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Abstract: The purpose of the study is to investigate how firms disclose information in their integrated
report (IR) on intellectual capital (IC), regarding its components and their link with the value creation
process. Therefore, by adopting a content analysis methodology, the study, which covers three
years (2014–2016), is focused on IC. A sample of firms belonging to the financial services sector is
investigated by analysing 135 integrated reports. The main findings show that firms, on the one
hand, provide information on IC by adopting a classification close to those outlined by IC scholars;
on the other hand, the vast majority of the investigated firms tends to adopt a superficial approach.
More specifically, firms disclose a low amount of information about the link between IC and the value
creation process, even though they are aware of its importance.
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1. Introduction

In recent years, the role of external reporting has developed, showing the relevance of
non-financial information that has to be included in integrated reporting (IR) [1–5]. In fact, non-financial
information, together with financial information, clarifies the whole status of the firm, satisfying the
required level of transparency and accountability for stakeholders [6–8] and better supporting the
decision-making process [9]. The International Integrated Reporting Council (IIRC) highlights that
IR is “a concise communication about how an organization’s strategy, governance, performance
and prospects, in the context of its external environment, lead to the creation of value over the
short, medium and long-term” [6] (Part 1.1). More specifically, to create and sustain value, the IIRC
Framework refers to six capitals: namely financial, manufactured, intellectual, human, social and
relationship, and natural capital. The IIRC Framework considers these capitals as fundamental
concepts of IR that are strictly and directly linked to the value creation process, although they may not
be considered equally relevant.

Several papers have investigated how organisations measure their intellectual capital (IC),
analysing potential key determinants of IC value [10], and how they report its components [11].
However, few studies [12,13] have concentrated on the importance of IC within the IR, investigating
its contribution to value creation [14]. The relevance of this component could be explained in the light
of the growing importance of intangible assets [15], whose market value has been increased since
the 1970s. However, it should be noted that the meaning of IC within the IR, the identification of
its components and the function they have in the value creation process seem not to be particularly
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evident, with a risk of overlapping and possible misunderstandings. Accordingly, and following the
third IC research stage [16], it would be interesting to understand how IC is classified and implemented
by firms while preparing their IR.

Therefore, this paper intends to do this, in order to assess whether the IC concept adopted
by firms complies with the IIRC Framework requirements and definitions or if firms adopt a more
comprehensive approach, in line with the IC literature classification. In this way, this study aims to
give evidence of emerging practices in the field of IR, responding to the call for how this reporting is
implemented and the challenges associated with practising it [17].

Using a content analysis performed with a disclosure index, the study investigates 135 integrated
reports (IRs) in three years (2014, 2015 and 2016) of 45 companies belonging to the financial services
sector. The main findings emerging from the study are that the investigated firms tend to go beyond
the classification proposed by the IIRC Framework, adopting a classification close to those outlined
by IC researchers. Furthermore, about 70% of firms tends to provide a low volume of information
regarding the IC components and their role towards the value creation process.

The remainder of the article is structured as follows. Section 2 introduces the background,
providing a review of the relevant literature about the integrated reporting and the intellectual capital.
Section 3 illustrates the research methodology. Section 4 presents the results, which are discussed in
Section 5, along with the conclusion and further developments of the research.

2. Literature Review

In the last few years, an increasing number of scholars has been investigating the concept and the
purpose of IR, which represents one of the most debated issues regarding external financial reporting,
as it affects (and brings together) many topics which have so far been studied separately.

The first contributions have highlighted that the integrated report is an informative channel,
which encourages firms to adopt more responsible behaviour [18–21]. Scholars point out its characteristics
through a comparison between this report and the traditional sustainability reports [22] and its origins
and developments for professional and academic training [23]. Other studies have developed a model
based on the description of capital and governance [24], carrying out a practical analysis of both the
content and form [7]. Following these studies, scholars have pointed out two main critical aspects.

Firstly, they have underlined the need to investigate the content of the reports, to understand
if the aims of this new reporting approach are realistic and achievable in practice. Accordingly,
many studies have replied to such a call. Several papers have examined emerging integrated reporting
practices [8,25–33]; some of them have focused on the application of the IIRC Framework’s guiding
principles [34–37] and users’ benefits [26,38].

