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SMEs and 
their Role in 
the EU
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Unique Characteristics of SMEs

Situation and opportunities of SMEs differ from larger 
organisations:

• values are built on founder-manager beliefs, 
skills, and initiatives

• contingent on market conditions and clients

• locally oriented and connected 

• simple structure enables fast, agile, and flexible 
decision making

• direct and personal relationship with key 
stakeholders

• limited pool of resources available
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The situation and opportunities of SMEs considerably differs from that of larger companies. The distinctive feature is not only size but also the specific 

nature of SMEs, which does not allow for the same practical application of tools, business models and interpretative schemes that prove adequate for 

larger enterprises. 

Firstly, SMEs values are built on founder-manager beliefs, skills, and initiatives and may also be affected by the family' footprint' in management or the 

owner's direct leadership resulting in a lack of detachment between ownership and control. The owner's strategic role may directly influence the 

decisions with their own beliefs and personal relationships, which, in turn, significantly impact the company's choices in terms of social commitment 

and sustainability. On the other hand, as Cohen (2013) states, SME simple structure enables fast, agile, and flexible decision making.

Secondly, SMEs are contingent on market conditions and clients, and in terms of community, they are locally oriented and connected (Cohen 2013). 

Smaller companies are deeply rooted in the local territory as a rule. On the one hand, a genuine relationship with the local community may be 

beneficial for both sides. On the other hand, a solid commitment to local matters and networks may divert attention from other stakeholders and their 

reasonable expectations. 

Thirdly, SMEs often have a direct and personal relationship with employees, customers, and suppliers, due to the small number of employees involved 

in the company's activities. Such a situation favours relationships based on trust and reciprocity both between owners and employees and between 

these and external stakeholders. Therefore, SMEs generally do not have a structured method to communicate their CSR initiatives. Further, because in 

most cases, they live these initiatives as an integral part of their activity that does not require external evidence. 

Fourthly, SMEs have a limited pool of resources available, whether these are organizational, financial, know-how or skills. These constraints often press 

entrepreneurs to adopt a short or medium-term strategic outlook, as the lack of a sufficiently stable and solid resource base does not allow for longer-

term planning and investments.

Finally, Cohen (2013) emphasizes a different character of SMEs' culture: direct, informal, and with much entrepreneurial spirit and specificity of human 

resources reflected in multi-skilled and multi-tasks, flexible and engaged employees (Cohen 2013).



SME Importance in 
Europe

• SMEs represent the backbone of 
the economic system. 

• SMEs can often be important 
players regarding the well-being of 
local and regional communities

• In 2018, Europe alone accounted 
for around twenty-five million 
SMEs, being 99.8% of all 
companies

• The United Nations acknowledges 
the significant role SME’s play in 
achieving the Sustainable 
Development Goals (SDGs) This Photo by Unknown Author is licensed under CC BY-SA
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For many countries, SMEs represent the backbone of the economic system.

SMEs can often be important players regarding the well-being of local and regional communities, with considerable potential for employment

creation.

In 2018, Europe alone accounted for around twenty-five million SMEs, being 99.8% of overall companies, with a level of employment in the

private sector that represented over two thirds of jobs and more than 55% of the value added generated in the EU (European Commission,

2019).

The United Nations acknowledges the significant role SME’s play in achieving the Sustainable Development Goals (SDGs) as globally they

account for 90% of all businesses and, as a whole, significantly impact on environmental footprint and employment initiatives.



What is 
integrated 
thinking? 



The problems we have created….

Overpopulation Income inequality Climate Change

Pollution Ecological Overshoot
Homelessness and squalid 

living conditions



The world appears to be at a crossroads. New technologies are opening up opportunities to boost economic growth, reduce inequality and promote 

inclusiveness. But we also see the world de-globalizing, with civil wars and political populism driving uncertainty about international relations. We have 

an important choice to make: between a more open, inclusive and interconnected world and one that is closed, siloed and unequal.

As the world changes ever faster, thoughtful leaders increasingly recognize that we are not only failing to solve the persistent problems we face, but we 

are in fact causing them. All too often, well-intentioned efforts to solve pressing problems create unanticipated ‘‘side effects.’’ 

For example growing advances in technology have increased our ability to save lives and create better medical treatment for all, but a direct result of 

this has been increased lifespan and the growth of the population. 

In the past fifty or so years, the growth of population has boomed and has turned into overpopulation which in itself causes resource depletion, 

environmental degradation,  malignant diseases, conflicts and war and rising unemployment. Regarding income inequality, by 2030 the richest 1% will 

own two-thirds of global wealth. In the UK alone the 100 wealthiest people today have as much money as the poorest 18 million (Source: Equality Trust). 

Chief executives of FTSE-100 companies pocket an average of £5.3m each year, compared with £18,278 for someone on the national living wage of £9.50 

an hour for year 2022. Technological advances are replacing tasks previously performed by the unskilled workers leading to unemployment which 

further increases income inequity.  

