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INTRODUCTION

INTRODUCTION AND MOTIVATIONS OF THEPAPER

The lastdecades have been characterized by an increasing demand famamanal information
( NFI1) by compani esd6 st aYeard detedngmedsan arisiftgi need fola s
organizatims to change their patterns of communications and therefore repamtgrgvironmental,

economic, governance and social performance.

Consequently, many initiatives have been developed to innovate theotraldiéiporting towards the
integration of finan@l and accounting information reporting with Aiomancial informatiom. Among

them, me of the most interestings t he |1 1 RCés I nternational <
combination of Integrated Thinking amategrated Reporting, and focused on the assassaf an

organi zationdés ability to create value over t

The spred of the InternationatIR> Framework has been accompanied by both praises and criticisms
from reporting organizations, scholars and o#fiiekeholders, that with time passing by are beng

more familiar and critical on it.

This studyis therefore aimedt analyzing the=rameworkproposed by the [IRG;apturingits main
challenges and opportunities from the pahview of different stagholders together withinsights

on the way thewre reacting to it.

Thepapemwill analyze two case stliesof two Italian organizations that have taken part in20&1
|l l RC6s I ntegrated Re produded Intggrattd RepodimceRhdiocsgreleasame  a
of theFramework The analysis deamstrates the strong flexibility har act er i si ng t he
adoption andeflects on thability of the<IR> to induce an internal changéthin firms adopting it

towards more sustainable practices.



STRUCTURE OF THE STUDY

Thestudy will be struaired in5 chapters as follows.

Chapter 1will overlook at the maitheories on sustainability and sustainability reporting produced
overtime, eventually analysing the most relevant sustainability framewaddigedowadaysn the
international corporatenvironment, highlighting their pros and cons.

Chapter 2will deeperthe topic of sustainability reporting by tackling the minemeof this study:

thel | R [Dtéreational <IR>Framework. The chapter wat first look at the journeyeading to the
ideaof Integrated Reporting, fundamental principle of the Framework, then analySethework

itself in all its components, and finally provide a literature review on the main criticisms and
opportunities idetified since its first appearance.

Chapters 3and4 will present two case studies on the concrete application ¢irimeeworkby two
leadirg companiesrom the Italian landscapearticipants irthe2011l | RC6s I ntegrat e
Pilot Programme: Atlam and Terna.

Chapter 5will draw the conclusionsf the study.



1 SUSTAINABILITY IN THE CORPORATE ENVIRONMENT

The purpose of this chapter is to guide the reader through the theories that over a time span of more
than fifty years tried tdéackle the increasingly important theme of sumhility and itsrelationship

with firms.

1.1 FROM CSR TO SUSTAINABILITY REPORTING

Sustainability and sustainable development are themesttréed to gain the attention of

research in social sciencdarsing from the second half of the®6entury

It is interesting to consider how some enl i g
sustainabilityevenearlier, in the mid to late 1800s the industrial revolution companies were facing

the challenge to enhance and improve their wodgsductivity while the raise of social issues such

as poverty, exploitation of children and women and labor unrest was showing the dark sides of the
factory system in a still very unregulated market.

On thistopic, Adam Smith, one of the first relevanittzors ofeconomic thought, wasaattentive
observer of the British society of the 1800s and careful studied the dynamics underlaying the market
interactions between subjectseiloroner 1999)He studied the way wealth is eted and distributed

within societies of different natiorss well ashe way governments in different countries can be

enhancing or slowing down the economic development of the former.

Adam Smith is usuallgonsidered an enomist against the modern ideafscorporate and social
responsibility cause associated with the metaphoric concept of the invisible hand guiding markets.
The famousonceptintroduced by Smith in his bodlhe Wealth of Nationsuppors a free market
scenario in which economic actersehaving and interacting in accordance to their own personal
interest, eventually reach an autonomous market equilibrium without the influence and control
imposed by governmen{$he Economic Times 20197 his the economicystem that found great

success in the 1800s thanks to Smith aswhlly referred taslaissezfaire.

At the same time though, Adam Smith wrote in 1759Ttheory of Moral Sentimenta study that

precedinghe more famou$he Wealth of Nationstarts exjoring the general systems of morals and
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their connection with a true liberal society. Smith points out hovsithe qua norof a sustainable
liberal society is to be found in tihearts ofits citizen andmthe measure by which they act according

to seniments of justice and measufevensky 2005)Self-interest, not as a sheaminded selfishness

in the realization of any sort of market transactions asugense ahoralrespettowards the others

and their freedomis the frst and rightful requirement to achieve socially beneficial results and a
sustainable society. In this way Adam Smith can be considered a first sustainability activist of more
than two centuries ago, able uaderstand the value of sustainabibtyd integated sustainability

thinking as toda to implement fair markets conditions and support societal progtgsssky 2005)

Before the 1950s though there is not a real theorizatighe relationship between society
and firms. In the yearsup until the1950s there are examples of a philanthropic and socially
responsible behaviors, but mostly relateglbdanthropic behaviors in which companies would be
engaging in acts of donatidar the support of social causes relat/to speific community groups
or to the general community itsé€arroll, A history of corporate social responsibility: Concepts and
practices 2008)

Following the 1950s, usually refed to as thehilanthropicera, the period betwadhe 1953 and
1967 is classified as ttevarenes®ra, a period in which social issues raise an increasing attentions
all over the world leading to a more concrete recognition of the important role aodsiedfy

attributable tdousinesses within comumity affairs(Murphy 1978)

The first relevant document to unfold the
attention to the social responsibility of businessmenagtiblication from Howardowen in 1953
Social Responsibilities of the Businessmahe assumption on which Bowen based his analysis was
the acknowledgement that many large firms were relevant safiteower and decisiemaking, so
that consequently tlyecould exercise eelevant influencewith their strategies and business actions

on thelife of citizen in their society.

Bowen create therefore a first definition of CSR, or, to be more precise, of Social Responsibility
(henceforward SR), as the corteradefinition of Coporate Social Responsibilitwas formally
defined many years af t eRespBneibiides 6f the Busimedsnzow@m p a g
writes(Bowen 1953, 6)

Anlt (SR) r ef er dusihessmentogpursub thosegpalitias,dommakediésisions, or
to follow those lines of action which are desirable in terms of the objectives and values of our

society. o
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Bowerd first formalization of CSR was not immune criticisms fromthe academic®f his time.

Among them,Milton Friedman wasamongthosemoedeci si vely chall enged
asserting that the creation of monetary value for those investing in the very same corporation was the
only concrete social responsibility that the fiinuhihe t er m fAsoci al 0 was th
a small cluster of stakeholders, in contraposition with Bowen wider meaning of it. Friedman pushed
his criticisms even further by not only disagreeing with the ideas of Bowehytaiteling them as

a cacrete threat to the very foundation of the ecomosystem of the times, that saw in the free will

of enterprisesin essential variable to foster progress and gr@@iiang 2017)

Even if theravere no more relevant discusssamCSRb ef or e t he 1960s,asBower
crucial for opening academic discussion on the responsibility of a firm towards society and on the
strategies by which organi zat issuggestionsanrsteatpgiemne n t
suchthe change of composition of boards of directjdine use of social audit, the righteous formation
necessary for management to acquire a dgeaiasponsibleziewpoint whenrunning a compangr

the creation of a moral coad business conduct would findfertile ground in the following years

(Carroll, A history of corporate social responsibility: Concepts and practices.2008)

A solid breakthrough in the evolution and definition of CSR came il ¥8th the study
Social Responkilities of Business Corporationsonducted by th Committee for Economic
Development ljere forward CED)The nonprofit busines®ed policy organization had since its
foundation in 1942 analyzed the American society andatws governing it, in order toefine

appropriate strategies able to promotesianable economic growth for the country.

In accordance to the mission of the organizatits, 971 publication emphasized the changing role
of firms within society.Instead of being considered only as erémproducer of goods and services
the CED pointd out the responsibility of firms in serving the needs of society to the satisfaction of
society itself. As a main servant of society, the effectivenessrof héd be determined by the ability

of the former to adapt to the different and constantly eumvneeds of its public, the main character

of this dialectic proceg&llerup Nielsen 2007)

The idea of CSR of the CED was orgaeu in three concentric circles: an inner, intediate and

outer circle. The three, metaphotich y r epresenting a companyds s
operational activities of the core business to the role played within society, defined théfiarest d

levels of social responsibility of therm (Carroll, A history of corporate social responsibility:

Concepts and practices 2008)
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o Responsibility for the efficient execution of the economic funefiozducts and economi
growth.

0 Responsibility to operate with a bueis model sensitiveowards the transforming sedi
values and priorities.

o Responsibility to become proactively involved in challenges faced by the social environment.

Despite the progresses made by the CED in shifting the focus from social responsibditial
responsivenegsCarrol I, A Three Dimensional Conceptua
1979) the question that had nboéen faced was the one of reconciling a firm economic orientation
with its social oneA theoretical frameworkacing the issue, an which manyacademics refer
came from Carrélin 1979 with the fourpart framework of CSR in the publicatioAk Thr e e
Dimensional Conceptual Model of Corporate Social Performamhegel991, the same Carroll
extracted the foupart definition and recast it in é¢hform of a CSR pyramid Car r ol | Ca
pyramid of CSR: taking another look 2016)

Be a good corporate citizen Desired by society

Philanthropic
Responsibilities

Do what is just and fair,

Avoid harm pecied by society

Ethical
Responsibilities

Obey laws &
Regulations
by society

profitable Required by society
Economic Responsibilities

Figure 1 (source: https://ecampusontario.pressbooks.pub/businessfuncdn/chaptertatidis-corporatesociatresponsibility
pyramid/)

The CSRpyramid is composed by four categories that idertig/four different types of existing
social responsibilitiegCarroll, The pyramid of corporate social responsibility: Toward the moral

managenent of organizational stakeholders 1991)
12



o Economic Responsibilities.

The economic responsibilities of the firm are related to the basic function of it: the sustainable
production of goods and services for society. As being the basic economic umisotiaty

the first duty for a firms to be profitable and maintain a high level of competitiveness and
operating efficiency in order to be able to survive and benefit society overtime.

0 Legal Responsibilities

The legal responsibileés come as consequégit to the economic one. The firm, in the
fulfilment of his societal function in the sustainable production of good or services, has to
operate in accordance to the ground rules set by regulators. Carroll refers to the legal
responsibiliies as codified ehics embodying the basic notions of fair operations as
established by our lawmake(€arroll, The pyramid of corporate social responsibility:

Toward the moral management of organizational stakeholders.1991)
o Ethical Responsibties.

Despite seemingly similar to the | egal res
of doing businesso it i's | ess about t he
encompass acting ethically and morally. Thecatlresponsibilites requirea firm to be open

minded regarding the new or evolving ethical/moral norms developing within society and,
from another point of view, the ethical one is a dimension that is firmly pushing forward the

legal responsibility categy to broaden anfbrmalize the evolving values of society.
o PhilanthropicResponsibilities

Philanthropic responsibility is the most discretionary and voluntary form of responsibility for
a firm, as well as the theoretically furthest one to the ne@tution of the coreusiness of
an organization. This category pushes firm to become exemplary corporate citizen by

engaging and actively support the promotion of human welfare and goodwiill.

