
 

European Research Studies Journal    

Volume XXIX,  Issue 3, 2026 

                                                                                                                                  pp. 526-544 

  

 Assesing ESG Risks for Sustainable Finance: An Integrated 

ESRS S1 Model of Organisational Social Risk, Double 

Materiality and Assurance Readiness                  
   Submitted 13/07/26, 1st revision 10/08/26, 2nd revision 20/08/26, accepted 30/09/26 

 

 Teresa Kupczyk1, Natalia Rojewska2, Leszek Zelek3, Joanna Kubicka4, 

Maria Zrałek5, Maciej Walczak6 

 
Abstract: 

 

Purpose: The aim of this article is to identify and systematise organisational social risks in 

accordance with the ESRS S1 standard and to analyse how existing diagnostic methods can 

support their assessment, monitoring, documentation and reporting. The article also seeks to 

explain how organisational social risks may become ESG risks relevant to sustainable 

finance by affecting financial materiality, access to finance, the cost of capital, ESG ratings 

and investor confidence. 

Design/Methodology/Approach: The study adopts a structured qualitative research design 

combining regulatory document analysis, a critical review of peer-reviewed literature and a 

criteria-based comparative analysis of diagnostic methods. The analytical corpus comprised 

ESRS S1 and related EU regulations and implementation guidance, together with 

publications on SO-LCA, human rights due diligence, psychosocial risk assessment, HR and 

occupational health and safety data, grievance records, external ESG ratings and 

sustainability assurance. The sources were coded against nine criteria derived from ESRS S1 

and double materiality requirements: thematic and workforce coverage, inclusion of workers’ 

perspectives, identification of causes and vulnerable groups, distinction between actual and 
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potential impacts, assessment of severity and likelihood, identification of financial effects, 

monitoring capacity and evidentiary usefulness. The comparison was then integrated through 

framework synthesis into a six-stage analytical architecture corresponding to recurrent 

regulatory and evidentiary requirements identified across the analysed sources. 
Findings: The regulatory content analysis shows that ESRS S1 covers a broader range of 

organisational social risks than employment conditions and occupational health and safety 

alone. The criteria-based comparison indicates that SO-LCA, HRDD, psychosocial tools, HR 

and occupational health and safety data, grievance records and external ESG ratings 

perform complementary functions, but no method independently covers all diagnostic and 

evidentiary requirements derived from ESRS S1. Framework synthesis therefore supports a 

six-stage analytical architecture combining scoping, impact identification, double materiality 

assessment, financial transmission assessment, management response and monitoring. These 

findings are analytical and do not constitute evidence of the framework’s empirical 

effectiveness. 
Practical implications: The proposed analytical framework can guide organisations in 

structuring the diagnosis of social risks, linking identified impacts with potential financial 

transmission pathways, organising ESRS S1 disclosures and assembling documentation 

relevant to sustainability assurance. Its six stages were derived by mapping the functions of 

the analysed diagnostic methods against regulatory requirements that were not fully covered 

by any single method. The framework may also help organisations prepare information for 

investors, lenders and other financial-market participants assessing exposure to ESG risk. 

Originality value: These uses remain proposed applications until the framework is 

empirically tested in organisational settings. 
 

Keywords: ESRS S1, organisational social risk, ESG risk, double materiality, sustainable 

finance, sustainability assurance, human rights due diligence, SO-LCA. 
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1. Introduction 

 

The importance of organisational social risks is increasing with the transition from 

voluntary ESG reporting practices to mandatory sustainability reporting based on the 

ESRS standards and the principle of double materiality (Hummeland Jobst, 2024). 

European regulations strengthen the obligation to disclose both risks and 

opportunities arising from social and environmental matters and the impacts of 

organisational activities on people and the environment (European Commission, 

2023; 2026).  

 

In this context, ESRS S1 shifts the focus from presenting selected workforce 

indicators to the systematic identification of material impacts, risks and 
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opportunities relating to an entity’s own workforce and their linkage with policies, 

employee dialogue, actions, remedies, targets and metrics (European Commission, 

2023; European Financial Reporting Advisory Group [EFRAG], 2023; 2024).  

 

Social risk therefore cannot be reduced to a personnel or operational issue. It 

simultaneously encompasses the possibility of violating the rights, health, safety and 

well-being of people performing work and the consequences for business continuity, 

costs, reputation and the organisation’s ability to create value. 

 

Although ESRS S1 defines the disclosure architecture for own-workforce matters, 

less attention has been paid to how organisations can operationalise social-risk 

diagnosis so that it simultaneously supports management decisions, double 

materiality assessment and assurance readiness. This creates a practical and 

conceptual gap between regulatory requirements and the diagnostic tools currently 

used in organisations. 

