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Abstract

This study examines whether auditors’ materiality judgments align with investor-implied materiality
thresholds and whether such alignment varies across financial statement account types. Using a
policy-capturing experimental design, the study compares the judgments of 63 Swedish auditors and
88 unsophisticated investors across a series of financial reporting scenarios involving different
account types and misstatement magnitudes. Logistic regression models are employed to analyse
aggregate differences in materiality judgments and account-type-specific variation.

The findings show that auditors apply significantly higher materiality thresholds than investors on
average, indicating that auditors require larger misstatements before classifying them as material. This
suggests the existence of an auditor-investor materiality gap within the Swedish context. The results
further indicate that investor-implied materiality judgments vary across account types, as
misstatements related to interest expenses are more likely to be considered material than equivalent
misstatements in revenue. However, no statistically significant evidence is found that the
auditor-investor gap differs across account categories.

Overall, the study contributes to the materiality literature by extending the analysis beyond aggregate
threshold differences and highlighting the role of account characteristics in shaping materiality
judgments. The findings also raise questions regarding whether current audit materiality practices
fully reflect the user-oriented perspective embedded in ISA 320.
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1. Introduction

1.1 Background

Financial statements are a fundamental source of information for investors and other stakeholders
seeking to make informed economic decisions. In capital markets, the reliability of financial reporting
is therefore critical. Investors allocate capital, creditors extend loans, and other users base decisions
on the assumption that reported figures accurately reflect the underlying economic reality of a
company. To provide this assurance, Swedish companies listed on public exchanges are required to
have their financial statements audited by independent auditors (ABL 9 kap. 1 §).

Given the sheer volume of transactions in large companies, a full inspection is not feasible. Auditors
must therefore be selective, making the concept of materiality central to the audit process. According
to ISA 320 §2, materiality refers to whether a misstatement is significant enough to influence the
economic decisions of users of financial statements. As such, materiality functions as a threshold that
determines which misstatements matter in the context of an audit.

In practice, this means that auditors must assess whether identified misstatements are important
enough to affect users’ decisions. Misstatements deemed immaterial by auditors do not require
correction, as they are not expected to affect users’ economic decisions. As a result, auditors may
tolerate such misstatements while still concluding that the financial statements present a true and fair
view. The level at which materiality is set therefore has direct implications for the scope of the audit,
as higher materiality thresholds typically result in less extensive audit procedures, and vice versa
(Choudhary et al., 2019).

Despite its central importance, materiality is not determined through a single fixed rule (FAR, 2026a;
IAASB, 2004). Instead, auditors must assess what users of financial statements, typically investors,
would consider important in a given context. This makes materiality inherently judgment-based and
places auditors in the position of interpreting how users, particularly investors, are likely to respond to
misstatements. As a result, the determination of materiality involves a degree of subjectivity, while at
the same time playing a crucial role in ensuring the reliability of financial reporting.

1.2 Problem Statement

Against this background, the question arises whether auditors are able to accurately estimate the level
at which investors consider misstatements to be material, or whether auditors risk systematically
misjudging this threshold and thereby allowing misstatements that investors would deem important to
remain uncorrected.

Prior research has examined this issue, but the findings are mixed. Doxey et al. (2020) and DeZoort et
al. (2019) find that investors tend to apply lower materiality thresholds than those commonly used by
auditors, suggesting that auditors may tolerate misstatements that investors consider decision-relevant.
In contrast, Christensen et al. (2019) report the opposite pattern, with investors indicating higher
thresholds than those typically applied in audit practice.



This lack of consensus makes it difficult to draw clear conclusions about whether auditors’ materiality
judgements are aligned with investor decision-making and highlights the need for further empirical
evidence. This is particularly relevant in the Swedish context, where prior research on auditor-investor
materiality alignment remains limited.

Importantly, prior research has largely focused on the magnitude of misstatements when examining
materiality judgments, treating size as the primary determinant of decision relevance (Christensen et
al., 2019; DeZoort et al., 2019; Doxey et al., 2020; Tuttle et al., 2002). While this approach provides
important insights into how materiality thresholds are formed, it abstracts from potential differences in
how misstatements are evaluated across financial statement items.

As noted by Tuttle et al. (2002), their analysis is limited in the types of misstatements considered, and
the authors explicitly call for future research to examine whether alternative forms of misstatements
are perceived differently. This leaves open whether investors base materiality judgments solely on
magnitude or whether the nature of the underlying financial statement item also influences their
assessments. It likewise remains unclear whether auditor-investor alignment variates between
differing financial items, or whether auditors systematically are able to correctly infer investor
materiality judgements in accordance with the user-oriented definition of materiality.