From a literature point of view, it is to be underlined thatdbevelopment of thedmework
in the recent years lead to a reconsideration of the domains composing it. In 2003 Schwartz
and Carroll rearranged the original four categories framework and reduced them to three:
economic, legal and ethical. The philanthcodimension was incograted in the ethical
category arguing that philanthropy could be conceptualized in both ethical and discretionary

terms(Carroll, A history of corporate social responsibility: Concepts and practices.2008)
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An alternative them#o the one ofCSR in tackling the role of firms within society was the
StakeholderTheory, conceptualized in 1984 by Edward Freeman in his public&icategic
Managemeni A Stakeholder ApproaciThe theory from Freeman has ovike years become a
refement for research in the field of business ethics, deggitearly classification as a theory
focusing on strategimanagementand has to be considerad regardto the modern evolution of

sustainability within the firm.

As the title of the theory suggis,itsc ent r al focus is represeemahed b
points out the necessity for firms to s-treng
traditional 0 or secondary grsenyrenmenthl orgazadidne h ol d
or other groups with specific interest, instead of sinfplyusing ontraditional stakeholders like

suppliers, employees and custom@neeman 1984)

The StakeholderTheory sees i n s har eh ginayobjetiveonadirendos f u |
achieve its long and sustainable lelegm survival and tdulfil its strategic needs. The challenge for

the firm lays consequently in being able to understand and respond to the pressures of every
shareholder, social and ndhat overtimanteracts and gets involved arelationship with thérm

itself (by nonsocid stakeholdershe reader shall refer to the natural environment and future

generations).

From the 1990s on,theh eme of CSR doesndt ugonofgelegants r e
additional contribution to its formalization. As the 1980s were charaatieliz¢he development of
a complementary strand exploring the relationship between the firm and the external environment,
also the 1990s see the development dfitamhal themes and concepts that use the academic
achievements in the study of CSR as a bagddlock for their developmeri€Carroll, A history of
corporate social responsibility: Concepts and practices 2008)

The strengthenmpof the concept of sustainable development in the context of corporate sustainability
comes after the release of the Brundtland re@art,Common Futuren 1987 by the United Nations.

The report, named after the former Norwegian Primeidien Gro HarlenBrundtland Chairat that

time of the World Commission on Environment and Development (WCED), provides one of the most

popular and acclaimed definitions of sustainable develop(¢@GED 1987, 43)

"Development that meethe needs of the present without compromising the ability of future

generations to meet their own neell€ontains within it two key concepts:

o the concept of 'needs’, in particular the essential needs of the world's poor, to which

overriding priority stould be given; and
14



o the idea of limitations imposed by the state of technology and social organization on the

environment's ability to meet present and future néeds.

Our Common Futuretarts historically an explosion of studies arstainability and devepment

and firmly points out the increasing importance of the environment as a crucialcvadtion
variable to be taken into account in international governance. Directly and not, the report indicates
the important connection aicd-dependencef ecolaical, economic and equity questions. Itis a call

to actions to national government, practitioners and companies to take on their responsibilities in
achieving sustainable development. Here it comes again a concept presenteddowseran
throughout the gars regul ators and governments arenot
sustainable development, but firms as well. Being the main engine of economic growth and
prosperity, but on the other hand being also the cause of sdheewfsustainable conidins existing

within society, companieare called outo contribute to social equity and environmental protection
(Sneddon 2006)

The operationalization of Corporate Sustainahiligetting the pathtowards modern
sustainabity accounting comes with the Triple Bottom Linghenceforward TBL)The TBL isan
accounting framework conceptualized by John Elkington in 1997, constituted by three different
performance variables: financial, social and envitental. Model commonly refred to as the 3Ps,
the TBL changed the way firmsafd no-profit or governments as well) would measuhe

performance anthe sustainability of their activities.

Among scholars one of the most prominent definitions of the TBL is the one given by Sheitz.
TBLicaptures the essence of sustainability by
on the world ... including both its profitability and shaodder values and its social, human and

environmen(Baitkt 20@6p pi t al 0O

The main metrics that are considefeaim the literature of the topic for each of the category are

summarized below:
o0 Economic Measures.

This cluster or the economic bottom line, aims at calculating the economic value created by
the company dring the performance of its core business. It could aim at calculating the levels

of personal income, the job growth, business climate or diversity $actor

o Environmental Measures.

15



Environmental variables are referredalbthe ways in which the compaimteracts with the
environment. It can incorporate for example the quantities and types of waste produced by the

firm, the energy consumption oatural resources utilized.
0 Social Measures.

Social variables can be referred to the training hours investeahqeoyee, the philanthropic

behavior of the company through charity or welfare/career retention.

The strength of the model (arguably repreisgnt weakness as well) is the lack of a universal
standard for the performance measurement of each of theedhregories. Elkington intended the
framework as such to enhance its adoption thanks to the ease for the user to adapt the model to the
specificneeds of the entity. Each entity is supposed to define their scope of analysis by addressing
the relevant vaables for each of the three categories and create appropriate KPIs to assess and

measure their performan¢8laper 2011)

Inthe year 1997, apart from the conceptualization of the TBL, th&ses welthe foundation
of the Gbbal Reporting Initiative (henceforward GRI) by the United Sthtesed nonprofit Coalition
for Environmentally Responsible Economies and théu$dhstitute. The GRI has over the years
been extremely relevant in the discussion on Sustainability Repartthigs Sustainability Reporting

Standards are nowadays used by over 10,000 organizations around the world in 110.countries

The corporate praice therefore began to develop more and more heterogeneous practices of
sustainability reporting. Heterogeneansccordance to thmany waysn which organizations were

trying to integrate social, environmental and financial accounting information.

Consequentlythe traditional corporate practice consisting in the production of financial reports was
accompaniedpthe increasing adoption of extended financial reports tackling sustainability issues,
and the production of specific reports such as enwirental ones, social reports or corporate

sustainability reports.

The extension of already existing financial reparpgraded financial reportintgelf thanks to the
introduction of norfinancial data,aimed attackling sustainability issseandrespounling to the

increasing information needs from a wider group of stakeho{d&® r g i. | 2017)

In parallel to business efforts a wide variety of initiatives has been as well developed by

fiprofessional stakeholders with the goal iafluence the direction that reporting will take in future

16



The next paragraph will analyze the manitiatives from the last two decades in the area of

sustainability reporting.

1.2 EXISTING SUSTAINABILITY FRAMEWORKS ANALYSIS

Over the padiew decadethe world has seen the growth of many different initiatives intended
to achievehe Sustainable Devglment introduced by the WCED in the Brundtland Report in 1987.

A study conducted by Abbott and Snidal recognizedithgressive growth of MultBtakeholder
Initiatives (henceforward MSishelated to CSR from the 1980s to the current ydeom just a few
to over 40(Abbott 2010) The growth in the numbers has been accompanied as well by a growth in

the scale of actions of such initiatives by gaining a solid international presence

One of the variables recognized as a majoredrfer the expansion of MSils is the perception of a
lack in actions taken by governmental institutiqresceived to be unable, willingly or not, to properly
address the raising concerns over CSR and provide organizations with relevant tools to track
corpaate behavio(Mena 2012) Moreover, the growth of global corporate brands has proceeded
together with higher reputational risk for unsustainable and irresponsible behavibosefirms
whosebusinesses are based on largescmer markets. The technological development fosgferin
global communications has therefore provided activists with strong means to get in touch with large

audiences and share information on corporate behaviors.

The need for market understanding on scamal environmental issues has consequently led firms to
get closer with NGOs and other relevant stakeholders to respond properly to such raising
expectations. On the other hatide sameNGOs havechanged their approach towards enterprises,
recognizing inhe collaboration with the former the opportunity thiage a substantial change from

the inside of firms, moving away for an historical adverse approach towards a dialogical process with
companiegBackstrand 2006)

MSIs are he synthesis of this dialogical process; bringing different groups of stakeholders together
to tackle the issues determined by global corporate actions in the fields of environment, human rights,
labor and corruptiofBéackstrand2006)

MSIs are therefore institutionisat propose a voluntary approach to regulatiased on collaboration

between different stakeholders and the creation of practical guidelines and frameworks to overcome
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the above mentioned issuasd gerrate a wie consensus over specific sets of values, norms, issues
or strategieg¢D. U. Gilbert 2007)

This paragraph aims at providing an overview of the main standards, guidelines and frameworks
produced over the last two deeato facehe challenge of sustainable development and promote an

internal change of firms towards more sustainable behaviors.

1.21 THE GRI FRAMEWORK

In 1997 same year of the publication of the TBhere is the foundation of the GlotRéporting
Initiative, an international nefor-profit organization, currently based in the Netherlands in
Amsterdam The foundation of the GRI happened for initiative of the Coalition for Environmentally
Responsible Economies (CERES) and the Tellus Ibstitwo American ngordfit institution that

had as the core of their activities the promotbsustainability investment policies and research.

Since its foundation, the GRI has been actively involved in the development of Sustainability
Reporting Stanards, the very first gbal standards in sustainability reporting. The strength of their

work is evident by the spreading of their reporting standards and the vast diffusion of reporting on

sustainability perfor mance Iy corfpdiationg@Rlj2@r)iAt y of
study conducted by KPMG in 2017 highlighted t
the 250 worl dodés | argest enterprises and 63% b

Over the years the GRI Reporting Standards have evolwkdramged with the publication fdur
guidelines. The latest, the GRI G4 Guidelines have been officially presented in October 2016 and
became effective, in substitution of the previous ones, from the first of July 2018. The main changes
include rearrangim of the structure of the guideés, that over the years achieved a modular and
interconnected architecture of the standards
order for them to be as clear and straight forward as possible, to easpdtimg process for firms

on ore side, and increase the value for stakeholdées overall objective of the newly published set

of guidelines was to increase the relevance and assurance of the Standards globally to boost its
adoption(P. D. Jones, Managing materiality: a preliminary examination of the adoption of the new

GRI G4 guidelines on materiality within the business community. 2016)

Producinga report following the GRI Guidelindsadsusually to the production of daasmdalone

sustainability report anchustbe following theGRI context index.
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In specific, the GRI Standards are divided in four series. The first one representedJnywérsal
Standards and three tackling specificalhe ttundamental dimensions of sisability (economic,
environmental and sociglisRI 2016)

% Universal Standards 1 H Topic-specific Standards

Management
Approach

Starting point for using To report contextual To report the Select from these to
the GRI Standards s information about management approach report specific disclosures
: an organization for each material topic for each material topic

Figure 2: (source:www.globalreporting.org/standards/gstandardsdownloadcenter/)

TheUniversalStandards, usually referred to as th@ $@ries, is composed by three différeections

(101, 102 and 103) that provide information on the general approach that a firm Bheelwhen
producing a sustainability report in accordance to the GRI Standard&lniversalStandards are
therefore omposed by a section setting Beporting Principlesthat will be soon analyzed, a section

of General Disclosurgaccording to which an organization is supposed to provide general information
t hat build wup the fir mbs gqvernarice, Istakehglders, rreportang vy ,
processes) and Management Approackection used by the firm to deepen heclbsure on the

process of managing material top{G&RI| 2016)

In the Universal Standards 101mdarly to thel | RC6s Fr amewor k, t he GR
principles to be followedrom companies in order to provide the megtilibrated and reasonable
picture of the sustainable performance of the fifthese principles he two objectives: help
companies decidendhe information to be included in the report on baed anansuring the quality

and presentation effectiveness the other.
These thd&reportingPrinciplesfor a sustainability repofGRI 2016)

o Stakeholder Inclusivenessh@ stakeholders are the main target for the sustainability report
andit is consequently fundamental for the firm to identify them promptly so to select and
adapt the information disclosed to the information needs of eachrof the

0 Sustainability Contexthe information presented by the firm in the sustainability report must
be put in relation to broader themes of sustainability affecting the environment in which the

firm is operating, at a local, regional or global level. T fneeds to clearly commuaie
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its organizational and sustainability strategy and its contribution to the improvement
economic, socignd environmentatonditions.

o Materiality: it refers to the relevancy of information included in the report.ithortant for
firms to carefullychoose, and report in order of importance, the topics to be included in the
report, in order to put the accents to the main variables driving the economic, social and
environmental impact of its activities.

o Completenessheremustbe internal coherencedim the firm when covering material topics,
by defining the boundaries of the former and providing enough information for the
stakeholders to have a proper overview of the actions taken during the whole period of

interest.

