STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

ACRONYMS AND ABBREVIATIONS

CA Circa

CG Corporate Governance

CPD Corporate Public|Discoursg

CsSl Corporate Social Investment

CSR Corporate Social Responsibility

EMEA Europe, Middle East and Africa

EPS Earnings per Share

FASB Financial Accounting Standards Board

FM Financial Measures

GAAP Generally Accepted Accounting Principles

IAS International Accounting Standards

IASB International Accounting Standards Board

IFRS International Financial Reporting Standards
IFRs/IR Integrated Financial Reports / Integrated Report
IIRC International Integrated Reporting Council
loDSA Institute of Directors of South Africa

IRCSA International Reporting Committee of South Africa
IRs Integrated Reports

IS Information Systems

vii


https://www.bestpfe.com/

STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

IT Information Technology

JSE Johannesburg Stock Exchange

NFM Non-Financial Measures

NFP Non-Financial Performance

NGO Non-Governmental Organisation

RBV Resource Based View

ROI Return on Investment

RSE Royal Society of Edinburgh

SAJAR South African Journal of Accounting Research
Sl Stakeholder Instrument

SPIRIT Special Purpose Integrated Remote Intelligence Terminal
STATA Statistics and Data

us United States

VC Value Creation

viii



STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

TABLE OF CONTENTS

DECLARATION ....ccuuuiiiiiiitierennsssisissiiresssssssssisssmmesssssssssssssseessssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssesane i
ACKNOWLEDGIMENTS.....cciiiiiiiiniiteiieniieniieitaiisniiensiessisserasersssssssssssssssasssnsssnsssnssssssssssssesasesassssssssssasssnsssns ii
AB ST RACT ...ciiiiiiiitiitiieeiietattetieettesttasttasssasssnssssstsssrasersssssssssssesstasssnsssnssssssesssasssaserssessssssssssssnsssnsssnssen iv
ACRONYMS AND ABBREVIATIONS ......ccotiiiimemmnssinirimmmemssmssissnmimmessssssssissimmesssssssssssssmsesssssssssssssssssssssssss vii
TABLE OF CONTENTS ..oiiiiiiiiiiiiiiiieiieiieiieiieieeciesiasiaisestssiosisssssstsssasssssssssastassassssssassassassssssassassassss ix
[ o) B H T ={ 0 PRSP Xiii

[ o N I o] L= TSRS Xiv
CHAPTER 1: .ceiiiiiiiiiiiiiiiiiiriieieiisesrestetesteestestastasssessastassasssssressassassssssastassassssssessassassssssassassnsssess 1
INTRODUCTION AND BACKGOUND......ccotutiuiimirenieiiniiesiesiasiaisesresiosisssestosssssasssessastassssssessassasssssses 1
1.2 INTRODUCGTION ..ttt ettt ettt e e e e ettt ee s e e e e e et ae b e e e e eeeaaeaaaa s eeeeesasebaaa e saeesaaesssannaesaesesssanansessessnsssnnnns 1
O S o] o] 1T o IR =1 =T 0 0 1= o SRS 3
O R B T F) = 1T 0= o PRI 4
1.2.2 Research AiMs and OBJECHIVES ......uuiiiiiiiie ettt e e et e e s sata e e e e sabaeeesnsseeeesnsaeeeeas 4
1.2.3 RESEAICN QUESTIONS. c.eiuvieieietiiee et ee ettt e ettt e e ettt e e e et e e e e st teeeeeataeeessbaeeeeasseeesssaeeesssaeeesnssaeeensssneenan 5
A o 7o Yo o g V=TT 6

1.3 Motivation FOR THE STUDY ...cceeiiiiiiiiiiiiiieeeieeeeeeeeeeeeeeeeeeeeeeeeeeseseseseeesssasssssesesssesessssssressssesesesrrsereersssereeesereeren 7
1.4 BENEFITS OF THE STUDY ...ceiititiiitiiitiieeeeeeeeeeeeeeeeeeeeeeeeeseeeeeseseeeesseeesesessassesesesesssssssesesseeseeeseseereeereeeeeeeereneeereenn 7
1.5 Significance of original CONTIIDULION .........ccociiiiicee e et e e e e e ae e e e eaneeas 10
1.5.1 Significance of the Research at the Business SChoOl ..........cccuiiiiiiiiiicciee e 11

SR T =F: [ ol o I e UL o LU USSP 12
A o o 1 - 6T o T O U PSSO P OUP PSPPI 13
1.8 DemMaArcation (DelIMItAtiONS)......ccccuiiiiiiiiei ettt ettt e e eetee e e e ebeeeeeebeeeeeeataeeeeenbreeeeebreeeennseeas 13
T = Y Lo T | PP 14
CHAPTER 2: .....ceiiiiiiiiiieiiiniiieiiiaiiiesiassiaesioesiesssrsssrsssrasstasstasssasssssssrsssrssssasssasssasssossssnsssnsssnsssasssanss 15
THEORETICAL FOUNDATION AND LITERATURE REVIEW.......ccciieiieiieiiniiniiencieninnieieeciesienissescssssanns 15
P28 oY o Yo [0 AT Yo EO PP UPPPPRN 15
2.2 The objective of Integrated rePOrtiNg........ccoiciiiii i e et e e e sebae e e e sbeaeeeeanes 15
W N 1 o=T = (Yo I =T oo T T o =PSRRI 16
0 5t N -1 ] 1 - | RPN 20

2.2.2 Integrated Reporting ChallENEES ........ueeei i e et e e e e e e e b e e e e e e e e e ennnnnes 21
2.2.3 Integrated Reporting — South African PerspPeCiVE ........c.eeeieciiie et 22
2.2.4. Overview of the Contents of the frameEWOrK.........cocciiieiie i 24
2.2.5 International Integrated Reporting Standards (IFRS) .......oooociiiiiieiiee et 25
Y Xl olo 18] o T = ol T o Vo1 o] [T RURRNS 25

2.3, STAKENOIAEIS «..eeieee ettt ettt st e e st e e s bt e e s abe e sabe e e s abe e s bee e bteeeabae e abeenabeesnateesabaeenns 26



STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

2.3.1. Stakeholder and Value CreatioN ......coooeeeeiiiiieiec e 28
Y | [N T=] @ ¢ =TT o] o TSRO PORN 29
2.4.1 Environmental, Social and Governance risk, strategy and value creation and the role of macro
=Tt (o] £ TSRS 31
Sy Y - 1T TR 38
N A | (V1<) e B O 7T o o T 39
2.4.4 Theories of the organisation and value Creation .........ccceeiveiei s 40
2.4.5 Corporate Reputation as Value ENabIer ...ttt 41
2.5 financial and Non-financial Measures and value Creation.........ccvveeiiiiiiiccciieeeee e 42
SN 0o g oTol =) =l CToAVZ=T g g F= o [T N 46
2.6.1 Corporate governance and Value Creation ..........ccceeeiieiieeicciiee ettt rtee e e e vre e e e ebae e e e 46
2.6.2 Breaches of Business Ethics: South African ENVIrONMENT.........coooeiveiiiiiiiiiiieeeee e eeeiaanes 50
el YU o [ oY gl [aTo [T o T=Ya Yo [=T o ol IR SRR 51
2.6.4 Accountability and TranSPArE€NCY.......ccicciieeiiiieeeeeiee e eetee e eette e e eette e e e stee e e esabeeeeeenteeeeeesraeeeesnsaeeeennsenas 52
2.7 CHAPTER SUMIMAIY ittt ittt s e s e ettt taee s e e e e e e e ta b e e e e e e s e e e e s b s eeeeesaeesasa s eeeaaeesssananaseseseeesnnnnns 54
CHAPTER 3: cciiiiieiieiterereeeteerececesesrerecasessesecassssesassssssssesssnssssessssssssesssnssssesssassssssasssnssssasasassssesnsnsasse 56
CONCEPTUAL FRAMEwork AND HYPOTHESis development.......cccccceciiiieiiiiniiineiininienenienenensnnnens 56
0 R 1] 1 o Yo [V o1 1 o] o H U 56
3.2 value creation and NYPOTNESIS ......cccciiie et e ee e e et ae e e et e e e st aeeeesasaeeeeansaeeesansreeenan 56
B R [N =T ={ = (=T I 2T o Lo 0PSRN 57
3.2.2 Financial Measure: Scenario Planning and Strategic thinking .........cccoeeeiiiiii i, 62
3.2.3. Financial measure: Risk and reward analysis........ccccceeeuiiiiioiiiiiciiee e 64
3.2.4 Financial measure: ECONOMIC Value analySis .....ccoccuiiiiiiiiiei et e e e e e 65
3.2.5 Non financial measure: Market attraCtiVeNESS........ccovceueveeieeei et e e e e e s eaaenes 66
3.2.6 Non-financial Measure: CUSTOMEI FOCUS .....ccccuvvieiiieiiieciireeee e e e e e eeirteee e e e e e e eeiareeeeeeeeessasbeaeeeeessseenssnenes 67
3.2.7 Non financial Measure: HUMaN MESOUICES ........uueeieieeiieeirieeeeeeeeeeeeiereeeeeeeeesesareeeeesesessssseseeeeeessesssssenes 67
3.2.8 Non financial measure: SUPPIIET FOCUS .....oiiiciiii it tee e et e e e earee e e et 68
3.2.9 Non financial measure: INNOVAtION FOCUS .....ccuuvveeiiiiiiiiciieeee ettt e e e esbare e e e e e e e e eaaneees 69
3.2.10 Corporate Governance: LEAaderShip ....c.uei ittt ettt e e etee e e e aree e e e rarae e e enreeas 70
R T 2 o | (ol SR UUURR 72
3.4 CHAPTER SUMIMI@IY .uuttiiiiiiiieeeeiteeeeeiteeeestteeesstteeessssseesassseessssseeesssaeeesssseessasssesesnsssesesssssssesssssesesnnssenenns 72
CHAPTER 4 ...ceieeeieieeeteeteceerenrecentessocessessosassossssassossasassossasassassasassassasassassssassassssassassssassassnsnssannns 73
RESEARCH METHODOLOGY ...c.ccieiieirererenreceerecreceeressocassessecsssessosassassosassassassssassasassassasassassasassassases 73
0 R [ o oY [ Tor o] o TPt 73
A (XY= Yol T oY= =T [T o TSR SESRN 73
4.3 The aim of the empirical INVESTIGATION .....cccuuiiiiiiiie e e e s e 74
V= gV o] [0} oY SRR 74
4.5 DESIZN OF TNE STUAY .ottt e ettt e e e et e e e e s tbeeeeeabeeesesbaeeeesresesasbaeeeesbeeaeansenas 75
4.5.1 The population @and SAMPIE ........eei i e e e e te e e e s bte e e e sbaaeeesertaeeeeanes 75
I YT Y ] L1 =P PRPNt 75



STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

4.5.2.1 Probability SAMPIING........uvieeeie et e e e e e et e e e e e aree e e e naraeas 76
4.5.2.2 Non-probability SAMPIING ...ccc.eeiiiiiiee e e e e 76
R D - [ 0o 1 [<Tox o] J SR SUURRNt 78
N oY T4 1 =Y Il 20T oo o P PRPTPRPN 78
4.6.1.1 Secondary data: docUmMENt @NAlYSIS ....cuuviiiiiiieeiceee e e 78
L I A O (81T A o] o] o - 11 o IRt 79
4.6.3 Measurement Of Value CreatioN......c...eiicuiiie ettt ette e e e tte e e e etae e e e sbte e e e eraeeeeenbeaeeesanes 79
4.6.4 Pilot Studies in the Development of an INStrUMENT ........c.oeiiiiiiiii i 81
N A DY - I [0 I 1 ] PP 82
4. 7.1 TiME SEIES IMOUEIS ..cceieeeieiiiieiee ettt ettt e e e e e e e e st b e e e e e e e e e s tatbaaeeeeeesesasnsssaseseseeasasnsssaeesaseannns 83
e o o ToY g V=T T oY) ATV - TSR 84
e oY Tor= Y W @oT o T o [T =Y To ] s LSRR 84
I N e - Yo 1= T T o o U PRPPPPRN 85
4.9.2 FalSifiCation Of FESUILS ..eeeiiiiiiieeee ettt e ettt e e e e e e et ae e e e e e e s esaabsseaeeeeeeesssntrasaeeeeenanns 85
4.10 Validity and reliabiliTy .....ccceeeeeeiiee e et e e e et e e e e e re e e e e abae e e enbeeeeenraeas 85
4,10 CHAPTER SUMMIAIY ..ttt sttt e s s e e e e ettt s e e e e e e e e e b e e e e e e e e e ee s b e e eeaeesasesaaaaseeesaaesssannssseannenes 86
CHAPTER 5. oiiiiiiiiiiiiiiiiiiiiiiiieiieiisiesieiisesrestestasteesrestastasssesrastassassssstassassssssessastassssssastassassssssassas 87
RESULTS .oeiiiiiiiiieinirenieiieisesiesiesiesieesresmastassresrastasssssssstassassssssessasssssssssastasssssssstassassssssossassassssssnsse 87
L0 BT ol o Yo [V ot T o HEU R UUUUR 87
I Y- Ya Y o] (=3 DTt Yol o ] AN SR 87
LI B €Y 171 o1 V1 SRR 87
LR D 1CTa oY= =Y ] oY (oL R 89
5.5 Measures of central tendency and spread for the attributes of components of the instrument.............. 92
5.6 DESCRIPTIVE STATISTICS ON each item of the stakeholder instrument (SI) ......ccceeeveerceeeiieeciee e 95
oI T A [N =T ={ = (=T I =T o o £ PP PPR 95
5.6.2 Corporate Governance of the Organisation ..........ccceceeciieieciiee e e e e are e e e 97
I Y1 (U1l O =TT 4o o PRSP 99
5.6.4 FINANCIAI IMIBASUIES ...eeeeuviieeieiiieeeeitte e e e ettt e e e et teeeeetteeeeebaeeeseabteeesebeseasessasaeanssseseasessaeanssnsesasseaananses 102
5.6.5 NON-FINANCIAI IMBASUIES ...eeeiiriieeieiieeeeetieeeeette e e e ette e e e e tteeeeetteeesebteeesebteeeeestseseaseseeeasssaeesassenaesnses 104
5.7 chi-square test of INDEPENDENce TO DETERMINE DIFFERENCES between the observed and expected
Y [T Lol f o 1Y = T A T=1 o] [T SRR SE 107
5.7.1 Principal component analysis (PCA)........eeccueiiiiieiieeecieeeeteeeeteeestteeeteeeetveesteeestaeesvesebaeesareesbaeesareean 109
5.7.2 Pairwise correlation for the attributes iNdiCes ..........oevvuiiiiiiiiii e 110
5.7.3 Normality tests for indices of attribULes.......cc.ueiiiiiiiii e 111
5.8 REEIESSION ANAIYSIS .eeiieeeiiiiiiiiiiee e ettt e e e eec e e e e e e es et e e e e e e e e e s abaaeeeeeeesessnnsssaeeaeaesesansssaneaeeesesanrenns 112
5.8.1 Integrated Reports and Value Creation ........cc.ueiciiiiee ettt e et e e s e e e svae e e e eanes 113
5.8.2 Corporate Governance and Value Creation.........occuiieiiieie et e et e e s svtee e e vraee e eanes 113
5.8.3 Financial Measures and Value Creation.........cueii i iccieee ettt et e e et e e e eveee e s svaeeaeeanes 114
5.8.4 Non-Financial Measures and Value Creation.........cueieiieieiciieee ettt e e s svtae e e svra e e e 114

Xi



STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

5.9 CHAPTER SUMMARY ...ttt sttt ettt sttt sttt e s bt e s bt e sheesab e s bt et e e beenbeesbeesaeesaseenbeebeenseesneenas 115
O 0 7Y = 116
CONCLUSIONS and IMPLICATIONS ......ccuuuiiiiimnniiininniisiimmmiiiimensiimmssiimmssssimssssssmmsssssssssssss 116

Lo [0 4 oY [V 4T ] o N O TP USRS PTOTOUSOPRTO 116

6.2 BRIEF REVIEW OF THE STUDY ..o s e e e s e e e e e s e e e e e e e e e e e e e e e s e e e e e e e s e e e s enenanenenns 116

6.3 SUMMANY OF ThE FESUIES ... et e e e et e e e e st e e e s eatbaeesennbaeeeannteeeeenrenas 117

6.3.1 Summary of results pertaining to ObJECLIVE 1 ....ccccuveieiiiiieeecee e e 119
6.3.2 Summary of results pertaining to ObJECLIVE 2 ...coovueiiiiiiieeeeee e 120
6.3.3 Summary of results pertaining to ObJECtIVE 3 ...ccooiiiiiiiece e 120

6.4 study’s contribution t0 NEW KNOWIBAZE .......oveeeiiiieeeee e e et e e e e 122
6.4.1 IMPlICAtIONS ON TREOIY ... uiiiiiiiiiee et e et e e e et e e e s bteeeesbteeeesbeaeesssseeeesasteeessnes 123
6.3.2 Implications 0N Policy @and PractiCe ......ccuuviiiiciiiiiieiiee ettt e st e e s e e s srae e e e sanes 123

6.5 LIMIEATIONS. ..eiiiiieiie e e e s e s 126

6.6 Recommendations for further reSEarch ...........co o 126

T RETEIENCES .ottt ettt ettt ettt e s bt e s bt e e s ab e e s be e e sa b e e s bt e e aabeesabeeesabeesabeesnteesabeeenares 127

F o] o 1T o o 1ol T3PPSR 143

o o1 oo [ QA @ U1 oY o o F= [ PRSP 143

Appendix B: STAKEHOLDER INSTRUMENT (S1).euuteitteitiitieieeteesieesiee ettt ettt st s e e s s e en 146

Appendix C: ETHICS CLEARANCE LETTER ...uuiiiiiiieei ettt ettt ettt e s ette e s s sabte e s ssabee e s sabe e e s ssabeeessabaeesenabeeas 148

Appendix D: 5" international CONFERENCE on business AND banking ..........c.cceeeevieveeeeesrereeieseeeeeenenens 150

appeNndixX €: INtErdAC CONTEIENCE PAPEL c..uuviie ittt ettt et e et e e e s e e e st e e e e s abeeesssbeeeessbeeeeesseeeeesnseens 151

appendix f: 5" international conference on interdisciplinary research methodology and innovation.......... 152

Appendix g: DOCUMENTARY DATA ANALYTICS ..ccii ittt ittt sritee st e s stte e ssiee e s sibee e s ssabeee s sabaeessaneeas 153

o oY= oo [ s Bl o o] 11 ToT o F= 1 =Y L1 PR 157

Xii



STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

LIST OF FIGURES

Figure 1.1: Components of the stakeholder instrument (S1) .....oeevuer e 8
Figure 2.1: Components of a busSiness @NVIFONMENT ........cccuiiiiiiiiiie s ssee e e ssae e e sseees 18
Figure 2.2 Summary of reactions to integrated reporting.......ccoccvveeeviiiieeiriiiee e 24
Figure 2.3 Conceptual framework for value creation..........c..eeoviiie e e 29
Figure 2.4 Conceptualisation of the corporate value creation process .......ccoceeeecieieeciiieeeeeciiee e, 30
Figure 2.5: SI contemporary MOUE! .........eeiiiiiiiee e e e et e e e e e s et e e e e e e s e nnereneeas 34
Figure 2.6: The Network Model of Organisations - Stakeholder relationships ......cccccccccvvveeeriiieeennneen. 37
Figure 2.7: Existing theories of the organisation ..ot 40
Figure 2.8: The Network Model of Organisations - Stakeholder relationships........cccccecveeeirciieeeennnnen. 53
Figure 3.1: Sl presentation: SCENArio Planning .......coocuuiiiiiiiiiis ettt et e e e e e e s e e e naaes 63
Figure 3.2: Sl presentation: Risk and Rewards ANalySis .........ceeiviiieeieiiiiiiiiiiiiee e e 64
Figure 3.3: Sl presentation: ECONOMIC Value ANAlYSiS ...cuveiiiiieciiiiiieeiie et e e e e e e eeeaneeas 65
Figure 3.4: Sl presentation: Market AttractiVeNESS.......uuveiii it 66
Figure 3.5: Sl presentation: CUSTOMEI FOCUS.....uuuuuuuiiiii s nan 67
Figure 3.6: Sl presentation: HUMAN RESOUICES......uuuuuiuuiiicsssss s nan 68
Figure 3.7: Sl presentation: SUPPIIEr FOCUS .....ocuuiiiiiiiiiie ettt e st e e e e s e e e e 69
Figure 3.8: Sl presentation: INNOVAtION FOCUS ........ui s 70
Figure 3.9: Sl presentation: Leadership ...ccuueii ittt e e e nanees 70
Figure 3.10: Stakeholder value creation iNSEUMENt .......cceeiiiiiciiiiieee e 70
Figure 4.0: Widely used forecasting teChNIQUES..........oueeviiiii i 83
Figure 4.1: Forecasting and managerial decision-making .........cccceveveeiieicciiiiiiie e 83
Figure 5.0: Status of stakeholders intervieWed... ...........ooveeeiii oo 839
Figure 5.1 Sector of the StakeNOIAEIS .........uuviiiiii i e et e e e e e e arrereees 91
Figure 5.2: Average period of service for top management (Documentary analysis) .....ccccccceeeeuvrvenenn. 99
Figure 5.3: Summary of net cash flows from operating activities between 2014 and 2016
(DOCUMENTATY @NAIYSIS) vrveeeiieiiiiiciiieeiee ettt ee et e e e e e e e s reeeeeeeeeesastraaeeeaeeeesennnsrenees 101
Figure 5.4: Summary of profit margins between 2014 and 2016 (Documentary analysis)................. 102

Xiii



STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

LIST OF TABLES
Table 2.1: Overview of Integrated Reporting Framework's principles-based requirements................ 19
Table 2.2: Common Integrated Reporting deficiencies and related principles of systems thinking..... 22
Table 2.3: The essential differences between financial and non-financial measures..........cccccvevennneen. 45
Table 2.4: South African companies fined for breaching business ethics... ......cccoccvveeiiiiieeeicciieeen, 450
Table 3.1: Stakeholder Instrument Value Dimensions and Value Creating Activities......cccccceeeeuvvnneenn. 59
Table 3.2 Value creation and destruction for stakeholders ..........ccceeviieriiiiniiiiniie e 60
LI L] L O ) =1 =] a o] o [T g o o TU T L3S 77
Table 4.1: Types of validity encountered during the research.......ccccccooeecciiieeiii e, 85
Table 5.0: Reliability Analysis Results of the CONSTIUCES .......ccccvivirieeiiiiccceeeee e, 88
Table 5.1: Status of the StaKENOIAEIS .........uviiiiieee e e e e e 89
Table 5.2 (a & b): Sectors from which stakeholders represented........ccccccvveeeeeiiieicciiieeeee e, 90
Table 5.3: Sector of the stakeholders, by Status .......ccceeiiiiiiiiiiciiee e 91
Table 5.4: Descriptive statistics for attributes of components of the instrument (n = 80)................... 92
Table 5.5: Summary of responses on integrated repPorts.......ccccvviviee i, 95
Table 5.6: Summary of responses on Corporate GOVEIrNANCE.......uuveeeeiieeiciriiiereeeeececrreree e e e e eeseeeeeneeas 97
Table 5.7: Summary of responses 0N value Creation........ccueeeiecieeee s e e 100
Table 5.8: Summary of responses on fiNnaNCial MEASUIES ........cccccveiiiiiiiiee e 103
Table 5.9: Summary of responses on NoN-financial MEASUIES .........eeeveeiieiiiiiiieeeee e 105
Table 5.10: Tests of normality based on skewness, kurtosis and joint adjusted chi? for the attributes
Of The INSTFUMENT (N = 80) ceeeiiiiiiiieeeee e e e e e st r e e e e e s e s sesasbreneeas 107
Table 5.11: Correlation-matrix, KMO, eigenvalue, explained by first component...........ccccceeerrennnns 109
Table 5.12: Pairwise correlation for indices representing attributes.........cccovveeeeeiii e 110
Table 5.13: SUMmMary of regression rESUIS .........civii ittt e e e eeerre e e e e e e e e e enanes 112

Xiv



STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR
VALUE CREATION, ACCOUNTABILITY AND TRANSPARENCY

CHAPTER 1:
INTRODUCTION AND BACKGOUND
1.1 INTRODUCTION

The increased instances of corporate governance disappointments have raised concerns
about the integrity of the accounting information given to stakeholders and brought about a
drop in stakeholder confidence (Cohen, Dey & Lys, 2008: 757-787). Negash (2009)
emphasised that these organisational disasters and accounting scandals form the basis for
stakeholders to believe that there is a widespread absence of accountability, transparency and
a corrosion in ethics and morals of management in organisations. Furthermore, Grahama,
Harveya and Rajgopal (2005: 3-73) state that management feel they are settling on a proper
decision while sacrificing economic value to smooth profit or to hit an objective. The strategy
of profit manipulation by management can have direct consequences for the stakeholders in
both the short and long-term. Sometimes management sacrifice long-term value by avoiding
short-term losses. Roychowdhury (2006: 335-370) concurs that there is substantial evidence
against management manipulating organisational earnings. Management’s modus operandi
on income manipulation includes controlling of provisions with no immediate cash flow results,
under-provisioning for allowable credit losses and postponing asset write offs. Management

receive incentives for controlling real activities amid the year to meet certain income targets.

