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Abstract

The purpose of this paper is to investigate how Integrated Reporting can influence Management Control Systems
(MCSs). To this aim, the paper presents a case study of a company which designed and implemented an
Integrated Report (IR) that was used as a tool for communicating the company performance to the entrepreneur
and as a tool for enriching the company MCS to visualize and measure the overall company performance. The
case analysis shows that Integrated Reporting improves the measurement focus of the MCS thanks to the role
played by the company’s Business Model (BM) throughout the IR development and to the process adopted to
map the BM itself. The BM mapping process was highly iterative and allowed for a better understanding of the
items affecting the value creation process and of their interconnections, thus directing the MCS to what really
deserved to be measured. Strategic discussion around the BM also entailed an evolution of the control system,
which became a strategic control system, able to support the discussion and the creation of new strategies.
Moreover, the BM ensured a high level of integration and consistency between departmental reports and the
company IR, on the one hand, and among the departmental reports themselves, on the other hand. In addition,
the case analysis shows that financial indicators risk becoming “phagocytized” by non-financial ones and that the
implementation process of the IR can lead to a heavier workload for the Management Control Department to
provide for the non-financial aspects of performance. Finally, the case analysis shows that the Integrated
Reporting visual representation and its underlying logic may not work if the tool is used for managerial decision
making. While the guiding principles of Integrated Reporting were accepted by the company’s actors, the
Integrated Reporting representation model based on the logic inputs-BM-outputs-outcomes was criticized as it
was considered too complex and not able to represent the company’s integrated performance, reflecting instead a
series of disconnected and disjointed individual performances. The critiques of this model were so sharp that
they resulted in a change to its logic and the adoption of a different model, namely that of cause-and-effect
relationships.

Keywords: integrated reporting, management control systems, business model, measurement, key performance
indicators

1. Introduction

Integrated Reporting has recently caught the attention of scholars (Eccles & Kiron, 2012; de Villiers et al., 2014;
Higgins et al., 2014; Dumay et al., 2016) as well as practitioners, consulting firms, and auditors (KPMG, 2012;
EY, 2014; PWC, 2015). In contrast with previous approaches to corporate disclosure, Integrated Reporting
leverages on integrated thinking to identify the sources of value creation and their interconnections, thus helping
avoid the risk of information being accounted for in separate “chunks” and in numerous, disconnected, and static
communications (Adams & Simnett, 2011, p. 294; IIRC, 2013, p. 2).

Despite Integrated Reporting being initially developed for external purposes, some scholars have recently begun
to focus on the potential of this tool to support the managerial decision-making process, i.e., on its effects on
decision processes, on managerial practices, and on information provision (Abeseykera, 2013; Adams, 2015;
Montemari & Chiucchi, 2018).

As far as the internal perspective of Integrated Reporting is concerned, there have been recent calls to investigate
if and how implementing an Integrated Report (IR) can influence the governance of the company as a whole
(Dumay & Dai, 2014; Dumay et al., 2016). In particular, research streams that deserve additional attention
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concern how the adoption of Integrated Reporting influences Management Control Systems (MCSs) (de Villiers
et al., 2016; Perego et al., 2016) and how Integrated Reporting processes are embedded in companies’ MCSs (de
Villiers et al., 2014). Therefore, this paper aims to contribute to filling this research gap by investigating the
following research question: iow can Integrated Reporting influence MCSs?

To answer this research question, the authors present a case study of a company that designed and implemented
an IR, using the IIRC guidelines, which was used as a tool for communicating the company performance to the
entrepreneur and as a tool for enriching the company MCS to visualize and measure the overall company
performance.

The paper contributes to the literature on the internal dimension of Integrated Reporting by showing a number of
impacts on a company’s MCS. The authors maintain that developing an IR improves the understanding of the
value creation process and, in turn, the focus of the measurement system, thus confirming Stubbs and Higgins
(2014, p. 1085), Burke and Clark (2016, p. 276) and Mio et al. (2016, pp. 215-216). The paper also shows how
this can happen; the improvement of the measurement focus can be traced back to the role played by the
Business Model (BM) throughout the IR development as well as to the process adopted to map the BM itself. In
the case study, the mapping process was highly iterative and this favored the debate among the company’s actors
and stimulated their strategic thinking on the drivers of value creation.

The BM gradually became the center of the measurement system by providing the logic through which the value
creation was mapped and measured within the company. This BM-centered measurement system allowed for a
better understanding of the items affecting the value creation process and of their interconnections, and this, in
turn, meant directing MCSs to what really deserved to be measured. In addition, the BM also played another role
within the company’s MCS; it ensured a high level of integration and consistency between departmental reports
and the company IR, on the one hand, and among the departmental reports themselves, on the other hand.

In addition, similarly to Beck et al. (2017, p. 11) and Mio et al. (2016, p. 215), the authors acknowledge that the
adoption of the IR can foster the use of non-financial indicators. In this paper, the authors also found that
financial indicators risked becoming “phagocytized” by non-financial ones, meaning that, as the company IR
was being developed, the non-financial Key Performance Indicators (KPIs) gradually caught the attention of the
company’s actors, while, in their eyes, the financial KPIs seemed to lose importance.

The paper also shows that the design and the implementation process of the IR can lead to a heavier workload
for the MC Department, thus confirming what Hampton (2012, pp. 22-24) and Steyn (2014, p. 485) acknowledge
regarding the need for companies to change their reporting structures to provide for the non-financial aspects of
performance.