1.3 Purpose of the Study

The purpose of this study is to examine whether auditors’ materiality judgements align with
investor-implied materiality thresholds, both at an aggregate level and across different financial
statement account types. First, the study investigates whether a systematic difference exists between
auditors and investors in their overall likelihood of classifying misstatements as material. Second, it
examines whether investors assign different levels of decision relevance to misstatements depending
on the account type affected.

The study further examines whether any auditor-investor differences are stable across account types or
whether they vary depending on the specific account category. This allows an assessment of whether
auditor-investor misalignment is uniform across financial statement items or concentrated in specific
accounts.

By doing so, the study contributes empirical evidence on whether auditors are able to capture investor
materiality preferences, as assumed by ISA 320, within a Swedish context where prior research is
limited. It also extends prior research by analysing whether investor materiality judgments vary across
account types and whether auditors are able to reflect such differences in their own judgements.



1.4 Research Question

To address the purpose of this report, the following research question is formulated:

Do auditors’ materiality judgements align with the thresholds implied by unsophisticated
investor decision-making, and does auditor-investor alignment vary across account types?”

1.5 Research Approach

To address the purpose and answer the research questions, this study employs an experimental survey
design with a policy-capturing approach in line with previous research (Christensen et al., 2019;
DeZoort et al., 2019; Doxey et al., 2020). Participants are introduced to a fictional company and
subsequently presented with 12 independent financial scenarios via an experimental survey designed
to implicitly reveal their materiality threshold.

2. Literature Review

2.1 Materiality in a Regulatory and Institutional Context

According to the Conceptual Framework for Financial Reporting (IASB, 2018), the primary objective
of financial reporting is to provide information that is useful for users’ economic decision-making.
However, reporting every individual transaction in detail is neither feasible nor decision-relevant, as it
would increase information overload without improving decision usefulness. Materiality therefore
functions as a practical constraint on financial reporting, ensuring that only information capable of
influencing users’ decisions is required to be separately disclosed or corrected. In financial reporting,
this implies that immaterial information may be omitted without reducing the usefulness of the
financial statements, while in auditing it guides the auditor’s focus toward misstatements that are large
enough to potentially affect users’ decisions.

Furthermore, the Swedish Audit Act (2001:883) requires that audits be conducted in accordance with
good auditing practice, which in the Swedish context generally involves the application of the
International Standards on Auditing (ISA) as established by FAR (FAR, 2026b). Within this
framework, ISA 320 defines materiality as information that could reasonably be expected to influence
the economic decisions of users of financial statements. This establishes a clear user-oriented
foundation for audit materiality, where the auditor’s materiality judgement is intended to reflect what
users actually find material, typically investors.

At the same time, the standards do not prescribe a single quantitative threshold applicable across all
engagements (FAR, 2026a; IAASB, 2004). Instead, auditors are required to determine materiality in
the context of each individual audit, taking into account the specific characteristics of the entity and
its users. This introduces a degree of flexibility into the application of materiality, as auditors must
interpret how the materiality judgements of users may vary across different settings.



Furthermore, ISA 320 distinguishes between overall materiality and lower materiality levels for
specific accounts or disclosures. In situations where smaller misstatements could reasonably influence
users’ decisions, auditors are expected to apply more stringent thresholds. This implies that
materiality is not solely determined by the absolute size of a misstatement, but may also depend on its
nature and context, including the financial statement item to which it relates.

Taken together, the regulatory framework establishes an expectation that auditor materiality
judgments should reflect user decision-making, while allowing flexibility in how such judgments are
formed. This raises an important empirical question: whether the auditor materiality judgements in
practice correspond to how users, such as unsophisticated investors, actually assess the importance of
misstatements.

2.2 Auditor Materiality Judgements in Practice

In practice, audit materiality is commonly operationalised as a quantitative monetary threshold, where
misstatements are considered material if they exceed a predetermined numerical amount (Choudhary
et al., 2019) . Prior research by Choudhary et al. (2019) provides large-scale archival evidence
demonstrating that these quantitative thresholds are systematically driven by contextual elements such
as differences in profitability and earnings volatility.

While this suggests that materiality thresholds are adapted to the characteristics of individual
engagements, it indicates that thresholds may vary across auditors and firms depending on how
contextual factors are weighted in decision-making. However, earlier evidence by Messier (1983)
finds only moderate variation among experienced auditors, suggesting a degree of consensus in
materiality judgments, even though judgements are largely subjective.