The Reporting Principlegpropaedetic to the quality of the produced reports (Accuracy, Balance,
Clarity, Comparability, Reliability and Timeliness) areialipiredby the principle of transparency.
The firm is expected to repowtith accuracy and clarityimpartially showing the sustaibgity
performance of the firm and allowing the stakeholders to compare overtime the actiortsy/ttien
organizationNGRI 2016)

Reporting Principles for defining Reporting Principles for defining
report content report quality
Stakeholder Inclusiveness *  Accuracy
Sustainability Context « Balance
Materiality ¢« Clarity
Completeness *+ Comparability
Reliability
Timeliness

Figure 3: (source: https://www. globalreporting. org/standards/natid36/gri 101-foundation2016. pdf)

The evolution of GRI Standards, resulting in the new G4 Guideliead,toa strong focus on the
Principle of Materiality. GRI emphasized the importance ofdviality in encouraging organizations

to share in their |tainability reports only disclosures and indicators that reflect their true economic,
environmental and social impad¢GRI 2015) On Materiality, an analysis from KPMG suggested

that the new G4 guidelinesould cause organizeins to produce reports that, trying to be more
focused on a list of material aspects, would be shorter in length. This represents a positive aspects in
increasing the understanding and analysis of the report from stakeholders, but it implies organizations

to make an effort to formalize and document their materiality procésBdsG 2013)
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The Universal Standards are followed by ¢éhseries of Topic Specific Standards (series 200, 300,
400). These series are used by fimstorept t he 1 mpacts generated by

the three dimensions of sustainability:

0 200 Series: Economic Dimension. These cluster of standandtended for the reporting of
the economic performance of the firm from the impacts on the edonmondition of the
firmds stakeholders and on the economic sy
and global onef-or this reason, the purpe of this group of standards is to identify the flow
of capitals between stakeholders, the mgpkesence of the firm, economic performance and
indirect economic impag¢GRI 2016)

o 300 Series: EnvironmentBimension.The analysis of the environmental dimension focuses
on the use of natural resources by the organizafiofiirm has a wide influence over the
environment considering the many touchpoints with it. The analysis considers the resources
used as inps (the intake of raw materials, water, energy), those produced as outputs (in the
form of wastes and pollution) drihe consequential effects on biodiver$®RI 2016)

0 400 Series: Social Dimensioiithe evaluation of the ingzt from the firm on the social
systems in which it operatéms its premises in all the universal treaties pradlwser the
years Universal Declaration of Human Rightaternational Covenant on Civil and Political
Rightsor theVienna Declaration andrégram of Actiof). Some of the specific requirements
in the series include employment, public policy, customertinesfety, child labor, nen
discrimination and customer privadRI 401: Employment 2016 Global Reporting
Initiative 2016)

In conclusion the GRI Standarpstentially produce positive externalities for the companies auppti

them; they provide a guide for firms to assess their impact on social dimensions and, considering their
extremely wide adoptions worldwide, give a chance to firms to benchmark thempanice not only
against their past achievements, but also agtiagierformance of other firnf®. U. Gilbert 2011)

On the other handlespite the wide adoptions, the GRI Standards have been criticized for failing to
addres explicitly the need to promote more sustainable patterns of roptisn against the most
common quest of firms for continuous economic grof{ithD. Jones 2016As such, the real impact

of the adoption of the Standards seleny when benchmarked against the exploitation of natural

resource®r t he environment al i mpact of a firmbs a

Despite the robust development of sustainability standandsf themain criticisns made over the
yeardaysin the interpretation of the concept of Sustainable Development by the GRI in its gsideline

that reduces SD to the three main pillars of the TBL and leaves little space to the integration and
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correlation among the three dimensidiMoneva 2006) This prevents firms from acquiring the
integrated approach towards ithéusinesses that is a necessary to ensure the achievement of
corporate sustainability in the long term.

However, considering the last two decades, GRI has bepioreeer in the development of
sustainability standards and has actively contributed tdithegue over sustainability. The support

of an integrated view of reporting has been recognized as a fundamental and necessary innovation of
corporate reporting andd to the foundation of the 1IRi@ 2011by the GRIitself, strongly asserting
theimporance of connectivity of resources to deep

value creation.

1.22 THE UNITED NATIONS GLOBAL COMPACT

Among the largest voluntary sustainabilitytiatives, it is important to mentiothe United Nations
Globd Compact (here forward UNGC)

The inspiration for the UNGC came frodN SecretaryGeneralKofi Annan, who, during the 1999
World Economic Forumanrounced his intention and officially launched one year later the Global
Compact with the objective to creaeglobal coalition between the private sector and the United
Nations for the promotion of human rights, environmental protection and improvemkaitoof

conditions(Sethi, United Nations global compact: The props¥formance gp 2014)

As displayed in the chart below from the 2018 UNGC Annual Management Report, since its
foundation over 9500 businesses joined the UNGC, the majority of which is based in Europe (52%),
with a significant growth coming from the USA and CanadeertEconsideng the changes in
geographic prevalence of businesses taking part in the netmaos¢, of them are still based in
developing countrieOf the total number of businesses in the network, 75% of them is represented
by small mediurrsized enterpses (SMEs)n coherence with the UNGC policy to attract more micro

enterprises at a local level.
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Figure4 (source: https://www.unglobalcompact.org/docs/publications/UNEBEC8 AnnuatMgmtReport.pdf)

The UNGC is also constitel by over 3400 nehusiness participants, mainly academic institutions,
business and industry associations,-gosernmental organizans, labor unions and public sector

organizations.

The UNGC is a voluntary principleased framework that seek to en@ge companies to align their
strategy with 10 principles that can be subcategorized in the areas of Human Rights, Labor,
Environment ad Anti-Corruption(United Nations 2010)

o0 Human Rights

1) Businesses should support and restiee protection of internationally proclaimed human

rights; and
2) Make sure that they are not complicit in human rights abuses.
o Laba Standard

3) Businesses should uphold the freedom of association and the effective recognition of the

right to collective bargaining;

4) The elimination of all forms of forced and compulsory labor;

5) The effective abolition of child labor; and

6) The elmination of discrimination in respect of employment and occupation.

o0 Environment
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7) Businesses should support a precaatip approach to environmental challenges;

8) Undertake initiative to promote greater environment responsibility; and

9) Encourage the development and diffusion of environmentally friendly technologies.
o Anti-Corruption

10) Businesses should work againstgption in all its forms, including extortion and bribery

The mission of UNGC is therefore for companies to do business responsibly, aligning their strategies
with the 10 principles promoted by the Global Compact, but at the same promote a secondary
initiative coming from the United Nations: the 17 Sustainableeld@ment Goals (Henceforward
SDGs).The 17 SDGgame into force in the®of January 2016 as a Result of the UN Summit held

in 2015 and became the main subject of the 2030 Agenda for Sust&eablepmentln the number

of 17, the SDGs represent a ghblsall to fight against poverty, protect the planet and affirm peace

and prosperity.

During the time of their release there was confusion among the business community regarding the
way to align he 17 SDGs with the UNGC, until, in the White Pater Reploet UN clearly affirmed
the relationship existing between the two frameworks: the 10 principles have to be seen as a necessary

starting point for firms to effectively work on the achievement eflifi SDGs.

An interesting study conducted I§etindamaranalzed the reasons behind the adoption on the
UNGC from companies and trieddassess he i mpact of the former on
a UNGC participant showed that ethical reasons asidegdoption of the Global Compact is driven

by economic reams such as the empowerment of the corporate image, benefit from being part of a
global network, allow firms to more easily expand their business internationally and better compete
with other firms globally. The economibenefits deriving from the adoptiaf the Global Compact

were related to the reduction of waste produced and the lowering of labof@etstslamar 2007)

On the othehand,howeverthe UNGC has beedariticized for the low level of commitment from

firms adhering to it. This has led the Global Compact office to delist starting from 2008 the companies
that were failing to meet the Compa demaprityna n d a
ofthedel i sted companies didnét sign up to the n

very same the network membé¢Bstanga 2010)
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The voluntary nature of the reporting poses an additional limitaditime effectivenesof the Global
Compact itself, as it determines minimum accountability for business members. There are no legal
actions that can be taken from t he pleNandsama n st

goes for an acceptaldssessment to evalie the adherence to the framew(@kanga 2010)

The UNGC can still be seen as a relevant &tepardto the creation of a global forum for CSR. It
represents an embryo necessary for the creation ofjstetationships beteen governments, society
organi zations and institutions that didndt ex

developments

1.23THE SUSTAINABILITY ACCOUNTING STANDARDS BOARD

Founded in 2014nd based in the US#&e Sustainability Acounting Standards Boafidere forward

SASB) is a non for profit organization born to develop industry based sustainability standards for the
recognition and disclosure by American companies on their environinentéal and governance
impacts(The New York Times 2016)

In November 2018 SASB publisheafter six years of study and market analyaisomplete set of
77 industryspecificaccountingstandards in 11 different sectprghose main objective is allowing
providers offinancial capital an analysis of the linkage existing between sustainability and the

financial performance of the firm, through the concept of materiality.

Despite most comnmdy related tothe financial world, especially ithe accountingor auditing
processesof financial reporting, the one of materiality a topic thahas gained increasing attention
in developing notfinancial reporting practicf®GS 2013)iInsupport t o t he SASBO
materiality as dependent tbe specific industry of analysis, the Governance and Accountability
Institute in a research involving over 1200 organizataperatingn 35 different sectors worldwide,
revealed how the value of materiality chasgeross industries and companies: picigdesponsibility
wasfor instanceseen ashe top ranked material variable in food & beverage and commercial service
sector, while environment was the main one in theggrgectoP. D. Jones, Materiality in corporate
sustanability reporting within UK retailing 2016)

Definitions of materiality mostly focus on investors and shareholders. The IIRC affirms that a certain
variable gains a matelity relevance when able to influence the value creation of a firm for its
invesors in the short, medium and long term, while the GRI, taking into account a wider range of the

stakeholders of a firm, relates the materiality relevance to those togiasathaffect the economic,
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environmental and social value for itself, its stakebrddand societyP. D. Jones, Materiality in

corporate sustainability reporting within UK retailing 2016)

The very interesting toaleveloped by the SASH relation to materialitys the Materiality Map, an
interactive tookhat in accordance to the sustainability issues identified in the Standards, provides an
online assessment of the ESG performance of the organization in refatienindustry in which it

operates, allowing therefore benchmarking across different eistspr

In their Materiality Map the SASBclusteredinto 5 categories the topics by which sustainability
interacts with the financial performance of a firm, consedly becoming very material to investors:
Environment, Social Capital, Human Capital, Besi# Model and Innovation, Leadership and
GovernanceEach map prioritizes 43 ESG issues, ranking their materiality for a specific industry on
a scale from 0.5 to,5vith 5 being the highest level of materiality, as the id®sa greater chance

toinffluece t he organizationdés financial perfor man

In conclusion, themain element of distinction between the SABS standards and the frameworks
previously analyzed is the focus on financially material information, in coherence with SABS mission
to help companiedisclose on ESG issues accordingly to investors integf8a(SB 2018)

1.2.4THE ISO 26000

The I1SO 26000 is a voluntary standard developgd the International Organization for
Standardization (ISQdnd published in Novemb@010.

