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Abstract

First used in 2019 by the European Union, the double materiality concept raises questions for companies
and academics. The purpose of our study is to show the extent of double materiality disclosure in the
sustainability report of TotalEnergies, one of the top European companies included in the Integrated Oil
and Gas industry. We used a qualitative methodology, content analysis. We find that most of the aspects
related with materiality are vaguely presented. This is one of the first studies dedicated to the reflexion of
the double materiality in the reports. Double materiality has the potential to help companies integrate
sustainability into their internal processes. Our research has implications for standard-setters. We argue that
there is a need for clear standards that will help companies contribute to the achievement of global
sustainability-related goals.
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Introduction

The European Union adopted in 2022 a new Corporate Sustainability Reporting Directive, CSRD (EC,
2022). One of the significant aspects brought about by the new CSRD is the requirement for the
establishment of double materiality. The European Union mandated the European Financial Reporting
Advisory Group (EFRAG) to issue EU sustainability reporting standards (ESRS). The draft ESRS asks
only for the material aspects to be disclosed, granting importance to this concept. Thus, the main research
question of our paper is: To what extent does a top European company disclose information on double
materiality?

To address the research question, we selected TotalEnergies, a company operating in the Integrated Oil and
Gas industry and ranked first in the STOXX 600. We selected this industry because it is environmentally
sensitive and previous research showed that these companies are more likely to improve their sustainability
reporting (Tiron-Tudor et al., 2019).

We adopt a content analysis methodology, searching for the relevant information in the most recent
sustainability report. We created a grid with the requirements included in the ESRS and analysed the report
accordingly.

We contribute to an understanding of the extent of the disclosure of double materiality. Our research is
useful to understand the way companies prepare for regulatory requirements before they come into force.
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The paper is structured as follows: we present a review of the scientific literature regarding the double
materiality and also a discussion of the relevant regulations; we describe the research methodology, the
results of our study, discussions and conclusions.

1. Review of the scientific literature

The double materiality concept appeared first in the document Guidelines on reporting climate-related
information, released by the European Union in 2019 and is now explicitly formulated in CSRD and ESRS.
It asks for the materiality to be established in two steps: first, the impact, ‘inside-out’ perspective of the
material environmental and social aspects, and second, the financial, ‘outside-in’ materiality. The concept
is used in the CSRD, but is not used in the Global Reporting Initiative (GRI) or in the Sustainability
Accounting Standards Board (SASB) guidelines. According to ESRS 1, a matter is double material “if it is
material from the impact perspective or the financial perspective or both” (EFRAG, 2022a, p. 25). Impact
materiality may be actual or potential, positive or negative, in the short, medium, or long term. By adopting
this approach, companies will respond to the information needs of capital providers and other stakeholders.
The information required by the ESRS to be disclosed is synthesised in Table no. 1.

Table no. 1. Grid of materiality information

No. Explanation Reference

D1. | The process used by the companies to establish the impact EFRAG 2022a, p.11: pct. 46-49
materiality (e.g. stakeholder engagement).

D2. | The process used by the companies to establish financial EFRAG 2022a, p.11: pct. 41, 50-55

materiality (e.g. by identifying sustainability-related risks and
opportunities that have or may have financial effects).

D3. | The disclosure of thresholds used for materiality EFRAG 2022a, p.11: pct. 45
determination.
D4. The disclosure of scale, scope, and irremediable character (if it | EFRAG 2022a, p.9, 11: pct. 29, 46-48
is the case) for negative impact materiality.

D5. | The scale and scope of actual positive impacts; scale, scope, EFRAG 2022a, p.12: pct. 46, 49;
and likelihood of potential positive impacts. EFRAG 2022b, p. 14: pet. 51 (b) iv
D6. The material impacts, risks, opportunities, disaggregation, EFRAG 2022b, p.13: pct.46, p.15:

policies and due diligence, actions and resources, metrics, and | pct.57-75
targets disclosed.
D7. | The time frame. EFRAG 2022a, p.11: pct. 78-85

A first remark based on the above table is that the requirements are not grouped in the draft ESRS, which
will make it difficult for the companies to identify everything they have to report regarding the double
materiality.