 

The purpose of the article is to identify and organise organisational social risks in the 

light of ESRS S1 and to assess the extent to which available methods and tools allow 

them to be comprehensively diagnosed, monitored, documented and reported. An 

additional aim is to indicate what information and evidentiary requirements the 

diagnostic process should meet in order to support both social risk management and 

the preparation of information for assurance.  

 

Mandatory assurance of sustainability reporting, envisaged from the first year of 

CSRD application for entities subject to reporting obligations, further strengthens 

the importance of a documented double materiality assessment, data controls and an 

evidence trail (Committee of European Auditing Oversight Bodies [CEAOB], 2024; 

International Auditing and Assurance Standards Board [IAASB], 2024; Institute of 

Chartered Accountants in England and Wales [ICAEW], 2025).  

 

The main thesis of the article assumes that no single method ensures full compliance 

with the logic of ESRS S1. What is needed is an integrated approach that separates 

the assessment of impacts on people from the assessment of financial risk, while 

linking both perspectives through a documented causal relationship and an evidence 

trail. 

 

This purpose leads to the following four research questions: 

 

➢ Which categories of organisational social risk should be taken into account 

in the light of ESRS S1? 

➢ How does ESRS S1 change the logic of diagnosing organisational social 

risks? 

➢ Which methods and tools support the diagnosis of social risks, and what are 

their limitations? 
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➢ What model can integrate the diagnosis of organisational social risks with 

the needs of management, sustainability reporting, assurance, and the 

decision-usefulness of information for sustainable finance? 

 

These questions determine the analytical procedure of the study. The first two were 

addressed through content analysis of ESRS S1, the cross-cutting ESRS 

requirements and implementation guidance, which provided the categories of social 

risk and the criteria for impact and financial materiality. The third was addressed 

through a criteria-based comparison of SO-LCA, human rights due diligence, 

psychosocial risk assessment, HR and occupational health and safety data, grievance 

records and external ESG ratings.  

 

The fourth was addressed through framework synthesis: functions covered by 

individual methods were mapped against ESRS S1 requirements, and the uncovered 

requirements were translated into additional stages concerning financial 

transmission, management response, monitoring and evidentiary readiness. The 

comparison criteria were thematic and workforce coverage, inclusion of workers’ 

voices, identification of causes and vulnerable groups, distinction between actual 

and potential impacts, assessment of severity and likelihood, identification of 

financial effects, monitoring capacity and evidentiary usefulness.  

 

The originality of the article lies in a framework synthesis that integrates dispersed 

diagnostic methods into a six-stage analytical architecture. It proposes dual impact-

financial recording, understood as the separate assessment of impacts on employees 

and risks to the organisation linked by a traceable causal relationship. It further 

incorporates sustainable-finance relevance as an explicit dimension of financial 

transmission assessment.  

 

The framework is derived from the mapping of ESRS S1 requirements against the 

functions and limitations of the analysed methods; it is therefore a proposition for 

empirical verification rather than a validated management model. The subsequent 

sections characterise the risks covered by ESRS S1, compare diagnostic tools, 

discuss managerial, reporting and assurance challenges, and explain the derivation 

and intended use of the integrated framework. 

 

2. Research Design and Analytical Procedure 

 

The study used a structured qualitative design conducted in four steps. First, ESRS 

S1, the cross-cutting ESRS requirements and relevant implementation and assurance 

guidance were analysed to extract the required objects of assessment, decision 

criteria and evidentiary expectations. Second, peer-reviewed studies describing SO-

LCA, HRDD, psychosocial risk tools, HR and occupational health and safety data 

and external ESG ratings were reviewed to identify the diagnostic functions and 

limitations of each method.  
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Third, the methods were compared using six predefined criteria: thematic and 

workforce coverage, worker participation, identification of actual and potential 

impacts, assessment of severity and likelihood, ability to trace financial effects, and 

data verifiability. Fourth, recurrent requirements and complementary method 

functions were integrated through framework synthesis. The resulting model is 

therefore an analytical proposition derived from regulatory requirements and the 

comparative evidence; it is not presented as an empirically validated causal model. 

 

3. Organisational Social Risks in the Light of ESRS S1 

 

Social risk should be understood as the possibility of adverse effects on people 

performing work and as a potential source of organisational, financial, legal and 

reputational consequences for the undertaking. In the light of the ESRS, this 

approach requires moving away from treating social risks narrowly as purely 

workforce-related problems. It encompasses both the organisation’s actual and 

potential impacts on workers’ rights, health, safety and well-being, and the risks and 

opportunities arising from the undertaking’s dependence on its own workforce 

(European Commission, 2023; EFRAG, 2024).  

 

An adverse impact on a worker and a risk to the undertaking are therefore related but 

not identical: serious harm to a person may be material from an impact perspective 

even where its direct financial effect is limited or deferred. The scope of ESRS S1 

covers the entity’s own workforce, comprising employees and specified categories of 

non-employees, particularly self-employed people providing labour to the entity and 

people supplied by undertakings primarily engaged in employment activities. 

