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Sustainable Development and
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Daniela M. Salvionf Luisa Bosetti”

Abstract

The increasing importance of sustainability for porate governance involves
paying stronger attention to the principles andued dominating internal and
external relationships; moreover, it requires inaten in the internal processes of
behavioural orientation, as well as in external e¢oomication. In particular, the
multidimensionality of responsibilities, goals ancesults has determined
progressive changes in corporate communication.

This article aims at investigating the linkage amustainability, stakeholder
relations management and effectiveness of corpa@i@mnunication. More exactly,
the article intends to highlight the transition fno a period of disorderly
enlargement of corporate communication to a phakaracterised by a new
concept of integrated reporting. Integrated repogtiis based on broadly shared
principles and it encourages the development of tandsalone document
concerning governance, financial and socio-envirental performance.

Keywords: Sustainable Development; Global Responsibility; pooate
Governance; Corporate Communication; IntegratecbRiey

1. Responsibility and Cor porate Communication

Transparency is a requirement for good corporateem@ance and should
represent the dominant quality of all the firm’siaties. In external relationships,
transparency should find expression in communiogtimcesses.

For a long time corporate governance has aimedatsfgng shareholder
expectations concerning profit maximisation, somes with differences among
sub-categories of stockholders according to thepartance. In this regard, the
financial communication consisting in the financshtements and, if necessary,
the consolidated ones used to be considered easg@wdlvioni 1990).
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In the last quarter of the twentieth century, firstgrted to recognise the value of
interacting with all major stakeholders; since thdrey have adopted a broader
concept of responsibility, which stresses the sgjramerdependencies among
economic, social and environmental goals. Suchaagd has taken place slowly
and differently in diverse countries and firms ainddas involved modifications in
the governance approach. Moreover, it has also asmdd the importance of
corporate communication and it has promoted thet radequate contents and
ways of dissemination to meet stakeholders’ neédsfarmation and evaluation.
To this purpose, the firm’s communication — tramhgally based on the financial
disclosure — has been enriched over the yearsdar o improve transparency on
corporate governance by means of new types of dentsnsuch as the corporate
governance statement, the directors and chiefesfficremuneration report, the
social report, the environmental report, the sastaility report, and the report on
intangible assets. Furthermore, the informationtaoed in these documents have
become more and more detailed, and sometimes ainguauad overlapping too.

The enlargement of information required for a mwamsparent governance has
been accompanied by new methods for content dissgiomn, connected to the use
of more and more appropriate tools to facilitatéhlihe access to the information
and the timeliness. ICT development has made theramication more effective,
thanks to the reduction of costs and time for priegaand disseminating
information; moreover, ICT has knocked down spaaeiérs, accelerating the
fulfilment of information symmetry and internatidnaniformity.

The transformations in the socio-economic backgiowdlring this century
(progressive diffusion of ICT, globalisation, sdciaequality, climate change,
corruption, etc.) have inspired an increasing eggelin an advanced concept of
sustainable development as a guiding conditioraliothe players operating in the
economic system.

Global markets call for new and complex procesdesogporate governance,
aimed at a generalised recovery of effectivenesgelation to the growing
dynamism and the progressively rising complexity tbé firm-environment
relationships (Brondoni 2006). In this regard, aumgble development is a
prominent issue, whose implementation involves @per orientation of
governance policies, the sharing of ethical primspand values within the
corporate network and the adoption of effective cpeses of corporate
communication.

The active participation to a more efficient, eomment-oriented and
competitive economy determines huge modificatiomsthe complexity of the
relations between the firm and its significant stadders. Meanwhile, the
diffusion of knowledge stresses the possibility ttoe latter to be informed and to
carry out comparisons.

Nowadays, successful firms are expected to adopintain and strengthen
governance systems that should comply with thernateonal best practices and
should permit to manage the complexity of the bessnand the major conditions
for sustainable development (Perrini, Vurro 2010)this sense, the effectiveness
of governance is mainly influenced by the assummptid policies that aim at
emphasising the principles of global responsibiligyositive and equitable
interaction with the stakeholders and environmeprtadection.
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The advent of an integrated concept of responsipliased on the effectiveness
of stakeholder relations, has involved a rethinlofgorporate communication, in
order to determine transparent and internatioradlyepted models. In this regard,
the so-called Integrated Reporting has taken hold.

An integrated report is a document by which a fimiorms all the stakeholders
in a clear, truthful and comparable way about hawhas accomplished its
responsibility and about the results it has obthine

According to basic conditions of firm’s unity anertinuity, a stand-alone
integrated report provides information on govermamand financial, social and
environmental performance. In other words, the dunt should permit all
interested stakeholders to know who and how hasageah the responsibility,
which results have been achieved and which goale baen established from a
sustainability perspective.

2. Integrated Reporting

In 1987, the United Nations’ Brundtland Commisspublished a famous report
coining the expression ‘sustainable developmentinc& then, sustainable
development has been considered as a model of lgroldt makes firms
responsible for their own profitable continuity,tbalso for a reasonable use of
natural resources to guarantee environmental cesisen in behalf of future
generations The traditional definition of sustainable devetemt, reaffirmed in
2002 UN World Summit in Johannesburg, stressesntiegration of three pillars:
economic growth, social inclusion and environmenpabtection. A broader
concept, based on Agenda 21 and 2005 Unesco Camvealso includes cultural
diversity as the fourth pillar of sustainable deyehent, which should take place
on local, regional, national and global level.