The ISO is an independent ngovernmental organization that since its foundation in 1947 has
worked on the creation of a global network witllay 164 national standards bodies around the
world, for the developmentdf International Standards, coimting best practices, practical information

and management solutions across different indugi®€3 2018)

As the MSIs previously mentioned, the ISO brings together experts from consumers, governments,
academics, NGOs andthers, by creating specific ISO technical committeaied to define

Standards on a specific matter.

The ISO 26000 aims specifically at helping organizations in contributing to sustainable development
beyond theformal legal compliance. The ISO itselfiptse o u't t hat the 26000
constitute a certification as it is not a management system standard, but, as in the case of previously
analyzed frameworks, a guidance towards sustainable business c@lf8iD@818) The component
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of certification is aelevant difference between the 1ISO 26000 and the otheiknaiin ISO 9000

and 1ISO 14001 standards. The last two are in fact two management systems standards, respectively &
quality management standard and environmentanagement system standard, that provide
organizations adopting them with a certification seen from the business community and institutional
investors as a tangible and concrete signal of their commitment to responsible beEaveriso

2015) Interestingly howeverprevious studies found out that the adoption of the ISO 14001 was
positively influenced by thearlierissuance of the ISO 9000, so that the understanding and adoption

of ISO 26000, despite the lackingture of a ranagement system standardnstill benefitfrom its

predecessors itheir spread Delmas 2008)

As displayed irthe figure below, the ISO 26000 is composed by 7 Clauses, the 7 core subjects, a

Bibliography andwo Annexes:

o0 The 7 Clauses are meant to give organizations an overview of the scope of the ISO 26000,
providing definitions of key terms amdporting principles of social responsibility, as well as
gui dance on the recogni t i aitskepdtakeholdérandthed s s o
way an organization interacts with them. The Clause 7 represent one in the most important
ones as itsimed at guiding organizations in putting into pracgoeial responsibility within
its inner and outer processes. Finally, theuSe 6 provides the starting point for the analysis
of the 7 core subjects, the macro categories of social responsibilitgicrcto the ISO 2600.

o0 The Core Subjects are the maithemesof the standard: human rightapor practices, the
environment, fairoperating practices, consumer issues, community involvement and
development, organizational governari€ach of them is subgaently divided into different
issues deepening the various dimensions of each variable. Fair operating practices is for
example omposed by the artiorruption, responsible political involvement, fair competition,
promotion of social responsibility in thalue chain and respect for property rights issues.

o Bibliography and Annexes provide references to international authoritasitranments used
by the ISO 26000 itself as source material for the production of the standard, as well as many
examples of volatary initiatives taken by firms to address the issues analyzed in the core
subjectsThis represents a strong similarity with thHRCG, that is also very much dependent
on examples of best CSR practi¢gsmenko 2015)
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There have beetontrasting views on the effectiveness of the ISO 26000 standards among scholars.

Those defending,itnainly point outthe richness and completeness of CSR topics thanks to its multi
stakeholdeapproachand the busineg®-society (B2S) orientation in ¢hanalysis of organizations
(Castka 2008)The 1SO 26000 serves very wall describing the context in which organizations
operate, the SR issues and principesre adopti on of the standard,
party certification can represent a good chance for firms to show their voluntary commitment towards

social responsibility and disclosure to its stakehol{&rseenko 2015)

On the other hand however scholars analyzing in deptdncrete applaions of ISO 26000 point

out the focus of ISO 26000 on standardizing processes and definitions instead of putting a concrete
focus on the achievement of performance reseléged taCSR(Zinenko 2015)On his matter Hahn

(2015) in focusing on the standardization of strategic management processes for CSR thanks to ISO
26000Q highlightsthe little guidance that is given by ISO on the creation of CSSR strategies. It is not
surprising considering the strong @éeplence of a stragy definition on the context in which the firm
operategHahn 2013)In terms of usefulness Hahn asserts the usefulness of ISO 26000 for companies
that are starting to implement actions on CSR, while muchrfeenefits are s for companies that

have alreadyailored andmplemented CSR strategiédahn 2013)
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In conclusion Castka (200B)dicatesoptimism towards the potential (BO 26000 to be a prominent
platform among selfegulatory regimes on CSR. On this matter Castka points out the importance of
governments worldwide to not only promote the adoption of standards such as the ISO 26000, but
the necessity fothemto reinforcenational regulationen ESG corporateconducs andto focus on
international cooperation to make firms more keentlmmadoption of sustainability reporting

standard¢Castka 2008)
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2 THE JOURNEY TO <IR>

This chapter will guide theeader on Integrate®eporting and specifically on the International

<IR> Framework created by the lIR@rward referred asrameworkor <IR>).

Starting from an overview on the idea of Integrated Reporting and the foundation of IIRC itself,
we Ol | anal yze tatethe durentglebal sprekd,of IreegratédiReporting and review
the existing literature from Academics, the Associatio@ludrtered Certified Accountanf8CCA)

and the IIRC itself to extract the challenges, criticisms and evolution that the Framew/fakdth

since its introduction.

2.1 THE IR IDEAAND THE IIRC

Integrated Reporting is defindy the International Integrated Reporting Coun(@013)as a
(IRC 2013, 33)

AConcise communi cati oomn ésb outtr ahtoeng ya,n goorvgear nni
and prospects, in the context of its extem@ironment, lead to the creation of value in the

short, medium and | ong ter mo.

The definition by thdIRC represents, from a literatupsint of view one amonglifferert
ways in whichintegrated Reportinggas been defineaver the yearsviore specifically, scholars have

been overtime referring to three different models of Integrated Reporting.

A first version of IR was created as a mandatory approach to reporting bystitete of
Directors in Southern Africa (loDSA¥ith theissuance of the009 King Il Reportand had, as its
recipients, all the listed companies the Johannesburg Stock Exchange (JSE) in 2018outh
Africa. Such a decision was coherenithin a cauntry recognizedworldwide as a pioneer in
promoting corporate governancefarms as a response to tpelitical, environmental and social
challenges(Integrated reporting: the influence of King Il on social, ethical and envieornal
reporting 2012)What the King Ill intended as integratede por t i ng was a st ake
approach to governan¢Bumay, Bernardi e Guthrie 2017) established standards of conduct for

listed companiesthrough the issuance of amtegratedReport, instead of the traditionAnnual
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Report and separataustainabilityReport The code di dndét compel comp
framework butwas basically a policy on corporate governat@eg Ill was drafteda a dappl vy
explaino basis, compelling management to expl

lack of compliancéo it, the reason why it had not been applied.

The seond IR model wathe one formalizetly Eccles and Krzus (2010) inthei b o o k , i O
Reporto. The framewor k, | <tRer &Ftarmetvorkbforh ¢he éIRCt h e
represented a step forward thanttlaglitionalcombination of financial and nefimancial information
in a single annual document. At the core of it theas the use of the Internietorder to allow, for
instancea user to do his own analysis of financial and4fioancial information or provide specific

informationof a particular maer to different stakeholders.

The third model, and the most recenipis the one outlined in the International <IR>
Framework (IIRC, 2013). At the core of it, the combination of Integrated Thinking and Integrated
Reporting represent a pragmatic solntio t o t oday 6 s growing concer
competitiveness andistainable growth. The main concepts of fremework are constituted by the

capitals dynamically involved in the value creation process of companies over time.

As previouslymentioned, before thatroduction of IR, there were two ways of reporting used
by firms to communicate with their stakeholde¢h&e AnnualReport,comprehensive report regarding
the activities performed by a company throughout the precedent year, focidinand economic
disclosure, and the Sustainability Report (henceforward t8Rhare the economic, environmental
and soci al i mpacts deriving from the companyé
or gani z a t,govarmnarce nvad, bind bighlight the link existing between its strategy and its
commitment tolte achievement of a global and sustainable econBoth. the IR Framework and
SR have in common a very high degree of customizabdferently from an Annual Report, which
complies with the IAS/IFRS, the SR and IR are issued by companies on a voluaga;ydepending

on the benefits they believe that they can get.

IR is believed to produce better externalitiesdganizationss it enables them to focus on
the connections existing between CSR and their value creation acijVigks 2016) The purpose
is therefore a first relevant difference between the two, because, while the SR is a commnunicati
about the firmdés broader soci al and environm
| nt egr at ed Roedpsoribe thesprogdera of finangial tapital the way value is created
overtime.As stated by the IIRChe aim of arintegratedreport is to allow a better communication
of the company6s stdrmo value creatiendpropositiotisrough proe d g ng fi a

concise communication abouthowao mpany 6s strategy, governance.
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thecontext of itsexternal environment, lead to the creation of value theeshort, medium, and long
termo (IIRC 2013)

Furthermore, unl i kequiretfims to $oRow any koat tof stducteas aor 6 t
content requirement, the IR cted by the IIRGsuggests a series of content elements and principles,
gives an overall structure to the reportittgpughmakingit clear that such guidelines do not have to

be followed literally.

At the heart of t he i dng stands the dohcé&pCditegratech t e g r
Thinking, def i ned Dbtye attiveeondider&iGn by @ngariization of the relationships
betveen its variousperating and functional units and the capitals thatotiganization uses or
affects.Integrated thinkug leadgo integrated decisiemaking and actions that considke creation
of value over the short, medium and Iaegmo (IIRC 2013) Being a newly invented and abstract
concept the one ofntegrated Thinkings adefinition subject to different interpretations to different
observers. Still, one of the strenghf i t s A o0 p e n standlie ifs generatl natoratself, as
overtime there is an evolving acceptance of it within pra¢kemg 2017)The beauty of Integrated
Thinking lays in theransformation of corporate processes by eliminating the commonly existing
information and reporting silos inside organizatigRsillips 2011)and leading to better resources

allocation, internal processes and decision making.

2.1.20RIGINS OF THE IRC

The beginning of IIRCays onthe increasing concemregarding the incapability dhe
AnnualReport and otheraditional corporate reportingractices to capturthe informatiomneedsof
a variety of stakeholde($. J. Adams 2011)

As previouslystated the physiological @&ction from companies has been improving the
information shared with their shareholders by disclosing NFI, usually in a variety of different
documents: standlone sustainability reports, CSR reports or inside the annual repor{@ebkEn
2012) This type of reporting though, despite determining steps forward in the disclosure of NFI, has
shown to have two different weaknesses: be@mthe first placeoverwhelming in quantity, with
extremely long repost (up to 200 pages iength), and beingecondlyunable to provide a simple

understanding key for the stakeholders to whom they are addressed, because of the lack of a standarc
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framework tobe displged in Natural consequence of thisethodology ofepoting is the strongly

reducel effectivenese reaching their target audience.

The attempt to overcome thigporting neediook place in August 2010 with the foundation
of IIRC by a decisive initiative of twamongt the leading organizations in thgrounds of
sustainability ad accountig: the GRI andthe Accounting for Sustainability Proje¢henceforward
A4S).