Workers in the value chain are covered by the separate ESRS S2 standard (European 

Commission, 2023; EFRAG, 2023).  

 

The diagnosis of social risks under S1 should therefore include different forms of 

employment and work provision, because each may generate distinct exposure 

profiles and data-quality challenges. Research on Polish non-financial reports 

indicates that the scope of workforce disclosures increased following 

implementation of the non-financial reporting regulations, although the change was 

evolutionary rather than transformative (Czaja-Cieszyńska, 2022). This justifies 

shifting the emphasis from merely presenting workforce metrics to diagnosing 

impacts, risks, exposed groups and the quality of data used in reporting. 

 

The ESRS S1 catalogue organises social risks into three principal thematic groups. 

The first covers working conditions, including secure employment, working time, 

adequate wages, social dialogue, freedom of association, collective bargaining, 

work–life balance, and occupational health and safety. The second concerns equal 

treatment and equal opportunities, particularly gender equality and equal pay, skills 

development, the employment of people with disabilities, measures against violence 

and harassment, and diversity management. The third covers other work-related 

rights, especially the prohibition of child labour and forced labour, adequate housing 
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and privacy (European Commission, 2023). This classification translates regulatory 

requirements into practical areas of social-risk management and facilitates the 

identification of gaps in data, policies and remedial action. 

 

Psychosocial risks are particularly important, including excessive work demands, 

long working hours, low autonomy, employment insecurity, insufficient social 

support, conflict, violence and harassment. Their significance stems not only from 

health consequences, but also from their possible effects on absence, turnover, 

productivity, labour costs, employment disputes and organisational reputation.  

 

A meta-review of 72 literature reviews with meta-analyses found significant 

associations between selected psychosocial exposures—especially high job demands 

and long working hours—and mental disorders and cardiovascular disease 

(Niedhammer et al., 2021). As the risk profile depends on the sector, business model, 

employment structure and particularly vulnerable groups, the ESRS S1 catalogue 

should be treated as an analytical framework rather than a mechanical checklist. 

 

Social risks qualify for reporting through the double materiality assessment. From 

the impact perspective, the organisation’s actual and potential effects on people are 

assessed in terms of their scale, scope and irremediable character and, for potential 

impacts, their likelihood.  

 

From the financial perspective, the analysis covers risks and opportunities that may 

affect cash flows, financial position, financial performance, access to finance or cost 

of capital. A matter is disclosed if it is material from either or both perspectives 

(European Commission, 2023; EFRAG, 2024). Harm to workers and the economic 

consequences for the entity should therefore be assessed separately, while retaining a 

demonstrable causal link between them. 

 

Operationalising double materiality requires procedures for identifying impacts, 

risks and opportunities, documented assessment criteria, stakeholder participation 

and consistent source data. EFRAG guidance points to the need to understand the 

organisation’s context, identify actual and potential impacts, assess their materiality 

and document the decision-making process (EFRAG, 2024). In relation to ESRS S1, 

each risk should be linked at least to its source, the exposed group, the type of 

impact, severity, likelihood, a possible pathway to financial effects, remedial action 

and evidence. A register structured in this way preserves the distinction between 

assessing harm to people and assessing risk to the organisation, while enabling their 

interdependencies to be demonstrated in reporting and assurance. 

 

3.     Methods and Tools for Diagnosing Social Risks  

 

Diagnosing social risks requires a multi-method approach that combines assessment 

of the organisation’s impacts on people, measurement of working conditions and 

analysis of operational data. Social Organisational Life Cycle Assessment (SO-LCA) 
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captures the social and socio-economic effects of organisational activity from a life-

cycle perspective and extends the logic of S-LCA from the product level to the 

organisation or part of it (D’Eusanio et al., 2022). The procedure comprises defining 

the objective and boundaries of the analysis, identifying stakeholder groups and 

impact categories, compiling a data inventory, assessing impacts and interpreting 

results. Its advantage is the ability to link metrics with processes, locations and 

organisational units; its limitation is that results depend on the boundaries adopted, 

the selection of indicators and the method of weighting them (García-Muiña et al., 

2022; Pollok et al., 2021). 

 

Human rights due diligence (HRDD) directs diagnosis towards identifying actual 

and potential human-rights violations, preventing them, mitigating their effects, 

monitoring the effectiveness of responses and communicating how impacts are 

managed. The value of HRDD lies in adopting the perspective of rights-holders and 

using worker consultation, grievance mechanisms and remedies. It strengthens the 

qualitative component of diagnosis and reveals problems that are not always visible 

in HR data. Its effectiveness nevertheless depends on genuine worker participation, 

the authority of responsible people within the management structure and the 

availability of effective remedial procedures (McCorquodaleand Nolan, 2021; 

EFRAG, 2024). 

