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Abstract

Purpose — This paper aims to investigate materiality judgement providing insights, critiques and future
research paths in light of the open debate on the role of materiality in corporate financial disclosure,
highlighting potential connections and implications with sustainability and intellectual capital (IC) reporting.
Design/methodology/approach — The research presents an overview of the analysis of financial
materiality, including new stimuli from recent studies and regulatory requirements for financial and non-
financial reporting. Accordingly, this study used a systematic literature review (SLR) based on a combination
of content, text and bibliometric analysis of materiality in accounting research studies, collecting data from the
Scopus database as one of the most relevant repositories.

Findings — The SLR identified four relevant research trends, concerning: (1) the relevance of materiality principles
in corporate disclosure; (2) financial reporting practices and materiality; (3) theories and approaches in defining
financial materiality and (4) the existence of quantitative and qualitative thresholds in the materiality judgement.
Research limitations/implications — The results provide theoretical and practical implications when
comprehending the development of the concept of financial materiality in financial statements and whether
they can be appropriate in reporting IC as well. We identified future research paths.

Practical implications — From a practical perspective, this study is useful for companies implementing
financial materiality based on stakeholder engagement and improving their transparency in financial and non-
financial reporting practices.

Social implications — The research investigates if the process for assessing materiality is in line with the
expectations of all stakeholders involved in financial and non-financial reporting.

Originality/value — This research is the first to investigate the scientific basis and applicability of the concept
of financial materiality to sustainability and IC reporting.
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1. Introduction

Although the topic of materiality has recently been discussed among scholars, its concept has
a long history and has been debated since the 1950s, as a complementary aspect to the
reliability of financial statements.

In recent years, scholars, regulators and practitioners have been “obliged” to address the
concept of materiality applied to sustainability reporting (Baumiiller and Sopp, 2022; Raith,
2022). Currently, regulators are wondering if financial materiality should be the star guiding
the identification of a “sole” concept of materiality or if, as suggested by the European
Commission (2019) and the European Financial Reporting Advisory Group (EFRAG, 2021),
impact materiality and financial materiality should co-exist in corporate reporting (Jergensen
et al, 2022; Delgado- Ceballos et al., 2023).

While the investigation of the concept of materiality in sustainability reporting has
increased in recent years (Eccles ef al, 2012), there is a gap in the literature when considering
if the development of the academic conceptualisation of materiality which is applied when
preparing financial statements, is also appropriate in sustainability reporting as well (Bota-
Avram, 2022; Khan, 2022). This issue appears to be critical when applied to intellectual capital
(IC) reporting (Paoloni et al., 2023).

This paper aims to investigate financial materiality judgements, providing insights,
critiques and future research paths. We present an overview of materiality analysis, which
has been developed from the new stimuli from recent studies on corporate reporting. To this
end, we used a systematic literate review (SLR) based on a combination of content, text and
bibliometric analysis of materiality in academic research studies, collecting data from the
Scopus database (Garanina et al., 2022; Massaro et al., 2016). The Scopus database is widely
applied to bibliometric analyses because it is suitable for exporting data, covers a wide set
of papers in the field of business economics, and is generally recognised as a scientific
reference by the academic community (Aksnes and Sivertsen, 2019; Dabi¢ et al., 2021; Gao
et al., 2021).

We retrieved a dataset of 102 documents. After two rounds of screening and reading of the
(1) title, abstract and keywords, and (2) research aims, we compared our results, selecting 49
core articles to achieve our research aims covering the period 1977-2022. From our analysis,
we identified the main thematic clusters, drafting four “Research Trends”.

The contribution of this paper is to provide the first comprehensive debate on materiality
in academic research studies, proposing future research issues on its adoption for IC
reporting.

We also offer theoretical and practical implications by the retrieved research paths
guiding the application of judgements for financial materiality assessments. Theoretical
implications offer insights that have never been carefully addressed by scholars before. The
main implications are: (1) the relevance of materiality in financial statements and its under-
investigated role in non-financial statements; (2) the existence of materiality’s facets about
management processes; (3) adjusting the relationship between materiality and stakeholders’
informational needs and (4) the call for additional quantitative and qualitative thresholds to
meet investors’ information needs on IC disclosure.

Our study can be useful for regulators and standard-setters, as they can take the
opportunity to provide a more comprehensive framework of materiality implementation,
providing financial disclosures to overcome the issues of ambiguity and low effectiveness for
stakeholders, also converging towards satisfying the broader information needs arising from
the recent sustainability stimuli (Street and Gordon, 2023). Contextually, it can support
regulators in distinguishing the practical determination of financial materiality for financial
and sustainability reports.

The literature review and theoretical framework are described in Section 2. The method
and research protocols are provided in Section 3. Empirical results and the new proposed



framework are described in Sections 4 and 5, respectively. Finally, Section 6 concludes the
paper by summarising the findings, limitations and future steps.

2. Research context and theoretical framework

The need for materiality judgements qualifies financial information and requires companies
to make decisions about the magnitude and nature of item recognition, measurement,
presentation and disclosure (DeZoort et al, 2006; IASB, 2017; Green and Cheng, 2019).
Research provides explanations of materiality judgements about the relevant information
contained in financial statements (Le6n and Salesa, 2024).