While GRI and their Guidelines have been briefly analyzed before, nothing has been safdi&bout

A4Sis aPrgect establishely the Prince of WaleS§ir Charles, ir2004, aimed at inspiring a global
shift by finance leaders towards sustainability in decision making and reporting sy3tesns.
declination of theaims ofA4S includes the transformation of decision making to be more inclusive
of integrated thinking, thenspiration of finance leaders to implement business models that take
sustainability as a major variable, envisioning such approaches to be scaled across the wbele fina

and accounting communifA4S 2016)

The creation of th&RC represented obviously a milestone leaning forward the International
<IR> Framework and could benefit, regarding its visibility to the world, to name amongiitiidio
membersvery notable institutions and professionals, such as the heads ofSBetihe CEOs of the
Big Four, the heads of the major British professional accountancy bodies and the CFOs of major
multinational firms(Flower 2015)

2.2 THE INTERNATIONAL <IR> FRAMEWORK

Before deep diving into thimternational Integrated Reporting Framewotkereafter called
& r a me Jy b is Wodth it to mention th®iscussion Papera document released by the IIRC in
September 2011. The Discussion Paper illustrates in general terms the rol&l&f>thand it also
provides a general checklist of the necessary steps to righteously develsgpRthatself. The
importance of the Disasion Paper lays on the fact that it serves as an early embryo of the
Framework. At this stage, the IIRC states it clearly that ¢ie> (IIRC 2011)

Abrings together materi al I nf or ma tnanoen aboc
performance [ é] in a way that refl ects thi

within which it operates”.
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Moreover, the Discssion Paper reaffirms the role of thHR>, stating tha{lIRC 2011, 3)

Al The I R] provides a clear and concise rep
stewardship and how it c rnegrates KRepartrsidouldsbe ant a i n

organi zationd6s primary reporting vehicleo.

At the end of the same year whitae IIRC published the Discussion Paper, finally the IIRC
invited some stakeholders interestedhe IIRC cause to discuss the IR. Eventually, twary after
those preliminary discussions, in April 2013 the IIRC published the final Consultation Draft of the
Framework.The Frameworkis a documenthat explains the aims of the IR, going through e
capitals and it also presents for the first tirveo fundamental papers for redacting the IR in an
accurate manner: tieontent Elements, and the Guiding Principles.

In the Discussion Paper the IIRC had already stated back in 2011 what the ainxiét>the:
comprehensively understand and explain theleviaalue created by a firm. However, that same vale
is not created by or within the organization al¢h@C 2011) there are multiple factors that come

into play, such as:

o External variables: the economic, technological angcroeconomic conditions, presenting
a certain extent of risks and opportunities;

o Relational variables manning the relational ties between a given organization and its internal
(e.g., employees) and extal stakeholders (e.g., customers, suppliers, athorities, and
commercial partners);

0 The six capitals:those aresix various types of resources/capabilities, and their availability,

affordability, quality and management.

The IIRC identifies six categories capital(IIRC 2013, 1112).

Financial capital: The pool of funds that is:
o available to the organization for use in the production of goods or the provision of
services, and
0 obtained through financing, such as debt, equity or grants, or generated through
operations or investments.

Manufactured capital:Manufactured physical objects (as distinct from natural
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physical objects) that are available to the organization for usearptbduction of
goods or the provision of services, including:
0 buildings,
0 equipmentand
o infrastructure (such as roads, ports, bridges and waste and water treatment plants).
Human capitakPeopl eds skills and experieence, and
including their:
o alignment with and support avbrkancethicabr gan
values such as its recognition of human rights,
o ability to understand and i mpl ement an
o loyalties and motivations for impving processes, goods and services, including their
ability to lead and to collabotta.
Intellectual capital: Intangibles that provide competitive advantage, including:
o intellectual property, such as patents, copyrights, software and organizational
systerms, procedures and protocols, and
o the intangibles that are associated with the brand geputation that an organization
has developed.
Natural capital: Natural capital is an input to the production of goods or the
provision of services. Amr gani zati onds activities also i
negatively, on natural capital. It includes:
o water, land, minerals and forests, and
o biodiversity and ecsystem health.
Social and relationshipcapital: The institutions and relationshipsstablished within and
betweereach community, group of stakeholders and other networks to enhance individual
and cdlective wellbeing. Social capital includes:
o common values and behaviors,
o key relationships, and the trust and loyalty that an organizatas developed and
strives to build and protect with customers, suppliers and business partners, and

O anorganizatiodls s oci al |l icense to operateo.

The reader shall be aware that theigecapitalshave t o be intended as inp
activities into outputs (finished goods and services offered to the customers) and outcomes (affecting
thesixcapitat). Thus, value is created Vv sixcapitalgBRCi20l7)er act

The vdue creation process must be put into a wider timeframe that regards not only the present state,
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but al so t he c thelpng uyl&®G 20¥1) ThdDistusstory Papenfirst and then the
Framework relate thesix capitals o0 a companyods business model ,
part of the<IR> itself.

Thesix capitalsconstitute one ofhe three elements that compose the Fundamental Gerafepe
Framework, whose objective is the one of reinfor@ng better explainingf the idea of Integrated
Reporting proposed by the IIR@alue creation for the organization and for othettsesix capitals

the value creation proce¢8RC 2013)

On thevalue creation for the organizations and for othetrss interesting to note that th@eamework
doesnot give a definition of awmadfuakie throughtthes p e a
increase,@duction and transformation of the previously discusses capitals, representing the resources

available to the organization.

The value therefore created has two different recipi@R€ 2013):
- value created for and frome organization itself, consequentially leading to the financial
return to financial investors.

- Value created for other entities (such as society and other stakeholders).

Remarkable is the reflection on the link existiejween the ability of an orgaaizon to create value

for its own sustainment and the value created for other stakeholders. The relationships and
interactions that the firm is able to build with its stakeholders are directly related to variations in the
financial capital created by them. Value is therefore determined by an ongoing dialectic process
existing between a firm and its stakeholdersd determines the crucial importance of these
interactions, activities and relationships for the overall evateation process. When materihlese

relationships need therefore to be included in the Integrated Report itself.

Thevalue creatiorprocessthird section of the Fundamental Concepts, is tlesaribed as a dynamic
system in which inputs, businesgigities, outputs and outcomes angolved in the creation of value
over time. As evident from the table below, the business hregeesents the core of the value
creation process, for its fundamental role in capturing the capitals, representing thamntpstores

of value availablea the firm, transforming them thanks to its business activities into outputs

(different in accordance to the different business areas of the organization in analysis) and
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consequently outcomein¢rease or decrease in thalue of the capitals as result bfh e

business activities and outpudRC 2013)

Pag 13 framework

[

Financial Mission and vision
. Governance
Manufactured : Manufactured
v Risks and Strategy and
Intellectual opportunities resource allocation Intellectual
Human
Perf
Social and relationship el Outlook Social and relafionship
Natural Natural
External environment

Value creation (preservation, diminution) over time

»

f

Figure 6 (source: https://integratedreporting.org/wgontent/uploads/2013/12/1-08- THE-INTERNATIONAHR-FRAMEWORK

2-1.pdf)

As mentioned earlier in this paragraph, there are two important papers that are pdftafteork

the Content Elements, and Guiding Principles.

The Content Elements are the requirements that any report ha&lkadfide considered arIR>;

those ae (IIRC 2013)

1. Organization overview and external environment

r moé

This first element tackles the main features of an organization: what it does, and which is the

external environment in vith it operates. The entity is expected to disclose on its mission

and vision, providing information aboutls internal culture, propetary asset and main

businesses performed. At the same time it is supposed to disclose on the competitive

environment inwhich it operates, on macro and micro economic conditions affecting its

activity, the legislative and regulatory environment, and@hgr relevant external variable

able to influence the firm itse{fIRC 2013, 2425).
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2. Governance,
The disclosure osovernancemplies explaining not only the governance structure existing
within theorganization, but as well on the way that governance itself is supporting the creation
of value in the short, medium and long term. Thetyshould describe specific processes
used to take strategic decisions, how the culture and values of the organazatreflected
in the relationship with its key stakeholders, how those charged with governance support

innovation or promote practicesceeding the normative requireme(iiRC 2013, 25)

3. Business model;
As previously said, the business model is at the core of the value creation process for its
responsibility in transforming the capitals and creatirper overtime. Describing the
business model implies therefore disclosing on the inputs, business actuitigsts and
outcomes (both internal and external). It
require organizations to disclose on all utgoutilized, but on those that have a material
relevance in the ability of the organization to create vialdlee short, medium and long term
In the case of organizations operating with multiple business models it is relevant to consider
each materialisiness model as propaedeutic to the best understanding possible from external
stakeholder¢lIRC 2013, 2527).

4. Risks and opportunities
An integrated report needstidk about the risks and opportunities (intereaternal or both)
t hat can influence the organizati catefus pot
assessment of the likelihood of the risks, consideration of the circumstances that could
determine their manifestation and the strategies undertakémeborganization to mitigate
them(lIRC 2013, 27)

5. Strategyand resource allocation;
To adequately disclose on its strategy and resource allocation, an integrated report needs to
analyze four topics: the strategic attjees of the firm, the actual strategies already
implemented or that it intends to implemeng filan to allocate the resources available for
the achievement of its goals, and the KPIs and MOS by which the organization will evaluate
the results obtaineahjainst the original pladIRC 2013, 2728).
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6. Performance;
Has the organization managed to achieve the objectives defined in its strategy? An accurate
analysis of the performance of a firm implies looking at the dstplits strategic efforts and
the consequences on the capitals utilized. For tisé dmer understanding describing the
performancean integrated reporheeds to include both quantitative and qualitative

information, connective the financial performanoeth other capitalglIRC 2013, 28)

7. Outlook
An integrated report needs to look at the future at the organization and predict the challenges
that it could be facing wlke working on the achievement of its strategiceobyes.l t 0 s
i mportant to understand how the external

and if the entity is prepared to face such upcoming challghégs 2013, 2829)

8. Basis ofpreparation angresenaton;
Finally, an integrated report in accordance to the IIRC content elerskotdd describe the
internal process by which the entity has determined the material matters to be included in the
integratel report, the reporting boundaries and the definitof the characteristic that

determine the adequateness of the quantitative indicatorgIlREXR013, 2930).

The 2013 rameworkidentifies seven Guiding Principles to write aiiR> (IIRC 2013)

1. Strategic focus and future orientation;
In accordance to the IIRC indications, an integrated report should provide information on the
strategy of thentity, its capability to create value overtime and the way it affects the capitals
used. Morever, the organization should disclose on the relationship existing between past
and future performance and the learnings from past experiences driving thesfrategic
directions(IIRC 2013, 16)

2. Connectivity of inbrmation;
This guiding principle refers to the aggregated picture that an integrated report should
provide to its users. It is fundamental for the repohiglight the connections, relations
and dependencies existing between its elements in allowingdter to understand
holistically the value creation processes within the e(iiRC 2013, 1617).
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3. Stakeholder ret@nships;
An integrated report should describe effectively the nature and quality of the rdigigoas
the organization with its key stakeholders. It has crucial for a firm to understand the perception
of value from its stakeholders and the materiattena to themn order to capture upcoming
trends with increasing importance in the competitiveiremvnent in which it operates and
therefore develop new effective strateiéRC 2013, 1718).

4. Materiality;
The matters disclosed in the integrated report should have material relevance, as being
concretely able taffect the ability of the firm to create sustained value spanning the three
different time horizong¢lIRC 2013, 1819).

5. Conciseness
A priority to entities willing to produce integrated reports according tétamework should
be the focus of quality of quantity of information disclosed. The report should be consequently
composed by a enough data able to transmi
performance and future prospective without being overdedwith less relevant information
(IRC 2013, 21)

6. Reliability and completeness;
For reliability purposes the entity should adopt mechanisms of internal control and reporting
systems, internal audit and independentereat assurance. For completeness purposes a
report should not discriminate in the disclosure of material matters to the entity between

positive and negative information. They should all be included(IlR€ 2013, 2122).

