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A. THE INTEREST PROJECT AND HOW TO USE THIS GUIDE

A.l INTERESTINTEgrated REporting for
SMETransparency)project

This is where a holistic corporate reporting
approach, called integrated reporting, comesin.
It can help them to understand and display their

ol nt e gRepotirgdor SMETr ans par ghdleWalue creation processand to secure the

(INTEREST)is funded by the Erasmus+
Programme of the European Union. Its
objectives are to provide a framework, guide
and practical training for small and medium-
sized companies (SMEs)in how to introduce
and use integrated reporting.

To compete and be successful,it is vital that
SMEs work together with a large variety of
stakeholders, including multinational
companies, clients and customers, suppliers,
banks and other creditors, agenciesand citizens
They also need to secure investments from
different providers of finance and communicate
with their stakeholders To meet these
challenges, it is essential for SMEs to build
understanding of their businessboth internally
and externally It is also necessaryfor them to
create and deepen trust in their business with
their stakeholders Therefore, it is important for
SMEs to develop and communicate a clear,
concise story of the value creation processthat
underpins their businessactivities

confidence of investorsand stakeholders

According to the International Integrated
Reporting Council (IIRC),integrated reporting is
the concise communication by companies of
how their strategy, governance, performance
and prospects, in the context of their external
environment, lead to the creation, preservation
or erosion of value over the short, medium and
long term. At the centre of this concept is the
idea that companies should expand their
reporting to include all the resourcesthat they
input into their businessmodels and that they
enhance, consume, modify and affect through
their activities and outputs, thus shaping
company outcomes. Theseresourcesor capitals
consist of financial, manufactured, intellectual,
human, social and relationship and natural
capitals Integrated reporting is a reporting tool
that companies can use to communicate their
value creation processesto finance providers
and other key stakeholders

However,in order to create such a holistic value
creation process, it is important that the
management tool of integrated thinking
underpins integrated reporting. Integrated
thinking involves companiesactively considering
the relationships between their various
operating and functional units and the capitals
that they use or affect.

In the European Union, since 2018 the 6 Ne n
Financial Reporting Di r e c(NFRD)aeguires
organisations with more than 500 employeesto
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
0 Eur o @reead e a praposals are currently
being formulated to strengthen the provisions
of the NFRD and expand its reach. Moreover,
there are ongoing discussionsat Europeanlevel
concerning non-financial disclosure and SMEs
Therefore, while the current Directive does not
directly affect SMEs,they may face demands
from large companies with whom they do
businessto engage in non-financial reporting.
In addition, future regulations may make non-
financialreporting for SMEsmore likely.
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A. THE INTEREST PROJECT AND HOW TO USE THIS GUIDE

In  April 2021 the European Commission
published a proposal for the new Corporate
Sustainability Reporting Directive. The proposal
introduces new reporting requirements that aim
to make companies accountable for and
transparent about their impact on people and
the environment.

Integrated reporting has been designed
primarily with large companies in mind. This
project aims to adapt the concept for SMEs In
particular, it hasthree key objectives

The INTERESproject consists of a consortium
of six university partners and three non-
university partners:

Universitypartners:

1 Budapest Business School, Budapest (HU)
Coordinator

Leeds Beckett University, Leeds (UK)
Hochschule RheinWaal, Kleve (DE)
University of Udine, Udine (IT)

Wroclaw University of Economics and
Business, Wroclaw (PL)

1 BabesBolyai University, CluNapoca (RO)

E

ATo devise a model integrated reportingframework that is tailor-
made for SMEs and that they can therefore access easily

N

their organisations

ATo compile aguide that gives practical instructions for SMEs in b
how to implement integrated reporting and integrated thinking in

J

ATo develop curriculabased on the guide for two major target
groups of the project: a) senior managers of SMEs and b) students
(future managers of SMEs, accountants, mentors etc.).

Non-Universitypartners:

1 MAC-Team aisbl, Brussels (BE)

1  Business Hungary, Budapest (HU)

1 EFAAOQ European Federation of
Accountants and Auditors for SMEs,
Brussels (BE)

A.2. Purposeand structure of the guide

This guide is the result of the second objective
of the INTERESTproject. We have written it
primarily for the senior management of SMEs
who want to learn more about integrated
reporting and how they can implement it within
their companies We address this target group
directly in the guide.

We envisage that you, as SME managers, may
use the guide to implement integrated
reporting in two stages If you are embarking on
the journey towards integrated reporting, it may
make sense to use integrated reporting firstly
for internal purposes This first stage can serve
to build a better understanding within the
company of your activities, decision-making
processes, value creation process, use of
resourcesand key stakeholders
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A. THE INTEREST PROJECT AND HOW TO USE THIS GUIDE

Once you have established this understanding, Figure 1:Guiding principles
you can move integrated reporting to a second and content elements
stage to communicate externally with

focused on in the guide
stakeholders

This guide builds on our publicatono | nt egr at ed
Reporting for SMEs A framework for Act i on o,
which was the product of the first objective of

our project. That publication sought to tailor the
[IRCframework to the SMEcontext. It therefore
followed the structure of the IIRC framework

closely It firstly introduced the fundamental
concepts of integrated reporting in detail and

then outlined how the guiding principles and

content elements of the IIRCframework can be

applied to the SME context. In this guide, we

show you how you can use these concepts,
principles and elements to introduce integrated
reporting into your companies We focus
particularly on the most important concepts,
principles and elements that will aid you to
implement integrated thinking and reporting.

Consistency &
comparability
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A. THE INTEREST PROJECT AND HOW TO USE THIS GUIDE

Chapter B introduces you to integrated
reporting. There are several standards and
concepts of financial and non-financial
reporting. The chapter provides concise
explanations of the Kkey concepts that
characterise integrated reporting according to
the IIRC We then outline the relevance of
integrated reporting for SMEsand highlight its
key costsand benefits. The chapter also setsout
key stepsthat you can take when implementing
integrated reporting in your company. The
subsequent chapters each centre on particular
aspects of integrated reporting that you will
need to consider when you implement
integrated reporting in your company.

Chapters C to E focus on looking at different
aspects of communication involved in
integrated reporting. Chapter C centres on
whom you communicate with, i.e. your key
stakeholders Stakeholderis a well-known term,
not just confined to integrated reporting. We
cannot provide you with a standard catalogue
of key stakeholders as this depends on the
nature of your business However, this chapter
servesto highlight different types of stakeholder
relationshipsand the different information

needs and expectations of stakeholders It
therefore aims to help you construct a
stakeholder profile for your company and show
how you can effectively manage and maintain
relationships with your key stakeholders In
chapter D, the emphasis moves from whom to
communicate with to what to communicate.
When building a comprehensive picture of your
company, whether for internal or external
purposes, it is important to identify which
information is relevant and material, i.e. can
substantively affect your ¢ o mp a mablity o
create value over the short, medium and long
term. This chapter describes how materiality
assessmentand analysisof information can help
you to identify opportunities and risks and
guide your decisionmaking. Chapter E
considerssourcesof information. In particular, it
highlights the data sources that you already
have within your company that you can use and
structure for integrated reporting. It also shows
how you can supplement these with information
from external data sources Information
technology (IT) requirements for integrated
reporting are also discussed

Chapters F to H each deal with a particular
aspectof your company that is fundamental for
integrated reporting. Chapter F centres on how
you can provide a useful overview of your
organisation and the environment in which you
operate. Again, it is not possible to provide a
standard catalogue of issuesthat you could use
to portray this internal view of your company
and the external conditions you face. It depends
on the history and nature of your company, the
products and servicesyou offer and the markets
in which you operate. However, the chapter
gives you important pointers as to how to
portray your organisation in terms of its legal
and operating structure, its mission, culture and
history and main activities It also helps you to
identify external trends and factors that are key
to giving you and your stakeholders a better
understanding of the markets in which you
compete and your opportunities and risks
Governance is the focus of chapter G.
Governance concerns the rules and processes
that you use to steer and monitor your
company. This chapter identifies two steps that
you can take in analysing and communicating
your c 0 mp a goyefhance
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A. THE INTEREST PROJECT AND HOW TO USE THIS GUIDE

The first centres on identifying the key
governance structures of leadership, ownership
and decision-making. The second focuses on
helping you to assesshow these governance
structures impact on your business and your
relationshipswith stakeholders In chapter H, we
turn to consider value creation and the business
model. To create value, a company needs to
have a clear strategy and to allocate resources
to achievethis strategy. It also paramount that it
is aware of the risksand opportunities it facesto
create value over time. Chapter H commences
by outlining how you can formulate and present
your strategy in an integrated report. It also
gives you pointers to identify risks and
opportunities. Closely linked to the strategy of

companiesis their businessmodel. Ac o mpany &Barately but of

business model is the system through which it
transforms inputs through its activities into
outputs to fulfil its strategy, create value and
achieveits outcomes. To help you to create and
structure your business model, we draw on
Osterwalder and P i g n e Busiriess Model
Canvas

We show how you can use it to communicate
how your company creates, delivers and
captures value for its customers and
stakeholders We also highlight how it can be
usefully linked to depict resourcesas capitalsin
integrated reporting.

Chapters| and J turn to focus on these capitals
and the interrelationships between them.
Chapter | helps you to identify and measure
capitals In particular, it breaksthe identification
and measurements of capitals down into four
stages It also provides you with a concise
definition of each of the six capitals and
illustrates them with examples and key
performance indicators. Chapter J highlights the
importance of not treating each -capital
recognising  the
interrelationships between them. In particular, it
helps you to identify the positive impacts and
be aware of the trade-offs of using or increasing
one capital or the other capitals

The guide concludesin Chapter K by providing
you with pointers and best practices of how to
visualise the value creation story of your
company. Integrated reporting is not just about
what information to communicate to whom, but
also how to communicate this information to
provide a clear and concise picture of your
company.
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B. INTRODUCTION
Integrated Reporting

*

B.1 Keyconceptsof integrated reporting

B.11 Generaloverview

To help you start the journey towards integrated
reporting, it is important to first introduce you
to the key concepts of integrated reporting as Financial
developed by the IIRCand show you how they capital

are interrelated. Thereare various standardsand
frameworks to aid organisations in reporting

financial and non-financial information. Key Manufactured Human capital

elements of the concept of integrated reporting capital

are value creation, capitals, integrated thinking O %‘

and connectivity. These are depicted and 3 Value =

outlined here. @ : @
Q Creation =
s. o)
< o

Figure2: Keyconcepts of integrated reporting Intellectual

capital Natural capital

Social capital

Integrated Thinking
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B. INTRODUCTION

A central focus of integrated reporting is how a
company creates, preservesor erodes value in
the short, medium and long term through its
activities Integrated reporting captures value
creation in terms of the ways a company
increases, decreases or transforms stocks of
value (inputs) in its activities (outputs). It defines
stocks of value as capitals and distinguishes
between six types of capitals & financial,
manufactured, human, natural, intellectual and
social and relationship. It also emphasisesthe
interrelations between these capitals So, it uses
a wide conception of value creation that goes
beyond traditional, narrow notions of a
C 0 mp a capitalslt includes all capitals that a
company utilises, including wider capitals, such
as the environment (natural capital). Chapter |
and Chapter J provide more information on the
six capitalsand the interrelations between them.