Recent literature on the subject has been dedicated to the definition and application of the
concept of financial materiality in sustainability disclosure and the concept of sustainability
materiality’ in sustainable disclosure (Mio and Fasan, 2013; Eccles and Krzus, 2014; Edgley
et al., 2015). The issue of a double level of materiality has recently involved much research
activity (Whitehead, 2017; Fiandrino et al., 2022).

According to Lai et al. (2017), different scholars have offered various definitions of the
materiality principle, which shift over time and across financial and corporate sustainability
reporting (Brennan and Gray, 2005; Messier ef al,, 2005; Steenkamp, 2018; Cerbone and
Maroun, 2020). Christensen et al. (2021) addressed materiality concepts by discussing single
versus double materiality. In this perspective, they considered the alternative between
providing financial and sustainability disclosures aimed at investors (single materiality) or
providing more extensive information about the entity’s impacts on the environment and
society to multiple stakeholders (double materiality).

The European Commission (2019, p. 6) joined the debate by introducing the issue of
“double materiality” (financial materiality and impact materiality), referring, on the one
hand, “... to the company’s development, performance [and] position” (financial
materiality) and, on the other hand, to the “impact of [the company’s] activities [which]
indicates environmental and social materiality”. A separate approach can determine a more
specific and clearer framework, considering that the contexts (and, consequently,
objectives and metrics) should be specifically determined (Delgado-Ceballos et al., 2023).
Some scholars have already provided evidence that the two concepts have naturally
followed a naturally converging process, also considering that ESG aims to align social and
environmental features with a financial perspective (Cerbone and Maroun, 2020; MacNeil
and Esser, 2022).

The IC disclosure has been “formally” included in sustainability reporting under the
perspective of a resource able to support the entity’s financial performance, even if it is
not recognised as a balance sheet item (IIRC, 2021; Xu and Li, 2022; EC, 2023). Even if
materiality was originally considered to be a financially driven feature, some scholars
tried to find a connection between financial reporting and IC measurement, particularly
to provide some evidence of the relevance of human resources (Roslender, 2004;
Brannstrom and Giuliani, 2009; Caputo et al., 2016; Dumay et al., 2020). This is crucial
information for stakeholders, which should be put under the condition of comprehending
corporate human capital and knowledge management (Rehman et al., 2022; Del Giudice
et al., 2023a; Paolone ef al., 2024). It should be noted that some research has demonstrated
the influence of all dimensions of IC on strategic orientation and firms’ performances,
specifically on supply chain learning and resilience (Mubarik et al, 2022; Shaik
et al., 2024).

According to Bananuka et al (2023, p. 1), IC is significantly associated with sustainability
reporting practices. More specifically, the authors showed that human capital and relational
capital have a positive impact on sustainability reporting practices, while the structural
capital element does not have a significant effect. Parshakov and Shakina (2020) found that
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Figure 1.
Research protocol

US companies do not extensively disclose IC in their annual reports by using explorative
content analysis.

Amendola et al. (2023, p. 1) confirmed the great ability of non-financial statements
(NFS) to provide IC information which “appears significantly related to some firm
characteristics considered herve, such as capitalization, profitability, productivity,
intangibility”. Under a management view, disclosures on intellectual capital can
provide useful information on the entities’ ability to manage the available resources
and provide a broader perspective on value creation. This stimulates a virtuous path
toward a more conscious adoption of the multiple capitals that the enterprise can utilise
(McNally and Maroun, 2018).

That said, IC reporting has always been oriented towards presenting the intangible value
of firms by providing the “hidden” basis of the company, to produce value in the short and in
the medium term (Abhayawansa, 2014; Wang et al.,, 2021). Furthermore, IC has been strongly
investigated in different research fields of knowledge management, such as: family and
entrepreneurial aspects (Capolupo et al., 2023), knowledge-intensive business service (Magni
et al, 2023), employee creativity (Liao ef al, 2024), internal organisational assets and
environmental dynamics on employees’ orientation (Caputo et al.,, 2021b; Vatamanescu et al.,
2023), risk management (Zieba et al., 2022), corporate reputation and culture (Arduini ef al,
2023), corporate financial performance (Gangi et al, 2018) and corporate ethics (Rossi
et al, 2021).

3. Methodology

We used a systematic literature review (SLR) based on a combination of content, text and
bibliometric analysis, to investigate materiality judgements in a financial perspective,
achieving research aims, providing insights, critiques and future research paths (Alvesson
and Deetz, 2000). The content and text analyses are relevant when investigating documents
and phenomena; bibliometric analysis represents a relevant method of information science,
based on quantitative studies of bibliographic material (Merigé and Yang, 2017).
The bibliometric method concerns data collection and involves the identification of a
suitable source for a literature search (see Figure 1). Thus, we defined the research
questions following the main literature on SRL (Garanina et al., 2022; Massaro et al., 2016
Petticrew and Roberts, 2006):

RQI1. What is the state of the art for investigating materiality judgements and what is its
application in the light of new stimuli arising from sustainability reporting
requirements?

~
DATASET SETTING DATA REFINING

Publications and citations trend

[Research areas analysis

- Scopus as source of data
- Selection of the appropriate keywords

]
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RQ2. What is the focus and critique of the literature within the materiality judgements?

RQ3. What is the future research for materiality judgements, regarding the
determination and disclosure of intellectual capital?