Moreover, the case analysis also shows that the Integrated Reporting visual representation and its underlying
logic may not work if the tool is used for managerial decision making. While the guiding principles of Integrated
Reporting were accepted and embraced by the company’s actors, the Integrated Reporting representation model
based on the logic inputs-BM-outputs-outcomes was criticized as it was considered too complex and not able to
represent the company’s integrated performance, reflecting instead a series of disconnected and disjointed
individual performances. The critiques of this model were so sharp that they resulted in a change to its logic and
the adoption of a different model, namely that of cause-and-effect relationships.

The structure of the remainder of the paper is as follows: Section 2 presents the literature review and the research
question, and Section 3 describes the method chosen to answer the research question. Section 4 illustrates the
case study and focusses on the process followed to develop the IR within the case company. Finally, Section 5
discusses the case findings and concludes the paper by presenting its main contributions.

2. Literature Review

Integrated Reporting is a new approach to corporate reporting which aims to represent how an organization
creates and sustains value, by integrating financial and non-financial information in a clear, concise, consistent,
and comparable format (IIRC, 2013, p. 2). In contrast with previous approaches to social and environmental
disclosure, where non-financial information was barely integrated with financial information (de Villiers et al.,
2014), Integrated Reporting leverages integrated thinking to identify the sources of value creation and their
interconnections, thus helping avoid the risk of information being accounted for in separate “chunks” and in
numerous, disconnected, and static communications (Adams & Simnett, 2011, p. 294; IIRC, 2013, p. 2).

According to the [IRC website, more than 1,000 organizations are publishing an IR and the Integrated Reporting
agenda has attracted the interest of a growing number of scholars (Eccles & Kiron, 2012; de Villiers et al., 2014;
Higgins et al., 2014; Dumay et al., 2016) as well as consulting firms and auditors (KPMG, 2012; EY, 2014; PWC,
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2015).

A number of published studies have primarily examined, through both theoretical and empirical contributions,
the type and level of disclosure in company IRs (Frostenson et al., 2012; Fifka, 2013). The studies to date have
focused on the benefits of Integrated Reporting from an external disclosure perspective for stakeholders,
compared to traditional and sustainability reporting. In particular, it has been argued that Integrated Reporting
helps provide forward-looking information (Adams & Simnett, 2011; Watson, 2011); it may clarify how
organizations create and sustain value (Hampton, 2012; Watson, 2011); it can provide a more concise, holistic,
and balanced picture of organizational performance (Eccles & Krzus, 2010); it may improve transparency,
governance, and decision making for organizations of all types (Adams et al. 2011; Hampton, 2012); it helps put
the social, environmental, and governance issues at the core of the organization’s value creation strategy (Eccles
& Kiron, 2012), and, finally, it may enhance the disclosure of intangible dimensions of companies, overall
intellectual capital, and human capital (Haji & Anifowose, 2017).

Research has also shed light on the critical aspects of designing and implementing an IR. In particular, it has
been argued that disclosure on interdependencies and trade-offs among capitals and components of capitals is
often scarce (Haji & Anifowose, 2017); moreover, central concepts for designing and implementing an IR, like
integrated thinking, are not clearly defined by IIRC and there is no consensus on their meanings among IR
developers and stakeholders, thus making the IR confusing and difficult to implement (Feng et al., 2017).

While academic research has directed its attention predominantly towards the strengths and weaknesses of
Integrated Reporting from an external disclosure perspective, some scholars have recently begun to focus on the
internal dimension of Integrated Reporting, i.e., the organizational effects of the design and implementation of an
IR, thus highlighting its effects on decision processes, on managerial practices, and on information provision
(Abeseykera, 2013; Adams, 2015; Montemari & Chiucchi, 2018).

As de Villiers et al. (2016) argue “there is much to learn and understand, especially around the internal processes
and systems needed to measure and manage relevant information for Integrated Reporting”.

Following along these lines, there are some aspects that require, and deserve, additional attention, namely why
companies decide to start an Integrated Reporting journey, what approaches and internal mechanisms companies
use to design and implement an IR, what the challenges to be faced are, how and why successful (or
unsuccessful) experiences occur, and what the levers and the barriers to the adoption of Integrated Reporting in
practice are (Dumay et al., 2016).

The growing attention on the internal dimension of Integrated Reporting has led some authors to focus on the
relationship between MCSs and Integrated Reporting, focusing on the effects of the IR design and
implementation on MCSs. Despite the IR having been initially developed for external purposes, awareness of the
potential of this tool to support the managerial decision-making process is on the rise. Pivoting on the integrated
thinking, Integrated Reporting is considered able to show the connections between the financial and the
non-financial information (Abeysekera, 2013; Van Bommel, 2014; Thomson, 2015), thus helping enhance a
holistic view of company performance and to favor the understanding of the effects of managerial actions in the
short, medium, and long run (Stubbs & Higgins, 2014; Adams, 2015).

Moreover, research has highlighted that Integrated Reporting can improve MCSs in terms of increased alignment
with strategy: following the Integrated Reporting guiding principles can help develop measures that are in
keeping with the company’s strategic directions (Montemari & Chiucchi, 2018), and better capture (and report)
the company’s ability to create value over the short, medium, and long term (Lodhia, 2015, p. 593; Mio et al.,
2016, p. 206). Thus, Integrated Reporting may improve the measurement focus of MCSs in that it may favor a
better understanding of the items affecting the value creation process and of their interconnections (through the
company’s business model), and this, in turn, means directing MCSs to what really deserves to be measured
(Stubbs & Higgins, 2014, p. 1085; Burke & Clark, 2016, p. 276; Mio et al., 2016, pp. 215-216).