 

Psychosocial risks can be identified using standardised questionnaires, particularly 

COPSOQ III, which covers, among other things, job demands, task organisation, 

social relations, leadership, employment insecurity and selected health outcomes. 

The German validation of the instrument covered 84 items forming 31 scales and 

confirmed their generally good reliability and validity, supporting the use of 

COPSOQ III both in research and in corporate risk assessment (Lincke et al., 2021).  

 

Questionnaire measurement should, however, be supplemented with qualitative 

methods and administrative data such as interviews, focus groups, occupational 

health and safety audits, accident and illness records, grievances, absence, turnover, 

working time, pay and training. ISO 45003:2021 structures psychosocial-risk 

management within the occupational health and safety system, but does not replace 

direct investigation of workers’ experiences (ISO, 2021; Niedhammer et al., 2021). 

 

The usefulness of methods from the ESRS S1 perspective should be assessed not 

only by the number of available indicators, but also by their ability to reconstruct the 

double materiality assessment process. Six qualitative criteria were adopted for this 

article: coverage of ESRS S1 topics and own-workforce categories; inclusion of 

workers’ voices; distinction between actual and potential impacts; the ability to 

assess severity and likelihood; capture of possible financial effects; and the quality, 

completeness and verifiability of data.  

 

These criteria reflect the logic of the ESRS, under which an organisation should not 

only identify impacts, risks and opportunities, but also demonstrate how they were 
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assessed, how they relate to actions and the evidential basis for disclosures (EFRAG, 

2024; European Commission, 2023). 

 

Table 1. Assessment of selected methods for diagnosing social risks from the ESRS 

S1 perspective 

Method/tool Scope of diagnosis Usefulness for ESRS S1 Main limitation 

SO-LCA The organisation’s 

social impacts on 

stakeholder groups; 

primary and 

secondary data. 

High for impact 

materiality and the 

identification of 

particularly vulnerable 

groups. 

Dependence on 

boundaries, indicators 

and weightings; 

weaker treatment of 

financial materiality. 

HRDD Human rights, rights-

holders, prevention, 

monitoring and 

remediation of harm. 

High for severe impacts, 

dialogue, grievances and 

remedial action. 

Does not 

automatically cover 

the full set of S1 

workforce metrics. 

COPSOQ III / 

ISO 45003 

Psychosocial working 

conditions, well-

being and mental 

health. 

High for occupational 

health and safety and 

working conditions; 

enables comparisons 

between groups and 

periods. 

Narrow thematic 

scope; risk of self-

reporting errors and 

low response rates. 

HR data, 

grievances, 

interviews and 

audits 

Events, trends and 

experiences of the 

organisation’s own 

workforce. 

High for ESRS S1 

metrics, monitoring 

actions and the evidence 

trail. 

Fragmented systems, 

differing definitions 

and underestimation 

of events. 

External ESG 

ratings 

Aggregated external 

assessment of a 

company for 

comparative 

purposes. 

Supporting use as a 

benchmark; low 

usefulness as a stand-

alone S1 diagnosis. 

Differences in scope, 

measurement and 

weightings, and the 

effect of missing 

data. 

Source: Authors’ own work based on: D’Eusanio et al. (2022), EFRAG (2024), European 

Commission (2023), García-Muiña et al. (2022), International Organization for 

Standardization [ISO] (2021), Lincke et al. (2021), McCorquodaleand Nolan (2021) and 

Pollok et al. (2021). 

 

The comparison indicates that the methods analysed perform complementary 

functions. SO-LCA provides a broad map of impacts and supports the identification 

of exposed groups; HRDD deepens the assessment of human rights and the 

adequacy of remedial action; and COPSOQ III supplies standardised data on 

psychosocial working conditions. HR and occupational health and safety data and 

grievance documentation are particularly useful for monitoring trends, testing 

response effectiveness and building an evidence trail, provided that consistent 

definitions, sources, data owners and change histories are maintained.  

 

Research on double materiality disclosure practices also shows that undertakings 

describe the assessment process and social impacts more often than financial 

materiality, while stakeholder engagement can be incidental, reinforcing the need for 
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an integrated method of diagnosis and decision documentation (Dragomir et al., 

2025). External ESG ratings can serve only a supporting function because they differ 

in scope, methodology, weightings and sensitivity to missing data (Berg et al., 2022; 

Sahin et al., 2022). 

 

The principal limitation of existing solutions is their fragmentation. SO-LCA permits 

broad identification of social impacts, but does not automatically create pathways 

translating those impacts into cash flows, costs or the cost of capital. HRDD focuses 

on human rights and remedies, COPSOQ III primarily covers psychosocial risk, and 

HR data often describe lagging outcomes that do not always reveal the cause of a 

problem. Reviews of S-LCA also point to inconsistent analytical boundaries, data 

sources, assessment scales and weighting methods, which restrict the comparability 

of results and their use in reporting (Pollok et al., 2021). Under the CSRD, these 

issues are compounded by data difficulties, methodological inconsistency and the 

risk of selective disclosure (Dunfjäll, 2025; Dragomir et al., 2025). 