The presentation of the state of the art, insights and critiques in materiality judgements
derive from RQ1 and RQ2, while the future research paths derive from RQ3. We used the
Scopus database since it fully covers over 20,000 major journals, totalling
approximately 70 million searchable records. In this way, we examined a broader
collection of articles (captured in singular and plural forms), focusing on international
research contributions.

The search for data in Scopus was carried out by selecting the following relevant
keywords, established by the authors after reading seminal papers in the field: “financial”,
“materialit*” and “accounting”. We used the Boolean operator “AND” in the search query.
The search considered the title, abstract and keywords of the documents to ensure the
comprehensive nature of our search in the subject area of Business Management and
Accounting (BMA). We established the horizontal time without limitation, from the starting
year of publication, and assumed 2022 as the last year of publication. We selected articles and
review documents to better represent results avoiding a grey literature analysis. English was
selected as the search language, to be consistent with the nature of our research and prior
systematic review studies:

TITLE-ABS-KEY (“financial” AND “materialit*” AND “accounting”) AND PUBYEAR >
1976 AND PUBYEAR < 2023 AND (LIMIT-TO (PUBSTAGE, “final”)) AND (LIMIT-TO
(SUBJAREA, “BUSI")) AND (LIMIT-TO (DOCTYPE, “ar”) OR LIMIT-TO (DOCTYPE, “re”))

Weretrieved a dataset of 102 documents belonging to BMA and covering the period 1977—
2022. A scale of the relevance of the articles was established for some criteria, such as the year
of publication and the citation’s weight. Articles were content analysed by author, to delete
irrelevant papers and determine a final core dataset. To do this, we qualitatively examined the
content of the papers, verifying whether the selection was based on a “random combination of
words” or whether financial materiality was central to the paper. We assumed 49 core articles,
to achieve our research aims in the investigation of materiality judgements, assuming the
financial perspective.

We used VOSviewer software to develop the bibliometric analysis (Van Eck and
Waltman, 2009, 2017). To provide a comprehensive map of the knowledge structure of
materiality, consistent with recent trends in bibliometric accounting research (Merigé and
Yang, 2017; Zhong et al., 2016), we used several complementary bibliometric metrics based on
a database search that followed the systematic review protocol (Caputo et al, 2021a;
Tranfield et al, 2003). To determine the research trends, we followed the following steps: (1)
bibliometric citation analysis; (2) bibliometric co-occurrence and keywords analysis; (3)
bibliographic coupling; (4) clusters content analysis (Khan, 2022). Thus, we carried out
content, description and network analysis to provide results and were able to deeply review
each paper to analyse how the authors debated the materiality. This analysis allowed the
possibility of identifying a set of clusters based on how and what issues were addressed in
each contribution.

4. Results and discussion

This section presents the results of the analyses to answer the research questions: RQ1. What
1S the state of the art for investigating materiality judgements? and RQ2. What is the focus and
critique of the literature within the materiality judgements? We developed insights and
critiques using the content, text and bibliometric analysis.
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Figure 2.
Co-occurrence graph

4.1 Insights and critiques

Firstly, the topicality of the materiality issue was declared by the following results of
bibliometric analyses related to 49 selected contributions. Our analysis shows that
materiality represents an under-explored research area, with 102 documents in the BMA
subject area over the period 1977-2022. The results of all the descriptive statistical methods
used in the bibliometric analysis are shown in Figures 2 and 3. The figures show that interest
in materiality issues has increased over the last period, although the trend is discontinuous. A
significant increase in publications on this topic started after 2003. The most productive
authors highlight scholars with two publications: that is Street D.L., Mohammad ]J.,
Sallehhuddin A., Talha M. and Jorge S.M.

We identified the most popular keywords used in the dataset, creating a graph based on
their co-occurrences (Figure 2). The keywords represent the nodes and there is a tie between
two of them if both are present in the same contribution (co-occurrence); the thickness shows
the number of contributions in which the pair appears.

Figure 2 represents a network visualisation (cluster) of keyword publications on the
topic of materiality to analyse keywords and obtain information about factors related to
the materiality issue. It shows the most common keywords in the dataset, where
“materiality” is the most used keyword with 17 occurrences, “financial reporting” is the
second most common with 4 occurrences and “accounting”, “budgetary reporting”,
“Iinternational financial reporting standards” and “national accounts” are the third most-
used components with 3 occurrences each. Table 1 shows the occurrences and the total
link strength, while Table 2 reports the total citations and the total link strength. The size
of each node (and its label) represents the occurrence of keywords within the dataset (the

conceptualiframework

acco@nting

fougault

financialigeporting

materiality

accountingstandards

i i i finapess
financial p@rformance international financial report

if98
malaysia financial iiformation

@ .
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Source(s): Authors’ work
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Keyword Occurrences Total link strength Intellectual
Materiality 17 7 Capital
Financial reporting 4 10

Accounting 3 4

Budgetary reporting 3 7

International financial reporting standards 3 4

National accounts 3 7 93
Accounting standards 2 4

Central government 2 5

Conceptual framework 2 3

Financial information 2 4

Financial performance 2 6

Fineness 2 4

Foucault 2 4

Governmental accounting 2 5

IFRS 8 2 4 Table 1.
Malaysia 2 6 Keywords occurrences
Source(s): Authors’ work and total link strength
# Contributions Total citations Total link strength