So, our decisions and actions provoke outcomes we did not foresee. Today’s solutions become tomorrow’s problems. Today’s challenges –

overpopulation, pollution, societal inequity etc- are the result of systems that we have created...they are the unanticipated side-effects of our own 

actions, side-effects created by our inability to understand and act in compatibility with our long term goals and aspirations…[To address this issue] 

integrated (or systems) thinking helps us expand the boundaries of our mind-set…helps people and organisations  see themselves as part of a larger 

system, so that we become aware of, and take responsibility for, the outcomes created by our decisions…that shape the world in ways large and small, 

desired and undesired.  



The IIRC’s long-term vision

“The IIRC’s long-term 

vision is a world in which 

integrated thinking is 

embedded within 

mainstream business 

practice in the public and 

private sectors, facilitated 

by Integrated Reporting 

<IR> as the corporate 

reporting norm. 

The cycle of 

integrated thinking 

and reporting, 

resulting in efficient 

and productive 

capital allocation, 

will act as a force for 

financial stability 

and sustainability.”



Market Trends and <IR> Impact

Complexity

Multiple key decision 

factors

Volatility

Rate of change
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present  
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To try  tackle climate change and other societal and environmental issues, the parties behind the formation of the International Integrated Reporting Council 

undertook the initiative to drive the IR innovation forward with a long term vision “for a world in which integrated thinking is embedded within mainstream 

business practice in the public and private sectors, facilitated by IR as the corporate reporting norm” (IIRC, 2013a, p.2). 

According to Judge Professor Mervyn King “Integrated thinking is the revolutionary immensity of the IIRC.” 

VUCA stands for volatility, uncertainty, complexity, and ambiguity. It describes the situation of constant, unpredictable change that is now the norm in certain 

industries and areas of the business world. VUCA demands that you avoid traditional, outdated approaches to management and leadership, and day-to-day 

working and adopt an integrated thinking approach to determining the business strategy, business model and performance of your business. SMEs are 

vulnerable to changing business conditions and any market disturbance. The economic disruption unleashed by COVID-19 has affected SMEs both on the 

supply and demand sides . Enterprises faced logistical challenges related to the disruption of transportation and labour shortages. SMEs also experienced a 

deep decline in sales due to lockdowns, the shutting down of several global value chains in affected industries and a drop in consumer confidence 

(Juergensen et al. 2020).



Increased global awareness of 

environmental sustainability

Changing information needs 

of investors and businesses

Businesses operate in rapidly  changing world………

78% 
of investors care more 

about sustainability 

compared to 5 years 

ago

Reduced trust on a global scale

Technological disruptions and 

4th industrial revolution

From short term wealth to 

longer term health

Societal demand for 

transparency

94% 

of millennials want to 

use their skills to 

benefit a cause

Pandemics



The globalisation of businesses which has occurred over the last few decades has made many companies more powerful than some national

governments. Globalisation made it easier for companies to exploit cheap labour, plunder natural resources and cause serious consequences for the natural

environment and human health through pollution. But that is changing as society has become more informed and less tolerant since the advent of the

internet and social media. That is reflected in growing policies relating to accountability and transparency across the world. Hence there is increasing

expectation from society on businesses to solve social and environmental issues, such as education, poverty, resource scarcity and climate change (Adams,

(2015)

Organisations therefore need to understand their place in the dynamic business environment (often referred to as a VUCA environment – volatile, uncertain,

complex and ambiguous and how they will react to changes in that environment.

These changes may stem from technological advances, increasing expectations from key stakeholders, threats to the capitals on which the organisation

depends or competition in the market place. For example, as a result of the Covid-19 pandemic, people and businesses are now adapting to technological

means of communicating – for airline industries may mean less business travellers, for universities, this may mean more requirement for more online

learning.

Companies therefore may be forced to change in order to survive and remain successful and, in many cases, are developing new business models that

recognize the need to innovate and do more with less.

Hence companies need to be fully aware of their purpose and how they depend on other resources to achieve that purpose. This leads to a consideration of

the organisation as a system within the environment, rather than a series of internal operations. The key to regarding the organisation as a system is an

appreciation of the interdependencies it has with other parts of the system (for example stakeholders, the environment) and hence the importance of

relationships between those interdependencies.



I believe this  quote by Einstein reflects the rationale for Integrated Reporting as it really sums up that in a rapidly changing environment, SMES need to think 

and act differently AND also react quickly and adjust to the volatile situation. They have to be dynamic as it is the world, not passive



Source: Future-Fit Foundation (2017) 



Organisations  are therefore shifting their focus from considering just financial capital (shareholder value) to shared value with the ultimate aim for 

systems value . As economist Milton Friedman  famously stated in the 70s.