Secondly, several papers have dealt with the theoretical problems and the concrete challenges
due to the different ways of applying and interpreting such a report [4,17,39,40]. Flower [41]
criticises the IIRC approach, claiming that, in the final version of the Framework, the sustainability
accounting was, in fact, abandoned; furthermore, he underscores the limited prescriptive power of
the Framework, with one the main consequences being that it cannot influence the future practices of
corporate reporting.

Recently, some literature reviews on integrated reporting have been published, giving an insight
into how IR research is developing, providing a critical analysis and outlining a future research
agenda [42–46]. Accordingly, this paper desires to contribute to the debate concerning the interpretation
and application of the IIRC Framework, analysing whether and how organisations disclose its
“fundamental concepts” (capitals and value creation process). As stated previously, to create and
sustain value, the IIRC Framework refers to six capitals (financial, manufactured, intellectual, human,
social and relationship, and natural capital), emphasising the link with the value creation process,
even though the six capitals may not be considered equally relevant.

Previous studies have investigated how organisations measure their intellectual capital (IC) [10]
and report its components [11], even though IC reports are not very common in practice [47].
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Other research [13,48] has concentrated on the importance of (IC) within the IR, investigating its
contribution to the value creation process [14]. Since IR largely refers to IC, these studies call for further
research to investigate IC management and reporting within the IIRC Framework, as “undoubtedly IC
is undergoing a resurgence as part of IR” [15] (p. 11).

The IIRC Framework [6] (Section 2.15) defines intellectual capital as organisational,
knowledge-based intangibles including (i) “intellectual property, such as patents, copyrights, software,
rights and licences”; and (ii) “organizational capital such as tacit knowledge, systems, procedures
and protocols”. It is worth noting that the IIRC Framework considers human capital and social
and relational capital as separate capitals, while IC studies adopt a different approach. In fact,
although there is no a generally accepted definition of IC in the literature [15,48–50], scholars refer to a
tripartite classification: human capital, relational (or external) capital, and structural (or internal or
organisational) capital [51–55].

Human capital refers to people’s capabilities and the intangible value they are endowed with,
namely knowledge and skills which strengthen the organisations’ capacity to make decisions and
allocate resources [16,56].

Relational capital refers to the intangible resources capable of generating value connected with
external relationships, such as those with customers, suppliers and research and development partners.

Structural capital refers to the resources within the entity, comprising databases, organisational
routines, procedures, mechanisms and structures of the organisation that support employees in their
quest for optimum intellectual performance [53,57].

This classification does not comply with that provided by the IIRC Framework; however, whatever
approach is preferred, IC is supposed to sustain the firm’s strategies and the value-creation process.
Previous studies [58] claim that the definition of IC provided by the IIRC Framework substantially
adheres to the definition of structural capital. Along this line of thought, Badia et al. [59] argue
that the definition of IC largely accepted by the literature (and based on the tripartite classification
previously mentioned) tends to comprise at least three out of the six types of capital (intellectual,
human, and social and relationship) mentioned in the IIRC Framework. However, further studies are
called for to investigate IC management and reporting within the IIRC Framework [42]. Therefore,
the first research question this study will focus on is as follows:

Question 1. How do firms disclose information on intellectual capital, and which are the components
they identify?

Other studies [60] suggest considering human capital in a wider perspective, which includes staff
and external stakeholders’ competencies, to be investigated (also) in their connection with sustainability.
Furthermore, scholars call for the adoption of a critical approach while investigating IC, suggesting a
need to embrace a broader research strategy to the value creation issues, in order to include social and
environmental values [61]. In fact, integrated reports should be structured so as to allow the reader to
understand the connections between the IC components, as illustrated in the IIRC Framework, and the
context in which businesses operate, in order to thoroughly explain the company’s value creation
process [27,35]. However, considering that the link between value creation and both IC and IR seems
to be taken for granted (“unproven” [42]), there is a need to adopt a critical approach while examining
IR, avoiding the presumption of its advantages.

Therefore, there should be a focus on how firms implement IR, following the suggestion of
Dumay et al. [42], who question the need for further normative research, underlying that it is now
time to test the IIRC’s rhetoric. Accordingly, this study aims to understand how companies interpret
IC while preparing their IR, what the meaning they assign to this concept is and how it is represented
in the IR, in light of the value creation process. Therefore, the second research question of this study is
as follows:

Question 2. Do firms provide information concerning the link between intellectual capital and the value
creation process?
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3. Research Methodology

This study analyses the integrated reports of a large sample of firms belonging to the financial
services sector, which have published their IR over three years (2014, 2015 and 2016). Among the
different sectors included in the IIRC database, this study focuses on this specific context to overlap
the difficulties and the different forms, functions and role of the IC in the different sectors [62];
additionally, the financial services sector was selected because of the relevance of both human and
technological skills, and because it is the largest one. Fifty-one firms are contained in the database
(http://examples.integratedreporting.org/all_organisations; research on May 30, 2018).

