EIASM 2012 - 8TH INTERDISCIPLINARY WORKSHOP ON
“INTANGIBLES, INTELLECTUAL CAPITAL & EXTRA-FINANCIAL INFORMATION”

Integrated Reporting and Integrated Thinking –
A Resource oriented Perspective
Kai Mertins, Holger Kohl, Ronald Orth*
Corporate Management Division
Fraunhofer Institute for Production Systems and Design Technology
Pascalstr. 8-9
10587 Berlin
Germany
* Corresponding author (ronald.orth@ipk.fraunhofer.de)

1 Introduction
‘The world has changed – reporting must too’. These are the introducing remarks of the recent
published discussion paper “Towards Integrated Reporting – Communicating Value in the
21st Century” by the International Integrated Reporting Council (IIRC 2011). The current
IIRC pilot programme aims to create a globally accepted framework for accounting of
sustainability which brings together financial, environmental, social and governance
information in an "integrated" format.
The IIRC framework uses the concept of “multiple capitals” for explaining how an
organization creates and sustains value. Even the proposal points out the relevance of
intangible resources, the contribution of them to a sustainable corporate development is only
limited provided so far. Therefore the question arises how intangible resources can be
measured and communicated as well as managed more systematically.
Within this paper perspectives for an integrative approach will be examined. For this
purpose, different key aspects of the IIRC approach will be outlined in chapter 2. Chapter 3
will emphasise the relevance of intangible resources and intellectual capital in the knowledge
driven economy. To this end, the recent initiatives InCaS (Mertins et al. 2009) and
“Wissensbilanz – Made in Germany” (Alwert et al. 2008) will be described. Both methods
have been designed to assist organisations – especially SMEs – in analysing, managing and
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reporting their Intellectual Capital. The methodology has been applied by more than 1000
SMEs from different European countries. Based on these aspects a systematic comparison
will be carried out in chapter 4.

2 Integrated Reporting according to the IIRC Approach
2.1

Overview: The IIRC-Initiative

The International Integrated Reporting Council (IIRC) – established in August 2010 –
consists of representatives from corporate, investment, accounting, securities, regulatory,
academic and standard-setting sectors as well as from the civil society (IIRC 2011). In
September 2011 the IIRC released its first discussion paper, offering an initial proposal for the
development of an “International Integrated Reporting Framework”. According to this paper
an integrated report should be a single report […] which is the organization’s primary report
and each element of an integrated report should provide insights into an organization’s current
and future performance (IIRC 2011). The comment period ended in December 2011. More
than 200 responses were received from a wide range of stakeholder groups. The IIRC has
analysed the responses and published the results recently (IIRC 2012).
The current IIRC proposal considers arguments for integrated reporting, describes building
blocks and offers initial suggestions for the development of an international integrated
reporting framework. The following section of this paper provides an overview on the actual
debate – starting with a brief overview on the basic concepts and summarizing the results of
the discussion.

2.2

The IIRC Framework: Business Model – Value Creation – Resources

Central to Integrated Reporting is the organization’s business model, i.e. “the process by
which an organization seeks to create and sustain value” in the short, medium and long term
perspective. In this context value creation is not done by or within the organization alone. It is
influenced by external factors, e.g. the economic conditions and societal issues, which are
representing risks and opportunities in the external environment. Furthermore relationships to
employees, partners, networks, suppliers and customers have an impact on the organization’s
value creation process.
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All organizations depend on different resources and relationships for their success. Hereby the
IIRC framework uses the concept of “multiple capitals” for explaining how an organization
creates and sustains value. According to the framework, an integrated report should display an
organization’s stewardship not only for financial capital, but also for other “capitals” (e.g.
manufactured, human, intellectual, natural and social) and their interdependences (Figure 1).

Figure 1: IIRC Framework: Business Model and Value Creation (IIRC 2011).

The purpose of the capital stock approach, based on various sources (e.g. White 2010), is to
show the concepts underlying the IIRC Discussion Paper. Anyway, capital can be categorized
or described also in other ways (IIRC 2011). Table 1 provides a summary of the different
types of capital according to the IIRC Discussion Paper.
Table 1: IIRC Capital Types (IIRC 2011)

Capital type

Description

Financial
Capital

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

Manufactured Manufactured physical objects (as distinct from natural physical objects) that are
available to the organization for use in the production of goods or the provision
Capital
of services, including buildings, equipment, and infrastructure (such as roads,
ports, bridges and waste and water treatment plants).

Intellectual
Capital

Intangibles that provide competitive advantage, including intellectual property,
such as patents, copyrights, software and organizational systems, procedures and
protocols, and the intangibles that are associated with the brand and reputation
that an organization has developed.