Therefore, such a discretional approach to accounting information dissemination by
management has inspired the researcher to develop a stakeholder instrument that depicts
some of the key attributes stakeholders can use to decipher the integrated reports. The
researcher believes that the information given to the stakeholders in its current form lacks in
integrity and worthiness, making it impossible for stakeholders to make any meaningful
decisions. Thus, management’s parsimony with credible, unbiased, consistent and concise

information destroys organisation’s value and limit its subsequent growth.

According to Chew (2001: 67-68), management is obligated to provide stakeholders with an
integrated report, prepared according to the international integrated reporting framework.
Despite the stringent standards against which the integrated reports are prepared, the
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stakeholders have been victims of rogue accounting and misrepresentation of numbers. The
status quo disadvantages stakeholders in understanding the true value of their organisations.
This observation is clearly glaring in the monumental collapses of big businesses in recent
times and further evidenced in the increases in unethical behaviour perpetuated by

management as they enrich themselves at the expense of their stakeholders (Negash, 2009).

Gouws and van der Poll (2004: 101-117) advised that integrated reports prepared by a
professional accountant should provide adequate information that may be used for making
economic decisions. Furthermore, Degeorge, Patel and Zeckhauser (1999: 1-33) state that the
rewards to management, both in terms of employment decisions and compensation benefits,
depend both implicitly and explicitly on the earnings achieved on their watch. However, such
management have considerable discretion in determining the figures provided in the integrated
report for any particular period. Within generally accepted accounting principles (GAAP),
management have considerable flexibility in the choice of methods used for estimating costs.
The researcher interrogates the causes of the conundrum, through the development of a
stakeholder instrument that aims at complementing the current set of integrated reports
through identification of variables that influence value creation, accountability and

transparency.

Thus, the researcher explored the following variables: corporate governance, financial and
non-financial measures that can assist in adding value to the stakeholders and ensuring
accountability and transparency from management. According to Windsor (2017: 75-100),
value creation is the generation of an excess from business, transaction, investment and
relationship. Furthermore, Hillman and Kein (2001: 125-139) concur that effective stakeholder
engagement sustainable contribution to the organisation. Compelling stakeholder
management relations with essential stakeholders can constitute impalpable, complex
resources that may upgrade organisations' capacity to outperform competitors as far as long-

term value creation is concerned.

The researcher believes that the current accounting framework and corporate governance
systems do not give the stakeholders relevant information regarding the performance of the
organisations in which they have interest. The accounting framework stipulates that
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stakeholders should take sight of integrated reports after the event. This status quo
disadvantages the stakeholders in that the presentation of the integrated reports is just a
meaningless exercise with no real benefits to the stakeholders. Whereas, the real stakeholder
value creation should include the organisation’s ability to sustain itself over the long term,
management’s efficient and effective planning prowess and sound organisation strategy. The
ability of management to motivate employees, organise and control resources to an optimal

level epitomises organisational success.

The development of the stakeholder instrument (SI) brings transparency, accountability and
value for all stakeholders in the information value chain. The stakeholders can use the

instrument as a source of critical information on the performance of the organisation.
1.2 PROBLEM STATEMENT

According to Stent and Dowler (2015: 92-117), a gap exists between integrated reporting
requirements and current best practice reporting processes. The gap analysis highlighted the

following common deficiencies:

¢ Inability to consolidate processes and to provide for oversight of these processes
e inability to provide information against industry benchmarks

¢ Inability to recommend on uncertainties in the forecasts of the organisations’ future.

The researcher understands the importance of integrated reports and their relevance in
elucidating the value created by the organisation at a given point in time. Therefore, the
deficiencies in integrated reporting become an obstacle in understanding the components of
the integrated reports. Atkins and Maroun (2015: 197-221) stipulate that the research exploring
the views of different stakeholders on the first set of integrated reports has not been done. In
fact, the reactions from the stakeholders on the integrated reports are yet to be recorded. Thus,
the researcher found inspiration through the interrogation of stakeholders in relation to their

views about the integrated reports.

Adler (2002: 148-149) argues that management have plundered organisation assets with stock

options, loans, and other forms of compensation. This happens with Auditors’ complicity in the
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crime by hiding from stakeholders the exposed state of their organisations. Management have
caused social chaos by destroying reserves and jobs in shocking inequality as they pursue
personal gain. Management being custodians of the integrated reports have been at the centre
of bad judgments, poor strategic focus and a derelict environment. It was against this backdrop
that the researcher advocated for an instrument that addresses the needs of the stakeholders

by providing information that is precise, relevant and succinct.

The researcher understands that stakeholders make critical decisions based on information
they read from the integrated reports. As such, the perceived lack of integrity, transparency
and accountability of the integrated reports have inspired the study. The Sl is a direct response
to the information gap that emanates from the integrated reports deficiencies thus running
short of meeting stakeholders’ expectations. The Sl intents to address the critical issues of
value creation and restoration of integrity to the integrated reports. Its main purpose is to inform
and give meaningful information to the stakeholders by illuminating salient information from

the integrated reports.
1.2.1 Thesis Statement

The researcher proposed the addition of a Sl to the existing components of the integrated
reports. The stakeholder instrument will assist stakeholders in deciphering the integrated
reports. This will bring the stakeholders closer to the action and enhance the quality of the

decisions they have to make.
1.2.2 Research Aims and Objectives

Low (2000: 252-262) argues that in today’s information-based economy, financial results
account for a dwindling percentage of organisational performance. The economy is driven by
access to new technology, ability to connect with the rest of the world and the quality of labour
play an increasingly prominent role, yet the accounting systems tracking organisational and
economic performance remain distressingly archaic. Furthermore, Low (2000: 252-262)
reiterates that management that continues to report on their past and current financial

performance is functioning with distorted goal. By doing so, their view of the organisation is
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not, only incomplete but they are also missing any form of advancing vison of the organisation

and any prospect to ameliorate the performance.

According to Dawkins and Lewis (2003: 185-193), organisations are judged by the customers
on the quality of the product, effective value chain and financial performance. Furthermore,
organisations’ treatment of employees, involvement in community and ethical and

environmental posture are of equal importance.

The SI complements the integrated reports depicting the variables that influence value
creation, accountability and transparency. It forms part of the stakeholders’ navigation tool in
understanding the integrated reports. It empowers stakeholders with relevant, factual,
measurable, summarised, forward looking and consistent information. The SI is an
improvement to the current reporting system and an advocate for a more robust and honest

view on the quality of information and increased levels of transparency and accountability.
The research had the following objectives:

e To determine and develop a framework that provided factual and succinct information on
financial and non-financial measures for stakeholders.

e To determine the perceived influence of financial and non-financial measures and how they
relate to stakeholder value creation, the concept of transparency and accountability.

e To model the extent of correlation between financial and non-financial measures, as well
as their associated influence on stakeholder value creation, accountability and

transparency.
1.2.3 Research Questions

Windsor (2017: 75-100) stated that value creation is the generation of excess from trade, other
business deal, savings, or affiliation. It involved the effective execution of an organisation’s
strategic goals through effective management exploits. Value creation embodied both effective
communication and shrewd business acumen demonstrated by management. Therefore, the
quality of the information should be beyond reproach and that it should be relevant, consistent,

concise, meaningful, free from bias, timeous and accurate. Furthermore, management must
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be insightful in their role of creating a sustainable, profitable and environmentally conscious

business.
Thus the overarching research question of the study is:

e Are the integrated reports serving their purpose of value creation, transparency and

accountability to its stakeholders?
The sub-questions posed to fulfill the objectives of this study are:

e What framework can be developed to provide factual and succinct information on financial
and non-financial measures for stakeholders?

e What is the perceived influence of financial and non-financial measures, and how do they
relate to stakeholder value creation, the concept of transparency and accountability?

e What model can portray the extent of correlation between financial and non-financial
measures, as well as their associated influence on stakeholder value creation,

accountability and transparency?

1.2.4 Hypotheses
The research will test the following hypotheses:
Null hypotheses:

e HO1: The integrated reports do not provide factual and succinct information on financial and
non-financial measures to stakeholders.

e HO2: Financial and non-financial measures have no influence on stakeholder value creation
and the concept of transparency and accountability.

e HO3: There is an insignificant correlation between financial and non-financial measures, as
well as their associated influence on stakeholder value creation, accountability and

transparency.
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Alternative hypothesis:

e HA1: The integrated reports provide factual and succinct information on financial and non-
financial measures for stakeholders.

e HA2: Financial and non-financial measures have an influence on stakeholder value creation
and the concept of transparency and accountability.

e HA3: There is a significant correlation between financial and non-financial measures, as
well as their associated influence on stakeholder value creation, accountability and

tfransparency.
1.3 MOTIVATION FOR THE STUDY

The SI's purpose was to complement the integrated reports by adding value and bridging the
information gap for stakeholders. It illuminated the salient information needed by the
stakeholders to understand the organisations in which they have interest. The S| was
developed to be the catalyst needed to break down the current bulky, tedious and long

integrated reports into short, precise and more meaningful reports.
1.4 BENEFITS OF THE STUDY

Stent and Dowler (2015: 92-117) noted common deficiencies on the lack of integration of
reporting processes and their oversight which compromised the ability of organisations to
communicate the full range of factors associated with value creation. Such common
deficiencies are in conflict with one of the stated aims of the integrated reporting framework
(IIRC, 2013: 16). The Sl is a framework developed to assist stakeholders in bridging the gap
that exists between integrated reporting and best practice reporting processes. The Sl
summarises the integrated reports into distinct variables namely: corporate governance,
financial measures, non-financial measures and value creation. The Sl improves the quality of
the data used in computing the integrated reports and enhancing communication to
stakeholders by providing information that goes beyond the provisions of the conventional
integrated reporting standards. This is to mitigate the limitations of the current integrated

reporting and further addressing the issues of transparency and accountability.
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Stakeholders as the recipients of the integrated reports extract value from the information given
and use it to make decisions. Failure of the integrated reports to provide precise, succinct,
complete and relevant information is a disservice to the stakeholders. In recent years, the
environment under which the integrated reports were prepared was contaminated (Negash
2009). The ethos of good corporate governance and best practice reporting values have been
extensively compromised. As articulated by Whittington (1999: 181-188), that the relationship
between management and stakeholders should inspire trust and create sustainable value in
the long term. Therefore, the researcher’s proposal of the stakeholder instrument is to fill the

perceived gap that exists between integrated reports and value creation.

Stakeholder
Instrument

Transparency
and 5
Accountability

W Supplier Focus
Attractiveness

Human
Resources

L Innovation
Focus

Figure 1.1: Components of the stakeholder instrument (SI)
Source: Author’s own conceptualisation

Figure 1.1 above illustrates the conceptualised stakeholder instrument framework. Figure 1.1

depicts the components of the conceptualised stakeholder instrument that empowers the
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stakeholders with information that is concise, relevant, transparent and complete. The
components constituted in the stakeholder instrument are variables inspired by the
international integrated reporting framework. Literature review from academic journals, King Il
report, books, researcher's experience, magazines and newspapers informed the
establishment of the variables. As noted by Skae (2014: 9), integrated reports should highlight
the organisation’s strategy, performance and activities to enable stakeholders to assess the

ability of the organisation to create and sustain value.

The developed Sl will provide distinct and relevant measures of performance, non-financial
and financial measures. Such measures will enable stakeholders to understand the
organisations and the value they create for them. According to Chew (2001: 67-68), the main
goal of the financial accounting system was never to provide information for valuation
decisions. A financial accounting system is a guide on how to run organisations and protect
stakeholders from rogue managers. It is fundamentally a reviewing function and control
system. It is not essentially a system for shareholders’ valuation of organisations as going

concerns.

Furthermore, Pretorius, Venter, Von Well and Wingard (2006: 3) stipulate that the development
of accounting standards be a measure of determining any accounting issues. The Integrated
reporting system was an endeavour to provide a foundation that sets out the goals and ideas

that underlie the preparation and presentation of integrated report.
The stakeholders of integrated reports are as follows:

e Stakeholders and potential stakeholders are keen on their potential benefits and the
security of their venture.

e Employees and trade unions need to know whether a business can offer secure work and
conceivable pay rises.

e Lenders need to know whether they will be reimbursed. This will rely upon the solvency of
the organisation, which ought to be depicted by the statement of financial position.

e Government needs to know how the economy is performing to enable designing of money

related and industry regulations.
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e Suppliers need to know whether they will be paid. New suppliers may likewise require
consolation about the financial strength of a business before consenting to supply products.

e Customers need to realise that an organisation can keep on supplying them into the future.
This is particularly valid if the client is reliant on an organisation for specific supplies.

e The public may wish to survey the impact of the organisation on the economy, both local
community and environment.

e Management and competitors would likewise utilise the integrated report of a business to
make business decisions. Management, on the other hand, would generally use month-to

month management accounts as their fundamental source of financial information.
1.5 SIGNIFICANCE OF ORIGINAL CONTRIBUTION

As alluded by IIRC (2013: 1), the International Integrated Reporting Framework is about
improving accountability, transparency and stewardship for the resources controlled by
organisations. It encourages integrated thinking, decision making and focuses on creating
value over the short, medium and long term. According to PwC (2013 & 2014), South African
companies discovered a number of limitations in disclosure tendencies and have
acknowledged prospects for improved key performance methods. Furthermore, stakeholders

have had mixed views on the integrated reports.

Therefore, it is against this backdrop that the researcher conceptualised the Sl to complement
the components of integrated reports for value creation, accountability and transparency. The
concept of the Sl is to the link between integrated reports and value creation. Therefore, the
Sl is to empower stakeholders through the provision of relevant, complete, and free from bias,
precise and meaningful information. The SI will shift the power dynamics towards the

stakeholders rather than management.

Furthermore, society as one of the stakeholders with stakes in organisations have an
opportunity to understand the activities of their organisations and engage intelligently with
them. This implies that when organisations are profitable and creating value, society benefits
as well. Other ways society benefits from their interaction with organisations in their

communities include:

10
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¢ Increased employment rate and reduced poverty;

Investment in schools, universities, hospitals and environment;

Community beneficiation through Broad Based Black Economic Employment (BBBEE)

initiatives;

Improved standard of living;

Increased investment opportunities.

Therefore, the SI empowers stakeholders in understanding the business activities of

organisations within their jurisdiction.
1.5.1 Significance of the Research at the Business School

This research can be done at any University because it is pertinent and contemporary.
However, doing it at the business school was more relevant due to its practicality. The research
proposed a more robust way of engaging stakeholders in matters of value creation,

transparency and accountability.

Furthermore, this study aimed to advance the eminence of information presented in the
integrated reports for stakeholders and to make the reporting structure more meaningful and
relevant to stakeholders. The study intended influencing decision-makers to revisit the status
guo and make it more beneficial to stakeholders. The stakeholders needed to know if the
organisations they are part of, directly or indirectly, are viable and if the information presented
in the integrated reports could be trusted. Furthermore, the study wanted stakeholders to ask

the right questions and get management to account and take responsibility.

Hillman and Kein (2001: 125-139) stipulate that establishing long-term associations with
stakeholders constitute value creation and long-term sustainability. Relations include
investments by both parties and consequently incorporate a time dimension; reputation is vital
and rational treatment and ethical treatment by both parties improves the value of the

relationships.

The Sl intended to bring the stakeholders closer to the action by highlighting the key business

variables. The instrument can be approved quarterly or bi-annually to enable better monitoring

11



STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

and scrutiny. In the event that there are critical issues from the stakeholders’ perspective,
immediate action is considered and preventative measures implemented to avoid any negative

impact.

According to Malaj, Ndreca & Llelji (2015: 45) stakeholders will finance and support
organisations with efficient accounting and corporate governance systems. Furthermore,
Gitman, Juchau & Flanagan (2015: 761) reiterate that stakeholders are prepared to pay more
for financial assets such as equity and debt where the law protects their rights. Therefore,
stakeholders will pay more because they recognise that with better protection, understanding
and knowledge, more of the organisations’ profits would come back to them as interest or
dividends. The flow of information from management to stakeholders is critical in the process
of value creation. Stakeholders should make it their business to understand the environment
in which they are involved, the factors driving the markets and the strategic approach

implemented by management.

The business school provides a platform to debate, research, explore and interrogate the

research question.
1.6 RESEARCH OUTPUT

The researcher believes that the study is relevant and timely. Spitzeck and Hansen (2010:
378-391) noted that organisations that engage with their stakeholders foster organisational
learning and silhouettes corporate decisions. Stakeholders can only be impactful where there
is credible information, trust, accountability and transparency. Therefore, it is management’s
responsibility to ensure that the compilation of the integrated reports makes sense and creates

value for stakeholders.
The researcher would like to target publishing in the following journals:
e Safundi: Journal of South African and American Studies

The researcher would like to reach the right target market to influence debate and advocacy
for a change in the way management engages its stakeholders. Strategic management

journals are a pertinent platform for sharing new knowledge.

12
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e SA Journal of Accounting Research

The object of SAJAR is to promote the wide dissemination of the results of research and other
scholarly inquiries into the broad field of accounting. It is an accredited, national academic
journal, published annually by the Independent Regulatory Board for Auditors, the South
African Institute of Chartered Accountants (SAICA) and the Southern African Accounting
Association (SAAA).

e South African Journal of Business Management

The researcher proposes a review of the current form of presentation of integrated reports to
stakeholders. The Sl is aimed at management, stakeholders and academics as a point of

discussion on the presentation of integrated reports.

The researcher presented a paper at the 5th international conference on business and banking

in Indonesia between 2-3 August 2018 (see Appendix D).
1.7 LIMITATIONS

The study is limited to a sample of companies listed on the Johannesburg Stock Exchange
(JSE). It must also be noted that not all variables influencing the stakeholder value creation,
accountability and transparency were investigated. Misrepresentation on the questionnaires

may have occurred with individuals uncomfortable with disclosing certain personal information.

Despite these limitations, the study yielded useful insights into the relationships among the

concepts and therefore made considerable contributions to the body of knowledge.
1.8 DEMARCATION (DELIMITATIONS)

This research focused on companies listed on the JSE making the results more inferable in
general. The researcher focused on public companies due to easy access of information. This

approach enabled the researcher to have access to a large population.

The researcher focused on stakeholders and their interaction with management concerning

the integrated reports for value creation, accountability and transparency.

13
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1.9 LAYOUT
The research report is as follows:
Chapter 1: Introduction and background to the research report.

This chapter explained the purpose of the study. The chapter elaborated on the background of

the study.

Chapter 2: Theoretical Foundation and Literature review

The chapter constitutes theoretical foundation of the research and the literature review.
Chapter 3: Justification of the conceptual framework and hypotheses development

The chapter provides a discussion of various constructs leading to the development of the

stakeholder instrument and its hypotheses.
Chapter 4: Methodology

The chapter provides details on the mixed-methods research design, sample size, data

collection tools, data measuring instruments and data analysis.

Chapter 5: Results

The chapter presents the results from the survey and document analysis.
Chapter 6: Conclusions and Implications

The chapter presents the conclusions and implications of the study. The conclusions are linked

to the research objectives.

14
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CHAPTER 2:
THEORETICAL FOUNDATION AND LITERATURE REVIEW
2.1 INTRODUCTION

The chapter represents a theoretical structure of assumptions, principles, and rules that hold
together the ideas constituted in the integrated reports. The array of the system of concepts,
assumptions, expectations, beliefs, and theories support and inform the research. In

accounting, the rules and standards set the function, limits and nature of integrated reporting.
2.2 THE OBJECTIVE OF INTEGRATED REPORTING

According to International Integrated Reporting Council (IIRC) (2013), integrated reporting
involves a concise report that articulates an organisation’s future value creation plans, with
particular emphasis to the organisation’s strategy, business model and various forms of capital.
Whittington (1999: 181-188) stipulates that it is management’s duty to ensure that integrated
reports are precisely compiled. However, the agency relationship is marred with information
asymmetry whereby management have more information than the shareholders have.
Therefore, integrated reports are set to review this awkwardness. The adequacy of the
integrated reports relies on stakeholders having the capacity to put trust in management to be
truthful. On the other hand, Louw and Maroun (2017: 268-290) state that the accounting
information delivered by organisations has been organised as the most imperative, legitimate
and telling means whereby action is made noticeable. Like the part of planning and standard
costing, formal accounting guidelines give the premise to assessing the integrated position and
execution of the reporting entity. In doing as such, they offer a system for assessing these
integrated measurements and holding those accused of the organisation's governance

responsible.