This comprehensive view of a c omp a
activities, value creation and types of capital
requires integration of a company at two levels
The first level is that of the organisation and is
integrated thinking. It is essential to integrate
processes, management and decision-making
within the organisation.

This is to ensure that value creation and the
deployment of capitals is an integrated effort,
rather than something that takes place
separately and disjointedly in different
departments. The second level is that of
communication within a company and between
the company and its stakeholders and is
integrated reporting. Integrated reporting
culminates in the end product of the process -
an integrated report.

Integrated thinking is a prerequisite for effective
integrated reporting. Before a company can
communicate in an integrated manner internally
and externally, it is important for its membersto
actively consider the relationships between
different parts of the company and to evaluate
how the whole company createsvalue and uses
the various capitals Connectivity underpins

both integrated thinking and integrated
n y i@porting. Interconnecting processes,
management, decision-making and

communication in a company is a central
element of the journey towards integrated
thinking and integrated reporting.

Integrated reporting enables a company to
communicate in a more interconnected way
with its stakeholders

B.12. Integrated reporting

An integrated report is the end product of the
process of integrated reporting. It is a
comprehensive way of communicating
information about how your company creates
value and utilises capitals in its activities
Companies can use an integrated report for
both internal and external communication
purposes Using an integrated report for
internal communication purposes can help you
and the members of your company to better
understand your company, your activities and
the opportunities and challengesthat you face.
Using integrated reporting to communicate
externally with your stakeholders can help to

increase your understanding of st akehol dc¢

needs and demands It can also provide
stakeholderswith a more comprehensivepicture
of your company.
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It may make senseto use an integrated report
for internal purposes first, before using it to
communicate externally with stakeholders By
focusing on how a company creates value and
utilises capitals in its activities, a key goal of
integrated reporting is to replace partial,
retrospective and disconnected reporting.
Common financial reporting rules for SMEs
within the EU require only limited disclosure of
information.

B.13. Integrated thinking

Effective  integrated reporting requires
integrated thinking. Therefore, whereas an
integrated report is the end product of the
integrated  reporting  process, integrated
thinking is the starting point. Effective internal
and external communication of how your
company createsvalue through its activities and
uses capitals requires integrated processes,
management and decisionrmaking. Integrated
thinking means overcoming communication
barriers between departments and people in
your company.

It involves bringing together people with
different expertise and different perspectives
For example, reporting on human capital and
intellectual capital requires but also facilitates
communication between accounting experts
and human resources and research and
development departments.

Integrated thinking can promote a better
understanding by members of your company
about the relationships between the various
operating and departmental functions and the
capitalsthat your company usesand affects. For
example, saving money on employee training
may reduce your financial costs and increase
profit in the short-term. However, it may also
reduce employee productivity, innovation,
morale and employee retention that could have
bigger negative financial implications in the
longer term.

Figure 3: Organisational changes
through integrated thinking

g

Integrated thinking can also help your company
to better understand how value created in one
part of the organisation can affect value
creation elsewherein the company. Thisin turn
can help you to make better decisionsthrough
an improved understanding of the opportunities
and risks your company facesand the needs of
your key stakeholders

SMEs are by nature smaller and therefore
generally have less separation between
functions and departments than large
companies This means that the organisational
and cultural changes necessaryfor integrated
thinking are likely to be less challenging and
time-consuming than for large companies
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B.14. Connectivity

Connectivity of information is required to enable
and execute integrated thinking in your
business Connectivity refers to multiple
dimensions including connectivity of sources of
information, type of information and time
horizons. All content elements of integrated
reporting need to be linked to each other. A
special focus is placed on the link between
financial information and other information as
well as qualitative and quantitative information.
It is important to link information on short-term
perspectivesand impacts to medium-and long-
term perspectives Hence, connectivity ensures
that integrated reporting provides a
comprehensive insight, not only into the
economic situation of a company, but also
insights on its social, environmental, legal and
technical impacts. In essence,it is important to
report not just isolated pieces of information on
selected issues but instead to establish and
display meaningful linkages between selected
information to offer a clear picture of the impact
of the business activiies The following
illustration provides an overview of possible
information sources to display the different
elementsof the businessenvironment.

Figure 4 Possible
information sources
for integrated
reporting

Innovation Report

Report

Social Report

Governance ’ . Remuneration

Report Report

Sustainability

Compllance Report - Report

External Audit
Report

Internal Audit

Company
Report

Value Reporting

Annual Report

onomic Environme
Social Environment
cological Environme
Legal Environment
echnological Environmen

Source own illustration based onBarmettler P. (2017 Chancenund Risikendes Integrated
Reporting. In W. Funk & JRossmanith(eds) Internationale Rechnungslegungund Internationales
Controlling. SpringerGabler, Wiesbaden, p.537.
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B. INTRODUCTION

To ensure connectivity of information in your
business, it is important that you firstly identify
the different required content elements as well
as the required information sources As a
starting point, you can use your existing
management information system and reports.
Depending on the legal form of your business,
you possibly already compile a lot of the
required information in different isolated reports
(e.g. financial statements, compliance reports,
sustainabilityreports, audit reports etc.). Integrated Report

Ecological Environment

In a second step, it is necessaryto establish Legal Environment Social Environment
linkages between the different information
sources to allow a meaningful and
comprehensive understanding of your business
activities as well as of the environment in which

your businessis operating. _
Technological Environment

Figure 5: Existing reports of use for integrated

reporting

Source own illustration based onBarmettler P. (2017 hancenund Risikendes

Integrated Reporting.In W. Funk & JRossmanith(eds) Internationale

Rechnungslegung und Internationales ControllingSpringer Gabler, Wiesbaden, p.542 Economic Environment

/
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B.15. Valuecreation

At the core of any businessmodel is the aim to
create value through businessactivities Valuein
general can be viewed as any benefits claimed
by a person/organisation resulting from a
specificobject or activity. It is common to follow
an economic value approach where value is
usually defined in monetary terms and linked to
tangibles (value of tangible assetslike goods or
machines) or to a certain extent to intangibles
(value of intellectual property such as patents
and trademarks) Despite measurement being
possible, it is important to note that value is a
relative concept and dependent on the
perspective of the assessment,i.e. who is the
beneficiary Furthermore, observable prices are
only an indication of value as price is what you
pay but value reflects the benefits you receive
The economic value approach usually only
focuses on value created by business for the
limited group of owners/providers of funding
and hence is strongly linked to the concept of
shareholdervalue.

Under traditional reporting frameworks, value is
usually tied to the measurement of profits of a
business and determination of dividends
accruingto the ownersof a company.

The societal value approach reflects a broader
concept of value. In this concept, value is not
just determined as value for a business but
includes all benefits potentially accruing to a
society as whole. Hence, this concept considers
all assetsand other sourcesto determine value.
Typicalexamplesfor societalvalue generated by
a businessare the creation of knowledge or the
attractiveness of geographical regions by
creating jobs. Strongly linked to the societal
value approach is the concept of stakeholder
value. Under this approach, the value of all key
stakeholdersof a businessare considered As it
is not usual to regard the environment as a
stakeholder, environmental impacts of business
activities are seldom considered under the
stakeholdervalue approach.

Integrated thinking and reporting requires a
broad approach to determining value and value
creation, preservation and erosion, not only for
the businessitself (economic value) but also for
all other stakeholders and society (societal
value) Therefore, it both requires and enables
you to consider and evaluate the overall impact
of your business activities more precisely For
example, when designing new production
processes,it is important to not only evaluate a
reduction in production costs, but to also
consider the impact of such changes on other
stakeholders (e.g. employees) and on the
environment. As most SMEsdo not just focus
on short-term value creation, but for examplein
caseof family firms also consider the long-term
impact of businessactivities on profitability and
reputation, such a broad concept of value is not
an entirely new exercise
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B.16. Capitals

Following a broad approach to determine value,
in integrated thinking and reporting, it is
important that you consider all resourcesused
or impacted to generate value. Theseresources
are referred to as capitals The concept of
capitals is broader than the concept of assets
and funds under financial reporting and
contains all resourcesavailableto a business In
integrated  reporting  six capitals are
distinguished  manufactured capital and
financial capital are closely linked to financial
reporting and represent financial funds and
tangible assets available to your business
Intellectual capital, social and relationship
capital and human capital reflect all activities
linked to humans. These capitals expand the
notion of intangible assetsand reflect resources
that are not usually included in financial
reporting (e.g. quality of management team,
specialrelationshipswith suppliersetc.). The last
capital is natural capital. Considering this capital
allows you to consider the impact of your
activitieson the environment.

To identify and measure the capitals used by
your company, you may want to use the
positions and values from financial reporting as
a starting point especially for financial and
manufactured capital. You can identify all other
capitals by using a documentation of your
businessmodel (for more information about the
businessmodel, seechapter H).

B.2. Relevanceof Integrated Reporting for
SMEs

You may pose the question 6 w hty iitroduce
integrated reporting in your company, as it
seemsto be relevant for large companies only.
The answer is very simple: implementing
integrated reporting and integrated thinking
should lead to value and reputational benefits
for your company:.

Figure 6: Reasondfor introducing integrated thinking and integrated reporting

Integrated

internal

Value Creation

external

Reputation
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Integrated thinking helps you to analyse your The success of implementing integrated
company more deeply and understand it better. reporting and thinking depends on the extent
Internally, this improved transparency gives you to which you can transform the increased
a better foundation for making decisions, thus understanding about your company into
creating value. Externally, it enables you to changesthat canimprove your business

communicate more effectively and openly with

your stakeholders, thus improving your
reputation. Integrated

Reporting

A 1dentifying needs of stakeholders

v

A Objective-oriented communication

‘ A Better understanding of impacts
A Better understanding of relationships

v

‘ A Improved internal communication
A KPlsystem for areas not covered

v -_

‘ A Integrated decision making
A Increased efficiency in capital usage

A Building trust of key stakeholders

Figure 7 Success factors of integrated thinking and integrated reporting

INTERES® INTEgrated REporting for SMEs Transparency https://www.interest-project.eu



B. INTRODUCTION

Firstly, you can better understand impacts of
decisionsmade and internal relationships o e.g.
of employees, capital forms. Thus,you can take
actions to transform statusquo weaknesses
Improved internal communication between
teams can break down potential department
silos, thus leading to a shared understanding in
the company and more creative solutions. You
can define key performance indicators (KPIs)in
areas that have not been in the scope of
existing management systems A joint
optimisation of many objectives improves
results as you consider the interrelations
between your objectives as well as unintended
consequences in your integrated decision
making. Your company may have an IT-based
tool that reports many KPIs to support the
successof your company by a more efficient use
of the capitalsof your company.

Secondly, you can identify the needs and
requirements of your (key) stakeholdersto start
objective-oriented communication. You can
provide further information to improve business
activities (higher prices for higher quality,
increasedsalesand satisfiedcustomers)

In the long term, you can increase your
competitive advantage by establishing reliable
relationships with your key stakeholders based
on trust. So, you can profit from better market
conditions as a purchaser of materials, seller of
products and debtor of loans. Overall, the
investments you make in implementing
integrated reporting and thinking will bring
benefits in the future.