More recent evidence supports this view. de Inés Anton et al. (2025) finds that mandatory public
disclosure of materiality thresholds in the UK and Ireland caused auditors to converge toward industry
medians over time. However, this suggests that their judgements are driven more by a desire to fit in
with professional norms than by a true understanding of what investors actually find material.

Further evidence by Eilifsen & Messier (2015) supports the notion that auditors’ materiality
judgements are, to some extent, derived from a process influenced by factors that according to ISA
320 shouldn’t have an affect on materiality judgements, as they uncover the process to largely be
conducted internally within audit firms, without direct consultation of the reasonable user.

Together, these findings suggest that while auditor materiality is context-dependent, auditors still
demonstrate a moderate degree of consensus in their judgements. However, in recent times, it is
demonstrated that professional norms and internal audit firm processes have influenced materiality
judgements, raising questions about the extent to which auditors’ judgements reflect users’ perception
of what’s actually material.



2.3 The Auditor-Investor Materiality Gap

A central issue in the literature, and the primary motivation for this study, is whether the materiality
thresholds applied by auditors correspond to what investors actually consider decision-relevant. Given
that auditing standards define materiality from a user-oriented perspective, any systematic divergence
between auditors and investors would raise concerns about whether audit practice fulfills its intended
function.

Experimental evidence directly comparing auditors and investors suggests that such a divergence may
exist. DeZoort et al. (2019) find that auditors apply higher materiality thresholds than investors,
indicating a greater tolerance for misstatements. This pattern is particularly pronounced among
unsophisticated investors, who appear more sensitive to misstatements when making investment
decisions. Similarly, Doxey et al. (2020) report that investor-assessed materiality thresholds fall below
commonly applied audit benchmarks, particularly if the misstatement is resulting in a falsely positive
financial outlook. Taken together, these findings suggest that auditors may allow misstatements that
investors would consider decision-relevant.

However, contrasting evidence by Christensen et al. (2020) shows that investors report materiality
thresholds that exceed commonly applied audit benchmarks. This complicates the interpretation of
prior findings and suggests that the relationship between auditor and investor materiality is not
straightforward.

Evidence from market-based settings provides additional perspective. Tuttle et al. (2002) find that
misstatements below conventional audit materiality thresholds do not significantly affect market
prices, while larger misstatements do. This indicates that commonly applied audit thresholds may be
broadly consistent with aggregate investor behaviour, at least in the settings examined.

Prior research has largely operationalised materiality as a single quantitative threshold, typically
expressed as a percentage of net income. While this approach captures the magnitude of
misstatements, it abstracts from potential variation across different financial statement items. As a
result, existing evidence does not clearly distinguish between differences in overall threshold levels
and differences in how materiality judgements align across specific financial statement
components.This limitation suggests that prior research may not fully capture whether
auditor—investor alignment is consistent across all items or whether it varies depending on the type of
misstatement considered.

2.4 Hypotheses

Based on the introduction and literature review, three hypotheses are developed to guide the empirical
analysis.

H1: Auditors’ materiality thresholds differ from those implied by investor decision-making at an
aggregate level.

H2: Investor-implied materiality thresholds vary across account types.



H3: The alignment between auditors’ and investors’ materiality thresholds differs across account
types.

3. Method

3.1 Research Design

To address the purpose and answer the research question, the study adopts a quantitative experimental
survey design using a policy-capturing approach. The design builds on prior research employing
policy-capturing methods in materiality settings (e.g., DeZoort et al., 2019). These studies infer
decision thresholds from participants’ responses to experimental scenarios rather than relying on
self-reported judgments. This approach is particularly appropriate in judgment and decision-making
research, as individuals often have limited insight into their own decision processes (Bonner, 1999).

3.2 Sample and Data Collection

The unsophisticated investor sample initially consisted of 128 respondents recruited from the School
of Business, Economics and Law at the University of Gothenburg. Participants were screened to
ensure that they had invested in stocks within the previous 12 months, resulting in a final sample of 88
individuals. Of the final sample, 43,3% (39) were undergraduates, 48,9% (44) graduate students and
4,4% (4) working professionals with a completed degree working in a business related field. On
average, participants had completed approximately 3,2 courses in accounting and 4,2 courses in
finance. The median completion time of the experimental survey after excluding 2 responses above
the 3 standard deviation cutoff was 6.9 minutes. Each respondent faced 12 experimental scenarios
leading to 1,004 individual data points for the regression when taking into account non-responses.