The academic community largely agrees that double materiality is a step forward in sustainability
disclosure. We believe that currently the debate about double materiality has become more alive because,
for example, in Europe, ESRS are being discussed. In practice, sustainability materiality analysis is more
difficult than for financial reporting, due to the wide range of information that sustainability reports must
include (Sepulveda-Alzate, Garcia-Benau and Gomez-Villegas, 2022) and the fact that there is still no clear
demarcation between what is and what is not material, a fact that generates confusion in the evaluation and
publication of information on sustainability (Fiandrino, Tonelli and Devalle, 2022). A new concept,
increasingly highlighted in sustainability reporting and related to double materiality, is dynamic materiality.
It requires the reflexion of the time dimension of materiality, in the sense that what was significant in the
past can lose its significance in the present, so that companies must always analyze and prioritize the
sustainability information to publish (Jergensen, Mjes and Pedersen, 2022). In the debate on materiality
analysis, different topics were identified: “materiality stress and the importance of the issue;” “materiality
determinants and indicators,” and “issues that are material for companies and stakeholders” (Torelli,
Balluchi and Furlotti, 2020); “pressures on materiality analysis,” “material information and value relevance
of materiality” and “materiality in sustainability assurance” (Fiandrino, Tonelli and Devalle, 2022); “the
evaluation of materiality in sustainability information” and “models for materiality analysis” (Sepulveda-
Alzate, Garcia-Benau and Gomez-Villegas, 2022); “the materiality determination and assessment process
within sustainability assurance” (Canning, O’Dwyer and Georgakopoulos, 2019).

Recent studies have focused on the contribution of large companies and the banking sector to the
achievement of the objectives defined by The European Green Deal (Danila et al., 2022), as well as on how
“the digital transformation can support companies in the field of corporate social responsibility” (Ionascu
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et al., 2022). Regardless of the objectives defined and the tools used to achieve them, entities must assess
the impact of all activities on the environment, to minimise it.

Several catalysts of double materiality have been identified in the literature. For example, corporate
governance characteristics (such as board size and gender diversity — Fasan and Mio, 2017; Gerwanski,
Kordsachia and Velte, 2019; participation of board member in sustainability-related actions — Cosma et al.,
2021; board activity and board independence — Fasan and Mio, 2017; Sie and Amran, 2021), company
characteristics (e.g., size — Taliento et al., 2019; industry — Fasan and Mio, 2017; Barkemeyer, Preuss and
Lee, 2015), country (Barkemeyer, Preuss and Lee, 2015), assurance of nonfinancial information
(Gerwanski, Kordsachia and Velte, 2019).

2. Research methodology

We analyse the sustainability report of TotalEnergies. We selected a company from the European Union
because it will have to comply with the requirements of the CSRD. We chose a company from the Energy,
Integrated Oil and Gas industry because this is one of the main contributors to the greenhouse gas emissions
(GHG) in Europe. Also, this domain is environmentally sensitive, and previous research showed that this
category of companies is more likely to disclose more information (Cho, 2009).

We used as a data source the sustainability report disclosed for 2021, since the [Draft] ESRS 1 specifically
states that sustainability matters should be included in sustainability statements, which are a part of the
“undertaking’s management report” (EFRAG 2022a, p.20, 8.111). Also, the information included in the
reports covers all the material sustainability issues, is comparable from one year to another, and is more
likely to be subject to assurance, and thus reliable.

We used content analysis, a ‘research technique for making replicable and valid inferences from data
according to their context’ (Krippendorff, 1980, p. 21). In order to analyse the information related with the
(double) materiality, we created the grid presented in Table no. 1, starting from the ESRS requirements.
We benchmarked the information disclosed in the report against the reporting standard. Our objective is to
provide an image of the extent of the double materiality disclosure before the implementation of the ESRS,
in order to understand how companies react to regulatory requirements. The reports used are:
“Sustainability & Climate 2022 Progress Report” and the integrated report, which includes a nonfinancial
statement, in accordance with the requirements of the European Directive 2014/95/EU.