The final version of the International Integrated Reporting Framework was published in
December 2013. On 18 March 2014, the Integrated Reporting Committee of South Africa (IRC)
announced its endorsement of the International Integrated Reporting Committee (lIRC)

framework. Therefore, the International Integrated Reporting Framework aims at improving
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accountability, transparency and stewardship for the resources controlled by organisations, as
well as to advance integrated thinking, decision making and focusing on creating value over
the short, medium and long term (IIRC 2013: 1).

2.2.1 Integrated Reporting

According to Skae (2014: 8-9), integrated reporting is an evolving concept which, in the South
African context, has its origins in the governance principles relating to integrated thinking in
King Ill. After the inception of King IIl requirements into the JSE listings requirements, listed
companies are required to issue an integrated report for financial years commencing on or
after 1 March 2010 on a ‘apply or explain’ basis. Furthermore, IIRC (2013: 7-8) explains that
integrated report is a concise communication about an organisation’s strategy, governance,

performance and prospects.

Integrated reporting is a combination of different levels of reporting including financial,
management commentary, governance and remuneration, and sustainability reporting into a
summary that depicts an organisation’s ability to create and sustain value. The processed data
expected to be included in the integrated report should provide a meaningful assessment of

the long-term viability of the organisation’s business model and strategy.

The International Integrated Reporting Framework explains that integrated thinking considers
the relationships that exist between various operating and functional units and the six capitals
that the organisation uses. An integrated report is a succinct statement about how an
organisation's strategy, governance, performance and prospects, with respect to its peripheral
environment, lead to the formation of value over the short, medium and long term. An

integrated report is prepared in response to existing compliance requirements (IIRC, 2013: 1).

Melloni, Caglio and Perego (2017: 220-238) posited that the introduction of the Integrated
Reporting Framework of 2013 represented an endeavour to link an organisation’s financial and
sustainability performance in one integrated report. The integrated report should disseminate
precise information about how an organisation’s strategy, governance, performance and
opportunities, in the context of its market and macro environments, lead to creating sustainable

value. This implies that the integrated report should paint a true picture of the events that have
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taken place in the organisation and including any other projected plans of the organisations.
Melloni, et. al. (2017: 220-238) found that the early adopters of the integrated report made the
report long, illegible and unreal. In some instances where organisations’ performance was
poor, the integrated report lacked precision and relevance. This created an opportunity for

management to manipulate the report and misrepresent the information.

Skae (2014: 9) explains the guiding principles underpinning the preparation and presentation

of the integrated report as the following:

e Strategic focus and future orientation: This is the provision of insight into the organisation’s
strategy, and the optimisation of capitals over time.

e Integrated of information: The report should be representative of the entire organisation
and its value chain over time.

e Stakeholder engagement: The report should highlight the nature and quality of the
organisation’s stakeholder relationships.

e Materiality: The integrated report should disclose information that will diminish the
organisation’s ability to create value over time.

e Reliability and completeness: The financial information must be free from error and bias
and represent what it purports to represent. The user must be able to depend on the
accounting information. Everything that is pertinent must be included in the integrated
report.

e Consistency and comparability: Conformity from one accounting period to another period
and within the same accounting period in respect of policies and procedures. It must also
enable the users to identify similarities in and differences between two or more sets of

accounting data.

Adams, (2017: 906-931) stipulated that the I[IRC encouraged management to take
responsibility for integrated reports and to disclose the nature of their oversight of its
preparation. This is in line with the logic that management are responsible for organisation’s
strategy and thus delivering on the strategy is dependent on sound risk governance.

Proponents of integrated reporting argue that the multiple capital model of integrated reporting
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could further facilitate the integration of sustainability issues into corporate thinking, whilst
critics contend that it has not lived up to its promises on sustainability disclosures. Furthermore,
there are rebellious voices with regard to attempts to connect sustainability accounting and
reporting with increasing value. A desired purpose of sustainability reporting is accountability

to key stakeholders rather than only creating value for shareholders.

Stakehoider
engagement and
relationships =

. Risks and
opportunities }

Strategy
and resource
allocation -

Remuneration and
nomination committee

Audit committee

" Performance
and outlook

Figure 2.1: Components of a business environment
Source: International Integrated reporting Council (2015)

In Figure 2.1 above, the board of directors is shown as the custodian of the business strategy
and hence responsible for creating sustainable value. Furthermore, Figure 2.1 depicts the
interconnectedness and importance of the business components in creating sustainable value
(IIRC, 2015). Therefore, the alignment of key components such as stakeholder engagement,

governance, risks and opportunities, strategy and resource allocation, performance and
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outlook and remuneration is vital. The interdependence of these components is critical to

organisational success.

According to de Villiers, Rinaldi and Unerman (2014: 1042-1067), integrated reporting has
quickly increased significant conspicuousness subsequent to the development in 2010 of the
lIRC. In South Africa, where integrated reporting is a JSE-listings criterion, instructions for
integrated reporting were available before the development of the IIRC (Cheng, Green,
Conradie, Konishi & Romi, 2014: 90-119).

Table 2.1: Overview of Integrated Reporting Framework's principles-based

requirements

Fundamental o o
Guiding Principles Content Elements
Concepts
L casia 1. Strategic focus and future 1. Organisational overview and
. Capitals ; _ ;
orientatifil external environment
Financial 2. Connectivity of 2. Governance
information
Manufactured 3. Stakeholder relationships 3. Business model
Intellectual 4. Materiality 4. Risks and opportunities
Human 5 CoEEE 5. Strategy and resource allocation
Social and 6. Reliability and 6. Performance
relationship completeness
Natural 7. Consistency and 7. Outlook
comparability
2. Creation of _ _
8. Basis of presentation
value

Source: Stent and Dowler (2015: 92-117)
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Table 2.1 above depicts the critical elements of the integrated report. The fundamental
concepts constitute the capitals organisations have at their disposal. The organisations use
the capitals to create sustainable value for the stakeholders. On the other hand, the issue on
what is contained in the integrated report and how the information is presented lie in the seven
guiding principles. Whereas, the content elements are used by the stakeholders to assess the

organisation’s ability to create value (Stent & Dowler, 2015; 92-117).
2.2.1.1 Capitals

Capitals form the cornerstone of value creation. The organisation should account on how it
links the inputs with opportunities and risks, strategy and performance. Furthermore, the
organisation should highlight the long-term business model success of initiatives that
encourages efficiency and effectiveness of business activities, such as process improvements,
employee training and relationships management. The business outcomes should be detailed
and require consideration of the whole value chain rather than that owned or controlled by the
organisation (PwC, 2013: 11-12).

e Financial —refers to the pool of funds available to the organisation. Therefore, management
should use these funds to create value for stakeholders.

e Manufactured — refers to buildings, equipment, infrastructure, plant, machinery and other
tangible assets. Management should exploit these physical assets to create value for the
stakeholders.

¢ Intellectual —refers to the knowledge based on intangibles available to the entity. Examples,
patents, copyrights, software, licenses and rights, systems, processes, procedures and
protocols, brands, goodwill and technological advances. This also includes the reputation
of the organisation as built by management.

e Human - the competencies, capabilities and experience of the management and staff
available to the entity. The ability of employees to understand, develop and implement the

organisation’s strategy.
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e Social and relationship - the relationships established within and between institutions,
communities, group of stakeholders and other networks which enhance individual and
collective wellbeing. This includes relationships with customers, suppliers and partners.

e Natural - the renewable and non-renewable environmental resources that provide goods

and services that support the value creation of the entity.
2.2.2 Integrated Reporting Challenges

Du Toit, van Zyl and Schiitte (2017) stipulated that stakeholders depend on integrated reports
that are of high quality, for effective decision-making. Recent literature depicted weaknesses
on integrated reports that exclude items of social, environmental and ethical information.
Therefore, it is safe to say that there is confusion, clutter and fragmentation in the integrated

reporting domain.

However, Stubbs and Higgins (2014) argue that integrated reporting has not fortified
progressions in disclosure systems. Rather, in spite of an absence of fundamental change, the
early adopters showed a more adjusted approach with greater engagement between internal
stakeholders. The current integrated reporting speaks to a change from sustainability reporting
instead of a drastic development encouraging change; and the absence of complete standards

may suppress more across the board reception.

The modelling of the integrated reports in 2014 had a long-term focus on impending actions
and plans aiming precisely on value creation. This contradicted the original 2010 prominence
on stakeholders and accountability for the impact of organisational activities. This shift implies
that the target group for the integrated reporting is now fundamentally different from that of
sustainability reports. While sustainability reporting was targeted at giving social,
environmental and economic information to a variety of stakeholders, integrated reporting now
seeks to present information related to expansive risk assessment and prospective future value

growth thus alluring to funders and possible stakeholders (Stubbs & Higgins 2014).
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Table 2.2: Common Integrated Reporting deficiencies and related principles of

systems thinking

Common deficiency Related principles

The lack of integration in reporting processes as o -
; 1. The big picture thinking
well as oversight of these processes

_ o 1. The big picture thinking; 3. Soft
The lack of reporting against industry benchmarks o
indicators (refer to table 2.1 above)

The lack of reporting on uncertainties in the 6. Cause and symptom (refer to table 2.1

entity’s future outlook above)

Source: Stent and Dowler (2015: 92-117)

Table 2.2 above depicts the common integrated reporting deficiencies. These deficiencies
have a direct impact on value creation. The lack of integration in reporting processes
contradicts the big picture thinking. The lack of reporting against industry benchmarks short
changes stakeholders from understanding the business environment in its entirety. The lack of
reporting on uncertainties reflects on managements’ inability to comprehend the organisation’
challenges (Stent & Dowler, 215: 92-117).

2.2.3 Integrated Reporting — South African perspective

According to Dumay, Bernardi, Guthrie and La Torre (2017: 461 - 480), there are two (2)
differing views on the influence of the integrated reports. According to evidence from the South
African organisations, the integrated reports provide useful information only to investors as

compared to the rest of the stakeholders.

The South African integrated reporting trial has not been an instant triumph. In South Africa,
King Il also incorporated wider concepts of sustainability. It is mandatory that the leadership
of an organisation accept the belief of integrated sustainability performance and reporting
(Institute of Directors of Southern Africa (IoDSA), 2009: 11). The King Il moral approach,

founded in the sustainability perceptions built up in the South African Constitution that powers
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commitments upon people and juristic individuals, including business associations, for the
affirmation of basic rights. This infers business affiliations should be dependable subjects and

they could be responsible for all the data that they scatter to partners (IoDSA, 2009).

Both the Integrated Reporting Committee of South Africa (IRCSA) (2011) and International
Integrated Reporting Council (IIRC) (2013) concede that effective integrated reporting will take
time as organisations find it challenging adapting to the changes in reporting systems and
cultures (King, 2012). In a recent report supported by the ACCA to audit the first sets of
integrated reports confirms the challenges being encountered by preparers and that there is
room for improvement (Solomon & Maroun, 2012). Likewise, analysis of integrated reporting
improvements by leading South African companies have uncovered a number of limitations in
disclosure tendencies and have recognised prospects for better amalgamation of key
performance methods (PwC, 2013; PwC, 2014).

Atkins and Maroun (2015: 197-199) reiterate that there has been no research exploring the
views of various stakeholders on the country’s original set of integrated reports. In particular,
how the country’s main influential stakeholders have responded to the integrated reporting
initiative has not yet been dealt with. Given that, influential stakeholders are the principal
consumers of integrated reports (IIRC, 2013), with the capacity to influence how organisations
are disseminating information to the stakeholders, interrogating their views on these reports is

important. In Figure 2.2, the integrated report has had some mixed reviews.
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Figure 2.2 Summary of reactions to integrated reporting
Source: Atkins and Maroun (2015: 197-221)

As a result, of the mixed views depicted above, the researcher argues that there in clearly lack
of consensus on the function and purpose of the integrated reports. Although Figure 2.2
represents views of investors, such glaring evidence of discontent by stakeholders is depicted
by the study. The view of the integrated reports as bulky and not serving any purpose in
delivering quality information can be linked to the study. The researcher posits that with the aid
of the SlI, the view of the stakeholders will be swayed towards acceptance of the integrated

reports.
2.2.4. Overview of the Contents of the framework

As indicated by the IASB (2017), the purpose of integrated reports is to give integrated
information about the reporting organisation that is important to present and potential
stakeholders, lenders, and creditors in making decisions around providing resources to the

entity.
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It is consistent to say that the Framework:

e seeks to guarantee that accounting principles have a steady way to deal with critical
thinking;

e assists the IASB in the improvement of accounting principles;

e is not a standard, but a manual for the preparers of integrated reports to empower them
to determine accounting issues that are not addressed directly in a standard;

e is a fantastically imperative and persuasive document that enables users to

comprehend integrated reporting;

2.2.5 International Integrated Reporting Standards (IFRS)

According to Nisbett and Sheikh (2007: 10-12), IFRS are standards based accounting
principles underlining the spirit of the accounting rules as opposed to strict adherence to an
arrangement of written requirements. Standards based frameworks support innovativeness in
integrated reporting which considers control of the outcomes. The effect of the IFRS goes a
long way past integrated reporting; it influences many key decisions that organisations must
make. IFRS are not just complex; they are continually advancing. Integrated reporting experts

confront a continuous challenge to stay informed concerning IFRS requirements.
2.2.6 Accounting Principles

According to Pretorius, Venter, Well and Wingard (2006: 5-8), accounting is founded on the

following core principles:

o The business entity concept — implying that the financial affairs of a business be kept
entirely separate from the financial affairs of the owner. It further elaborates that a
business has a life of its own distinct from that of its owner.

o The going concern concept — meaning that integrated reports are prepared on the
assumption that a business will continue operating for the foreseen future.

o The principle of conservatism — is based on the assumption that integrated results are

presented in a conservative manner, possibly even in a pessimistic manner.
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o The matching principle — stipulates that income and expenses are recorded in the
correct period. It further implies that, expenses incurred with the effect of producing
income, both income and expense must be against each other in the same set-off
integrated reports.

o The cost principle — implies that assets will be valued at historical cost. This means that
assets are recorded at original cost.

o The consistency principle — implies that there should be conformity from one accounting
period to another period and within the same accounting period in respect of policies
and procedures.

o The materiality principle — covers the disclosure of items of importance to the

stakeholders.

As alluded by Adams (2017: 906), management utilises the financial information given in
integrated reports to make financing, investing, operating and dividend decisions, and to

assess the accomplishments of past decisions in expanding the value of the organisation.
2.3. STAKEHOLDERS

According to Donaldson and Preston (1995: 65-91), the definition of stakeholders depends on
their legitimate interest in an organisation. Freeman (1984: 46) posits that the meaning of a
stakeholder in an organisation involves any group or individual who can influence or be
influenced by the achievement of the organisation’s objectives. Lozano (2005) and Pfeffer and
Salancik (1978) concur that stakeholders such as employees and customers are critical for
organisational success. These stakeholders provide the organisation with necessary
resources. Post (1989: 28-35) stipulates that organisations that have close relationships with

stakeholders have a strategic advantage when it comes to the bad news as well as the good.

Furthermore, organisations that consider their stakeholder needs and interests trust each
other. Organisations that listen to stakeholders, consider stakeholder needs and letting their
viewpoints inform decisions does not imply giving up their managerial responsibilities. Strategic

leadership acknowledges input and evaluates it in establishing the best decision for the
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organisation as a whole. Hutt (2012) reiterates the importance placed on understanding

relationships with its stakeholders.

Whereas, Spitzeck and Hansen (2010: 378-391) argue that no observed research has
evaluated how stakeholder input is taken into account on the corporate level. On the other
hand, Post (1989: 28-35) postulates that the survival of an organisation depends on the quality
of the people who are in the organisation and the institutional values that these people share.
Therefore, the organisation’s commitment and communication must take the interests of all

stakeholders into consideration.

Steyn, Warren and Jonker (2001: 5) stipulate that the business objective of wealth
maximisation is linked to profits and risks undertaken. Furthermore, Bender and Ward (2009:
23) explain that some shareholders keep their shares for many years, while others will do so
for a matter of months, days or perhaps hours. Some will be content to wait for the business
growth to be reflected in the share price while others may, through the judicious use of

derivative contracts, have a vested interest in seeing the share price fall rather than rise.

Brigham and Ehrhardt (2005: 507-509) further assert that managers should evaluate the
effects of alternative strategies on their organisations’ values. This really means forecasting
integrated reports under alternative strategies, finding the present value of each strategy’s
cash flow stream, and then choosing the strategy that provides the maximum value. Jensen
(2005: 8-21) affirms that the principle contender for value creation as the corporate goal is
stakeholder theory, which contends that managers should make decisions in order to assess
the interests of all stakeholders in an organisation, including creditors, workers, customers,

interest groups, and government officials.

The above references attest to the symbiotic relationship that exists between the stakeholders
and their organisations of interest. Furthermore, the relationship between stakeholders and
management is pivotal in the process of value creation. Therefore, management have a
responsibility to act ethically and with integrity towards their stakeholders. In pursuance of

value creation, it is imperative that management makes stakeholder satisfaction a priority.
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2.3.1. Stakeholder and value creation

Stakeholder management is one of the approaches that links to the concept of value creation
for stakeholders. According to Heitel, Kampf-Dern, Pfnir, (2015: 224-244), stakeholder
management is about effective management of stakeholders in ensuring value creation in the
long-term. Barnett and Salomon (2012) reiterate that stakeholder management has a positive
impact on financial and corporate social performance. Stakeholder management is pivotal in
meeting stakeholder needs and satisfaction through the refinement of the organisation’s
strategy and tactics. Furthermore, Harrison, Bosse and Phillips, (2010: 58-74) stipulate that
sustainable value creation is directly linked to an enhancement in the meeting of needs valued
by the stakeholders and the quality of stakeholder engagement in contrast to applied
resources. Therefore, value creation should be improved by reducing the gap between
stakeholder needs and tangible organisation undertakings. Value creation also increases by

matching the amount to which stakeholder needs are met with the resources applied.

Heitel et.al. (2015: 224-244) posited that organisation management should treat stakeholders
fairly. Responding to one group of stakeholders favourably at the expense of the other will not
help in value creation. Therefore, management should find a balanced approach in their
mandate to fulfil stakeholders’ needs and expectations. Value creation is considered
sustainable when management take the strategic view, implying that opportunities for future

value creation are considered.
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Figure 2.3: Conceptual framework for value creation by integrating stakeholder
expectations

Source: Heitel, KAmpf-Dern and Pfnir (2015)

2.4 VALUE CREATION

Windsor (2017: 75-100) explains that value creation means an increase in net benefits. This
implies that at least one party would partake in a transaction with the motive of gaining
something. The motive must out-weight the challenges of entering in the transaction. Each
participant in the transaction benefits and takes them to a better position after the exchange

than before the exchange.
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According to Adams (2017: 906-931), Figure 2.3 depicts a value creation process of an
organisation. The corporate reporting process influences value creation process. Therefore,
factors such as macro factors, board governance, environmental, social and governance
(ESG) and long-term strategies have an impact on value creation. Figure 2.3 is an illustration
of the value chain with a business environment that is synonymous with value creation. The

absence of one factor may have a direct impact on the value created.
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2.4.1 Environmental, Social and Governance risk, strategy and value creation and the

role of macro factors

In the past decade, organisations have experienced an increase in corporate, social and
environmental disasters affecting organisation reputation, relationships with stakeholders and
profit. This phenomenon has illuminated that delivering on strategic and long term
organisational goals dependents on the effective management of ESG risks and opportunities
(Windsor, 2017: 75-100).

Furthermore, van der Vegt, Essens, Wahlstrom, and George (2015: 971-980) postulated that
the macro environment will affect both the nature of ESG risks and opportunities and how the
risks and opportunities influence value creation. loannou and Serafeirn (2015: 1053-1081)
posited that market analysts have started evaluating organisations with high CSR ratings more
positively. CPA Australia, KPMG Australia and GRI Focal Point Australia (2014) reiterate that
notwithstanding the consensus on the correlation that exists between ESG risk and opportunity

and value creation, organisations are still to include ESG risk into organisation risk reports.

Haksever, Chaganti and Cook (2004: 291-530) stipulate that value includes any type of good,
service, or act that fulfils a need or provides an advantage, which may be physical or
impalpable, including those that elevate the quality of life, knowledge and income. Therefore,
the concept of value creation lies in the substance of the transaction. The intrinsic value that
stakeholders get from reading the integrated reports. The satisfaction of a need or provision of

a benefit to the stakeholders underpins value creation.

Lepak, Smith and Taylor (2007: 180-194) and Priem (2007: 219-235) assert that value creation
is a critical in the area of strategic management. It has received extensive consideration at
both the micro and the macro levels. On the other hand, Bowman and Ambrosini (2010: 5479-
5495) and Lepak et al. (2007: 180-194) argue that there is no consensus on what value
creation is, the means by which it can be achieved, and how it can be embodied. It is not a
singularity: it is multi-faceted in need of some enlightenment. It has different meaning to various

stakeholders, customers, suppliers, employees and stakeholders.
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According to Porter (1985: 38), value is what customers are willing to pay for in exchange for
goods or services. In addition, Freeman (1984) and Nasi (1995: 19-32) state that value creation
is evaluated as interactive rather than a value-based trade between the organisation and
stakeholders. Garriga (2014: 489-507) stipulates that few studies have researched about value
creation from a stakeholder perceptive looking at how stakeholders appropriate value or the
processes or activities by which stakeholders make value. Consequently, the issue on how
organisations can treat stakeholders to create value remains a mystery. Freeman et al (2009:
9) postulate that stakeholder theory is about value creation and how to plan and control the
organisations effectively. On the other hand, Walsh (2005: 426-438) and Jones and Wicks
(1999: 206-222) concur that despite thousands of articles on stakeholder theory, research on

the creation of value and trade is recent and relatively limited.

According to Harrison et al. (2010: 58-74), stakeholder value should be comprehended in terms
of stakeholder wellbeing. Stakeholders would prefer choices or prospects that escalate their
wellbeing in the value creation process. Thus, Neville and Menguc (2006: 377-391) state that,
while stakeholder theory has conventionally measured organisation's relations with
stakeholders regarding independent, dyadic relationships, recent literature has shown that
associations exist inside an intricate system of interlinking networks. However, improved

theoretical and empirical progress of the relations between stakeholders has been inadequate.