“… a corporate executive is an employee of the owners of the business. He has direct responsibility to his employers (i.e. the shareholders). That 

responsibility is to conduct the business in accordance with their desires, which generally will be to make as much money as possible while conforming to 

the basic rules of the society . . (Milton Friedman, 1997, pages 56-7, originally published in the New York Times Magazine, September 13, 1970). This 

mindset is no longer relevant to companies if they wish to survive and retain their social license to operate. Key stakeholders now expect companies to 

address the social and environmental issues that they directly impact such as paying workers fair wages, paying fair taxes and addressing environmental 

issues through utilising resources such as  electricity, gas and water more efficiently.



Integrated Thinking Defined

Integrated thinking is defined 

as ‘the active consideration 

by an organisation, of the 

relationships between its 

various operating and 

functional units, and the 

capitals that the organisation 

uses or affects which leads to 

integrated decision-making 

and actions that consider the 

creation of value over the 

short, medium and long term’ 

(IIRC revised framework 

January 2021, p.6) 



Concerns over climate change, depletion of the world’s finite natural resources and societal inequities, which current financial and sustainability 

frameworks fail to address, have been significant drivers of the introduction of IR as an alternative to existing practices.

IR is defined as a ‘process founded on integrated thinking which results in a periodic integrated report by an organisation about value creation over 

time, and related communications regarding aspects of value creation’ (IIRC, revised framework January 2021, p.6). This definition highlights that IR is 

aimed to be an essential critical tool to embed integrated thinking throughout an organisation, rather than just being a combination of different 

corporate reports (IIRC 2011, 2013, revised framework January 2021; KPMG, 2011).

Value is created or destroyed over the short, medium, and long term through the capitals within a company’s business model, which represents the 

chosen system of inputs, business activities, outputs, and outcomes. Integrated Thinking involves fostering a culture of collaboration and integration 

between different functions of the business to consider the business model and identify trade-offs in the development of strategy. 

Successful Integrated Thinking therefore requires an appropriate culture, communication systems and training, which lead to an enhanced 

understanding of the relationships within operating and functional units of an organisation . This understanding creates significant cultural changes in 

attitudes, and ways of doing things, by facilitating a more productive dialogue between departments that helps to break down internal barriers and 

information silos. Additionally, through integrated thinking, organisational teams may better appreciate and understand the impact of their decisions, 

behaviour and processes on key stakeholders, other internal units and the organisation as a whole.



How can SMEs 
benefit from 
integrated 
thinking? 



Internal Benefits of 
Integrated Thinking

• Improvement in internal communications leads 
to employee loyalty

• Greater pro-activity

• Break-down of organisational silos 

• Integrating a broader set of ideas and 
encouraging the SME to think longer-term

• Better strategic decision–making through 
improved understanding of risks and 
opportunities

This Photo by Unknown Author is licensed under CC BY-NC-ND
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Several academics find evidence that Integrated Thinking leads to significant internal and external benefits

Internally, it facilitates the breaking down of organisational silos leading to improved internal communications, greater pro-activity, better 

decision making and focus on longer term strategic decisions. For example, integrated thinking developed in an organization allows discovering 

interrelations between inputs, outputs and outcomes. Employees see how their actions directly or indirectly translate into the achievement of 

objectives and outcomes, and therefore they are eager to be active, do more and propose new solutions. Further, evidence shows that breaking 

down internal silos improves connectivity between departments, creating the conditions for increased cooperation, the cross-fertilization of ideas 

and new value-adding initiatives that can lead to new products and service lines and enable companies to become more flexible and transparent 

in the way it reports and delivers information to its stakeholders. 



External Benefits of 
Integrated Thinking

• Improved financial performance and firm value

• Attraction of longer-term investors

• Increased trust, legitimacy and understanding 
with stakeholders

• Increased awareness of medium/ long term risks

• Enhanced brand value and reputation

• Greater trust from lenders resulting in a lower 
cost of capital
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Externally, IR Results in increased trust with key stakeholders leading to enhanced reputation, attracts longer term investors and 

perhaps as a result of better decision-making leads to improved financial performance and firm value. Research by Harvard 

Business School , which included not only those organisations that prepared integrated reports but also those that reflected 

broader, more interconnected and longer-term thinking in their published reports, demonstrates the link between integrated 

reporting principles and more long-term investment (Serafeim, 2014). Further research into an Italian SME who adopted 

integrated thinking revealed that 

it improved stakeholder engagement; raised awareness about medium- and long-term risks; improves relations with lenders 

(owing to the amelioration of creditworthiness); and consolidates the mutual trust between the company and its stakeholders, 

strengthens corporate reputation and produces a growth in the visibility of the management team and entrepreneurial 

leadership (Del Baldo, 2017). Integrated thinking has raised the awareness that this SME can build its future on solid foundations 

only if it produces economic, social, ethical and environmental value (James, 2013a, 2013b). 



How to instill 
integrated 

thinking in an 
organization?



Core Integrated Thinking Tools

• Six Capitals – Financial, Manufactured, Human, Social and 

Relationship, Intellectual, Natural
Lateral Integration

• Short, medium and long termTemporal Integration

• What elements are important to value creation and to 

whom?
Materiality

• How does a particular activity create (or destroy) value 

elsewhere in the organisation’s supply chain and 

partnerships?

