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Abstract

The recent (2016) implementation in the Italianigisl system of the European
Directive (2014/95/EU) about the disclosure of rorancial and diversity
information by large companies and groups is crufba understanding the need to
manage in a fair approach the transition to a glblaend sustainable economy
oriented to social and environmental principles.eThirective calls for a more
concrete proof of social, environmental and ethmaicerns that can be guaranteed
by integrated tools. Integrated reporting generdtapacts at governance level and
new set of transparent and intelligible informatishared with stakeholders favor
their engagement and allow understanding of theaswoole that the company was
always asked to play but not always has properljnmaonicated. Implementing
integrated reporting, a company might enhance @édfggmances, increase market
rating, build more effective bank-firm relationshjpand generate growing value,
both in perception and financial.

Keywords. Corporate Social Responsibility; Sustainabilitytelgrated Reporting;
Global Markets, Corporate Governance; Stakeholedatl®ns

1. Integrated Report System

In the contemporary scenario, some emerging¢steaid instances characterize
the panorama, both for society and firms. Globélhrehas changed the perception
of boundaries (Brondoni, 2014), affecting firmsoguctive behaviors due to the
increasing complexity of business and related ri€kebal markets call for greater
and more complex management and for a collaborgbvernance of supply chains
and stakeholder relationships (Vurro et al., 2@alyioni & Astori, 2013; Perrini &
Vurro, 2006). Such condition is combined with algibeconomic crisis (Brondoni,
2003), financial scandals, bottom-up instancesesponsible consumption, and
ecological sensitivity. This implies the comebagkfactors altered during the years
(Vitolla et al., 2016), modifies usual demands amdates new requests from
stakeholders, such as attention to and protectidmuman rights, respect for the
environment, economic durability, and consumerequtdn.

A new role of the private sector and in partcudf enterprises as “a decisive factor
in influencing environmental performance and loag¥t environmental
sustainability” (Cruz & Matsypura, 2009) is congtgrexpanding. Firms cannot
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avoid taking into account the impact of their aityivas the actual conditions do not
allow indifference to topics that are supranatienfdr instance, those included in
the United Nations’ Sustainable Development Goal¥l4)—of public domain,
interest, and discussion. More broadly, it is cléet “corporations play a critical
role in the overall health and functioning of sogie(Asif et al.,, 2011:1). The
traditional governmental function in responding docial needs is no longer
sufficient, and firms are involved in a greater trinution to find solutions thus far
designed at the political levelgmali & Mirshak, 200y Thus, the enterprise
becomes a dynamic actor in the development of welfavercoming the separation
between public and private concerns.

The consciousness of interdependency among ggonsocial, and environmental
purposes has determined an extended conceptioirned’ fcharge (Salvioni &
Bosetti, 2014), leading to the new idea of the glalesponsibility of enterprises
(Risso, 2012). According to Asif et.dR011), the dotted picture of contemporary
reality is at its foundation a matter of stakeholeationships. To be more specific,
there is a close connection between sustainablel@@went (Brundtland, 1987)—
considered as a responsible model of growth comdithie continuity of business
and a thoughtful use of resources—corporate swdigity and corporate social
responsibility (CSR). All these approaches are $eduon different levels of
stakeholders’ relations management. It is neitleéietred any longer that companies
have a univocal and unidirectional instance, narttedyexclusive maximization of
shareholders value, nor that this orientation is tloot of better financial
performance. Some myths have therefore been detaathd replaced by the
perception of firms’ function in and focus on calige and environmental instances
(Freeman & Parmar, 2017; Vurro, 2014; Salvioni &ds 2013; Campbell, 2007).
The effectiveness of relationships with stakehadeand, generally, the
implementation of social and environmental concehes led to an integrated
concept of responsibility (Freeman et al., 2010viSai & Bosetti, 2014).