The development of a SI seems appropriate in plugging the gap between integrated reports
and stakeholder value creation. Sl is a contemporary instrument with the sole purpose of
improving communication between stakeholders and management in refining the quality of
information both financial and non-financial compiled by management for the stakeholders.
Stakeholders have a right to information that is complete, precise and honest. The importance
of the information received from management goes a long way in empowering the stakeholders
in decision-making. Freeman and McVae (2001: 195) reiterate that as the business world
becomes continuously unstable, interrelated and as the borders between organisations,
industries and our public and private lives end up plainly obscured, a stakeholder approach

has to instruct us about both ethics and value creation.
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Freeman, Harrison, Wicks, Parmar and Colle (2010: 28) argue that a stakeholder approach to
business is about creating as much value as possible for all stakeholders. On the other hand,
Lerro (2011: 3-15) says that most of the academic and managerial debate interprets
organisational success, performance improvement and competitiveness prevalently in terms
of creation of economic value. However, this vision presents some shortcomings and therefore
needs correction and incorporation according to a wider reading of the dimensions shaping the
organisational success. In particular, it is widely recognised that the creation of economic value
represents a fundamental component for the growth of an organisation, but it is no longer

exclusively able to expound the dynamics of organisations’ effectiveness.

However, Norman and Ramirez (1993: 65-77) and Vicari (1991) insist that value creation is
intrinsically about identifying and using different kinds of resources to create the conditions for
an organisational system to survive through gaining competitive advantage and creating
sustained superior performance. On the other hand, Lerro (2011: 3-15) argues that the new
focus on organisational value creation is highly problematic. In fact, despite the attention paid
to organisation competitiveness, many issues remain outstanding when investigating the

characteristics of organisational value creation.

Porter (1990) stated that conventionally, it is possible to follow two main perspectives focused
on an economic and financial understanding of the organisation, referring essentially to the
concept of organisations’ attractiveness and the environment able to support the creation and
the sustainability of a competitive advantage. Donaldson and Preston (1995: 65-91) and
Freeman (1984), consider value creation as the ability of an organisational system to manage
its performance in an integrated manner in order to satiate the wants and the wishes of its key-

stakeholders through the definition, implementation and control of effective value propositions.

Despite organisations progressively accepting the significance of a stakeholder value-based
approach to their organisation, they still fail to identify their key stakeholders and the related
wants and needs, their value propositions or the value creation mechanisms and the impact of

the value creation dynamics on the different stakeholders.
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Figure 2.5 depicts that the relationship between an organisation and stakeholders must be as
important as the objective of profit maximisation. An organisation that takes care of its
stakeholders will be able to meet its profit maximisation objective. A focus by an organisation
on creating a conducive environment for all stakeholders is a recipe for success. Focusing on
the profit alone is not enough to meet stakeholders’ needs. Therefore, the strategic approach

of focusing on both stakeholders and profit balances the value creation equation.

According to Windsor (2017: 75-100), value creation is the accumulation of an excess from
doing business, other transaction, investment, or relationship. Therefore, value creation
constitutes the net benefits. On the other hand, the shareholder point of view is that
organisations are primarily instruments of its proprietors and their corporate reason for existing

is to amplify long-term shareholder wealth creation.

Shareholders are the owners of an organisation, and they purchase stocks because they want
to earn a good return on their investment without undue risk exposure (Brigham & Ehrhardt,
2005: 7). In most cases, shareholders elect directors, who then hire managers to run the
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organisation on a day-to-day basis. Neesham and Freeman (2016: 207-229) argue that the
organisation should create value, meaning that there is more to business than pursuing
shareholder interests. Argandond (2012) posits that there is more to value than economic
value. Therefore, value creation means a business commitment to responsible consumption.
As Freeman, (2010: 8) postulates that in the long term, stakeholder interests are inherently
connected, and therefore, more focus is be given to the different kinds of value that may be

relevant to this nexus of interests.

Therefore, the Sl is to be the catalyst of value creation for stakeholders. The Sl has the
following consolidated attributes: corporate governance, integrated measures, non-integrated
measures, value creation and the integrated report. The Sl is the road map of value creation
for the stakeholders and illuminates the salient information on the organisation’s strategic
focus, strategic execution, implementation, customer satisfaction, scenario planning,
stakeholder engagement, value analysis and cash flow management. The Sl further enhances
communication between management and stakeholders. Management is obligated to address
all the stakeholders’ needs. The disclosed information must be free from bias, transparent,

concise, honest and accurate.

Harrison and Freeman (1999: 479-485) advocate for more robust ways of measuring
stakeholder effects to open research that goes beyond the entrenched dichotomy of economic
versus social firm performance. Stakeholder groups have shared objectives, and hence,
stakeholder objectives are logically and causally prior to stakeholder effects and measuring
objectives. Furthermore, Freeman and McVae (2001: 189-195) state that the background of
stakeholder theory emanate from managers being rocked by extraordinary levels of ecological
instability and shift. They suggest that, as the business world becomes ever more unstable
and interrelated and as the borders between organisations, industries and our public and
private lives become uncertain, a stakeholder approach has more and more to tell us about

both values and value creation.

Freeman, Harrison and Wicks (2007: 172) believe that the following macro changes make

organisations more complex and volatile:
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a) The liberalisation of markets,
b) The liberalisation of political institutions,
c) The advent of conservationism and other collective values, and

d) The innovation of information systems.

According to Freeman et al. (2007, 26), the following stakeholders have experienced

considerable transformation since the start of the 215t century.

i. Clients;

ii. Traders;

iii. Workers;

iv. Societies; and

v. Shareholders.
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Figure 2.6 above depicts the stakeholder’s interests and their dependency on each other. The
figure further shows the network of relations between the stakeholder interests. On the other
hand, Figure 2.6 shows that the relationship between the stakeholders goes beyond the
confines of any timeframes and occur all the time. Thus, this network model assumes that
shareholder value is neither residual nor unlimited, but distributed concurrently with other

stakeholder values, and is at the same time limited by other stakeholder interests.

The quality of the relationship epitomises a value creation system. Such a system is
characterised by business soft skills in the form of effective communication, provision of

strategic goals, market presence, competitive edge and brand reputation. The objective to
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make profit should not overshadow stakeholder engagement. Stakeholders and profits are
synonymous with value creation. Transparency and accountability are the biggest currencies

of value creation.
2.4.2 Value

According to Prahalad and Ramaswamy (2004: 5-14), the importance of value and the
procedure of value creation are quickly moving from an item and organisation-driven view to
customised buyer encounters. Informed, networked, engaged and dynamic buyers are
progressively co-creating value with the organisation. The collaboration between the
organisation and the customer is turning into the locus of significant value creation and value
extraction. As value shifts to experiences, the market is turning into a forum for discussion and
associations between shoppers, buyer groups and organisations. It is this exchange, access,
straightforwardness and comprehension of risk benefits that is vital to best practice in value

creation.

Furthermore, Moller and Torronen (2003: 109-118) say that the value-producing potential of a
supplier can be assessed reasonably well only in the case of the core value, where there is
sufficient benchmarking information in the form of existing alternative offerings and solutions.
A priori evaluation of the costs and benefits of value added and, especially, future value
projects are problematic, because the realisation of the value is dependent on the development

of multiple partners, technologies and industries.

Bosse, Phillips and Harrison (2009: 447-456), further state that the assumption that integrated
managers behave in a boundedly self-interested manner promises fruitful new insights for
strategic management. A growing literature spanning multiple disciplines indicates most
managers' selfish, value-maximising behaviours are bound by norms of fairness. Rather than
being purely self-interested, people behave reciprocally by rewarding others whose actions
they deem fair and willingly incurring costs to punish those they deem unfair. Furthermore,
Bosse et al. (2009: 447-456) reiterate that economists show that employers who are perceived
as paying fair remuneration by their employees generate comparatively more value due to the

positive reciprocal behaviour of those employees.
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Jensen (2005: 8-21) further states that if value creation is the overarching organisational goal,
the process of creating value involves much more than just holding up value maximisation as
the hierarchical target. As statement of organisational intention or vision, value maximisation
is not probably going to take advantage of the vigor and drive of workers and managers. Thus,
in addition to locating value maximisation as the organisational scorecard, top management
must deliver a corporate vision, strategy and tactics that will bond all the organisation's

communities in its efforts to compete and add value for stakeholders.
2.4.3 Value Co-Creation

With reference to value creation, Gronroos and Voima (2013: 133-150) and Cova, Ezan and
Fuschillo (2013: 115-133) defined co-creation as the joint, collaborative, concurrent, parallel
procedure of producing novel significance, both substantially and symbolically. Furthermore,
Dalli (2014: 643-683) highlights that co-creation is developing as a new thinking permits
organisations and customers to generate value through partnership. Since the early 2000s,
co-creation has spread swiftly through theoretical essays and empirical analyses, challenging
some of the most important pillars of capitalist economies. Similarly, Prahalad and
Ramaswamy (2004: 4-9) and Vargo and Lusch (2004: 1-17) concur that value is usually
determined before a market exchange takes place. From the co-creation standpoint, suppliers
and customers are, conversely, no longer on opposite sides, but co-operate with each other
for the development of new business opportunities. The definition of value differs radically from

the traditional demand versus supply model.

On the other hand, Vargo and Lusch (2008: 1-10) define co-creation as a supplementary
conception that encompasses all the specific theoretical and empirical occurrences in which
companies and customers generate value through interaction. Thus, Prahalad and
Ramaswamy (2000: 79-90) define co-creation by recognising the varying roles in the market
place. Customers and suppliers co-operate and fundamentally collaborate past the price
scheme that conventionally intercedes supply-demand relationships. They contemplate

consumer and business markets, as well as customers and suppliers’ relationships.
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Therefore, within the value chain, all stakeholders have a responsibility to contribute towards

value creation. Stakeholders are not mere recipients of value but also creators of it.
2.4.4 Theories of the organisation and value creation

Descriptive stakeholder theory focuses on the narrative and enlightenment of organisation
features and conduct. It is imperative that to understand how various stakeholders’ interests
impact organisation decisions. It further interrogates whether particular stakeholders are
treated differently from others. The descriptive stakeholder theory questions whether

organisations acknowledge the existence of stakeholders (Koll, 2015: 141-252).

On the other hand, normative stakeholder theory reiterates that an organisation should
consider the interest of stakeholders due to the mandate it has on society. Normative
stakeholder theory questions why organisations should consider the interest of stakeholders
(Koll, 2015: 14-252).

Demand for

Predicted/discovered Created
value
Supply of value
Bureaucratic theory
Extracted/discovered Team production

Transaction cost economics

Behavipral theory

Entrepreneurial ToFs

Created
Value chain

Austrian economics

Figure 2.7: Existing theories of the organisation

Source: Kraaijenbrink, Spender and Groen (2010)

As depicted in Figure 2.7 the bureaucratic theory undertakes that value needs to be discovered
from the people and assets within the organisation and that the demand for value can be

estimated in contrast to an Austrian economic view which undertakes that both the supply and
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the demand side of value are made. According to Connell (2007: 300-312), the Austrian
economic view on the organisation postulates that the value of resources is determined

through their subjective attributes, implying that value is a subjective attribute.

Value creation is an obligation undertaken by organisations for sustainability. An organisation
that fails to create value would have failed to add value to stakeholders and the remainder of
the value. Thus, the organisation would find it difficult to justify its existence. This view is
supported by Kraaijenbrink, Spender and Groen (2010: 349-372), who depicted that
stakeholders recognise value differently and thus that integrated reports may have different
value to different stakeholders. Kraaijenbrink et al. (2010: 349-372) continued to reiterate that
value creation is a purposeful action aimed at specific stakeholders. Therefore, value creation

is dependent upon how both management and other stakeholders perceive value.
2.4.5 Corporate Reputation as Value Enabler

According to Puncheva-Michelotti and Michelotti (2010: 249-273), corporate reputation
influences the relationship between different stakeholders, such as employees, consumers
and members of the community, and the firm itself. During economic turmoil, organisations
with better reputations have greater access to highly skilled employees. Thus, corporate
reputation is an intangible asset of the business. Therefore, organisations should manage their
reputations in ways that contribute to their ability to attract customers, employees, stakeholders

and the support of local communities.

Jagersma (2009: 339-344) avers that the secret is to choose and build a corporate reputation
that is distinctive, value creating, leverageable, and embedded in a sustainable stakeholder
management approach. Caruana (1997: 109-118) comments that an organisation with a good
overall reputation owns a valuable asset. Furthermore, Roberts and Dowling (2002: 1077-
1093) reiterate that corporate reputation is a critical resource because of its ability for value
creation and because it is intangible character makes it difficult for competitors to copy.

According to Harkness (1998: 264-267), honest disclosure is essential in public reporting, but

it also carries a degree of risk. When a socially responsible organisation falls short of its goals,
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it must say so. The only way to satisfy the demands of stakeholders is to be scrupulously

honest, because this is the only way an organisation can hope to live up to its ideals.

While research has considered the importance of stakeholders involved in corporate decision-
making (Bird, 2001; Sutton, 1993; Turnbull, 1994; White, 2006; 2009), apart from anecdotal
evidence, Lewis (2000), and Mirvis and Googins (2006) profess that no empirical investigation
has evaluated how stakeholders’ input is considered at the corporate level. Thus, the critical
issues about stakeholder governance mechanisms are on stakeholders’ influence on
organisational decision-making and help aligning the worldviews of those inside and outside

the organisation. Thus, the motivation of developing a SI emanates from such observations.

In addition, Spitzeck and Hansen (2010: 378-391) state that there are two important
dimensions of stakeholder governance, namely, power and scope. Power refers to the level of
influence stakeholders have in corporate decision-making. The two extreme poles of power in

corporate decision making are:
e Non-participation in which stakeholders do not have any voice in decisions and
e Stakeholder power in which stakeholders possess the power to decide.

Scope refers to the breadth of power in corporate decision-making and usually extends from
deciding on isolated local issues to decisions affecting the general business model of the
organisation. The researcher posits that the stakeholder power to decide and influence
decision-making sits at the centre of value creation. The ability to shape the future of the
organisation through consistent engagement with management relays the fundamental aspect
of transparency and value creation. A transparent and accountable environment is a recipe for

Success.
2.5 FINANCIAL AND NON-FINANCIAL MEASURES AND VALUE CREATION

Stivers, Covin, Hall and Smalt (1998: 44-49) stipulate that monitoring the organisation’s
performance means more that than just looking at financial data. Organisations are using non-

financial measures as litmus to financial performance. Furthermore, Anderson (1999: 9-19)
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reiterates that organisations’ reliance on financial measures alone is a limiting factor in value

creation. The focus on past performance intervals tends to encourage short-term planning.

On the other hand, Kaplan and Norton (1992: 71-79) argue that the conventional models of
performance management emphasise on maximising the wealth of shareholders and suggest
that conventional accounting-based performance measures are inappropriate in today's
volatile economic and intricate competitive environment. For this reason, they also argue that
the discontentment with conventional forms of accounting and management information has
led to non-financial performance (NFP) receiving a lot of attention in management accounting

literature.

Non-financial performance measures are subjective in nature but in time can be quantitative.
Moreover, Kaplan and Norton (1992: 71-79) found several non-financial factors that contribute
to financial performance; namely, happy employees increase customer satisfaction and lead
to favourable returns on capital. Schiff and Hoffman (1996: 134-151) and Ittner et al. (2003)
assert that there is proof suggesting that management fail to recognise non-financial
performance measures when evaluating business units. Therefore, such behaviours can
undermine organisational strategic priorities. Kaplan and Norton (1996: 75-85) reiterate that if
non-financial measures are continuously ignored then management’s decisions are likely to

create value in the short-term at the expense of stakeholder long-term value creation.

Accordingly, DeBusk, Killough and Brown (2015: 61-89) explain that proponents of
management accounting information have been critical of organisations whose performance
measurement system is dominated by conventional financial measures. Thus, Ittner and
Larcker (1998: 205-238) reiterate that traditional financial measures are often characterised as
being backward looking. In 1994, the American Institute of Certified Public Accountants
encouraged organisations to report more on forward-looking information and non-financial
measures for key business processes. The American Accounting Association Integrated
Accounting Standards Committee (2002: 353-362) urged the FASB to encourage the reporting

of non-financial measures in order to bring credence to external reporting.
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Stivers, Covin, Hall and Smalt (1998: 44-49) stipulate that the balance scorecard approach is
designed to equalise the financial measures with non-financial measures. The approach aligns
objectives and performance measurement with the vision and strategy of the organisation, thus

tying measurement to both the long-term and short-term goals of the organisation.

According to Norton, Contrada and LoFrumento (1997), the balanced scorecard perspective
on the customer measures such things as short lead-time, on-time delivery, innovative
products, or the importance of a close relationship with their supplier. The internal perspective
measures cycle time and productivity and tries to identify new processes that are important in
achieving customer and financial objectives. The learning and growth perspective measures
employee satisfaction, productivity and retention as well as the drivers of these outcomes such

as critical skills development. The last perspective is the traditional financial perspective.

Moreover, Low and Siesfeld (1998: 24-38) argue that management accuses stakeholders of
being too short-term, profit oriented in its assessments of share value. The difficulty of making
strategic investments in such an environment is widely bemoaned. Major stakeholders'
decisions, are significantly influenced by non-financial performance information. It turns out
that over a third of the typical stakeholder's allocation decision is attributable not to the financial
but to other information on performance areas perceived to be leading indicators of future

profitability. These include:

e views of the organisation's strategic vision and the ability to execute against it;
¢ management’s credibility,
e innovations prospects in the pipeline; and

e the ability to attract talented people.

Likewise, those analysts who rely more heavily on non-financial information are the ones
producing the most accurate earnings forecasts. Not surprisingly, the type of non-financial
information influencing stakeholders varies substantially and predictably according to the

industry under consideration.
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On the other hand, DeBusk, Killough and Brown (2015: 61-89) argue that, to overcome the
challenges of managing solely with conventional financial measures, many organisations have
adopted new performance measurement systems that utilise a combination of financial and
non-financial measures. Accountants generally prefer using financial measures than non-

financial measures, thus, giving reason for their bias toward financial measures.

Clearly, in a business environment marked by rapid change and on a playing field levelled by
ubiquitous access to information, stakeholders do not rely simply on past financial performance
to assess prospects for future success. The best of them owe their prescience to a deeper
understanding of the business model of a given firm and a superior ability to gain insight into
the performance of key, leading-indicator areas. The useful discoveries are in the details (Low
& Siesfeld, 1998: 24-38). Table 2.3 below depicts a comparison between financial and non-

financial measures.

Table 2.3: The essential differences between financial and non-financial measures

Financial Measures Non-Financial Measures
Not many There are many and replicate quickly
Regulated by accounting agreements Too many to be regulated

Closely connected, often subsets of each | Unconnected, frequently independent.

other

Few improvements Infinite and unavoidable.

Limited pressure to increase numbers Motivated by internal, non-financial, practical
interests and external creativities.

Direct link to financial performance Linked to financial performance and may

require statistical evidence acquired over

years.

Normally differentiates between good and bad | Changes over time.
performance
Source: Kippenberger (1996: 28-29)
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As indicated in the Table 2.3, the non-financial measures are more dynamic and most likely to
be responsive to the changing business environment. This characteristic reinforces the point
that financial and non-financial measures are symbiotic and thus, both instrumental during
performance management and decision-making. Table 2.3 further illustrates that non-financial
measures are responsive to economic times and thus more relevant and influential in value

creation.

Banker, Potter and Srinivasan (2000) explain that there has been an increasing use of non-
financial measures such as product quality, customer satisfaction and market share in
performance measurement and compensation systems. A growing body of literature suggests
that because current non-financial measures are better predictors of long-term financial
performance than current financial measures, they help refocus managers on the long-term
aspects of their actions. However, little empirical evidence is available on the relationship
between non-financial measures and financial performance, and even less known about
performance impacts of incorporating non-financial measures in incentive contracts.

Measuring business performance is the top priority for managers.
2.6 CORPORATE GOVERNANCE
2.6.1 Corporate governance and value creation

According to Dignam and Lowry (2006), corporate governance refers to a set of processes,
customs, policies, laws and institutions influencing the way organisations are managed, thus

fostering the behaviour of the organisation towards its stakeholders.

Bender and Ward (2009: 89) concur that corporate governance relates to organisations’ ability
to direct and control. It defines organisations’ duties to their stakeholders, specifically
stakeholders who finance the organisations. It also considers internal control mechanisms
such as accounting systems. Corporate governance is a way of mitigating against threat for
both the organisation and its stakeholders. As such, consideration of corporate governance is

fundamental to an analysis of corporate financial strategy.
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According to Sajie (2011: 29-44), interest in corporate governance goes beyond that of
shareholders in the performance of individual companies. The benefits of sound corporate

governance include the following:

e Elimination of the peril of falsifying integrated reports;

e Prevention of control of organisations by self-seeking managers;

e Building a strong brand equity and therefore lesser probability of reputational hazard;

e Increases the chance of organisational success. Great administration and great authority

in management regularly go together.

Therefore, good corporate governance encourages stakeholders to support the organisations
for the longer term as organisations often benefit from having stakeholders who have an
interest in the longer-term prospects.

Corporate governance as an instrument for stakeholders’ protection provides stakeholders
with control rights often neglected. Therefore, it is the view of the researcher that the Sl will
empower stakeholders in making informed decisions through the provision of precise, relevant
and summarised information. The stakeholders’ often overlooks the non-availability of
mechanisms that can force managers to repay the stakeholders. Some of the examples of
stakeholder optimism are systematic over-valuation of the shares of the organisations issuing
equity in initial and secondary offerings; the decline of profitability and share price following the
issue; concentration of new shares when the stock markets are high; and earnings
manipulation prior to issue. It is, therefore, imperative that economic and legal institutions exist
to empower the stakeholders. Corporate governance systems form the core foundation of

organisations.

Brigham and Ehrhardt (2005: 508) define corporate governance as the set of rules and
procedures used to motivate managers. It involves two primary mechanisms: sticks and
carrots. Corporate governance mechanism system makes it easier to evaluate performance of
management. It further prescribes the type of management reward plan the organisation uses.

If management reward is connected to the organisation’s share price or other value-based
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measures, then management are more likely to concentrate on shareholder wealth

maximisation than if their compensation is just a fixed salary.

Therefore, the corporate governance system complements the accounting framework in
ensuring that the integrated reports have integrity and serve their purpose in fair and honest

disclosures.

Awotundum, Kehinde and Somoye (2011) argue that it is incontrovertible that organisations
have become powerful and dominant institutions that have extended to every corner of the
globe in various sizes, capabilities and influences. Their governance has tremendously
influenced the economies as well as various aspects of the social landscape. However,
stakeholders are losing trust in these organisations as they see a diminution of market value.
More so, with the emergence of globalisation, there is greater de-territorialisation and less
government control resulting in a greater need for transparency and accountability. Hence,

corporate governance has become one of the critical issues in the business world today.

