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Abstract

Corporate sustainability has emerged as an essential topic in the business world and aca-
demic discussion. Nowadays, companies from different industries pay more vigorous at-
tention to their social, economic, and environmental impacts. At the same time, a share-
holder-centric approach shifted towards a stakeholder-oriented approach, requiring busi-
nesses to listen and respond to stakeholder expectations. Despite the increasing im-
portance of corporate sustainability and the role stakeholders play in it, there is limited
research in this field in the context of the digital industry.

This thesis attempts to understand stakeholder expectations regarding material sustaina-
bility aspects and corporate sustainability management process relevant for Pinja Group
- a case company operating in the digital sector. In addition, this thesis seeks to compare
the expectations of different stakeholder groups. Thus, the theoretical framework of this
study consists of prior research related to corporate sustainability in the Information Tech-
nology (IT) sector, sustainability reporting, and materiality approach, as well as stake-
holder theory and stakeholder engagement.

The research methodology strategy used in this research is the case study, while the data
collection method is semi-structured interviews. Semi-structured interviews were con-
ducted with the company’s primary stakeholders, including shareholders, employees,
customers, and top management stakeholder groups. The qualitative data received from
the semi-structured interviews were analyzed by using the thematic analysis method.
This study identified the following six material sustainability themes expected by stake-
holders: (i) corporate social performance, (ii) sustainable services and solutions, (iii) inter-
nal environmental performance, (iv) partner and third-party sustainability, (v) economic
stability and growth, and (vi) corporate compliance. Furthermore, the results showed that
stakeholders expect the case company to manage its corporate sustainability by creating
a sustainability program consisting of (i) sustainability strategy, (ii) sustainability meas-
urement system, (iii) stakeholder engagement, and (iv) practical guidelines, as well as de-
velop sustainability communication including (i) sustainability awareness creation, (ii)
sustainability performance communication (iii) marketing communication. In addition,
the study results showed the differences in stakeholder expectations across various stake-
holder groups.
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1 INTRODUCTION

This chapter is an introductory chapter that starts with the discussion of the re-
search background, introducing the research problem and motivation of the
study. Next, a brief introduction of Pinja Group Oy - the case company is pre-
sented. Then, the purpose of the research and the research questions are intro-
duced. Lastly, the glossary of the key concepts used in the thesis is presented,
followed by the structure of the study.

1.1  Background of the research

The role of businesses in society has been changing; in the past decades, the sig-
nificance of corporate sustainability has dramatically increased. This can be seen
from a considerable amount of research published on the topics such as sustain-
ability strategy (Engert & Baumgartner 2016; Lloret 2016; Tsai & Liao, 2017), sus-
tainability management and performance (Lee & Farzipoor Saen, 2012; Nawaz,
& Kog, 2018), sustainability reporting and disclosure (Azizul Islam & Deegan,
2008; Hogan & Lodhia, 2011; Lodhia & Hess, 2014). Furthermore, the importance
of corporate sustainability has increased in companies representing various sec-
tors. However, the research related to corporate sustainability in the digital sector
is limited. On the one hand, digital solutions play an inevitable part in achieving
sustainable development globally, as noted by several researchers (Calero et al.,
2019; Faucheux & Nicolat, 2011; Huang, 2009). However, on the other hand, the
negative impacts of IT companies cannot be neglected. In fact, the IT sector ac-
counts for 1.4% of the total world’s emissions, which is similar to emissions of
the aviation industry (Malmodin & Lundén, 2018). Therefore, it is vital for com-
panies operating in the digital sector to pay more vigorous attention to their cor-
porate sustainability performance to respond to sustainability risks and oppor-
tunities.

The concept of corporate sustainability is tightly connected to stakeholder
engagement; to be sustainable in the long term, companies need to be accounta-
ble to their stakeholders. As Freeman (1984) proposed in the stakeholder theory,
the purpose of business is not only maximization of the shareholder value any
longer, but also consideration of other stakeholders such as customers, employ-
ees, and suppliers. In accordance with stakeholder theory, stakeholder relation-
ships are an essential factor that affects decision-making (Searcy & Buslovich,
2014). As accountability to the stakeholders develops, companies are increasingly
disclosing their corporate sustainability performance through sustainability re-
ports. Sustainability reporting is a way for companies to report their social, envi-
ronmental, and economic performance, ensuring accountability to their internal
and external stakeholders (Calabrese et al., 2016).