Therefore, the integrated report of each firm for the three years was downloaded. Four firms did
not provide IR for all the selected years, so they were excluded from the sample. Moreover, a firm
was inadvertently included twice in the database (by using a long name and an acronym), while
another firm changed its name during the investigated period. Therefore, the final sample consisted of
45 companies (see Appendix A), with the total number of integrated reports investigated being 135.

As far as the methodological perspective is concerned, this research is based on the disclosure
index technique, which is a partial and semi-objective form of content analysis of narratives in annual
reports. Adopting this approach implies the need to provide an ex ante definition of a list of items
to be found in the text [63], allowing readers to interpret the results and researchers to replicate the
analysis [55]. This technique is consistent with the research objectives of the study, as it allows a rich
description of the company’s narrative disclosures, identifying characteristics embedded in the reports
and quantifying qualitative information.

In particular, the disclosure index is a research instrument that aims to show the level of disclosure
in a set of company accounts [64], while content analysis consists of a research technique for the
objective, systematic, and quantitative description of the manifest content of communication [65–67].

The research methodology consists of different steps.
In the first step, each IR was analysed to discover if the different capitals (financial, manufactured,

intellectual, human, social and relationship, natural) proposed by the IIRC Framework were illustrated
and classified. A first disclosure index was developed as follows:

DI = ∑n
i=1 di

n
(1)

where

d = 1 if the IIRC capital classification is found (more precisely, if the integrated report describes at
least one of IIRC capitals other than the financial one), and 0 otherwise;

n = 135 (total number of integrated reports analysed).

Retaining as a reference the definition provided by the IIRC Framework, the analysis subsequently
focuses on IC to understand how it is interpreted and disclosed in practice [68]. Accordingly, the second
step is based on the following phases [69]:

• A selection of items that can be considered as IC components;
• An identification of the categories of items;
• An elaboration of a disclosure scoring sheet;
• The development of a scoring scheme to capture the level of disclosure;
• An analysis of the specific integrated report sections for scoring the items;
• A construction of the disclosure indices.

The items related to IC, as illustrated in the investigated IRs, were searched for by bearing in
mind the specific requirements of the IIRC Framework. As clarified in the previous section, the focus
on IC was due to its importance within the IR and its contribution to the value creation, as this was
underlined by several studies [12,13].

http://examples.integratedreporting.org/all_organisations
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Therefore, we grouped individual items into the two IC components, as defined by the IIRC
Framework [6] (Section 2.15), namely:

• Intellectual property;
• Organizational capital.

However, considering the flexibility allowed by the IIRC Framework, another (residual)
component of IC was added, which includes all other types of IC disclosed by firms, which are
not covered by the IIRC classification.

The third step regarded the preparation of a list of disclosure items: in particular, a disclosure
scoring sheet, made up of 14 items (selected in the first phase) grouped into 3 categories (identified in
the second phase), was elaborated. The scoring sheet is shown in Appendix B.

The fourth step referred to the development of a scoring scheme to capture the level of disclosure
carried out by using a dichotomous procedure, in which each category scores 1 if at least one item
was disclosed, and 0 otherwise [69]. Therefore, the intellectual capital disclosure (ICD) score for each
category is additive:

ICD =
m

∑
i=1

di (2)

where

d = 1 if an item di is disclosed, and 0 otherwise;
m = total number of IC disclosed.

The fifth step dealt with the analysis of the integrated reports for scoring the items. To ensure
the reliability of the analysis, an inter-coder reliability, which is one of the three common forms of
reliability (test–retest, inter-coder reliability, and internal consistency [70]) was used. This form of
reliability refers to the extent to which a content classification produces the same results when the
same text is coded by more than one coder [67]. In particular, the collection of the data was carried out
by two coders, using a self-constructed standard coding that was developed in compliance with the
IIRC Framework (accuracy) [66]. Moreover, any discrepancy between the coders has been analysed,
and any differences have been resolved.