According to Talamo (2011), corporate governance varies from management. Management is
about running the organisation and corporate governance is about making sure that the
organisation runs properly. In analysing corporate governance, one has to recognise the
decision-making structures and processes connected to the production, control and
accountability that in turn, involve the monitoring, evaluation and control of organisational

agents to ensure that they act in the interests of stakeholders.

In addition, Proimos (2005) argues that the failure by organisations to provide apt and balanced
disclosure of all substantial matters relating to the organisation encourages poor corporate
governance practices. Stakeholders are oblivious of the organisation’s true performance and
its corporate governance practices. In effect, stakeholders are pricing stocks wrongly due to

misleading information.

Lindfelt and Tornroos (2006) highlighted that ethical issues have a more direct bearing on
business than before. Customers and organisations have become vigilant when making

decisions pertaining to goods and services that are produced under harmful circumstances. In
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the stakeholders’ decision making process, image, social and environmental reputation can be

decisive.

The following economic scandals highlighted ethical issues that destroyed value for the

organisations.

i) case of ENRON in the United States of America,

i) case of Parmalat in Italy,

i) case of the Brent Spar oilrig affair in the United Kingdom,

iv) case of Shell in Nigeria,

V) case of the Nestle” baby milk substitute scandal in Africa,

Vi) case of the Exxon Valdez disaster in Alaska bring ethical issues to the forefront of
business strategy, management and image building, and

vii)  case of Steinhoff international in Germany.

These types of scandals affect the relationships with authorities and destroys the
organisation’s credibility in the eyes of the public. Therefore, ethics in business influences the

value-creation process.

Adams (2017: 906-931) postulated that management actions and integrated thinking are
influenced by international integrated reporting council’s framework and the global reporting
initiative. The framework’s main objective is to specify practises of reporting. Furthermore, the
involvement of the board is considered vital and critical in integrating both environmental and
social sustainability into organisation practices. However, the evidence to substantiate the
extent to which it is done remains lacking and limited. The researcher proposes that the board
may enforce accountability through the inclusion of environmental and social sustainability key
performance indicators in management incentives programs and also signing off on
sustainability and integrated reports. According to the IIRC (2013), it is the mandate of the
board to take charge of integrated reports and to advice on the nature and extent of their

supervision of its preparation.

With reference to the above, the Sl will zoom into the main attributes of the integrated reports

that are pertinent in illuminating the organisation’s strategy, its performance, social and

49



STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

environmental factors. Management will be required to provide detailed information and thus

be transparent and accountable.
2.6.2 Breaches of Business Ethics: South African Environment

With reference to the above, the researcher posits that the lack of transparency and
accountability has adversely influenced stakeholders. There have been many instances of
organisations failing to conform to codes of good business practice. Inherent in integrated
reports is the information gap between management and stakeholders in identifying the salient

information beneficial to both parties for decision-making.

Table 2.4: South African companies fined for breach of business ethics

Company Fine Amount | Transgression

MTN R71 billion Failing to comply with legislation in Nigeria
Tiger Brands R99 million Collusive price fixing

Aveng R307 million Collusive tendering

Basil Read R94 million Collusive tendering

Haw & Inglis R45 million Collusive tendering

Murray & Roberts R309 million Collusive tendering

Raubex R58 million Collusive tendering

Stefanutti R307 million Collusive tendering

WBHO R311 million Collusive tendering

Source: Financial Mail (2016)

Table 2.4 shows some South African organisations fined due to breach of business ethics,
particularly regarding collusion. This behaviour by management depicts the lack of
transparency and data integrity presented in integrated reports. Furthermore, the fines levied
against these organisations compromised the future value of the organisations. As such,
stakeholders are affected negatively due to negligent and reckless business trading
perpetuated by management. The above organisations are reputable and have considerable

footprints in Africa and beyond.

50



STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

2.6.3 Auditor Independence

As stated above, apart from lack of honesty in disclosures, the issue of auditor impartiality
becomes a central point. According to Rennie, Kopp and Lemon (2014), auditor impartiality is
tested in circumstances where the auditor is apprehensive that the integrated reports may be
significantly mis-stated. Such apprehensions can lead to differences between auditors and
management. Stakeholders rely on the auditor to affirm their independence in the resolution of
such differences. A desire to safeguard the auditor-client relationship during an auditor-client
disagreement can be interpreted as a basis of pressure on the auditor to concede to
management wishes. In essence, the degree of independence on the part of the external

auditor becomes compromised.

Vanasco (1996: 4-48) postulated that there are three dimensions of auditor independence that

must be recognised in mitigating risk to the auditor’s objectivity. These dimensions include;

i.  Planning independence; implying that auditors must be free from any form of
interference during their audit-planning phase.

ii. Investigative independence; implying that auditors should have access to all the records
and procedures. It means that management should support the auditors as they
expedite their duty.

iii. Reporting independence; implying that auditors must present their findings without any
fear, pressure or favour. Auditors should present their evidence to the stakeholders

without any alterations.

Therefore, lack of auditor independence destroys value for stakeholders. Stakeholders rely on
the external auditors’ assurances of the state of the integrated reports. Where external auditors
fail to expedite their mandate, the ramifications of such actions tend to affect the organisation
in the long term. It is imperative that for value creation to take place, external auditors should
keep an arm’s length relationship with the organisations they audit. This reduces the probability
of bias and collusion when reporting on their findings (Whittington, Grout & Jewit, 1995: 75).
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2.6.4 Accountability and Transparency

Odongo and Wang (2018: 111-122) stated that organisational accountability is widely used to
refer to engagement strategies influencing the conduct of management. It means that
stakeholders influence the behaviour of management. Such stakeholders can embrace a
variety of strategies embodying but not limited to mobilising and adopting legal mechanisms to
administer social equality. Therefore, environmental accountability, social responsibility and
corporate governance are combined under a solitary umbrella of organisational ethics.
Management should bring about organisational revolution to ensure such a leading approach
is highly sustainable (McGrath & Whitty, 2018: 687-707).

Osborne (2004) affirms that accountability is an invaluable solution to deceit, but it is vital to
know how and to whom account should be given and how reports should be checked.
Furthermore, Hunt (2016) explains accountability as the preparedness to propose a validation
to pertinent stakeholders for one’s valuation, acts, intents and exclusion when appropriately
required as such. The straightforward method is that management can be held accountable if
they are morally culpable for an action. If some wrong occurred because of that action,

management had no lawful excuse for the wrongdoing.

According to Osborne (2004), transparency means assisting stakeholders to see into systems
and comprehend why decisions are taken. In determining to strengthen transparency, the
objective is to make it more difficult for anyone to act unethically, reducing the basis for
reasonable suspicion, and thus increasing trust. Increased transparency brings an important

change of work culture from an evasive situation of secrecy to one of honesty.

Parris, Dapko, Arnold and Arnold (2016: 222-247) posit that the call for greater organisational
transparency has become a slogan recited by the media, experts, and academics as a
promising possible solution to the recurrent ethical breaks in organisations. The lack of
openness with stakeholders has increased skepticism while decreasing trust and confidence
that organisations operate within the constraints of social, ethical, and environmental

standards. Transparency is critical in addressing stakeholder distrust and improving

52



STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

responsible management practices of organisations. Thus, transparency is a necessity in

creating a sense of trustworthiness and accountability (Choi & Sami, 2015: 3-7).

Choi and Sami (2015: 3-7) postulated that there was need for organisations to be transparent.
The shareholders initiated the need for transparency in trying to understand an organisation’s
financial position and decisions made by management. This was done as a control measure
in safeguarding their interests. The stakeholders believe that threat of disclosure could be the
catalyst that will avert future financial crises and potential scandals worldwide. Furthermore,
stakeholders believe that transparency is critical and a good measure of accountability and

good corporate governance, required in business to efficiently allocate capital and resources.

According to Jahansoozi (2006: 942-955), transparency enhances the relationship between
management and stakeholders. It is considered an important variable that elevates
accountability, cooperation, support and assurance. Accountability and responsibility are
variables found in an organisation where management processes are transparent. Jahansoozi
(2006: 942-955) highlighted that around 1990, Shell faced some serious challenges with its
stakeholders. At that time, Shell had lost touch with its stakeholders. The expectations of its

external stakeholders were not met leading to a loss of trust.

High |

Trust

“Tell
me”

“Show me”

Low H'>h
Transparency '9

Figure 2.8: Levels of trust

Source: Jahansoozi (2006)
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Figure 2.8 above depicts that as trust decreases, the need for transparency increases. This in
turn increases the level of trust. Shell’'s decision to be transparent and accountable to its

stakeholders restored the trust with its external stakeholders.
2.7 CHAPTER SUMMARY

The chapter has captured the essence of integrated reports. It has further elucidated why
integrated reports are prepared. On the other hand, the chapter also brings to the fore the
challenges of information asymmetry between management and stakeholders. Thus, creating

an information gap between management and stakeholders.

As indicated by Flower (2015: 1-17), that stakeholders value different things and Brown and
Dillard (2014: 1120-1156) arguing that integrated reports have become focused on stakeholder
management rather than on stakeholder accountability, emphasising business as usual. Van
Bommel (2014: 1157-1189) advises that the current state of integrated reports generate bias
instead of an authentic negotiation. On the other hand, Cheng, Green, Conradie, Konishi, and
Romi (2014: 90-119) highlight the ambiguity contiguous to the meanings and assessment of
capitals and complexities regarding the assurance of integrated reports.

However, the researcher was content to contribute to the academic community a framework
that complements the integrated reports in making them understandable. The stakeholder
instrument (SI) proposed a truncated version of the integrated reports that incorporates most
of the principles as prescribed by the international integrated reporting framework. This was
aligned to Abeysekera (2013: 227-245) integrated report templates that limited the reports to
less than ten pages long and included all stakeholders. Abeysekera (2014) further stated that
the report contents should be a combination of narrative, numerical and visual information to

communicate a holistic organisational picture.

The chapter further examined the literature pertaining to the various constructs that are
embedded in the integrated reports. Based on the review of the literature on stakeholder value
creation, the researcher found that the following concepts namely; corporate governance,

financial and non-financial measures are the key drivers of value creation.
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The literature review depicted that not enough research on value creation from the
stakeholders’ viewpoint existed. This is despite the fact that stakeholders play a critical role in
organisations’ success. It is through the engagement of stakeholders by management that
cultivates trust and enhances relationships. A disjointed relationship matrix leads to

organisational failure and destruction of value.

The skewing of information by management creates an environment of distrust leading to
communication breakdown with stakeholders. In the end, the consequences of such a scenario
affect stakeholders more than management. Although the preparation of integrated reports
follows rules, and principles of the international integrated reporting framework, organisations
have incurred major losses due to deliberate human error. The losses were a direct
mismanagement by humans entrusted to safeguard the resources and ensure that

organisations create value.

The next chapter introduces the conceptual framework and hypothesis development.
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CHAPTER 3:
CONCEPTUAL FRAMEWORK AND HYPOTHESIS DEVELOPMENT
3.1 INTRODUCTION

The concept of value creation has been investigated in innumerable frameworks over the
years. The previous chapter examined the concept of value creation and its importance to the
stakeholders. This chapter will explore the concept of value creation. It will discuss value
creating variables and their impact on both organisations and stakeholders. The discussion
will further depict the dimensions of stakeholder value creation. Thus, forming the basis under

which a conceptual framework for stakeholder value creation is developed.

Therefore, this chapter will recommend a framework that links different constructs with their
impact on stakeholder value creation. The projected conceptual framework will lead the
guantitative research. This will include leading the research from data collection and analysis
to establishing a correlation between the projected framework and stakeholder value creation.
The critical issue is to permit the framework to interrogate the essence of integrated reports in

stakeholder value creation.

To achieve the aim of this study, the researcher developed a stakeholder instrument to
complement the integrated reports in stakeholder value creation. The stakeholder instrument
will constitute the salient information from the integrated reports, thus heightening the levels of
transparency and accountability. The stakeholder instrument recognised five vital factors that
inspire stakeholder value creation, transparency and accountability: corporate governance,

financial and non-financial measures.

3.2 VALUE CREATION AND HYPOTHESIS

The overarching research question of the study aims to find stakeholders value creation
attributes. The purpose of identifying these value creation attributes is to help stakeholders
optimise on the use of the integrated reports in decision-making. On the other hand, the

attributes will aid management in compiling integrated reports that have meaningful, concise,
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accurate and transparent information. This section focuses on identified value creation
attributes namely: integrated reports, financial, non-financial and corporate governance in the
development of the hypothesis to answer the research question.

Research question: Are the integrated reports serving their purpose of value creation,

transparency and accountability to its stakeholders?
3.2.1 Integrated Reports

The increased corporate governance lapses and high profile corporate failures and accounting
scandals have raised serious concerns pertaining to the integrity of the accounting information
given to the stakeholders (Negash, 2009; Cohen, Dey & Lys, 2008). Furthermore, such
predominant absence of accountability and transparency and a decay in morals and ethics of
management had adversely affected stakeholders. Stubbs and Higgins (2014) alluded to the
integrated reporting failure to encourage innovation in disclosure requirements. The concerns
raised by stakeholders about lack of integrity of the information coupled with integrated
reporting challenges encouraged the researcher to find a solution to bridge the gap (Stent &
Dowler, 2015). Therefore, the advent of the solution in bridging the information gap between
management and stakeholders included developing the stakeholder instrument. The
stakeholder instrument enables stakeholders to understand the integrated reports and

subsequently the organisation.

During the development of the Sl, the researcher looked at the components of the integrated
reports together with the international integrated reporting framework. According to Skae
(2014: 9), the guiding principles that underpin the preparation and presentation of the
integrated reports are strategic focus, connectivity of information, stakeholder relationships,
materiality, conciseness, reliability and completeness, consistency and comparability. Thus,
the attributes of the stakeholder instrument were informed by these underlining principles. The
stakeholder instrument is envisaged to bridge the information gap between management and

stakeholders. It will provide stakeholders with concise and relevant information.

The stakeholder instrument represented most of the key value drivers from the integrated

reports namely; leadership, scenario planning, innovation, risk and reward, human resources,
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supplier focus, customer focus, market attractiveness and economic value analysis. These
value drivers were summarised as follows: governance, financial and non-financial measures.
Stent and Dowler (2015: 92-117) highlighted the capital resources organisations have at their
disposal. Therefore, organisations use the capitals to create sustainable value for the
stakeholders. Furthermore, Stent and Dowler (2015: 92-117) stipulated the guiding principles
that inform the integrated reports. However, the content elements of the integrated reports
measure the created value and sustainability. The study was critical in adding value to the
body of knowledge by consolidating the bulky integrated report into a two (2) page report

enabling stakeholders to focus on critical issues influencing decision-making.

The researcher used the integrated reports of organisations trading on the Johannesburg
Stock Exchange (JSE), the rationale being that the findings could be generalised across
organisations in South African. The JSE follows stringent listing rules in conformity with the

world’s best practices.

Table 3.1 below depicts the value creating activities derived from the integrated reports.
According to Low (2000: 252-262), the critical categories of non-financial performance that

determine value creation are as follows:

i) innovation

i) quality

iii) customer relations

iv) management capabilities
V) alliances;

vi) technology;

vi)  brand value;

viii)  employee relations;

iX) environmental and community issues.
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Table 3.1: Stakeholder Instrument Value Dimensions and Value Creating Activities

Di Value_: Attribute Value Creating Activities
imension
Governance | Leadership Organisational Leadership period of service
Financial Economic Value Economic Value Added (EVA™), Net Cash flows, Economic
Analysis, Profit, Net Book Value and Market Value
Risk and Reward Average Age of Assets, Off Balance Sheet Assets, WACC,
Analysis, Gearing, Working Capital, Profit Margins, Owners’ Net
Worth and Return on Equity
Scenario Planning, Fairly Certain Pr= 1, Moderate Pr= 0.8 and Risk Pr=0.6
Customer Focus Customer days
Human Resources | Employee Education, Employee Training and Development
and Staff Turnover
Non-Financial | Market Market Share, Global Footprint and Competitiveness
Attractiveness and
Ratio of New Products to Other Products and Research and
Innovation Focus Development

Source: Author’s own conceptualisation

Table 3.1 above depicts the value dimensions, attributes and their corresponding value
creating activities. The attributes and value creating activities make up the stakeholder

instrument.

Table 3.2 below represents value dimensions, elements for value creation and value

destroying per stakeholder category. This information highlights the importance of financial
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and non-financial measures as components of value creation. Table 3.2 further illuminates the

significance of each stakeholder to the organisation.

Table 3.2 Value creation and destruction for stakeholders

Stakeholder
Group

Value Dimension

Value Created

Value Destroyed

Shareholders

Financial

Non-financial

Profit  generating
and stable

organisation.

Dependable source

of income.

)] Risks of losing
investment.

i) Results of
mismanagement.

iii) Increased
product failure.

)] Uncertain about
the current and
future state of the
organization.

1)) Bad reputation.

Employees

Financial

Non-financial

Profit  generating
and stable

organisation

Friendly and
conducive working

environment.

Good management

)] Loss of
retirement
benefits due to
mismanagement
of  organisation
assets.

i) Uncertain about
job security.

i) Lack of training

opportunities.
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i) Poor
management.
Customers Financial Great quality 1)) Poor service and
products at warranty policies.
competitive price. iii) Poorly designed
products.
Non-financial Great customer i) Unsure about
service product benefits.
. i) Lack of
Product functions _ _
information about
as expected.
the product.
Suppliers Financial Increased income )] Lack of liquidity.
from strategic
alliances
Non-financial Supplier 1)) Uncertain about
development the current and
program future
environment  of
the association.
Community Financial Being a corporate i) An organisation
social investor. experiencing
_ financial
Being a good _
N uncertainty
corporate citizen.
causes trouble to
the community.
Non-financial Provision of i) Threatening  of
employment peoples’
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opportunities to the livelihood
community. through the
emission of

carbon and toxic
material into the

environment.

Source: Haksever, Chaganti and Cook (2010)

Table 3.2 breaks down the importance of each stakeholder and their expectations.
Shareholders have their capital invested in the organisation. For that reason, they expect their
capital to grow. The shareholders expect management to create value for them. On the other
hand, employees expect the organisation to improve their livelihood through the payment of
salaries and benefits. Employees expect stability and growth. Furthermore, customers Value
from the products and services they procure. Customers are critical in that, they are the income
providers for the organisations. Therefore, the organisations have a mandate to keep them
satisfied. Customers expect organisations to create value for them through the provision of
quality and low cost products and services. Suppliers are the income generators for the
organisations. These stakeholders are the heartbeat of organisations through the provision of
inputs, which are transformed into products and services. Finally, the community’s
expectations relate to job creation, donations, tax income and infrastructure improvement
initiated by the organisations. Communities further, expect organisations to protect the
environment through the provision of environmentally friendly products (Haksever, Chaganti &
Cook, 2010).

HA1l: The integrated reports provide factual and succinct information on financial and non-

financial measures for stakeholders
3.2.2 Financial Measure: Scenario Planning and Strategic thinking

According to Hirsch, Burggraf and Daheim (2013: 363-374), enumerated scenarios are hardly
implemented in organisation foresight. There is little proof in the literature of quantified long-

term models that include uncertainty in organisations, in terms of long-term planning.
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Scenarios remain qualitative images of possible futures that influence decision-making by way
of support from top management. Quantifiable models that can forecast to a mid to long-term
future are a rarity. Thus, the researcher elevated scenario planning as a direct response to the
constantly changing business environment. This entails adjusting forecasts with probabilities

of success between fairly certain, moderate and risky.

Chermack and Lynham (2002, 366-383) postulated that scenario planning is a method of
developing numerous educated, probable and abstract different future situations in which
choices may be made to influence present thinking, refining decision-making, improving
human and organisation learning and performance. Duncan and Wack (1994: 18-46)
supported this view by saying that scenario planning empower management to assess and
analyse their options. Chermack and Swanson (2008, 129-146) elaborated further by saying
that scenario planning assists management in viewing business environment differently, thus
making it a vital strategic learning tool. As indicated by Wilburn and Wilburn (2011: 164-178),
anecdotal case evidence of organisations depict that scenario planning encourages

management to be proactive as they are confronted by environmental changes.

Stakeholder Instrument for year ended ...o.vuvnisssssssnississssinnn

ACTUAL RESULTS FORECASTS
04 J{IE N6 017 2018 2[&[#:
Scenario Planning
FM Fairly Certain (probabilty of L)
FM Moderate (probability of 1.3)
il Risky (grobabiliy of 0.6

Figure 3.1: Sl presentation: Scenario Planning

Source: Author’s own conceptualisation

Figure 3.1 above depicts the power of effective planning and forecasting. Planning and

forecasting is a management process imperative and should be done with a high level of
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precision. Allocation of probabilities to the forecasts indicates that management appreciate the

uncertainty of the business environment.

3.2.3. Financial measure: Risk and reward analysis

Lambert, Emmelhainz and Gardner (1996: 1-18) reiterate the importance of organisations
sharing both the benefits and costs with stakeholders. This is an assessment of the
attractiveness and rationale of the strategic choices, to serve as a measure in making
decisions. Risk and reward analysis forms part of the integrated measures in measuring
performance. According to Haksever, Chaganti and Cook (2010: 291-304) economic value is
generated for shareholders when the organisation returns a profit and when its owner’s equity
increases. Additionally, value creation can be achieved by increasing the efficiencies, quality,
introduction of new products needed by customers, customer satisfaction and customer

loyalty.

Stakeholder Instrument for vear ended ..oovvvviiciiinniiinniniininn
ACTUAL RESULTS | FORECASTS i
2014 2015 2016 2017 2018 2020
Risk and Reward Analysis
FM Average Age of Assets
FM Off Balance Shest Assets
FM Weighted Average Cost of Capital
FM Gearing
FM Working Capital
FM Contingency Liability
FM Profit Margins
FM Customer days
FM Supplier days
FM Chwhers' Net Worth
FM Return On Equity

Figure 3.2: Sl presentation: Risk and Rewards Analysis

Source: Author’s own conceptualisation

Risk and reward analysis is a financial measure that looks at the quantitative nature of value

creation. As highlighted in figure 3.2 above, the concepts like return on equity, owner’s net

64



STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

worth, gearing and many more represent the information that stakeholders consider useful in
decision making (Lambert, et. al. 1996 & Hasever, et. al. 2010).