Despite some similar topics addressed in sustainability reports, an organ-
ization’s individual characteristics, such as business model, size, ownership, de-
termine the company’s sustainability impacts and the expectations stakeholders



have about a company's sustainability performance (Calabrese et al., 2016).
Therefore, companies operating in similar industries might have completely dif-
ferent essential or “material” topics which should be addressed in sustainability
reports. Since one of the aims of the sustainability report is to provide stakehold-
ers with accurate information to enable them to assess the company’s sustaina-
bility performance (Calabrese et al., 2016; Searcy & Buslovich, 2014), companies
should emphasize the topics that are important for stakeholders. Indeed, inter-
national reporting guidelines such as GRI (2016) and AccountAbility (2016) rec-
ognize the significance of focusing on material topics in sustainability reports and
base their guidelines on the materiality principle. Although the materiality ap-
proach is an important method to identify the report content, it has been argued
that it has several other important implications. For example, according to John-
son (2015), materiality assessment is seen as the first step in sustainability strat-
egy formulation, communication, and identification of positive sustainability im-
pacts of the company.

This thesis attempts to identify the most material sustainability areas rel-
evant for Pinja Group - a digitalization and industrial innovation company based
in Finland. The motivation for the research includes both theoretical and practical
perspectives. From the practical point of view, the motivation is the willingness
of the case company to integrate sustainability into its operations and practice
sustainability reporting in the future. Thus, it is essential to identify the most ma-
terial sustainability areas relevant for the company as well as understand stake-
holder expectations on corporate sustainability management in general. From the
theoretical point of view, this thesis seeks to contribute to the research in the field
of corporate sustainability in the digital sector. Although both positive and neg-
ative impacts of the sector have been widely discussed (Calero et al., 2019; Fau-
cheux & Nicolai, 2011; Huang, 2009; Malmodin & Lundén, 2018), current litera-
ture has not extensively addressed the importance of sustainability in the digital
sector from the corporate point of view. Therefore, corporate sustainability in the
digital sector needs more attention both in the academic literature and the busi-
ness world. By researching stakeholder expectations, this thesis attempts to fill
the research gap in the field of corporate sustainability in the digital sector.

1.2  Case company: Pinja Group

Pinja Group (Pinja) was established in 1990 in Finland as an industrial consulting
company. It grew to an IT and engineering company that currently provides dif-
ferent services throughout the entire product lifecycle for businesses operating
in various industries such as energy, circular economy, health and welfare, ma-
rine, and wood processing (Pinja, n.d.). Naturally, sustainability issues are of
high importance for its customers, considering the industrial nature of its opera-
tions. Pinja's digital solutions assist its customers in improving supply chain
management, production management, maintenance, occupational safety, and
knowledge management. The company also provides maintenance, cloud plat-
form, ICT, security, and support services for production-critical environments.



In the year 2020, Pinja’s turnover accounted for EUR 50M, and the number of
employees was 550.

Regarding sustainability management in the company, Pinja has recently
started to focus its attention on relevant sustainability topics. The reason for that
is the increasing stakeholder expectations regarding corporate sustainability,
particularly from the shareholder stakeholder group. However, currently, Pinja
does not have a comprehensive strategy for sustainability management, nor it
reports its sustainability performance. Therefore, this thesis attempts to assist
Pinja in defining relevant sustainability topics to formulate a sustainability strat-
egy and develop a sustainability reporting framework.

1.3  Research questions

The primary purpose of the thesis is to understand stakeholder expecta-
tions regarding corporate sustainability. Particularly, the thesis aims to identify
the most material sustainability areas for Pinja, as well as understand stakeholder
expectations regarding the corporate sustainability management process. Fur-
thermore, this thesis attempts to compare the expectations of different stake-
holder groups. Thus, the following research questions were set:

RQ1: What are material sustainability topics for Pinja Group according to
the company’s primary stakeholders?

RQ2: What are stakeholder expectations regarding the corporate sustaina-
bility management process at Pinja Group?

RQ3: Do these expectations differ between stakeholder groups?

Pinja considers the implementation of sustainability strategy and report-
ing for better accountability to its primary stakeholders. Therefore, the stake-
holder groups included in the study boundary are employees, top management,
customers, and shareholders. According to Johnson (2015), the opinions of both
internal and external stakeholders are essential for materiality assessment. There-
fore, both internal and external stakeholders were chosen due to the importance
for Pinja to receive as comprehensive a picture as possible, eliminating subjective
opinions of internal stakeholders only.