7. Consistency and comparabitity
Finally, an integrated report should be consistent overtime so to allow the organization itself,
but external stakeholders as well, to compare the information presented with the integrated
reports produced idifferert time periods. This can be achieved by adopting the same KPIs.
Comparability has to be eventually intended not as the simple comparison of reports from the

same organization, but also in the regards of other organiziiBs2013, 23)

In summary, thé-rameworkadvices companies to create a concise and credible IR, reliable and

focused only on what is meaningful and on what matters. The IR should also be comparable, allowing
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investors and other stakeholders to betgerbenchmarks and conduct analysis. Accordmghe

Guiding Principles, the IR should also give evidence to the correlation between the corporate strategy
and the value creation process over timee Las
the relevance of h i eggademanthwith its gvidet Viareety af stakphaldeys,0 s
something some scholars regarded as not sufficiently in the NFI reporting préotideser 2007)

2.3 MAIN CHALLENGES AND OPPORUNITIES

2.3.1CURRENT SPREAD OF THER GLOBALLY

Despite the publication of first integrated reports occurred in the early 2000s, the idea of
Aintegrated reportingo has fascinat eHowevbre t hoc
only recentlyintegrated repding has been spreading with concrete and decisive .\v&arh trend,
from 2010 on, has been coherent with the publication, among the other existing ones, of the IIRC
Framework in December 2013, answering the loud call for action in tefraseating a clar
framework to serve as an examfle A. Adams, The International Integrated Reporting Council: A
call to action 2015)t is therefore interesting on this matter, befgoeng througtthe main criticisms,
opportunities and challengdbatthe Frameworkis facing, toanalyze the magnitude of the integrated

reporting diffusion and adoption worldwide.

In the 2017 Framework implementation feedback, Richard Howitt, CEO of the [IRQIK({
2017)

AWe have seen 1,500 gl obal companies adopt
its implementation already becoming mainstream in countries such as Japan and South
Africa. This rapid adoption demonstrates the market view of Inernational <IR>

Frameworkasaground r eaki ng and benefici al tool 0.

Since the declaration from Richard Howitt, many more organizations have adhered to the IIRC
project, so that most recent data available from the website of the(inBQratedreporting.com)
refers to over 1750 participants in the <IR> network worldwide (November 2019).
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An interestinganalysis of the worldwide spread of integrated reporting<dR& Framework
comes from aesearch, commissioned the French Autoritéles Normes Comptabl@&NC, French
Accounting Standardization Seft¢o academics of the caliber of Carol AdafbBsirham University
Business School and Swinburne Business Schbelphine Gibassier (Audencia Business School)
andTiphaine Jerome (Univergibf Grenobles Alpes)As dated by Howitt, the researakvealed an

uptake and increasing diffusion speed of integrated reporting gl¢Gatigssier 2019)

The research method, based on the assumption that the simrepfeo r t | abel Al nt
doesnét include the variety of integrated repor
GRI database, the Corporate Register, the IIRC itself (containing samples of the best integrated
reports produced acating to the framework in the nurabof around 200 reports), the list of JSE
|l i sted firms, KPMG6s database of Japanes-e fir

reporto containing additional i ntegrated repo

The main findings helglR> uses and scholaranderstand the sf IR globally, considering

its geographical distribution, main industry of intet@sticompany size:

o Geographically, 21 are the countries producingore than 85% ointegrated reports
worldwide. Countries with thieighest concentration of producedodp are South Africa and
Japan, accounting together for a great 43% or reports identifeeth the current years these
two countries are also the ones with the highest prevalence of reports produced according to
IIRC6 Bramework(R. G. Eccles 2019)

Coherently with what disclosed by the [IR@e second biggest cluster of integrated reporters,
is represented by European count(iise UK, The Netherlands, Spain, Switzerland, Finland,
Fran®, GermanySwede

Outside the Euwpean continents, Australia is a relevant producer of Integrated Reports
country with a very vivid academic discussion over the topics of Integrated Reporting and the
| 1 R Eréansework while in the South East Asia, a surprisingly positive remark go8s to
Lanka whose new and growing attention towalf@snay be connected to the hosting in 2012

of the international conference on Integrated Reporting <IR>

Increasing interest is alsmoming from the US, following thactions taken from relevant
multinaionals such as Intel, General Electric, Pfizer, American Electric Powsoduce
Integrated Reportand considering thglobally increasing number of businesses turning to

the Framework
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o Industry. The composition ofcompaniesadopting integrated reportees avast majority
constituted by firms involved in the financial sectors followedhloystrials, consumer goods,
utilities and oil & gas companies. The relative weight of induss&dtors producing
integrated reports has remained almost unchangexhipared to the companies that piloted

first theFrameworkafter its release on December 2@G3bassier 2019)

o Company Sizelt is interestingo lookatthe prevalence of firms publishing integrated reports
depending on thesize 42% of companies have less than 5,000 employkes ¢lassified as
mediumsized firms), regardless of previous researches highlighting that ordyfilang were
the ones producing integrategports(Gibassier 2019 Swuch previous empirical studies were
based on the assumptitimat large firms were approaching integrated reporting because of

theirvisibility and higher means availakfecompared tesmaller firms.

Consideringthe current state of thé 1 R €ranseworkout of all the organizations producing
integrated report89% of them mention therameworkand, inside this sample, the dept of adoption
is considerably higkb7%) (Gibassier 2019)The evidence suggests that together witinareasing
trend for companies to disclose with integrated reports onfinancial information, the <IR>
Framework is taken into account in a relevant share of the total and that, in the cases in which it is

mertioned, firms related to many of the camtelements present in tii@amework

2.3.2THE ACADEMICS AND THEACCA ON THE FRAMEWORK

This paragraphillustrates an analysis ofthe main challenges and opportunities the
Frameworkhasfacedfrom the point of view of th&cademicand fromthe Assaiation of Chartered
Certified AccountantghenceforwardACCA), the globalprofessional accounting body offering the

Chartered Certified Accountant qualification

Since the first release éfameworkthere hae been questions regarding the efforts putlate by
the IIRC to allow the spreading and worldwide adoption ofRtaenework It has been observed the
importance of the standardization of a practice, methodology or technfdogyp be able to spread
across its users and be utilized by most amgdions, becoming a common reporting practice
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(Bonaccorsi 2003)The effect of positive network externalities is fundamental as the value of a

standard increases at the increases of the number of its users.

One of the earlycriticisms from the academics has bede lack of regulation The

information disclosure of thEerameworkis, indeedyoluntary. Thisrepresents a strorgitfall to the

| 1 RCOs atmab undermme theFrameworkd seffectivenessto change andimpact the
oogani zat i o nrepbrtingpractipeqFloaver 2015) Thomson on a commentary tolFo we r & s
article, points out the same weaknesses to the emangiergulatedntegrated reporting practicess

they seemed to be more lilggb rearrange unsustainable corporate peastas sustainable, instead

of being a catalyzer fayovernmental sustainability reforriBhomson 2015)

An analysis conducted on tiperspective okIR> users regarding thstruggke between a
voluntary oramandatory approado the<IR> was conducted b$tubbs and Higgingointing out
that participantsaw as negative thpractice of a mandatory reporting, as it worddult in a tick the
box mentalityand not in a true analysi$ the value creation processes within the f{8tubbs 2018)
Interestingly,the opinionin favor of a voluntary approach to integrated reporting was the one
supported fromreports preparers, whereasost investors would be ifavor of a compulsory

approach, cause seemenabler of reporting quality.

The discretion left to companies on thalisclosing practices within the=rameworkis
analyzedalsoby Tweedieand MartinovBennie Leaving to companies the discretion t@ide on
the issues to be disclosed in #I&®> reduces the effectiveness of Integrated Reporting ithelfe
is a focus shifto reporting what makes organizations sustainable ratherftitaising on society

themselves and what can make them more sustai(@béedie 2015)

Even Withsuch criticismsthe European Directive on the disclosurenoftfinancial and
diversity information (2014/95/EUJepresentedsince its coming into force in 201& strong
opportunity to promote integia reporting pratices and in specific the use of tReamework
(Dumay, Bernardi e Guthrie 2017he directive to beapplied from 2018 on, makes it compulsory
for large publieinterest firms witha number of employees highiian 500 to includenonfinancial

statements in their annuaport.

Another very discussetheme on thé~rameworkis the one ofassuranceAssurance is
fundamentato assesthe credibility of norfinancial informatiorand integrated reporting he way
assurance challenges tHaameworkderives from the lack of matumeporting systems for the
disclosure of nofinancialinformationandthe subjective nature sbme of the contents of integrated

reports The evolution and improvemesibf nonfinancial iformationreportingdependgrimarily
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from its credibility and usefulnesso that stakeholdeits, whom the integrated repsrareaddressed,

can have on nefinancial information the same guarantees as for traditional finasmoes.

The major challengestanding in the way ahe achievement of mature assurance practices
in <IR> arelistedbelow(Cheng 2014)

0o Lackofconsensuso t he conceptinanintegiratedemortand f ai r o
o Discussionf the current form of the fraework provides sufficient and appropriajaidelines

to facilitate assurance of integrated reports.

Over the past yeaiategrated reports have meehigher level of assurancAs reported by the
ACCA, few organizations mayed tcachieve a reasonable asmce orelements of their integrated

reports against the usual limited assurance associated with integrated(ARpQ#s2019)

The reason for it lays in the opportynias integrated reportingecomes more maturr audi
firms to collecta sufficient amount of information on integrated reportdocsexpress a positive

opinion onnontfinancial information disclosuf@CCA 2019)

A relevant analysis regarding tberrent reporting practices ihglIRC Business Networkvas
recently conducted by the ACCRrevieweda cluster oforganizai ons 6 i ntegrated r
development trends, challengesative shifts in quality of their content elements over thesyaat
it provided some wul insights on how to improve the reporting in accordance with the international

<IR> Framewak.

Coherently with previous findingsmany organizationsecognize in the use ofintegrated
Reporting the opportunitytd eep di ve i nt o tpioeessesndnynderstarishe i nt
dynamics underlaying the various dimension that contributbecoverall value creation process
(ACCA 2019) Despite thecriticism movedoy Stubbs and Higginsn the nature of internal changes
detemined bythe adoption of integrated reportirgjatingthatthe transformationatatureof <IR>
was more incremental, rather than radical and transforméiudbs 2018)Adams pointed out the
strong benefits of the adoptiah <IR> in determining ths exact internal change, in thegnitive
frames ofpeople involved in the higher managemims to enablea broader view ofalue creation
(C. A. Adams, Conceptualising the contemporary corpordte\aeation process 2017)

The study conducted by the ACCA in 2018 highlighted the main challenges to the progress of
integrated reporting, in order of importance:

o Organizational / functional silosithin the firm.

o Lack of adequate internal systemsrtonitor performance
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o Limited experienc®f organizations in the extraction of réinancial information.
o Low internal management / executive support.

o0 Internalresistance to change.

Regardless dhe barriers taIR> adoption pointed out by the ACCA,is out of doubt the positive
attitude of the main accounting body towards integrated reporting. It is believed that the journey
towards integrated reporting will have bigger bengéitslong asnore and more efforts are put into

this practice

2.3.3THE IIRCFEEDBACK REPORT

In 2015 the IIRC itself recognized the existence of relevant issues to be faced in the delivery of
its 20142017 Breakthrough Phase Strate§ome of these challenges included the lack of credibility
of integrated reports (havirg negéive impact on the <IR>), lack of evidence regarding the real
impacts deriving from the application of theameworkand the failure to keep the InternationdkR>

Framework updated with technical and ftenhnical outputs.