B3. Benefits and costs of
reporting and thinking for SMEs

Before introducing integrated reporting, it is
necessaryfor you to weigh up the estimated
costs and expected benefits of this decision
Your company can only profit from potential
benefits after having successfully completed
implementation. One focus is on your IT
systemsand IT architecture that is a main driver
of future viability. Today you may have to invest
a lot of money in IT hardware and IT experts,
which will pay off in the future, not only for
integrated reporting. The following figure
provides an overview of forecasted benefits and
occurring costs to consider in the decision
making process

integrated

Figure 8: Evaluatingthe benefits and costs of
integrated reporting

1  Transparency within
company

Efficiency within company
External improvements

= =

1  Setup costs of project

1 Implementation costs of
project

1 Maintenance costs of IR after
implementation and
proprietary costs

Consolidation of all costs
Summary of all benefits
Decision on implementation

= =4 4
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Benefits

Your company can already benefit before
having finished implementation activities More
value can be created in the longer term.

Figure9: Benefitsof integrated reporting

1  Data provision
1 Capitals
1 Business Model

IT system
Automation
Documentation

1
1
1
1  Value Creation

Reputation

Enhanced communication with
stakeholders

1 Enhanced conditions with partners

=A =4

Better data provision, understanding
relationships and interdependencies between
the capitals and of your own business model
(integrated thinking) increase the internal
transparency of your company (for employees
and managers) Investments made in |IT
infrastructure, as well as improving your
processes(leaner, faster, automated), save costs
and increase efficiency, which supports your
value creation. You can profit from enhanced
and objective-oriented communication with
external stakeholders (creditors, suppliers and
customers) Providing better information to
banks can lead to more attractive loan
conditions (reduced transaction costs) Many
companies demand more and detailed
information from their suppliers,for example to

prove that their total supply chainiso g r eog n 6

sustainable Providing more and focused
information about the company improves the
S ME @eputation with external stakeholders,
thus showing them the value-added of doing
businesswith it. As your benefits are uncertain
and may be non-monetary, the valuation of
overall benefits is quite a challenge

In the end, you have to decide whether (or not)
to implement integrated reporting. You have to
weigh the (estimated)costsagainstthe potential
benefits for a specified period.

Costs

Costsoccur before (project setup costs),during
(implementation costs) and after (maintenance
costs) integrated reporting is introduced. They
are relatively easyto determine asthe tasksand
required resourcesare part of the project plan
for integrated reporting implementation. It is
possible to differentiate costs further into costs
that cause cashoutflows (monetary costs) and
costs that are caused by using already available
resources(opportunity costs). For example, you
, have to invest money in enhancing your IT
infrastructure or hiring external support
(consultants) to manage your integrated
reporting project. Opportunity costs mainly
result from your employees participating in the
project by contributing their knowledge about
the company and its processes In the
maintenance phase, your main costs result from
running your given IT infrastructure and the
required staff but also from changes
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B. INTRODUCTION

Figure1Q Costsof integrated reporting

1  External consulting
T Costs of

empl oyees©d

Investments in IT infrastructure
External consulting

Costs of employeesbd

1  Running costs of integrated reporting
1  Change costs of integrated reporting
1  Proprietary costs

You should also consider hidden costs resulting
from the intended greater transparency that
integrated reporting brings. This can lead to
proprietary costs for example if your
competitors use disclosedinformation.

B.4. Implementation process

First,it is important to stressthat this will not be
the first project in your company. You know
your company well and you are a potential
member of the working group. Therefore, the
*olmv?/ing ideas represent the experience of
other companies, on the journey towards
integrated reporting,

Integrated Reporting <IR>
Focusing on integrated thinking:
the Change Journey

Figure 11Journey towards
integrated thinking and
Int8Yfrated reporting

Setting up an
integrated
report on all
forms of
value creatio

Source NIBR (2016)ntegrated

Reporting: Focus on Integrated

Reporting. A Handbook for the implementing

Change Journey Network a Change

ltalian Business Reporting Action Plan
for the

(NIBR) Journey

Defining and

but there is no universalconcept that will fit for
all companies It is up to you to find the best
way of implementation for your company. As in
other publications, we utilise the image of a
journey towards integrated thinking and
integrated reporting. On this journey, we can
identify some important stagesand steps

Identifying A
relevant
Issues and
Stakeholders
for the
Journey

Identifying
and engaging
the leaders of
the Journey

Identifying
KPls and the
Dashboard of
the Journey
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B. INTRODUCTION

Before you start your journey, think about the
prearrangements We recommend especially
thesethree key aspects

Figure 12 Key aspects of the implementation
process

Are you sure about your business model and
strategiesor is there a need to redefine them? It
can be helpful to write down your business
model and ensure that all board members and
managershave a common understanding of it.

Make sure that the main functions are
represented in your project team. Ask yourself

whether all the necessaryknowledge is present
in your project team.

You can define and implement integrated
reporting in one step or a corporate reporting
evolution roadmap over three to four yearswith
progress targets each year Think about the
different types of costsoutlined in section B.3.

Becauseof the interrelations between integrated

reporting and integrated thinking, we

recommend that you follow the five stepsof the

change journey as presented above in figure 10

As a fast track to implement integrated

reporting only, you could also follow just three

steps

1) Materiality Analysis- definition of areas of
value creation and relevantrisks

2) Value Creation - usage of the six capitals
for creating value; identification of relevant
KPIs

3) Impact Evaluation - measurement of the
KPlsand implementation of a dashboard

Thelonger version of the journey startswith:

a) Map the relevant issues,
opportunities, risksand areas
of resistancefor the journey

b) Map internal and external
stakeholders

You may use the following grid to do so:

Figure 13 Grid to
stakeholders

identify issues and
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B. INTRODUCTION

Thenext step is:

1 Potential groups (depending
on size of company) are
board of directors,
management team, change
steering committee

f Ways to engage these
groups may be elevator pitch
on opportunity to refocus
decisionrmaking processes,
off-site integrated thinking
meetings, integrated thinking
leadership coaching sessions

Afterwards we move more towards reporting
by:

For each key area, you need to
identify leading KPIs(how do we
reach our goal) and lagging KPIs
(how do we measureour results)

To give an example, if the organisational goal is
to reduce energy consumption, leading KPIs
monitor which actions have been planned and
implemented, like re-engineering of
manufacturing  processes or  increasing
awareness about the benefits resulting from
careful energy consumption behaviours
Lagging KPIsare for example monthly energy
costs

Just defining KPIs only leads to additional
information, but not to a better performance of
your company. Therefore,the next step is:

Identify actions that you can carry
out for each of the critical issues
These actions are part of an
organic and systemic change
action plan.

Now, you have reached the last step of your

You have defined all types of

journey:

value creation, the KPIs for
measurement and have an idea
about actions  for future
development. The report can be
the starting point for the next
circle of identification of changes
in issues KPlIsand so on.

You should critically review these steps after
some years as changes in your environment
may require revisions in your integrated
reporting.

Having introduced you to integrated reporting,
in the next chapter we turn to stakeholders In
particular, we focus on highlighting how you
can identify your stakeholders and their
informational needs, in order to engage
effectively with them.
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C.STAKEHOLDERS

C.1 Different groups of stakeholders

This chapter will help you to identify
stakeholders effectively by recognising,
analysing, and selecting those with a high or
moderate influence and dependence on your
company. Stakeholders are individuals, groups
or organisations who provide your company
with critical resourcesand expect their interests
to be satisfied

It is not possible to provide a standard list of
stakeholders that applies to all organisations
You could identify your stakeholders
independently, or in order to ensurethat you do
not miss critical groups, you can identify them
by involving stakeholdersin the process It is
important to carry out the stakeholder
identification processsystematicallyand reviseit
regularly.

There are three key reasonswhy identifying and
maintaining relationships with stakeholders is
important:

Figure 14 Key reasons for identifying and
maintaining relationshipswith stakeholders

Examplesinvestorsbring funding, connections,ideas
and advice suppliers provide raw materials and
servicesto the business

Examples customers provide feedback on product
quality; business partners may deliver expertise on
new technologiess employees may share their
knowledge in the workplace

Examples NGOs acknowledge the support of a
company to charity actions local communities
recognise efforts of a company towards being eco-
and sociallyengaged

To help you to think about different groups of
stakeholders,power, urgency, and legitimacy of
stakeholders are useful criteria to categorise
stakeholders Powerhasto do with the extent to
which stakeholders have accessto important
physical, financial or intangible resources
Urgency exemplifies the degree to which
stakeholder claims call for immediate attention.
Legitimacy demonstrates the authority of
stakeholdersbased on socialacceptance

For example, stakeholderswith power, urgency
and legitimacy, such as customers, owners,
employees, investors, require the most
attention. It is therefore necessaryto manage
relationships with them carefully Stakeholders
with power and legitimacy, such as suppliers
and business partners, can exert influence on
your company. Therefore, it is important to
consider their requirements in your decision
making processes The interests of stakeholders
with urgency, such as the media or the general
public, demand immediate attention. Other
stakeholders may not require immediate
attention. However, it is important to recognise
that the needs of stakeholdersmay change over
time.
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Figure 15: Identifying stakeholderneedsbased on their power, urgency and legitimacy C.2. Information needsof stakeholders
POWER To analyse the information needs of
A Source: own illustration based on Mitchell, stakeholders, it can be useful to consider
Stakeholders not R. K.Agle, B. R. and Wood. D. J. (1997). information in terms of its content, area, scope,
requiring immediate Toward a Theory of Stakeholder timeliness, type, and character It is also
attention Identification and Salience: Defining the important to think about information granularity
(e.g. tax offices, Principle of Who and What Really Counts. (general vs detailed data), information format

e EESRREIoe) (standardisedvs unspecified) and frequency. To

- help you to identify information needs in this
Stakeholderswhose\ way, the following matrix illustrates the

Stakehm:e’s‘hat =l needs should be information needs of two types of important
Pose & threat 1o your ar= ARl eEEE e stakeholdergroups - investorsand employees
company making

(e.g. competitors)

(e.g. suppliers, business
partners, local
authorities)

Stakeholders requiring
most attention
(e.g. customers,

managers, employees,

owners, investors)

Stakeholders receiving
philanthropy from your

Stakeholders needing
immediate attention

- Stakeholders
(e.0. medlg, general dependent on your (:omlsgrgs)
public) company ..
(e.g. local

communities, recruits)

URGENCY LEGITIMACY
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C.STAKEHOLDERS

Figure16 Exemplarymatrix of investorsand e mp | o yn®renatiébn needs We recommend that your company engages
groups of interest in the materiality
Stakeholder groups Investors Employees determination process (see chapter D for more
details on materiality) to recognise stakeholders'
information needs
The following actions may help you recognise
relevantissuesfor stakeholders
Area (financial, environmental, social, financial, governance social, financial 1. interview the representatives of key
governance) stakeholdergroups, including employees