1.4  Glossary of the key concepts

This subchapter provides definitions of the central concepts and terminology
used in this research.



Materiality/Materiality assessment - “identifying and prioritising the most rele-
vant sustainability topics, taking into account the effect each topic has on an or-
ganisation and its stakeholders” (AccountAbility, 2018).

Sustainability/Sustainability Development - “development that meets the
needs of the present without compromising the ability of future generations to
meet their own needs.” (WCED 1987, p. 54).

Corporate Sustainability (CS) - “a systematic business approach and strategy
that takes into consideration the long-term social and environmental impact of
all economically motivated behaviors of a firm in the interest of consumers, em-
ployees, and owners or shareholders.” (Bergman et al., 2017, p. 10)

Sustainability reporting - “(also called environmental, triple bottom line corpo-
rate responsibility reporting) is a broad term for reporting on economic, environ-
mental and social impacts of business operations.” (Amoako et al., 2017, p. 186)

Stakeholder - “any group or individual who can affect or is affected by the
achievement of the organization’s objectives.” (Freeman, 1984, p. 46).

Stakeholder engagement - “Stakeholder engagement is understood as practices
the organisation undertakes to involve stakeholders in a positive manner in or-
ganisational activities.” (Greenwood, 2007, p. 316).

1.5  Structure of the study

This study consists of five chapters. This chapter is an introductory chapter,
where the research background, research questions, the case company, and glos-
sary of the key concepts are presented. In the next chapter, the relevant theoreti-
cal background is discussed. The existing literature on corporate sustainability in
IT, sustainability reporting and materiality approach, and the role of stakehold-
ers in corporate sustainability are discussed. Methodological choices are pre-
sented in chapter 3, which discusses the research strategy, data collection, and
data analysis methods chosen for this study. The study results are communicated
in chapter 4, which analyses expectations of stakeholder groups and differences
in them. The following chapter 5 summarizes the results and compares them with
the prior literature. Furthermore, managerial implications and research contribu-
tion, research evaluation, limitations, and future research possibilities are also
discussed in chapter 5.
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2 THEORETICAL FRAMEWORK

This chapter discusses the prior research conducted in the fields of corporate sus-
tainability, sustainability reporting, materiality assessment, and stakeholder role
in corporate sustainability. The chapter starts with a definition of corporate sus-
tainability and its role in IT business, followed by a discussion about sustainabil-
ity reporting and materiality approach. Afterward, this chapter outlines the role
of stakeholders in corporate sustainability and sustainability reporting while also
discussing literature on stakeholder expectations. At the end of the chapter, a
summary of the theoretical framework is provided.

2.1  Corporate sustainability and its role in IT business

Sustainability has emerged as an essential topic in the academia, business world,
the political discussion, and the media. Although there is a vast number of defi-
nitions of term sustainability, the definition proposed by the World Commission
on Environment and Development (WCED) in 1983 in the “Our Common Future”
report, also known as Brundtland report, is mainly used by the researchers (Eiz-
aguirre et al., 2019). WCED defied sustainable development as a “development
that meets the needs of the present without compromising the ability of future
generations to meet their own needs.” (WCED 1987, p. 54). This definition high-
lights the importance of equality between different generations and can be
viewed from different aspects of sustainability; social, economic and environ-
mental. Indeed, sustainability is often seen through the application of the triple
bottom line approach (TBL), which was introduced by John Elkington in 1994
(Gimenez et al., 2012). According to Elkington (1994), the TBL approach simulta-
neously highlights the importance of social, economic, and environmental as-
pects. In other words, sustainability can be seen as a balance between economic
and social prosperity and environmental protection. It is also important to note
that TBL emphasizes an equal level of importance on each of the three pillars of
sustainability (Alhaddi, 2015). While economic sustainability often refers to the
financial sense, environmental sustainability is a reduction of emissions, waste,
energy consumption (Gimenez et al., 2012). In turn, social sustainability is seen
as encouragement of diversity, promotion of equal opportunities, and ensuring
the quality of life. United Nations set 17 Sustainable Development Goals (SDGs)
in September 2015, which are the core of the global sustainable development
agenda (UN, 2015). The response to SDG has been expressed by governments,
businesses, and other organizations (Set6-Pamies & Papaoikonomou, 2020).