1 Edgley C. (2014) 66 25

2 Munro R. (1995) 57 4

3 Acito A.A., Burks ] J., Johnson W.B. (2009) 45 27

4 Nicholls A. (2018) 37 11

5 Woods M., Marginson D.E.W. (2004) 28 1

6 Firth M. (1979) 27 0

7 Hsu G.C. (2009) 24 4

8 Hodgdon C., Hughes S.B,, Street D.L. (2011) 21 0

9 Keune M.B,, Johnstone K.M. (2009) 20 28

10 Hashim N., Li W., O’'Hanlon J. (2016) 19 0

11 Chalmers K., Godfrey J.M. (2005) 17 0

12 Ucieda Blanco ].L., Garcia Osma B. (2004) 16 3 Table 2

13 Young C.-S., Tsai L.-C., Hsu HW. (2008) 15 9 Total citations (at leasi
14 Mazay V., Wilkins T., Zimmer L (1993) 15 2 15) and total link

Source(s): Authors’ work

strength

number of papers in which it appears). The colour of the circles determines the cluster to
which the keyword belongs.

4.1.1 Clusters and emerging research trends. Figure 3 illustrates the bibliographic coupling
of the investigated articles. According to the previous literature (Caputo ef al, 2021a),
bibliographic coupling occurs when two documents are quoted by a third document; this
should assume that the cited documents debate a common topic (Kessler, 1963; Caputo ef al,
2021a). Bibliographic coupling is the opposite of co-citation. Two publications are
bibliographically coupled if there is a third publication that is cited by both publications
(Kessler, 1963). Bibliographic coupling concerns the overlapping of reference lists of
publications. The larger the number of references which two publications have in common,
the stronger the bibliographic coupling relationship between them. Although bibliographic
coupling was introduced earlier than co-citation, it initially received less attention in the
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Figure 3.
Bibliographic coupling

‘QSWZOM) @ acito 3.8.(2009) bradburyaie. (2021) @ hsuigie&g. (2009) mazay (1993)

(? VOSviewer

Source(s): Authors’ work

literature on visualising bibliometric networks. In recent years, the popularity of
bibliographic coupling has increased considerably (Boyack and Klavans, 2010; Small, 1997).

Moving on from the bibliographic coupling analysis, we content-analysed the documents
attributed to the single clusters. The bibliometric analysis traced six clusters back to wider
research trends (RT). We then examined the VOSviewer grouping, opting to re-categorise the
papers into four research areas according to their content and focus, and not automatically by
basing our classification on the bibliographic coupling (Lombardi and Secundo, 2021).
According to this investigation, we specifically represented the orientation of the research on
materiality judgements by adjusting the six retrieved clusters into four relevant clusters,
identifying four main RTs as follows (Table 3):

(1) Research Trend 1 — The relevance of materiality principles in corporate disclosure
(2) Research Trend 2 — Financial reporting practices and materiality
(3) Research Trend 3 — Theories and Approaches to define financial materiality

(4) Research Trend 4 — The existence of quantitative and qualitative thresholds in the
materiality judgement

4.1.1.1 Research Trend 1 — The relevance of materiality principles in corporate disclosure.
RT1 is based on disclosure issues and the effects that material information has on
stakeholders, such as investors. From a wider analysis, Bradbury and Scott (2021)
documented that the interpretation of the materiality principle is different from a public
enforcement to an auditor’s perspective.

Elkins and Entwistle (2018) explored the content of the notes, observing how the practice
has also revealed the presence of too much irrelevant information that can create confusion
from the stakeholders’ perspective and damage the effectiveness of financial statement
disclosures. The research concludes that standards setters could benefit from having guiding
principles finalised to assist the development and evaluation of the disclosure of the adopted
standards. At the same time, Li et al (2019) exposed the concept of materiality in the specific
context of climate-related risk information.

According to Thornton (1986), firms which are subject to different political pressures
(utilities) are more strongly influenced by the materiality of the disclosures on current cost
information by clients. Other studies stress the relevance of disclosures from the managerial
perspective and the value relevance of providing material disclosures. Hsu (2009) showed the
relation between corporate disclosures and accounting earnings, demonstrating that
disclosure frequency and magnitude of earnings are positively correlated. The study



Research trends

Documents

Citations

Research trend 1 — The relevance
of materiality principles in the
corporate disclosure

Research trend 2 — Financial
reporting practices and
materiality

Bradbury, M.E., Scott, T. (2021). What accounting standards
were the cause of enforcement actions following IFRS
adoption?, Accounting and Finance

Elkins H., Entwistle G. (2018). A commentary on accounting
standards and the disclosure problem: Exploring a way
forward. Journal of International Accounting, Auditing and
Taxation

Hsu G.C. (2009). Impact of earnings performance on price-
sensitive disclosures under the Australian continuous
disclosure regime, Accounting and Finance

Iatridis G.E.(2012). Voluntary IFRS disclosures: Evidence
from the transition from UK GAAP to IFRSs, Managerial
Auditing Journal

Li, A, Michaelides, M., Rose, M., Garg, M. (2019). Climate-
related Risk and Financial Statements: Implications for
Regulators, Preparers, Auditors and Users, Australian
Accounting Review

Thornton D.B. (1986). Current cost disclosers and
nondisclosers: Theory and Canadian evidence, Contemporary
Accounting Research