Value Chain

• How does value created in one part of an organisation 

impact value creation elsewhere?
Connectivity



Integrated Thinking involves key tools to assist organisations on moving from a shareholder- centric model. It involves lateral integration through

consideration of six capitals rather than focusing on financial capital.

It includes temporal integration ensuring that the focus moves away from short term profit to longer term value creation. It also considers the concepts

of materiality, the value chain and connectivity. For example for connectivity it asks organisations to consider how value creation in one part of the

organisation may impact value creation elsewhere.

For example saving money on employee training may reduce financial costs and increase profit but it will also reduce employee productivity,

innovation, morale and employee retention which could have bigger negative financial implications in the longer term.



Integrated Thinking in Action



Integrated Thinking enables organisations  to

Understand the system in which they operate. The operating context and external factors should define the environment in which the organization

interacts. These include:• The macroeconomic situation • The availability of natural resources

• The availability of social capital •Market circumstances • The competitive landscape •Technology •Supply chain • Labour conditions and• The

regulatory environment

An organization needs to continually monitor and analyse these factors when defining and fine-tuning its business model. It’s important that

management takes the lead in providing the required governance and oversight structures, since the integrated reporting concept of value stems

from the notion that the interaction between an organization and its operating environment has become more intense and mutually dependent.

An analysis of the correlation (i.e the significance of the impacts or dependencies) between capitals and stakeholders helps to set boundaries for IR:

(i.e. what to include / exclude in the report). In addition, by analysing capitals in such a way, an organisation could enhance the robustness of its

stakeholder analysis.

Building strong relationships with stakeholders, building a loyal customer base, developing intellectual capital and managing environmental risks, etc,

tend to fall off the radar when corporate execs think short term. But they are critical to long term success. Integrated thinking keeps the focus on

long term strategy. The International <IR> Framework recognises that long term success depends, amongst other things, on sound management,

relationships, a satisfied work force and the availability of natural resources.

So integrated thinking facilitated changing our thinking to match the interconnected, dynamic complexity of our communities and their

environments and to Change our behaviour to work with the complex forces in the system (instead of against them) to realize their vision.

Integrated thinking allows us to Identify and test a wider variety of possible actions and solution pathways and expand the choices available to us

and identify those choices where we can develop significant leverage.

It allows us to Communicate with others to create new ways of thinking and seeing – to develop shared understanding and to become more aware

of the potential for unintended consequences of our actions and to Harness social learning processes to help us develop a shared understanding

and take action collectively.

It enables us to Develop KPIs to monitor our progress, obtain feedback and modify as required.



The steps from 
integrated 
thinking to 
integrated  
reporting



Integrated Thinking is important as an underlying process of integrated reporting.

Integrated Thinking takes into account broader social and natural impacts as well as the financial bottom line. The journey from integrated thinking to integrated reporting is 

seldom straightforward and relevant tools and clear communications are necessary to inform decision-making and resource allocation which in turn influences operations 

management reporting and ultimately the integrated report. 

Decision-making – establishing a steering group is an essential element of successful decision-making that facilitates a culture of integrated thinking by identifying who within the 

organisation should guide the journey to integrated reporting. This will typically involve finance board members, sustainability and human resource leaders and other relevant 

functions such as communications, risk, legal and operations. It can play a role in identifying material issues for stakeholder groups both internally and externally and consider how 

well the organisation business model supports sustainable value creation in the short, medium and longer term

Resource Allocation involves describing the organisations vision and how it navigates risks and capitalizes on opportunities in the market. The strategy ties into the business model, 

presenting the relevant components and processes, highlighting the measures used to analyze performance and how they link material issues to resource allocation

Operations and Projects – the purpose, scope resources and relevance of operations and projects should align with the strategic objectives of the organisation. The projects should 

be material and reflect what the organisation is doing to explain how they are contributing to the  value created by the organisation. They should be reflected in the key elements 

required in an integrated report namely ; organisational overview and external environment, governance, business model, risks and opportunities, strategy and resource allocation, 

performance, outlook, basis for preparation and presentation, An integrated report should tell its value creation story through its projects and operations.

Management Reporting aims at informing managers about different aspects of th organisation in order to help them make better-informed decisions. It includes data collected 

from various departments 

, tracking key performance indicators and showing the value of the organisation over a specific period by disclosing financial, operational and non financial information. Integrated 

Reporting for management provides insights into how the organisation is performing, encouraging integrated thinking and empowering decision-makers to find the right path to 

increase operating efficiency and make decisions to remain competitive. An integrated visual dashboard is often created to communicate how the organisation creates value in the 

short, medium and long term. 

Integrated Reporting is dependent on and helps to achieve integrated thinking. An integrated Report is all about making connections. In order to provide connected and cohesive 

information, you need a connected and cohesive set of systems. Are the right people talking to each other internally? Are companies doing enough to break down silos. Are they 

encouraging cross-organisational communication and engagement with your strategy.