Looking at the simultaneous social and commereisponsibility of enterprises
(Venter et al 2017) from this point of view, a new demand fansparency is clearly
growing. Transparency is the evidence of how and/tat extent firms take into
account the needs expressed by the market, ingestakeholders, and consumers.
It is therefore the symbol of enterprises’ actastias well as a unique opportunity to
communicate the sustainable approach, shedding bghgovernance policies,
spreading ethical principles and achieved goallwi®@a & Bosetti, 2014). Reporting
tools are nodal: it is necessary to reconceptugheen as comparable models of
corporate communication.

A significant observation is suggested by Mil@015): the popularity of
sustainability reports has increased since thediacrisis (2008/09). In this regard,
however, the acquisition and implementation of mestances in enterprises’ daily
life and operations must be considered a turningtp®he disclosure of these issues
should not be relegated to a role of “parachute’cfgical moments. Conversely, it
must be constant: only in this way can the commatito about a sustainable
approach become comparable, turning into a steaalpgilie with the context
surrounding the enterprise and its stakeholdersa asflection of a consistent
sustainable programmatic line.

In addition, the evolution of legislation, pattiarly at the European level, confirms
what is illustratedOn November 15, 2014, the European Directive 95pudnished
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as an amendment of previous Directive 34 (EU Divect2013), with the aim of
increasing the significance, consistency, and coaipiity of non-financial and
diversity information disclosed by defined undemajs and groups. Regarding the
disclosure of such non-financial information, therépean Parliament emphasizes
that it “is vital for managing change towards ataumable global economy by
combining long-term profitability with social jusg and environmental protection”
(EU Directive, 2014). This remark was already in@d in previous documents, such
as the European Communication “Working togethecrweate new growth” (EU
Communication, 2011), in which a future legislatie®| for the transparency of
social and environmental information provided bynpanies was proposed as an
insurance of the comparability and equality of dbods. The purpose was to
promote the development of businesses oriented @ce nethical, social, and
environmental interests, beyond the “legitimate squr financial gain” (EU
Communication, 2011:14). It is not just a matterdafsigning, providing, and
implementing reporting tools. Vice versa, througbse instruments, the aim is to
achieve higher purposes. On the one hand, theigaalcreate a culture oriented
toward sustainable development that must be redorieough appropriate
statements. On the other hand, the same tools lealements guiding the
governance and management choices. In its resolatio February 6, 2013, the
European Parliament acknowledged the relevance wudinbsses spreading
information on sustainability, identifying relatedks and opportunities in terms of
investors’ and consumers’ increasing trust. Thiscldsure combines long-term
profitability with social justice and environmentptotection goals. Clearly, the
proper implementation of corporate social respaligiqfCSR) can speed up—in
particular during a global economic crisis and igrawing globalized economy—
customers’ confidence reconstruction and a consggeeonomic recovery. The
typical risk of information asymmetry could be mated by good disclosure
policies. The “composite, organized and cohesivenfdGarcia-Sanchez, Noguera-
Gamez, 2017) of an integrated report is surelyesgia because it provides additional
high-value information influencing shareholders wiieey have to choose where to
invest. This approach is a new paradigm that tak&s account tangible and
intangible elements (Brondoni, 2010, Risso, 20T assumption of environmental
and social responsibility can create the basisfirm’s success. In this sense, the
evidence of the continuity between a “good corporagsponsibility and good
corporate governance” is realized by the incorponadf CSR into daily operations
and financial strategies, that is a concrete arld development of CSR (EU
Resolution, 2013; Salvioni & Bosetti, 2014). Inglsense, both from an instrumental
and a normative perspective, the implementatio€8R is justified as a strategic
instrument for improving financial performance aa&la moral pressure over and
care of stakeholder needs (Asif et al., 2011).