The term corporate sustainability (CS) is used in business research to de-
scribe the corporate sustainability performance of the company. For example,
Bergman et al. (2017) define CS as “a systematic business approach and strategy
that takes into consideration the long-term social and environmental impact of
all economically motivated behaviors of a firm in the interest of consumers, em-
ployees, and owners or shareholders.” (p. 10). From this definition, it can be seen
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that TBL of sustainability and the importance of stakeholder engagement are a
vital part of corporate sustainability. Similarly, Corporate Social Responsibility
(CSR) is also widely used by the academic and business communities to refer to
the company’s sustainability performance. According to the most cited definition
proposed by Carroll (1979), CSR is “the social responsibility of business encom-
passes the economic, legal, ethical, and discretionary expectations that society
has of organizations at a given point in time.” (p. 500). The study of Montiel (2008)
concluded that, although having different origins, CS and CSR share the same
vision to balance three pillars of sustainability, them being economic, social, and
environmental. In this thesis, the term corporate sustainability is used to refer to
social, economic, and environmental organizational performance.

As the importance of sustainability has increased in the corporate context
(Elkington 1994), a significant amount of research has been published on the top-
ics such as sustainability strategy (Engert & Baumgartner 2016; Lloret 2016; Tsai
& Liao, 2017), sustainability management and performance (Lee & Farzipoor
Saen, 2012; Nawaz, & Kog, 2018), sustainability reporting and disclosure (Azizul
Islam & Deegan, 2008; Hogan & Lodhia, 2011; Lodhia & Hess, 2014). Furthermore,
sustainability practices have found a wide application in the business world in
companies representing various industries. As Pinja Group operates in the digital
sector, the sections below discuss relevant literature on sustainability in the In-
formation Technology industry.

2.1.1 Sustainability issues and corporate sustainability in IT

IT industry is by its nature a people-intensive industry, characterized by
low natural capital and high human capital. However, it does not mean that the
sustainability impact of IT companies should be neglected. In fact, Malmodin and
Lundén (2018) found that the CO2 emissions of the IT sector account for 1.4% of
the total world’s emissions, based on the data available in 2015. At the same time,
digital solutions play an inevitable part in achieving sustainable development
globally, as noted by several researchers (Calero et al., 2019; Faucheux & Nicola,
2011; Huang, 2009). For example, according to Lago et al. (2015), software solu-
tions can help systems improve their energy efficiency, streamline processes and
adapt to environmental changes. Summarizing both views, researchers see sus-
tainability in IT from two different angles: “Green IT” and “Green by IT” (Calero
& Piattini, 2017, Naumann et al., 2015). According to Naumann et al. (2015),
“Green IT” can be defined as actions that help to make the IT industry more sus-
tainable by itself, while “Green by IT” can be seen as actions that help to achieve
sustainability through IT. Therefore, it can be concluded that, while having sus-
tainability impacts, IT companies also contribute to sustainable development by
providing digital solutions. In the following sections, the sustainability impacts
of the IT sector and corporate sustainability in the industry are discussed further.
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21.1.1. Corporate sustainability in IT

The research on the corporate sustainability of IT companies is limited. Most
studies address the topics of hardware and software sustainability (Huang, 2009),
particularly discussing environmental sustainability, but not from the perspec-
tive of the entire organization. Calero and Piattini (2017) suggest levels of organ-
izational sustainability applicable to the IT companies, represented in Figure 1.
According to the authors, the organization's sustainability depends on the sus-
tainability of (i) business processes, (ii) services, and (iii) IT, which is, in turn,
dependent on hardware and software sustainability. The authors highlight that
the sustainability of the organization should be managed holistically by consid-
ering all the levels.