A strong initiative takerfrom the IIRC is undoubtfullyt he Al nvi tati on to
Framework | mpl ementat i ononfhe 2fdobFerday 2007pftatwot h e ¢
month comment period to gather valuable insights on the current stage of the <IR> from all the
stakeholdergnvolved in the process. The comment was addressedvariety of users of IR:
companies providers of financial capital, policy makenggulators, standard setters, assurance

providers and academics.

The data collected andnalyzedby the IIRCresultedin the International<IR> Framework
ImplementatiorFeedbacka document aimexdot onlyto sharghese feedbacksith the addresses of
theinitiative, butalso to informstakeholdersn thenext steps that the IIRC intended to take, namely,

its strategy deelopment and policy effortdIRC 2018)

Below the reader shall see some ofrttanissues identifieth thelnternationaklR> Framework
ImplementatiorFeedbacKIIRC 2018)

o Lack of guidance andngerstanding of the multiple capitals approach and the way capitals

integrate with each other.
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o Strong challenge in implementing connectivity of information and integrated thinking in the
organization.

o Confusion regarding the specific audience papose bt he gui di ng pri nci p
rel ationshipso.

o Lack of concreteess on the topics of materiality and value creation, main variables around
which the integrated report is created.

o Confusion on |1 RCOGs expectations about con

o Difficultiestoprqpoper | 'y t ackl e the di scl osnodets, havingto o r ¢
l'ink the business model 6s outcomes and out

o Obstacles in involvingpeople charged with governance in the implementation of Integrated
Reporing.

o Challenges were as well seen in the stoftards long term thinking and reporting and

alignment within reporting frameworks.

All these issues have a common denominataterlayingthe difficulties met by organizations in
applying theFramework alack of guidance and leading practices to be maks examplegRinaldi
2018)

The IIRC demonstrate to bewilling to take concrete actions to enhantte <IR> positioning
and clarifythe Frameworkcontent elements, purpose andding principles.Seemingly optimistic
regarding the current structure of fimmeworkis the choice of the IIR@ot tomodify the original
Framework IIRC declared the lack of new or compelling arguments pushing towamlgséon of
theFrameworkin thevery near futur¢lIRC 2018) Two relevant actions taken from the IIRC include
the creation of a FAQ section in the IIRC webgitRC s.d.)in which many of the critical elements
outlinedintheranal ysi s of t he aréaddrasdea@ntthie@reatian of a databasee n t ¢
(<IR> Examples Database) containing most relevant examples of integrated reports procesed
actions show that the 1IRC wants to provide its users with a giedance for all thosefirms facing
difficulties in addressingritical themes such as the connectivity of information, relationship with

stakeholders or with disclosimgformationon value creation processes.

Lastly, a fAl eap f or weathedne obbassurances had been thenviery recerd i ¢
releaseiithe 19%of September 2019) of |1 RCb6s 2018 Inte

assurance from an independent auditor.
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Despite having received a limited assurance on the repditpesiconfirmed the correctness on
the more significant datwithin the report, posing the right foot forward to obtairamgasonable

assurance.

2.4 CONCLUDING NOTES

The chapter made it evident the rising importance of disclosindimancial informdon i n t oda

business environmetd meet the increasing information needs from stakeholders and regulators.

| 1 R €ranseworkmanaged to immediately captuiee attention thanks tthe strong network of
supporters within its foundaticaand tothe combimton of astructured formbut stil a relatively high

degree of discretion tmeet the different needs rdporting organizations.

Despite the growth of thErameworkadoption over the yegrsnany challenges remad open
regarding its credibility,institutional regulation vague definibns and potential to win internal
barriersto be a concrete catalyzer for organizations to evalaate improvethe value creation

proceseswithin the company itself.

The actions recently taken by the IIRC to enhanastgland give support on tHeramework and its
application represent positive inputs in response to the criticisms coming fromcatdemic
environment and the concrete experience of firms in producing their Integrated Reports, giving
positive hopes forts future scalability.
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3. CASE STUDIES, THE ITALIAN CONTEST : ATLANTIA AND
TERNA

The fourth chapter will study the reports produced byltgted companiefrom the Italian contest:
Atlantia SpA and Terna SpAhey are both large companies ircaclance to the European Union
Directive 2013/ 3406s r StagandFTSE MBSegnsentaohtde Midaa Stock g t
Exchange.

Suchanalysihi ghl i ghts the flexibility okfwhithhiesteddl RC®o
of proposing a sikct methodology for its adoption, has a principksed nature coherent with its
intention to be applicable across different entities and industries in accordance with their very

personal and unique value creation preess

Both Atlantia and Terna havequuced integrated reports since the first publication of the Framework

in 2013 and previouslyobk part in the IIRC Pilot Program started during 2@klan answer to a
cultural incentive in terms of sustainability andparate responsibility. Interviewsonducted with

the selected companiesd6 manager s (pointedtodt thea abi |
belief that the adoption of integrated reports was a better choice to transmit investors information on
howthe company creates value in comparito the issuance of two staatbne documents (financial

report and sustainability repoffamodeca 2017)
The interest in the choice of Atlantia and Tehaa thereforéwo differentmotives:

o On one hand they are both liem organizations that in their industry, respectively
infrastructure and utilities sector, are top players not only nationally, but on an international
level, with a long history of sustainability reporting.

o Onthe oher hand, in their concrete and @mtrapplication of the Framework, they adopt two
different approaches to iAtlantia SpA producesin analysis centered on the six capitals
utilized as inputs for the business model, demonstrating a stmongliance to the capitals
modelproposed by thdRC, andan analysis based on the different business areas in the case

of Terna SpA.

It is important to underline that both companies are subject to the Legislative Decree No 254/2016
approved by the ltalia government on December'3@016, in implement&n of the Directive
2014/95/EU of the European Parliament and of the Council of 22 October 2014 and amending
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Directive 2013/34/EU as regards the communication of information tdinancial information ad

information on diversity by certain companiesl@ertain large groups.

Specifically, the Decremakes it compulsorjor public interest entities, such as Atlantia SpA and
Terna SpAto producean annual statement disclosing nonfinancial informatiornrdeggthegeneral
features, performance and evadut of the firm overtime, togethevith theimpacts determined by

the activities performed on social, environmental, human rights and anticorruption matters.

3.1 COMPANY OVERVIEW T ATLANTIA

Atlantia SpAis an Italian holding company operating in th&astructure sectorith headquarters

in Rome, Italy

Today, after the acquisition of Albertisnalized in October 2018, it is the global leading operator of
transport infrastructure, thantsthe management of over 14.000 km of toll motorway in 28tcies

across Europe, the Americas and Asia, and the management of the 2 airports of Rome and the 3
airports of the French Rivieral@* t e dhatArztatal,allow over 60 million passengets fly

every yealAtlantia 2018)

The acquisition of Albertis, a company with similar figures and an extensive and diversified asset
portfolio, doubled the main figures of Atlantia, that in 2018 prodiRed’ e nu e s fbidlion 01 1.
with an EBI TDA of a7.307 billion Atlantia, wth api t
workforce of 31,000 people around the world, has overtime showed a strong entrepreneurial and
financial discipline with a decisive nomitment to operati® accordance with ethical, environmental

and governance principles.

The history of AtlantisSpAstartshack in 1950 when the Italian Institute for Industrial Reconstruction
(IR1) in order to enter the motorway business created the aaynpiutostrade Concessioni e
Costruzioni SpAthat in 1956 collaborated with ANAS for the realization (financing, building and
management) of the oldest in Europe and most prominent Italian higtiveaxxutostrada del Sole
(Atlantia 2018)

During the 60s the company gained the concession to operate and build additional motorways and in
the 1999 the company, previously state owned, was eventually privatized. The IR plezedewith
a group of stakeholders led by the Edizioaecémpany of the Benetton Group) and followed by

Fondazione CRT, Generali Insurance and Italian Unicredito. An important milestone and matter of
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pride of the firm in the 90s is the introduction isit hi ghway of the Tel epa
electronic oll system.

The geographical diversification of the holding started in 2005 when the firm started a series of

acquisitions in Chile, Brazil, India and Poland of 2000 km of toll motorway to manage.

In 2007 the Board of Directors deliberated for a changthéncompany name frorAutostrade

Concessioni e Costruzioni Sgé the current name of Atlantia SpA.

In 2013 another period of diversification led to the expansion of the holding in the airport
infragructure sector, with the control of the two airportfRoime (Fiumicino and Ciampino) and in

2016 of the airports of Nice, CanAkandelieu and Saint Tropez, in the French Riviera.

In the most recent period Atlantia attracted a relevant press attentiotheitragic collapse of the
Morandi Bridge of Genova othe 14" of August 2018. The management of the bridge was
responsibility of Autostrade e r l 61 talia, main | talian asset
proceeding to assess the responsibilities for such disdasterholding was also involved in the
consortium for the liquidation of the Italian airline company Alitalia together wakigos such as
Ferrovie dello Stato Italiane SpA (FS) and Lufthansa AG, but in November bailed out from the
participation to apotential investment plan in the attempd prevent Alitalia from bankruptcy
(Bloomberg 2019)

The commitment of the group towards sustainability derives from the increasing complexity of the
sustainability reporting itself, and in order to produce reports far frongIseifreferential and hardly
allow a comparability with other firms in the same seetnd across industries, Atlantia assess to be
nowadays following the international guidelines produced by the GRI and the IIRC.

The history of reporting of Atlantia théead to the current reporting documents starts back in 1997
with the publicatonofd i r st environment al report and CSR

principal Italian asset of the group.

The following years see an integration of the two repo# single social and environmental report,
with the objective to integrate ahéghlight the correlations between the two in the year 2000.

Consequently Atlantia decided to adopt the GRI guidelines G3 (with a maximum level of compliance
to the GRI frameorki A+ Level) in their sustainability report in 2007, two years prior the impressive
performance of Atlantia with the inclusion in the Dow Jones Sustainability (#dntia 2009)

Eventually Atlantia joined the pilot pgoam for the<IR>, together with Terna among the others, and

produced in 2013 thirst integrated repoyicarried on till the current year with its seventh edition.
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3.2 <IR> ANALYSIS

In order to have a deeper understanding of the meaning of sust@ynibilitlantia SpA and the
methodology according to which the company has impteete integrated thinking in its core
processes, this paragraph will analyze the latest Integrated Report (2018) produced by Atlantia in
accordance to the guidelines on consgprinciples and elements provided by the [IRC for the

production of an Integratl Report.