The respect of sustainability principles involvesdifications in corporate
governance and in both internal and external conication. Internal
communication should be reorganised to support \beha orientation, by
explicating in a clear way the goals pursued by fitra according to logics of
integrated performance and global responsibiligi\{dni 2003; Salvioni, Bosetti
2009). External communication should inform in angparent and reliable way
about firm’s governance: such a disclosure shonlthece the stakeholders’ trust
in the firm’s ability to satisfy their needs andosid improve their assent to the
firm’s mission, strategies and operations.

The debate on sustainable development involves & mecessity of
accountability. Evidently, financial reporting i® fonger sufficient to guarantee
full transparency on firm governance and fulfilmeaitresponsibilities towards
different categories of stakeholders.

Some attempts to enlarge the contents of externsalogure have taken place
since the Seventies, when labour and ecologicaleaweas started to increase in
the business landscape. For instance, the Amemoasultants ABT Boston
released a pioneering model of social and finana@ounting and reporting,
which tried to integrate the monetary value of pesiand negative externalities
into the financial statements (Epstein et al. 19T6)he meantime, in Europe, a
German study group on social reporting suggestegbtiblication of a stand-alone
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document, separate from the mandatory financialoteeconciled to it through a
section focused on economic indicators (Dierkest197

However, the diffusion of social and environmemgborting has been limited
for a long time, probably due to the consultantd anditors’ scarce knowledge of
such topics and the lack of guidelines and starsddvidreover, the US Securities
and Exchange Commission (SEC) had discouragednertion of social and
environmental information in listed companies’ aalteports, not to overload the
documents. The SEC had also underlined that theshmeport was typically
addressed to the shareholders, whose interesteinsdlial and environmental
issues was usually low.

After a phase of limited interest in non-financiiéclosure during the Eighties,
the debate has revived since the Nineties, thalsksta the significant attention of
the United Nations and the European Union for $uskde development and
corporate responsibilify

This renewed interest has emerged in several patgder improving non-
financial communication. Procedure and content dateds, applicable on a
voluntary basis, have been published by internati@nganisations, such as the
Copenhagen Centre (promoter of tAecountAbility 1000 Standarpilsand the
Coalition for Environmentally Responsible Economi@shich originated the
Global Reporting Initiative— GRI). Since late Nineties, GBS association has
relevantly contributed to the diffusion of sociaporting in Italy; probably, it has
produced better results than a 2002 Ministry of dials project for the
introduction of a social statement in firms’ comriuatior.

All the above-mentioned initiatives are based andards and guidelines that
suggest disseminating social and environmentalrmétion by means of stand-
alone documents, usually published on an annuak liag separate from the
mandatory financial reports. This situation hasdatned the divulgation of two
or more distinct reports, particularly by listedngeanies that must satisfy the
information needs of different stakeholders (inahgdshareholders, banks and
other financial lenders, employees, trade unioreglitrating agencies, suppliers,
customers, tax authorities, and the civil society).

Today, some companies divulge a financial reposp@al report, an intellectual
capital report, an environmental report, a corpomg@vernance statement and a
remuneration statement. In other cases a susthipaleiport, separate from the
financial one, comprises a description of corporgteernance, together with
narrative and quantitative sections on economicias@nd environmental topics.
A presentation of the firm is often replicated iron& documents, whereas the
details on corporate governance and financial, abso@nd environmental
performance must be collected from several repdrsnce, preparing the
information becomes more expensive, even if castistane for divulgation have
decreased.

The increasing cross-connections between econondc sacio-environmental
requirements for corporate effectiveness have ticstimulated the research on
integrated reporting. An integrated report could Umed as a valid tool of
stakeholder relations management and should engehidrs linkage among:

— the resources provided by the stakeholders (engnéial capital, goods and
natural resources, human and intellectual capgakial relationships, and
market relationships);
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- the activities carried out by the firm to satisfijfetent needs, according to its
mission and vision and considering opportunitied #meats; and

- the firm performance, which measures the abilityniet internal and external
expectations and to durably grow, in full respetcsuostainability and global
responsibility principles.

Since the beginning of this century, several ihitegs and contributions from
academics, research groups, regulatory commissamaks policy makers have
highlighted the need for integrated reporting ancoeiraged the debate all over the
world (Jensen, Berg 2011). In this regard, the Bdfitutions have played a leading
role since the issue of Directive 2003/51/EC on #mual and consolidate
accounts (“Modernisation Directive”). Indeed, thdreBtive states that «the
information should not be restricted to the finahcspects of the company’s
business. It is expected that, where appropriate,should lead to an analysis of
environmental and social aspects necessary fonderstanding of the company’s
development, performance or position». The Eurogeammission also hosted a
series of workshops on the disclosure of environtaleisocial and governance
(ESG) information between September 2009 and Fep2@10. Then, it released
a proposal in April 2013 for amending the Fourthredtive and the Seventh
Directive, in order to require certain large comparnto disclose a statement in
their Annual Report including material informatiorelating to at least
environmental, social, and employee-related mattespect of human rights, anti-
corruption and bribery aspects».

Many countries have recently introduced laws, ratjois, listing requirements
and recommendations concerning the integrationir@ntial and non-financial
reporting (Eccles, Krzus 2010; Krzus 2011; EccBarafeim 2011) (Table 1).

Table 1: Initiatives to promote integrating reporting

Year | Country Initiative

2006 | United Kingdom Launch of theccounting for Sustainability Projecthe project
was completed in 2009 with the issue of a framework
recommending a clear and concise presentationstéisability
information in the annual report.

2007 | Malaysia It was announced that all listed camgs would be required fo
publish CSR information within their annual reports

2007 | Sweden All state-owned firms had to publisBtanability reports in
accordance with the GRI Guidelines.