 

Within the six criteria adopted for this study, none of the analysed tools 

independently covers the full set of functions required to operationalise ESRS S1. 

The framework therefore combines SO-LCA for mapping impacts, HRDD for 

assessing human-rights impacts and remedies, worker surveys for capturing 

experiences and vulnerable groups, and verified HR, occupational health and safety 

and grievance data for monitoring trends and documenting responses.  

 

The combined evidence should feed into a register of impacts, risks and 

opportunities in which impact materiality and financial materiality are assessed 

separately and each decision is linked to evidence, actions, targets and metrics. This 

proposed architecture offers a basis for more coherent diagnosis, reporting and 

assurance preparation, but its completeness and effectiveness require empirical 

testing. 

 

4. Challenges for Management, Reporting and ESG Assurance   

 

Managing social risks cannot be limited to the preparation of annual disclosures. It 

requires a continuous process that covers the identification of exposed groups and 

impacts, materiality assessment, the selection of responses, monitoring of 

effectiveness and escalation of significant events.  

 

Oversight should be assigned to the management body, while operational 

responsibilities should be allocated to process owners in HR, occupational health 

and safety, compliance, legal services, finance, risk management and IT. Research on 

CSRD implementation shows that regulatory change alone does not ensure reporting 

maturity; coordination between functions, appropriate capabilities and the 

integration of sustainability information into management decisions are also required 

(Dunfjäll, 2025; Hummeland Jobst, 2024; Kosiand Relard, 2024). 
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It is particularly important to connect diagnosis with the risk-management system, 

budgets, remuneration policy and remedial procedures. The register of impacts, risks 

and opportunities should identify the risk source, exposed group, data owner, action 

owner, escalation threshold, response, deadline, effectiveness metric and evidence of 

completion.  

 

Corporate-governance mechanisms may improve reporting quality, but their 

effectiveness depends on genuine oversight rather than the formal existence of a 

committee or policy (Karmańskaand Łazarowicz, 2024). The Committee of 

Sponsoring Organizations of the Treadway Commission’s Internal Control over 

Sustainability Reporting (COSO ICSR) framework supports the inclusion of social 

data within the control environment, risk assessment, operational controls, 

information and communication, and monitoring (COSO, 2023). 

 

ESRS S1 requires material impacts, risks and opportunities to be coherently linked 

with policies, worker dialogue, remedies, actions, targets and metrics (European 

Commission, 2023; EFRAG, 2023). The main challenge is the completeness of the 

population analysed: data must cover the relevant categories of employees and non-

employees, organisational units and reporting periods.  

 

Aggregation must not conceal the circumstances of particularly vulnerable groups, 

and disclosures should respect privacy and personal-data protection. Consistent 

definitions, consolidation rules, controls over outliers, documented estimates and 

clear identification of data limitations are therefore essential (EFRAG, 2024). 

 

Social information is usually generated in multiple systems, including HR and 

payroll systems, occupational health and safety documentation, working-time 

records, grievance channels and local spreadsheets. For every disclosed value, 

organisations should maintain a traceable data path from the original source through 

calculation, adjustment and review to final approval, with the data owner and change 

history clearly identified.  

 

Simplification of data points in EU regulations does not remove the obligation to 

conduct a credible materiality assessment, maintain consistent definitions and 

control the information used in reporting (Dunfjäll, 2025; EFRAG, 2024). In 

practice, social data should therefore be treated as part of the internal-control system 

rather than as an appendix to the ESG report (COSO, 2023). 

 

Table 2. ESRS S1 implementation challenges and corresponding assurance evidence 

Dimension Key challenge Organisational 

response 

Assurance evidence 

Governanc

e 

Fragmented 

responsibility and 

reactive responses. 

Defined roles, a 

register of impacts, 

risks and 

Minutes of governing 

bodies, documented 

decisions, action owners 
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opportunities, 

escalation thresholds 

and monitoring of 

remedial actions. 

and effectiveness tests. 

Reporting Inconsistent 

definitions and 

boundaries, and 

narrative disclosures 

not linked to metrics. 

A data dictionary, 

disclosure matrix, 

closing timetable and 

reconciliations. 

Source data, calculation 

files, adjustment logs, 

reconciliations and 

approvals. 

Assurance Qualitative data, 

estimates, 

incomplete grievance 

data and judgement-

based materiality 

decisions. 

An assurance map, 

control testing, 

sampling procedures 

and involvement of 

subject-matter 

experts. 

Method documentation, 

samples, confirmations, 

IT-control tests and 

management 

representations. 

Source: Authors’ own work. 