Finally, a disclosure index was developed. This index is a ratio of the scores assigned to each
category to the number of IC disclosed. Therefore, for each IC component, the IC index was defined as:

IC =
ICD

m
(3)

The IC index can assume values between the range of 0 and 100%: values near 0 denote a scarce
presence of the IC component, while values near 100% denote a strong presence.

In the last step, a more in-depth study was carried out, focusing on firms which have dedicated a
specific section to illustrating IC.

4. Results

First of all, the research shows that 84 IRs describe at least two out of the six capitals as defined
by the IIRC Framework; that is, 62% of the sample. This means that the remaining 38% of the
135 IRs focuses on a single capital (more specifically, financial capital) and seems not to follow the
Framework guidelines.

Proceeding with the analysis for three years, the percentage of IR illustrating at least two capitals
rises from 49% in 2014 to 62% in 2015, and to 76% in 2016, emphasising a growing awareness of how
important it could be to provide information about more than a single capital.

It is also worth observing that the investigated firms provide this information in different sections,
such as “Process of value creation”, “Business model”, or in more general sections such as “About this
report” or “Measuring our strategic progress”.
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Focusing on the 84 IRs which provide information on at least two out of the six capitals, Figure 1
shows the percentage of IRs which give information regarding the six capitals, as illustrated in the
IIRC Framework [6]. While all the investigated IRs illustrate the financial capital, only 51% and 65%
provide information regarding manufactured capital and natural capital, respectively. However, it is
worth noting that a high percentage of IRs illustrates intellectual capital (82%, which corresponds to
69 IRs out of 84), supporting the idea that IC (as defined by management literature) is experiencing a
resurgence as a component of IR [15].
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Figure 1. Percentages of integrated reports (IRs) showing the different capitals.

Focusing on IC, an ever-growing percentage of IRs disclosing information on its components is
observed, ranging from 73% of the cases in 2014 to 82% in 2015, and 88% in 2016.

Furthermore, it has been analysed how firms define and describe IC, illustrating its components.
According to the research steps illustrated in the previous section, the first step of the analysis was
based on the classification of IC provided by the IIRC Framework, referring to:

• Intellectual property: patents, copyrights, software, rights and licences;
• Organizational capital: tacit knowledge, systems, procedures and protocols, as well as databases,

organisational routines, mechanisms and structures embedded in the organisation (implicitly
considering also the definition of structural capital as suggested by the management literature).

Secondly, bearing in mind the flexibility allowed by the IIRC Framework, a residual category
(“other”) was included to collect all the other types of IC disclosed by firms, even though they are not
covered by the IIRC Framework.

As Table 1 illustrates, among IRs which describe IC (69 for the whole three-year period),
intellectual property is found in 25% of the cases, while organizational capital in 51%. It is worth noting
that the residual category (“other”) is the most significant, as 81% of the cases includes information on
IC not dealt with by the previous two categories.

Table 1. Intellectual capital components.

IC Components %

Intellectual property 25%
Organizational capital 51%

Other 81%
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As a result, the analysis examined this additional information in more depth.
In this respect, it is worth bearing in mind that the concept of IC tends to comprise at least

three out of the six capitals (intellectual, human, and social and relationship) mentioned by the IIRC
Framework [47,58,59]. However, to avoid using a predefined and rigid scheme, a wider approach was
implemented, with the aim of also capturing other additional information provided by firms in their
IR. More specifically, firstly, the classification mentioned above as suggested by scholars [47,58,59] was
used; secondly, having verified that this scheme risked losing data on IC that firms tend to provide in
their IR, a wider plan of action was adopted. In so doing, the flexibility allowed by the IIRC Framework
(Sections 2.16 to 2.18) was also taken into consideration.

The findings show that the most common idea of IC is based on “organisational/structural
capital” (51%). “Human capital”, as a specific IC component, is disclosed in 39% of the cases. Many IRs
emphasise other two components, namely “brand” and “ICT” (39% and 38% respectively). Relational
capital has been considered as a specific IC component in 29% of the cases, while intellectual property
and ethic value are in 25% and 9% of the cases, respectively. Finally, further information, included in
the residual category “other”, has been provided in 19% of the cases. Figure 2 shows the IC components
as disclosed by the investigated IRs.
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Figure 2. Intellectual capital components—detail.