Human
Capital

People’s skills and experience, and their motivations to innovate, including their
alignment with and support of the organization’s governance framework and
ethical values such as its recognition of human rights, ability to understand and
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Capital type

Natural
Capital

Social
Capital

2.3

Description
implement an organization’s strategies, and loyalties and motivations for
improving processes, goods and services, including their ability to lead and to
collaborate.
Natural capital is an input to the production of goods or the provision of services.
An organization’s activities also impact, positively or negatively, on natural
capital. It includes: water, land, minerals and forests, and biodiversity and ecosystem health.
The institutions and relationships established within and between each
community, group of stakeholders and other networks to enhance individual and
collective well-being. Social capital includes: common values and behaviours,
key relationships, and the trust and loyalty that an organization has developed
and strives to build and protect with customers, suppliers and business partners,
and an organization’s social licence to operate.

Overview: Building Blocks of an Integrated Report

According to the IIRC, integrated reporting explains linkages between an organization’s
strategy, governance and financial performance and the social, environmental and economic
context within which it operates. Based on this the IIRC formulates building blocks for an
integrated report – consisting on five guiding principles and six key content elements (Figure
2). The guiding principles underpin the preparation of an integrated report, based on the
interconnected key content elements.

Operating
context
(incl. risks
& opportunities

Future
Outlook

Org.
Overview
and
Business
Model

Performance

Strategic
objectives

Governance and
remuneration

Responsivness and stakeholders inclusivness

Figure 2: IIRC Building Blocks
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2.3.1 Guiding Principles
The following guiding principles underpin the preparation of an integrated report, inform
about the content of the report and how information should be presented (IIRC 2011):
1. Strategic focus: An integrated report provides insight into the organization’s strategic
objectives, how those objectives relate to its ability to create and sustain value over
time and the resources and relationships on which the organization depends.
2. Connectivity of information: An integrated report shows the connections between
the different components of the organization’s business model, external factors that
affect the organization, and the various resources and relationships on which the
organization and its performance depend.
3. Future orientation: An integrated report includes management’s expectations about
the future as well as other information to help report users to understand and assess the
organization’s prospects and the uncertainties that it faces.
4. Responsiveness and stakeholder inclusiveness: An integrated report provides insight
into the organization’s relationships with its key stakeholders and how and to which
extent the organization understands, takes into account and responds to their needs.
5. Conciseness, reliability and materiality: An integrated report provides concise and
reliable information which is a sound basis for assessing the organization’s ability to
create and sustain value in the short, medium and long term.

2.3.2 Content Elements of an Integrated Report
1. Organizational overview and business model: What does the organization do and
how does it create and sustain value in the short, medium and long term?
2. Operating context, including risks and opportunities: What are the circumstances
under which the organization operates, including the key resources and relationships
on which it depends and the key risks and opportunities that it faces?
3. Strategic objectives and strategies to achieve those objectives: Where does the
organization want to go and how is it going to get there?
4. Governance and remuneration: What is the organization’s governance structure,
how does governance support the strategic objectives of the organization and how
does it relate to the organization’s approach to remuneration?
5. Performance: How has the organization performed with respect to its strategic
objectives and related strategies?

5

6. Future outlook: What opportunities, challenges and uncertainties is the organization
likely to encounter in achieving its strategic objectives and what are the resulting
implications for its strategies and future performance?

2.4

Contemporary debate on the IIRC Draft Framework

The comment period on the IIRC Discussion Paper ended in December 2011 and 214
responses were received from a wide range of stakeholder groups from more than 20
countries worldwide. The IIRC has analysed the responses and published a high-level
summary of the results (IIRC 2012).
Even the majority of the respondents (79%) to the IIRC’s discussion paper supported the
development of an integrated reporting framework, the challenges for an international
accepted format are high and several issues need to be considered. Many respondents
identified practical issues and provided recommendations on the framework’s development.
Significant themes were identified from an analysis of the responses to the discussion paper
(IIRC 2012):

Integrated thinking versus integrated reporting: Regarding the basic concepts underlying
the definition of integrated reporting it was suggested to distinguish the process (integrated
thinking and integrated reporting) from the product (integrated report). Some respondents
questioned whether the future work should relate to the broader concept of how integrated
thinking is embedded in an organization, rather than focusing only on the features of a single
document.

Business Model and Value Creation: The majority of the respondents supported the vital
importance of the business model and of creating and sustaining value (73%). However, a key
question arising from respondents was “value to whom?” - with several possibilities
identified: value to the organization, to investors, to other stakeholders, or to society at large.
This question is not answered by the current draft framework. Furthermore some respondents
identified other central issues for the future direction of reporting, e.g. stewardship,
performance or impacts (financial, social impact etc.). These aspects can/should supplement
or, in some cases, replace the “business model” or “value creation” concept.
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Concept of Multiple Capitals: 76% of the respondents found the capital model described in
the discussion paper helpful for explaining how an organization creates and sustains value.
Concerns regarding the concept included, e.g. the lack of linkage between the business model,
the capital model and other management models. Furthermore, the question was raised
regarding the ability to measure and monetize the different types of capital. Many respondents
supported the general concepts, but questioned the categorization and associated definitions of
the various capitals used in the discussion paper. For instance Bornemann et al. (2011) point
out, that the current proposal mentions the relevance of intangible resources and the
contribution of them to a “sustainable performance” is only very limited provided so far.