 

The term “ESG audit” is used broadly in practice, whereas under the CSRD regime 

the examination of sustainability reporting takes the form of an assurance 

engagement. Limited assurance involves less extensive procedures than reasonable 

assurance, but it still requires sufficient appropriate evidence that the information is 

free from material misstatement (Committee of European Auditing Oversight Bodies 

[CEAOB], 2024; International Auditing and Assurance Standards Board [IAASB], 

2024).  

 

The assurance practitioner does not confirm the absence of social risks or the 

achievement of future targets, but assesses the report and the process used to prepare 

it. The materiality applied by the practitioner in designing procedures is not the same 

as the double materiality applied by the entity in determining the scope of 

disclosures (Baumüllerand Sopp, 2022; EFRAG, 2024). 

 

Evidence concerning social matters is difficult to obtain because some information is 

qualitative, sensitive or judgement-based. A low number of grievances may indicate 

a favourable situation, but it may also signal a lack of trust in the reporting channel. 

HR and occupational health and safety data should therefore be corroborated by 

interviews, dialogue records, case documentation, payroll records and working-time 

records (McCorquodaleand Nolan, 2021; EFRAG, 2024).  

 

Further challenges include sector-specific expertise, practitioner independence, the 

scope of assurance procedures and the involvement of specialists in employment 

law, human rights, occupational psychology and IT systems (Aliyu, 2024; IAASB, 

2024; Krasodomska et al., 2021; Grima et al., 2024). 

 

Experience before mandatory assurance shows variation in the scope of 

engagements, standards applied and wording of assurance conclusions, including 
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among European and Polish companies (Czaja-Cieszyńska, 2024; Macudaand 

Zieniuk, 2024). This reduced comparability and the transparency of the practitioner’s 

responsibility. Preparation for assurance should therefore begin before the report is 

drafted. For every material matter, the evidence trail should be reconstructable: data 

source — classification of the impact, risk or opportunity — materiality decision — 

action and control — disclosure. A break in any link weakens both social-risk 

management and the ability to obtain assurance (CEAOB, 2024; IAASB, 2024). 

 

An original conclusion from the analysis is the need to connect the hybrid diagnostic 

model presented in Section 2 with the system of internal control over reporting. 

Organisational maturity is demonstrated not by the number of indicators used, but by 

the ability to explain why a matter was considered material, how the workers’ 

perspective was taken into account, what action was taken and on what evidence its 

effectiveness was assessed.  

 

Such evidentiary readiness is a common prerequisite for high-quality management, 

ESRS S1 reporting and assurance (COSO, 2023; EFRAG, 2024; IAASB, 2024). The 

challenges identified in this section provide direct justification for an integrated 

model. If an organisation is to manage social risks, report in accordance with ESRS 

S1 and prepare information for assurance, it needs a single process linking impact 

identification, double materiality assessment, management response, data controls 

and evidence documentation (European Commission, 2023; COSO, 2023; CEAOB, 

2024; IAASB, 2024). 

 

5. An ESRS S1-Based Integrated Model for Assessing ESG Social Risk and 

Its Relevance to Sustainable Finance 

 

The review of methods in Section 2 identifies both complementary functions and 

recurrent gaps when the methods are assessed against the requirements derived from 

ESRS S1. Scoping is required because the standard distinguishes categories of the 

own workforce and vulnerable groups; impact identification consolidates the 

diagnostic functions of SO-LCA, HRDD, surveys and organisational data; double 

materiality assessment follows directly from the ESRS decision logic; financial 

transmission assessment addresses the comparatively weak treatment of financial 

materiality; management response links identified matters with policies, actions, 

remedies and targets; and monitoring connects metrics, controls and evidence with 

subsequent reassessment.  

 

The resulting six-stage framework is therefore a normative process architecture 

derived from regulatory requirements and gap mapping. It is not another scoring 

scale and does not claim empirical validation.The basic unit of analysis should be a 

single entry in the register of impacts, risks and opportunities, maintained in 

accordance with the six-stage diagnostic model. At a minimum, an entry should 

include: the process stage, exposed group, source and causal mechanism, description 

of the actual or potential impact, scale, scope, irremediable character and likelihood, 
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time horizon, a separate impact-materiality assessment, a possible pathway to 

financial effects, a separate financial-materiality assessment, the relevance of the 

risk for sustainable finance and ESG risk perception, the materiality decision, 

preventive or remedial action, effectiveness metric, data owner, review date and 

evidence of completion (EFRAG, 2024; COSO, 2023). An original element of the 

model is dual impact-financial recording: the severity of the impact on workers is 

assessed separately from risk to the organisation, after which both perspectives are 

connected by a documented causal relationship. This prevents a serious human-

rights violation from being overlooked merely because its short-term financial effect 

is small (European Commission, 2023; McCorquodaleand Nolan, 2021). 