As a result of the empirical analysis, the following classification of IC components was identified:

• Intellectual property: patents, copyrights, software, rights and licences;
• Organizational capital: tacit knowledge, systems, procedures and protocols, as well as databases,

organisational routines, mechanisms and structures embedded in the organisation;
• Human capital: knowledge, skills and abilities of people which strengthen the organisations’

capacity to make decisions and allocate resources;
• Relational capital: intangible resources capable of generating value connected with external

relationships, such as those with customers, suppliers and research and development partners;
• Brand value: brand value, brand equity, brand image, brand reputation;
• Information and communications technology (ICT): information technology capabilities, innovation

of new technologies and ability to develop new technologies, products and services; Innovation
and digital banking;

• Ethic value: ethic, business ethics; corporate culture;
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• Other: Enterprise risk management framework, lending, investing and procurement practices,
launched easy investing, discretionary portfolio investment scheme, market share; goodwill.

Therefore, it is clear that, according to the investigated sample, the definition of IC provided by
the IIRC Framework is perceived as being too narrow; firms provide information which should be
included in capitals other than IC. For example, firms are expected to provide information concerning
human capital in the related Framework’s capital. However, they consider it to be more appropriate
to link it with other (perceived) related issues regarding IC, indirectly indicating the importance
attributed to them.

Furthermore, Figure 3 shows the IC components used in three different years. An increasing trend
can be observed only for three components: namely organizational/structural capital, ethic capital and
relational capital, even if this last capital shows the same percentage (30%) in the last two years. In most
of the cases, there is a fluctuating trend such as for “intellectual property”, “human capital”, “ICT”,
and “other”. Instead, and quite surprisingly, the component “brand” presents a decreasing trend.

Sustainability 2018, 11, x FOR PEER REVIEW    8  of  15 

 Information and communications technology (ICT): information technology capabilities, innovation 

of new technologies and ability to develop new technologies, products and services; Innovation 

and digital banking; 

 Ethic value: ethic, business ethics; corporate culture; 
 Other: Enterprise  risk management  framework,  lending,  investing  and procurement practices, 

launched easy investing, discretionary portfolio investment scheme, market share; goodwill. 

Therefore, it is clear that, according to the investigated sample, the definition of IC provided by 

the IIRC Framework is perceived as being too narrow; firms provide information which should be 

included in capitals other than IC. For example, firms are expected to provide information concerning 

human capital in the related Framework’s capital. However, they consider it to be more appropriate 

to  link  it with other  (perceived)  related  issues  regarding  IC,  indirectly  indicating  the  importance 

attributed to them. 

Furthermore, Figure 3 shows  the  IC components used  in  three different years. An  increasing 

trend  can be observed only  for  three  components: namely organizational/structural  capital,  ethic 

capital and relational capital, even if this last capital shows the same percentage (30%) in the last two 

years. In most of the cases, there is a fluctuating trend such as for “intellectual property”, “human 

capital”,  “ICT”,  and  “other”.  Instead,  and  quite  surprisingly,  the  component  “brand” presents  a 

decreasing trend.   

 

Figure 3. Intellectual capital components by year. 

Having investigated what kind of information concerning IC firms disclose, we completed the 

analysis  by  considering  how  they  disclose  it.  Indeed,  while  several  IRs  (70%)  provide  little 

information, giving a mere description/definition of the IC components, only 30% dedicate a specific 

section to IC, highlighting its relevance for the value creation process, as Table 2 illustrates. 

Table 2. Intellectual capital (IC) disclosure. 

IC disclosure % 

Little information on IC 70% 

IC specific section 30% 

Accordingly,  to  investigate  the  second  research  question,  the  analysis was  restricted  to  this 

second set of firms, investigating 21 IRs. 

Several companies  (Bank of Ceylon, 2016; LB Finance PLC, 2016, 2015; People’s Leasing and 

Finance 2016) highlight how difficult it is to define and quantify IC. LB Finance (2016, 2015) states 

25%

38%
31%

25%

44% 44%

0%

13%

22%

48%
43%

30%

43%

30%

9%

26%27%

60%

40%

30%
33%

40%

13%
17%

0%

10%

20%

30%

40%

50%

60%

70%

2014 2015 2016

Figure 3. Intellectual capital components by year.

Having investigated what kind of information concerning IC firms disclose, we completed the
analysis by considering how they disclose it. Indeed, while several IRs (70%) provide little information,
giving a mere description/definition of the IC components, only 30% dedicate a specific section to IC,
highlighting its relevance for the value creation process, as Table 2 illustrates.