In addition, research has acknowledged that the intangible nature of certain Integrated Reporting capitals (social,
human, and intellectual) can lead to the implementation of non-financial measures and this promotes a
multidimensional and balanced measurement of performance in MCSs (Mio et al., 2016, p. 215; Beck et al.,
2017, p. 11; Montemari & Chiucchi, 2018).

Finally, Integrated Reporting implementation challenges have also been recognized by prior research; Integrated
Reporting requires new methodologies to collect and to process information needed to provide measures for
non-financial aspects of performance; in turn, this often entails a reconfiguration of reporting structures and
subsequent costly and time-consuming adjustments to MCSs (e.g. investments in new IT systems) (Hampton,
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2012, p. 22; Steyn, 2014, p. 485).

Recently, there have been calls to investigate if and how implementing Integrated Reporting can influence MCSs
and, more broadly, the governance of the company as a whole (Dumay & Dai, 2014; Dumay et al., 2016). In
particular, research streams that merit additional attention concern how the adoption of an IR influences MCSs
(de Villiers et al., 2016; Perego et al., 2016) and how Integrated Reporting processes are embedded in companies
MCSs (de Villiers et al., 2014).

In light of this research gap, this paper aims to investigating the following research question: how can Integrated
Reporting influence MCSs?

3. Method

In order to answer the research question, the authors present a single, in-depth case study referred to Nexus, an
Italian company which decided to design and implement an IR for internal purposes.

)

The case study method was chosen to achieve the research objective because it allows for a holistic and in-depth
analysis of a complex phenomenon in its real-life context (Yin, 2003), namely exploring and analyzing the
design and the implementation of an IR, gaining a clear view of the interplay between Integrated Reporting and
MCSs and focusing on the interactions among company actors while designing and implementing an IR.
Accordingly, the case was chosen purposefully (Patton, 1990) because it allowed the researchers to gain rich
information about the issues of central importance to the purpose of the research. In the present paper the authors
reflect on the reasons that led to choosing the IR, on the process developed to design and implement the IR, on
the needed adaptations to the IR, on the challenges faced during internal implementation, and on the levers and
barriers encountered during the design and implementation process of the IR. One of the two authors had the
opportunity to participate as an “expert” in some meetings geared toward discussing the design and
implementation of the IR.

Data was gathered through document analysis (internal reports and presentations), interviews, and participant
observations conducted during meetings among the company actors involved in the project, i.e., the President of
the Group, the General Manager, the Group controller, a PhD student who was cooperating with the controller in
developing the IR, and top management (the R&D manager, the Market Development manager, the
Communications manager, the Human Resources manager). All interviews and meetings were recorded and
transcribed in full, with the permission of the company. Using several methods to collect data was useful to
cross-validate the information gathered and to capture different facets of the phenomena under analysis (Ryan et
al., 2002).

Semi-structured interviews were carried out with the company actors who actively participated in the design and
the implementation of the IR, in gathering data, and in calculating the indicators, specifically, the General
Manager, the Group controller, the PhD student who contributed to developing the IR, and the top managers. The
semi-structured interview was chosen as a data collection method because themes that come to light during the
interview can be addressed immediately; the flexibility of this method enhances the understanding of the
motivations that drive the interviewee’s actions as well as his/her interpretation of the reality (Kvale and
Brinkmann, 2009). The interviews were aimed at understanding how Integrated Reporting was implemented
internally, the levers and the barriers encountered during the implementation, as well as if and how Integrated
Reporting influenced the MCS. Reflexive questions were extensively used during the interviews, as suggested by
Kreiner and Mouritsen (2005). Asking for examples, stories and/or anecdotes encourages the interviewees to
provide detailed information and triggers, in turn, other stories and thoughts on the phenomena under
investigation. Moreover, one of the two co-authors attended the meetings among the company actors involved in
the project.

Qualitative data analysis was applied to the interview, documental, and observational data as this made it
possible to focus on what respondents thought, felt, or did when it came to designing and implementing the IR; it
also helped maintain sensitivity to the context (Denzin & Lincoln, 2000; Patton, 2002). Some of the company
actors’ verbatim quotes are provided throughout the paper (in italics and quotation marks) to support reflections
and findings.

4. The Case Study

Section 4 illustrates the case study and focuses on the process followed to develop the company IR. In particular,
Section 4.1 introduces the case company and underlines the information needs that led to developing the IR.
Section 4.2 describes how the Group’s BM was mapped, while Section 4.3 follows the development of the
departmental report for the R&D Department by highlighting how the contribution of this business Department
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to the Group’s BM was identified and how KPIs were established. Finally, Section 4.4 describes the process that
led to the design of the company IR.

4.1 The Case Company

Nexus is the holding company of a Group whose core business is the design and production of turnkey
tailor-made solutions for the automatic measurement and quality control of customers’ products and processes.
The Group’s headquarters are located in Italy, but its solutions are sold worldwide.