The aim of the paper is to frame the purposesgmals of integrated reporting,
highlighting the extent of integration between népdhat differ in their focus and
nature, allowing more readability and comprehefigfbof financial and non-
financial information by all groups of stakeholdefhie focus will be put on the
impacts that integrated reporting generates ajdlrernance level and how new sets
of transparent and intelligible information shanedh stakeholders favor their
engagement and allow the understanding of the Isaml@ that the company was
always asked to play but has not always propengroanicated. This analysis will
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highlight how, by implementing integrated reportimgcompany might enhance its
performances, increase its market rating, and gémegrowing value, both in
perception and financially. The article is struetiras follows: the next section
presents some developments of the concept of C8Rharintegration of social and
environmental instances in an enterprise’s cultltrevill be explained how the
concept of standards of responsibility represemtatias changed over time and has
positive and critical elements. The Italian Decre€254 on December 30, 2016,
which implements the European Directive, will bealgmed in the third section,
highlighting several unique elements. Accordingi®norm, Italian enterprises have
the opportunity to choose or build their own repmgyttool. The law stimulates, in
this logic, the sensitivity of the individual ecan actors and—according to the
European Directive—allows the drawing up of inteégdareporting to enterprises
who are not obliged by the law. Such perspectivddcbe a great and interesting
opportunity to spread sustainable approaches irextensive field of small and
medium enterprises (SMES).

2. CSR Standards: From Complianceto Integration

“The vibrantly growing stream of research on C&Rmali & Carroll, 2017) is bi-
univocally linked to the abovementioned increasiagial role played by enterprises
(Salvioni & Bosetti, 2014). Campbell (2007) argubsat corporations are more
socially responsible if they operate in an envirentrwhere important publications,
business school curricula, and other educationali@® institutionalize the need for
such comportments. There is a correlation betweesearch, training, and
implementation on these topics: the first two relcand describe the observed state
and, at the same time, stimulate the penetratia@oohected culture. According to
Visser and Kymal (2015), business is a “part ofdbleition to our global challenges,
rather than part of the problem.” The authors abgrsisome theories as the
foundations of integrated value creation (IVS), ethithey define as a tool for
innovation and transformation. The evolution of ogpts about business ethics and
responsibility, among which stakeholder theory @fnan, 1984), triple bottom line
(Elkington, 1994), and the creation of shared vdRmrter and Kramer, 2011) lead
to this new approach to “how” integrate. Betweern #even steps of the IVC,
integrated reporting is crucial and essential, & What will ensure that
implementation is happening and that the compaayssbon track to achieve its
transformational goals” (Visser & Kymal, 2015).

In this scenario, the thus far illustrated nesdnformation—integrating financial
and non-financial data—cannot be satisfied by tiaatl reporting models because
of the number and nature of dimensions that aferéifit, partly new, or thus far not
considered in an integrated way—corporate govemasstainability, etc. (Garcia-
Sanchez & Noguera-Gamez, 2017; Jamali & Carrolll 720 Good practices in
corporate governance are associated with the dquaemid quality of enterprise
disclosure (Venter et al., 2017), and many autlhoiderline a causal relationship
between the implementation of integrated reportirgy, social recognition
(Campopiano & De Massis, 2014), and a long-termtigaity in investment
(Serafeim, 2015). Although this approach is redidaa it is not integrated and
limited to the enterprise's point of view, many heurs recognize the benefits,
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strategic advantage, and increase in financialopmadnce that derive from the
implementation of CSR policies (Corazza et al.,20dampopiano & de Massis,
2014; Besser, 2012; Porter & Kramer, 2011; 2Q@6nali & Mirshak,2007; Perrini
& Vurro, 2006; Brondoni, 2003; Margolis & Walsh, 28 Burke & Logsdon, 1996).
This would not be possible—or would be more compleithout adequate
reporting tools, which thus become not merely mmaiged instruments, but
strategic factors for communication and expressadrehoices in and even support
for the governance. Between strategic benefitgrtgg CSR actions in particular is
a key factor for high visibility and good reputati@Campopiano & de Massis, 2014,
Young and Marais 2011; Fombrun et al. 2000), abeitomes a kind of self-
observation for enterprises (Perrini & Vurro, 2013)