ORGANIZATION
SUSTAINABILITY

BUSINESS PROCESS SERVICES
SUSTAINABILITY INFORMATION SYSTEMS SUSTAINABILITY
SUSTAINABILITY

IT SUSTAINABILITY

HARDWARE SOFTWARE
SUSTAINABILITY ~ SUSTAINABILITY

Figure 1. Sustainability levels of IT companies. (Calero & Piattini, 2017, p. 119)

Furthermore, Calero et al. (2019) analyzed the sustainability policies and actions
of the major international software development corporations. The findings re-
vealed that even though companies report on their sustainability performance,
more attention is paid to the sustainability of the hardware than the sustainability
of the software development process itself. The authors state that it is crucial for
companies to understand the entire production lifecycle. According to Johann et
al. (2011), the software lifecycle consists of the following phases: (1) Development,
(2) Acquisition/Distribution, (3) Deployment, (4) Usage, Maintenance, (5) Deac-
tivation, (6) Disposal. The visual representation of the software lifecycle is pre-
sented in Figure 2.
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Figure 2. Life Cycle of Software Production (Johann et al., 2011, p. 36)

According to the author, the development phase includes all the sustainability
impacts associated directly with the software development process. This can in-
clude environmental factors such as daily work transportation, business trips,
energy for powering ICT, office lighting, and HVAC, as well as social factors such
as employee working conditions. The traditional system development life cycle
(SDLC) further divides the development phase into five steps: planning, analysis,
design, implementation, and maintenance (Huang, 2009). The distribution phase is
associated with the distribution of the software to the customer (manuals, trans-
portation, packaging, data medium, download size) (Johann et al., 2011). Usage
is referred to all the sustainability direct and indirect impacts associated with the
use of the software. Deactivation considers all impacts related to the removal of
the software product (e.g., backing), while the disposal is all the impacts associ-
ated with the disposal of manuals, data medium, and packaging. In other words,
the entire software production life cycle should be considered to understand the
key sustainability impacts of companies operating in the IT sector. According
to Calero and Piattini (2017), the software life cycle process requires three re-
sources: human resources, economic resources, and energy resources. Those re-
courses can be seen from the TBL perspective, in line with the social, economic,
and environmental aspects of sustainability.

2.1.1.1. Sustainability impact of IT industry

One of the most widely discussed environmental impacts in the software
development sector includes energy consumption (Calero et al., 2019; Dick &
Naumann, 2010; Faucheux & Nicolai, 2011; Huang, 2009; Johann et al., 2011). Ac-
cording to Johann et al. (2011), the development phase requires energy to power
workstations of software developers, the energy needed to power IT infrastruc-
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tures such as servers and networking devices, and overall office energy con-
sumption such as lighting, heating, air conditioning, and ventilating. Although
being energy-intensive, IT contributes to reducing emissions in other sectors that
are among the most significant greenhouse gas (GHG) emissions producers (Fau-
cheux & Nicolai, 2011; The Climate Group, 2008). Therefore, an increase in emis-
sions of the IT industry might be compensated by the decrease in emissions from
other sectors. Apart from reducing emissions, IT contributes to some other envi-
ronmental benefits. For example, Huang (2009) states that digital solutions help
reduce natural resource consumption.

According to OECD (2001), several negative environmental impacts are also
associated with the production, use, and disposal of hardware (e.g., computers,
screens), which is extensively used during the software development process. For
example, the equipment manufacturing process is energy-intensive and con-
sumes a significant amount of water used for cooling and rinsing. Furthermore,
the hardware production process generates waste (Huang, 2009) and consumes
non-renewable and toxic resources harmful to the environment and human
health (Faucheux & Nicolai, 2011). Therefore, the generation of electronic waste
(e-waste) is also among other environmental issues relevant for the IT industry,
as it is connected to the end of the IT lifecycle (OECD, 2001).

The environmental sustainability impacts of the IT sector are discussed
more widely, compared to social and economic dimensions of sustainability.
Nevertheless, Faucheux & Nicolai (2011) identified several social-economic im-
pacts of the IT sector. According to the authors, investment in IT increases capital
stock and contributes to the development of labor productivity through innova-
tions, both in the IT industry and on the global scale. Additionally, IT enables
businesses to rethink their business model and, in this way, adding value to their
customers. Furthermore, the author states that the IT sector contributes signifi-
cantly to the increase of high skilled jobs and overall economic growth. However,
on the other hand, digitalization leads to the loss of less-skilled jobs.

2.2  Sustainability reporting and materiality approach

The role of the materiality approach towards sustainability issue identification is
heavily emphasized in different sustainability reporting guidelines (Puroila &
Maikeld, 2019). As this study attempts to identify material issues for the case com-
pany, it is essential to define sustainability reporting and specifically explore the
concept of materiality in sustainability reporting.

