values")) be
used for any of the following purposes (i) valuation or accounting purposes; (ii) to determine the amounts due or payable, the price or the value of
any financial instrument or financial contract; or (iii) to measure the performance of any financial instrument including, without limitation, for the
purpose of tracking the return or performance of any Value or of defining the asset allocation of portfolio or of computing performance fees. By
receiving this document and the information you will be deemed to represent and warrant to UBS that you will not use this document or otherwise
rely on any of the information for any of the above purposes. UBS and any of its directors or employees may be entitled at any time to hold long
or short positions in investment instruments referred to herein, carry out transactions involving relevant investment instruments in the capacity of
principal or agent, or provide any other services or have officers, who serve as directors, either to/for the issuer, the investment instrument itself or
to/for any company commercially or financially affiliated to such issuers. At any time, investment decisions (including whether to buy, sell or hold
securities) made by UBS and its employees may differ from or be contrary to the opinions expressed in UBS research publications. Some investments
may not be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk to which
you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of information contained in one or more areas
within UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading is not suitable for every investor as there is a substantial
risk of loss, and losses in excess of an initial investment may occur. Past performance of an investment is no guarantee for its future performance.
Additional information will be made available upon request. Some investments may be subject to sudden and large falls in value and on realization
you may receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on
the price, value or income of an investment. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel,
sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market information.
Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide legal or tax advice and
makes no representations as to the tax treatment of assets or the investment returns thereon both in general or with reference to specific client's
circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial situation and needs of
our individual clients and we would recommend that you take financial and/or tax advice as to the implications (including tax) of investing in any
of the products mentioned herein.
This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing UBS expressly prohibits
the distribution and transfer of this material to third parties for any reason. UBS accepts no liability whatsoever for any claims or lawsuits from
any third parties arising from the use or distribution of this material. This report is for distribution only under such circumstances as may be
permitted by applicable law. For information on the ways in which CIO manages conflicts and maintains independence of its investment views and
publication offering, and research and rating methodologies, please visit www.ubs.com/research. Additional information on the relevant authors
of this publication and other CIO publication(s) referenced in this report; and copies of any past reports on this topic; are available upon request
from your client advisor.
Options and futures are not suitable for all investors, and trading in these instruments is considered risky and may be appropriate only for
sophisticated investors. Prior to buying or selling an option, and for the complete risks relating to options, you must receive a copy of "Characteristics
and Risks of Standardized Options". You may read the document at https://www.theocc.com/about/publications/character-risks.jsp or ask your
financial advisor for a copy.
Investing in structured investments involves significant risks. For a detailed discussion of the risks involved in investing in any particular structured
investment, you must read the relevant offering materials for that investment. Structured investments are unsecured obligations of a particular
issuer with returns linked to the performance of an underlying asset. Depending on the terms of the investment, investors could lose all or a
substantial portion of their investment based on the performance of the underlying asset. Investors could also lose their entire investment if the
issuer becomes insolvent. UBS Financial Services Inc. does not guarantee in any way the obligations or the financial condition of any issuer or the
accuracy of any financial information provided by any issuer. Structured investments are not traditional investments and investing in a structured
investment is not equivalent to investing directly in the underlying asset. Structured investments may have limited or no liquidity, and investors
should be prepared to hold their investment to maturity. The return of structured investments may be limited by a maximum gain, participation
rate or other feature. Structured investments may include call features and, if a structured investment is called early, investors would not earn any
further return and may not be able to reinvest in similar investments with similar terms. Structured investments include costs and fees which are
generally embedded in the price of the investment. The tax treatment of a structured investment may be complex and may differ from a direct
investment in the underlying asset. UBS Financial Services Inc. and its employees do not provide tax advice. Investors should consult their own tax
advisor about their own tax situation before investing in any securities.
Important Information About Sustainable Investing Strategies: Sustainable investing strategies aim to consider and incorporate
environmental, social and governance (ESG) factors into investment process and portfolio construction. Strategies across geographies and styles
approach ESG analysis and incorporate the findings in a variety of ways. Incorporating ESG factors or Sustainable Investing considerations may
inhibit the portfolio manager’s ability to participate in certain investment opportunities that otherwise would be consistent with its investment
objective and other principal investment strategies. The returns on a portfolio consisting primarily of sustainable investments may be lower or
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higher than portfolios where ESG factors, exclusions, or other sustainability issues are not considered by the portfolio manager, and the investment
opportunities available to such portfolios may differ. Companies may not necessarily meet high performance standards on all aspects of ESG
or sustainable investing issues; there is also no guarantee that any company will meet expectations in connection with corporate responsibility,
sustainability, and/or impact performance.
External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External Asset Manager or
an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager or the External Financial Consultant
and is made available to their clients and/or third parties.
USA: Distributed to US persons by UBS Financial Services Inc., UBS Securities LLC or UBS Swiss Financial Advisers AG, subsidiaries of UBS AG.
UBS Switzerland AG, UBS Europe SE, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V.,
UBS SuMi TRUST Wealth Management Co., Ltd., UBS Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS AG. UBS
Financial Services Inc. accepts responsibility for the content of a report prepared by a non-US affiliate when it distributes reports to
US persons. All transactions by a US person in the securities mentioned in this report should be effected through a US-registered
broker dealer affiliated with UBS, and not through a non-US affiliate. The contents of this report have not been and will not be
approved by any securities or investment authority in the United States or elsewhere. UBS Financial Services Inc. is not acting as a
municipal advisor to any municipal entity or obligated person within the meaning of Section 15B of the Securities Exchange Act (the
"Municipal Advisor Rule") and the opinions or views contained herein are not intended to be, and do not constitute, advice within
the meaning of the Municipal Advisor Rule.For country information, please visit ubs.com/cio-country-disclaimer-gr or ask your client
advisor for the full disclaimer.
Version B/2022. CIO82652744
© UBS 2022.The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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