The Integrated Report produced by Atlantia is interestingly structured in a very different way from
the one developed by Terna. In fact, as the former elabonatée @wapitals and the value creation
processes of the Group by having asaating point the different business areas in which the Group
operates, Atlantiads Integrated Report i mmedi

accordancetotheacpi t al s defined by the 11 RC6s Framewol

3.2.1LETTER TO STAKEHOLDERS ATLANTIA FOR GENOA

It is interesting to start from the Letter to
mentioned tragic event that involved the Group in Atg048.In the morning ofhe 14" of August

2018,a portion of 200 meters of the Morandi Bridge of the A10 collapsed causing the death of 43
people and injured 14 other civilians. The company responsible for the maintenance of the bridge,
Autostradeperd | t al i a SpA, cont r ol khard capitgl) aAdirdpresmdithea ( 8 8
main asset of the group in the Italian Peningslaurrently under investigation for the assessment of

the causes and consequent responsibilities for the tragic hag@erRepubblica 2019)

In the letter to its stakeholders Atlantia reitesdtee condolences of the group to the family of the
victims involved in the tragic collapse of the Morandi Bridge and underlines how since theiatemed
moments foll owi ng t Htalia, supperted hy thd whole Atlantiea@Gaip, pas r |
provided resources to be of support to the families of the victims, firms and local institutions to find

a solution to allow the road network to not bellgaveakened by the unavailability of the bridge,

part of one of the main highways of Itgltlantia 2019)

The following section, named Atlantia For Genoa, presents the initiatives undertaken by the Group
to demonstrate theosmmitment of the firm towards safendthe commuity of Genoa coherently

with the nature of the Group as a socially responsible organization.
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Atlantia claims that immediately after the tragedy in Genova, its controlled company, Autostrade per

| 01 twarked ta preform monitoring and quality controleowther 130 among the most important
infrastructures on its network to assess the its security. The controls were executed by Spea
Engineering, company controlled by Autostradale, that is nowadaysthsafter the publication of

the Integrated Report heeanalyzedalso involved in investigations for the collapse of the Morandi
Bridge and the falsification of reports on the actual qualitghef other infrastructurefl Fatto
Quotidiano 2019)

Despite the very latest events, Atlantia claims how the safety of its assets has been a priority of the
Group over the years, thanks to constant interventions aimed at increasing the quality of
infrastructures and travelers as well. Amgdhem, the sectioguotes the total coverage of the Italian
network with seHdraining asphalt, or the installation of high capacity containment barriers, the
implementation of over 180€igns all around the network to promptly increase travel awarefess o

contingent issuesr promote safe traveling behaviors.

Data sustaining such commitment is reported regarding the decrease of the mortality rate of 77% and
the decrease of 55% of accident rates considering a time frame of almost 20 years from 1999 to 2017
aswellasthegcosi derabl e investments from the Group

0$0195 million more than the expendi (Atlantiaz20X©p mmi t

The involvement of the firm isupport to the faity of the victims and the community of Genoa as
awholewas addressed towards the inhabitants of t
collapse of the bridge to cover primary expenses relategayment of rents, mortgagean
installments, enovation of buildings and costs for the upcoming school year. Support has been
provided as well to commercial activities present in the Red and Orange Zone to help them continue
their core activities despite the difficulties arisingtbg collapse of thbridge (Atlantia 2019)

3.2.2 GROUP PROFILE

This paragraph of the integrated report describes some of the content elements of an integrated report
regarding the Organizational Overview and External Emwrent, by describing the group structure,
the assets and their geographical distribution woddwtogether with the business modet the

strategyadoptedoy the Group in the value creation process

As previously said in the company overview, with tlogasition of Albertis in October 2018,
Atlantia has become the global leader in the manageohém@nsportation infrastructures.
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The activities of the group are conducted in 16 countries worldwide and imply the management of
over 14.000 km of toll motoray in concession, together with the 5 airports across Rome and the
south of Francé@Atlantia 2019, 10)

The business model of the Groigpcomposed by three different directives that are supported and
inspired by guideling aimed at a sustainable behavior thanks to the attention to the stakeholders of
the group that are directly affected by the business conduct of the former. Oncédagaistbmer
centricity appears fundamental for the firm, that seeking safety andtgemfutiie assets managed
wants to be open to communication and dialogue with the local communities and act in an

environmentally sustainable way.

The three main directic on which the business model develops @k#antia 2019, 19)

0 Services, expressed in the ability to provide to the final customers abMaigs-quality
service, by disseminating information about traffic or safetyeissn highways and airports,

and by operating an ongoing maintenance and monitoritigeahfrastructures managed

o Technology, variable that has always represented a matter of pride for Atlantia and that
implies on one hand the design and implementaifaihie necessary infrastructures for the
automation of toll payments and mobility mgeanent systems and on the other hand in the
researchfor the production of innovative technologies in the fields of telematics and
infomobility, road safety, and to inease the efficiency in the management of airports, the

environmental sustainability, ergy and traffic control.

o Capital Expendituresfor the design and development of expansions with the objective to
increase service capacity and level; tlevelopment of internal knoWwow to meet the

increasing information needs arising in each departtmen

The report goes on by describing very synthetically the outcomes expected in the long term, related
to the contribution to a sustainable and safe mghbtlitthe best exploitation of infrastructural capital

as a major asset for the economic and sdewaklopment of the regions in which the Group operates
and in the development of technologies able to reduce the environmental impact of the activities

performed by the group, both in the highway and airport management.
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3.23 RISK MANAGEMENT

This sectia describes the risk management processes undertaken within Atlantia. Atlantia points out the
implementation in the year 2005 of a Enterprise Risk Management (ERM) model together with the Risk
Appetite framework, aimed at evaluating the natuneddlevel orrisk that is acceptable in accordance to the

strategic objectives of the groug@tlantia 2019, 24)

Being Atlantia an holding, the risk management processes start from the board of directors with the
definition of methoddogic guidelines that are forwarded to the boards of individual companies within the
Group for them to prepareand updatetheir specific risk catalogugthat need to be eventually submitted to

AtlantiaQ Board of directors for approval.

The fou differentrisk categories are belorepresented

Financial Compliance

risk risk

Risks correlated to the Risks correlated to the
Group's financial activities infringement of laws and/

and namely: liquidity, or regulations (By-Laws,
currency, rates and financial Code of Ethics, Governance
counterparties for the Code, etc.) and/or to the
completion of financial management of Concession
transactions. Contracts.

Risk regardin Busi i<k
business development USINESS T3

and diversification operations

Risks correlated to the Risks correlated to the
organization and the internal organization, the Company's
processes and procedures internal processes and

that may not be adequate procedures, which could be
to support the objectives of identified as unsuitable for
development and diversification supporting the envisaged
and/or integration of the Group’s safety standards, the expected
Governance Models to be service levels and operating
implemented by the Group management, with a consequent
companies. impact on the Group's image,

social responsibility and/or
results.

Figure 7 (source: https://www.atlantia.it/documents/20184/509291/2018 Atlantia_integrated_Eng.pdf/728600de3e90bf
26ed143328ec)

In accordance to the Italian law decree 2543h6he disclosure of nefinancial information, the
reportdescribes afterwardie risks that are produced or that are able to affect the business operations
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conducted that are not strictly financial risks. The report identifies therefore 8 additional risk

caegoriesand analyzes them in accordance to the internal guidelines aretipre implemented for

their precise risk management

1. Environmental
risk

2. Risks correlated to
the safe?l and se-
curity of users and
infrastructures

3. Risks correlated
with consumer
relations

. Nimby risks

5. Risks correlated
to personnel

6. Risks correlated

to human rights

7.Risks of active
and passive

. Risks correlated

to the supply

corruption chain

Figure 8 (source: https://www.atlantia.it‘documents/20184/509291/2018_Atlantia_integrated_Eng36df#c2f016-4e3e90bf
26ed143328ec)

3.2.4 GOVERNANCE

The group presenta traditional governance system. The corporate governance system has been
designed to allow the best interaction possible of stakeholders with the strategic orientation of the
compary. Atlantia, in describing the values by which the wofkhe board of directors, endowed
with exclusive competency and full powers oV
sustainable development goals of the UN agenda: the SDG number 8 gimedaiing a sustainable
economic growth with decent woconditions and productive employment, and the SDG number 16,

that sees in the promotion of law and justice level a key for peaceful and sustainable societies.
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Shareholders' meeting

! ! l

Board of Statutory Board of Directors Independent Auditors
Auditors (BoD)

Auditing activities on
Supervizes financial In charge of governanoce, the accounting and financial
disclosures, the sfficiency of BoD has exclusive competency reporting
the internal control aystems, and full powers for the
internal control and nisk Company’s management

management, auditing of the
Group's consolidated and
annual reports, independence
of the external auditors

v J !

Contreol, Risk and Human resources Committee

Corporate Governance and Remuneration of Independent

Committee Committee Directors for Related
Party Transactions

Supports - by means of Analytical, advizory and

adeguats preliminary activities proactive functions regarding Expresses opinions on the

- the valuations and decisionz the general policy for the Procedurs of related party

made by the BeD in relation remuneration of directors transactions and amendments

to the internal control and rigk and executive managers with to the By-Lawse; carries out

management system as well strategic responeibilities the activities envizaged in

as the approval of financial the transactions of greater

reporta importance with Atlantia's

related parties

Figure 9 (souce: https://www.atlantia.ittdocuments/20184/509291Mtlantia_integrated_Eng.pdf/7236d9fft16-4e3e90bf
26ed143328ec)

In dealing with sustainability at a corporate governance level there are few initiatives undertaken by
Atlantia to foster the adoptin of sustainable and lawful behaviors within the f{itlantia 2019,
40

o Anti-Corruption Policy.
Apart from being a compulsory obligation for Atlantia to be fighting against unlawful
behaviors, the Group shovistereston this topic, seen as a founding value of Atlantia.
Specifically, apart from the adoption and promotion of an Ethics Code, conaneteitment
on the matter of anttorruption, has as well adopted an amtiruption policy to stress more
and more the inteal awareness on such standards and promote an ethical conduct.

o Protection of human rights
Showing attention towards the 10 prineiplof the UN Global Compact on the protection of
human rights, working conditions and environmental protecfiantia adopted a code of
conduct aimed at creating a workplace without discriminations, where employees are well
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aware of their rights and thmedignity, and in which disciplinary actions are taken when

discriminatory behaviors manifest themselves.

0 Remuneration #licy
An additional tool for the corporate governance for the pursuance of a sustainable working
environment based on equity and mesithe remuneration policy, that rewasnp | oy e e s ¢
merit and motivatioron the basis of theachievements

0 Sustainabl€overnance
Atlantia instituted as well a Sustainable Committee, both at a central level and in the different
subsidiaries, for the #ge promotion of the values and principles that seek sustainable
development within the Group, controlling the reportmgduced towards stakeholders and

t he achievement of the Groupdbés goals annua

3.25 ANALYSIS OF MATERIALITY AND STAKEHOLDER ENGAGEMENT

Atlantia conducted a materiality analysis to understand the most relevant topics for the group, both

from the pointof view of stakeholders and from the internal one.

The internal anal ysis was conducted with 7 in
departments, while thanalysis on stakeholdemas conducted on three different directives: by
analyzing tle regulatory area, as the main directives and tawmsat | mpact Atl ant i ¢
management business, by gathering data from the media and social networks, and eventually studying
the competitive environment of Atlantia, with attention to compampesating in the same business

and in ancillary oas(Atlantia 2019, 44)

The result is reporteid the figurebelow.
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Figure 10 (source: https://www.atlantia.it‘documents/20184/509291/2018n#dlaintegrated_Eng.pdf/7236d9d@16-4e3e90bf
26ed143328ec)

The materiality analysis is followed laysectiorfocused orthe stakeholder engagement strategies of
Atlantia. The main stakelders are represented by the ministries of transport and intasts, of
the environment, of the cultural heritage, the parliamentary committees on the sector and of course

the local, regional and municipal authorities for the sharing of the developiaes with the local

communities.
On the topic of theollapse 6theMo r an d i Bridge it is interesting
created an ad hoc section on its website name

information abouthe Morandi bridge and in general terms the concessionsthat Autoa de per |

has in the management of the Italian transportation infrastructures.

3.2.6CAPITALS: FINANCIAL CAPITAL

The financial capital islefined in the Framework as t{é&RC 2013, 11)
AThe pool of funds thas:

0 available to an organization for use in the production of goods or the provision of services.
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