3.2.4 Financial measure: Economic value analysis

Economic value analysis is a measure of management’s ability to create value for the
organisation (Tulley, 1998: 193-6). The economic value analysis is different from the traditional
value analysis since it includes implicit costs. Through the economic profit, the stakeholders
are able to make informed decisions on the organisations’ performance. Economic value
analysis includes the calculation of the fundamental value (book value) and compares it with
the intrinsic value (market value). Such measurement adds value to stakeholders’ decision-
making process. Economic profit takes into account the opportunity cost of capital, whereas

accounting profit does not (Holian & Reza, 2011).

Stakeholder Instrument for vear ended

ACTUAL RESULTS FORECASTS
015 006 2017 2080 3008 2020

Economic Value Analysis
Economic Value Added (EV4)
Net Cash flow from operating activities
Economic Profit
Orgenisational Fundeamenial Value (Book Velug)
Orgemisational Infrinsic Value (Market Value)

Figure 3.3: Sl presentation: Economic Value Analysis

Source: Author’s own conceptualisation

Economic value analysis is a quantitative measure of value. Figure 3.3 above highlights that
this performance attribute is critical in illuminating the effectiveness of management processes
in achieving the organisation’s strategic goals. Stakeholders take keen interests in monitoring

the performance of their capital.
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3.2.5 Non financial measure: Market attractiveness

According to Chikweche (2013: 764-787), organisations should continually review customers’
needs and expectations due to the changes that take place in the marketplace. Organisations
must respond to market needs with exceptional products or services. Stakeholders are
attracted to organisations with basic fundamentals in place, have measurable and realistic
strategic vision and have strong leadership in place. Stakeholders want organisations that take
them seriously and create value for them. An organisation is economically established when it
meets its frequent dividends pay outs, provides a stable source of income and creates financial
security for its stakeholders. Economic safety provides control for stakeholders and enables

them to make informed business decisions (Haksever, Chaganti & Cook; 2010: 291-304).

Stakeholder Instrument for vear ended

ACTUAL RESTLTS FORECASTS
N4 0 T T

Market Attractiveness

Market Share

Global fooiprinis

Markst Growth (expectations)
Competetiveness

Size of the market

Figure 3.4: Sl presentation: Market Attractiveness

Source: Author’s own conceptualisation

Figure 3.4 above depicts that market attractiveness is a non-financial measure. The concepts
included in this category are critical to business growth and value creation. The ability of the
organisation to increase both its market share and competitiveness in the market place is

considered as a measure of value by stakeholders (Chikweche, 2013).
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3.2.6 Non-financial measure: Customer Focus

According to Bowman and Ambrosini (2010: 5479-5495), customers aim to optimise the ratio
of benefits accrued for the exchange value paid. The benefits accrued must be greater than
the cost paid. On the other hand, the success of an organisation is directly linked to its
customers. The customers bring income to the organisation. Therefore, the researcher
included the quality of the product or service offered, customer satisfaction and discounts

granted indices in analysing non-integrated measures of performance.

Stakeholder Instrument for vear ended

ACTUALRESULTS | FORECARTS
1014 1015 016 2017 2013

Customer Focus

Customer satisfaction
Product reworks

Promotions and discounis graned

Figure 3.5: Sl presentation: Customer Focus

Source: Author’s own conceptualisation

Figure 3.5 above shows that customer focus is a non-financial measure. According to
Haksever et, al. (2010), customers are the providers of income. The ability of an organisation
to satisfy its customers through provision of quality products and great customer service

creates value for stakeholders.

3.2.7 Non financial measure: Human resources

The human factor in the organisation represents, the combined intelligence, skills, and
expertise that make the organisation competitive (Bontis 1998: 63-76). It constitutes the
cornerstone of a successful organisation. When employees’ objectives align with those of the

organisation, success is unavoidable. Employees’ education, training and development, well-
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being and satisfaction play a role in an organisation’s value chain. Furthermore, high staff

turnover is an indicator of uncertainty and hence a value destroyer.

Stakeholder Instrument for year ended

ACTUALRESULTS

| FORECASTS

2014

015

w6 2007 0is[308  2000

Human Resources

Empioyee Education

Emplayee Training and Development
Employee well being and satisfaction

Staff complement

Figure 3.6: Sl presentation: Human Resources

Source: Author’s own conceptualisation

Figure 3.6 shows a human resources concept.as a non-financial measure. Bontis (1998)

acknowledged that employees are an essential component of the organisation’s success. It is

therefore, imperative that management focusses on employee development programs to keep

them motivated and goal oriented.

3.2.8 Non financial measure: Supplier focus

According to Gouillart, (2014: 2-8), suppliers are the providers of resources necessary in the

production process. Suppliers are a source of short-term financing, through their provision of

resources for production or day-to-day operations. Therefore, the partnership between the

organisation and its suppliers is critical in business success. The researcher regards supplier

focus as a strategic panacea to value creation.
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Stakeholder Instrument for year ended

ACTUALRESULTS | FORECASTS |
104 1013 016 0T 2018 )

Supplier Focus
Promotions and discounts received
Average age of the relaionship
Quality of products or services provided

Figure 3.7: Sl presentation: Supplier Focus

Source: Author’'s own conceptualisation

Supplier focus is a non-financial measure. Haksever (2010) added that suppliers are the
source of income. Figure 3.7 above shows that stakeholders are interested in how

management engage with their suppliers for value creation.

3.2.9 Non financial measure: Innovation focus

Varadarajan (2018: 143-166) defines innovation as the creation of value by applying relevant
knowledge and resources for conversion of an idea into a new product, process, or practice
or, enhancements of existing products, processes, or practice. The longevity of organisations
defined by how they respond to customer needs by being relevant to the market at all times.
The researcher interrogated the research and development expenditure and the ratio of new
products to other products. Innovation forms part of continuous improvement and therefore, is

a critical component in value creation.
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Stakeholder Instrument for year ended

ACTUAL RESTLTS FORECASTS
04 0 w6 07 0L 0

Innovation Focus
Ratio of New Products to Other Products
Number of current product upgrades
Research and Development

Figure 3.8: Sl presentation: Innovation Focus

Source: Author’s own conceptualisation

HA2: Financial and non-financial measures have an influence on stakeholder value creation

and the concept of transparency and accountability.

3.2.10 Corporate Governance: Leadership

According to Meyer and Boninelli (2007), leadership is a matter of intelligence, trustworthiness,
humaneness, courage and sternness. Adair (2003) stipulates that strategic leadership includes
overall accountability for the operation of the organisation by delivering the right goods or
services, whatever they may be, at the right time and at the right price. The researcher
measures the effectiveness of the organisations’ leadership through its public responsibility

and citizenry, strategy execution and implementation, sustainability and wealth creation.

Stakeholder Instrument for year ended

ACTUAL RESULTS FORECASTS
04 1015 016 2007 1018 020

Leadership
Organisational Leadership period of service
Corporate Social Responsibility | Investment
Strategy development and Implementation

Figure 3.9: Sl presentation: Leadership (Source: Author’'s own conceptualisation)
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Figure 3.9 above shows that leadership is a critical element of value creation. The attribute
leadership forms part of management process. Adair (2003) and Meyer et. al. (2007) posited

that effective leadership is about accountability and integrated thinking.

HA3: There is a significant correlation between financial and non-financial measures, as well

as their associated influence on stakeholder value creation, accountability and transparency.

Intergrated
Reports
HAl
Financial
Measures
Transparency Stakeholder
Haz / HAS and i
. Value Creation
Accountability
MNon-Financial | /
Measures
Corporate
Governance

Figure 3.10: Stakeholder value creation instrument
Source: Author’s own conceptualisation

Figure 3.10 above epitomises the stakeholder value-creating instrument, which is aimed at
simplifying the integrated reports for stakeholders. The variables illuminated in the stakeholder
instrument were cited in literature as critical and pivotal in value creation. The stakeholder’s
instrument aims to illuminate the salient information to enable the stakeholders to make
meaningful and accurate decisions. The stakeholder instrument is designed to streamline
bulky information contained in the integrated reports to more manageable, understandable,

sizable and quality information as required by stakeholders.
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3.3 ETHICS

To ensure protection of participants in the study, the researcher sought consent from
participants prior to the study and they were assurances that the information was for academic
purposes and remain confidential. The letter of informed consent explained the nature of the

study and the nature of their participation in the research project.

Questions did not use any discriminatory or strong language and was sensitive to the
participants. A summarised report protected the participants’ right to privacy and was under no
circumstances presented in a way that others become aware of how a particular participant

responded or behaved. The same principles applied when conducting the survey.

The researcher received the ethical approval for the study from the Ethics Review Committee

of the University of South Africa Graduate School Of Business Leadership. Appendix C
3.4 CHAPTER SUMMARY

This chapter interrogated different constructs in the projected theoretical framework. Having
analysed previous academic work on value creation, the researcher found out that corporate
governance, financial and non-financial measures are the drivers of value creation. Therefore,
the proposed conceptual framework will explore and discuss the impact of these constructs on
stakeholder value creation. The conceptual framework will further aim to comprehend the value

dimensions in creating value for the stakeholders.

The next chapter describes the procedures and methods used in this investigation.

72



STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

CHAPTER 4:
RESEARCH METHODOLOGY
4.1 INTRODUCTION

In this chapter, the researcher looked at developing a stakeholder instrument aimed at creating
value, enforcing accountability and transparency for stakeholders. The Sl illuminates the
salient information contained in the integrated reports for the stakeholders to use in decision-
making. The Sl forms part of the integrated reports and therefore is subject to the scrutiny of
auditors and conforms to all reporting standards as stipulated by the international accounting
standards (IAS) or International Integrated Reporting Standards (IFRS). The chapter covers
the design of the study, the research method, and sample size, measuring instruments and

data analysis.
4.2 RESEARCH PARADIGM

The design of the critical exploration of the theoretical framework was a positivist paradigm.
Saunders, Lewis and Thornhill (2016:124) describe traditions as system of philosophies and
assumptions about the development of knowledge. Furthermore, Morgan (2007: 48-76)
stipulates that in the positivist research paradigm, researchers tend to separate themselves
from the world of study, while researchers within other paradigms acknowledge that they have
to partake in the real-world, in order to understand and express its developing properties and
characteristics better (Picardi & Masick, 2014: 130). As alluded to by Creswell (1998), that the
positivist position believe that there is an objective reality that can be known to the researcher,

if the correct methods are used and applied in a correct manner.

In the positivist paradigm, the object of research is independent of the researcher and there is
prominence on an objectivist approach to studying social phenomena. This approach
undertakes that there are common forms of root and influence that is used as a base for
predicting and observing natural singularity. The objective is to determine these

configurations.
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The use of the quantitative methodology allowed the researcher to measure the link between
stakeholder instrument and stakeholder value creation. The use of a questionnaire adopted
from Cap Germini Ernst and Young researchers (2000) helped the researcher by increasing
the validity and reliability of the study. The findings of the study can be applied more broadly

outside of the study context.
4.3 THE AIM OF THE EMPIRICAL INVESTIGATION

The aim was to develop a stakeholder instrument to assist in making integrated reports more
meaningful and succinct thus creating value for stakeholders and increasing the level of
accountability and transparency. This entailed analysing existing secondary data, conducting

surveys and testing hypotheses.
4.4 METHODOLOGY

The quantitative paradigm adopted for the study placed importance on measurement when
collecting and analysing data, and enabled the researcher not just to use numerical measures
but also to follow a scientific model to establish objective knowledge (Colton & Covert, 2007).
The research was descriptive in nature as defined by Leedy and Ormrod (2015). This involved
investigating a condition in its existing form without any revisions and providing an accurate
narration of the situation. The units of analysis were individuals and organisations. To obtain
quantitative data for statistical analysis, the researcher carried out a survey involving internal

and external stakeholders and analysing integrated reports for companies on the JSE.

The researcher considered all of the principles based requirements set out in the integrated
reporting framework, but only those requirements considered to objectively quantifiable. The
principles based requirements were closely aligned with the content elements of the integrated
reporting framework with reference to the fundamental concepts and guiding principles. The
attributes of the stakeholder instrument were based on integrated framework requirements.
These requirements were used to perform analysis of the integrated reports of a sample of
JSE organisations. The use of quantitative approach allowed the researcher to examine the

relationship between the variables of Sl and value creation. The data collated was used to look
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for cause and effect relationships and thus, making inferences. The findings were used to
substantiate and broaden the scope of the stakeholder instrument

4.5 DESIGN OF THE STUDY

The research design was a cross-sectional design. The empirical investigation was aligned to
the overall objectives of the study. It consisted of the following:

e Sampling;

e Instrumentation;

e Data collection and ethical considerations;

e Data analysis; and

e Conclusions and interpretations.

The information was sourced from a survey and public organisations registered on the
Johannesburg Stock Exchange (JSE).

The research findings are applicable across the other exchanges around the world, with limited
generalisability.

4.5.1 The population and sample

The initial step was for the researcher to identify organisations trading on the JSE in 2016. The
researcher considered a random sample of 42 actively trading organisations on the JSE in
2016. In selecting the organisations, the researcher ensured that all the 400 organisations on
the JSE had an equal and independent chance of selection. Furthermore, the researcher
ensured that there was representation of all the 44 industry classifications at the JSE (Kock &
Smith, 2005).

4.5.2 Sampling

Leedy and Ormrod (2015) posited that multi-stage sampling methods enabled the researcher
to administer questionnaires to the stakeholders in their diversity. Multi-stage sampling

included choosing a sample in two parts. In the first part, the researcher chose large groups or
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clusters of stakeholders. These clusters contained more population units than were required

for the final sample.

In the second stage, population units chosen from selected clusters made the final sample.
The researcher achieved the final sample through the categorisation of the population units
between internal and external stakeholders. The population units constituted a sample from all

the stakeholders who are participants in the economy (Bryman & Bell, 2015:123).
4.5.2.1 Probability sampling

The researcher used probability sampling to select the organisations. The researcher used
simple random sampling in choosing members of the population. The simple random sampling

method increased the probability of a representative sample (Bryman & Bell, 2015:123) .
4.5.2.2 Non-probability sampling

The researcher used non-probability sampling method in selecting the 80 participants involved
in the completion of the questionnaire. Due to the nature of the study, the researcher accessed
a subset of people. This was to ensure inclusivity of all stakeholders. It was important that the

respondents fell into a stakeholder category (Leedy & Ormrod, 2015).

The researcher downloaded a list of all active organisations from the JSE. These organisations
were allocated a random number using Microsoft Excel. The researcher placed the
organisations into five main industries, namely: Mining, Construction and Engineering,
Manufacturing and General Trading, Integrated Services and IT, Telecommunications and
Support Services. The JSE is a public platform for individuals and institutions from all over the
world who want to buy or sell any of the shares listed. Public organisations use the JSE to

raise capital by allowing stakeholders to invest in the listed organisations.

The researcher decided that the stakeholders needed to be categorised into groups, namely,
internal and external, and then managed in their groups as shown in Table 4. Koehler and
Raithel (2018) stipulated that a clear distinction between the stakeholder groups can be
established based their type of relationship, stakes and degree of identification with the

organisation. In addition, management and employees manage and align the interests of all
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other groups and are responsible for the organisation’s performance and survival (Coombs,
2007, 163-176; Helm, 2007, 238-254). On the other hand, Cornelissen (2004: 59-60) stated
that the notion of legality encompasses financial accountability and accountability for the
organisation’s performance in social responsibility, community involvement, labour relations
record and including the reduction of harmful waste and residues and the development of

ecologically friendly production processes.

Hence, the categorisation of the stakeholders ensures that persons and groups with legitimate
interests in the organisation are recognised and accounted for, and accommodated by the
organisation to boost its financial performance and secure sustained acceptance of its
operations. The balance in the representation of the stakeholders eliminated bias and hence

increased consistency of input and validity of the instrument.

Table 1. Stakeholder groups

Internal External

Employees Shareholders

Management Government

Unions Lenders

Customers

Stakeholders

Suppliers

General Public

Community Groups

Environmentalists

Source: Koehler and Raithel (2018)

Eighty participants were divided into two groups namely, internal and external stakeholders.
As depicted above, internal stakeholders included employees, management and trade unions.
External stakeholders were all other outside parties with direct and indirect vested interests in
the organisations, such as providers of capital (shareholders and lenders), government,

suppliers, customers, amongst others.
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4.6 DATA COLLECTION
4.6.1 Integrated Reports
4.6.1.1 Secondary data: document analysis

The researcher accomplished the data collection through the secondary data analysis for all
public companies. It involved compiling a list of companies from the JSE. The researcher
randomly sampled 42 companies listed on the JSE out of a population of 400. The purpose of
choosing companies from the JSE list was in conformity with the integrated accounting
framework as set out by the International Accounting Standards Board (IASB) and the King 11l
corporate governance code. Since the integrated sections of integrated reports are prepared
according to IFRS, GAAP and IAS, the researcher did not have challenges in collating data

and drawing inferences from the results.

The researcher looked at five attributes namely: corporate governance, value creation,
integrated reports, financial and non-financial measures in ascertaining the stakeholder value.

The non-financial measures included the following:

o Market share,

o Global footprints,

o Market growth (expectations),
o Competitiveness,

o Size of the market, and

o Research and development.
Financial measures were as follows:

o Economic Value Analysis,
o Risk and Reward Analysis,
o Scenario Planning,

o Customer Focus,

o Human Resources.
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The researcher used the 2014, 2015 and 2016 integrated reports as a basis for analysis. The
list of 42 organisations sufficed as basis for developing the SI (LaMorte, 2016). The study used
the organisations’ integrated reports for the past three years as a good measure of whether
value was created or not within the period under review. A three-year history dovetails well
with the study since JSE’s adoption of the integrated reporting started in 2010 (Skae, 2014: 8-
9).

4.6.2 Questionnaire

Leedy and Ormrod (2015) recommended that a questionnaire should be short, consistent, and
definite while also providing clear instructions so that respondents will be encouraged to
complete the questionnaire. Furthermore, Leedy and Ormrod (2015) also emphasised the
importance of pilot testing the questionnaire to ensure that it is a reliable data collection tool.
The following guidelines were instrumental in the development of the proposed questionnaire
for this study.

Section 1: Demographics

Section 1 consisted of demographic questions that included stakeholder status and industry

sector.

Sections 2 to 6: Variables

The sections consisted of the main part of the questionnaire and contained the measurement
scales. The 5-point Likert scale indicated levels of agreement with the statements and tried to
elicit respondents’ perceptions of the integrated reports. The maximum score was 5 and the
minimum 1. A high score represented very positive response and a low score a negative

response. (Kindly refer to appendix A for the questionnaire).
4.6.3 Measurement of Value Creation

Cap Germini Ernst and Young researchers (2000) developed an arduous, inclusive model of
value creation for innovative organisations. They devised a set of standardised measures,

weighted according to their relative impact. The study included findings from an internet survey,
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measures that matter, initial public offering studies and as well as industry literature and
conversations with academics. A list of nine (9) critical categories of non-financial performance

that create value was developed. The value drivers identified were:

i) Innovation;

i) Quiality;

iii) Customer relations;

iv) Management capabilities;
V) Alliances;

Vi) Technology;

vii)  Brand value;

viii)  Employee relations; and

iX) Environmental and community issues.

The groupings signified the sum of an organisation’s performance and formed a value creation
index. The value creation index depicted the correlation between the actual performance of
value drivers and the market value. The researcher used the value creation index on the

Standard & Poor 500 companies.

The researcher selected 2,954 organisations for the final sample. The researcher used several
different sources, each depicting different aspects of the category, to ensure a comprehensive
and reliable measure. The researcher received responses from, 973 Chief Executives Officers,

562 Board chairpersons and 844 Board members.

Through regression analysis and other advanced statistical techniques, the researcher was
able to evaluate the ability of each value driver classification in explaining market values
beyond that accredited to traditional accounting of assets and liabilities. Therefore, for both
sustainable and non-sustainable organisations, the value creation index was 0.70 with market
value. This implied that the value creating index for organisations sampled was very high with

a market correlation of 0.70.

The researcher modelled the questionnaires on the identified content elements. The
guestionnaires were sent to the respondents who were willing to be part of the study and those
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that saw value in the research. The researcher issyed letters to the respondents explaining the

purpose of the study. Furthermore, the fesearcher briefed the respondents on the importance

of the study and the importance of honest engagement when answering the questionnaires.

The researcher took full responsibility of managing and following up on the respondents.
Emails, telephone conversations and face-to-face interactions were held in respect of the
targeted audiences to explain the purpose of the study, including the issues of confidentiality
and the rights of the respondents, the details of the ethical considerations associated with the

research.

The researcher ensured that the questionnaires aligned with the problem statement and its
hypotheses. This was done through a pilot study and testing for validity and reliability. The
researcher further calculated the reliability coefficient of the questionnaires and compared it to

similar studies.

The questions were closed-ended, easy and clear to understand. Furthermore, the layout of
the questionnaire was easy to read and sequential. The questions were designed with no room

for uncertainty and ambiguity.

The researcher administered questionnaires through emails and personal delivery.
Respondents were given 7 days in which to respond to the questionnaires and return them to
the researcher. The researcher mitigated against any challenges by administering the
guestionnaire to 20 participants per category of stakeholders. A number of 20 participants per
category of stakeholders was manageable in terms of the administration of the questionnaires.

All the questionnaires returned without any non-compliances recorded.
4.6.4 Pilot Studies in the Development of an Instrument

The pilot study was useful since the researcher compiled the measuring instrument specifically
for this research project. The pilot study assessed feasibility, time and statistical variability to
ascertain the appropriateness of the instrument chosen by the researcher. The pilot study

helped in refining the study design

81


https://www.bestpfe.com/

STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

The pilot study was tested on ten respondents who were part of the survey. The researcher

interacted with the respondents through email to establish the following:

e That the questions were understandable and not ambiguous.
e That the questions were neutral and not offensive: and

e To gauge the time to complete the questionnaire.

This helped the researcher in filtering the research instrument to improve the quality.
Questions, which were long, ambiguous and offensive, were rephrased without losing the

essence and compromising the quality.
4.7 DATA ANALYSIS
The analysis of both primary and secondary data validated the findings.

Data generated from the questionnaires addressed the research problem. Firstly, the
researcher compiled the data describing the sample. The researcher calculated the means for
continuous variables and frequencies for all categorical data. Secondly, the researcher
calculated the descriptive statistics for stakeholder value creation. The researcher generated
established the validity and reliability of the study by calculating the Cronbach’s alpha of 0.70.
Cooper and Schindler, (2014: 260) posited that cronbach's alpha is a coefficient of internal
consistency. Weathington, Cunningham and Pittenger (2012: 256) stipulated that a reliability

of 0.70 or higher is required before an instrument is used.

The obtained statistical data was organised and analysed using STATA. The researcher
checked surveyed data to ensure that all the questions and the blank spaces were duly
completed. Thereafter, the researcher captured the data on from the questionnaire into
STATA. With all the missing data checked and data integrity verified, the actual process of

analysis commenced.