Nexus develops and provides services related to human resources, research and innovation, administration and
control, marketing and business development to all Group companies. The mission of Nexus is to imagine and
plan the future of the Group through its intangible resources, activities, and outcomes. Four business
Departments operate within Nexus: 1) Research and Development (R&D) aims to develop incremental and
radical innovation to enhance the know-how and the technologies of the Group; 2) Market Development
searches for new market opportunities and new customers; 3) Communications spreads the company culture and
image inside and outside the Group with the aim to strengthen the company values; 4) Human Resources recruits,
trains, and evaluates the human resources of the Group.

When the project was launched, financial performance was at the core of Nexus’ Management Accounting (MA)
system which was centered on financial KPIs, a cost accounting system, variance analysis. The MA system did
not provide information on the non-financial dimensions of company performance, meaning that a relevant share
of the company’s performance remained hidden; Nexus’ activities yield indeed several intangible outcomes (new
competences, new customer relationships, new technological solutions) whose size, growth, decline, and impact
on the Group value creation process was not revealed by the MA system.

Given this flaw of the MA system, the top management information needs were twofold: on the one hand, the
management felt the need to convey to the entrepreneur a complete overview of the results achieved by Nexus
and, on the other, to have a tool within the MCS able to define the objectives to be achieved, to guide the
managerial actions, and to report on the results achieved. During the time period that is being focused on in this
paper, the company did not have such a structured tool within its MCS. In order to improve the MA system and
satisfy both of the management needs, the decision was made to design an IR according to the I[IRC framework.

Already from the outset of the project, it immediately became clear that a strong integrated thinking
distinguished Nexus. Integrated thinking takes place when there is constant interplay between financial and
non-financial dimensions of the business; when all operating and functional units break down internal barriers
and work together to achieve the company’s strategic objectives; when decision-making and actions consider the
creation of value not only over the short term, but also over the medium and long term (IIRC, 2013). At Nexus,
non-financial considerations were usually incorporated in the decision-making process in order to realize
benefits in the long run, thus going beyond the short term financial dimension. For instance, an extensive range
of partners (universities, research centers, customers, and suppliers) collaborates with the company to develop
EU projects. Beyond the main aim of acquiring funding, these EU projects are also considered an opportunity to
interact and collaborate with leading actors in specific industries in order to build new competences and extend
the network of technological partners in the medium and long run. Moreover, internal barriers among the
company’s business Departments are very thin; their competences, activities, and operations are integrated in
order to nurture and manage the different facets of the relationships with customers and all stakeholders in an
effort to achieve benefits also in the medium and long term.

Consistently with the integrated thinking which characterizes Nexus, an IR was developed, according to the [IRC
framework, that aimed at identifying and measuring the tangible and the intangible resources and activities
developed to create value and the resulting tangible and intangible outputs and outcomes.

During the project, the business Departments expressed a specific information need, i.e., to each have its own
report to support the decision-making process in a manner consistent with the company’s business strategy.
Therefore, besides the preparation of the company IR addressed to the entrepreneur and to top management,
departmental reports were also created during the project. The company BM acted as the pivot point for the
design of the departmental reports and the company IR to ensure a high level of consistency in the whole system
of reports.

4.2 Identifying the Group’s BM

Consistently with the [IRC framework (IIRC, 2013, p. 5), the first step of the process regarded the identification
of the Group’s BM. The BM is the framework used by companies to implement their strategy (McGrath, 2010;
Nielsen & Montemari, 2012); its identification helps understand how value is actually created and captured
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(Osterwalder & Pigneur, 2010; Arend, 2013). During one of the meetings, the controller highlighted how the
identification of the BM was crucial to the success of the measurement process:

“If there is something wrong in the BM mapping, we will identify KPIs which are not consistent
with the value creation process, and are useless for the decision-making process. [...]. BM
mapping helps us keep track of the reasons why we choose some KPIs and discard other ones”.

It is worth of note that the BM mapping was a highly iterative process; several meetings and interviews with the
company’s actors were needed to grasp the real essence of the Group’s BM. Moreover, the company’ actors were
also trained on the BM concept and gradually gained the competences needed to contribute to its mapping
process. Thus, this step of the process was highly intensive and challenging for the company’s actors, who were
also aware that this step was crucial to the success of the following ones.

From a technical point of view, the company’s BM was identified using a portfolio of BM configurations, thus
following the process suggested by Gassmann et al. (2014) and Taran et al. (2016). A BM configuration is a
precise recipe for doing business that describes how the company creates, delivers, and captures value
(Baden-Fuller & Morgan, 2010). Sometimes the naming of the specific BM configuration is done through the
example of a well-known company, such as the eBay BM, the Dell BM, the Ryanair BM, the Gillette BM and
the Skype BM.

In line with the assumption that every real-life company is a combination of different BM configurations (Taran
et al., 2016), the mapping process led to the following mix of BM configurations: solution provider, open BM,
systems integrator, layer player, outside-in (see, Table 1).

Table 1. The Group’s BM configurations and their key features

BM configuration Key features

Solution provider Solution provider aims to provide a total and complete coverage of products and services in one particular
area of expertise (e.g. financial, health) in order to offer the customers an all-inclusive package (product
sales, installation, consulting services, after-sales services, spare parts, and maintenance) able to satisfy a
wide range of needs in a particular domain.

Open BM Open BM aims to create an “ecosystem” by establishing its technologies as the basis for value chain
innovation. The ecosystem develops around the focal firm’s technologies whose disappearance would
destroy the whole ecosystem.