2008 | China The publication of CSR information bstetowned companies
was encouraged.

2008 | Argentina A law required large listed compani® produce a GRI

sustainability report.

2009 | South Africa The listing rules based onKireg Code of Governandeposed
all listed companies to issue an integrated regmatiinning in
2010, or to explain the reasons why they do not so.

2009 | Denmark Large firms, state-owned companiesirarestors were required
to describe their corporate responsibility polickesl practices i
the annual report.

=]

2010| United States The SEC issued an interpretgtiidance in order to clarify how
to disclose on climate change and greenhouse gasiens.

2010| France Grenelle 1l Actimposed large listed and private companies to
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provide non-financial information in their annuakport,
beginning in 2012.

Integrated reporting is currently encouraged thy valuable activity of the
International Integrated Reporting Counci(hereafter, the IIRC), whose
foundation was initially discussed in 2009, duriagmeeting of the Prince of
Wales’sAccounting for Sustainability Project

3. ThelIRC Framework

The IIRC is a global coalition established in 201@hich joins regulators,
investors, companies, standard setters, accounamds NGOs sharing a new
concept of integrated reporting that has been aretitested for some years now by
the participants to two Pilot Programmes (TableTRe IIRC aims at contributing
to a sustainable global economy by encouraging dheead of “integrating
thinking”. That means understanding and acquainpirayiders of resources with
the connections among the most significant comptsnainthe firm and the linkage
with external stakeholders.

Table 2: The IIRC Pilot Programmes

Pilot Programme Business Network
Launched in 2011, the Programme includes aboutfit®3 from different countries and
industries, such as AB Volvo (Sweden), Atlantialily, Danone (France), Deutsche Bank
(Germany), Enel (Italy), Eni (Italy), HSBC HoldingdJK), Hyundai Engineering 4
Construction (South Korea), Marks and Spencer Gr@ul), Natura (Brazil), Ney
Zealand Post (New Zealand), Novo Nordisk (Denmd?ketrobras (Brazil), Repsol (Spaip),
Sap (Germany), Snam (ltaly), the State Atomic Enefgrporation Rosatom (Russia),
Tata Steel (India), Telefénica (Spain), Terna ykaCoca Cola (USA), Unilever (UK), and
Vancity (Canada). The Programme also includes septatives of accounting consultants,
such as the Association of Chartered Certified Aotants (UK), the Chartered Institute| of
Management Accountants (UK), and CNDCEC (ltaly)wedl as some member firms |of
Deloitte, KPMG, Ernst & Young and PWC networks.

Ko

Pilot Programme Investor Network
Launched in 2012, the Programme comprises ovetd@ginvestor organisations, such as
AQAL Investing (Germany), APG (Netherlands), CFAstitute (USA), the European
Federation of Financial Analysts Societies (withadiguarters in Frankfurt, Germany),
Element (South Africa), the Financial Services CulufAustralia), Goldman Sachs (UK),
Nissay Asset Management Corporation (Japan), ResdwRension Trustee Company
Limited (UK), Rockefeller Financial (USA), and Sldinaviska Enskilda Banken
(Sweden).

On 9 December 2013 the IIRC issued Itgernational <IR> Framework
(hereafter, the Framework), a guide on integrategonting (hereafter, <IR>)
incorporating the feedbacks from a three-monthipudansultation based on a draft
released on 16 April.

The Framework is composed of four chapters ang primarily intended for
application by private firms of any size. Howewviérgan be adapted for the use by
public and not-for-profit organisations too.
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Chapter 1 sing the Framewondkgives an overview of the integrated report,
which is defined as «a concise communication abdumw an organization’s
strategy, governance, performance and prospectfheincontext of its external
environment, lead to the creation of value oversthert, medium and long term».

<IR> is intended to explain how different factonseract for the creation of value
over time. Since such factors are usually discusseskparate documents, <IR>
should demonstrate the connectivity of informatitivulged by the organisation. In
this regard, an integrated report can either badthtional, stand-alone document
or form a specific chapter of other corporate comitations (e.g. financial
statements, sustainability, social and environmeawefgorts, investor presentations
and other analyses for selected stakeholders).

In the IIRC’s intention, the providers of financiehpital, namely existing and
potential equity and debt holders, including aéiditors and fund managers, should
be the main users of an integrated report. Howdtierdocument can also satisfy
the information needs of all other stakeholderspleyees, customers, suppliers,
business partners, local communities, regulatodspaficy-makers).

The Framework promotes a transparent disclosuresaggdests some reporting
principles to balance flexibility and prescriptiogven if cases of non-compliance
must be motivated. Nevertheless, the IIRC doesmpose either a format for the
integrated report or a set of key performance edics (KPIs). On the contrary, the
IIRC accepts any type of measurement and KPIs thangsation determines in
compliance with mandatory rules on external commation and voluntary
reporting guidelines.

The quality of the report improves when it alsoludes a description of the role
played by corporate governance board members withén <IR> process. In
particular, the integrated report should providgaiement of responsibility signed
by the board members.

Chapter 2 introduces tifeundamental conceptsf value creation over time. The
IIRC helps the firms improve their transparency andountability offering a guide
for demonstrating the interdependencies among rdiffeelements: the use of
capitals; the firm’s governance and ability to méet stakeholders’ legitimate
needs and expectations; the business model argdrétegy, in respect to risks and
opportunities; finally, the impact on the resourogsr time.