 

The model is hybrid in nature. SO-LCA structures impact areas, human rights due 

diligence supports analysis of causes and remedies, and psychosocial questionnaires, 

interviews, grievances and HR and occupational health and safety data provide 

evidence on working conditions (D’Eusanio et al., 2022; ISO, 2021; Lincke et al., 

2021; McCorquodaleand Nolan, 2021). Triangulating sources reduces the risk of 

equating an absence of reports with an absence of problems and strengthens the 

reproducibility of materiality decisions. The six stages of the process are 

summarised in Figure 1. 

 

Figure 1. Tabular and graphical representation of the integrated six-stage model for 

ESG social risk assessment and sustainable finance relevance in the light of ESRS 

S1 

Foundations applied throughout the whole process 

Dual impact-financial risk recording → Data triangulation → Evidentiary readiness → 

Sustainable finance relevance 

Integrated ESRS S1 process flow for ESG social risk assessment 

1. Scoping 

Workforce, 

locations, 

vulnerable 

groups 

→ 

2. Impact 

identification 

SO-LCA, 

HRDD, 

surveys, 

grievances, 

HR/OHS data 

→ 

3. Double 

materiality 

assessment 

Impact 

materiality 

+ financial 

materiality 

→ 

4. Financial 

transmission 

assessment 

Costs, 

litigation, 

reputation, 

ESG ratings, 

cost of capital 

→ 

5. 

Management 

response 

Policies, 

actions, 

remedies, 

targets, 

accountability 

→ 

6. Monitoring 

KPIs, KRIs, 

controls, 

reviews, register 

updates 

Feedback loop: Monitoring → Scoping / Impact identification 

The process is continuous and should be updated after incidents, grievances, organisational 

changes, new data or changes in regulation. 

Outcome → decision-useful ESG risk information for sustainable finance 

IRO register → ESRS S1 disclosures → assurance evidence package → sustainable finance 

relevance assessment → information for investors and lenders 

Source: Authors’ own work. 
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Figure 1 presents an integrated ESRS S1-compliant model for diagnosing 

organisational social risks. The left-hand side of the diagram contains four cross-

cutting foundations of the model: dual recording of impact and financial risk, 

triangulation of data sources, evidentiary readiness and relevance to sustainable 

finance.  

 

The right-hand side systematises the six stages of the process: scoping, impact 

identification, double materiality assessment, financial transmission assessment, 

management response and monitoring. The lower block presents the final outcome 

of the process: the register of impacts, risks and opportunities, ESRS S1 disclosures, 

the assurance evidence package and decision-useful ESG risk information for 

investors and lenders.This structure links social-risk diagnosis with management, 

sustainability reporting, preparation of information for assurance and the assessment 

of sustainable finance relevance (European Commission, 2023; EFRAG, 2024; 

CEAOB, 2024; IAASB, 2024). 

 

Stage one, scoping, determines which own-workforce groups, locations, forms of 

work provision and particularly vulnerable groups should be included in the 

analysis. Its outcome is the definition of diagnostic boundaries, the population 

assessed and data owners (European Commission, 2023; EFRAG, 2023). Stage two, 

impact identification, identifies the organisation’s actual and potential effects on 

employees and non-employees using SO-LCA, HRDD, surveys, interviews, 

grievances and HR and occupational health and safety data. The outcome is a 

catalogue of impacts, their causes and exposed groups (D’Eusanio et al., 2022; 

McCorquodaleand Nolan, 2021; Pollok et al., 2021). 

 

Stage three, double materiality assessment, separately determines impact materiality 

and financial materiality. It assesses the scale, scope, irremediable character and 

likelihood of an impact, as well as the possible pathway by which a matter could 

affect costs, cash flows, business continuity, reputation or cost of capital 

(Baumüllerand Sopp, 2022; EFRAG, 2024; Dunfjäll, 2025). The outcome is a 

double risk record, documentation of the assumptions adopted and a materiality 

decision.  

 

The fourth stage, financial transmission assessment, identifies and documents the 

mechanisms through which social risks may affect an organisation’s financial 

performance, access to finance, lending conditions, ESG ratings, investor confidence 

and cost of capital. This stage translates the diagnosis of social risks into information 

that is relevant to sustainable finance and ESG risk management. Stage five, 

response, turns diagnostic results into management action: policies, preventive and 

remedial measures, targets, resources, responsibilities and implementation deadlines 

(European Commission, 2023; EFRAG, 2024).  

 

Stage six, monitoring, provides for periodic assessment of response effectiveness 

and updates to the register of impacts, risks and opportunities. It includes the use of 
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KPIs and KRIs, control testing, data reconciliations, worker reviews and assessment 

of evidence quality. Monitoring should also serve to assess whether previously 

identified social risks remain material from the perspective of sustainable finance, 

particularly where they may affect ESG ratings, risk premia, financial covenants, 

investor engagement or access to sustainability-linked instruments.  