Systems integrator Similarly to solution provider, systems integrator offers an all-inclusive package of highly customized
products and services. However, the focus here is on the ability to coordinate and integrate internal and
external sources of tangible and intangible components in order to develop novel combinations of solutions
for customers.

Layer player Layer player focuses on a specific function in the value chain, such as electronic payments or logistics,
with the intent to serve a number of different value chains in several industries. Indeed, specific
competences on a core area of expertise can be used as a platform to serve several industries.

Outside-in Outside-in obtains R&D from external entities and builds on it in order to shorten time-to-market and
increase internal R&D productivity. Moreover, this BM configuration exploits external sources of

technology and knowledge to complement the internal ones in order to be able to serve broader markets.

This BM mapping process also led to the identification of some strategic themes closely linked to the mix of BM
configurations and considered crucial for the value creation process of the Group. Table 2 shows the outcome of
this matching process between BM configurations and strategic themes:

Table 2. The Group’s BM configurations and the related strategic themes

BM configurations Group’s strategic themes

Open business model; systems integrator Aptitude for collaboration

Open business model; systems integrator Ability to create new knowledge

Open business model; outside-in Ability to acquire new knowledge

Systems integrator; solution provider Ability to develop ad-hoc solutions for customers
Open business model; layer player Ability to diversify
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4.3 Developing the Departmental Reports

The Group’s BM and the strategic themes were used as a guide to identify how the resources, activities, and
outcomes of the business Departments affected these strategic themes, thus contributing to the value creation
process of the Group as a whole. This step was a prerequisite to building both the departmental reports and the
company IR. This section will follow the development of the report for the R&D Department, which most
strongly felt this need.

The departmental measurement system of the R&D Department was focused on R&D project timeliness and
expenses and, as a consequence, it was not able to reveal the intellectual and technological outputs of this
Department. The R&D Department was searching for other kinds of numbers able to physically show the
“returns on investments” of the research activity and its real contribution to the value creation process of the
Group.

The Integrated Reporting project, then, provided the opportunity to have a departmental report that included
information on the intellectual and technological outputs resulting from the research activity. To develop the
report, R&D personnel reflected on how the resources, activities, and outcomes of the R&D Department
influence the Group’s BM and strategic themes. For example, the R&D Department strongly supports the
achievement of “Aptitude for collaboration” and “Ability to acquire new knowledge” by collaborating with a
wide range of external partners (universities, research centers, customers, and suppliers) not only to carry out EU
projects, but also to develop new competences. This Department also supports the achievement of the “Ability to
develop ad-hoc solutions for customers”: new technologies acquired from external parties are integrated with
internal know-how so that tailored solutions for customers can be created. Also “Ability to diversify” is
influenced by R&D: once internal and external knowledge are integrated, the R&D Department converts this
integrated knowledge to enable its use in as many industries as possible.

The design of the KPIs was guided by these reflections, meaning that the measures were chosen according to the
contribution made by the R&D Department to the BM of the Group. As the R&D Department is so
intangible-intensive, KPIs are predominantly non-financial and are related to intangible dimensions of
performance. For instance, four KPIs were designed in order to measure the “Aptitude for collaboration”,
namely “Number of European and national projects”, “Number of conference attendances”, “Number of
non-disclosure agreements”, “Number of hosted partners”. These KPIs are designed to keep track of the ability
of the Department to create an extended network of partners with whom to cooperate.

Moreover, as the R&D Department creates “tailor-made” solutions for customers, the development of close and
intensive contacts with clients is an aspect worth monitoring. For this purpose, the KPIs “Number of visits to
customers” and “Number of feasibility studies for customers’ specific needs” were inserted in the report. This
bundle of non-financial KPIs is calculated quarterly and is included in a departmental report, along with
preexisting financial measures.

All in all, the new departmental report goes beyond the measurement of the short-term financial results and
provides a complete overview of the R&D Department’s contribution to the value creation process of the Group
by introducing forward-looking KPIs related to the non-financial dimensions of performance.

This process was repeated for the remaining business Departments in Nexus, so that each Department could have
a departmental dashboard of its KPIs strictly linked to the value creation process of the Group. It is worth noting
that the design and the calculation process of the KPIs was an onerous and time-consuming task. Several brand
new KPIs were designed; therefore, they had to be calculated from scratch and most of them were non-financial
measures, meaning that the information needed was mainly qualitative in nature and had to be collected through
interviews and face-to-face interactions with the company’s managers and employees.

4.4 Designing the Company IR

The last step of the process concerned the design of the company IR. For this purpose, the Integrated Reporting
framework based on capitals and on the model inputs-BM-outputs-outcomes was presented to the company
actors during a meeting. At the outset of the project, the IR to be adopted had already been illustrated and, at that
time, the presentation went smoothly and no objections or opposing viewpoints were expressed by the managers.
During this presentation, some criticalities arose. First, the word “capital” was rejected by the company actors as
it was considered too static and not consistent with the company’s language. In this case, the issue was merely
related to the Integrated Reporting language, seeing as the concept underlying the word “capital”, i.e., dimension
of performance, was instead accepted and used to verify that all the material aspects of performance were
properly measured.
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Second, and more important than the terminology issue, the Integrated Reporting model based on
inputs-BM-outputs-outcomes was perceived by managers to be too complicated and not effective to represent the
company’s integrated performance. The Integrated Reporting framework based on capitals and on the logic
input-BM-output was not deemed suitable to understand how the company resources were related to and
interacted with each other; thus, it was not considered able to provide a concise and integrated picture of the
company’s performance. During one meeting, the controller highlighted that the Integrated Reporting capitals
did not adequately fit the purpose of the report by stating:

“Categorizing KPIs within the Integrated Reporting capitals is not adding anything of substance to
the report. We would end up with a ‘sum’ of KPIs, while we would need, instead, a system of linked
KPIs”.