Guiding Principles and Content Elements: There was general support for the five guiding
principles included in the discussion paper, and many identified materiality as a crucial
principle. A number of respondents noted similarities between the two principles, “strategic
focus” and “future orientation”, and therefore suggested to combine them. Furthermore a
number of respondents proposed additional principles (e.g. accountability, comparability,
completeness, measurability, scope and boundary, timeliness).

(Initial) target audience: The initial focus of the IIRC initiative is on reporting by larger
companies and on the needs of their investors. In contrast to the other issues this topic has
caused the most divergent responses. 56% of the respondents support the initial focus on large
companies but only one third agreed that investors should be the initial focus. Therefore the
IIRC plans to undertake research on the commonality and differences between the
information needs of investors and other stakeholders.

Adaption of the IR concept to SMEs, the public sector and non-profit organizations:
While most respondents (72%) agreed that integrated reporting can apply to small and
medium enterprises (SMEs), the public sector and non-profit organizations, many thought that
it would not necessarily apply “equally” to all sizes and types of organizations. Various
practical challenges were identified and a number of respondents suggested that the
application of integrated reporting for these types of organizations may need to be tailored for
an organization’s scale, audience and level of available resources. The various concerns
included a number of divergent views, e.g. that the investor’s focus is not considered to be a
very helpful model for SMEs, public sector bodies, and non-profit organizations, as they
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usually do not have investors. Furthermore governance structures and remuneration aspects
vary between the different types of organizations.

Among other issues it was argued, that SMEs should be considered from the beginning
because experience shows that a “simple downsizing” (from large to small and medium
enterprises) is difficult in the end (Bornemann et al. 2011).1 In this context it can be useful to
keep the framework flexible and principle-based. A number of respondents favoured a
flexible framework; one that is voluntary, not too prescriptive, and principle based. Such a
framework should be scalable for different types of organizations and cultural and sectorial
differences (IIRC 2012).

3 The IC Perspective and related initiatives
3.1 Background: The InCaS Project and the German “Wissensbilanz” Initiative
It is a common ground, that intangible resources have become a critical success factor for
enterprises operating in a knowledge based economy. Therefore, the EU project “InCaS:
Intellectual Capital Statement – Made in Europe” has been designed to assist European SMEs
in analysing, managing and reporting their Intellectual Capital (IC) in order to strengthen their
competitiveness (Mertins et al. 2009).
With the development and testing of the methodology, InCaS has harmonized the intellectual
capital statements on different levels. As the main project result the “European Guideline for
Intellectual Capital Statements (ICS)” has been published in November 2008 summarising the
empirically tested InCaS methodology (EU Commission 2008).
The guideline describes the single steps of the ICS implementation in detail with the aim to
provide practical support for companies that want to implement an intellectual capital
statement. Templates, checklist and the ICS toolbox provide technical support for the
collection and analysis of the IC information (Mertins et al. 2009). The InCaS project consists
of 50 pilot implementations in SMEs from 5 different EU countries (Germany, France,
Poland, Slovenia and Spain). Indeed, it represents the extension of a methodology previously
implemented with great success in 50 German SMEs. Today there are known approximately

1

Small and medium-sized enterprises (SMEs) account for over 95% of firms and 60%-70% of employment and
generate a large share of new jobs in OECD economies. SMEs have specific strengths and weaknesses that may
require special policy responses and at the same time it is undisputed that issues related to integrated reporting
also matter for SMEs.
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1.000 ICS implementations and the German guideline and toolbox have been downloaded
from the internet more than 100.000 times.
The ICS was intended to be a strategic instrument which aims at developing the IC of an
organisation. It shows how IC is linked to organisational goals, business processes, and
business success of an organisation by using self-assessment techniques and indicators to
measure these elements. The ICS approach consists of two models to guide and to enable the
ICS implementation process: (1) the Structural Model aims at defining the “language” (i.e.
the vocabulary) to be used when dealing with IC and (2) the Procedural Model leads the
organisation through the ICS process and defines the implementation steps.

3.2 ICS Structural Model
The structural model of the ICS approach – a result of the consolidation process of
international approaches on IC management and reporting – describes the main elements of
the ICS as well as their interrelations. The model is a holistic and systemic representation of
the way the organisation has structured its business processes to deliver value to the
customers. Starting point is the vision and strategy of the organisation with a view to the
possibilities and risks encountered in the external business environment. Following the most
frequently used structure to describe intangible resources, the ICS framework divides
intellectual capital into three dimensions: human, structural and relational capital (Figure 3):
•

Human Capital (HC) includes the staff’s competencies, skills, attitudes and the
employee’s motivation. Human Capital is owned by the employee and can be taken
home or onto the next employer.

•

Structural Capital (SC) comprises all structures and processes needed by the
employee in order to be productive and innovative. It “consists of those intangible
structures which remain with the organisation when the employee leaves” (Edvinsson,
Malone 1997).