The subject of standards in reporting raisesesoamcerns and critical issues. A
fundamental element is expressed by Asif et alLl{20the measurement of CSR is
based on “the axiom ‘what gets measured, gets nealfiagt is necessary that the
activities described derive from policies that esally adopted, with quantifiable
evidence. This implies an approach not only complia standards: it concerns
policies actually realized as well as the posdipito record any results. It is,
according to Perrini and Vurro (2013), a matteneiv skills: the increasing number
of stakeholders complicates business decisionssm@d to their instances. This new
situation calls for the capability to analyze stakdders (Asifet al, 2011) and -
through reporting - to inform about the respongipgpectrum and effectiveness in
relationships (Perrini &Vurro, 2013). Accordingde Colle et al. (2014:178), CSR
standards are an “intricate jungle” with severalvdvacks:

- the obsession with compliance, as an excess ofoooity and a lack of
flexibility

- the over/miscommunication of data, as the loss aufu$ on purposes in
communicating data and, on the contrary, the iresurg of a “carpet-bombing
syndrome” (Elkington, 2002)

- the reduction of measures of results to proxies wuéhe impreciseness of
dimensions of CSR standards and their immeasunabili

Salvioni and Bosetti (2014) identify some diffiites associated with the
assortment of information and risk of redundancyanidition to considerable
requirements for investment and training.

The concept of integrated reporting emerged ifrSouth Africa in 1994, the first
experiments were followed by the foundation of timternational Integrated
Reporting Committee (IIRC) in 2010, which was tllenamed to the International
Integrated Reporting Council in 2012. In 2013, tnsup published the international
integrated reporting framework. According to Riahadowitt, Chief Executive
Officer of the International Integrated Reportingu@cil, “it helps reporting to
become a tool for understanding and quantifyingdterm value rather than a box-
ticking exercise to satisfy governments and regusdt(KPMG, 2017:25). The IIRC
defines an integrated report as “a concise commatioit about how an
organization’s strategy, governance, performandepanspects, in the context of its
external environment, lead to the creation of valuer the short, medium and long
term” (IIRC, 2013). The concept of integration gbeyond the tool for disclosing
information and extends up to an “integrated thgki(IT). The concept frames
“the active consideration by an organization of tationships between its [...]
units and the capitals that the organization usedfects” (IIRC, 2013:2). Capitals
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chosen by the IIRC are financial, manufacturedgeliettual, human, social,
relational, and natural and represent stocks afievdhat a firm’s activities can
increase or decrease. The aim of IT is the comioinatf decisions and actions to
create value over the short, medium, and long term.

The use of this report is remarkable in numéteans. Two thirds of enterprises
studied in the KPMG CSR Report 2017 have usedriirfftegrated reporting and
reflect the concept at the base of the integrapguloach: the framework “does not
prescribe specific key performance indicators (KRiseasurement methods or the
disclosure of individual matters. Those responsifile the preparation and
presentation of the integrated report thereforelneexercise judgement, given the
specific circumstances of the organization” (IIRXD.13).

3. Integrated Reportingin Italy

In their recent analysis of the Italian stateafhation to the integrated reporting,
Gesuele and Pozzoli (2017) underline two fundanhguat@s of what they define as
the last frontier of communication. The first airh tbe integrated report is to
assemble financial and non-financial informatiorstionulate an external judgment
on performance and value creation over time.

The second is related to empowerment and legiiom: the document orients the
firm’s management and gives evidences of positiugpuis from enterprises.
Integrated reporting is functional for disclosui@'Hste et al 2013), supports
systematic management, and reflects a real infegraif the above-presented
dimensions. The application of integrated reportmigaly is very limited: according
to Camodeca and Almici (2017), only 6 Italian lgsteompanies out of 338 are
presently applying it. The condition is next to kga due to a new norm coming into
force. As mentioned above, the Legislative Decre25d of December 30, 2016 is
the implementation of Directive 2014/95/EU of ther&pean Parliament and of the
Council. The legal instrument makes some amendnterite previous Legislative
Decree n. 58 of February 24, 1998 (“Testo unicdedeisposizioni in materia di
intermediazione finanziaria”) adding the referetwdiversity policies (in paragraph
2, letter “d-bis”). In compliance with the Europedbdirective requirements:
“reference to the average number of employeesnbalsheet total and net turnover,”
the addressees of the decree are as follows:

1. public interest entitiéswhich have had on average, during the year, deum
of employees greater than 500 and have exceedeof dimese two limits:
a) € 20 million of balance sheet,
b) € 40 million of net revenue (sales and services)

2. parent company of a large group.