The CEO highlighted this weak point of the Integrated Reporting model from his point of view:

“In this report, I would like to see the ‘summary’ of the ‘summary’ of the performance; something
which can express, at the end of the day, where is the company going? [...]. Taking the customers
as a frame of reference, where do I see the process that leads from the first contact to the
feasibility study, to the first offer, and finally to the revenue generation? We need an integrated
view of our performance”.

In the CEO’s mind, therefore, an IR should clearly visualize and measure the linkages among actions and area
(in his words “the process”) and should also express the integrated performance in a concise way (again, in his
words “the ‘summary’ of the ‘summary ™). The search was on for a number - or very few numbers - which could
represent the company’s performance.

After several discussions during the focus groups, the company’s actors chose a different way of visualizing the
company’s integrated performance, i.e., that of cause-and-effect relationships. During one meeting, the CEO
triggered this idea by asking the controller:

“Try to give a logical sequence to the KPIs. Take for example the KPIs concerning the strategic
theme ‘People initiatives/Liveliness’, I would put the ‘Number of Nursery Squad Projects’ at the
beginning of the sequence, then ‘Training’ and ‘Projects for collaborators’, and finally ‘Company
Turnover’ and ‘Company Climate’”

Following along these lines, the controller stated:

“So, here the challenge is to link the KPIs with each other, we could then understand the causes
and the effects in the relevant dimensions of performance”.

The choice of the model based on cause-and-effect relationships guided the selection of the KPIs to include
within the company IR. For the sake of efficiency and considering the acquired familiarity with some indicators,
the commitment was also to try to re-use some of the KPIs which already existed in the departmental reports.

Thus, a selection of departmental KPIs was inserted in the company IR; this selection was guided by the ability
of the chosen KPIs to represent the strategic themes identified in the company BM. As a matter of fact, the
achievement of some departmental objectives was also crucial for the value creation of the company as a whole.
For example, the KPIs “Number of training hours” and “Number of job rotations” monitor the causes of the
strategic theme “People initiatives/Liveliness”, while the effects are kept under control through “Company
turnover” and “Company climate”. All these KPIs were selected from the departmental report of the HR
Department. However, brand new KPIs were also developed ad hoc for the company-wide report. The first
reason was that, even though the departmental KPIs were referred to the strategic themes, some of them were too
specific, i.e., too focused on operational goals, to provide an overall view of how the company was performing
on a given strategic theme. For example, when it came to choosing the KPIs for the “Network development”,
instead of the KPI “Number of new contacts” (already included in the Communications departmental report to
measure this strategic theme), in the company IR “Number of new high value contacts” was chosen to provide
management with information only on the new contacts which were likely to create strategic advantages for the
company. The second reason was that some strategic themes (e.g. territoriality/environment) had not emerged at
the departmental level but only at the company level and thus, new measures had to be identified. All in all, the
choice of the KPIs was gradually made through several meetings among the company actors; this made this
process highly iterative and the discussions that arose around the choice of the KPIs were aimed at improving the
relevance and the selectiveness of the company IR.

It is worth of note that, at the outset of the project the MA system was centered mainly on financial KPIs and it
was hard to persuade the company actors to accept the fact that in order to measure the company value it was
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necessary to introduce non-financial KPIs, as well. Involving company actors in the design of the IR, thus in the
reflections on how the company creates value in the short, medium and long-term, in the design of the BM, in
identifying the strategic themes and finally, in establishing the KPIs was useful as it made the actors familiar
with non-financial indicators and with a more integrated way of measurement. Unexpectedly, this process risked
ending up with the exact opposite effect. Non-financial KPIs gradually caught the attention of the company’s
actors because they were closer to their activities (“They fit well”, as one actor noticed) while financial KPIs
seemed to have lost importance in their eyes. Thus, in the end, financial indicators referred to costs or revenues
and which could be relevant for monitoring certain aspects of the company performance were somehow
neglected. When this was highlighted by one researcher during one particular meeting, financial KPIs were then
“reconsidered” and re-introduced into the dashboard.

Although the model based on cause-and-effect relationships was considered more effective than the Integrated
Reporting model to visualize the company’s integrated performance by the CEO and all the top managers, this
choice was neither unanimous nor immediate; it was, at any rate, the result of a compromise among the
company’s actors. During one meeting, the following dialogue took place:

CEO: “I would leave in the company IR only the KPIs that measure the effects. The report has to provide us a
‘summary’ of the performance”.

Head of Research and Development Department: “/ would definitely keep also the KPIs that measure the causes.
It usually takes years before we can see the effects of our managerial actions, then years go by and we always
forget where the effects come from. We have to keep track of the causes, also”. [...]. Then the CEO gave way to
the model based the cause-and-effect relationships, but he warned the other company’s actors of the complexity
of the model itself:

CEO: “This way of representing KPIs is useful, but complex. Each effect has at least 3 or 4 concurrent causes
and it will be difficult to identify the main cause out of the 3 or 4. And I still think that this will not be a
‘summary’report”.