According to its mission and vision, any organisatinteracts with internal and
external stakeholders to create value through tmbmation of capitals, which
belong partly to the organisation itself and partty others, such as a local
community or a national government. Hence, a bnfscription of the
modifications in capitals originated by businessessential for an effective
integrated report. In this regard, the Frameworkssifies the capitals into six
categories:

— financial capital, including the money collectedatingh financing or generated
by investments;

— manufactured capital, referring to the firm’s tdligiassets (e.g. buildings and
equipment), but also to the infrastructure (e.@ds) which usually belongs to
external parties, such as the State;

— intellectual capital, comprising the intellectuabperty of patents, copyrights,
software, etc., and the organisational capital dase knowledge and internal
procedures;
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— human capital, composed of employees’ competencambilities, experience,
motivation, loyalty to the mission and spirit ohomvation;

— social and relationship capital, consisting in ¢batribution of the organisation
to the society’s well-being, the sharing of valaesl rules, the firm’s intangible
assets related to brand and reputation, and italdegitimacy to operate;

— natural capital, that is the environment (i.e. natuesources, biodiversity and
eco-system health).

A capital's value changes consequently to busirmsrations. For instance,
financial capital increases when the firm obtairieam, and it decreases when an
equipment is bought and a training course for eggde is carried out. However,
these operations determine an increase in manuéacttapital and human capital
respectively: actually, there is a transformatiboapitals.

The integrated report should inform about the psscef value creation (or
destruction) resulting from the use of capitals bmsiness activities and their
conversion into outputs (i.e. products, serviceg;ptoducts and waste) and
outcomes (i.e. effects on the capitals themsehiasiither words, the integrated
report should describe the virtuous circle conmectine use of resources, the
development of activities and the obtainment otiltes taking account of both the
risks and the opportunities affecting the capitasyrder to prevent the former and
to maximise the latter.

The <IR> process must respect Baiding principlescontained in Chapter 3:
strategic focus and future orientation; connectivaf information; stakeholder
relationships; materiality; conciseness; reliapildnd completeness; consistency
and comparability.

First of all, an integrated report shoulddimtegy-focused and future-orienfesd
it should explain opportunities, risks and interaakexternal dependencies that can
influence value creation over time.

o For example, the Danish healthcare company Novalisk states
in its 2011 Report that “Novo Nordisk’s businesdasused on those
therapy areas that leverage our distinct capal@btiand strengths:
developing and delivering superior protein analogwnd the large-
scale manufacturing and global commercial infrasttre necessary to
make these analogues widely available. [...] For éhasillions of
people who live with diabetes, our goal is to offeatment options that
are safe and convenient so that they can live tinas to the fullest.
[...] The primary intention of our research efforts diabetes is to
address the unmet medical need to safely and isd#gciower blood
glucose while reducing the risk of hypoglycaemiss #ell as
developing new-generation insulins, longer termhege to radically
change insulin delivery by offering tablets in aduh to injectable

treatments [...]".
(Source:Novo Nordisk, Annual Report 2011. Financial, sbaia environmental
performance, pp. 18-19)

Connectivity of informationrequires a holistic representation of the firm’s
external environment, strategy, governance, oppiits and risks, resource
combination, business activities, performance amdré prospects. Connectivity of
information is based on the association of diffetgpes of information: financial,
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social, environmental and market information; quiative and qualitative

information; past, present and future-oriented nmfation; internal and external
communications; data and descriptions containedlifferent reports. In this

context, ICT can be useful to improve cross-refeeeand links among separate
documents and sources of information.

o The report of the Dutch insurance company Aegorcbittains an
example of connectivity of information applied tee trelationship
among external environment, opportunities and risksd strategy.
With reference to the key trend summarised as ‘v meorking
environment’, the company states that “The workplas changing
rapidly. Increasingly, employees want to work fompanies that share
their values and offer real career prospects. Tdeaiof a ‘job for life’
has almost disappeared, while new technology isngimg attitudes
and opening up new ways of working.

What are the opportunities™ we make the right changes, Aegon’s
workforce will become more flexible, more diversed,aultimately,
more effective. And we know that a more effectimkfarce will drive
greater innovation and better service for our cuséos.

What are the risks for us? we don’t make these changes, Aegon
risks losing its best employees - and failing toaat the new talent and

new thinking that will drive our company forward”.
(Source:Aegon, Helping make tomorrow, 2012 Review, p) 25

The principle ofstakeholder relationshipgequires the divulgation of information
on the nature and quality of the relations betwierfirm and its key stakeholders,
explaining in particular what the former does tmgider and satisfy the legitimate
expectations of the latter. This principle aimseahancing the accountability of
board members and managers as concerns the usepitH#is they are responsible
for, according to a mandate conferred by the firstiareholders, a contract with
external stakeholders or the social license toaipaecognised by the community.

o For instance, the British bank HSBC provides aboverview of
how it interacts with each category of stakeholdéfs.] Customers.
We serve 89 million customers in 85 countries agwlitories. We
engage with our customers through a wide varietyctwdnnels, from
written and electronic communications, to clientems, customer
panels and one-to-one meetings. Customer feedisatrlhaked across
our businesses and drives our business development.

Shareholders.With listings on the London, Hong Kong, New York,
Paris and Bermuda stock exchanges, shares in HS&8@ings plc are
held by over 220,000 shareholders. In 2011, HSBCararogramme of
906 senior executive meetings with representativiesnstitutional
shareholders in 27 countries and territories. Wddhalso meetings
with over 30 Sustainable and Responsible Investnestitutional
investors in London, Paris, Frankfurt, Boston angNY ork. [...]