In the first case, the enterprise will have toduce a non-financial individual
statement, while in the second case, the reportowiconsolidated, including data
about parent and subsidiary companies.

The Directive 2014/95/EU has indicated the fwlltg requirements for the non-
financial statement for large undertakingsontaining information relating to at
least environmental matters, social and employégted matters, respect for human
rights, anti-corruption and bribery matters [...] aescription of the policies,
outcomes and risks related to those matters [...¢. Adn-financial statement should
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also include information on the due diligence pss®s implemented by the
undertaking, also regarding, where relevant and gadionate, its supply and
subcontracting chains [...}"

In the event that firms are required to preparen-financial statement, the EU
defines the following contents to be consideredirenmental matters, health and
safety, renewable/non-renewable energy, the useeswurces, gender equality,
working and social conditions, and the impact anevetbpment of local
communities.

In applying the European standard, the Italianréle maintains the same items
listed above and tracks the direction to folloVassicurare la comprensione
dell’attivita d’impresa, del suo andamento, dei istisultati e dell'impatto dalla
stessa prodotta’ (to ensure the understanding of the business Bgtivis
performance, its results, and the impact of itglpots).

This must be done by describing at least:

a) the business model for the management and aag@m of business
activities;

b) the policies pursued by the undertaking, thelteachieved through them,

and the relevant key indicators of non-financiafgenance;

c) the main risks arising from or arising out oé tAbovementioned issues

deriving from the activities of the undertaking.

Two main central issues emerge: the relationbbigveen the business model—
that is the guide structure of the enterprise—aedjbvernance behaviors compared
to the issues on which the norm insists. This,aict,frepresents the most direct
connection between currently established elemeamdstlze real implementation in
business’ practices and operations. The clearer—taldeeing closer to the actual
implementation—such a description is, the morecgiffe the reporting tool will be.
The choice of key indicators, in this sense, ishcdte passage. For instance, de
Colle et al. (2014) exemplify the risk by descriptnaining: the number of hours per
employee provided by an organization is not exhegisas they do not describe the
guality of teachings or enhance knowledge.

Regarding the placement and therefore the lityilgiven to the statement, two
solutions are proposed. The first option is toudel it in the management report
marking the new section that would be created. dther possibility is the creation
a separate report, also marked as in the sectitreabove report. Even if there is a
choice between the two options, the need to emphasimpliance is equally clear.
This is, on the one hand, a purely normative irtthca but, on the other hand, it
becomes a guide in consulting the document. Thétr@sany case, is the immediate
readability of information integrated in this nevwodel. The non-financial report is
published, together with the management reportthen Business Register. The
required contemporaneity is a sign of the willntegrate, avoiding the physical and
temporal gap or data dispersion. Conversely, taesanmediately available and can
be linked, with a view to constantly tracking tlehigved results, eventually with the
opportunity to analyze trends over the years.

Since the introduction of the Decree is recénts necessary to wait for the
publication of the documents related to 2017 to enaknationwide assessment of
novelties brought about by the law.

It will be interesting to see what main standaitil be chosen. The EU Directive
suggests“national frameworks, Union-based frameworks such the Eco-
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Management and Audit Scheme (EMAS), [...] internatitameworks such as the
United Nations (UN) Global Compact, the Guiding reiples on Business and
Human Rights [...], the Organisation for Economic Queration and Development
(OECD) Guidelines for Multinational Enterprises.ethinternational Organisation

for Standardisation's ISO 26000, the Internationabour Organisation's Tripartite

Declaration of principles [...], the Global Reportidgitiative, or other recognised

international frameworks.”