This sample is consistent with samples used in prior research, which argues that the “reasonable user”
standard in materiality definitions (FAR, 2026a; IAASB, 2004; ARL 2 kap. 3 a §) may reflect a level
of sophistication more closely aligned with non-professional investors than with financial analysts or
institutional investors (DeZoort et al. 2019; Doxey et al., 2020).

The auditor sample consisted of 63 practising auditors recruited through personal networks, direct
outreach via LinkedIn, and visits to local offices. On average, auditors had approximately 10.03 years
of professional experience, with 54% (34) having primarily worked in Big Four firms, 31,7% (20) in
non-Big Four firms and 14,3% (9) stating that their audit experience is equally split between both. In
addition, 55,6% of the respondents were authorised public accountants. After excluding 2 extreme
outliers (one took ~24h, one ~47h, likely due to leaving the browser open) , the median completion
time of the experimental survey was 12.2 minutes. Each respondent faced 12 experimental scenarios
leading to 652 individual data points for the regression when taking into account non-responses.

Participation was voluntary and anonymous for both groups, and no sensitive personal data was
collected. All data was collected through the use of Qualtrics. In total, respondents contributed 1,656
individual observations to the analysis.
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Seniority Distribution of Auditors in Sample
N = 63 auditors

Agsociate (9)
Senior Associate (15)
Manager (19)
Senior Manager (10)
B Cirector (6)
B Fariner (4)

Figure 1. Seniority distribution of the auditor sample. The figure illustrates the current professional
ranks of the 63 practicing auditors included in the final analysis.

3.3 Experimental Task

Both groups were presented with identical case materials describing a fictional company. The
materials, provided as part of the survey instrument (see Appendix A), included information on the
company’s industry, strategy and financials. Presenting identical and consistently formatted
information ensured that all participants received the same baseline context, reducing the risk that
differences in responses are driven by uncontrolled factors. The case materials were adapted from
prior studies by Christensen et al. (2020) and DeZoort et al. (2019).

Investor task. Participants were instructed to assume the role of an investment club manager
evaluating a potential investment. Initially, they were informed that their club held 100 shares in the
fictional company and were asked to make a baseline hold-or-sell decision based on the case
materials.

Participants were then presented with 12 independent financial scenarios drawn randomly from a pool
of 15, each describing a change to reported financial statement figures that varied in magnitude and
account type. The scenarios focused on revenue, administrative expenses, and interest expenses, as
these accounts represent different categories of financial statement items, both operational and
financial, allowing us to examine whether the nature of the misstatement influences materiality
judgments. For each scenario, participants indicated whether the new information would alter their
initial investment decision, corresponding to a binary measure of materiality. To keep the survey from
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becoming too long and reduce respondent fatigue, only a subset of scenarios was shown to each
participant. An example scenario, drawn from the survey instrument, is presented below:

Assume that actual revenue in reality is 10 Mkr higher than reported revenue. Would this
change your initial investment decision?

Consistent with prior research, the survey remained silent regarding the cause of the discrepancy in
order to avoid inferences related to reporting risk, audit quality, or event recurrence (Doxey et al.,
2020). This reflects the fact that users typically observe only reported figures, not underlying
misstatements. Materiality is therefore treated as a counterfactual concept, capturing whether
alternative financial information would have led to different decisions.

Auditor task. Participants were instructed to assume their professional role as auditors. They were
presented with 12 scenarios from the same pool, with identical numerical content but framed as
identified misstatements requiring professional judgement. For each scenario, auditors assessed
whether the misstatement could reasonably be expected to influence users’ decisions if left
uncorrected. An example scenario is presented below:

Assume that actual revenue in reality is 10 Mkr higher than reported revenue. Would you
consider this to be a material misstatement?

Taken together, the investor and auditor tasks capture the same underlying construct of decision
relevance. Investors directly indicate whether revised information would affect their decisions, while
auditors assess whether such information would be considered material in the sense of influencing
users. This design enables direct comparison across groups based on the proportion of scenarios
classified as decision-relevant, despite differences in framing.
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Table 1. The 15 Experimental Scenarios with Auditor Account-Level Materiality Assessments