NGOs. We engage with campaign groups on matters of share
interest. We are proactive members of a number wfistakeholder
forums, such as the Roundtable on Sustainable Ralpwhich brings
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together NGOs, businesses and financial investragree standards

of good practice for the sector. [...]".
(Source:HSBC, Sustainability Report 2011, p. 7)

The principle ofmaterialityimposes the disclosure of information on the msitte
that substantially influence the firm’s ability tweate value over time. Moreover,
the Framework requires that the materiality deteation process is explained in
the integrated report.

o An interesting example of the materiality detelation process is
provided in the sustainability report of the Solibrean firm Hyundai:
“Through the publication of the Sustainability Repdéor the last 2
years, Hyundai E&C is undertaking sustainable masmgnt in the
economic, environmental and social aspects. Toruhte the key
iIssues per area to improve the sustainable managewie Hyundai
E&C, the materiality of each issue was selectedugh a 3x3 matrix
from the ‘materiality for stakeholders’ and ‘matality for Hyundai
E&C’ perspectives. The materiality of issues wadegined in
accordance with the materiality analysis framewonkjich has been
used for Hyundai E&C since 2010. 18 key issuesobat total of 227
were selected, and the major reporting content deigrmined by the
significance on these issues [...]".

(Source: Hyundai Engineering & Construction, Sumhility Report 2012, pp. 8-9)

Even if an integrated report should provide all eniat information, it should be
conciseat the same time. To satisfy this principle, firmay use cross-references,
links to external information, brief sentences, atain language.

o For example, the British leading retailer Marks &pencers
employs the principle of conciseness in the opeparg of its annual
report, where it introduces its main KPIs. The fiaflso compares them
with the plans and the previous years’ results,vitimg exhibits and
graphs.

The financial performance is measured by the falhgwKPIs: Group
revenue; underlying Group profit before tax; Groppfit before tax;
Group earnings per share underlying earnings pearsh return on
capital employed.

The competitive performance is summarised by theridkket share,
average weekly footfall, percentage of populatiathiw a 30-minute
drive of a full line store, multi-channel revenuand international
revenue.

The environmental performance is represented bymireuse gas
emissions.

(Source:Marks & Spencer, Annual Report and Financial $t&tets 2013, p. 12-13)

Reliability and completenesshould guide the whole <IR> process, inspiring
complete and impartial information on all the tapidoreover, the report should
apprise the users of internal controls on infororatand external and independent
assurance.
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o The existence of external control on the reportslerlined by
Hyundai: “These selected issues and reporting aurmieere confirmed
by a third party verification institution for comphce with the 3

principles of AA1OOOAS: responsiveness, complesind,diversity”.
(Source:Hyundai Engineering & Construction, SustainabilRgport 2012, p. 8)

The <IR> process should also respect twnsistency and comparability
principles: the reporting policies (such as theesdn of KPIs) should not be
changed from one year to the next, unless a matiific could improve
transparency. In fact, consistency gives the pdggiltb compare the contents over
time. Comparisons among different firms can be asmducted when their
integrated reports comply with the minimum requiesnts of the IIRC Framework.

Chapter 4 presents some questions each firm isceeg@déo answer in order to
disclose all theContent elementeequired by the FramewdtkA general reporting
guidance is also provided as an operational suppdiie organisations.

Firstly, the firm should explain what it does analdar which circumstances it
operatesdrganisational overview and external environmeihe integrated report
should clarify some introductory aspects, suchudtsiie and values, ownership and
operating structure, competitive environment andketapositioning, with the
possibility to use appropriate KPIs. This sectitiowdd also refer to the external
context and the significant factors affecting tivenf from different perspectives:
legal, political, macroeconomic, commercial, sqcad@mographic, environmental,
technological, etc.

o Corporate values and culture drivers are stresbgdhe Brazilian
company Natura as follows:

“The culture drivers were created based on our Bsseas a guide for
our choices and mindsets. They are like tracks stgpwhat we need to
pay special attention to in our dalily routines.

The creation of these drivers was the result ofacgss that involved
the company founders, members of the executive ite@nand the
leadership team. We also drew on reflections frieenculture dialogues
held with 150 employees from all levels of the adbtrative,
operational and sales forces in 2009.

They are: commitment to the truth [...]; caring retats [...];
continuous improvement [...]; doing things well [..ijnovation [...];

sustainable development [...]; pleasure and joy [...]".
(Source:Natura, Report 2011, p. 4)

Then, the firm should describe igovernancestructure and its contribution to
creating value over time. The main topics conceadérship, board composition
and diversity, decision-making, ethical influenae tbe use of capitals, voluntary
adoption of corporate governance best practicesjumeration systems and
incentives linked to the use of (or changes in)déyatals.

o An example of corporate governance informatioprvided in the
integrated report of Eskom, a South African stateved electricity
public utility:

“Eskom’s corporate governance focuses on effectiethnical
leadership to integrate strategy, governance anstasnability. Eskom
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takes its strategic direction from its board of elitors. The executive
management committee is responsible for puttingsaes made at
board level into effect and overseeing the compargay-to-day
operations”.

Then, the report contains details on the board ioédaors and its
internal committees; moreover it provides linkshe corporate website
for further information.

(Source:Eskom, Integrated Report 2012, p. 28 ff.)