The researcher also performed regression analysis, with all the items of stakeholder instrument

(independent variable) and value creation (dependent variable).
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4.7.1 Time Series Models

According to Arsham (2014), forecasting is a prediction of what will occur in the future, and it

is an uncertain process. Because of the uncertainty, the accuracy of a forecast is as important
as the outcome predicted by the forecast.

Classification of the Widely Used Forecasting Technigques

v v v

Causal Time Series Smuoothing
Models Models Technigues

Regressiaon Box-Jenkins Exponential &
Analysis Frocesses its Extensions

Figure 4.0: Widely used forecasting techniques

Source: Arsham (2014)

Figure 4 above shows the models that management could use to predict the future operations
of the organisations. Management successes depend on their ability to make reasonable and

measurable estimates. Estimates are required consistently, and compared against actual
performances thus enhancing decision-making.

Forecasts
3

Decisions

4
The Interaction
Decision 5

Maker ﬂu::gnn

Fezsources
2

Figure 4.1: Forecasting and managerial decision-making (Source: Arsham, 2014)
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Figure 4.1 depicts the value creation cycle; such information is paramount in communicating

with the stakeholders.
4.8 HYPOTHESES TESTING

The purpose of the study was to develop a Sl that complements the components of integrated
reports for value creation, accountability and transparency. The hypotheses formulated around
the variables established that there was a correlation between developed Sl and value
creation. Thus, the study elucidated that the SI would be instrumental in unlocking value from
the integrated report. The positive and significant link established between Sl and stakeholder
value creation highlighted the importance of the instrument in complementing the integrated

reports.
4.9 ETHICAL CONSIDERATIONS

The researcher treated all respondents with respect and integrity. The researcher appraised
the respondents on the intention of the study and their participation was voluntary. The
researcher promised a copy of the stakeholder instrument for which the respondents had

helped to create. This was to enable transparency and earn trust from the respondents.
The researcher addressed the following ethical issues during the research:

a) During recruitment, the researcher informed the respondents about the process and
objective of the study. The researcher further advised the respondents that participation
was voluntary and therefore their consent to participate was vital in the development of the
stakeholder instrument.

b) During data collection, the researcher ensured that the data used in the study were correct
and there was no bias nor favour. The researcher also ensured that the research remained
within the scope of the study and the data available. The researcher used the data collected
for the purposes of the study only and there was no damage to the reputation of the
organisation and its employees.

c) In administering the questionnaire, the researcher gave the respondents ample time to

provide responses. This assisted in getting informative feedback.
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In general, the researcher ensured protection of respondents from any damage that could
befall them. The researcher ensured that the study conformed to all ethical considerations as

indicated in the UNISA Graduate School of Business Leadership ethics policy book.
4.9.1 Plagiarism

The researcher acknowledged the use of other researchers’ information.

4.9.2 Falsification of results

The researcher ensured the findings were without alteration or manipulation.

4.10 VALIDITY AND RELIABILITY

Du Plooy-Cilliers, Davis and Bezuidenhout (2015: 254-260) posit that reliability is about the
credibility of the research and its demand for consistency. On the other hand, validity pertains

to the research having served its purpose.

The researcher ensured that the questionnaire reflected the reality of the constructs under

investigation. Table 4.1 depicted the types of validity encountered in the research.

Table 4.1 Types of validity encountered during the research

Type of validity Explanation
Content validity and e The sample represented both the internal and
sampling validity external stakeholders.

e The instrument represented all the attributes of

integrated reporting.

Construct validity e The instrument corresponded with other variables
being measured
e The instrument measured the stakeholders’ value

created by integrated reports.
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e The developed stakeholder instrument
complemented the integrated reports in measuring
the value created for stakeholders.

Source: Du Plooy-Cilliers, Davis and Bezuidenhout (2015: 254-260)

4.11 CHAPTER SUMMARY

The researcher determined the attributes linked to stakeholder value creation. The
measurement of the variables involved methods and techniques appropriate for interrogating

the research questions and hypothesis.

In this chapter, the researcher discussed the aim of the empirical investigation. The sample
was discussed, together with the measuring instruments which included the design of the study
and method. A description of the data analysis process was given, and an overview of ethical

considerations undertaken.

The results of the study are presented in Chapter 5.
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CHAPTER 5:
RESULTS
5.1 INTRODUCTION

This chapter presents the results from the survey conducted on organisations listed on the JSE
and the users of integrated reports. The main objective of the study was to determine and
develop a framework that provided factual and succinct information on financial and non-
financial measures for stakeholders. Furthermore, the study investigated the perceived
influence of financial and non-financial measures and related them to stakeholder value
creation, the concept of transparency and accountability. The researcher modelled the extent
of correlation between financial and non-financial measures in relation to the associated

influence on stakeholder value creation, accountability and transparency.

The results included a description of the sample, demographics, descriptive analyses, plotting
of histograms and normal curves, testing the skewness and kurtosis of the distribution of
responses for each item, assessment of reliability, validity analysis, application of Kaiser-
Meyer-Olkin (KMO) tests, Pairwise correlation for the attributes indices, normality tests for

indices and of attributes and regression analyses as per the hypotheses.
5.2 SAMPLE DESCRIPTION

The total sample size constituted of 80 respondents from the following sectors: mining,
construction and engineering, manufacturing and general trading, integrated services and IT,
telecommunications and support services. Therefore, the researcher performed statistical
analysis using 80 questionnaires. Section A of the questionnaire consisted of Q1 and Q2 to

give insight into the demographics of the participants.
5.3 RELIABILITY

In order to assess reliability, a measure of the scale’s internal consistency, that is, whether the
aspects in each attribute are all measuring the same underlying construct, Cronbach’s alpha

coefficients were calculated. The response scale that was used in the questionnaire, which is
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precisely a Likert scale as noted earlier in the study, is ordinal with categories of strongly
disagree (1), disagree (2), neutral (3) agree (4) and strongly agree (5). According to Manerikar
and Manerikar (2015: 117-119), if the level of reliability is = .9, it is excellent (high-stakes
testing); = .7 it is good (low-stakes testing); = .5 it is acceptable, and < .5 it is unacceptable.
Table 5.1 shows the results of the internal consistency of the instrument using Cronbach’s
alpha.

Table 5: Reliability Analysis Results of the Constructs

Constructs Number of items Cronbach’s alpha Acceptable Level
Integrated reports 4 0.79 Good
Corporate governance 3 0.52 Acceptable
Value creation 3 0.52 Acceptable
Financial measures 8 0.70 Good
Non-Financial measures 9 0.86 Good
Total 27 0.68 Good

As shown in Table 5 above, the measurement reliability for all the attributes was good. The
highest score of 0.86 was on the non-financial measures, followed by integrated reports, and
then the financial measures. The corporate governance and value creation constructs have
the lowest alphas, although acceptable. All the five scores warrant the use of the selected
items in the constructs and support the application of principal component analysis on the
reliability analysis. Manerikar and Manerikar (2015) posited that if the level of reliability, as
measured by alpha was above 0.50, it means that the instrument was acceptable and reliable.
However, higher scores of alpha are always desirable. Therefore, scores above 0.70 are good
and reliable, Table 5 above shows that the results of the internal consistency of the instrument

using Cronbach alpha are between acceptable and good.
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5.4 DEMOGRAPHICS

As advised by Koehler and Raithel (2018), a clear distinction between the stakeholder groups
was established based the type of relationship and degree of identification with the

organisation. Stakeholders’ status i.e. whether internal or external, and sector, are presented
in this section.

Table 5.1: Status of the stakeholders

Status Frequency Percentage

Internal stakeholder 47 58.75
External stakeholder 33 41.25
Total 80 100.00

Note: Internal stakeholders include management, employees and unions. External
stakeholders include shareholders, customers, suppliers, lenders, stakeholder analysts,

government representatives, environmentalists.

41%

= Internal

= External

Figure 5.0: Status of stakeholders interviewed
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As represented by Table 5.1 and Figure 5 above, show that there is reasonable representation

of stakeholders from the internal (41%) and external (59%) side. The researcher analysed 42

integrated reports from different industry sectors as depicted in Table 5.2 (b).

Table 2.2 (a & b): Sectors from which stakeholders represented

Sector Frequency | Percentage
Mining 13 16.25
Construction and Engineering 11 13.75
Manufacturing and General Trading 29 36.25
Integrated Services 15 18.75
Information Technology, Telecommunications and support 12 15.00
services
Total 80 100.00
(b): Sectors of JSE companies’ Integrated Reports Analysed
Sector Frequency | Percentage
Mining 2 4.76
Construction and Engineering 10 23.81
Manufacturing and General Trading 10 23.81
Financial Services 10 23.81
Information Technology, Telecommunications and Support 10 23.81
Services
Total 42 100.00
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35 40.00%
36.25%
30 29 35.00%
30.00%
25
- 25.00%
S 20 18.75%
9]
3 0, 0,
s 16.25% ) 15 15.00% 20.00%
o 15 13 13.75%
- 11 12 15.00%
10
10.00%
> 5.00%
0 0.00%
Mining Construction & Manufacturing & Financial services IT, Telecomms &
general trading  general trading support services

Figure 5.1: Sector of the stakeholders

Despite the random sampling of the stakeholders into sectors, manufacturing and general
trading sector emerged as an overrepresented sector in the sample compared to other sectors.
All the other sectors made contributions ranging from 13.75% to 18.75%, while the

manufacturing and trading sector comprised 36.25%.

Table 5.3: Sector of the stakeholders, by status

Sector of stakeholders Status of stakeholders
Internal | External | Total | Chi2
test
Mining 53.85 46.15 100
Construction and Engineering 54.55 45.45 100 | 5.5096
Manufacturing and General Trading 62.07 37.93 100 | (0.23)
Integrated Services 40.00 60.00 100

Information Technology, Telecommunications and | 83.33 16.67 100
support services
Total 58.75 41.24 100
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Note: p-value for the Pearson chi? presented in brackets.

As was expected, the Pearson chi? is insignificant at 5% significance level, a confirmation that
it was by chance that the respondents fell either into the internal or external groupings as well

as into any of the five industry sectors.

5.5 MEASURES OF CENTRAL TENDENCY AND SPREAD FOR THE ATTRIBUTES OF
COMPONENTS OF THE INSTRUMENT

This section provides the means, medians, standard deviations and ranges of the responses
for each item posed on the questionnaire. This descriptive work provides a picture of how the

respondents viewed and answered the questions.

Table 5.4: Descriptive statistics for attributes of components of the instrument (n = 80)

Attribute Mean Median Standard Smallest Largest
deviation value value

Integrated reports (IRs):

Are easy to read, understandable and helpful | 3.26 3.00 1.00 1 5

Provide insight into business operations 3.33 4.00 0.98 2 5

Clearly define organisation’s objectives 3.17 3.00 1.00 2 5

Depict management credibility 3.25 3.00 0.96 1 5

Corporate governance:

Board members appointed indefinitely 2.71 2.00 1.37 1 5

Top management appointed for defined | 3.98 4.00 0.78 2 5

period

Organisation invests >3% of its revenue in | 4.01 4.00 0.93 1 5

CSI/ICSR

Top management measured and | 4.50 5.00 0.74 2 5

incentivized as per success in strategic and

corporate citizenry goals

Value

92



STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

Attribute Mean Median Standard Smallest Largest
deviation value value
Organisation must present both economic | 3.88 4.00 0.65 2 5

and accounting profits in the IRs

IRs are transparent and represent a fair and | 4.52 4.00 0.79 2 5

honest account of business operations

Economic and accounting profits have equal | 3.93 4.00 0.58 2 5

weighting in determining value in business

Organisation must disclose the book value | 3.72 4.00 0.88 2 5
per share including all leased assets

(operating and integrated leases) in the IRs

Financial measures

The age of assets must be disclosed in the | 4.12 4.00 0.46 2 5
IR

Off balance sheet assets must be disclosed | 4.15 4.00 0.53 2 5
in the IRs

Contingency liabilities’ disclosure must | 4.43 4.00 0.52 3 5
include both probable and non-probable in

the in the IRs

Organisation must disclose customers’ days | 4.35 4.00 0.61 2 5
in the IRs

Organisation must invest > 1% of salaries | 4.37 5.00 0.73 2 5

and wages on employee training and

development

Organisation must disclose staff turnover | 4.15 4.00 0.53 3 5
rate in the IRs

Organisation must disclose creditors’ days in | 4.47 4.50 0.55 3 5
the IRs

Organisation must show 3 possible | 4.42 4.50 0.63 3 5

outcomes of its strategy in the IRs

Non-Financial measures

Organisation must disclose its price | 3.92 4.00 0.91 1 5

competitiveness in the IRs
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Attribute Mean Median Standard Smallest Largest
deviation value value
Organisation must disclose the amount of | 4.32 4.00 0.63 1 5

product or service reworks in the IRs

Organisation must disclose a list of its major | 4.36 5.00 0.79 2 5

suppliers in the IRs

Organisation must disclose average age of | 4.17 4.00 0.63 3 5

the relationship with major suppliers in the

IRs

Organisation must disclose the size of the | 4.31 4.00 0.75 3 5
market it operates in, in the IRs

Organisation must disclose its market share | 4.53 5.00 0.61 3 5
in the IRs

Organisation must disclose its employee | 4.42 4.50 0.63 3 5

satisfaction index in the IRs

Organisation must disclose the number of | 4.36 4.00 0.64 3 5
new products or services introduced during
the integrated year

Organisation must disclose the total costs for | 4.40 4.00 0.62 3 5

research and development in the IRs

Table 5.4 presents a summary of items in each attribute. There were five attributes: integrated
reporting, corporate governance, value creation, financial measures, and non-financial
measures. Each of the 80 respondents completed all the items presented in the questionnaire.
There was no missing data problem in the dataset and this was important, considering that the
sample size was not very large but sufficed to allow statistical analysis (n > 30) according to
the central limit theory (LaMorte, 2016). Each item is measured using a Likert scale ranging

from strongly disagree (1) to strongly agree (5).
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5.6 DESCRIPTIVE STATISTICS ON EACH ITEM OF THE STAKEHOLDER INSTRUMENT
(SI)

The respondents were required to give their personal ratings using a 5-point Likert scale
ranging from 1 (strongly disagree) to 5 (strongly agree) on information pertaining to value

creation, accountability and transparency. The constructs were:

e Integrated reports

e Corporate governance
e Value

e Financial measures

e Non-financial measures
The researcher used frequencies, means and standard deviations to discuss the constructs.
5.6.1 Integrated reports

This construct of the instrument related to the perception of respondents on the characteristics

of the integrated reports.

Table 5.4: Summary of responses on integrated reports

Attributes Level of agreement Mean | Standard

Deviation

Strongly | Disagree | Neutral | Agree | Strongly

Disagree Agree

Integrated Reports

Are easy to read, understandable
7.50% 11.25% | 35.00% | 40.00% | 6.25% 3.26 1.00
and helpful

Provide insight into business
) 27.50% | 0.00% 20.00% | 43.75% | 8.75% 3.33 0.98
operations

Clearly define organisation’s
o 0.00% 33.75% | 23.75% | 33.75% | 8.75% 3.17 1.00
objectives
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Depict management credibility 2.75% 22.50% | 28.75% | 40.00% | 6.25% 3.25 0.96

As shown in Table 5.4, 46.25% of the respondents indicated that they are in agreement with
the claim that integrated reports are easy to read, understandable and helpful, 18.75% did not
agree with the claim, while 35% of the respondents were indifferent. On the same Table 5.4,
52.50% of the respondents agreed that integrated reports provide insight into business
operations, while 47.50% of the sample was either indifferent or in disagreement with the claim.
Furthermore, 57.50% of the respondents disagreed with the claim that integrated reports define
the organisation’s objectives, while 42.50% of the respondents were indifferent. The result
further strengthens the need for a Sl that will provide precise and succinct information of the
strategic intent and objections of the organisation. About 25% of the sample perceived that
integrated reports need to depict the credibility of management, 46% actually felt that they do
not. Table 5.4 shows that 28.75% of respondents picked ‘neutral’ on the Likert scale, an
indication of being indifferent to the claim. Overall, the distribution of the responses justifies
the need to interrogate this aspect of the integrated reports especially when we compare those

that agree and those that feel otherwise.

The integrated reporting items had average values ranging from 3.17 to 3.33. The measure of
spread as reflected by the standard deviation values ranged from 0.96 to 1.00. The mean
values point to the fact that many respondents were either neutral or agreed to the statements
provided. The respondents who held a neutral view on integrated reports indicated their
indifference in the purpose of the integrated reports. The choice of neutral implied that
respondents were not sure about the contents of the integrated reports and failed to see any
value from it. Furthermore, the choice of neutral by the respondents depicted the disjuncture

that existed between preparers of integrated reports and their recipients.

Overall, there is no clear and overwhelming evidence on the position of the stakeholders about
the integrated reports’ provision of insight into the operations of the business. While slightly

more than half agreed, the other half (almost), either disagreed or were neutral.
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5.6.2 Corporate Governance of the Organisation

This attribute focused on the appointment of board members, appointment of top management,
measurement and incentives for the top management, and the investments of revenue in the
Corporate Social Investment / Corporate Social Responsibility. The attribute seeks to address

the corporate governance agenda of the organisation.

Table 5.5: Summary of responses on Corporate Governance

Attributes Level of agreement Mean | Standard

Deviation

Strongly | Disagree | Neutral | Agree | Strongly
Disagree Agree

Corporate Governance

Board members appointed
) o 26.25% | 26.25% | 3.75% | 37.50% | 6.25% 2.71 1.37
indefinitely

Top management appointed for
) _ 0.00% 7.50% 8.75% | 61.25% | 22.50% | 3.98 0.78
defined period

Organisation invests >3% of its
revenue in CSI/CSR

2.50% 2.50% | 20.00% | 41.25% | 33.75% | 4.01 0.93

Top management measured and
incentivised as per success in

) - 0.00% 2.50% 7.50% | 27.50% | 62.50% | 4.50 0.74
strategic and corporate citizenry

goals

While 3,75% of the respondents showed indifference to the claims as shown in Table 5.5,
52.50% did not agree with the suggestion that board members be appointed indefinitely. This
is a significant proportion of the sample. On the other hand, 43,75% of the sample agreed with
the suggestion. For the corporate governance items, only the item ‘board members must be
appointed indefinitely’ gave a low mean of 2.71, although its spread was wider than all other

items as reflected by standard deviation of 1.37. This result implied that the respondents want
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to see the board members serving defined terms, rather than being appointed indefinitely. The

other three items have high mean values ranging from 3.98 to 4.50.

In relation to the appointment of top management for a defined period as indicated in Table
5.6, one can argue that the results are in line with expectations. The figure shows that 83.75%
of the respondents perceived to be a good corporate governance practice whereas 7.5%
disagreed and 8.75% were neutral. The results for the corporate governance items were as
expected. One would expect that respondents would disagree with the claim that the board
members must be appointed indefinitely. However, it was expected that respondents would be
in agreement with appointment of top management for a definite period, organisation investing
more than 3% of revenue in CSI/ CSR, and top management being measured and incentivised

in accordance with their success in achieving strategic and corporate citizenry goals.

Three quarters (75%) of the sample, as shown on Table 5.6, indicates that the organisation
should invest more than 3% of its revenue in CSI/ CSR. While a fifth (20%) of the respondents
were indifferent, only 5% said that the organisation should not invest more than 3% of its
revenue in CSI/ CSR. An overwhelming positive response showed how critical the aspect of

social investment is viewed by the stakeholders.

Furthermore, the item relating to the point that assessment and incentives of top management
should be linked to success in meeting strategic and corporate citizenry goals provides a clear
message where nine in every ten respondents answered positively. Only 2.5% disagreed with
the statement while 7.5% were neutral. The overall observation is that stakeholders prefer

organisations that conform to corporate governance practises.
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Top Management: Average Period of service
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Figure 5.2: Average period of service for top management (Documentary analysis)

Figure 5.2 (derived from the document analysis) depicts that top management’s tenure at the
helm of organisations varies considerably, with some organisations having an average period
of service exceeding 10 years. The research results indicate that the stakeholders would like
to see top management appointed for a defined period. This is critical in maintaining high levels

of accountability and transparency.
5.6.3 Value Creation

There were four items in the proposed Sl that attempt to measure value created by an
organisation. These items focused on whether the organisation must present both economic
and accounting profits in the IRs. Also focused on whether IRs are transparent and represent
a fair and honest account of business operations; whether economic and accounting profits
should have equal weighting in determining value in business; and finally, whether the
disclosure of book value per share should include all leased assets in the IRs. Kimball (1998:
35-53) stipulates that an organisation earns economic profit when the earnings exceed the
returns it might earn on other investments. Holian and Reza (2011: 527-529) advise that

accounting profit excludes the opportunity cost of capital.
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Table 5.6: Summary of responses on value creation

Attributes

Value Creation

Organisation must present both
economic and accounting profits in
the IRs

IRs are transparent and represent a
fair and honest account of business

operations

Economic and accounting profits
have equal weighting in

determining value in business

Organisation must disclose the
book value per share including all

leased assets in the IRs

Level of agreement

Strongly | Disagree | Neutral

Disagree

0.00%

0.00%

0.00%

0.00%

2.50%

15.00%

2.50%

12.50%

20.00%

21.25%

12.50%

18.75%

Agree

63.75%

60.00%

73.75%

52.50%

Strongly
Agree

13.75%

3.75%

11.25%

16.25%

Mean

3.88

4.52

3.93

3.72

Standard

Deviation

0.65

0.79

0.58

0.88

Table 5.6 shows that 77.5% responded positively to the item of both economic and accounting

profits needing to be present in the IRs. A fifth (20%) of the sample was indifferent and only

2.5% disagreed with the statement. Economic and accounting profits depict two different

perspectives of the performance of the organisation. Whilst economic profit takes into account

the opportunity cost, accounting profit remains subjective due to management’s discretion on

estimates. Therefore, the respondents understood their importance and hence wanted both of

them reflected in the integrated report. On the same Table 5.6, 63.75% of the respondents

indicated that integrated reports are transparent and represent a fair and honest account of

business operations, while 21.25% of the respondents were indifferent and 15% disagreed

with the statement.

100



STAKEHOLDER INSTRUMENT TO COMPLEMENT THE COMPONENTS OF INTEGRATED REPORTS FOR VALUE
CREATION, ACCOUNTABILITY AND TRANSPARENCY

Regarding the statement that economic and accounting profits should have equal weighting in
business value determination, 85% of the respondents were in agreement as shown on Table
5.6; 12.5% of the respondents were indifferent and 2.5% were in disagreement. On the issue
of book value, 68.75% of the respondents agreed with the statement indicating that integrated
reports should disclose the book value per share including leased assets; 18.75% were

indifferent and 12.50% disagreed with the statement.