After the illustration of some examples of the cause-and-effect relationships among KPIs, one manager echoed
the CEO’s thoughts:

Head of the Communications Department: “The cause-and-effect representation works in my opinion. By the
way, I have to admit that I still do not understand where the ultimate ‘summary’ of the performance is”.

Despite the critique to the Integrated Reporting representation, a compromise on the cause-and-effect
relationship model was reached. During these meetings, the debate that arose on this issue and the KPI selection
process triggered discussions on strategy among participants. The company actors discussed the relevant
dimensions of Nexus’ performance, how they were interconnected, how they were measured by the control
system and represented within the company IR. For example, during one meeting, the Communications manager
stated:

“One of the main missions of Nexus is to think differently and to create discontinuities within the
group. Where and how do we measure discontinuity in this report?”.

In response to this question, the CEO and the other managers highlighted how the different facets of
discontinuities were measured through new competences, new business units, new customers, for example.

Following along these lines, discussions on the future of the company were also initiated. For example, the CEO
stated:

“We should try to understand where we will be in 10 years’ time. How will the company evolve in
10 years’time? We did not have the international branches 10 years ago, but then we created them
and they made a huge difference to us. The last 10 years were very intense in terms of
organizational change. But who will be the new employees in 10 years’ time? And the new
managers? And the new branches? We have to keep track of how the company changes over the
years, and the reference period has to be 10 years”.

This thought triggered a discussion among the company’s actors on how to frame this theme within the IR,
which aspects to include, and how to measure them. As a result, an additional strategic theme was crafted and
added to the IR, namely “Organizational Evolution”, and KPIs to monitor it were identified (e.g.: “Number of
new international branches”, “Number of new joint ventures”, “Number of new working positions created”).

In sum, this bundle of strategic discussions led the top management of Nexus to enrich and refine the strategic
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themes and thus to refine and innovate the company’s BM. Some strategic themes were broadened (“People
initiative/Liveliness” was expanded as ‘“People”), some others were merged (“Ad hoc solutions for customer
problems” was combined with “New knowledge development/acquisition”) and some were added
(“Organizational Evolution”). Questions like “What do we mean by this strategic theme?”, “What should we
include within it?”, “How are these strategic themes linked?”, “How should we measure it?” were constantly
posed during the meetings. This shows that, designing the IR was a process that helped the company’s actors
make sense of what was really material for the value creation process, in the medium and long term, and to give
the strategic theme a shared content and meaning.

5. Discussion and Conclusions

The aim of the paper was to investigate how Integrated Reporting can influence MCSs. To answer this question,
we presented a case study of a company which designed and implemented an IR, using the I[IRC guidelines, to
measure its overall performance and to communicate it to the entrepreneur. Therefore, the IR was used as a
communication tool and as a tool for enriching the company MCS. Given these aims, the development of the IR
was expected to influence the company MCS.

If we consider the entire story, we observe that while the guiding principles were adopted and implemented, the
visual representation and its underlying logic were changed. Thus, the IR became part of the company MCS, but
it needed some adaptations.

The case analysis shows a number of impacts of Integrated Reporting on the company MCS. Similarly to Stubbs
and Higgins (2014, p. 1085), Burke and Clark (2016, p. 276) and Mio et al. (2016, pp. 215-216), we found that
Integrated Reporting improves the understanding of the value creation process and, in turn, the focus of the
measurement system. Thus, our findings confirm and refine those of previous literature by pointing out how this
can happen; the improvement of the measurement focus was due to the process followed to develop the IR and to
the role played by the company’s BM throughout the IR design and implementation. The process was indeed
heavily based on the BM identification; several meetings were organized to map it, and this favored the debate
among the company’s actors and stimulated their strategic thinking on the drivers of value creation.

This highly iterative process entailed the involvement of Departments which had previously participated in the
company’s managerial reporting (e.g. Human Resources, Communications) just by indicating only their expenses.
Seeing the company’s BM as the pivot helped managers not only to show how they contributed to company
value creation, but also to become aware of how the other Departments create value. This involvement triggered
strategic discussions among managers on what the material aspects of the company’s performance truly were and
on how to measure them, on the interconnections among managerial actions of the different Departments, on the
future strategic challenges of the company “in 10 years’ time”. Thus, BM mapping also entailed an evolution of
the control system, which became a strategic control system, able to support the discussion, the check and the
creation of new strategies. Following along these lines, the case analysis shows that the process of mapping the
company’s BM was able to operationalize integrated thinking, i.e., by showing the constant interplay between
the financial and non-financial dimensions of the business; breaking down all operating and functional units’
internal barriers to achieve the company’s strategic objectives; taking decisions that consider the creation of
value not only over the short term, but also over the medium and long term. In so doing, the paper contributes to
the call made by Feng et al. (2017) for more research on clarifying what integrated thinking means in practice.

The BM became then the center of the measurement system by providing the logic through which the value
creation was mapped and measured within the company. This BM-centered measurement system allowed for a
better understanding of the items affecting the value creation process and of their interconnections, and this, in
turn, meant directing MCSs toward what actually deserved to be measured. The BM played another role within
the company’s MCS, also; it ensured a high level of integration and consistency between departmental reports
and the company IR, on the one hand, and among the departmental reports themselves, on the other hand. Even
though the strategic themes used at a company level to identify KPIs were slightly different from the ones used
in each Department, both the company level and the departmental level strategic themes had the same roots
consistent with the company’s BM.