After that, an integrated report is expected taifglahe organisation’dusiness
model The document should pay attention to the maimtspactivities, outputs
and outcomes, as well as to the dependencies ticatstakeholders. Firms with
multiple business models — for example, one fohemarket segment — should
describe all the material ones, their interdepeai@snand possible synergistic
benefits.

o For instance, the business model of the Anglo-IDwonsumer
goods company Unilever is introduced as follows:

“Our business model is designed to deliver sustaliearowth. For
us, sustainability is integral to how we do busgds a world where
temperatures are rising, water is scarce, energgxigensive, sanitation
is poor in many areas, and food supplies are umagerand expensive,
we have both a duty and an opportunity to addrbssd issues in the
way we do business.

The inputs to the model, like those of all majockamed goods
manufacturers, are threefold: brands; people; apeémtions [...].

The outputs of the model are threefold: sustaineawth; lower

environmental impact; and positive social impaci’.
(Source:Unilever, Annual Report and Accounts 2012, p. 9)

A specific section of the integrated report shaliktlose the sources n§ks and
opportunitiesaffecting value creation over time, alongside wite methodologies
of risk assessment and the response adoptedjeasatplanned, in order to protect
the capitals. According to the materiality prineipthe report should underline the
risks with a high impact on the capitals, althodiggir probability of occurrence is
low.

A description of risks and risk responses is pregidy Unilever as follows:

Description of risk
Systems and Information
Unilever's operations are increasing
dependent on IT systems and
management of information.

We interact electronically with custome

What we are doing to manage the risk

yHardware that runs and manages cd
thaperating data is fully backed up wi
separate contingency systems to proy
rgeal time back-up operations should th

re
th
ide
ey

suppliers and consumers in ways wh
place ever greater emphasis on the n

cgver be required.
p¥de maintain a global system for t

for secure and reliable IT systems andontrol and reporting of access to o

infrastructure and careful management
the information that is in our possession.

afritical IT systems. This is supported by
annual programme of testing of acce

Disruption of our IT systems could inhik

yigontrols.

ur
an
2SS
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our business operations in a number|aWe have policies covering the protection of
ways, including disruption to salespoth business and personal information,|as
production and cash flows, ultimatelwell as the use of IT systems 4&dnd
impacting our results. applications by our employees. Our
There is also a threat from unauthorise§Mployees are trained to understand these
access and misuse of sensitive informatjdigduirements.
Unilever's information systems could b&/e have standardised ways of hosting
subject to unauthorised access whjdhformation on our public websites and
disrupts Unilever's business and/or leadsave systems in place to monitor

to loss of assets. compliance with appropriate privacy laws
and regulations, and with our own
policies.

(Source:Unilever, Annual Report and Accounts 2012, p. 38)

Another section should focus @trategy and resource allocaticim reach the
established goals. Among the others, the reportildhdescribe the performance
measurement system used by the firm, the influeicexternal environment on
strategy and resource allocation, and the factdrscampetitive advantage.
Furthermore, the report should explain how the HKieylings of stakeholder
consultation are considered when strategic planisicgrried out.

o For instance, the Crown Estate — a property owgeverned by a
British Parliament’s act — presents its sustaindbilstrategy and the
four pillars it is based on: “tackling climate chga and energy security
[...]; driving environmental value [...]; sustaining gonunities [...];
working together [...]".

For each pillar, the Crown Estate provides inforioat on the
approach adopted, targets, activities, investmenpgrformance

(compared with the targets), and next steps.
(Source:The Crown Estate, Building Strong Partnershipsivah Report 2011, p. 45 ff))

A section of the report should analyse the firpéformance compared to the
strategic objectives, and the effects on all theesyof capital. In this regard, the
IIRC suggests the combined use of qualitative exgilan and quantitative
measures (such as financial and non-financial Kétisnected each other to clarify
the relations among different capitals).

o BNDES, the Brazilian state-owned development baffiers an
example of information on performance, where we &m0 observe
how to connect details on environmental and finanaiesults:
“Migration to the Free Electric Power MarketThe BNDES falls
under the free power consumer category and in 2@igrated to the
Free Market. This change allowed for the purchade eoergy
originating entirely from renewable sources andoalepresented a

reduction in electric power costs of approximateR#o per month”.
(Source:BNDES, Annual Report, 2011, p. 219)

Finally, an integrated report should provide a fetoutlookabout the challenges
and uncertainties the firm could face, and the iptsssonsequences in terms of
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strategy development and performance. Forecasifeqgtions and KPIs' expected
trend can help the report users understand thefatevolution.

For instance, Novo Nordisk’s report contains fostsaf the economic impact of
a 5% movement in key invoicing currency during riest year:

Key invoicing Annual impact on Novo Nordisk’s Hedging period
currency operating profit of a 5% movement in (months)
currency
USD DKK 775 million 11
JPY DKK 170 million 12
CNY DKK 100 million 12
GBP DKK 75 million 11

Source:Novo Nordisk, Annual Report 2011. Financial, soeiatl environmental
performance, p. 13

Chapter 4 also requires the organisation to disclbsbasis for preparation and
presentatiorof its integrated report: the firm should providéormation about the
materiality determination process, the reportinquritary and the significant
frameworks and methods applied to quantify anduatalmaterial matters.

The final part of the Framework containgeneral reporting guidanceonsisting
in operating recommendations for implementing ibéhguiding principles and the
content elements. Among other things, the Frameworisiders the characteristics
of quantitative indicators, the distinction amorpis, medium and long term and
the consequent production of quantitative and tatale information, and
aggregation or disaggregation of information.

4. Strengths and Weaknesses of I ntegrated Reporting

Integrated reporting is undoubtedly innovative, nktsa to its principles-based
approach and emphasis on different types of capitaid it can produce various
benefits for the firm. However, there are also sameak points that could hamper
its adoption, so overcoming such weaknesses ieat ghallenge for improving
stakeholder relations management.