What is an integrated 
reporting (IR)?



What is Integrated 
Reporting and why does 
it matter?



Organizations use integrated reporting to 
communicate a

story that explains how all of their 

resources are creating value.

integrated

clear

concise



2016: Value Creation Model

36



Here is the value creation model of ABN AMBO,  the third largest bank in the Netherlands, that clearly shows Inputs, the processes the company enacts to 

create outputs and outcomes.  They show inputs of capitals– social and relationships, Digital and Technological, Human and Intellectual and Financial. 

As well as highlighting the company purpose and strategy they highlight four strategic areas that enable them to transform the inputs – innovation and 

growth, fast delivery, bringing expertise and enhancing the client experience.

At the top of the value creation statement they also highlight external environment trends (opportunities and threats) that impact on their value creation –

changing client behaviour, increasing regulation, disruption and new entrants and changing monetary conditions. 

They consider five outputs which also includes natural capital and key metrics that highlight their performance in each output area. For example for human 

capital they highlight there employee engagement score and training expenses as a percentage of total expenses. 

In outcomes they consider the value they have shared with clients, employees, society and investors e.g. for employees they highlight increasing employee 

engagement but also job losses (perhaps as a result of digital and technological innovations).



It helps businesses think holistically about

to build investor and stakeholder confidence and improve future performance

making informed decisions

managing key risks

strategy and plans



Integrated Reporting Framework: Core 
features

Fundamental Concepts

Guiding Principles
Content Elements



Integrated reporting in eight questions



Fundamental Concepts:

• Value Creation for the organization and for others

• The Capitals

• The Value Creation Process

Guiding Principles underpin the preparation of an integrated report, informing the content of the report and how information is presented)

• Strategic focus and future orientation

• Connectivity of information

• Stakeholder relationships

• Materiality

• Conciseness

• Reliability and completeness

• Consistency and comparability

• The content elements are discussed on the next slide

The Content Elements are questions that should be answered in a way that best expresses the organization’s unique value creation story, and makes the 

connections between the Content Elements apparent)

Here are some of the questions an organisation should consider when producing an integrated report



SMEs – Possible 
Challenges
• lack or a limited number and quality of 

information and data necessary to 
implement new reporting practices (Girelli 
et al., 2019)

• lack of adequate systems of collection, 
elaboration, and communication of this 
information and data. (Girelli et al., 2019)

• shortage of human and financial resources 
or ad hoc persons to dedicate to integrated 
reporting.

• fear of disclosure of strategic information 
to competitors and/or potential entrants 
can also have a negative influence.



What is the current regulatory status of IR?



Regulation

• Integrated Reporting is Voluntary in Europe

• “Non-Financial Reporting Directive” (NFRD) requires organizations with 
more than 500 employees to include a non-financial statement as part of 
their annual public reporting obligations. 

• Does not currently apply directly to SMEs but they may face demands from 
large companies with whom they do business to engage in non-financial 
reporting.

• The “European Green Deal”, proposals are currently being formulated to 
strengthen the provisions of the NFRD and expand its reach. 

• Future regulations may make non-financial reporting for SMEs more likely.

• NFRD is likely to be superseded by Corporate Sustainability Reporting 
Directive CSRD later this year. It will mandate sustainability reporting by all 
large EU companies (and those listed on regulated EU markets) and 
encourage voluntary reporting by unlisted SMEs.

This Photo by Unknown Author is licensed under CC BY-NC
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In the European Union, since 2018, the “Non-Financial Reporting Directive” (NFRD) requires organizations with more than 500

employees to include a non-financial statement as part of their annual public reporting obligations. The Directive does not currently

apply directly to SMEs. However, in the framework of the “European Green Deal”, proposals are currently being formulated to

strengthen the provisions of the NFRD and expand its reach. Moreover, there are ongoing discussions at European level concerning

non-financial disclosure and SMEs. Therefore, while the current Directive does not apply directly to SMEs, they may face demands

from large companies with whom they do business to engage in non-financial reporting. Also, future regulations may make non-

financial reporting for SMEs more likely.

NFRD is likely to be superseded by Corporate Sustainability Reporting Directive CSRD later this year. It will mandate sustainability

reporting by all large EU companies (and those listed on regulated EU markets) and encourage voluntary reporting by unlisted

SMEs.

https://ec.europa.eu/info/publications/210421-sustainable-finance-communication_en#csrd


Call for an International Sustainability Standards 
Board

• The Group of 5 statement of intent to collaborate

• International Federation of Accountants (IFAC)  and International Sustainability Standards 
Board (ISSB) to lie alongside the International Accounting Standards Board IASB under the 
IFRS Foundation - its Consultation Paper

• European Financial Reporting Advisory Group (EFRAG) has been tasked with the 
development of European Sustainability Reporting Standards (ESRS) and is committed to 
co-construction with the International Financial Reporting Standard (IFRS) Foundation. IFRS 
Foundation – progress report here.