All in all, the design and implementation of the IR provided the company with a structured measurement method
anchored in the value creation logics of the company because it was heavily based on and guided by the
company BM. In the words of the company controller:

“What I like about this project is that it leaves us a ‘measurement method’, a rationale behind the
design of KPIs; the real value of this project is not only the KPIs per se, which can be changed in the
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future according to managerial information needs, but the step-by-step process that we followed to
design it, in consideration of all the work that we did to map the company’s BM”.

In addition, similarly to Beck et al. (2017, p. 11) and Mio et al. (2016, p. 215), we acknowledge that the adoption
of the IR fostered the use of non-financial indicators. In this paper, the authors also found in the case under
analysis that financial indicators risked becoming “phagocytized” by non-financial ones, meaning that the
company’ MCS would have provided un unbalanced view of the performance, centered predominantly, if not
exclusively, on non-financial aspects. This was probably due to a combination of two factors, a company-specific
one and an Integrated Reporting-related one. The first one concerns the nature and the features of Nexus’
Departments; designing KPIs for intangible-intensive Departments and privileging, in the IR, indicators from the
departmental reports may lead to centering the IR predominantly on non-financial aspects of performance. The
second one regards the nature of Integrated Reporting capitals; as acknowledged by Mio et al. (2016), the focus
on intangible capitals entails the design of a bundle of KPIs focused on the soft aspects of performance, namely
non-financial KPIs.

Finally, the case analysis has shown that the design and the implementation process of the IR led to a heavier
workload for the Management Control Department. A specific person was in charge of data production,
collection and analysis. Just a few KPIs were already available in the company’s MCS; several brand new
non-financial KPIs were designed and calculated ex novo, mainly through interviews and face-to-face
interactions with the company’s managers and employees. Thus, this finding confirms what Hampton (2012, pp.
22-24) and Steyn (2014, p. 485) acknowledge regarding the need for companies to change their reporting
structures to provide for the non-financial aspects of performance.

The case analysis also shows that while the guiding principles of Integrated Reporting were accepted and
embraced by the company’s actors, the Integrated Reporting representation model and its logic based on
inputs-BM-outputs-outcomes were criticized as they were considered too complex and, most of all, not able to
represent the company’s integrated performance. To this aim, a cause and effect logic was considered more
suitable. We recall that at the outset of the project, no objections or opposing comments were raised by the
managers concerning the Integrated Reporting representation model. Subsequently, the highly iterative process
that followed to develop the IR allowed the company’s actors to form their own idea of what an integrated
performance is. This sense making process led the company’s actors to question the Integrated Reporting
representation model and its underlying logic. In all, our findings highlight that the Integrated Reporting visual
representation and its underlying logic may not work if the tool is used for managerial decision making.

Given the promises of Integrated Reporting and its strong focus on the integrated performance, some of the
company’s actors interpreted “integrated” also as a synonym for concise view of the company performance. In
the eyes of some actors, the Integrated Reporting representation model based on capitals reflected instead a
series of individual performances, whose connections were not evident. They appeared disconnected and
disjointed. Therefore, a different visualization model and a different logic was chosen to better express the
integrated performance, namely that of cause-and-effect relationships. Although the model based on
cause-and-effect relationships was considered more effective than the “traditional” Integrated Reporting model
based on capitals to visualize the company’s integrated performance by the CEO and all the top managers, this
choice was nevertheless perceived as the result of a fragile compromise among the company’s actors.

To sum up, while the guiding principles worked for internal decision-making purposes, the Integrated Reporting
representation model and its underlying logic did not. When it came time to take managerial decisions, the
critiques to this model were so strong that the logic was changed and the cause-and-effect relationship model
was adopted.

From a practical point of view, the paper underlines that BM mapping drives the entire Integrated Reporting
journey and a good share of its success or failure. IR developers should be aware that this step is crucial when it
comes to actually designing and implementing an IR in companies. Thus, they should be very careful in planning
and implementing this step concerning, for example, the choice and the implementation of a BM mapping
technique, the company’s actors to be involved, and the amount of time allocated to this step.

It is important to also acknowledge the limitations of this paper. Although the use of a single case study provides
in-depth and rich data, it also limits the generalizability of the observations to other companies; the findings
could have been influenced by the specific process adopted to develop the IR and the specific technique used to
map the Group’s BM.

This paper followed the design and the implementation of the IR and showed a number of effects on the
company MCS, namely the improvement of the measurement focus, the transition to a strategic control system,
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the improved integration between departmental reports and company-wide reports, the risk for the financial KPIs
to be phagocytized by non-financial KPIs, and the heavier workload for the Management Control Department.

Moreover, the paper showed that the Integrated Reporting visual representation and its underlying logic may not
work if the tool is used for managerial decision making. The need to make explicit the cause-and-effect
relationships is an aspect that deserves attention if the tool has to be used within the company MCS. In view of
this consideration, follow-up interviews could be carried out to investigate if and how the company IR is used to
guide managerial actions or if it has ended up not being used.

Finally, it could be interesting to delve into the role of the BM in the integration between departmental reports
and company-wide reports. By focusing on the dynamics among actors, levers and barriers which can arise in
this process could be highlighted.
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