Generally speaking, a valuable aspect of integragpdrting is its contribution to
clarifying the relationships between financial ammh-financial performance, which
are sometimes underestimated by directors and meanhagarrying out an
integrated reporting process requires the orgaaisab analyse how it concretely
translates its strategy for long-term value cremtioto day-by-day operational
activities, which should benefit (or could hurtetistakeholders. For instance, a
description of R&D activities for the introductiai eco-friendly products — which
generate higher costs and lower profits in thetsteom — can enhance the firm’s
reputation as a sustainable-oriented company,catthee attention of the ethical
investment industry and increase the revenue imid@ium and long term.

Another advantage consists in the improvement sk nmanagement and
measurement methodologies adopted by the firm. elshdeexplaining the
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relationships between financial and non-financesdutts encourages to identify a
multitude of success key factors and correlatddkey factors, which usually refer

to social and environmental aspects too. Hencefinancial KPIs have to be built

and used for behavioural orientation of the persgnas well as to analyse,
evaluate and disclose the performance actuallyesedi Such a change in
performance measurement systems can be effectie ipresence of collaboration
among different units or teams within the organisgtin order to define the most
appropriate and understandable indicators.

Consequently, integrated reporting also stimulatdsetter comprehension and
acceptance of the roles accomplished by each ohavior unit in the process of
value creation. Moreover, it highlights the oppaity of involving such people in
decision-making and assessment processes.

Other benefits derive from the progressive emphasishe use of an electronic
format for the firm’s disclosure. Within the corpbe communication, the
integrated report connects and coordinates diftetygres of information. Indeed,
the integrated report contains concise informaten boards, procedures and
results; for the collection of further details, theport refers to more specific
documents divulged through the corporate webshanks to the Internet, the firm
can also involve the report users in a review @& #ttivities and performance
represented in the document, as well as ask thesstess the reporting process and
contents themselves: this is made possible by #tetaols for discussion and feed-
back (e.g. e-mail, social forums and blogs).

Alongside with the benefits connected to organiseti relationships, risk
management, performance measurement, externaloslisel and stakeholder
relations management, an integrated reporting gsocan also originate problems.

Considering the economic profile, the quantity avatiety of information
necessary for issuing an integrated report carrmdete a big increase of costs, if
the information is not organised in the best waypnk an organisational point of
view, collecting, preparing and transferring a é&rgmount of information on
different topics require significant training and/estment to improve the existing
information system. Moreover, high complexity oihmmunication could generate
confusion for both the personnel and the extertaeholders, if the reporting
process is not adequately carried out and perithgichecked. In such a situation,
the firm risks losing credibility and suffering rgational damages.

As specifically concerns the IIRC Framework, it plyeconsiders the integrated
report as primarily prepared for the providers iofhcial capital. This approach
typically refers to the shareholder view and ad@tsarket-oriented perspective;
so, it privileges the information needs of a wdkntified category of stakeholders.
However, this prevailingly shareholder-based natise compensated by a
comprehensive approach to corporate communicatishich promotes the
connection among different types of informationnée the resulting report seems
to be adequate to satisfy the knowledge needd ofradr stakeholders too.

The model proposed in the Framework is innovatiug, there is the risk that
organisations meet difficulties in adopting thenpiples-based approach. A more
detailed format could be more appropriate and &ffecfor example, a list of
fundamental KPIs would help the organisations cogeptheir own integrated
reports and would provide the basic conditionscfunparability among the reports.
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The suggested conciseness of a stand-alone irgdgnagport is certainly
functional for users looking for a comprehensiveereiew of the organisation;
however, it appears too generic and abstract, ankigmes even contradictory. In
fact, the assortment of information that shouldira#uded in the report makes it
very difficult to comply with the principle of corseness. The risk of redundancy
and duplication of information is high, particulafbr firms with multiple business
models: the basic unity of governance determinesdivelopment of common
elements that are shared by the different busimegkels, so it could be hard not to
duplicate information. Moreover, the integratedasuggested by the IIRC risks
increasing the complexity of corporate communiggtimecause it is not intended to
replace any other mandatory or voluntary report.

The capital-based approach is probably the distatgug feature of the
Framework. However, applying such a model couldvesy ambitious in many
organisations, particularly in SMEs, which are a&tomed to classify their
resources into only tangible and intangible asseithout introducing further
categories. Even if the capital categorisation @ gtrictly imposed by the
Framework, it constitutes the real innovation a$ rocess, so the lack of one or
more categories of capital would make the integra¢port less useful. Moreover,
many firms tend to overlook intangible resources naggment and
interdependencies; hence, they would probably deswhany financial indicators
together with prevailingly narrative explanationsiatellectual, human, social and
natural capitals. Summarising, the risk of unbalapguantitative information on
financial (and manufactured) capital and qualigiivformation on all the others is
concrete.

The recommended transparency on the materialitgroh@ation process is
appreciable: indeed, it is important to inform gtakeholders about the procedure
used to prioritise matters through an assessmemtaghitude and likelihood of
occurrence. However, this process is partially ectbje, particularly when it
depends on qualitative factors.

