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Note on the definition of material 

The revised SFC FMCC directs fund managers to consider ‘relevant’ and ‘material’ climate risks in applying the requirements of the code, which can be 

represented:  

 

Materiality is a well-used concept in sustainability and financial and other reporting.  This note serves to collate some of the different definitions of ‘material’ 

used by reputable organisations, many of which are referenced by the SFC.  

A reminder of the context:  

Per SFC’s Sample industry practices for managing climate-related risks, on assessing materialityi  

When assessing the materiality of the impact of climate-related risks on an investment strategy or a fund, fund managers should adopt an approach 

which is appropriate and proportionate to their circumstances. The approach can be qualitative, quantitative or some combination of both. Fund 

managers may consider adopting the methodologies suggested by international reporting frameworks, such as the Sustainability Accounting 

Standards Board (SASB), Principles for Responsible Investment (PRI) and others, in assessing the materiality of climate-related risks. Fund managers 

should maintain appropriate internal records to demonstrate that they have assessed the materiality of the risks. 
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Source Definition of material 

Sustainability Accounting 

Standards Boardii 

“... based on a traditional, financially oriented definition that is well-accepted globally: “Information is financially 
material if omitting, misstating, or obscuring it could reasonably be expected to influence investment or lending 
decisions that users make on the basis of their assessments of short-, medium-, and long-term financial performance 
and enterprise value.” 

UN PRI iii “Material ESG factors or issues have a substantial impact on the current and future financial, economic, reputational, 

and legal prospects of an issuer, security, investment, or asset class. At a corporate or issuer level, the disclosure of a 

material ESG issue or factor would be reasonably expected by investors, as its omission would result in an incomplete 

understanding of current or future financial prospects.” 

IFRS Foundation (which as of Jan 

‘22 incorporates CDSB)iv 

“Information is material if omitting, misstating or obscuring it could reasonably be expected to influence decisions that 

the primary users of general purpose financial statements make on the basis of those financial statements, which 

provide financial information about a specific reporting entity” 

TCFDv “To ensure as much compatibility as possible with national disclosure requirements for financial filings, the Task Force 

believes companies should determine materiality for climate-related issues consistent with how they determine the 

materiality of other information included in their financial filings. 

The Task Force does caution organizations against prematurely concluding that climate-related risks and opportunities 

are not material based on perceptions of the longer-term nature of some climate-related risks.” 

TCFD Supplemental Guidance – 

Asset manager vi  

“The relevance of climate-related risks and opportunities to an asset manager and its asset owner clients will depend on 

a number of variables, including its investment styles and objectives, the asset classes in which it invests, the investment 

mandates, as well as other factors.” 

“Asset managers should also describe how they identify and assess material climate-related risks for each product or 

investment strategy. This might include a description of the resources and tools used in the process.” 
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GRIvii “Aspects that: 

• Reflect the organization’s significant economic, environmental and social impacts; or 

• Substantively influence the assessments and decisions of stakeholders 

[…] Relevant topics are those that may reasonably be considered important for reflecting the organization’s economic, 

environmental and social impacts, or influencing the decisions of stakeholders.” 

IIRCviii “In Integrated Reporting, a matter is material if it could substantively affect the organization’s ability to create value in 

the short, medium and long term.”  

PCAFix Makes (brief) reference to relevant and material but does not provide definitions. 

SFDRx  “A sustainability risk means an environmental, social or governance event or condition that, if it occurs, could cause a 

negative material impact on the value of the investment.” 

SECxi  SEC’s Risk Alert on ESG Investing makes reference to ‘material’ facts, etc, but no definition for material is provided.  

SBAIxii  No hard definition.  

In recent commentary on FCA proposals, makes reference to financially-material climate risks, SASB materiality map and 

“Climate will therefore have varied financial materiality depending on strategy, time horizon, and traded asset classes of 

the product, amongst other considerations.” 

HKEX ESG RGxiii “The threshold at which ESG issues determined by the board are sufficiently important to investors and other 

stakeholders that they should be reported.”  

 

This note is for information only and is not intended to be a comprehensive review. Obtain direct and tailored advice before applying anything contained in this note to a 
specific scenario. For more information, contact Red Links. External links are included for readers’ convenience. The inclusion of these sources is neither an endorsement of that 

provider nor intended to provide readers with any assurance as to the completeness or accuracy of the particular references linked. 

 

http://www.redlinks.com.hk/
https://www.redlinks.com.hk/contact


Prepared by Red Links for general information only                                                                                                                                                                          Page 4 of 4 
 

 
i SFC https://sc.sfc.hk/TuniS/apps.sfc.hk/edistributionWeb/api/circular/openAppendix?lang=TC&refNo=21EC31&appendix=1 Also from SFC FMCC From note 4 
https://www.sfc.hk/en/faqs/intermediaries/supervision/Application-of-the-climate-related-risks-requirements-under-the-Fund-Manager-Code-of-Conduct/Application-of-the-
climate-related-risks-requirements-under-the-Fund-Manager-Code-of-Conduct#0B283934E4D04C079FADADC65E054B15  
ii SASB https://www.sasb.org/implementation-primer/understanding-sasb-
standards/#:~:text=Financial%20materiality%3A%20SASB's%20approach%20to,investors%20in%20making%20investment%20decisions. 
iii UN PRI - https://www.unpri.org/reporting-and-assessment/reporting-framework-
glossary/6937.article#:~:text=Material%20ESG%20factors%20or%20issues,%2C%20investment%2C%20or%20asset%20class. and https://www.unpri.org/download?ac=4652   
iv IFRS https://www.ifrs.org/news-and-events/news/2018/10/iasb-clarifies-its-definition-of-material/ and https://www.cdsb.net/what-we-do/reporting-guidance/materiality 
v TCFD https://www.tcfdhub.org/faq/ - see question 15 (and 16) 
vi TCFD Asset Owners https://assets.bbhub.io/company/sites/60/2020/10/FINAL-TCFD-Annex-Amended-121517.pdf - from page 41  
vii GRI https://www.globalreporting.org/how-to-use-the-gri-standards/questions-and-answers/pre-2021-gri-standards-system-faq/materiality-and-topic-boundary/  
viii IIRC https://www.integratedreporting.org/resource/materiality-in-integrated-reporting/  
ix PCAF https://carbonaccountingfinancials.com/ and https://carbonaccountingfinancials.com/files/downloads/PCAF-Global-GHG-Standard.pdf  
x SFDR https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32019R2088 – para 14 
xi SEC https://www.sec.gov/files/esg-risk-alert.pdf  
xii SBAI https://www.sbai.org/resource/sbai-responds-to-fca-paper-on-enhancing-climate-related-disclosures.html  
xiii HKEX ESG reporting guide para 11(1) https://en-rules.hkex.com.hk/rulebook/environmental-social-and-governance-reporting-guide-0  
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