Table 2. Intellectual capital (IC) disclosure.

IC Disclosure %

Little information on IC 70%
IC specific section 30%

Accordingly, to investigate the second research question, the analysis was restricted to this second
set of firms, investigating 21 IRs.

Several companies (Bank of Ceylon, 2016; LB Finance PLC, 2016, 2015; People’s Leasing and
Finance 2016) highlight how difficult it is to define and quantify IC. LB Finance (2016, 2015) states that,
among the six capitals defined by IIRC Framework, IC is the most difficult one to measure, because of
its intangible nature; however, the difficulties in calculating the value added do not mean that it can
be disregarded.
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In each IR (except BNDES, 2016 and ItaùUnibanco, 2014), the specific section devoted to IC is
focused on the analytic description of its components. It defines the achieved results (Bank of Ceylon,
2016, 2015; CCR SA, 2016, 2015, 2014); the actions taken by the company (BNDES, 2016) to improve
IC (“The company also invests in training employees to improve their innovative talent”, CCR SA, 2016 p.
32; IDLF Finance, 2016); and what the objectives and the status of the implementation are, compared
to the established target (LB Finance PLC, 2016, 2015) or targets they would achieve in the following
years (People’s Leasing and Finance 2016; Fideuram, 2016; Bank of Ceylon, 2016). Along the same line,
some sections describe the investments made on each element composed of IC (CCR SA, 2016, 2015;
Unicredit, 2016, 2015, 2014).

Another aspect worth noting is that many companies consider brand value to be a fundamental
part of the IC (Bank of Ceylon, 2016, 2015; Fnb Namibia Holdings, 2016; ItaùUnibanco, 2016, 2015, 2014;
LB Finance PLC, 2016, 2015; People’s Leasing and Finance 2016), although it belongs to the social and
relational capital according to the IIRC Framework. The brand is tightly connected with value creation
as a component of this process and, in particular, it is considered to be a key value-driver. Generally,
the brand value is quantified with an estimated value, and in most of the cases, the IR dedicates a
section on the evolution of the value brand over time.

A final critical aspect concerns the level of disclosure regarding the link between the IC and the
value creation process. Several IRs include IC in their schematisation of the value creation process,
consisting of a “pictorial portrayal” (Bank of Ceylon, 2016) or a “connections grid” (Fideuram, 2016)
in which IC is a key component of their value creation process. UniCredit’s IR (2014) highlights that
some innovations positively affect the value for both the customers and the company. IC is likely to
become an even more relevant asset and driver in the value creation process; however, this increase in
value is not quantified but simply illustrated in a descriptive way. In general, most of the IRs do not
explain how IC contributes to the generation of value for the company (Bank of Ceylon, 2016; BNDES,
2016; IDLC Finance, 2016; ItaùUnibanco, 2016; People’s Leasing and Finance, 2016; Fideuram, 2016).
Only a few try to provide a (weak) explanation of it (“CCR Group’s value creation strategy also includes
developing collaborations with universities and research centres to develop innovative solutions and technology
that is adapted to the Group’s requirements”, CCR SA, 2016, p. 31).

Moreover, the analysis shows that only two IRs illustrate the connectivity between IC and the
other capitals. In particular, LB Finance (2016) shows the connection in terms of value creation among
the capitals and how the capitals impact on different stakeholders’ groups: employees, business
partners, society, customers, and so on. The Bank of Ceylon (2015, p. 94) explains how IC affects the
other capitals, as required by the IIRC Framework:

• “Our human capital enriched with technical know-how, vast experience has been the driver in leading the
transformational process to achieve this strategic priority.

• Intellectual capital has enabled us to strengthen our social and relationship capital instituting better systems
and processes for faster, speedier delivery.

• The foundation for a paperless working environment has been constructed through the use of intellectual
capital, permeating positives on the astute use of our natural capital.

• The tangible and intangible benefits emanating from the implementation of our intellectual capital is and
will continue to impact our bottom line and hence our financial capital.

• Our manufactured capital is the structure upon which our intellectual capital has to be constructed, whether
in brick and mortar structures or in investment in technology”.