IFAC has called for the creation of a new Sustainability Standards Board (SSB) which would exist alongside the International Accounting Standards Board (IASB) under the IFRS

Foundation. IFAC also notes that financial and non-financial information should be connected through a conceptual framework and that integrated reporting principles and the work of

the TCFD (Task Force on Climate-related Financial Disclosures) should serve as a starting point.

Most recently, the IFRS Foundation has published a Consultation Paper to assess the demand for a Global Sustainability Standards Board. The IFRS Foundation, made up of public

authority members in its monitoring board, and with years of maturity in standard setting, coupled with communication and relationships with regulators and governments in 144

jurisdictions, can play a meaningful role in the development of an international sustainability standards board.

https://www.esginvestor.net/ifrs-foundation-announces-next-steps-for-global-sustainability-reporting/
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.efrag.org%2FActivities%2F2010051123028442%2FSustainability-reporting-standards-roadmap&data=04%7C01%7CA.Rasha%40leedsbeckett.ac.uk%7Cf72ac5c2edb940286eb608d9d74c6f7c%7Cd79a81124fbe417aa112cd0fb490d85c%7C0%7C0%7C637777546890877698%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=luqLphMYBvK7hWXavMGi5FHHdGOKyPQT5c5H754q%2BHM%3D&reserved=0


What is a role of non-financial information in IR?



Why <IR>? More than financials

Source: Ocean Tomo, Ocean Tomo’s Intangible Asset Market Value Study, November 2020. 

Components of S&P 500 Market Value

• Intangibles, such as intellectual capital, 
brand value, customer loyalty are increasing 
components of corporate valuations

• Investors are exposed to risks from relatively 
infrequent, but high impact non-financial-
related events (e.g. safety incidents, ethics 
scandals, natural resource shortages)

• Non-Financial factors can give forward 
looking insight into performance and risk

The need for a broader information set is clearly demonstrated by research that indicated that only a small percentage of market value can now be explained 

by physical and financial assets – down to only 10% in 2020 from 83% in 1975. The remainder represents intangible factors, some of which are not explained 

within financial statements.



Dangers of Pursuing Short Term Profit

• Financial Crisis  - “Pay packages that incentivised excessive risk-taking in 
the pursuit of short-term gains played a central role in the financial 
crisis. We cannot go down that road again” *

• Tesco – “it seems clear to me that pressure to make the company’s 
financial situation appear stronger in the short term trumped the need 
to focus on improving its long-term performance” 

• (Simon Walker, Director General of the Institute of Directors)

• Volkswagen – “why would a company such as Volkswagen lie to its 
customers and government emission testers? Conventional wisdom 
places the blame squarely on the pursuit of shareholder value which, it 
is claimed, has fueled pernicious short-term thinking and irresponsible 
behaviour”

• (Alfred Rappaport - professor emeritus at the Kellogg School of 
Management and author of ‘Creating Shareholder Value’ )

*(http://www.telegraph.co.uk/finance/newsbysector/banksandfinance/11229407/Short-termism-is-a-wolf-stalking-the-equity-market.html)

http://www.telegraph.co.uk/finance/newsbysector/banksandfinance/11229407/Short-termism-is-a-wolf-stalking-the-equity-market.html


Of course, companies must still make a profit to satisfy shareholders, and attract new investment to enable it to continue to operate, and to pay wages, suppliers, taxes etc, But the

business must also ensure it makes, and does not destroy value, for key stakeholders and society in the longer term, in order to retain its social license to operate.

In research by Robertson and Samy (2019), based on 36 interviews with senior executives in 17 mainly FTSE 100 companies, several organisations were starting to realise the

importance of environmental and societal issues to their business:

For example one executive in the utilities sector stated “ Climate change, population growth, all those pressures on society are also pressures on our business, so there isn’t really a 

separation. And so to report on them as a whole makes sense”

And another executive in the housebuilding industry stated “ I think the expectations on what companies are doing and saying and how they are behaving in the world has gone far 

beyond just that you are financially viable”

The pursuit of short term profit, to the detriment of other key stakeholders, can impact on the longer term sustainability of the economy, as well as the organisations that continue

to pursue that strategy – it helped create the financial crisis – and resulted in £2bn being wiped off Tesco's value as its profit overstating scandal sent shares sliding while

Volkswagen AG lost almost a quarter of its market value overnight after it admitted to cheating on U.S. air pollution tests for years

Building strong relationships with key stakeholders such as establishing a loyal customer base, developing intellectual capital through investment in systems and employee training,

and managing environmental risks such as resource scarcity and climate change, etc, tend to fall off the radar when corporate execs think short term. But they are critical to long

term success.