2. collect external stakeholders' priorities
using online and socialmedia tools;

3. conduct prioritisation workshops with

Timeliness(past data, current data, real current data current data externalexpertsand internal leaders
time data) 4. take an innovative approach and focus on

Type(qualtative, quantiaive)  quantative, qualiaive  qualfatve megatrend analysi

Character(financial, nonfinancial) financial, nonfinancial non-financial You may realisethat your company may already
have a lot of knowledge about st akehol d:e

everyday business To keep the workload
manageable, you may start by documenting
your information about your stakeholders and

(permanently, daily, weekly, monthly, use more sophisticatedtools where needed.

guarterly, annually)
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C.3. Stakeholderidentification

To identify stakeholders effectively, it is
important to recognisethe relationship between
your company and its stakeholdersin terms of
influence and dependence This means the
extent to which stakeholdershave an influence
on your company, and that extent to which they
are dependent on your company. You can then
follow a transparent and documented three-
step process

Figure 17 Threestep process of identifying
stakeholders

Examine the Determine

: , Recognise
contact list and stgkeholders stakeholders'
screen the influence
external on/dependence on needs and
expectations

environment (your company)

Firstly, your company should analyse the
stakeholder contact list and explore whether
you have interacted with them frequently or
occasionally in the recent period. The reasons
and outcomes of these interactions should also
be determined. It is important that you also
screen the external environment to search for
those stakeholders who could be potentially
affected by what your company is doing or who
could make a considerable input to the
company.

competitors

Tax offices
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media

Banks, (influential)

The general public,
industry associations,

Bear in mind local authorities, businessesand
communities, aswell as charity organisations

Secondly,your company can map stakeholders
in terms of their influence and dependence
Note that your stakeholder groups may be in
different positions in your matrix and that you
may need to consider other groups.

Figure 18 Matrix for mapping stakeholders

Investors, owners,
Customers business partners,
managers, employees
Local authorities, local .
" Suppliers
communities

NGOs REEIS

MODERATE HIGH

DEPENDENCE OF STAKEHOLDER ON SME
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Stakeholder mapping involves a prioritisation Figure 19 Dimensionsto considerin stakeholder Thirdly, once you have created the stakeholder
process In this respect, you may consider the mapping matrix, your company should recognise the
following dimensions needs of the most significant stakeholders o

1. Stakeholder relevance to material issues those who strongly mfluen_ce your-.company, or
are dependent on it to a high degree, or are at

Advice: Focuson stakeholderswho havethe potential to impact material issues least at moderate levels in both dimensions In
2. Degree of stakeholder influence further steps, you may consider the needs of

Advice Assesshow much impact stakeholdershave on your enterprise and how they can support its other stakeholdergroups.
reputation, operations, salesor other functions.

3. Degree of impact on the stakeholder

Advice Assessto what extent your company affects the stakeholdersand focus efforts on the most
critical relationships

4. Diversity

Advice Be aware of a wide range of perspectivesto gain the best insight. Consider particular sectors
or groups of relevance(e.g. public sector, private sector, voluntary groups, academics,researchers)or
specificroles or functions (e.g. data users,funders, policymakers,local communities) while exploring
diversestakeholdergroups.

5. Openness to engage

Advice |dentify whether stakeholderssupport or oppose your company's positions and ideas It may
be necessaryto allocate resourcesto stakeholderrelationshipsthat are more likely to generate value
for the company and stakeholders

Source based on O'Neill R. (2018fommon Threads: Designing Impactful Engagement
SustainAbility November 2018
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C.STAKEHOLDERS

e e s [
0 Building a trustworthy and reputable company, high High
WNETS long-term financial stability

) e )

Seltfulfilment, responsibility for strategic projects, high High

attractive remuneration

Cust Product and servicequality, fair price and terms of moderate High
USIOMErS co-operation, reliable deliveries

Bank Timely repayment of loans, use of investment High
anks instruments, financial stability

(Influential)

competitors

R it Employment opportunities, possibility to learn and High
ECIUIES acquire competencies

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

Figure20: Exemplary identification of
stakeholder needs

On this basis, you can build up a stakeholder
profile regarding their expectations, influence,
dependence, and preferred engagement
approaches Your company should develop an
engagement plan that shows which groups of
stakeholdersit is important to engage with and
what your company wantsto achieve

Stakeholders may be engaged in four various
ways contingent on their influence and
dependence on your company.
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Figure21 Engagementwith stakeholders
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L
=
n
Z
o
m
O
Z
i
-
-l
m
<

)
T
=
<
4
|
a)
o
p=
o
-

Inform

Involve / Consult

Inform / Consult

Involve Collaborate / Involve Collaborate

Collaborate / Consult

Consult

MODERATE HIGH

DEPENDENCE ON SME

Stakeholderswith whom your company should
collaborate are essential and you should
therefore fully engage with them. They may
supply relevant information, permissions, and
resources or be significantly impacted by the
outcomes. Your company should work with
these stakeholders in partnerships to ensure
that they remain fully satisfied New
technologies, including digital tools, play a
significantrole in engagement

Stakeholderswho you should involve are highly
influential but have little dependence on (or
interest in) what your company is doing.
Therefore, it is necessary for you to work
directly with them to ensure that you
understand and consider their concerns and
needs, and where appropriate, incorporated
into your decision-making.

Stakeholders who should be consulted are
highly dependent on (or interested in) what
your company is doing, but their influence is
low. They may be supportive and form alliances
with other more influential stakeholders You
should provide adequate information to these
stakeholders on relevant business aspects and
may expect some feedback

Stakeholdersthat should be informed have both
little dependence (interest in) or influence on
your company's activities There is less necessity
to consider them in much detail or to engage
with them intensively Your company should
update these stakeholders with balanced and
objective  information  tailored to their
stakeholder needs in regular intervals (e.g. at
latest for eachintegrated report).

This chapter has focused on helping you to
identify whom it is important for you to
communicate with and what information needs
your stakeholdersmay have. It has also outlined
how you can engage with stakeholders
depending on their influence and dependence
on your company. In the following chapter, we
turn to consider what to communicate and
show you how to conduct a materiality analysis
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D. MATERIALITY ANALYSIS

D.1 Prerequisitesfor integrated reporting

Relevance and materiality are the key to
effective communication.

In a small company where the manager and the
owner are often the same person,
communication primarily involves dialogue with
employees and the accountant Both of these
partners will have an important role in
integrated reporting. Employees have crucial
information and knowledge about internal
operations and value creation in the company.
Together with the owners (and managers),they
can identify those matters that create, preserve
or erode current value. Of course, they can also
jointly identify key risks and inefficient
operations.

In medium-sized companies, the organisational
structure is more complex and therefore
communication occurs between more functional
areas This can be an advantage as more
information is available, but only if
communication is effective (regular meetings of
different managers and departments, open and
honest discussions,feedback is considered and
corrective stepsare taken, etc.)

The other important element is to know and
have a comprehensiveview about the company,
i.e. being aware of its markets, risks and
opportunities. In some SMEs, this kind of
knowledge is more instinctive in nature, the
owner and the manager have a good
comprehension of their markets and the gapsin
the marketsthat the company can enter and sell
its products and services They do not have
detailed internal and external data; they trust in
and build only on financialaccounting data that
come from the externalaccountant Of course, it
is reasonable to have an external accountant,
but in most cases, it implies that the
owner/manager does not understand the
c 0 mp a nfjnénsial statements and the
O numb eWes do not suggest that an
owner/manager should have deep finance
accounting knowledge, but without having a
certain level of understanding of these data, it is
very difficult to create a reliable strategy and
operational plans. In this understanding, again,
communication is very important, in this case
with the accountant

He/she can help to explain the contents and the
consequencesof transactions, resulting in the
owner/manager having a better awareness of
their company, the risksand the business

Effective communication and having an
understanding of business data will support
decisionrmaking processes,reduce operational
risks and provide a sound basis for the next
steps These steps are preparing a materiality
matrix, identifying stakeholders, developing a
strategy and a business model. We present
thesein following sections

D.2. Relevanceand Materiality

0 Re | ematters tare those that have, or may

have, an effect on the or g a ni sahilityitoo n 6 s

create value. Thisis determined by considering

their effect on the or gani s<rategg n o s

governance, performance or prospectsdé [IRC
Framework 2021, p. 30)

Not all relevant matters are material. You can
consider a relevant matter to be material if it is
sufficiently important in terms of its known or
potential effect on value creation in your
company.
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D. MATERIALITY ANALYSIS

Depending on the size, activities, industry,
strategy, etc. of a company, the relevant and
material matters need to be tailored to the

company and determined by the company4gs

responsibleinternal group.

Keepin mind that:

1.

In integrated reporting there is the so-
called double-materiality =~ approach,
meaning that businessesshould report on
topics that are material for the company
itself and can be material at societal and

2.

The focus is on longer-term value-creation,
not short-term every-day operational
decisions

The materiality approach shall be a
dynamic one, material issues can change
continuously over time.

The company needs to know its external
and internal stakeholders to be able to
identify relevant and material issues
Therefore, materiality analysis is not the
first stage.

Let us take some examples of relevant issues-
these can differ significantly from one company
to another depending on the nature of the
C 0 mp abugingss

economical levels so at the same time The materiality determination process for the

have an impact on e nt e r peconose,0 S nymose of preparing and presenting an
socialand environmental value. Thiscan be integrated report involves

solved by using; combining and prioritising
the six capitals (see chapter | and chapter
J).

Figure 22 Materiality determination process

If there are
many
material
matters,
prioritising
them

Evaluating -
the Determining

Identifying
relevant
matters based .
on their ability
to affect value

Identifying which
material matters
. you can and want
to measure and
present

the material
EEES

importance
of relevant
matters
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Figure 23: Examples of relevant issues

increase the leve
of customer
satisfaction

new
technologies in
production

environmentally
friendly
operations

appropriate quality
for the different

customer groups-
reasonable prices

stable market
position - trust in
the compan

In financial reporting, it is generally accepted
that materiality is determined by using different
thresholds and quantitative materiality. For
example

Relevant
issues

transparent
operations
increase the skills
and knowledge of
employees

focus on
employee
satisfaction
focus on social
relations
compliance in
internal and external

regulations

A x per cent change in revenue or expenses,
tangible assets, long term liabilities,
inventories, etc. can reflect the material
items and several relations and
consequencescan be drawn from these.

A if a major part of total assetsare tangibles
or inventories, or a large share of the
liabilities are long term loans, etc. again, it
can point the ¢ o mp a atieridien to the
relevantissues

Each company should set its own materiality
rates and thresholds based on its size, activities,
and risks It is possible to expressmateriality in
guantitative and qualitative thresholds The
latter is very popular nowadays and reasonable
for non-financial information. However, it is
important to set qualitative thresholds very
carefully as their verification and assurancecan
be more difficult.

D.3. Materiality assessment

Once your company has identified the relevant
matters, the next step is to identify the material
issues, that is, those areas that, according to
responsible groups in your company can and
should be improved to create value.