Account Amount
Type
1 Mkr 10 Mkr 25 Mkr 50 Mkr 100 Mkr
Revenue Scenario 1 Scenario 2 Scenario 3 Scenario 4 Scenario 5
Revenue Revenue Revenue Revenue Revenue
+1 Mkr +10 Mkr +25 Mkr +50 Mkr +100 Mkr
Admin. Scenario 6 Scenario 7 Scenario 8 Scenario 9 Scenario 10
expenses Admin. Admin. Admin. Admin. Admin.
expenses expenses expenses expenses expenses

+1 Mkr +10 Mkr +25 Mkr +50 Mkr +100 Mkr

Interest Scenario 11 Scenario 12 Scenario 13 Scenario 14 Scenario 15

expenses Interest Interest Interest Interest Interest
€Xpenses €Xpenses €Xpenses €Xpenses €XpeEnses
+1 Mkr +10 Mkr +25 Mkr +50 Mkr +100 Mkr

3.4 Variables and Analysis

To examine whether materiality judgements differ between auditors and investors, and whether such
differences vary across account types, two logistic regression models are estimated. The dependent
variable equals 1 if respondent i classifies scenario j as material, and 0 otherwise. Variable definitions
are provided in Table 2.

Model 1: Aggregate Differences
The first model examines aggregate differences between auditors and investors:

logit(Pr(Materialij =1)) = BO + ﬁlAmountij + ﬂzGroupi + £

In this specification, Amount captures the effect of the size of the misstatement on the probability of
being classified as material. Group is a dummy variable equal to 1 for auditors and 0 for investors,
such that the coefficient on Group reflects the overall difference between auditors and investors. This
model therefore provides a test for H1 and whether an aggregate auditor-investor materiality gap
exists.

13



Model 2: Account Type and Structural Differences

The second model extends the specification by including account type dummies and interaction terms,
in order to examine whether auditors differ from investors, not in aggregate, but in structure. Revenue
serves as the reference category and is therefore omitted from the regression specification, while
investors constitute the baseline group:

logit(Pr(Materialij =1)) = ﬁo + ﬁlAmountij + ﬁZAdminExpi]_ + ﬁglntExpij + [>’4Groupi
+ BS(AdminExpij * Groupl,) + ﬁ6(1ntExpij * Groupl,) + &

The coefficients on AdminExp and IntExp capture differences relative to Revenue for investors
specifically, thereby testing H2 and whether investor-implied materiality thresholds vary across
account types. In this specification, the coefficient on Group instead captures the difference between
auditors and investors for Revenue misstatements. The interaction terms between Group and the
account type dummies capture whether this auditor-investor difference varies across account types
relative to Revenue, thereby testing H3 (see Appendix D for a formal derivation and interpretation of
the coefficients).

Table 2. Definition of Variables used in the Logistic Regression Models.

Notation Interpretation

Dependent Variable

Material,; Binary variable equal to 1 if respondent i classifies scenario j as material, and 0
otherwise

Independent Variables

Amount; Absolute monetary value (in MSEK) of the misstatement in scenario j faced by
respondent i

Group, Dummy variable equal to 1 if respondent i is an auditor, and 0 if investor

(reference category)

Account Type Dummies

AdminExp;
IntExp;
Interaction Terms

AdminExp; x Group,

IntExp;; * Group;

Dummy variable equal to 1 if scenario j concerns administrative expenses

Dummy variable equal to 1 if scenario j concerns interest expenses

Captures whether the difference in materiality judgements between auditors and
investors for Administrative Expenses differs from the corresponding difference
for Revenue

Captures whether the difference in materiality judgements between auditors and
investors for Interest Expenses differs from the corresponding difference for
Revenue
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3.5 Limitations

Several limitations should be considered when interpreting the results. First, the experimental setting,
while enabling controlled comparisons, may not fully capture the complexity of real-world audit and
investment decisions. Participants face no actual financial consequences, which may lead them to
respond differently than they would in practice.

Second, the study is based on a single fictional company in the Swedish food retail industry. While
this controlled setting enables a clean comparison between groups, the findings may not generalise to
other industries, company sizes, or national contexts.

Third, although business students are a widely accepted proxy for the reasonable investor in prior
research (DeZoort et al. 2019; Doxey et al., 2020), they may not fully represent the behavior of
sophisticated institutional investors.

Finally, the empirical analysis relies on logistic regression, which is appropriate given the binary
nature of the dependent variable and ensures that predicted probabilities are constrained within the
[0,1] range. However, results are interpreted in terms of odds rather than direct probability changes
which is less intuitive.

4. Empirical Analysis

4.1 Descriptive Statistics

Figure 2 presents the mean proportion of “Yes” responses across the 15 scenarios, defined as
combinations of account type and amount, separated by respondent group. Table 3 provides further
summary statistics at the account-type level. Several patterns emerge.