Ucieda Blanco J.L., Garcia Osma B. (2004). The comparability
of international accounting standards and US GAAP: an
empirical study of Form 20-F reconciliations, International
Journal of Accounting, Auditing and Performance Evaluation
Acito A.A., Burks ]J., Johnson W.B. (2009). Materiality
decisions and the correction of accounting errors, The
Accounting Review

Cereola S]., Nichols N.B,, Street D.L. (2017). Geographic
segment disclosures under IFRS 8: Changes in materiality
and fineness by European, Australian and New Zealand blue
chip companies, Research in Accounting Regulation

Keune M.B,, Johnstone K.M. (2009). Staff accounting bulletin
no. 108 disclosures: Descriptive evidence from the revelation
of accounting misstatements, Accounting Horizons
Kobbi-Fakhfakh, S. (2017). Geographical disclosure quality
under IFRS 8: A European Union analysis, International
Journal of Banking, Accounting and Finance

Talha M., Sallehhuddin A., Mohammad J. (2006). Changing
pattern of competitive disadvantage from disclosing financial
information. A case study of segmental reporting practice in
Malaysia, Managerial Auditing Journal

Talha, M., Sallehhuddin, A., Mohammad, J. (2008).
Competitive disadvantage and segment disclosure: Evidence
from Malaysian listed companies, International Journal of
Commerce and Management

Young C.-S,, Tsai L.-C., Hsu H-W. (2008). The effect of
controlling shareholders’ excess board seats control on
financial restatements: Evidence from Taiwan, Review of
Quantitative Finance and Accounting

Woods M., Marginson D.E.W. (2004). Accounting for
derivatives: An evaluation of reporting practice by UK banks,
European Accounting Review

7

10

24

11

16

45

11

20

11

15

28

(continued)
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Table 3.

Research trends Documents Citations
Research trend 3 — Theories and  Chen, H,, Pany, K., Zhang, J. (2008). An analysis of the 6
approaches in defining financial — relationship between accounting restatements and
materiality quantitative benchmarks of audit planning materiality,
Review of Accounting and Finance
Edgley C. (2014). A genealogy of accounting materiality, 66
Critical Perspectives on Accounting
Munro R. (1995). Managing by Ambiguity: An Archaeology 57

of the Social in the Absence of Management Accounting,

Critical Perspectives on Accounting

Nicholls A. (2018). A General Theory of Social Impact 37
Accounting: Materiality, Uncertainty and Empowerment,

Journal of Social Entrepreneurship

Ro, B.T. (1982). AN ANALYTICAL APPROACH TO 4
ACCOUNTING MATERIALITY, Journal of Business

Finance and Accounting

Shaub, MK. (2005). Materialism and Materiality, 5
International Journal of Accounting, Auditing and

Performance Evaluation

Research trend 4 — The existence ~ Chung, P.K., Geiger, M.A., Paik, G.H.D., Rabe, C. (2021). 3
of quantitative and qualitative Materiality thresholds: Empirical evidence from change in
thresholds in the materiality accounting estimate disclosures, Accounting Horizons
judgment Doxey, MM, Hatfield, R.C,, Rippy, ].A., Peel, RK. (2020). 5
Asymmetric investor materiality and the effects of disclosure,
Auditing
Eilifsen, A., Hamilton, E.L., Messier, W.F., Jr. (2021). The 3

importance of quantifying uncertainty: Examining the effects

of quantitative sensitivity analysis and audit materiality

disclosures on investors’ judgments and decisions,

Accounting, Organizations and Society

Martinez D.E., Cooper D.J. (2019). Assembling performance 11
measurement through engagement, Accounting,

Organizations and Society

Mazay V., Wilkins T., Zimmer L. (1993). Determinants of the 15
Choice of Accounting for Investments in Associated

Companies, Contemporary Accounting Research

Qualitative financial statement disclosures: Legal and ethical 7
considerations, Business Ethics Quarterly

Source(s): Authors’ work

introduced the concept that the frequency and the timing of materiality for bad news and
good news are asymmetric. According to the positive accounting theory, Iatridis (2012)
illustrated how material voluntary IFRS disclosures, providing higher quality accounting
information in the specific cases of IFRSs first-time adoptions, determine a greater positive
change in equity and earnings. In this context, the materiality is functional to the
identification of the operations that qualify to determine an accounting or a managerial
decision. The author revealed that the adoption of voluntary financial disclosures is related to
obtaining a managerial benefit.

It can be seen that the application of the principle of corporate disclosure has deserved
particular attention in research studies because qualitative information presents a high level
of attention to support stakeholders in their decision-making process and the identification of
material information can often be discretionary and ambiguous.



4.1.1.2Research Trend 2 — Financial reporting practices and materiality. RT2 is focused on
specific and technical accounting issues. Scholars have especially examined IFRS studies.
The most investigated topics concern segmental reporting and adjustments. The interest in
segmental reporting derives from the selection and identification of disclosed sectors based
on the information’s usefulness to the readers of financial statements. Some research
examined the application of IFRS 8, operating segments and the qualitative informational
differences arising concerning the previously applied IAS 14. These studies are corroborated
by empirical analysis based on local companies and Cereola ef al. (2017) found that IFRS 8
presents a lower level of aggregation. It can be contextually observed that the lack of a
predetermined numerical threshold allows a higher level of discretion. Talha et al. (2006, 2008)
investigated the competitive disadvantage that listed Malaysian companies have by
disclosing segmental information in compliance with the local GAAPs. The idea underlining
the paper is that IFRS 8 requires additional information that can produce a better
comprehension of an entity’s operations resulting, therefore, in a competitive disadvantage.
Kobbi-Fakhfakh (2017) particularly addressed, among the other elements that characterise
financial reporting quality, the quantitative materiality thresholds that have been used to
determine the materiality of revenues in individual countries. The author found a variety of
applied thresholds that corroborate the hypothesis that IFRS 8 has been differently
interpreted by users.