For examplefor the relevantissue stable market
position & trust in the company, material issues
can be the following:
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1  opportunity to understand where an

Figure24: Examplesof material issues When you have selected material matters, it is organisation is creating or reducing
: : important that you make an assessment of value for socie
T competitor analysis to assess which matters your company has the capacity q rovides knowl?al dae and means to
market position and prices and knowledge to improve. P giff tg s of
: _ o measure different aspects o
T company history and background The benefits of materiality assessment and performance (financial, social
(existing clients, turnover tax analysiscan be the following: environmental | |
positions, diversification, innovative . hVI I ) . q q
company using new technologies, : . - T inherently mgqns §pott|ng trgn S an
etc.) Figure 25: Benefitsof materiality assessmenand therefore anticipating emerging issues
. analysis 91 allows an organisation to focus efforts

1  product quality (measure of quality,
claims, their solution)

1 assessment of logistics (speed of
production, delivery)

1  focus on environmentally friendly
technologies and other operations
solutions

1 increase in revenue and/or
operational profit

1 decrease in costs

compliance in taxation

1  optimum financing of company

of allocating resources better

1  opportunity to analyse business risks
and opportunities and to eventually
readjust and improve business
strategies

9  assessing future opportunities allows
for development of new products or
services, and therefore to stay ahead
of the competition

9 analysis allows a company to meet
sustainability expectations of their
stakeholders

1 increases chances of better satisfying
stakeholder demands

=

INTERES® INTEgrated REporting for SMEs Transparency https://www.interest-project.eu



D. MATERIALITY ANALYSIS

A useful first step in the materiality assessment  Simple format: a table presenting the different

and analysisis to conduct a materiality survey. stakeholdersin columns and the material issues
Ideally, this should be concise, structured, and in rows. A symbol is placed in each row/column
sentto the identified stakeholders In the survey, combination if an issue is material for the
the stakeholders can rate the importance and relevant stakeholder

impact of each indicator you have identified on
a numerical scale, such as 1 to 5. This will
generate quantitative data that can be analysed Figure 26 Example of simplemateriality matrix format

Material Stakeholders
issues

and explained visually Of course, it is useful to
allow respondents to insert written comments.
To process the materiality assessmentsurvey,

Investors | Customers | Employees| & |

different survey tools can be used, such as Material P
SurveyMonkey, Alchemer, Google Forms,etc. issue a

Once the results, i.e. list of important elements Material P
have been analysed, it is best to discuss the issue b

results with your stakeholders, possibly by way Material P P P
of a focus group. It can serveas a starting point

for continuing the conversationand maintaining
engagement with your stakeholders

When the materiality assessments ready, it can
be analysedusing a materiality matrix. There are
different ways of preparing a materiality matrix
including:
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D. MATERIALITY ANALYSIS

Complex format: a chart presenting the level of
importance of an issue on the y-axis and the
impact of an issueon the businesson the x-axis,
each ranging from high to low. Issuesthat are
important to stakeholdersand have high impact
on the businessare displayedin the upper right
corner.

Issuesof lower importance to stakeholdersand
lower impact on the businessare shown in the
lower left corner of the graph.

Figure 27 Example of more complex materiality matrix format

5
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—

Low

Medium High

IMPACT ON BUSINESS

On completion of the materiality assessment
and analysis,the findings should form the basis
for your ¢ o mp a stmatégy in the pursuit of

value creation (seechapter H).

In the lasttwo chapters,we have focused on the
important questions of who to communicate
with (stakeholders)and what to communicate
(materiality). We now turn in the next chapter to
showing the data sources that you have
internally or can draw on externally for your
integrated reporting.
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E.DATA SOURCES AND PROCESS REQUIREMENTS

E1 Internal data sources

In most SMEs,|T-based information systemsare
relatively simple and external reporting
requirements are limited. Of course, as a
company grows, the requirement to collate,
analyseand report data increases

Usually, at a small company, internal data
sourcesmainly servefinancial and tax purposes
As a company grows larger, there is an
increased need to provide information and the
company may start to develop a basic level of
management accounting (controlling), using
software such as Excel When necessarythis can
be further extended by creating a complex
accounting information system that supports
both financialand managerial purposes

Evenin the smallestcompanies, it is possible to
identify the following financial data and
information:

1. Different tax reports and social insurance
reports submitted to the tax authorities;
useful and basic data can be gained from
these reports, like net salesrevenue, total
purchasesnumber of employees,wages

and the different taxes and contributions
on wages

If a company raises loans, it is good
practice to maintain records detailing the
principal amount, repayments and interest
to ensure cashrmanagement

Related to cashmanagement it is
important to follow cashins from
customers and cashouts to suppliers that
means that very basic records are kept
about trade receivables, trade payables
and trade suppliers

The company will have up-to-date
information about cash movements from
bank statementsand petty cashreports.

As the company pays wages analytical
data are availableon payrolls.

If a company purchases assets the
purchase cost, depreciation and net value
of these assetscan be elementsrequired in
some tax reports; so again, it is useful to
keep data about them.

7. Depending on the activity of the company,
in a manufacturing company, recording the
type, quantity and value of purchased and
sold inventoriesis required.

If a company is obliged to publish financial
statements the above-mentioned data and
information can be found in the balance sheet,
income statement and supplementary notes.
However, please keep in mind that in financial
statements, data can be presented in a very
shortened and not-detailed way. Their
usefulnessin preparing an integrated report can
therefore be low. More detailed analytical
financial and non-financial information and data
will be necessaryto prepare a good integrated
report.

If a company has a management accounting
system this can provide more complex

information and data about the company 0 :

budget, actual performance, future outlook,
forecasts etc. It can include analysesfor sales,
production, human resources,machinery, costs,
marketing, logistics, finance and investments,
cashrmanagement, etc.
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Besidesfinancial data, non-financial information
plays an even more important role in integrated
reporting. Evenin larger companies, obtaining
non-financial information can be difficult as
data systems for non-financial information are
still evolving. If the company has any kind of
exposureto environmental risksand obligations,
it should collect data about these activities
Most companies derive their value from their
employees, so skills, motivation and knowledge
are crucial in considering value creation and
performance. Further, some SMEsmay collect
non-financial information if they have to meet
regulations and provide data to authorities. See
in chapter | how to measurenatural, intellectual,
socialand human capitals

E2. Externaldata sources

For sound decisionrmaking, you may require
additional data that is provided by external
sources, e.g. for price determination, cost
forecasts, market trends or development on
financial markets (interest and foreign exchange
rates)

Sources can differ by mode (direct or indirect,
i.e. processed data) and cost of provision
(publicly available or with fees to be paid).
Possibleexternal data sourcesare shown below.

Figure28: Examplesof externaldata sources

Publically
available data
providers

Costly data
providers

Indirect  Studies by Data providers
consulting (e.g. Bureau von
company Dijk)

Chambers of Market research
commerce organisations

Empl oyer
associations

ES3. Information
Requirements

When a company decides to prepare an
integrated report, it is important to think about
the IT environment. If the accounting,
managerial and other subsystemsof the whole
IT systemare integrated, contain much data in a
closed system and have well-defined control
points, from the systemrequirement side, the
company is ready to collect the basic data and
supplement this with the other required
information. Nevertheless,you should first use
the information of existing IT systems

Technology (IT)

There are many basic and more complex IT
systemsthat are worth using to minimise risks
and create a closed system, where the data
cannot be modified and/or deleted without the
system storing and saving data about these.
Basedon our experience,this is the most typical
solution for SMEs Usually,the basic IT systems
are supplemented with Excelcharts and other
analytical software, like payrolls, inventory
registration, etc.
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E.DATA SOURCES AND PROCESS REQUIREMENTS

Typicaly, an SME might have different IT
systems for different purposes, such as for
bookkeeping, merchandiseinformation systems,
HR management or just payroll accounting.
Depending on the activities of the company, for
example, customermanaged relationship
(CMR) can also be used for integrated
reporting. CMR is a relationship in which a
business uses a methodology, software, and
perhaps internet capability to encourage the
customer to control accessto information and
ordering. CMR can be viewed as an alternative
or as a possible approach to customer
relationship management (CRM. CRM is a
technology for managing all of your c o mp a
relationships and interactions with existing and
potential customers A CRM system helps
companies stay connected to customers,
streamline processesand improve profitability.

The highest level of an information systemis the
integrated IT system It includes financial and
management accounting (controlling) parts that
have several connections with the other
processesat the company, such as production,
HR,sales,etc.

ny

For an SME,it can be costly and depending on
the complexity of the activities and the size of
the company, it can be unnecessary

One aspect you should keep in mind: there is
only one source of truth for your data.
Otherwise, severe harmonisation issues may
occur if there are two or more sourcesfor the
samedata.

The last three chapters have looked at different
aspects of communication involved in
integrated reporting. Each of the next three
chapters focuseson a particular aspect of your
company that is fundamental in integrated
reRorting. The first chapter centres on factors
that help you to provide a useful overview of
your organisation and the environment in which
it operates.
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F.ORGANISATIONAL OVERVIEW AND EXTERNAL ENVIRONMENT

For organisational overview and external
environment, the key questions are dwhat does
your organisation d o @nd 0 w h aate the
circumstances under which it operate® (IIRC
Framework 2021 p.39.) So, it concerns a
general introduction to your company, which
involves two perspectives The first is the
internal perspective of your organisation and
gives you the opportunity to provide a general
overview of your company. The second is the
external perspective of the environment, in
particular the market conditions in which your
company operates. These conditions shape the
ability of your company to create value. Ideally,
you start by compiling the information for the
internal perspective before shifting your focus
to the external perspective

Figure29: Internal and external perspectives

1 Keyinformation on legal and
operating structure

1 Information on
organisational structure

1 Keyfactsabout company

1 Factorsaffectingac o mp a
ability to create value

1 Information on how a
company proactively
managesthese factors

F.1ldentification of organisational elements

The organisational elements of your company
should provide a general overview of your
company. How is your company organised?
Who are your owners? What are your main
activities? Most of this information is readily
available

Certain items like a special legal structure or a
family ownership may however deserve more
scrutiny and may provide valuable insights for
all stakeholders The following figure provides
an overview of relevant topical areas to be
considered.

Figure 30: Overview of relevant topics for the
internal perspective

General

overview

(internal
perspective)
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F.ORGANISATIONAL OVERVIEW AND EXTERNAL ENVIRONMENT

These individual topical areas may overlap.
When you selectinformation, you need to keep
in mind the purpose of this information & i.e. to
provide a general understanding of the formal
and informal aspects of your company. The
following figure provides a list of possible
aspectsto consider.

Figure 31 Possible aspects to consider in the
organisational overview of your company

Legalform

Location of headquarters

Listing status

Existenceof majority shareholders
Familyownership of company

=A =4 -8 -8 9

1  Typeof organisational structure

1  Supplychains

 Extent to which key processes are
outsourced

1 Keyfactson corporate history
1 Missionand vision
1  Corporate culture

9  Description of company activities
1  Main products/servicesand markets/sectors
served

1 Number of employees
f  Revenues
1  Total number of operations

In giving a general overview of your company, it
may be appropriate to commence by outlining
its legal structure, as well as ownership and
operating structure. While the legal structure
will be formal and fixed, your operating
structure may contain both formal and informal
(i.e. lessfixed) elements Evenif some elements
are informal, they may still be fundamental to
the successfuloperation of your company. In
addition, your company may have key
transactional relationships with other entities
(e.g. a sister company managed by another
family member). These relationships are not
necessarilyreflected in ownership relationships,
but may be central to the successand viability
of your organisation.