First, there is a clear positive relationship between the magnitude of the misstatement and the
likelihood of a “Yes” response across all account types and both groups, indicating that respondents
are sensitive to the size of the misstatement.

Second, unsophisticated investors consistently exhibit higher proportions of “Yes” responses than
auditors across most scenarios, indicating that auditors generally require larger misstatements before
classifying them as material.

Third, variation across account types is visible. In particular, Interest Expenses tend to generate higher
“Yes” rates than Revenue and Administrative Expenses at comparable amounts, indicating that
unsophisticated investors may place greater weight on this account category.

15
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Figure 2. Mean proportion of "Yes" responses across the 15 experimental scenarios by respondent

group.

Table 3. Mean Proportion of “Yes” Responses by Account Type and Respondent Group.

Mean Proportion of "Yes" Responses by Account Type and Respondent Group

Auditors Investors
Account Type M SD n M SD n Diff. (pp)
Revenue 0361 0481 194 0460 0499 313 +9.9
Admin Expenses 0.396 0490 240 0432 0496 345 +3.6
Interest Expenses 0.500 0.501 218 0.520 0.500 346 +2.0
Overall 0.420 0.494 652 0471 0.499 1004 +5.1

Note. Auditors: 63 respondents, 652 observations. Investors: 88 respondents, 1,004 observations.
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4.2 Correlation Matrix and Multicollinearity

As illustrated in figure 3, pairwise correlations are generally modest, with the exception of the
expected negative correlation between account type dummies due to their mutually exclusive
construction. The dependent variable is positively correlated with Amount (r = 0.496, p < 0.001),
confirming that magnitude is a key determinant of materiality judgements. Variance Inflation Factors
are all below 5 (mean VIF =2.51), indicating that multicollinearity is not a concern for the regression

estimates (see Table 4).

Pea

Fu adel vanables ™ p<d

Materiality -

Amount 5

Admin Exp. 7

Interest Exp.

Group 1

-0.050

0,051
W

rson Correlation Matrix

0.088

Materiality ~ Amount  Admin Exp. Interest Exp Group

Figure 3. Pearson correlation matrix for the variables included in the logistic regression models.

Table 4. Variance Inflation Factors (VIF) for the independent variables.

VIF Test: Variance Inflation Factors

Variable VIF 1/VIF
Amount (Mkr) 1 0.999
AdminExpenses 2.310 0.434
InterestExpenses 2.260 0.442
Group (1 = auditor) 3.300 0.303
(Group 3.160 0.316
x, AdminExpenses)

(Group 3 0.334
x InterestExpenses)

Mean 2.510
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4.3 Model 1: Aggregate Differences

Table 5. Logistic Regression Results for Model 1: Aggregate Differences.

Logistic Regression: Probability of Materiality Judgment

Q)
VARIABLES Model 1

Amount (MSEK) 0.0333%%*

(0.00187)
Group (1 = auditor)  -0.241*

(0.117)
Constant -1.309%**

(0.0942)
Observations 1,656
Pseudo R2 0.1946

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

Table 5 presents the results of the first logistic regression model, which includes Amount and Group
as the sole independent variables. The coefficient for Amount is positive and highly significant (f =
0.033, p < 0.001), indicating that larger misstatements are associated with a higher probability of
being judged as material.

The coefficient for Group is negative and significant (f =-0.241, p < 0.05), showing that auditors are
less likely than investors to classify a given misstatement as material, holding the magnitude constant.
This suggests that auditors apply systematically higher materiality thresholds, requiring larger
misstatements before responding ““Yes.” This finding is consistent with H1, indicating a misalignment
between auditors and investor-implied thresholds at an aggregate level.

Figure 4 illustrates the predicted probabilities of a yes response for both groups across the range of
amounts. The curves show a clear horizontal separation, with investors reaching a 50% probability of
classifying a misstatement as material at approximately 39 MSEK, compared to approximately 47
MSEK for auditors.
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Figure 4. Predicted probabilities of a "Yes" response by amount and respondent group.
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4.4 Model 2: Account Type and Structural Differences
Table 6. Logistic Regression Results for Model 2: Account Type and Structural Differences.