To recapitulate, the investigated firms tend to provide little information regarding how IC can
contribute to the value creation, even though they seem to be aware of the importance and the function
of the IC as a support to the value creation. In most of the cases, they report and manage each IC
component, but they are concerned about their measurement. Several IRs expand the concept of
value creation to incorporate other dimensions, such as the relevance of products and services to
customers as shown by some companies (e.g., Unicredit, 2014) in their first IR. In other cases (TSKB,
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2016), a holistic approach is adopted, where different dimensions are unified in terms of financial
analysis, technical expertise, and economic vision.

5. Discussion and Conclusions

This study has investigated the disclosure of IC components within the IR by analysing a large
sample of firms belonging to the financial services sector. More specifically, it has examined how firms
disclose information in their IR on IC, which are its components and their link with the value creation
process. Through a content analysis methodology, a disclosure index has been calculated to answer
the two research questions of the study.

The first one concerns the IC disclosure, whereas the second one refers to the level of information
about the link between the IC and the value creation process within IRs.

As regards the first research question, the findings emerging from the analysis suggest the
following considerations.

IRs that describe capital(s) other than the financial capital represent 62% of the sample, and this
percentage rises from 2014 to 2016. Consequently, 38% of the 135 IRs focus on a single capital (financial
capital) and seem not to follow the six capitals as identified by the Framework.

Among the reports describing at least two capitals, IC is mentioned or illustrated in 82% of the
cases, demonstrating its importance for the firms.

Regarding the IC content, firms include items that, according to the IIRC Framework, should be
included in other capitals. Firms tend to adopt a more comprehensive approach, in line with the IC
literature classification [47]: apart from the “physical” capitals—namely financial, manufactured and
natural capital—the other three “intangible” capitals broadly comply with the IC’s three components.
In fact, IRs disclose not only elements of the structural capital, but also items related to human and
relational capital. These findings show that the IIRC definitions of IC are perceived as being too narrow.
Besides this, the analysis of the trend of the IC content appears to be random.

Regarding the second research question, the findings show that the investigated firms tend to
provide little information regarding how IC can contribute to the value creation process, although they
seem to be aware of its importance and function as a support to the value creation. The vast majority
of the investigated IRs do not explain how IC contributes to the value generation for the organisation,
whereas only a few try to provide this information, with weak results. Moreover, only 30% of IRs
that mention IC dedicate a specific section to it, but the particular attention received by IC does not
necessarily lead to information of better quality.

Connectivity between the IC and other capitals is described only in 2 cases, and simply in terms
of the increase of the capitals; in no case, a description of a decrease of the capitals or about trade-offs
between the capitals was found.

To conclude, the vast majority of the investigated firms provide only a little information on
IC, frequently “copying and pasting” the content of the IIRC Framework into their IR, adopting a
superficial approach. Although firms are aware of the importance of IC, as a support to the value
creation process, they disclose little information.

Therefore, these results firstly confirm what scholars have recently observed regarding some of the
Framework’s limitations, which make its implementation difficult. More precisely, the principle-based
approach taken by the Framework, the flexibility and the lack of prescription concerning disclosure
and metrics, the vague definitions about value creation, and the non-prescriptive categorisation of
the six capitals lead to different ways in which IR is understood and enacted [61]. As a consequence,
IRs are not comparable, since users are not able to identify similarities and differences among items,
both in different periods and across different reporting entities.

Secondly, the inadequate disclosure regarding IC in the light of the value creation process and the
interdependencies between capitals are also due to the subjective behaviour of the IR preparers. On the
one hand, it is undeniable that (i) it is not easy to identify interdependencies and trade-offs between
capitals; and (ii) firms are not motivated to describe decreases of capitals caused by the organisation’s
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activities. On the other hand, it is argued that the poor quality and quantity of this kind of information
represents a relevant deficiency of IRs, which ultimately implies the impossibility of reaching the
true goal of the IIRC, that is, the full representation of the value creation process over time. At this
stage of the journey towards integrated reporting, the lack of representation and measurements of
(some categories of) capitals other than financial capital can be accepted, but the operators’ response to
the need for a holistic vision of the organisation for all the stakeholders must be considered inadequate.
Therefore, the empirical analysis provides a classification of the IC disclosures that could be taken
into consideration while investigating the contents of IRs and the connectivity between the different
capitals [35].