Particularly those companies who have used profits to invest in longer term value creation such as digital transformation, talent, research and development, and their customer

relations have proved to be more resilient during the COVID-19 PANDEMIC. This longer-term strategy now gives these companies an ability to react in a way that other companies

lack. Microsoft, for example, ranked first in JUST Capital’s stakeholder companies ranking, is a collaborator on Johns Hopkins’ coronavirus tracker, and is providing teachers with

access and training for its Teams program to teach remotely. It can do so because of its business model, but also because its stakeholders expect it to step up at times such as

these. Happy stakeholders increases organisational reputation and value.

Particularly, 2016 UK Reputation Dividend Report finds that reputation contributed £790bn to shareholder value at the start of 2016, which is just over one third of market

capitalisation in the FTSE 350. In particular, this report highlighted that the economic impact of ‘corporate responsibility’ was the highest growth reputational factor thus

demonstrating the importance of clearly showing the linkage between economic, societal and environmental impacts.



Social and Environmental Performance Impacts on Profit

Again, the positive financial impacts of considering society and environment are clearly demonstrated with SAP, A European Multinational software corporation, who indicate that just 

one percent increases in the human capital in the areas of employee engagement, business health culture and employee retention, and natural capital, in the area of Co2 Emissions 

have significant impacts on their financial value ranging from $5M – $90M 

See also SAP Integrated Report 2020 strategy and business model page 55 

https://www.sap.com/integrated-reports/2020/en.html?pdf-asset=82fad7fb-d17d-0010-87a3-c30de2ffd8ff&page=56


What are the 
benefits of 
integrated 
reporting?



Benefits of integrated reporting:
• Challenges the culture of short termism

• Enhances the risk management process and responds to 
new risks

• Enhances understanding of the different dimensions of 
value

• Drives connectivity across the organization

• Improved/positive corporate reputation

• Reported information better aligned with investor needs

• Improved trust , relationship and engagement with 
stakeholders 

• Encourages sustainable product development

• Better resource allocation decisions 

• Cost reductions 

• Capital market rewards (as referenced on next slide).

This Photo by Unknown Author is licensed under CC BY-SA

Numerous research has highlighted the following benefits of integrated reporting – see in 

particular Steyn (2014)

https://www.thebluediamondgallery.com/wooden-tile/b/benefits.html
https://creativecommons.org/licenses/by-sa/3.0/
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Stakeholder's honor integrated reporting as case 
of capital market rewards for public companies 
show

• Lower cost of capital 

• Nanyang Business School

• Stock liquidity and firm value 

• Stanford University

• Higher share price performance 

• University of Singapore

• Longer term investors 

• Harvard Business School



Who may be 
interested in 
integrated 
reporting?



Identification of Stakeholder Needs
EXEMPLARY IDENTIFICATION OF STAKEHOLDER NEEDS

Stakeholders Needs Dependence Influence

Investors
A sound return on investment, increase in equity, information transparency high high

Owners
Building a trustworthy and reputable company, long-term financial stability high high

Business partners
Stable co-operation, mutual trust, involvement in development projects high high

Managers
Self-fulfilment, responsibility for strategic projects, attractive remuneration high high

Employees
Employment stability, personal development, fair remuneration and incentives high high

Customers
Product and service quality, fair price and terms of co-operation, reliable

deliveries

moderate high

Suppliers
Stable and reliable co-operation, timely payment of liabilities high moderate

Banks
Timely repayment of loans, use of investment instruments, financial stability low high

(Influential) competitors
Maintenance of good industry-wide and market practices and standards high low

Recruits
Employment opportunities, possibility to learn and acquire competencies low high

Local authority
Protection of local jobs, responsible taxation policy, infrastructural investments moderate moderate

Local communities
Creation of workplaces, involvement in social and environmental projects moderate moderate

Your company should recognise the needs of the most significant stakeholders – those who influence your company or are dependent on it to a high 

degree or are at least at moderate levels in both dimensions. In further steps, you may consider the needs of other stakeholder groups. (See Guide – c3)



Exercise

List out the key stakeholders in your organisation

Consider for each one, how your organisation creates value for 

them.



Test questions



Q1. TRUE OR FALSE QUESTION

Integrated report is primarily a tool 

for more transparent and broader 

corporate reporting for key 

stakeholders. Please state whether 

this is true or false.

TRUE FALSETRUE

The answer is false as IR is more than just reporting, it also 

involves the process of Integrated Thinking.



Q2. What is one of the key concepts of IR?

A. Financial Reporting combined with 

Sustainability Reporting

B. Maximising profitability for 

shareholders

C. Value Creation using a multiple 

capital framework

D. Transparency

The answer is c. Answer a is wrong because IR involves more than a combination of reports, b is wrong because IR considers not just shareholders but also other 

key stakeholders, d is not incorrect as it will be essential to be transparent in IR but this could apply to any form of corporate reporting.



Q3. How would you describe Shared Value?