•

Relational Capital (RC) sums up all relationships to external groups and persons
established by the organisation, e.g. customers, suppliers partners and the public.
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Figure 3: ICS Structural Model (Mertins et al. 2006).

3.3 IC Standard Factors
A decisive step towards the harmonisation of international approaches in the field of IC
measurement and reporting has been taken by the initiatives mentioned above. They
established a concept on how to harmonise the huge variety of intangible elements. Those are
the basis for superior business performance in order to bridge the gap between individuality
and comparability of IC-related information (Mertins et al. 2009).
Using the IC categorisation as mentioned above the harmonisation of ICS content was started
on basis of the empirical results collected in more than 50 pilot implementations. The results
from practice showed, that approx. 80-90% of individual IC elements could be harmonised on
an aggregated level, while remaining 10-20% are individual respectively organisational
specific (Mertins, Will 2008). The table below shows those factors of Intellectual Capital,
which could be harmonised across all participating companies and have been empirically
identified as a standard set of so called “IC factors”.
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Table 2: Harmonised IC Factors (European Commission 2008)
Type of IC

IC Factor

Human
Capital

Professional
Competence
(HC-1)
Social
Competence
(HC-2)

Employee
Motivation
(HC-3)

Leadership
Ability
(HC-4)

Structural
Capital

Internal Cooperation and
Knowledge
Transfer
(SC-1)
Management
Instruments
(SC-2)
IT and Explicit
Knowledge
(SC-3)
Product
Innovation
(SC-4)
Process
Optimisation
and Innovation
(SC-5)

Definition
The expertise gained within the organisation or in the employee’s
career: professional training, higher education, training courses
and seminars, as well as practical work experiences gained onthe-job.
The ability to get on well with people, communicate and discuss
in a constructive manner, nurturing trust-enhancing behaviour in
order to enable a comfortable co-operation. Furthermore the
learning ability, the self-conscious handling of critique and risks
as well as the creativity and flexibility of individual employees.
The motivation to play a part within the organisation, to take on
responsibility, committed to the fulfilment of tasks and the
willingness for an open knowledge exchange. Typical sub areas
are for example satisfaction with the labour situation,
identification with the organisation, sense and participation of
achievement.
The ability to administrate and motivate people and to develop
and communicate strategies and visions and their empathic
implementation. Negotiation skills, assertiveness, consequence
and credibility as well as the ability to create a scope of selfdependant development belong to this IC factor.
The manner how employees, organisational units and different
hierarchy levels exchange information and co-operate together
(e.g. conjoint projects). The focused knowledge transfer among
employees and between generations.
Tools and instruments supporting the efforts of leadership and
therefore have an impact on the way how decisions are made and
what information paths are incorporated in the decision-making
process.
The computer assisted working environment including all
elements of explicit knowledge. Among these are for example
specific technical operating principles, networks, fileserver, intraand extranet, databases, internet and software applications
including the content.
Innovations of great importance for the future of the organisation.
Characterised by the fact, that they will bring new products into
being or fundamentally change existing products and eventually
result in a patent application
Optimisation and improvement of internal procedures and
processes, e.g. continuous improvement of all business processes
as well as idea management in order to gather suggestions of
improvement
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Corporate
Culture
(SC-6)
Relational
Capital

Customer
Relationships
(RC-1)
Supplier
Relationships
(RC-2)
Public
Relationships
(RC-3)
Investor
Relationships
(RC-4)
Relationships to
Co-operation
Partners
(RC-5)

The corporate culture comprises all values and norms, influencing
joint interaction, knowledge transfer and the working manner.
Compliance to rules, good manners, "Do's and Don'ts" and the
handling of failures are important aspects of this factor.
Relationships to former, current and potential customers. The
management of these relations comprises activities like sales and
marketing, CRM and face-to-face customer cultivation by
employees.
Relationships to former, current and potential suppliers. The
management of these relations comprises activities concerning
purchases and the cultivation of suppliers.
Relationships to the public. Including the relationships to former
and potential employees and the public in general, all activities of
public relationship management as well as corporate citizenship,
e.g. supporting regional activities.
All relations to investors - external and internal investors - i.e.
banks, owners, stockholders. The management of these relations
comprises all activities providing specific information to the
faction, e.g. accountability.
All relations to professional associations, bodies, and societies.
The management of these relationships comprises activities like
joint acquisition of customers, suppliers, investors as well as an
active knowledge transfer on R&D partnerships, best-practice
transfer and networking activities.