Young et al. (2008) proposed an investigation into the diverse perception that the
proportion of controlling shareholders’ board seats can have on financial restatements and
the determination of materiality. Woods and Marginson (2004) found that materiality is
not transparently applied to the disclosure of financial derivatives, determining a low level
of usefulness for users. In this perspective, the usefulness of the information is determined
in terms of materiality, relevance, reliability and comparability, emphasising that
materiality is the only “threshold characteristic”, while the other principles are subsidiary
qualities.

4.1.1.3 Research Trend 3 — Theories and approaches in defining financial materiality.
Research Trend 3 is based on the investigation of the materiality concept and its approaches.
RT3 deals with the financial materiality issue by taking into consideration different scientific
and sociological theories. Edgley (2014) provided research on the historical dimension of the
materiality concept by proposing a qualitative interpretation of the principle development,
based on the perspectives and the underlying circumstances as “conditions, events, traces of
power and expert discourses” that have shaped its definition. The author concluded that,
based on the Foucauldian method, the concept has been constructed on the basis of specific
factors, leading to a non-specific interpretation by the actors involved. Nicholls (2018) argued
that financial accounting practice can be affected by the determination of uncertain material
data, concluding that social impact accounting can provide more useful information to
stakeholders.

Ro (1982) underlined the need for an analytical framework exploring the conceptual issues
of materiality within the decision theory. He concluded that materiality judgement is not
feasible if the standard is set at the item’s particular magnitude.

Chen et al. (2008) discussed the legal concept and the perspective from which materiality
should be determined, observing that the preparer’s judgement on materiality is to be
identified in the user’s view. The results provide an inconsistent approach applied by users
and suggest that practitioners would be likely to revise their identification and selection of
benchmarks and thresholds.

Shaub (2005) referred to the concept of materiality by focusing its attention on users
addressing disclosures “declared” as material, implying opportunistic professional
behaviour. Munro (1995) discussed how “accounting centrality” can impact a firm’s
management and the decision-making process. Whereas management accounting is absent,

Journal of
Intellectual
Capital

97




JIC
25,7

98

the management ethos and other “primitive” forms of control become relevant. From this
point of view, the author relates the concept of materiality to the whole financial data
environment, which is opposed to the other levels of control, including ethos and
social rules.

By reading the papers included in this trend, the idea arises that the concept of materiality
belongs, not only to the accounting field, but is also affected by other disciplines that create a
perception of the idea of materiality in a financial context.

4.1.1.4 Research Trend 4 — The existence of quantitative and qualitative thresholds in the
materiality judgement. Research Trend 4 examines the methodology used to determine the
applied thresholds when preparing financial statements. Specifically, Chung et al (2021)
provided empirical evidence on the materiality thresholds adopted in a change in accounting
estimate disclosures. This study revealed that the quantitative thresholds adopted in
changes in accounting estimates are lower than conventionally applied thresholds. At the
same time, they pointed out that the preparers of reports do not only consider quantitative
thresholds, but also qualitative thresholds, when disclosing changes in accounting estimates.
Doxey et al (2020) showed how non-professional investors identify lower materiality
thresholds than typical auditor limits, and that disclosure reduces the distance between the
user and auditor materiality and eliminates the asymmetry in investors’ stated materiality
levels.

Eilifsen et al (2021) discussed the impact that the disclosure of thresholds can have on
investors. The scholars comprehend materiality thresholds as being the benchmarks for
evaluating the “severity of imprecision communicated” within a quantitative sensitivity
analysis. Based on an empirical investigation, the study concludes that investors are more
confident when financial statements inform about materiality thresholds and present a
quantitative sensitivity analysis. The above-illustrated point of view is substantially shared
by Shafer (2004) as well. The author suggested that quantitatively immaterial information
relating to unlawful transactions or regulatory non-compliance should be considered for
disclosure.

There is another field of research examining the effects arising from the determination of
the thresholds. Mazay et al. (1993) examined behaviour when accounting for investments in
associates. They found that firms voluntarily adopted either cost or equity methods in their
primary financial statements, contributing to the positive accounting literature by analysing
the accounting policy choice of listed Australian companies in the first year in which the
standard took effect. According to Martinez and Cooper (2019), material judgement has also
been investigated by taking into consideration the performance and management systems of
funding agencies and non-governmental organisations seeking to assemble a performance
and management system out of accountability requirements. This paper outlines that
financial materiality is only one element that can contribute to expressing a judgement about
the use of resources in the context of NGOs.

4.1.2 Main critiques and implications.

Implication 1 — The relevance of materiality in financial statements and its under-
investigated role in non-financial statements

The adoption of the materiality principle in corporate disclosures raises some issues
(Elkins and Entwistle, 2018). The application of the materiality principle is discretionary
and the effective (or lack of) information on the methodology adopted to select material
issues can influence stakeholders (Aprile ef al, 2023; Street and Gordon, 2023). Thus, a
deeper examination of the methodology applied to address materiality seems to be
required.