Providing information on the history, mission,
culture and values of your company is also
important in communicating your c o mp a
story to your stakeholders It helps them to
understand why and how your company
operates and seeks to create value. Your
company may not have a formal, written
mission statement

ny o :
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F.ORGANISATIONAL OVERVIEW AND EXTERNAL ENVIRONMENT

However, it can still be appropriate to outline
the vision that your company has to achieveits
goals and the culture and valuesthat shape how
it operates and achievesthese goals. The history
of your company, i.e. when, by whom and how
it was founded, as well as the key milestonesin
its development, are likely to have had an
important influence in shaping its mission,
culture and values You can therefore also
outline them in your report.

Further important elements to include in the
general overview of your company are the key
activities of your company, the main sector(s)
and market(s) in which you operate, including
the radius of your operations (local / regional /
national / international), and the key products
and/or servicesthat you offer.

A final important part concernskey quantitative
data, in particular number of employees,
revenue, number of customers/clients and
suppliers,as well as significant changesin these
over time if appropriate.

F2. Identification and impact of external
environments

The external perspectiveanalysesthe conditions
in which your company operates. What are
current and upcoming trends in your industry?
Which markets and their development do you
have to consider? What are the areasin which
your company competes with others? Therefore,
the challenge is to identify which trends and
factors are most relevant in helping you and
your stakeholders to better understand the
markets in which you compete and the
opportunities and risks that your company
faces

Thefollowing figure provides an overview of the
most important topical areasto be covered:

Figure 32: Overview of relevant topics for the
external perspective

External
environment
(external
perspective)

In considering the conditions in which your
company operates, the key focus is on factors
that have or may have an effect on your
c 0 mp a bty g0 create value. The figure
below provides come key examples of such
factors. Some of these factors may not affect
your business, while others that we have not
listed may be important for you.
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F.ORGANISATIONAL OVERVIEW AND EXTERNAL ENVIRONMENT

So, it is advisable to decide about the factors
and the degree of detail that are appropriate for
your company. Keepin mind your aim: to inform
stakeholdersabout the key trends, markets and
competition in the sector(s) in which your
company operates and how this affects your
C 0 mp a abyityte create value.

Figure 33: Possible aspects to consider in
relation to the external environment

1. Key trends of industry/sector

1 Political trends (changes in government,
developmentsin EUlegislation)

1 Commercialtrends (economic cycle,interest
rate developments)

1 Environmental trends (de-carbonisation,
trends towards green energy, emission
thresholds)

1 Social trends (employees/freelancers,
outsourcing, sharedservices)

1 Technological trends (innovation  of
products/processes,new trends in sales)

1 Legal trends (regulation, enhanced
reporting/disclosure)

2. Market conditions as opportunities and risks

Competition

Market development and growth (volumes,
salesprices)

Substitution of products

Substitution of input factors

Financing

Employment (war for talents)

=A =

=A =4 =4 =9

3. Competitive environment

Competitors (number, size)

Suppliers(number, size)

1 Capital provision (number/size of capital
providers)

1 Labour market (number
number of open positions)

1 Innovation (number of patents, innovative

products)

= =

of applicants,

Key sectoral trends can be important political,
commercial, environmental, technological,
social, or legal developments that shape and
affect the way in which you develop, produce,
market and distribute your products and
services

These factors may affect your organisation
directly or indirectly, for example by influencing
your accessto the capitals you use, or the
quality and cost of these capitals Such trends
may both create opportunities for and present
risks to your company. It is therefore also
important for your company to recognise and
report on how it is adapting, or can adapt its
strategic decisions to these developments. By
doing so, you are signalling to important
stakeholders that you are firstly aware of the
most important environmental factors affecting
your organisation, and secondly how your
company is proactively adapting its strategy and
business plan to meet new challenges For
example,the availability of skilledlabour may be
a key factor affecting the successor expansion
plans for your company. If your company faces
a skilled labour shortage in the region in which
you operate, a strategic cooperation with local
universities or schools to recruit future
employees early would be important
information to communicate to stakeholdersto
indicate how you are overcoming this challenge
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F.ORGANISATIONAL OVERVIEW AND EXTERNAL ENVIRONMENT

Which of these developments are most
important for your company will depend on the
sector(s)in which your company operates, the
geographical radius in which you are active and
what are your products and services For
example, digitalisation and a shift to online
selling may be a key trend affecting companies
in the retail sector. This may make it necessary
for them to change their marketing and
distribution strategies, but also open up

opportunities to reach new customers Stricter
environmental regulations may for examplebe a
key factor affecting how agribusinessesperate.

It is also appropriate to outline the most
important market conditions in which you
compete and how your organisation is
positioned in these key market(s) This concerns
in particular the intensity of competition and the
key existing competitors you face, as well as the
risks to your organisation from potential
substitute products or services It can also

include information about how  your
organisation differentiates itself from its
competitors.

Other important points concern the bargaining
power of your key suppliers and
customers/clients

The next chapter builds on the organisational
overview that has been the focus of this chapter.
It considersthe key governance structures that
shape your company and how these structures
affect your businessand your relationships with
your stakeholders

INTERES® INTEgrated REporting for SMEs Transparency

https://www.interest-project.eu



G.GOVERNANCE

Governance is the organisational system for
steering and monitoring a company, which
comprises (legal and individual) rules and the
processes of a company. With regard to
integrated reporting, the key question to
considerregarding governanceis 0 h odees the
Or g ani sgavermaoca girgcture support its
ability to create value in the short, medium and
long t e r HBC Framework 2021 p.40). As
depicted below, it is possible to subdivide this
into two sections & identifying the key
governance elements of your organisation and
then outlining their impact on your business
and stakeholders We take account of the fact
that family ownership and management is a
prevalent feature of many SMEs and can
therefore fundamentally affect their governance

Figure 34: Identifying governance elements and
assessingheir impacts

= =4 -9

Leadershipstructure
Ownership structure
Decisionmaking
structure/allocation of
decisionmaking rights

Impact of culture, ethics,
values on your organisation
on use of capitals and key
relationships with
stakeholders

Level of influence of key
personsand impact on future
value creation

G.1 Identification of
elements

You may have already collected and presented
some information on governance elements
when analysing your organisation
(organisational review), but now it is important
to see this information from a leadership and
decisionrmaking view. The key governance
elements of your organisation concern in
particular the leadership ownership and
decision-making structures of your company. In
outlining your leadership structure, important
points would be to present your c o mp a
management, which may or may not overlap
with ownership, and the profile of key decision
makers Ownership structures have to do in
particular with firstly whether company owners
are active in the company, i.e. whether they take
on a management or a supervisory role as
board members. Secondly, it concerns the
extent to which owners are known to the
company, or are more anonymous and thus
have a more distant relationship with the
company, focusing mainly on their yield of
investmentin the company.

key governance
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G.GOVERNANCE

Decision-making structures have to do with the
key orientation of decision-making within your
company, for example, the extent to which
decisionrmaking is family-oriented versus
formally oriented. They also concern where key
decision-making takes place in a company, for
example, through company management, a
supervisoryboard, or general assembly Related
to this is whether decisionr-making power is
concentrated with one person or whether there
is a spread of power to several key decision
makers Generally,it is important to balancetwo
dimensions here 0 speed of decision-making
(pro centralisation),versusrange to operational
business(pro decentralisation) A further feature
of decision-making in organisations, which you
can include, is hierarchical and reporting
structureswithin your company. SMEsmay have
different degrees of documentation of their
governancestructures It depends whether there
is documentation of the roles of decision
makers and decision processes in job
descriptions or process manuals Hierarchical
structures as well as reporting lines can also be
fixedor 0 | i witkirdtlie company.

Documented governance rules ensure assigned
accountability by defined roles and processes,
but may hinder speed and flexibility in decision

making. If applicable, it can also be appropriate

to outline the existence of employee
representation structures for example works
councils,in your company.

Finally, successorprovisions are very important
for the future viability of SMEs Therefore,
information on how leadershipof your company
will be secured in the future, for example
through provisions to hand over leadership to
the next generation, is of paramount
importance to stakeholdersand key providers of
financial capital.

G.2. Impact of governance on businessand
stakeholders

How governance affects your businessand your
stakeholders concerns in particular how the
culture, ethics and values of your company are
reflected in its use of key capitals and its
relationshipswith key stakeholders

It also has to do with the level of influence of
key people in your company and its implications
for current and future value creation in your
company. Their influence may derive from
different sources,for example from their formal
position of power in the company, their
knowledge and skillsthat are of vital importance
to the company, or their important relationships
with key customers, suppliers or other
stakeholders (e.g. sales or procurement
managers) SMEsface risks if one of these key
people leaves the company because this has
implications for the ability of the company to
continue to create value, and closing the gap
left by that person may be a challenging
process In contrast, it may be easier to
introduce changeto ac o mp a goyethance if
the influence of single key persons is limited.
Especiallyfrom an external view, a one (wo)man
show, when one person is considered to be at
the heart of the company, may causechallenges
in adapting the ¢ 0 mp a oujtudes ethics and
values towards new ways of creating value and
developing new avenues of stakeholder
management
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This is particularly important when a company
needs to adapt to new challenges in its
environment, or when it is undergoing
(generational)governancetransition processes

In a nutshell, governance of SMEs comprises
many dimensions number of hierarchicallevels,
documentation of roles and processes power of
key persons and the public image of the SMEs
and its governance The speed of decision
making and the power of key managers has to
be balanced as rapid decision making may not
have reflected the careful consideration of risks,
and a concentration of power in one person can
have important consequencesfor a company in
adapting to new challenges or when it is
undergoing fundamental transitional processes

The organisation and governance of your
company and the environment in which it
operates have been the focus of the last two
chapters The next chapter turns to consider
how you can communicate the value creation
processand businessmodel at the heart of your
company through integrated reporting.
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H. VALUE CREATION AND BUSINESS MODEL

H.1 Strategyand resources

Integrated reporting focuses on showing the
connectivity of strategic objectives,
risk and performance to demonstrate how
organisations create value for themselves and
their key stakeholders This means that
companies need to understand and report on
all areas of performance and not just focus on
short-term financial results In general, SMEstry
to remain flexible, adjusting over time to market
opportunities as they appear. While flexibility is
certainly important, it is dangerous if the lack of
a clear sense of direction. Therefore, it is
important for SMEsconsider which capitals the
company should utilise for value creation, which
markets it should primarily serve, with which
businesspartners should it collaborate with and
which stakeholdersare critical for the future of
the company.