3. Results

Headquartered in France, TotalEnergies is a global company that employs 100,000 people in more than
130 countries. It is a “multi-energy company”, producing and selling “oil and biofuels, natural gas and
green gases, renewables and electricity” (TotalEnergies, 2022, p. 4-5). Sustainability is integrated in the
entity’s projects and operations. It uses a multitude of sustainability-related standards for its disclosures,
including guidelines set by GRI, Sustainable Development Goals (SDG), SASB, Task Force on Climate-
Related Financial Disclosures (TCFD), serving the information needs of all their stakeholders (Albu et al.,
2013). Its climate goal is to reach net zero emissions by 2050, in line with the Paris Agreement.

The material themes of TotalEnergies are established through stakeholder engagement and in accordance
with TCFD, but the company “hasn’t disclosed a detailed materiality analysis” (TotalEnergies, 2022, p.
604-605). The process leads to setting the risks, rather than the risks, impacts, and opportunities. There are
six material categories (TotalEnergies, 2022, p. 120-121), as presented in Table 2. The risks are measured
on a Likert scale from 1 (less material) to 4 (more material). When necessary, TotalEnergies makes a new
materiality assessment.

Table no. 2. Material categories

Category Number of Risks Average Score of Materiality
Climate challenges 4 3
Market environment parameters 1 4
Risk relating to external threats 2 3
Geopolitics and developments in the world 2 2.67
Risks relating to operations 5 3

Innovation 2 2.5
Source: Authors’ compilation based on TotalEnergies (2022, p. 120-121).
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We notice that the highest importance is given to the market environment parameters. This includes
financial aspects (“sensitivity of results to oil and gas prices, refining margins, exchange rates, and interest
rates”). The concerns are related to the evolution of global indicators. For example, the National Balancing
Point, “which is widely used as a price benchmark for the natural gas markets in Europe” (TotalEnergies,
2022, p. 48-49) increased from 3.3 in 2020 to 16.4 in 2021 (4.97 times). However, the variable cost margin
decreased during the same period. The values were established before the Russian-Ukrainian Conflict.

For climate change adaptation, TotalEnergies discloses information based on a normative scenario starting
from the International Energy Agency requirements, which generates very optimistic figures. The company
recognises that the scenario does not observe the reality.

Sustainability-related risks are not translated into material financial indicators (as recommended by EFRAG
2022a) in the reports published by TotalEnergies.

Environmental and climate change, safety, and societal indicators reporting include the company’s
subsidiaries which are not material from a financial point of view (TotalEnergies, 2022). As such, the
consolidation perimeters of financial and nonfinancial information do not overlap. For example, thresholds
are set so that 99% of GHG emissions are disclosed and “no site accounting for more than 2% of an indicator
excludes this indicator from its reporting” (TotalEnergies, 2022, p. 356-357).

When disclosing sustainability impacts, a company will refer to the scale (“how grave the negative impact
is or how beneficial the positive impact is for people or the environment” - ESRS, 2022, p. 28, ar. 5), the
scope (“how widespread” the impacts are, e.g. geographic area or number of persons affected - ESRS,
2022), the irremediable character, when it is the case (e.g. the impact cannot be reversed), and the likelihood
of potential impacts.

The environmental impacts are managed according to the Avoid - Reduce (through technology use) -
Compensate (through the preservation of the biodiversity, protection of water resources, and circularity)
principle. An example of a negative impact is on arable land, but the scale and scope are not described. A
value is presented for the impact of the changes in carbon price:

“Assuming a carbon price of $200/ton as from 2030 and an annual increase of 2% thereafter (i.e., a $100/ton
increase from the base scenario), TotalEnergies estimates a negative impact of around 9% on the discounted
present value of its assets (upstream and downstream)” (TotalEnergies 2023, p. 26-27).

There is one positive impact disclosed, determined by the new projects, on biodiversity. The scale is
described as “producing a net positive impact in areas of priority interest for biodiversity” and the scope is
to run “eight biodiversity action plans” (TotalEnergies 2023, p. 60-61). Thus, the description is rather
vague, not stating how beneficial the action is and not mentioning the geographic area. These actions
include one wind and three solar sites. As the company is present in 130 countries, there are positive projects
planned or conducted in only 6.15% of them. There are no scales or scopes disclosed for the potential
impacts.