Sustainability report “(also called environmental, triple bottom line cor-
porate responsibility reporting) is a broad term for reporting on economic, envi-
ronmental and social impacts of business operations.” (Amoako et al., 2017, p.
186). Sustainability reporting can also be seen as the primary communication
channel to disclose the corporate sustainability performance of the company to
its stakeholders (Calabrese et al., 2019; Hsu et al., 2013). Through sustainability
reports, the company can communicate sustainability initiatives such as sustain-
ability plans, programs, and projects (Searcy & Buslovich, 2014). Thus, from a
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sustainability report, the company’s stakeholders can identify whether the com-
pany is in line with their requirements or personal values. Nowadays, an increas-
ing number of companies are publishing sustainability reports. According to the
study conducted by KPMG (2017), 93% of the Global Fortune 250 companies pub-
lish non-financial reports. Researchers have identified different motivations for
sustainability reporting, considering its voluntary nature. By summarizing key
literature, Searcy and Buslovich (2014) state that public pressure, enhancing cor-
porate legitimacy, and pursuing a differentiation strategy are among the main
motivators for companies to produce sustainability reports.

The Global Reporting Initiative (GRI) is an independent international or-
ganization that helps businesses report on their sustainability performance by
creating the most widely used sustainability reporting standard - the GRI Stand-
ards (GRI, n.d.). By providing a framework for reporting financial and non-finan-
cial information, the GRI reporting standard outlines the importance of com-
municating organizational social, environmental, and economic impacts, both
positive and negative. In this way, the framework is divided into three categories,
corresponding to sustainability TBL (economic, social, and environmental). Each
category is further divided into sustainability aspects. The GRI sustainability as-
pects are presented in Table 1.

Table 1. GRI sustainability aspects (GRI, 2016)

Category | Economic Environmental Social
Aspects | - Economic performance + Materials - Employment
Market Presence - Energy - Labor/Management relations
Indirect economic impact - Water + Occupational Health and Safety
Procurement Practices - Water and Effluents - Training and Education
Anti-corruption +  Biodiversity - Diversity and Equal Opportunity
Anti-competitive behaviour |- Emissions - Non-discrimination
Tax - Waste + Freedom of Association and Collective
Environmental Compliance Bargaining
Supplier Environmental | - Child Labor
Assessment + Forced or Compulsory Labor

Security Practices

Rights of Indigenous Peoples
Human Rights Assessment
Local Communities

Supplier Social Assessment
Public Policy

Customer Health and Safety
Marketing and Labelling
Customer Privacy
Socioeconomic Compliance

One of the central sustainability reporting challenges companies face is
determining the report content, meaning selecting important information to be
included in the report (Hsu et al., 2013). As Calabrese et al. (2019) stated, individ-
ual characteristics of the company directly influence the content of the report.
Therefore, even companies from the same industry might have different sustain-
ability topics relevant to their business. Thus, to be transparent and address the
needs of stakeholders, companies should report on sustainability aspects that are
viewed as material by their stakeholders.
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2.2.1 Materiality approach in sustainability reporting

The term materiality has its roots in accounting, where it is used to deter-
mine the importance of an item to be included in the financial report, based on a
relative significance (Unerman & Zappettini, 2014; Whitehead, 2017). Materiality
is seen as a threshold for influencing the decision-making of those who use finan-
cial reporting (GRI 2016). In this way, it can be seen that the term is used for one
stakeholder group: investors in particular. However, the term materiality has
also been widely applied in the sustainability field, but with a broader scope (Pu-
roila & Mékeld, 2019), in addition to considering the financial performance of an
organization in materiality assessment, social and environmental impacts of the
organization are also considered. As sustainability reports are created for stake-
holders with the purpose of transparency and accountability (Calabrese et al.,
2016; Searcy & Buslovich 2014), companies need to develop sustainability reports
in a way that would address the most important topics for their stakehold-
ers. Overall, the idea behind materiality in financial and sustainability reporting
appears to be similar; both seek to identify whether a particular impact is signif-
icant enough to be included in the report. However, the main difference lies in
the target audience; while the first one determines the materiality of specific top-
ics for investors, the latter considers materiality for all stakeholders and society
in large (Whitehead, 2017).