3.4 ICS Procedural Model
The approach of conducting an ICS is divided into five steps and each step builds on the prior
one. The starting point (step 1) is the description of the organisation’s business model in the
way set by the structural model. Then, the organization proceeds to the identification and
assessment of those IC factors (step 2) which are crucial to the value-adding business
processes and strategic business success. The self-assessment of IC factors identifies by
means of a workshop based approach their present status with regard to strengths and
weaknesses as well as to their relative importance (sensitivity analysis). For the measurement
of IC, step 3 determines indicators and relates them to the defined IC factors. In step 4 all
relevant information from the previous steps is gathered for further interpretation and for the
deduction of adequate actions modified to the organisational and strategic needs. Step 5 is
about compiling and presenting the results of the ICS process in a final ICS document. The
ICS guideline explains how a final ICS document should be structured and which basic
content it should contain (see chapter 3.6).
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When running through the different steps of the ICS implementation process, the ICS toolbox
provides support for the collection and analysis of the IC information.
5 steps according to the ICS guideline
Step 1
Management Meeting

Step 2
Workshop 1

Step 4

Step 3
Internal Work

Workshop 2

Step 5
Internal Work

Business
Model

IC
Analysis

Measurement

Strategy
Refinement
& Measures

Final ICS
document

Business
Model

IC &
Assessment
Impact

Measurement

Diagnosis &
Actions

ICS

8 steps according to the ICS Toolbox

Figure 4: ICS implementation procedure:
Comparison of the European ICS-Guideline and the “Wissensbilanz” Guideline / Toolbox.

3.5 ICS Toolbox
The ICS toolbox supports this analysis process and gives the opportunity to illustrate the
results in various diagrams. Hence, it is possible to assess quickly strengths and weaknesses
as well as interrelations between IC, business processes and the firm’s performance. The IC
Management Portfolio for instance enables a quick identification of those areas that are in
need of intervention by using a 4-quadrant matrix (Figure 5).

Figure 5: Example of an ICS Management Portfolio
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In general, IC factors in the upper left typically represent future fields for intervention. If a
factor appears in this section, the status quo is rather poor according to the self-assessment
while their relative importance is rather high. Therefore, it is crucial to develop these IC
factors, as they have the highest potential of intervention.
Integrated thinking requires methods which can analyse and deal with complex context. For
this purpose the ICS methodology uses elements of Vester’s network thinking and sensitivity
analysis. Network thinking combines cybernetics, system and complexity theory and allows
examining a system as a network of interrelated elements – including feedback loops (Vester,
2007). Using the ICS toolbox, the results of this analysis can be illustrated in an
interdependency network (Figure 6). It permits the visual identification of interdependencies
and takes the different strengths of these impacts into account. Based on this, it is possible to
identify areas which have the greatest need for development and where improvement
initiatives will have the highest effect on the organizational performance.

Figure 6: ICS Toolbox and Interdependency Networks
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3.6 IC Reporting
Additionally, the ICS toolbox supports the preparation of the ICS document (see above, step 5
of the procedural model). It provides the structure of the report, the assessment results and
their visualizations which can be used for different reporting purposes.

In order to bridge the gap between the requirements for internal management purposes and
external reporting the ICS approach provides instruments to assess, manage and communicate
an organisation’s Intellectual Capital systematically. Consequently different reporting
audiences/stakeholder groups can be identified: internal stakeholders (e.g. management,
employees) and external stakeholders (e.g. investors, customers, partners). Against this
background the ICS guideline recommends a generic structure and content elements for
different versions of an ICS document:
Internal version: As the internal version is for internal purposes the SME is free to decide
about an appropriate structure and content. Nevertheless it should be considered that the more
detailed the document is the better it could serve as a basis for decision-making.
The following content elements are suggested: (1) Strategic objectives, (2) status quo of IC,
(3) fields of intervention including indicators to measure changes, (4) measures/actions.
External version: For the external version, it is important to consider that stakeholders
outside the company like banks prefer a clear and short presentation including some
quantifications. Nevertheless the report should include a context for interpretation due to the
fact that this information is not know to the external stakeholders in detail.
According to the European guideline an ICS document for external communication purposes
could be structured as follows: (1) Preface (“Why does preparing an ICS make sense for our
organisation?”), (2) Summary, (3) Description of the Business Model (system boundaries,
value creation model, external business environment, strategic objectives), (4) status quo of
Intellectual Capital (definition and assessment of the organisational specific human, structual
and relational capital), (5) development of Intellectual Capital (strengths and weaknesses,
weighting, fields of intervention) and (6) a list of indicators.
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4 Integration
This chapter compares both approaches IIRC and ICS by using different criteria. Based on the
comparison a draft framework (structural model) will be outlined for further discussion.
4.1 Comparison of ICS and IIRC approach
Using the selected criteria, Table 3compares the ICS and IIRC approach.
Table 3: Comparison: ICS and IIRC approach

ICS Guideline
Resource/
Capital
Perspective

Focus on intangible resources. Detailed
operationalization of the “classical” IC
perspective: human, structural, and
relational capital. Empirical based standard
definitions for harmonised IC factors. No
consideration of material resources or
environmental issues.
Business
Description of the main business model
Model and elements; based on the ICS Structural
outcomes
Model. Here, the business success is
outlined in terms of economic performance
or reputation; but it is not specified in
detail.
Indicators
Suggestions for indicators regarding to
measure the IC factors in the dimensions
human, structual and relational capital.
Procedure
Detailed procedure model, scalable
Model
according to the needs, maturity level and
available resources of the company.
Reporting
Recommendations for structure and content
for internal and external reporting. No
reporting principles specified.
Companies / Mostly SME (profit and non-profit,
Cases
manufacturing and service sector) and some
large companies as well.
Approx. 1.000 implementations so far
(mostly German SME) but also more than
50 cases from different European countries
available
Supporting
ICS Guideline and toolkit incl. procedure
material
for qualitative and quantitative selfassessment (e.g. sensitivity analysis,
management portfolio, visualizations).