Another significant element of the IIRC Framewoekers to internal and external
controls on the reporting process and the intedragport. More than anything,
external and independent assurance seems to bebdabke mechanism for
demonstrating the reliability of an integrated népas recommended by the IIRC.
However, the Framework is vague as concerns theretsn development of
assurance engagement. In our view, the selecteglaas® provider could involve
representatives of the stakeholders to gather ¢cipgions on the increase, decrease
and transformation of capitals described (and nred3by the firm: the existence
of evidence of such variations from a stakeholdpost of view would prove the
reliability of the report. Moreover, assurance dtlaover the integrated report as a
whole: indeed, this approach is already used byrasse providers who certify
sustainability reports. Anyway, if the complexitfyan integrated report requires a
variety of knowledge and skills for the assuranaess, this could be managed by
a mixed team comprising financial auditors and etegi@ social, intellectual capital
and environmental reporting. Finally, the Framewddes not identify the criteria
for the most effective verification: in our opiniothose already defined by the
international setters could be a good referencedfample, ISA for the audit of
financial information, and ISAE 3000 and AA1000 Asmce Standard for the
audit of social, environmental and sustainabilé@garting).
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Also the request of details on the linkage betwemmuneration policies and
modifications in capitals in the short, medium adodg term stimulates both
appreciation and critics. Nowadays transparencycompensation systems is
imposed all over the world, particularly to largenganies. Unfortunately, we
forecast that few firms will divulge such details the absence of mandatory
provisions. As a matter of fact, even listed congaiend to be very concise about
their incentive criteria, which are often generfigaummarised as ‘performance-
based'.

5. Emerging I ssues Concerning Cor porate Communication

The advent of corporate sustainability principlesl dhe recognition of strong
connections among economic, competitive and saowrr@hmental factors have
increasingly emphasised the importance of forms efternal reporting
supplementing the traditional financial statemerdad demonstrating the
complexity of stakeholder relations.

In particular, academics and practitioners havenain interest in the contents,
updating and dissemination of corporate commurtdoagince the last decade of the
twentieth century, in order to overcome the patyiabf information that was
typical of documents focalised on specific aspettesponsibility. In this regard,
some reports promoting a continuous and effectnadyais of corporate structures,
processes and results have become more and mooetémip The integrated report
Is one of such documents.

An integrated report should be direct to all staltédérs and should permit them
to evaluate the firm's governance structures amdtegy, as well as the past,
present and future performance concerning finan@atial and environmental
aspects. In other words, suitable information stidug prepared to improve the
firm’s communication to stakeholders, by emphagisihe basic conditions of
unity, continuity and transparency.

Many organisations have worked on integrated rapmpriAmong the others, the
International Integrated Reporting Council has aesuworldwide consensus and it
is still playing a leading role in the debate thgbuthe development of a new
reporting framework. Such initiative is expected join the existent reporting
standards to create a broadly shared, coherenhtagtated informative structure.

The IIRC Pilot Programmes and the Framework of Ddwm 2013 are indicative
of the commitment to an advanced concept of repgrtpotentially aimed at
enhancing the effectiveness of corporate communoitat

As stated in the article, the Framework has a nurabstrengths, but it is not free
from weaknesses: in particular, it is primarilyeintled to meet investors’ needs of
information rather than implement correct principlef stakeholder relations
management.

The Framework represents a remarkable effort ferptiomotion and adoption of
forms of integrated reporting based on universsligred principles, which assure
strong comparability over space and time. The lamelvement of firms,
institutes, academics and practitioners in discgssexperimenting and perfecting
the model induces to expect further refining fromeaspective of transparency.
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However, the existence of a globally accepted t@mpmodel does not assure the
actual effectiveness of corporate disclosure. Idd#es depends on the adoption of
reliability and transparency logics in external coumication. Such logics require a
strong corporate culture, based on shared valugsspbnsibility in behalf of all
stakeholders and oriented to satisfy their need«knaiwledge and evaluation;
furthermore, they encourage participation and comper and guarantee
information symmetry.

The introduction of internationally recognised misdef integrated reporting
definitely supports the improvement of corporatanownication according to
sustainable value creation. However, implementinghsprinciples in different
operational contexts requires that firms overcorpaqoe and reticent behaviour
and avoid phenomena of information asymmetry whialour certain groups of
dominant stakeholders.

More exactly, the integrated reporting model shooéda guide for enhancing
transparency and overcoming the gap among comniioricaperception and
behaviour, among expectations and results, and @nrdarmation for different
users.

A number of scandals involving firms of industrsad countries have stressed the
lack of a responsibility-oriented approach of cogbe governance, based on a
modern understanding of the interactions betweerctiporate success over time
and the equitable composition of all stakeholder€rests. Specifically, firms are
often characterised by divergence between formalngibment to sustainability and
concrete behaviour: filling this gap is necessaryeally achieve effectiveness and
transparency in integrated reporting.
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Notes

! The Brundtland Report defined sustainable devetoyiras the one «that meets the needs of the
present without compromising the ability of futgenerations to meet their own needs».

2 For instance, the EU issued a White paper on enwiental responsibility in 2000 and a Green
paper on corporate social responsibility in 200hef, it promoted the establishment of the
European Multistakeholder Forum on Corporate Sdredponsibility (CSR) in 2002 and the CSR
Alliance in 2006: these initiatives still involverhs, trade unions, NGOs and the civil society.

¥ GBS was formally constituted in 1998 as the St@ipup for Establishing Social Reporting
Standards. It involves universities, professionalirils of chartered accountants and auditors,
financial audit companies and other agencies amerex In 2001 GBS published its first social
reporting standards, which were followed by severdearch documents. Further details at
http://www.gruppobilanciosociale.org/en/.

* The Italian Ministry of Labour officially started project on CSR and social commitment in
2002, in reply to the EU Green paper issued the lyetore. The project encouraged Italian firms to
publish a social report including a list of suggestKPIls on the relationships with different
categories of stakeholders.

®> Examples of topics to be handled in each ansveealap provided by the IIRC.
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