The materiality principle in sustainability reporting is one of the crucial
parts of various international reporting guidelines such as GRI, AccountAbility,
International Integrated Reporting Council (IIRC) framework, and the Sustaina-
bility Accounting Standards Board (SASB) in the US (Puroila & Makeld,
2019). Broadly, the process of identification of the most important or “material”
social, economic, and environmental topics for the organization can be referred
to as materiality assessment (GRI 2016). Materiality assessment is not only a way
to determine the crucial topics to be included in the sustainability report but also
a starting point for sustainability strategy formulation and decision-making (Cal-
abrese et al., 2019). In other words, materiality assessment enables a company to
ensure that its sustainability strategy and report contains information relevant
and topical for both internal and external stakeholders as well as in line with the
company's strategy. According to Taubken & Feld (2018), the materiality assess-
ment process helps companies to align their sustainability strategy and sustaina-
bility management. Furthermore, the authors state that this tool should enable
companies to assess how significant a certain topic can influence the stakeholders’
decisions.

Although several international sustainability reporting standards con-
sider materiality as one of the central principles determining the reporting con-
tent (Puroila & Mékeld, 2019; Unerman & Zappettini, 2014), below, only GRI and
AccountAbility standards are discussed further. According to Puroila and
Mikeld (2019), those standards emphasize the multistakeholder approach, while
IIRC and SASB address materiality from the shareholder perspective.

According to GRI (2016), materiality is one of the principles determining
the report content, along with Stakeholder Inclusiveness, Sustainability Context,
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and Completeness. Since many sustainability topics might be relevant to the or-
ganization’s operations, GRI Standards suggests that the organization should
choose only material topics. The topic is considered material if it reflects the com-
pany's social, economic, or environmental impacts or influences the decision of
its stakeholders (GRI, 2016). From this definition, it can be seen that stakeholder
engagement is an essential part of materiality assessment according to GRI stand-
ards. Indeed, compared to other standards, GRI guidelines make an emphasis on
the multi-stakeholder approach, stressing the importance of inclusive stake-
holder opinions (Calabrese et al., 2019; Puroila & Makeld, 2019). Although stake-
holders' views are considered crucial in materiality assessment, materiality is not
determined by the stakeholder opinions alone. According to GRI (2016), a com-
bination of both internal and external factors should be considered while as-
sessing the materiality of a certain topic. Factors such as the organization’s mis-
sion and strategy, broader societal expectations, and international agreements
with which the organization must comply (GRI, 2016).

Materiality assessment results are presented in a materiality matrix, which
can be seen in Figure 3. The matrix shows sustainability issues relevant for an
organization with a dot positioned in it with the consideration of issue “influence
on stakeholder assessments and decisions” and “significance of economic, envi-
ronmental, and social impacts” (GRI, 2016).

Influence on stakeholder
assessments & decisions

Significance of economic, environmental,
& social impacts

Figure 3. Materiality matrix (GRI, 2016)

Despite its wide application, the GRI standard has been criticized for providing
only a general framework but not a systematic guideline for materiality assess-
ment. For example, Forstater et al. (2006) noted that although the GRI guidelines
call for prioritizing material issues, few guidelines are given.

Similar to GRI, AccountAbility, the global consulting and standards com-
pany, also recognizes the importance of the materiality principle. In its AA1000
Series of Standards, the company addresses the framework created for private
and public organizations to prove accountability, responsibility, and sustainabil-
ity performance (AccountAbility, n.d.). The materiality principle is one of the
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four main principles behind the AA1000 Series of Standards and is defined as
“identifying and prioritising the most relevant sustainability topics, taking into
account the effect each topic has on an organisation and its stakeholders” (Ac-
countAbility, 2018).

While the definitions of GRI and AccountAbility are somewhat similar, as
both address the importance of stakeholders’ opinions in materiality assessment,
the approaches differ in terms of the purpose of the materiality assessment. While
the purpose of materiality assessment in GRI is to determine sustainability report
content, AccountAbility seeks to guide business strategy and performance, en-
gage stakeholders, and help with reporting (Puroila & Mikeld, 2019). In accord-
ance with AccountAbility, identifying the material topics requires a materiality
determination process that is based on a cycle of three broad stages: identify is-
sues, prioritize, review (AccountAbility, 2018; Forstater et al., 2006). In turn, this
process is connected with an ongoing process of strategy development, perfor-
mance management, reporting, and stakeholder engagement (AccountAbility,
2018). The visual representation of the process is presented in Figure 4.

Figure 4. Materiality determination process (AccountAbility