TotalEnergies provides a lot of comparative data, but most of it indicates very optimistic goals and fewer
achievements. For what TotalEnergies has already achieved, the comparisons target reference periods that
suggest important investments and results (for example, for the gross installed capacity for renewable
power, the comparison targets the period 2017-2021, with an increase from 0.7 GW in 2017 to more than
10 GW in 2021). For 2025, an increase to 35 GW of gross capacity and 100 GW in 2030 is estimated, citing
identified projects in development as arguments.

Renewable energy represents an opportunity for the company and is largely presented in the report.
TotalEnergies is involved in many solar power and offshore wind projects in Europe, North and South
America, Asia, Africa, and Australia. One of the explanations can be the fact that, especially in Europe,
“offshore wind offers high utilization rates with significant development potential” and a higher level of
acceptability (better acceptability) than onshore wind (TotalEnergies 2023, p. 15). In 2021, partnerships
were made with important entities from the Renewable Electricity market.

Some statements are based on assumptions which do not depend solely on the actions of TotalEnergies.
Thus, it is stated that there will be a stagnation in the demand for petroleum products, followed by a
significant decline until 2050, as a result of “technological progress and evolving uses” (TotalEnergies
2023, p. 18). This assumption is also based on the evolution of sales of petroleum products. Thus, the share
of petroleum products in the sales mix decreased to 44% in 2021, compared to 65% in 2015, excluding the
impact of Covid-19. The objective for 2030 is to reach 30%.
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In order to achieve the objectives regarding GHG (for example, to reduce methane emissions by 80% by
2030 - TotalEnergies 2023, p.16, 34), the company has carried out or intends to carry out several actions.
In this sense, in 2021, it abandoned the production of heavy oils in the Orinoco Belt (Venezuela), expanding
its presence in areas where exploitation can be done with low costs and low emissions. TotalEnergies also
states it will not extract oil from the Arctic Sea ice or increase its mining capacity in Canada’s oil sands.

In the next 10 years, TotalEnergies wants “to double the circularity of its businesses” through purchasing,
sales and production, and through an adequate management of its own waste (p.19). The company has
already transformed a refinery into a biorefinery. The company also wants to produce biogas, setting its
objectives “to produce 2 TWh per year of biomethane starting in 2025 and over 5 TWh per year by 2030.”
Agreements were established with Clean Energy and Veolia.

4. Discussions and conclusions

Materiality is important as it is assumed that it determines everything that will be included in the annual or
sustainability reports. The idea of assessing it from various perspectives is not new. For example, IIRC
(2013) stated that the materiality determination process “applies to both financial and other information”
(para. 3.19). However, this moment is very important, as research could support EFRAG in creating a useful
set of standards.

Described as “sophisticated” (Dragomir, 2012), the European regulatory framework can be a catalyst for
better reporting, but also an inhibitor, as it can create confusion for reporting entitiecs. Thus, the
establishment of a clear methodology by the regulators for setting the double materiality would help the
companies. For instance, a description of the way in which the companies should disclose the steps taken
for the double materiality assessment (i.e. that they first assessed the sustainability materiality and
afterwards the financial one) would be helpful. Also, in our opinion, the stakeholder engagement is not
enough to establish the material items. Our recommendation is for EFRAG to include other perspectives as
well (e.g. companies in the same industry).

Standards and academics specifically ask for sustainability materiality to be established first. However,
companies sometimes first consider financial materiality. As described in the reports of TotalEnergies, there
is no reference to sustainability materiality and only vague information about financial materiality. The
impacts and opportunities, as well as the financial assessment of the risks, are missing from the reports.
The company does not include the affected indicators at all. Baumiiller and Sopp (2022, p. 22) stress “the
difficulty of determining materiality levels for ecological and social information per se, i.e. not taking
financial impacts into consideration”. The selection of material topics by the companies, without specific
guidelines “will not increase data availability, comparability and standardization” (Bossut et al., 2021, p.
11).