In an SME,the essenceof the strategic thinking
processis to identify, safeguard and nurture the
sources of sustainable competitive advantage
and the ¢ o mp a najué sreation process by
setting strategic objectives

Figure 35: Strategic process from vision to
values

Vision

Strategic objectives/ Principles

) 4

Stakeholder
value

I
) 4

_ Misson
) 4

| suategio objectives/ Principles

Societal
value

Shareholder
value

The six capitals framework can frame the value
creation process, but there are some more
elements that can help clarify your strategic
planning:

A Vision outlines the possible and desirable
future state and position of the
organisation, so it is the desired purpose of
the company.

A Mission the purpose of your organisation's
existence, the values it represents, the
principles upon which it operates. Answer
the questions of what, when, for whom,
where, for how long, why do we do what we
do?

A Corporate Values A compass that
influences the thinking and behaviour of
company members and defines the
c 0 mp a objediies (for shareholdervalue,
stakeholdervalue,and societal value)

Based on these elements, there is a tight link
between strategy and the f i r cofdent and
future resources, its capitals Firstly, strategies
must build on existing resources,as inputs and
activities should be harnessedin such a way to
support execution.
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H. VALUE CREATION AND BUSINESS MODEL

Secondly, strategy implementation may require
changes to the deployment of inputs and
business activities to tackle future challenges
(not only in terms of manufactured capital, but
targeted for instance to the strengthening of
intellectual capital, or of relationship capital).
Thirdly, once implemented, strategies can affect
the future stock of resources positively or
negatively.

The strategy and resource allocation part of an
integrated report should therefore present the
f i r shors medium- and long-term value
creation objectives as well as outline the
strategies it has in place, and plans to achieve
these objectives For obvious reasons, it is
important to connect this part closely to the
business model and to the risks and
opportunities parts of a report: considering the
current and expected features of the external
environment, changes to the business model
might be needed to achieve the value creation
objectivesthe firm is pursuing.

H.2. Identification of risksand opportunities

A hard look at risks and opportunities is very
important to appreciate the ability of a
company to generate and distribute value over
time. Thisstep is even more important for SMES,
since the Ilimited amount of financial,
manufactured, human, intellectual, social and
natural capitals they can mobilise entails a
higher degree of vulnerability. Further, SMEs
tend to invest lessin the systematic monitoring
of externaltrends or early warning systems,thus
reducing their ability to anticipate and prevent
risksand harnessopportunities.

The risks and opportunities section of an
integrated report servesto discloseany hazard,
danger, harm, threat or exposure, or any
opportunity or prospect, that has already
impacted or may impact upon the firm in the
future that are fundamental to its ongoing
ability to generate value. It also includes the
specific steps taken to mitigate or manage key
risks or to create value from key opportunities.
Someexamplesof businessrisksare:

A Market risk (change of consumer
preferences or the structure of the
competition, dependency on one main
supplier)

A Operational risk (problems with a supplier in
time or quality or lack of appropriate human
resource,strikes)

A Legal compliancerisk (failing to obey a new
accountancyregulation, product liability)

A Economicfinancial risk  (volatility — of
exchange rates, raw material/ commodity
prices)

A Reputational risk (the effects of shared
negative customer reviews, product quality
issues)

For integrated reporting, companies are
expected to identify and disclose forward-
looking information on risks and opportunities
that are specificto the company, including those
concerning the ¢ o mp a effedisson, and the
continued availability, quality and affordability of
relevant capitals in the short, medium and long
term.
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H. VALUE CREATION AND BUSINESS MODEL

Once risks and opportunities have been
identified, a simple way to understand the
relevance of opportunities and threats is to
guantify with numbers their likelihood as well as
the magnitude of their expected impact. For
instance,taking into account ongoing trends we
might evaluate the prospect of more stringent
environmental regulations as very likely, and
assign therefore 80 per cent as the likelihood;
taking into account our business model, their
consequences for a given firm can be
considered moderate, and assign therefore 40
per cent as the magnitude of the expected
impact. If we multiply likelihood by impact (i.e.,
0.8 x 04 = 0.32), we obtain a proxy useful to
help understand the relevanceof more stringent
environmental regulations for that firm. It is then
possible to analyse whether these regulations
would represent a risk or an opportunity, and
develop possibleinterventions meant to prevent
the former or harness the latter. As one can
easily notice, the advantage of this approach is
to trigger sensitivity to risks and opportunities
the impact of which is expectedto be large.

H.3. Businessmodel in practice

A f i r budiressmodel is how it turns inputs,
through its businessactivities, into outputs and
outcomes to fulfil its strategic purposes and
create value over the short, medium and long
term. Osterwalderand Pigneur - on whose work
this sectionis largely based o define the essence
of a businessmodel as describing the rationale
of how an organisation creates, delivers, and
captures value. It is important to emphasise
from the perspective of integrated reporting
that this value is multi-dimensional, not just
value for customers and owners. In your
integrated report, you can present your
business model to show how your company
uses internal and external inputs to generate
value for your company, your customers and
other stakeholders Business modelling serves
to:

1 explain why the company exists 8 what
does it do and what is its vision and
mission?

1  describethe concept of value creation;
systematiseprocessesand activities

1 identify key resources (inputs), value
(outputs and outcomes) and activities

1 convince stakeholders that company
management and employees have a clear,
authentic concept of the enterprise;

redesignand reviseplans if necessary

Thus,the businessmodel is related to planning,
strategy, risksand opportunities. The core of the
business model & the value proposition - is
about strategy, vision, mission and corporate
values

A framework suitable to help you to identify
both your current and desired businessmodel is
the BusinessModel Canvas (Osterwalder and
Pigneur, 201Q. The Business Model Canvas
(BMC) is a strategic businessplanning tool to
help create and structure the businessplan and
business model. BMC, in its original form is
highly focused on customers, but it is also
possible to integrate other stakeholder groups
into the framework.
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H. VALUE CREATION AND BUSINESS MODEL

As the businessmodel is a summary of how a
company does business, BMC identifies nine
building blocks to summarise the main
variables These building blocks can be
categorised into four main areas The following
figure  visualises the relatedness and
interconnections of the different areas

Key
activities

Key partners

Key
resources

Costs

Value

At the centre of the model is the value

The left area, infrastructure has to do with the

proposition. Thishasto do with the raisond & ° t r mocesses of operation and the fundamental

of the firm, the products and servicesit offers.
The customer model (right area)is about market
connections who buys a ¢ o0 mp a prgddcs
and services,how can it reach out to customers,
who are the most important customers, for
examplein co-creation of value.

Proposition

Revenues

assets and processes for value creation. The
bottom area is about financial aspects 8 costs
and revenues We will turn to look at each of
these areas separately to show how you can
construct and develop your businessmodel.

Figure 36: BusinessCanvasModel

Source own illustration based on American
Society for Engineering Education (ASEE)
https://www .aseeorqg/i -corps-

I/resources/businesscanvas model

Samereferencefor Figure 37, 39, 40 and 41
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H. VALUE CREATION AND BUSINESS MODEL

H.3.1 Value Proposition

Key
activities

Value

K rtner "
€y partners Proposition

Key
resources

Costs

To create and develop your own business
model, it is useful to start at the centre with the
value proposition. Thisdefines the products and
servicesthat your company offers to meet the
needs of its customersand that represent value
for a particular customer segment The value
proposition of a company is its distinguishing
feature.

Figure 37:
Value Proposition

Customers Figure 38 Value
proposition
examples
Cranne®
Revenues

It is through its products and servicesthat a
company differentiates itself from its
competitors. In integrated reporting, this is what
is referred to asoutputs and outcomes (seellRC
Framework202], p. 42-43).

In the extended sense relevant for integrated
reporting, value proposition is not only about
the outputs and outcomes a company offers to
its customers

It is also about the outputs and outcomes it
offers to all its stakeholders, including
employees, business partners, institutions, local
community etc. Some examples of value
proposition are:

1 the power of novelty (eg.
emergencyof smart phones)

i performance (more developed
PCs, less polluting
manufacturing processes)

1 serving individual needs (mass

personalisation)

design (e.g. new earphones)

brand/status (e.g. Rolex)

price-value (low-fare airlines)
cost-cutting (ready to use
company software)

9 risk reduction (guarantee for
used cars

1 help with customer tasks (full

rental service of RollsRoyce

airplane factors)

access(Netjets, GrameenBank)

comfort and feasibility (iTunes)

convenience (home delivery
service)

= =4 9
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H. VALUE CREATION AND BUSINESS MODEL

Thanksto these distinguishing features

T a product or service can fulfil
customer/stakeholdersneeds,

1 a product or serviceis able to solve the
problem of the customer/stakeholder,and

1 customerschoosethat company in place of
a competitor.

H.3.2. CustomerModel

Key
activities
Key partners WEILE
Proposition
Key
resources
Costs

The market side of the business model, called
the customer model, concerns the values a
company believesin, what it offers its customers
and stakeholders, and how it communicates
with them. This is about value creation for
customers and stakeholders, so social and
relationship capital is important here. Three
elements are important to consider here &
customer segments, channels and customer
relationships

Figure 39 The
customer
model

Revenues

Customer segments are the different groups of
people or organisationsthat a company aimsto
reach and serve with its products and services
Customers should be at the heart of any
business model, as without profitable
customers,no company will survive for long. To
serve the needs of your customers more
effectively, it is important that you cluster your
customersinto segments and groups and then
decide which groups you want to prioritise.

Inspired by the 4Psof marketing (product, price,
place, promotion), customer groups can be
organisedinto separatecustomer segmentsif:

M their needs can be met with different
products and services(product related);

1 they can be reached through different
channels(distribution channelrelated);

1 they require different customer relationship
activities (communication channelrelated);

1 their profitability differs significantly
(premium or standard segment);

1 they are willing to pay for different
specificationsof the service(price related).
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H. VALUE CREATION AND BUSINESS MODEL

Channels describe how a company
communicates with and reaches its customer
segments to deliver its value proposition.
Distribution and sales channels, and
communication with customers, define the
relationship between customers and the
company. They also play a key role in shaping
the consumer experience Channels should be
cost-effective and appropriate for reaching
customers

Channelshave a number of functions, including:

1 directing customers' attention to a
company's products and services

1 assisting clients in judging the value
proposition;

1 allowing customers to access certain
products/services

1 helping to deliver the value proposition to
customers

1  providing after-salescustomer service

Customer Relationships are the types of
relationships that a company establishes with
specific customers (segments) It hasto do with
how a firm acquires, grows and maintains its
customer basis When defining your business
model, it is important to clarify to what extent
your Cc o0 mp a nnelétienships with  your
customers are personal or automated. This
defines the closeness and nature of the
relationshipswith your customers

There are several categories of customer
relationships Thesecan even be simultaneously
present in the relationship between a company
firm and its specificcustomer segments

1  Personalcontact (can happen at the place
of business,viatelephone or electronically)

1  Priority customer relationship support (e.g.
private banking services)

1  Selfservice(customersservethemselves)

1 Automated services(e.g. vending machines
recognise customers based on personal
online profiles and provide personalised
offers), communities (e.g. the Facebook
page of a firm)

1 Mixed services (mainly automated/self-
service but in case of problems personal
contact (e.g. bank hotline))

1 Creating shared values (eg. YouTube
encourages users to create content and
provides an opportunity to share such
content)

In summary, for the customer model area of
your business model, the following questions
are important:

1 Does your company offer value to all
desired customer segments/stakeholders?

1 Is this value attractive to them? Would/do
your customers buy your
products/services? What can you do to
achieveand maintain your reputation?