It would be interesting to comprehend whether the determination of materiality in
sustainability reporting and IC disclosure can impact the determination of materiality in
primary financial statements. Some researchers conclude that financial materiality can be an
appropriate indicator to inform stakeholders, especially capital providers, about the impact
that non-financial features have on a firm’s value (Van der Zahn, 2023). Integrated reports
have already adopted this approach, even if there is no clear connection and evidence between
the concept applied to financial statements and its impact on sustainability reports. In
relation to this, scholars should deeply investigate the role of financial materiality in
sustainability reporting. In this perspective, EFRAG (2021) states that: “Financial materiality
for sustainability reporting cannot be extrapolated from financial materiality for financial
reporting”, even if there is no empirical evidence on the correlation (or non-correlation)
between financial materiality in financial and sustainability reports to date (De Cristofaro and
Gulluscio, 2023). This debate raises the idea that there are three materiality concepts: (1)
financial materiality for financial reports; (2) financial materiality for sustainability and IC
reports and (3) “sustainability materiality” for “sustainability and IC reports”. The
investigation of the selected papers stressed that there is an applicative confusion about
the adoption of the materiality principle. Academia could support the definition of a
conceptual theory, basing the discussion on empirical data and information.

Implication 2 — The existence of materiality’s facets of accounting policies and practices,
and management processes

Various approaches concerning the adoption of the materiality principle exist (Cereola et al,
2017). Companies have been shown to produce different orientations and solutions based on
accounting policies and corporate governance composition. Therefore, a multitude of
materiality concepts could potentially be found. In this perspective, the determination of
materiality is extremely diverse from one item to another (Acito et al, 2009; Keune and
Johnstone, 2009). This should make scholars and practitioners reflect on whether the
meaning of the principle is unique or if (1) it has to be formally included in the different
standards, with reference not only to financial reporting but, also, to sustainability and IC
reporting. It has been stressed that materiality can be influenced by a set of factors belonging
to internal factors, such as the ongoing firm’s governance (Young et al., 2008), to external
elements, such as the consolidated practice (Talha ef al, 2006, 2008). The illustrated patchy
implementation of the provided requirements seems to be significant from a scientific point of
view, as it demonstrates the perception of a (voluntary or involuntary) uncertain application
of financial materiality to specific standards. This feature could refer to financial and non-
financial statements. According to this, the interaction between the adoption of the concept of
financial materiality could be investigated with regard to one issue in financial reporting and
non-financial reporting.

Implication 3 — Adjusting the relationship between materiality and stakeholder’s
information needs

Studies contribute to the reflection on the concept of financial materiality moving from a
wider background (Ro, 1982). The concept and definition of materiality in financial reporting,
in order to provide useful information to stakeholders, need to be related to (1) the current
period and (2) the context in which it is used (Reinstein ef al, 2023).

The perception of “useful information” is meaningfully affected by sustainability
reporting (Fiandrino ef al., 2022; Khan, 2022). At the same time, some research demonstrates
that integrated reports have got a different perception of materiality and preparers develop
different materiality determination processes to establish when information is material
(Steenkamp, 2018).
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There is a gap in the literature concerning the evidence about the capacity that financial
materiality can have on satisfying stakeholders’ information needs. There are no studies
concerning the measurement of the level of appreciation of the materiality concept by readers.
It would be feasible to comprehend how to calibrate the determination of financial materiality
to provide disclosures which are able to move the economic decisions of primary
stakeholders, also in the form of IC reporting. By conducting this kind of study, academia
could provide significant support to the determination of the materiality definition or the
practical identification of reasonable material parameters, that can be jointly appropriate to
financial and sustainability reports. Moving on from these results, the determination and the
disclosures related to the principle could be better identified because, today, the main groups
involved in the process of analysing materiality applications are companies and auditors.

Implication 4 — The call for additional quantitative and qualitative thresholds

The issue regarding the determination of thresholds is widely connected to the debate on the
adoption of the materiality principle (Chung et al., 2021; DeZoort et al., 2023). Standard setters
provide a holistic definition of financial materiality, generally recognised for financial
statements and sustainability reports, even if the research until now has been essentially
focused on the determination of quantitative parameters. It seems that there are only limited
studies on the qualitative nature of the parameter (Shafer, 2004; Eilifsen et al., 2021). It would
be useful if some issues could be defined as being “material” because of their nature, e.g.
illegal acts or behaviours that are identified as being non-sustainable; in this case, the
materiality would be automatically achieved. The impact itself can be different for different
users, concerning their interest, use and approach (Doxey et al, 2020; Eilifsen et al., 2021). This
orientation seems to have already produced a differentiation in what is financially “material”
in sustainability reports and in financial reports (EFRAG, 2023). This arises from the analysis
of the selected papers which academia should address, that is whether it is feasible to simplify
the process and the determination of the quantitative and qualitative thresholds. In terms of
IC management and disclosure, it could be a central point of interest for investors and other
capital providers, as it is often addressed as a performance driver indicator (Del Giudice et al.,
2023b; Fischer et al.,, 2022).

5. Conclusions, limitations and transformative future research paths

This study attempts to identify the fields of materiality in scientific research, using
bibliometric tools, to present the current status and different research trends, and to
investigate whether this approach can be applied to disclose potential areas of improvement
in the adoption of the materiality principle in financial and sustainability reporting.