Risks reporting, at the expense of impact and opportunities, can be the consequence of the fact that entities
are used to this type of information within the annual report, where they must present “the principal
uncertainties it faces” (IFRS Foundation, 2020 - IAS 1.13) and “non-financial disclosures, e.g. the entity’s
financial risk management objectives and policies” (IFRS Foundation, 2020 - IAS 1.114), although “many
entities also present, outside the financial statements, reports and statements such as environmental
reports..., particularly in industries in which environmental factors are significant” (IFRS Foundation, 2020
-1IAS 1. 14).

The results obtained from the TotalEnergies analysis can be correlated with the literature, relevant to
different problems in the application of double materiality: “poor disclosure of the process of determining
material sustainability issues,” “stakeholder engagement is used to increase transparency and accountability
but also to manage risks by reducing materiality attached to reporting information” (Adams et al., 2021,
p-8), the tendency to present the good performances and omit the weak ones, the use of sustainability reports
to legitimize the actions (Beske et al., 2020).

In general, an optimistic tone is felt within the company’s sustainability report, where very ambitious goals
and assumptions that do not fully depend on the company’s actions predominate. However, users are
warned in the Cautionary Note, that the report “may contain forward-looking statements” that “may prove
to be inaccurate in the future and are subject to a number of risk factors” (TotalEnergies, 2022, p. 83).

Through CSRD, there is a fundamental change from nonfinancial reporting to sustainability reporting, but
also a transformation of expectations towards corporate responsibility and reporting. European companies
are forced to face “several challenges [and] a new and considerably more demanding reporting
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environment” (Baumiiller and Sopp, 2022, p. 22). It is assumed that the application of double materiality
causes an increase in the amount of information reported, but also the fact that the reporting can be more
complete, with attention paid to the risk of the disclosing too much (Calabrese et al., 2017) and having
relevance only for a limited number of stakeholders (Baumiiller and Sopp, 2022). De Villiers, La Torre and
Molinari (2022, p. 737) consider that double materiality “encloses an ideological conflict between the
investors’ financial interests and other stakeholders’ needs.”

A limitation is the fact that we analysed only one company. Yet, it is one of the biggest European companies
in the Oil & Gas Industry, which means that it is more likely to implement best practices in an emerging
domain, such as double materiality. Another limitation is that we analysed the data included in the annual
and sustainability reports. As shown by (KPMG, 2020) most companies are now using other environments
for sustainability reporting. However, data disclosed there (e.g. on the website) can be easily changed and
is not assured. Also, the guidelines specifically ask companies to report sustainability information within
the reports (EFRAG, 2022a). Thus, we consider that published reports are the most reliable source of data
for conducting this type of research.

Future research directions aim to expand the number of companies subject to analysis, including making
comparisons with European entities from other sectors of activity with a significant impact on GHG
emissions and sensitivity to the environment. The CSRD requirements become applicable for the financial
years starting January 1, 2024, in stages, depending on the characteristics of the companies (EC, 2022,
art.5). It could be of interest to analyze the reports after this period, to establish the degree of compliance
with the requirements of the directive. Research could also be extended by studying the costs and benefits
of double materiality reporting, including the impact on financial ratios and the market. In the future, how
the new directive manages to create a common language regarding sustainability reporting in Europe could
also be investigated. The use of computer technologies for an objective process of establishing material
aspects is another future research path. Ionagcu et al. (2021) believe that digital transformation can support
companies in reporting sustainability information, mainly environmental information. The authors suggest
to the regulatory factors at the EU level the implementation of policies to stimulate digitisation, arguing the
advantages for the natural environment by promoting sustainable business models.

There are authors who state, on the one hand, that “multinational organizations have become some of the
most influential and powerful social institutions and, on the other hand, that the power and influence of
some NGOs (for example, the IASB, World Bank, International Monetary Fund, and World Trade
Organization) have become increasingly important (Dillard and Vinnari, 2019). Thus, the question arises
whether the process of establishing materiality is a fair and transparent process, in the interest of
stakeholders, or a process whose objectives are represented by image enhancement, avoidance/deflection,
or disclaimer (Cho, 2009).
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