IIRC Discussion Paper
Multiple Capital Approach (based on
different literature sources), taking
tangible and intangible resources into
account. Distinction between financial,
manufactured, human, intellectual,
natural and social capital.
The process by which an organization
seeks to create and sustain value in the
short, medium and long term
perspective. But no specification
regarding measures and/or the value
creation for “whom”.
No indicators available (so far)

Not specified

IIRC building blocks provide a
detailed description of reporting
principles and content.
Current pilot phase with 70 large
organizations from more than 20
countries and different sectors;
experimenting
with
integrated
reporting and testing the concepts
being developed by the IIRC. Focus on
large companies and investor needs.
IIRC discussion paper, describing the
basic elements of the framework. But
no additional supporting material
available so far.
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4.2 Resource perspective – the common base of ICS and IIRC
The current initiative on integrated reporting shows that the topic is still evolving. In this
context it is conceivable that a resource/capital oriented approach seems to be useful for the
future development. Based on the general distinction in Table 4, overlaps and synergies
regarding the intangible resources between ICS and IIRC are presented in Figure 7.
Table 4: ICS and IIRC – resource perspective
Resources / Capital

ICS

IIRC

Tangible resources

Not specified

Financial, Manufactured, Natural
Capital

Intangible Resources

Human, Structural, Relational

Human, Intellectual, Social Capital

Capital

Human Capital (IIRC)
Human Capital (IIRC): People’s skills and experience, and their motivations to innovate, including
their alignment with and support of the organization’s governance framework and ethical values such
as its recognition of human rights, ability to understand and implement an organization’s strategies,
and loyalties and motivations for improving processes, goods and services, including their ability to
lead and to collaborate.
ICS Perspective: Operationalization via the harmonized IC factors: Professional Competence (HC-1),
Employee Motivation (HC-3) Leadership Ability (HC-4), Internal Co-operation and Knowledge
Transfer (SC-1), Process Optimisation and Innovation (SC-5).

Human
Capital

Social Capital (IIRC)
Social Capital (IIRC): The institutions and relationships established within and between each
community, group of stakeholders and other networks to enhance individual and collective well-being.
Social capital includes: common values and behaviours, key relationships, and the trust and loyalty
that an organization has developed and strives to build and protect with customers, suppliers and
business partners, and an organization’s social licence to operate.

Relational
Capital

Structural
Capital

ICS Perspective: Operationalization via the harmonized IC factors: (a) external dimension: Customer
Relationships (RC-1), Suppliers (RC-2), co-operation partners (RC-5) and public (RC-4). (b) internal
dimension: Social Competence (HC-2), Corporate Culture (SC-6).

Intellectual Capital (IIRC)
Intellectual Capital (IIRC): Intangibles that provide competitive advantage, including intellectual
property, such as patents, copyrights, software and organizational systems, procedures and
protocols, and the intangibles that are associated with the brand and reputation that an organization
has developed.
ICS Perspective: Operationalization via the harmonized IC factors Product Innovation (SC-4),
Management Instruments (SC-2), IT and Explicit Knowledge (SC-3),

Figure 7: Synergies and overlaps between ICS and IIRC from an intangible resource perspective
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4.3 Draft Model for an integrated management approach
Based on the results mentioned above and taking further work into account (e.g. Knight 2006,
Lane, Carrington 2002; Mertins, Orth 2012) this chapter provides a draft model for a more
integrated perspective (Figure 8).