Logistic Regression: Probability of Materiality Judgment

e))
VARIABLES Model 2
Amount (MSEK) 0.0337%%*
(0.00189)
AdminExpenses -0.180
(0.183)
InterestExpenses 0.335%*
(0.179)
Group (1 = auditor) -0.455%*
(0.217)
(Group x.AdminExpenses) 0.328
(0.294)
(Group x.InterestExpenses) 0.307
(0.293)
Constant -1.378***
(0.145)
Observations 1,656
Pseudo R2 0.2023

Standard errors in parentheses
ok ok p<0-01, %k p<0.05, % p<0.1

Model 2 extends the baseline specification by including account type dummies and interaction terms
between respondent group and account type, with Revenue as the reference category and investors as
the baseline group. Table 6 presents the regression results, while Figure 6 and 7 displays the
coefficient estimates with 95% and 90% confidence intervals respectively, providing a visual
summary of the findings.

The coefficient on Amount remains positive and highly significant ( = 0.034, p <0.001), confirming
that misstatement magnitude is the primary driver of materiality judgments.

Turning to account types, Interest Expenses carries a positive and marginally significant coefficient (3
= 0.335, p <0.1), indicating that investors are more likely to classify misstatements in this category as
material compared to misstatements in Revenue, all else equal. In contrast, the coefficient for
Administrative Expenses is not statistically significant. Taken together, this provides partial support
for H2, which predicts that investor-implied materiality varies across account types, as only Interest

20



Expenses differs significantly from Revenue. Figure 5 provides a visual illustration of how investor
materiality judgments vary across account types.

The Group coefficient is negative and statistically significant (B = —0.455, p < 0.05). In this
specification, it captures the difference between auditors and investors for the reference category,
Revenue. This indicates that auditors are significantly less likely than investors to classify
misstatements in Revenue as material, all else equal. This result refines the aggregate effect from
Model 1 by showing that part of the observed auditor-investor difference is attributable to the
Revenue category.

To examine whether this difference varies across account types, interaction terms between Group and
each account category are included. Neither the interaction with Administrative Expenses (B = 0.328,
p > 0.10) nor with Interest Expenses (f = 0.307, p > 0.10) is statistically significant. This suggests that
the auditor—investor difference does not differ significantly across account types relative to Revenue.

Overall, while the results indicate a significant auditor-investor difference for Revenue, there is no
evidence that this difference is systematically altered by account type. Accordingly, the results suggest
that the aggregate misalignment is consistent with a baseline difference in Revenue judgments,
without statistically detectable variation across the other account categories. H3 is therefore not
supported.

Investors

Probability of Answering Yes

Revenue
014 — = — Admin Expenses
------ Interest Expenses
0.0 o
T T T T T T T T T T T
[4] 10 20 30 40 50 60 70 a0 a0 100

Amount (MSEK)

Figure 5. Predicted probabilities of a "Yes" response across account types for unsophisticated
investors.
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Figure 6. Coefficient estimates with 95% confidence intervals for Model 2.
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Figure 7. Coefficient estimates with 90% confidence intervals for Model 2.
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5. Discussion

The results provide evidence of an aggregate difference between auditors and investors in materiality
judgements. Prior research on this issue is mixed. While DeZoort et al. (2019) and Doxey et al. (2020)
document that auditors tend to apply higher materiality thresholds than investors, Christensen et al.
(2020) report the opposite pattern. The present findings align with the former stream of literature,
indicating that auditors require larger misstatements before classifying them as material. As such, this
study adds further evidence to the body of research suggesting that auditor materiality judgements
may not fully align with the user-oriented perspective underlying ISA 320.

The analysis further shows that investor materiality judgements are not uniform across account types.
Misstatements in Interest Expenses are more likely to be classified as material compared to equivalent
misstatements in Revenue, providing partial support for the view that materiality depends not only on
magnitude but also on the nature of the underlying financial statement item. This extends prior
research (e.g., Doxey et al., 2020; Tuttle et al., 2002), which has largely operationalised materiality as
a single quantitative threshold, by demonstrating that investor-implied thresholds may vary across
specific account categories. At the same time, the absence of a significant effect for Administrative
Expenses suggests that such variation is not systematic across all accounts.

In contrast, no evidence is found that the auditor—investor difference varies across account types.
Although a baseline gap between auditors and investors is observed, the interaction effects are not
statistically significant, indicating that this gap remains relatively stable across account categories.
Prior studies, such as DeZoort et al. (2019), primarily examine auditor-investor alignment at an
aggregate level and do not explicitly consider whether such alignment differs across financial
statement items. By introducing this dimension, the present findings suggest that the documented
misalignment reflects a general difference in materiality thresholds rather than fundamentally different
structures in how auditors and investors evaluate account-specific misstatements.