 

The final outcome of the model is an up-to-date register of impacts, risks and 

opportunities, coherent ESRS S1 disclosures, an assurance evidence package and an 

assessment of relevance to sustainable finance, which enables the pathway from 

source data to information disclosed in sustainability reporting to be traced (COSO, 

2023; CEAOB, 2024; IAASB, 2024). 

 

The process should operate continuously, not only before the report is finalised. 

Reassessment should be triggered by, among other things, a serious accident, a 

collective grievance, reorganisation, a change to the working-time system or entry 

into a new location. For every item of reported information, the organisation should 

maintain a glossary, calculation rule, source, consolidation scope, correction history 

and approval. Evidentiary readiness understood in this way connects management 

with internal control and reduces the risk that narrative, metrics and actions refer to 

different populations, periods or definitions (COSO, 2023; EFRAG, 2024; Kosiand 

Relard, 2024). 

 

The proposal’s conceptual value lies in organising dispersed tools according to the 

function they perform in the ESRS S1 process. The model separates scoping, impact 

identification, materiality assessment, financial transmission assessment, response 

and monitoring, while requiring every disclosure to be linked to a specific 

population, decision and item of evidence.  

 

Existing methods therefore permit only partial diagnosis. A comprehensive diagnosis 

compliant with ESRS S1 requires their integration and supplementation with double 

materiality assessment, sustainable finance relevance assessment, data controls and 

an evidence trail (Dragomir et al., 2025; EFRAG, 2024; IAASB, 2024). 

 

The model is conceptual and should be empirically verified in organisations of 

different sizes and risk profiles. Its limitations include incomplete data, under-

reporting, data protection in small groups, subjective thresholds and the need for 

sector-specific calibration of indicators.  

 

The proposal does not replace legal analysis or an assurance standard; it defines the 

minimum process and documentation logic needed for coherent management, 

reporting and preparation of information for assurance. Further research should test 

whether its application increases the completeness of identifying impacts, risks and 

opportunities, the comparability of assessments and the reproducibility of decisions 

during assurance (Dragomir et al., 2025; Kosiand Relard, 2024; CEAOB, 2024). 
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6. Conclusions 

 

The regulatory content analysis and criteria-based comparison address the article’s 

objective by organising organisational social risks according to the logic of ESRS S1 

and linking them with management, reporting and assurance requirements. The 

breadth of these risks follows directly from the ESRS S1 topic catalogue, which 

includes not only employment conditions and occupational health and safety but also 

equal treatment, social dialogue, privacy, competence development, grievance 

mechanisms and human rights. The analysis also distinguishes the severity of 

impacts on people from the potential organisational and financial consequences for 

the undertaking, in accordance with the double materiality principle. 

 

The criteria-based comparison supports the article’s main proposition that none of 

the analysed methods independently covers the full set of diagnostic and evidentiary 

functions derived from ESRS S1. SO-LCA, HRDD, psychosocial tools and HR and 

occupational health and safety data contribute different and complementary forms of 

evidence.  

 

Within the analytical framework adopted in this study, comprehensive diagnosis 

therefore requires their integration with double materiality assessment, worker 

participation, documented management judgement and an evidence trail. Whether 

this integrated approach improves organisational practice remains an empirical 

question for future research. 

 

The article’s principal contribution is an integrated six-stage analytical framework 

covering scoping, impact identification, materiality assessment, financial 

transmission assessment, response and monitoring. The framework translates ESRS 

S1 requirements and gaps identified in the comparative analysis into a coherent 

process for documenting social risks as potentially financially material ESG risks.  

 

By specifying financial transmission assessment as a separate stage, it makes explicit 

the pathways through which workforce-related impacts may translate into operating 

costs, litigation exposure, reputational damage, ESG rating outcomes, access to 

capital and financing costs. The framework is intended to improve the structure and 

decision-usefulness of information for management, investors, lenders and assurance 

practitioners; evidence of such improvement requires subsequent empirical 

validation. 

 

The model is based on dual impact-financial risk recording, triangulation of data 

sources, evidentiary readiness and sustainable finance relevance. This approach may 

strengthen the quality of management decisions, the coherence of sustainability 

reporting, the ability to obtain sufficient appropriate evidence in an assurance 

engagement and the usefulness of ESRS S1 information for investors, lenders and 

other stakeholders assessing ESG risks in sustainable finance.  
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The study is limited by its qualitative, document-based design. Although the use of 

predefined ESRS-derived criteria makes the comparison transparent, the analytical 

corpus is selective rather than exhaustive, the coding and synthesis involve 

researcher judgement, and the proposed framework has not been tested against 

organisational outcomes or assurance engagements.  

 

Its applicability may vary by sector, organisation size, workforce structure, data-

system maturity and social-risk profile. Future research should therefore conduct 

case studies and expert validation, test inter-coder reliability and sector-specific 

calibration, and assess whether use of the framework improves the completeness of 

impact, risk and opportunity identification, the comparability of materiality 

assessments and the reproducibility of reporting and assurance decisions. 
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