Figure 8: Draft Model for an integrated management approach

Organizations are embedded in a social-economic context. Thereby, stakeholders –
representing the external environment – are given a special importance. They are the claim
groups which are affected by the activities, products and services of the enterprise in any
manner and vice versa have effect on the enterprise at the strategy implementation and
achievement of objectives (Freeman 1984). These relationships of an organization with the
outside world lead to the principle of accountability. According to Knight (2006)
“Accountability” consists of three elements: (1) transparency (the duty of an organization to
account to its stakeholders), (2) responsiveness (the need to respond to stakeholders) and (3)
compliance (the duty to comply with rules, regulations and standards).
The model also emphasizes, that an organization has at least two linkages with its external
environment. On the one side, organizational activities have an impact on the external
environment – in an economic, social and ecological sphere (outcomes / performance
perspective). On the other side the organization requires resources as input from outside of the
enterprise.
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In this context the capital based approach refers to the relevance of different types of
resources and makes a basic distinction between tangible and intangible resources. The
intangible resources – the companies’ intellectual capital – can be divided in human,
structural, and relational capital. The financial, manufactured and natural types of capital are
subsumed under the term of tangible resources.
These resources are used in business processes to improve the organizational performance.
Business processes are chains of organisational activities and can be divided in primary
business processes (value creation processes) and secondary business processes (management
and support processes) (Schmelzer, Sesselmann 2006).
The outcome’s perspective will measure the organisational performance according to the
triple bottom line dimensions (Lane, Carrington 2002): financial results (economic
perspective), stakeholder results (social perspective) and environmental results (ecological
perspective). To deliver its products or services an organization will combine all types of
capital, human skills and knowledge, natural materials and social structures, using machinery
and infrastructure and financial investment. A sustainable organization will maintain and,
wherever possible, enhance these capital assets, rather than exhausting them (“capital
stewardship”) (Knight 2006). Table 5 provides a summary of the model’s central elements.
Table 5: Central Elements of the Integrated Model

Resources

Business Processes

Outcomes

Tangible Resources:

Primary Business Processes, e.g.

Financial Performance: Long-term plan

-

Financial Capital

innovation process, product

for securing the company's existence;

-

Manufactured Capital

development, manufacturing

incorporates growth and innovation

-

Natural Capital

sales, service.

(business case of sustainability).
Stakeholder / Social: Responsibility – for

Intangible Resources:

Secondary Business Processes,

-

Human Capital

e.g. strategy and planning process,

-

Structural Capital

human resource management, IT

-

Relational Capital

process, controlling, resource
management

the society and for the employees (license
to operate).
Environment: Resource efficiency, e.g.
energy consumption and waste, recycling
concepts (e.g. cradle-to-cradle).
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5

Summary and Discussion

The objective of this research paper was to evaluate the integration potentials of intellectual
capital statements and integrated reporting. For this purpose the actual IIRC Framework and
the ICS Approach were described and compared in detail. Based on these results a draft
model was presented, taking intangible and tangible resources into account.

For future work, several issues should be considered:
1. External reporting: Companies finding themselves exposed to an increased demand of
(non-financial) reports, e.g. IC-Statements, environmental reports, corporate social
responsibility reports or sustainability reports. Therefore – as proposed by the IIRC – a
greater integration of various reports seems to be useful. But this will raise questions
regarding the (minimum) requirements of an integrated report, the comparability of
reports (which may requires standards), the current rules and laws regarding disclosure
practices (including national-specific particularities) and the different interests of the
organisations’ stakeholder communities.
2. Integrated thinking/management: According to the IIRC, “Integrated Reporting […]
reflects, and supports, integrated thinking – monitoring, managing and communicating the
full complexity of the value creation process and how this contributes to success over
time.” (IIRC 2011). But as already mentioned above, the current proposal focuses
primarily on the report itself. Therefore it was recommended that the future work should
relate to the broader concept of how integrated thinking is embedded in an organization,
rather than concentrating only on the features of a single document. Here the ICS
approach can be useful because it provides a clear and systematic procedure model for the
analysis of strengths and weaknesses and improvement activities. This can be seen as a
starting point for a more integrated thinking within an organisation. For this purpose, the
current ICS concept must be extended, i.e. taking tangible resources into account and
putting more emphasis on issues relates to sustainability.
3. Performance indicators: External reporting as well as integrated thinking/management
will finally lead to the question of appropriate indicators. Field reports and surveys for
instance have shown that complementing financial data with information on intangibles
can sharpen the view on companies’ creditworthiness (Will et al. 2007). Therefore the
development of a harmonised indicator protocol for an “integrated measurement” is of
enormous importance. In this context questions may arise regarding the integration of
adjacent systems such as quality management, environmental management or
20

performance measurement system. These systems process partially identical indicators but
pursue different objectives.
4. Benchmarking: Standardised elements and indicators can serve as a basis for the
comparison of tangible and intangible resources as well as performance measures. In
recent years several approaches have been developed comparing companies on the basis
of common indicators . These approaches can be located in the field of benchmarking or
rating methodologies (e.g. Kohl 2007). While most benchmarking or rating approaches
are quite common and focus on a comparison of business process indicators to display the
company’s financial performance in relation to others, IC- or sustainability-based
approaches are still at the very beginning (Mertins et al 2011; Orth, Kohl 2012;
Kaldschmidt 2009).

6

Outlook

Integrated Reporting, Intellectual Capital and Sustainability Management are emerging topics
– for practitioner as well as for researchers. The IIRC for instance will establish work streams
on technical topics identified by respondents of the discussion paper. This should lead to the
publication of papers on those topics during 2012 and 2013.
The GfWM (Gesellschaft für Wissensmanagement / Society for Knowledge Management) has
set up an internal working group to explore the linkages between Integrated Reporting,
sustainability oriented information and the development of an “integrated thinking” taking
knowledge management aspects into account (GfWM Newsletter, Issue 4/2012). Furthermore,
the linkages between Sustainability and Knowledge and Intellectual Capital Management /
Reporting will be examined in the CRC 1026 “Sustainable Manufacturing” (Collaborative
Research Center) at Technical University Berlin (CRC 2012).