1 Can you really deliver this value? Is it
profitable for you to do it?

1  Are your customers satisfied?How do you
manage customer complaints?
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H. VALUE CREATION AND BUSINESS MODEL

H.3.3. Infrastructure

Key
activities
Key partners Valug .
Proposition
Key
resources
Costs

The third area of the business model is
infrastructure used during the value creation
process It consists of key resources, key
activitiesand key partners.

Key resources refer to the key tools that your
company requiresto put its businessmodel into
operation. Every business model requires
priority resources

Figure40: Infrastructure

Customers

Channe®

Revenues

Theseallow a company to create and offer value
propositions, be present in the market, connect
with customer groups and generate revenue
Different business models require different
priority resources

Resourcesare the inputs in the terminology of
integrated reporting. It is important to focus
on the key resources,i.e. those resources

that are crucial for your company in creating
value, enabling distribution of your products
and servicesand generating revenue.

It is possible to link the key resourcesused in
the BusinessCanvasModel to the capitals used
in integrated reporting:

1  Tangible resources (manufactured capital).
physicalassetssuch as machines,buildings,
vehicles, systems, networks fall into this
category;

1 Intellectual resources (intellectual capital).
includes brand names, intellectual property,
patents, copyrights, partnerships, customer
database

1 Human resources (human capital). the
human factor is very important, especially
in creative and knowledge-based industries
and in the servicesegment and

1  Financialresources(financial capital). some
business models are characterised by the
need for financial resources and/or
guarantees, which can be debt (e.g. credit
facility) or equity (possibility to increase
paid-in capital (e.g. issuenew shares))
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H. VALUE CREATION AND BUSINESS MODEL

Keypartners include suppliersand partners who
contribute to the operation of a c o mp a
business model. Companies can form
partnershipsfor a number of reasons,and these
partnerships have become the cornerstone of
many business models today. Companies form
alliances to optimise their business model,
reduce risk, or gain resources Here we can
include all the capitals that were left out of key
resources first social and relationship, and
natural capital, but parts of other capitals over
which the company does not have a control can
be indicated here. It is important for you to
cooperate and collaborate with your partners to
improve your value creation process, for
example through optimisation (e.g. with shared
infrastructure), risk mitigation (e.g. joint
development of new technologies), or
acquisition of certain resources (e.g. raw
materials, components, knowledge, licenses or
customer access)

H.3.4. FinancialModel

ny os

Key
activities

Key partners

Key
resources

Costs

The final area of the business model is the
financial model. It provides an answer to how
you can turn your businessidea into profit, and
how and from what sourcesyou will cover your
C 0 mp a nstaétisg and operating costs
Therefore, it has to do with your cost structure
and revenuestreams

Figure41 Financialmodel

/CuleO er
Clatio
Nships
VaIug_ Customers
Proposition
ne\S
Chan
Revenues

It is important to understand and manage the
costs of your company as they have a huge
influence on your profit and so on your value
creation.
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H. VALUE CREATION AND BUSINESS MODEL

Costs can be sub-divided into fixed costs and
variable costs Fixed costs do not vary with the
volume of produced goods and services (e.g.
contribution to chamber of commerce) whereas
variable costs increase with higher produced
volumes (e.g. raw materials) Many costs have
both characteristicse.g. leasing rate of a rented
machine. For volumes below a certain threshold,
these costs remain constant, but with increasing
volume, the costs increase sharply due to
required additional units. You should carefully
analyse changes in your costs with varying
production volume.

You can split costs into payment-based costs
(costs causing cash outflows) and so-called
imputed costs, which caused past but not
current payments (e.g. imputed depreciations
after a machine purchase)or consider economic
necessities not covered by bookkeeping
transactions For your ¢ o mp a requiys no
yield is considered in bookkeeping, the
company-owned house is free of rental charge
and as a sole proprietor, you do not receive a
salary

You have to consider these aspectsin your cost
accounting and price calculations by imputed
equity costs, imputed rent and imputed
entrepreneurial profit. Thesefictive costslead to
higher calculated per-unit costs and prices that
your clients pay. Through the resulting higher
profits, you can cover these costs

Revenue streams concern questions of how
much, how often and in what ways a company
receivesrevenue from offering its products and
services So, there is a closelink to the customer
building block of the businessmodel.

Somecommon revenue models are;
 Directsales

1  Subscription model (monthly or annually,
pre-arranged)

1 Usagefee (flat rate or chargeson demand
(per-volume or per-unit charges))

q Rent

1  Matchmaker model (e.g. sharing economy
apps)

1 Freemium model (free basic service,
revenue from extra services)

The business canvas model is logically
compatible with integrated reporting and the six
capitals It is important in this respect to
broaden the scope of key resources to
encompass both outputs and outcomes in the
definition of the value proposition and to
interpret cost structure and revenue streamsnot
only in terms of financial capital, but in any
change in inputs and outcomes, accruing either
to a company or to society.

In this chapter, we have discussedhow you can
communicate value creation and your business
model to stakeholders A vital part of value
creation is the resources that your company
uses In integrated reporting, these resources
are referred to as capitals The next chapter
helps you to identify and measure these
capitals It also provides you with concise
definition of the six capitals delineated in
integrated reporting and illustrates them with
examplesand key performance indicators.
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|. IDENTIFICATION AND MEASUREMENT OF CAPITALS

The identification of capitals and their Figure 42: Capital identification and
measurement follows the typical (iterative) measurementcircle
management process of o pl adondmp |l ement 06

(do),and ® ¢ h a rfagsesé&@nd review) Source Impact Measurement Working

Group (2014),

Measuring impact. Subject paper of the
Impact Measurement Working Group
(2014, p. 7)

Goal Setting

Framework
Development &
Indicator Selection

Data-driven
Management

Data Reporting Data Collection &

Storage

Data

Analysis Validation

Goal setting: The capitals (inputs) are stocks of
value that can be increased, decreased or
transformed through your company's activities
and outputs. The identification of the capitals
may be determined by your businessactivity or
sector in which your company operates Being
aware of the capitals your company employs in
its businessactivities enables resource planning
and related decision-making. A company may
use tangible and intangible resources Raw
materials, land, labour and financial resources
are the tangible inputs, whereas ideas,
information and knowledge are the intangible
inputs.

Framework development and the selection of
indicators: Determine what you want to examine
and define the scope of measurement Develop
an effective framework that integrates metrics
and outlines how you collect and use data. It is
important to quantify the stocks and flows of
value. You should also measure performance by
referring to the company's achievements
relative to strategic objectives or outcomes
concerning their effectson the capitals
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|. IDENTIFICATION AND MEASUREMENT OF CAPITALS

Figure43: Inputs, outputs, outcomes While establishing KPIs, you can distinguish
between lagging and leading indicators. The
Stocks of value Flows of value Performance measures first group looks back to assesswhether the

intended resultswere achieved The other group
m looks forward to setting targets for future
outcomes and events It is recommended to

map all your KPIsto obtain a heat map of the
measurement system Pay attention to the cold
Inputs that are Actions, or tasks, | Tangible, immediate| Changes, or effects,| Changes, or effects, spots, which represent areas that are
deployed in service | that are performed | practices, products | on individuals or the | on society or the insufficiently controlled, as well as overheated
of certain activities in support of and services that environment that environment that spots with a high level of information

specific impact result from the follow from the follow from redundancy.

objectives activities that are | delivery of products | outcomes that have
undertaken and services been achieved

Source own illustration based on Impact Measurement Working Group (2014, Measuring impact.
Subjectpaper of the Impact MeasurementWorking Group (2014 p. 6)
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|. IDENTIFICATION AND MEASUREMENT OF CAPITALS

Figure44: KPlheat map (exemplarymetric 8 customer satisfactionlevel)
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objective
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a supply chain
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market
opportunities

Data collection and storage: It is important to
reliably collect, organise,and store qualitative or
quantitative data, which is a critical step in
understanding the organisation’'s outcomes and
impacts on the internal and external
environment. The following stepsare useful

1. develop criteria and policies for data
collection - think about the ways and
frequency of data collection.

2. identify relevant data sources - consider
data extracted from existing IT systems,
data obtained from surveysand interviews

3. collect, organise and store data in a timely
and organised fashion - note that
guantitative data extracted from databases
will typically require transformation and
aggregation. Qualitative data deriving from
surveys and interviews may need to be
organised and coded into categories
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|. IDENTIFICATION AND MEASUREMENT OF CAPITALS

Validation: To validate your data and ensure
sufficient quality you should:

1. verify that data is complete and
transparent by crosschecking calculations
and assumptions against known data
sources,where applicable

2. consider a trade-off between insufficient
information to make the right decision and
the time of obtaining additional data

3. ensure that the collection and processing
of the data are not time-consuming and
costly.

Data analysis When the system of KPI is
installed, and the data collected, it is
recommended to review and analyse the
metrics to understand how your business is
progressing againstgoals.

Data reporting: The results of the analysis of
your KPIsystemshould be shared with your key
stakeholders It is important to disclose KPIs
coherently, credibly, and reliably to effectively
inform about decisionsto relevant and affected
stakeholders

Data-driven management The final step is to
assessstakeholder feedback on reported data
and address recommendations to make
operational changes or adjustment to the very
KPIsystem This process should be reviewed in
regular intervals to identify whether changesin
your integrated reporting are necessary In the
next subsection, we describe the six capitals in
detail.
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|. IDENTIFICATION AND MEASUREMENT OF CAPITALS

I.1. Financial capita

The pool of funds available to a company to produce the goods and
provide the services in its value creation process. It is obtained through
financing, such as debt, equity or grants, or generated through
operations or investments in the form of retained earnings.

Financial capital is a medium of exchange that releases its value
through conversion into other forms of capital.

VALUE DRIVERS

Stocks and flows

Stocks of value

A cash on-hand

A short-term financial investment at their maturity

A long-term financial investment at their maturity

A available funds from loans, grants, equity paid

Flows of value

A net cash flows from business operations

A new loans, grants, equity

A interest and dividend paid

A capital expenditure on development project (facilities, technology,
resources)

A capital expenditure on hr and social projects

STRATEGIC
OBJECTIVES

CAPITAL MEASUREMENT

Available capital Growth potential

A cash on hands A R&D investment fund

A short-term financial investment A venture investment fund
A long-term financial investment

Reinvested capital
A cash surplus on business operations
A return on investment

A return on financial activities

FINANCIAL CAPITAL

Key Performance Indicators

Lagging indicators Leading indicators

A liquidity ratio A financial standing

A cash ratio (credibility)

A quick ratio A weighted average cost of
A average collection period capital (WACC)

A average payment period A net debt to equity (%)

A sales revenues A net debt to cash (%)

A trade receivables A CAPEX

A cash conversion cycle A market share

A return on invested capital (ROIC)
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