The ltalian Decree n. 254 admits standards amdkgnes issued by supranational,
international, or national bodies of a public ovate nature in the measure where
they are appropriate to the EU instances. In theesaay, is possible to apply an
“independent reporting methodology”: a composite cmsisting of one or more
reporting standards and of additional performangeciples, criteria, and indicators,
individually identified and supplementary to thaseeady set out in the adopted
standards. The choice of a specific standard wealdlate the usability of such
framework or highlight weaknesses or limitationgeirms of practicality or resources
needed to set up a conforming relationship. If b@obption were to emerge, it would
probably reflect local cultural peculiarities. finally, the majority or a significant
number opted for a stand-alone model, it would éeessary to deepen the analysis
to identify the structural features—Iimited prolddl@is—and to understand the
motivation behind the choice.

European disclosure requirements apply only dmes large undertakings and
groups, in accordance with the principle “think #nfast” (EU, 2014). Such
orientation clearly has the goal of not aggravatimg activity and interfering with
resources of SMEs. Likely due to the particulaiarat! entrepreneurial context—
strongly characterized by the presence of SMEs—Hihlean Decree offers the
integrated reporting opportunity to different econo actors not included in the law:
“i soggetti diversi da quelli ricompresi nell’ambitdi applicazione [...] che, su base
volontaria, redigono e pubblicano dichiarazioni imdluali o consolidate non
finanziarie e che si attengono a quanto dispostbpdesente decreto legislativo,
possono apporre su dette dichiarazioni la dicitdiaonformitaallo stesso”(other
different subjects [...] that voluntarily preparagoublish individual or consolidated
non-financial statement and that comply with thgidetive decree, may insert a
declaration of conformity to the decree).

This is a remarkable opportunity, as the capillgeographic and numerical
distribution of SMEs potentially extends the ainfighee Decree. In addition to the
increasing compliance with the standard, the magportant result has two
implications. First, the dissemination of the crdtwnderlying the application of
European legislation allows its acquisition in tm®st distinctive sector of the
economic national scenario. Second, SMEs, for titicular characterization and
uniqueness, can identify models, integrations, spetific reporting solutions that
can become replicable good practices in other gtgnd business dimensions as
well. In any case, this is, at national leveinajor challenge whose effectiveness
will arise if the application of the Decree willtnoe interpreted in a residual way as
merely compliance, but as a "constructive and diarlary vision of the non-
financial statement" (Zambon, 2017).

4. Conclusions and Emerging I ssues
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New instances within the current globalized scEn require enterprises’
contribution to the construction of welfare by rspi@ning their role in society.
Combining environmental and social instances inf@ss activities responds to and
calls for demonstrating the response to emergimgisiet highlights the capability
to contribute to sustainable growth over time amghare value with stakeholders.
This requires new communication actions, among e integrated report is a
tool that integrates various instances and giveibility to governance choices and
actions consistent with a new business function.

The study was meant to contextualize the Eumopegislation and its recent
application at the national level, highlighting g®als and opportunities. Many
remarkable issues arise that will be interestingrtalyze when the first documents
required by law are available. First, it will baicral to understand which tools and
standards will be used by firms to keep or builgk@fve relationships with their
stakeholders. At the same time, SMES’ choice toamalry adhere to the regulatory
guidelines might be a testbed for the diffusiomallture geared toward sustainable
development. Flexible models and good practicesrgimg from SMEs could be
replicable even in firms of different dimensionsdatontexts. Surely, a content
analysis of reports produced by the end of 2017 beilenlightening to understand
how companies consider themselves with respeatdntified issues and to what
extent the new social function of companies isactu

According to de Collet al. (2014), this moment must be considered a milestone
for “organizational self-discovery,” understandititat the legal requirement of
evidence of a sustainable business approach gogmdbeahe question, “Am |
following the rule?” and must lead to, “Am | doittge right thing?”
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