Our research offers the following contributions. From a theoretical perspective, this
research is the first comprehensive and up-to-date systematic literature review on financial
materiality contributing to the literature on other similar conceptual issues (Khan, 2022). It
synthesises the current state of knowledge, drafts several research trends and derives four
academic themes of research.

We also offer theoretical and practical implications of the retrieved research paths,
guiding the application of judgements for financial materiality assessment. Theoretical
implications offer renewed insights that have never previously been carefully addressed by
scholars. This evidence is also corroborated by our qualitative investigation, based on a
systematic literature review, and suggests that these studies can be useful in the new
direction of double materiality. In this way, the main implications affect: (1) the relevance of
materiality in financial statements and its under-investigated role in non-financial
statements; (2) the existence of materiality’s facets about accounting policies, practices and



management processes; (3) adjusting the relationship between materiality and stakeholder’s
information needs and (4) the call for additional quantitative and qualitative thresholds.

It has been confirmed that the process for assessing materiality must be in line with the
stakeholders’ expectations. From a practical perspective, this study is useful for companies
implementing financial materiality based on stakeholder engagement and improving their
transparency in financial and non-financial reporting practices (Torelli ef al., 2020).

Our findings provide practical and theoretical implications. Regulators and standards
setters should clarify the process used to implement the materiality principle because too
many doubts and misunderstandings remain. Lastly, it is observed that this renewed
“clusterisation” provides the foundation to shift from potentially reconsidering the principle
in the light of new research into the identification of financial materiality, in the context of
corporate reporting, where IC disclosure maintains a crucial place due to its potential capacity
to orient stakeholders’ decisions (Serenko, 2024). In general, there is a need for research to be
more directly linked to policy-making and changing the behaviours of firms: a greater focus
on encouraging all firms to adopt best practice is the best way to go.

According to this, managers may improve the legitimacy of their activities by improving
financial materiality and strengthening IC disclosure to support a higher level of reporting.
Regarding theoretical implications, scholars may find the opportunity to better focus on the
research trends identified in our work (RT1-RT2-RT3-RT4): (1) the relevance of materiality
principles, (2) the financial reporting practices, (3) the theories in the definition of financial
materiality and (4) the existence of quantitative and qualitative thresholds in the materiality
judgement, combining different methods and approaches.

This paper has several limitations related to the methodology and data collection:
although we have covered a consistent period, the bibliometric analysis induces constraints.
Since publications need time to show a relevant impact on the community, we make
comments on past trends without making predictions about articles that will be the most
influential in the future. The consideration of further databases, such as ISI Web of Science, is
useful for future research developments. It would be interesting for future research to address
the development of corporate reporting, to produce a different perception of the financial
materiality concept.

In addition to continued empirical archival research we also need to achieve greater
integration between the different types of IC disclosure and financial materiality. In addition
to our bibliometric analysis and SLR, we need to encourage empirical archival work, high-
quality surveys and more interview studies. It is extremely important to shift research
resources away from archival research and towards other research methods.

We also think that there is space for more laboratory-based research; it is extremely
important to facilitate the discussions between investors and preparers about the content and
format of financial reports, in terms of materiality. It is important to open a laboratory setting
where academics, auditors, finance directors, investors and analysts can share opinions
about financial materiality and disclosure choices in general, and IC in particular. More
generally, we need stronger research links between academics, analysts, standard setters,
professional bodies, company accountants, company auditors and institutional investors. We
may need to pay more attention to the tales of IC reporting.

skeskesk

In light of the previous analysis, we present the answer to RQ.3. What is the future research
for materiality judgements? Regarding research trends, we propose the following set of
research questions for investigating future research paths:
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Research TREEND Research questions

RT1 - The relevance of materiality principles in ~ RQ1. Is there a separate determination of financial
corporate disclosure materiality referred to in disclosure?
RQ2. Are there mandatory or voluntary disclosures about
the determination of materiality in primary financial
statements?
RQ3. Is the concept of financial materiality equally
perceived when applied to sustainable reporting?
RQ4. Do we have a different perception of materiality in the
financial statements after the introduction of generally
accepted requirements on sustainability and intellectual

capital reporting?
RT2 - Financial reporting practices and RQ1. What are the main consequences arising from the
materiality adoption of the materiality principle and guidance on
reporting issues?

RQ.2. Is there a “sole” determination of financial
materiality for all the specific accounting and sustainability
issues?
RQ.3. What are the main consequences arising from the
adoption of the accounting and sustainability materiality
principles on managerial issues?
RQ3. How can managers make appropriate decisions to
ensure an efficient financial materiality process?
RT3 — Theories and approaches in defining RQI. What are the main evolutionary elements suggesting
financial materiality a review of the accounting materiality definition in light of
the enactment of sustainability reporting standards?
RQ2. What is the evidence that financial materiality
satisfies stakeholders’ information needs?
RQ3. How can financial materiality enhance the
stakeholders’ interest in corporate reporting?

RT4 — The existence of quantitative and RQI1. What is a common threshold for all the involved

qualitative thresholds in the materiality users?

judgement RQ?2. Is the financial materiality threshold only a
quantitative parameter?

RQ3. Is there also a qualitative threshold to address in the
determination of financial materiality?

Source(s): Authors’ work
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