References
Alwert, K.; Bornemann, M.; Will, M. (2008): Wissensbilanz – Made in Germany. Leitfaden
2.0 zur Erstellung einer Wissensbilanz, Guideline Published by the Federal Ministry for
Economics

and

Technology,

(Dokumentation

Nr.

574),

Berlin,

[online],

http://www.bmwi.de/BMWi/Redaktion/PDF/W/wissensbilanz-made-in-germanyleitfaden,property=pdf,bereich=bmwi,sprache=de,rwb=true.pdf.
Bornemann, M.; Alwert, K.; Orth, R. (2011): Comments on the discussion paper Towards
Integrated Reporting – Communicating Value in the 21st Century. Graz/Berlin November
21

2011, online: http://www.theiirc.org/the-integrated-reporting-discussion-paper/discussionpaper-submissions/discussion-paper-submissions-a-f/.
CRC (2012): Collaborative Reserach Center „Sustainable Manufacturing“, Technichal
University Berlin. Online: http://www.sustainable-manufacturing.net/
Edvinsson, L. and Malone, T. (1997): Intellectual Capital. New York: Harper.
European Commission (2008): InCaS: Intellectual Capital Statement – Made in Europe.
European ICS Guideline, [online] www.incas-europe.org
Freeman, R.E. (1984): Strategic Management: A stakeholder approach. Pitman, Boston.
GfWM

Newsletter,

Issue

4/2012,

July-August,

ISSN

1864

–

2098,

online:

http://www.gfwm.de/files/GfWM-newsletter2012-4.pdf.
IIRC (2011): Towards Integrated Reporting – Communicating Value in the 21st Century,
[online] http://www.theiirc.org/the-integrated-reporting-discussion-paper (accessed on
10/10/2011).
IIRC (2012): The International Integrated Reporting Council, [online] http://www.theiirc.org
(accessed on 11/01/2012).
Kaldschmidt, S. (2009): Benchmarking zur Messung und Steigerung der Nachhaltigkeit, in
Mertins, K. and Kohl, H. (Ed.): Benchmarking. 2nd Edition, Düsseldorf: Symposion
Publishing.
Knight, D. (2006): The SIGMA Management Model, in: Jonker, J. and de Witte, M. (Ed.):
Management Models for Corporate Social Responsibility. Springer, Berlin Heidelberg, p.
11-18.
Kohl, H. (2007): Integriertes Benchmarking für kleine und mittlere Unternehmen, IRB,
Berlin.
Lane, G. and Carrington, M. (2002): Measuring the Triple Bottom Line. In: EBF on
Sustainable development, London 2002, p. 22-23.
Mertins, K.; Orth, R. (2012): Intellectual Capital and the Triple Bottom Line: Overview,
Concepts and Requirements for an integrated Sustainability Management System,
Proceedings of the 4th European Conference on Intellectual Capital, Helsinki.
Mertins, K., Will, M. and Meyer, C. (2009): InCaS: Intellectual Capital Statement. Measuring
Intellectual Capital in European Small- and Medium sized Enterprises. Proceedings of the
European Conference on Intellectual Capital 2009.

22

Mertins, K.; Alwert, K.; Will, M. (2006): Measuring Intellectual Capital in European SME.
Proceedings of I-KNOW '06, 6th International Conference on Knowledge Management,
published by Tochtermann, K.; Maurer, H., Graz, Austria, pp 21-25.
Mertins, K.; Will, M. (2008): Strategic Relevance of Intellectual Capital in European SMEs
and Sectoral Differences. InCaS: Intellectual Capital Statement – Made in Europe.
Proceedings of the 8th European Conference on Knowledge Management, Barcelona,
Spain.
Mertins, K.; Will, M.; Meyer, C. (2009): InCaS: Intellectual Capital Statement. Measuring
Intellectual Capital in European small and medium sized enterprises. ECKM 2009,
Conference Proceedings
Orth, R.; Kohl, H.(2012): Intellectual Capital and Sustainability Management: Perspectives
for an Integrated Management and Benchmarking, Proceedings IFKAD 2012, Matera,
Italy:159-179.
Vester, F. (2007): The Art of interconnected thinking: Tools and concepts for a new approach
to tackling complexity. MCB, Munich.
White, A.L. (2010): The Five Capitals of Integrated Reporting: Toward a Holistic
Architecture for Corporate Disclosure, in: Eccles, R.G.; Cheng, B. and Saltzman, D. (Ed.):
The Landscape of Integrated Reporting. Reflections and Next Steps. Harvard Business
School, Cambridge, Massachusetts, p. 29-32.

23