These findings have implications for both research and practice. For research, the findings highlight
the importance of distinguishing between financial statement account types when analysing
materiality judgements. The results suggest that investors assign different levels of decision relevance
to different financial statement items, indicating that materiality is not fully captured by a single
uniform threshold. This implies that future research should account for account-specific variation both
when examining materiality judgements within a single decision-maker group and when studying
alignment between multiple groups. In particular, studies focusing on auditor—investor alignment may
risk overlooking important heterogeneity in underlying judgements if materiality is treated solely as a
homogeneous construct.

For practice, the results suggest that commonly applied procedures to derive materiality thresholds
may systematically exceed the levels at which investors perceive misstatements as decision-relevant.
In light of prior evidence that auditor materiality judgements are often shaped by internal firm
processes, professional norms, and convergence toward industry benchmarks (e.g., Choudhary et al.,
2019; de Inés Antodn et al., 2025; Eilifsen & Messier, 2015), the findings indicate that such approaches
may not fully reflect the user-oriented perspective underlying ISA 320. This implies that auditors,
while capturing the relative importance of different financial statement items, may still tolerate
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misstatements that investors would consider material, suggesting a need for greater consideration of
user-based perspectives when determining materiality thresholds in practice.

6. Conclusion

The purpose of this study was to examine whether auditors’ materiality judgements align with the
thresholds implied by investor decision-making, whether investor materiality judgements vary across
account types, and if there is any variation in auditor-investor alignment across account types. This
was investigated using a policy-capturing experimental design comparing Swedish auditors and
unsophisticated investors across a series of financial reporting scenarios.

The findings indicate that auditors apply systematically higher materiality thresholds than investors on
average, requiring larger misstatements before classifying them as material. This supports prior
research suggesting the existence of an auditor-investor materiality gap. In addition, investor
materiality judgements vary across account types, as misstatements in Interest Expenses are more
likely to be classified as material compared to equivalent misstatements in Revenue.

The results also show no statistically significant evidence that the auditor—investor gap varies across
account types. While a baseline difference between auditors and investors is observed, the interaction
effects indicate that this difference remains stable across financial statement items. Accordingly,
differences between groups appear to be driven by an overall threshold shift rather than
account-specific differences in judgement structure.

Overall, the study contributes to the materiality literature by extending the analysis beyond aggregate
materiality thresholds and examining how materiality judgements vary across financial statement
items. The findings suggest that materiality may not be fully captured through a single uniform
threshold, but instead reflects context-dependent assessments influenced by account characteristics.

From a practical perspective, the findings indicate that current practical materiality assessment
frameworks may result in thresholds that exceed the level at which investors perceive misstatements
as decision-relevant. This highlights a potential gap between audit practice and the user-oriented
definition of materiality embedded in ISA 320.

Several limitations should be acknowledged. The experimental setting may not fully capture
real-world decision-making, and the study is based on a single fictional company in a Swedish context
which may limit generalisability. In addition, although non-professional investors are a widely
accepted proxy for the reasonable investor in prior research (DeZoort et al. 2019; Doxey et al., 2020),
they may not fully represent the behavior of sophisticated institutional investors. Future research
could therefore examine materiality judgments in more realistic decision-making settings and with
professional investor samples.

In light of these limitations, future research could examine materiality judgments in settings that more
closely reflect real-world decision-making, including the use of professional investor samples as an
additional participant group. It may also be valuable to investigate how materiality assessments are
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affected when qualitative factors or industry-specific risks are introduced into the decision
environment, as these factors fall outside the scope of the present study. Furthermore, the findings of
this study raise questions as to why investors appear to place greater importance on misstatements in
interest expenses relative to revenue, suggesting a need for further research into the factors driving
such differences in decision relevance.
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Appendices

Appendix A: Survey Instrument

The complete survey instrument, including the financial and strategic overview of NordMat AB, is
provided in a separate file titled “Appendix A - Survey Instrument.pdf”.

Appendix B: Stata Code

The statistical code used for the empirical analysis is provided in a separate file titled “Appendix B -
Stata Code.pdf™.

Appendix C: Extracted and Processed Data

The extracted and processed data underlying the empirical analysis is provided in a separate file titled
“Appendix C - Extracted and Processed Data.pdf”.

Appendix D: Interpretation of key Coefticients in Model 2

The interpretation of key coefficients in Model 2 is provided in a separate file titled “Appendix D -
Interpretation of Key Coefficients in Model 2.pdf”.
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