However, IIRC should refine the Framework to avoid its “genetic ambiguity” regarding its
purpose and users: if the “primary purpose of an integrated report is to explain to providers of
financial capital how an organization creates value over time” [6] (Part 1.7), it is very difficult,
as this research demonstrates, that “an integrated report benefits all stakeholders interested in an
organization’s ability to create value over time, including employees, customers, suppliers, business
partners, local communities, legislators, regulators and policy-makers” [6] (Part 1.8). In other words,
the critical point to solve is the meaning attributed to the word “value” [15] and, in this way, the real
category of IR users.

One of the main implications emerging from this study is the evidence about the excessive
vagueness of the definitions of the Framework, which is compromising the IIRC’s intent to strike an
appropriate balance between flexibility and prescription [6] (p. 4). The flexibility of the Framework can
be considered necessary, as definitions require professional judgement to allow firms to adapt the report
to their specific needs. However, the observed broad differences within the IRs of firms belonging to a
specific sector clearly emphasise that this vagueness de facto represents a strong barrier to implement the
IR following the Framework. Furthermore, this flexibility can allow firms to adopt a window-dressing
approach, with the consequence being that IR does not affect the managerial behaviour.

The same vagueness concerns the concept of “value creation”, whose measurement and
representation are one of the critical objectives of the IR. The investigated IRs do not provide adequate
information about this aspect, as well as the link between the different capitals [35].

Another implication of this study is that the definition of IC provided by the Framework is
not appropriate and firms do not follow it in many cases. Therefore, this definition should be
revised, taking into consideration the theoretical approaches suggested by scholars and the empirical
approaches emerging from the analysis of the reports prepared by firms. Indeed, the IR process seems
to stimulate internal awareness regarding the relevance of the IC, although this is only a first step,
to be followed by other necessary measures to mobilise its components concretely. More specifically,
the investigated firms seem to be mainly concerned regarding what IC is, while the mobilisation of its
components requires companies to be focused on “what IC does”, to contribute to the value-creation
process [59]. Accordingly, this study suggests how relevant it could be to integrate the IC debate into
the IR debate.

This study has its limitations, which will be addressed by the future development of the research.
Firstly, a methodological approach based on a disclosure index, which does not capture the viewpoint
of managers of the investigated firms, was adopted. Therefore, future studies would benefit from a
combination of this methodology with a survey or a questionnaire to be sent to managers. Additionally,
the current scenario seems far from considering IR as much more than just a document where financial
information (which all the investigated firms have provided) is simply combined with non-financial
information. Therefore, following the different stages of IC research, further studies are required to
understand how IR is utilised in practice, adopting a critical approach to assess how IC works [8].
Accordingly, future steps of the research would provide a more in-depth investigation of the content of
IRs, especially in the direction of understanding the impact IRs can have on society.
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Finally, another possible development of the research would concern the extension of the field of
investigation. In fact, information on IC components was searched for only in IC-specific sections of
the IRs, but it cannot be excluded that this information is also disclosed in other sections of the report.
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Appendix A. The List of 45 Firms

1 Achmea 16 Generali 31 Road Accident Fund
2 Aegon 17 Hammerson 32 Rsa
3 Banca Fideuram 18 Hsbc 33 Sanlam Ltd.
4 Bank of Ceylon 19 Idlc Finance 34 Sasria
5 Bankmecu 20 Ing 35 Standard Bank Group Ltd.
6 Barclays Africa Group 21 ItaùUnibanco Holding S.A. 36 Stockland
7 Bndes 22 Lb Finance 37 Strate
8 British Land 23 Liberty Holdings 38 Swedfund
9 Capricorn Group 24 Lloyds Banking Group 39 Swedish Export Credit C.
10 Ccr Sa 25 Mitusiand Co 40 Triodos
11 Dbs 26 Msand Ad Insurance Group H. 41 Tskb
12 Dbsa 27 National Australia Bank 42 Ubs
13 Direct Line Group 28 Nedbank 43 Unicredit
14 Eurazeo 29 Peoples Leasing and Finance 44 Unipol
15 Fnb Namibia Holdings 30 Redefine International 45 Vancity

Appendix B. Scoring Sheet

Disclosure Items 2014 2015 2016 Tot.

Intellectual Property Category

1 Patents

4 5 8 17
2 Copyrights
3 Software
4 Rights
5 Licenses

Organizational Capital Category

6 Knowledge

6 11 18 35

7 Systems
8 Procedures
9 Protocols
10 Databases
11 Organizational routines
12 Mechanism
13 Structures

Residual Category (Other)

14 Other IC components 11 20 25 56
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