A. Business in no way hinders, and 

ideally contributes to, societies 

progress towards future fitness

B. Financial returns are all that matters:

companies privatize gains and 

externalize losses

C. Business come first. Negative 

impacts are often not sufficiently 

internalised, or are justified by doing 

good elsewhere

The answer is c. A describes system value and b describes shareholder value. Changing the Way Business is Done

Shared value is a concept described by Professor Michael E. Porter of Harvard Business School and Mark Kramer, co-founder and a managing director of FSG, in their 2011 

seminal Harvard Business Review article, Creating Shared Value. They define shared value as “policies and operating practices that enhance the competitiveness of a company while 

simultaneously advancing the economic and social conditions in the communities in which it operates. Shared value creation focuses on identifying and expanding the connections 

between societal and economic progress.”

https://www.sharedvalue.org/resource/creating-shared-value-hbr/


Q4. Answer the question and fill in blanks

The CONTENT elements of an Integrated Report include :

U S D

0 E C

R O M

U O

1.

2.

3.

4.

Answers: 1. GOVERNANCE, 2. OUTLOOK, 3. PERFORMANCE, 4. BUSINESS MODEL



Q5. Which of the following is not a  benefit of Integrated 
Thinking?

A. improved decision making at 

management and board levels

B. creation of links between strategy, 

risks, and business models

C. encourages silos and individual 

understanding

D. highlights the capitals on which a 

business relies

The answer is c, integrated thinking breaks down internal silos and 

increases shared understanding of how value is created



Q6. TRUE OR FALSE QUESTION

Integrated reporting is mandatory 

for SMEs. Please state whether this 

is true or false.

TRUE FALSETRUE

The answer is false as IR is more than just reporting, it also involves 

the process of Integrated Thinking. EU regulation does not require it.



Q7. Answer the question and fill in blanks

The guiding principles of the IR include:

T E L L I S

A E Y

O T T

C I N

1.

2.

3.

4.

Answers: 1. MATERIALITY, 2. CONCISENESS, 3. CONNECTIVITY, 4. STAKEHOLDER RELATIONSHIPS



Q8. What is not a core concept of integrated reporting?

A. Connectivity

B. Materiality

C. Temporal and Lateral Integration

D. Profit Maximisation

The answer is d. IR is concerned with value creation over the long 

term NOT profit maximization.



Q9. Why is Integrated Reporting important?

A. It provides a holistic framework for 

organisation reporting 

B. It integrates into one report an 

organisation’s financial and 

sustainability information

C. It includes material information 

about an organisation’s strategy, 

governance and performance

D. All of the above

The answer is d. 



Q10. TRUE OR FALSE QUESTION

“Integrated reports only benefit providers 

of  financial capital as they are the only 

focus of an  integrated report”

Please state whether this is true or false.

TRUE FALSETRUE

The answer is false. An integrated report benefits all stakeholders interested in an  organization’s ability to create value over time. The <IR> Framework encourages report preparers to 

consider and  communicate stakeholder needs and interests in the context of  organizational value creation. The integrated report should indicate how those needs and interests  are 

being addressed.
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Glossary of 
Terms

• ESG - Environmental, social and governance

• CDP – Carbon Disclosure Project

• CDSB - Climate Disclosure Standards Board

• CRD - Corporate Reporting Dialogue

• FASB - Financial Accounting Standards Board

• GRI - Global Reporting Initiative

• IASB - International Accounting Standards Board

• IIRC - International Integrated Reporting Council

• IR - Integrated Reporting

• ISSB – International Sustainability Standards Board

• SASB – Sustainability Accounting Standards Board

• TCFD - Task Force on Climate-related Financial Disclosures



Glossary of 
Terms

• Business Model - a system of transforming inputs, through its business activities, into 
outputs and outcomes that aim to fulfil the organisation’s strategic priorities and 
create value over the short, medium and long term.

• Integrated Reporting - a process founded on integrated thinking which results in a 
periodic integrated report by an organisation about value creation over time, and 
related communications regarding aspects of value creation

• Integrated Thinking - the active consideration by an organisation, of the relationships 
between its various operating and functional units, and the capitals that the 
organisation uses or affects which leads to integrated decision-making and actions 
that consider the creation of value over the short, medium and long term

• Materiality – matters that can substantially affect an organisations ability to create 
value in the short, medium and long term

• Stakeholder - a party that has an interest in a company and can either affect or be 
affected by the business

• Value Creation Process - Value is created through an organization’s business model, 
which takes inputs from the capitals and transforms them through business activities 
and interactions to produce outputs and outcomes that, over the short, medium and 
long term, create or destroy value for the organization, its stakeholders, society and 
the environment.



Resources Integrated Reporting Examples Database

Sharing real examples of leading

practice in Integrated Reporting to help

organisations on the <IR> journey

The International <IR> Framework

Providing the principles and concepts

for organisations adopting <IR>

FAQs

Answering your frequently asked 

questions on integrated thinking and 

reporting.

examples.integratedreporting.orgwww.integratedreporting.org

http://examples.integratedreporting.org/home
http://integratedreporting.org/