The value component of the questionnaire had four items whose means ranged from 3.72 to
4.52. Many respondents selected the upper part of the Likert scale showing that they agreed
or strongly agreed. In fact, no respondent strongly disagreed with any of the items as reflected
by the smallest value being reported as 2. While the items on ‘organisation must present both
economic and accounting profits in the integrated reports’ and ‘organisation must disclose the
book value per share including all leased assets in the integrated reports’ pointed to the
expected results, the other two items seemed to go against expectations to the extent that

some respondents were indifferent, and some were in disagreement.

Net Cash Flows from operating activities: 2014-2016

o014 =@ eI — 2 per. Mov. Avz, [2014)
50 000,00
£0000,00
70000,00
50 000,00

50 000,00

40 000,00

30 000,00

mE = o o=

2000000 %

10000,00

-10 000,00

-30 000,00

Company

Figure 5.3: Summary of net cash flows from operating activities between 2014 and 2016
(Documentary analysis)
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Profit Margins: 2014-2016
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Figure 5.4: Summary of profit margins between 2014 and 2016 (Documentary analysis)

Both figures 5.3 and 5.4 depict that there have been inconsistences in the value chain. Though
some of the organisational performance can be attributed to challenging economic activities, it
is also evident that management has not been able to adapt to the changes. The erratic cash
flows and profit margins could have been managed effectively through innovation and effective
strategic approaches as depicted in figures 5.3 and 5.4 respectively. One can see that the net
cash flows from operating activities for 2016 financial year are much more less as compared

to same activities for 2014. Furthermore, the profit margins for 2016 were not as attractive as

in 2014.

5.6.4 Financial Measures

Financial measures measure the overall financial health of an organisation. Stakeholders use
financial measures as a barometer of an organisation’s success. Therefore, table 5.8 constitute
the responses from stakeholders regarding their views on the financial measures

communicated through the integrated reports.
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Table 5.7: Summary of responses on financial measures

Attributes Level of agreement Mean | Standard

Deviation
Strongly | Disagree | Neutral | Agree | Strongly

Disagree Agree

Financial Measures

The age of assets must be
) ) 0.00% 1.25% 1.25% | 81.25% | 16.25% | 4.12 0.46
disclosed in the IR

Off balance sheet assets must be
) ) 0.00% 1.25% 3.75% | 73.75% | 21.25% 4.15 0.53
disclosed in the IRs

Contingency liabilities’ disclosure
must include both probable and | 0.00% 0.00% 1.25% | 53.75% @ 45.00 443 0.52

non-probable in the in the IRs

Organisation must disclose
. 0.00% 1.25% | 3.75% | 53.75% | 41.25% | 4.35 0.61
customers’ days in the IRs

Organisation must invest > 1% of
salaries and wages on employee | 0.00% 1.25% | 11.25% | 36.25% | 51.25% | 4.37 0.73

training and development

Organisation must disclose staff
) 0.00% 0.00% | 7.50% | 70.00% | 22.50% | 4.15 0.53
turnover rate in the IRs

Organisation must disclose
) ) 0.00% 0.00% 2.50% | 47.50% | 50.00% | 4.47 0.55
creditors’ days in the IRs

Organisation must show 3 possible
) ) 0.00% 0.00% | 7.50% | 42.50% | 50.00% | 4.42 0.63
outcomes of its strategy in the IRs

According to Table 5.7, 97.5% of the respondents wanted to see the age of the assets
disclosed in the integrated report; 1.25% of the respondents were indifferent and the other
1.25% disagreed with the statement. Furthermore, 95% of the respondents wanted to see off-
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balance-sheet assets disclosed in the integrated report, while 3.75% of the respondents were
indifferent and 1.25% disagreed with the statement. At the same time, 98.75% of the
respondents wanted to see contingency liabilities disclosed in the integrated reports, and

1.25% of the respondents were indifferent.

Furthermore, 95% of the respondents wanted to see customers’ days disclosed in the
integrated report; 3.75% of the respondents were indifferent and 1.25% were in disagreement
with the statement. A further 87.50% of the respondents agreed that organisations should
spend more than 1% of salaries and wages on employee training and development; 11.25%

of the respondents were indifferent and 1.25% disagreed with the statement.

On staff turnover, 92.50% of the respondents wanted to see staff turnover rate disclosed in the
integrated report; 7.50% of the respondents was indifferent. Whereas 97.50% of the
respondents want to see creditors’ days disclosed in the integrated report, 2.5% of the
respondents were indifferent. In addition, 92.50% of the respondents wanted to see three
possible outcomes of the strategy disclosed in the integrated report, while 7.5% of the

respondents were indifferent.

Eight financial measures items posed in the questionnaire reported high mean values ranging
from 4.12 to 4.47. The spread of these responses was minimal, given the standard deviation
values ranging from 0.52 to 0.73. In fact, four of the eight had responses ranging from neutral
to strongly agree while the other four did not report the choice ‘strongly disagree’ at all. The
respondents thus showed the need for more disclosures of the financial measures in the

integrated reports.
5.6.5 Non-Financial Measures

Non-financial measures are metrics that cannot be expressed in monetary value but yet very
critical in deciphering value. Table 5.8 depicts the non-financial measures stakeholders could

use to unlock value from the integrated reports.
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Table 5.8: Summary of responses on non-financial measures

Attributes

Non-Financial Measures

Organisation must disclose its price

competitiveness in the IRs

Organisation must disclose a list of

its major suppliers in the IRs

Organisation must disclose
average age of the relationship with

major suppliers in the IRs

Organisation must disclose the size
of the market it operates in, in the
IRs

Organisation must disclose its

market share in the IRs

Organisation must disclose its
employee satisfaction index in the
IRs

Organisation must disclose the
number of new products or services
introduced during the integrated

year

Organisation must disclose the total
costs for research and development
in the IRs

Level of agreement

Strongly | Disagree | Neutral

Disagree

3.75%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

1.25%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%
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22.50%

16.25%

12.50%

17.50%

6.25%

7.50%

8.75%

7.50%

Agree

47.50%

27.50%

57.50%

33.75%

33.75%

42.50%

46.25%

45.00

Strongly
Agree

26.25%

55.00%

30.00%

48.75%

60.00%

50.00%

45.00%

47.50%

Mean

3.92

4.36

4.17

4.31

4.53

4.42

4.36

4.40

Standard

Deviation

0.91

0.79

0.63

0.75

0.61

0.63

0.64

0.62
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As depicted in the Table 5.8, 73.75% of the respondents agree that the integrated report should
disclose the organisation’s price competitiveness, while 22.5% of the respondents were

indifferent and 3.75% strongly disagreed with the statement.

Whereas 82.5% of the respondents want to see a list of major suppliers disclosed in integrated
report, 16.25% were indifferent and 1.25% of the respondents disagreed with the statement.
Furthermore, 87.5% of the respondents are interested in knowing the average age of

relationship with major suppliers while 12.5% of the respondents are indifferent.

On the size of the market, 82.5% of the respondents wanted to see the size of the market the
organisation is operating in disclosed in the integrated report although 17.5% of the
respondents neither agreed nor disagreed, and 93.75% of the respondents wanted to see the
market share of the organisation disclosed in the integrated report. However, 6.25% of the

respondents neither agreed nor disagreed with the statement.

Furthermore, 92.5% of the respondents wanted to see the employee satisfaction index
disclosed in the integrated report; 7.5% of the respondents is indifferent. Regarding number of
new products, 91.25% of the respondents wanted to see the number of new products or
services introduced during the integrated year disclosed in the integrated report; 8.75% of the

respondents were indifferent.

On research and development, 92.5% of the respondents wanted to see total costs for
research and development disclosed in the integrated report; 7.5% of the respondents were
indifferent. As one would expect, all nine non-financial measures in the questionnaire reported
means ranging between 3.92 and 4.53. The responses had minimal variation as reflected by
narrow standard deviations. Similar to the financial measures, the responses on the non-
financial measures support the crafting of the Sl that addresses the concerns stakeholders

have regarding integrated reports.
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5.7 CHI-SQUARE TEST OF INDEPENDENCE TO DETERMINE DIFFERENCES BETWEEN

THE OBSERVED AND EXPECTED VALUES ACROSS VARIABLES

The purpose of the chi-square test was to test the probability of independence of a distribution

of data. The observations were randomly selected, independent from each other and normality

achieved by applying the central limit theorem. The chi-square test of independence was done

at 5% level of significance and the test was significant if the p-value was less than 0.05.

Table 5.9: Tests of normality based on skewness, kurtosis and joint adjusted chi2 for

the attributes of the instrument (n = 80)

Attribute Skewness | kurtosis adju‘]s?'erétchiz
Integrated reports (IRs):
Are easy to read, understandable and helpful -0.61 2.97 5.20
(0.02) (0.75) (0.07)
Provide insight into business operations -0.14 1.81 17.62
(0.56) (0.00) (0.00)
Clearly define organisation’s objectives 0.17 1.79 19.60
(0.49) (0.00) (0.00)
Depict management credibility -0.25 2.28 4.02
(0.31) (0.09) (0.13)
Corporate governance:
Board members appointed indefinitely 0.05 1.47 -
(0.83) (0.00) (0.00)
Top management appointed for defined period -0.91 3.97 11.13
(0.00) (0.07) (0.00)
Organisation invests >3% of its revenue in CSI/CSR -0.96 4.03 11.86
(0.00) (0.06) (0.00)
Top management measured and incentivized as per success in -1.47 4.66 20.25
strategic and corporate citizenry goals (0.00) (0.01) (0.00)
Value creation
Organisation must present both economic and accounting profits in -0.42 3.61 4.50
the IRs (0.10) (0.17) (0.10)
IRs are transparent and represent a fair and honest account of -0.76 2.65 7.07
business operations (0.00) (0.65) (0.02)
Economic and accounting profits have equal weighting in -0.77 5.32 13.06
determining value in business (0.00) (0.00) (0.00)
Organisation must disclose the book value per share including all -0.53 2.65 4.35
leased assets (operating and integrated leases) in the IRs (0.04) (0.64) (0.11)
Financial measures
The age of assets must be disclosed in the IRs -0.31 8.44 15.26
(0.21) (0.00) (0.00)
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. . Joint
Attribute Skewness | kurtosis adjusted chi?
Off balance sheet assets must be disclosed in the IRs -0.36 5.76 10.07

(0.16) (0.00) (0.00)
Contingency liabilities’ disclosure must include both probable and -0.01 1.60 43.28
non-probable in the in the IRs (0.95) (0.00) (0.00)
Organisation must disclose customers’ days in the IRs -0.70 4.12 8.97
(0.01) (0.05) (0.01)
Organisation must invest > 1% of salaries and wages on employee -0.90 3.09 8.92
training and development (0.00) (0.58) (0.01)
Organisation must disclose staff turnover rate in the IRs 0.14 3.23 0.97
(0.55) (0.43) (0.61)
Organisation must disclose creditors’ days in the IRs -0.35 2.01 9.90
(0.16) (0.00) (0.00)
Organisation must show 3 possible outcomes of its strategy in the -0.62 2.42 6.21
IRs (0.02) (0.25) (0.04)
Non-Financial measures
Organisation must disclose its price competitiveness in the IRs -1.06 4.85 15.45
(0.00) (0.01) (0.00)
Organisation must disclose the amount of product or service reworks -1.59 10.61 32.92
in the IRs (0.00) (0.00) (0.00)
Organisation must disclose a list of its major suppliers in the IRs -0.89 2.62 8.72
(0.00) (0.58) (0.01)
Organisation must disclose average age of the relationship with -0.15 2.42 1.72
major suppliers in the IRs (0.55) (0.25) (0.42)
Organisation must disclose the size of the market it operates in, in -0.58 1.97 12.97
the IRs (0.03) (0.00) (0.00)
Organisation must disclose its market share in the IR -0.96 2.90 9.48
(0.00) (0.88) (0.00)
Organisation must disclose its employee satisfaction index in the IR -0.62 2.42 6.21
(0.02) (0.25) (0.04)
Organisation must disclose the number of new products or services -0.48 2.32 5.54
introduced during the integrated year (0.06) (0.12) (0.06)
Organisation must disclose the total costs for research and -0.54 2.37 5.67
development in the IR (0.04) (0.17) (0.05)

Table 5.9 provides tests of normality based on skewness, test of normality based on kurtosis

and combines two tests into overall test statistic. Probabilities are in parenthesis. Overall, the

normality tests support the idea that the items do not have a normal distribution in the

responses. At the same time, there is no clear and overwhelming evidence on the position of

the stakeholders about the integrated reports’ provision of insight into value creation.

Therefore, the distribution of the responses justified the need to interrogate the aspects of the

integrated reports regarding stakeholder value creation.
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5.7.1 Principal component analysis (PCA)

The Principal Component Analysis (PCA) is carried out for each of the five attributes and using
the selected and approved items. Upon completion of this, an index for each attribute is
constructed. Instead of entering each item in every attribute in the regression, the constructed
index, which represent and summarises all the items is used. The Principal Component

Analysis enabled interpretation of data more meaningfully.

Table 5.10: Correlation-matrix, KMO, eigenvalue, explained by first component

Attribute Items | Correlation- | KMO | Eigenvalue | Explained
matrix

Integrated report (IFR) 4 0.46* 0.66 2.48 0.62

Corporate governance (CG) 3 0.44* 0.50 1.53 0.51

Value (V) 3 0.34* 0.45 1.59 0.53

Financial measures (FM) 8 0.09* 0.65 2.78 0.34

Non-Integrated measures (NFM) 9 0.22* 0.81 451 0.50

The four items of the integrated reports attributes were subjected to principal components
analysis (PCA). The correlation matrix presented show that all the coefficients were 0.46 and
above. The overall Kaiser-Meyer-Olkin (KMO) value was 0.66, a figure high enough to prove
the validity of empirical work. From the PCA, there is one component with eigenvalue
exceeding 1 (actually, it is 2.48), explaining 62%. One component solution explains 62% of

variance and there is a clear break after the first component.

The three selected items for the corporate governance presented coefficients that are 0.44 and
above. The overall KMO value for this attribute is 0.50 and there is one component with
eigenvalue of 1.53 (i.e. greater than 1) and explaining 51%. The results show a satisfactory
break after the first component. The value attribute scores the lowest in terms of KMO, giving
a value of 0.45. One component in this value attribute has an eigenvalue of 1.59 and explains

53% of the variance. The correlation matrix for value ranges from 0.34 upwards.
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Whereas the financial measures and the non-financial measures as attributes have lower
correlation matrices starting from 0.09 and 0.22 going upwards, respectively, the two attributes
performed well in terms of the KMO which are 0.65 and 0.81 respectively. One component in
financial measures had an eigenvalue of 2.78, which explains 34% of variance and for the non-

financial measures, had an eigenvalue of 4.51, which explains 50% of the variance.

Overall, the principal component increased with increasing integrated reports, corporate
governance, value and non-financial measures scores. In terms of value creation, the principal
component suggested that integrated reports, corporate governance, value and non-financial

measures vary together.
5.7.2 Pairwise correlation for the attributes indices

To gauge the relationship that exists between the indices constructed from the PCA, a pairwise

correlation was carried out and the results are presented in Table 5.11.

Table 5.11: Pairwise correlation for indices representing attributes

Integrated Corporate Value Financial
Reports governance Created measures
Integrated reports 1.0000
0.0838
Corporate governance
(0.45)
. 0.5223 0.2432
Value creation
(0.00) (0.02)
) ) -0.0939 0.0892 0.2288
Financial measures
(0.40) (0.43) (0.04)
) ) -0.3164 0.1183 -0.1100 0.6217
Non-Financial measures
(0.00) (0.29) (0.33) (0.00)

Note: significant probabilities are in parentheses

Table 5.11 above depicts integrated reports, corporate governance and value as important
variables look at. The results suggest positive and highly significant correlation between value
and integrated reports (corr = 0.5223; p-value = 0.00), positive and significant correlation

between value and corporate governance (corr = 0.2432; p-value = 0.02), and positive and
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significant correlation between value and financial measures (corr = 0.2288; p-value = 0.04).
However, the correlation between value and non-financial measures is insignificant. These
pairwise correlation results require application of regression analysis to confirm or refute the

hypotheses in the study.

The conclusion of the pairwise correlation depict an association of value creation with

integrated reports, corporate governance and financial measures.
5.7.3 Normality tests for indices of attributes

Normality tests were used to determine if a data set was well-modelled by a normal distribution
and to compute how possible for a random variable underlying the data set to be normally
distributed. Table 5.12 shows the skewness and kurtosis of the chosen attributes of the

integrated reports.

Table 5.12: Tests of normality for the indices representing attributes in the instrument

: . Pr Pr - Joint
Attribute Observations (skewness) (kurtosis) Adjus_ted Prot_) >
chi? chi?

Integrated reports 80 0.5306 0.0069 7.02 0.0299
Corporate 80 0.0136 0.4791 6.18 0.0455
governance
Value creation 80 0.3201 0.3621 1.88 0.3912
Financial measures 80 0.6835 0.0144 5.85 0.0536
Non-Financial 80 0.0439 0.0317 7.75 0.0208
measures

Based on the normality tests for the indices constructed from the PCA, the value creation index
shows that it is normally distributed and one cannot reject the claim using the skewness,
kurtosis or joint adjusted chi2. Basing on skewness, one cannot reject the hypothesis that the
integrated report and financial measures indices are normally distributed. As alluded to earlier
on, the correlation established above warranted the running of regressions to ascertain any

explanatory power of the given attributes on value creation.
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5.8 REGRESSION ANALYSIS

Controlling for the sector and the status of the respondent, multiple regressions were run to
establish the explanatory power of the key attributes on value creation. The first regression
function focuses on the influence of the integrated report. The second regression function
focuses on corporate governance. The third regression analysis examines the impact of
financial measures on value creation. Lastly, the impact of non-financial measures on value
creation is examined in the fourth regression function. Given that each attribute has a certain
number of items, indices that were constructed through the exploitation of PCA were employed

and the results are summarised in Table 5.13.

The regression functions that give results in Table 5.14 can be represented as follows:

Value creation = f (integrated report index; demographics) ............cccoviiiiiiiiiiinen.. 0]
Value creation = f (corporate governance index; demographics) .............ccovevuiiinennns (i)
Value creation = f (financial measures index; demographics) ..........cccooviiiiiiiiiniinnn.n. (iii)
Value creation = f (non-financial measures index; demographics) .............ccccovinenn.. (iv)

Table 5.13: Summary of regression results

(i) (ii) (i) (iv)
Independent Dependent Dependent Dependent Dependent
variables variable: value variable: value variable: value variable: value
creation creation creation creation
0.43**=*
Integrated report (5.27)
Corporate 0.28**
governance (2.42)
Financial 0.18**
measures (2.10)
Non-Financial -0.06
measures (0.87)
Constant 0.00 -0.12 -0.06 0.04
(0.02) (0.32) (0.17) (0.11)
Number of 80 80 80 80
observations
F-value 4.87 1.17 0.92 0.30
(p-value) (0.00) (0.33) (0.48) (0.93)
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R-squared 0.2859 0.0874 0.0705 0.0242
Demographics Yes Yes Yes Yes
Notes: ***p < 0.01, **p < 0.05, *p < 0.10; t-values are in parenthesis; Two controlling variables are added i.e.

stakeholder status assuming values (1 = external) and (2 = internal), and sector of the stakeholder assuming
values (1 = mining), (2 = construction and engineering), (3 = manufacturing and general trading), (4 = integrated

services) and (5 = information technology, telecommunications and support services).

For the sake of brevity, the results indicate the inclusion of the sector and status as
‘demographics’ without giving details of the results. Since they are controls and the regressions
also showed that they are not significant, there is no need to give the detail of these control

variables.
5.8.1 Integrated Reports and Value Creation

The regression analysis shows that integrated report attribute is a significant covariate. Having
a higher index value in terms of the integrated report attribute raises the index of value creation
and that is highly significant. In other words, a favourable score in terms of the integrated
report, as drawn from the items within this attribute, is statistically established to have
favourable results with respect to value creation by the organisation. This is in line with
expectations. One would expect that when the integrated reports perform well in terms of
readability, understandability, and giving help; in terms of giving insight into the operations of
the business; in terms of defining the objectives of the organisation; and depicting the credibility
of the management, then that will have a positive and favourable influence on the value
creation of the organisation. The data from the sample in this study just indicate that. The result
augurs well with the purpose of the stakeholder instrument in complementing the integrated
reports by illuminating the salient information that needed by stakeholders in making informed

decisions.
5.8.2 Corporate Governance and Value Creation

A priori, good corporate governance practices are an important component in achieving the
value creation goals. A positive and significant influence is therefore expected for the impact
of corporate governance on value creation of the organisation. The results, as presented in

Table 5.13 suggest that corporate governance positively and significantly, influences value
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creation. Organisations that have good corporate governance practices tend to perform well in
terms of value creation. According to the study, stakeholders agreed that good corporate
governance systems influence value creation in organisations. This observation is critical in

validating the development of the stakeholder instrument (SI).
5.8.3 Financial Measures and Value Creation

The regression results presented in Table 5.13 are in line with the expectations indicating that
financial measures must positively influence value creation of an organisation. According to
regression analysis summarises, controlling for demographics, the index that represents
financial measures is observed to influence the index that represents value creation of the
organisation. In other words, any mechanism that attends to the items represented in financial
measures, and raises the perceptions of the stakeholders, is bound to influence the value
creation for the organisation. Stakeholders are fully aware of the importance of the integrated
reports, but they believe that there is more value in consolidating and depicting the most
pertinent and relevant financial measures. Stakeholders found the following disclosure items

important:

e Economic Value Analysis,
e Risk and Reward Analysis,
e Scenario Planning,

e Customer Focus, and

¢ Human Resources.
5.8.4 Non-Financial Measures and Value Creation

The non-financial measures index was found to have no impact on value creation. The
regression results confirm the pairwise correlation results between these two variables in Table
5.13. The current sample suggests that value creation was not a function of non-financial
measures items presented in the stakeholder instrument. However, Table 5.13 depicted a
strong relationship between non-financial measures and financial measures. The inclusion of

non-financial measures in the stakeholder instrument has support in literature. Banker, Potter
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and Srinivasan (2000) stipulated that non-financial measures are better predictors of long-term
financial performance than financial measures. Furthermore, DeBusk, Killough and Brown
(2015: 61-89) highlighted that accountants are biased towards financial measures by virtue of
their training. Therefore, stakeholders are more familiar with financial measures than non-

financial measures.
5.9 CHAPTER SUMMARY

The findings of the study have elucidated the complementary nature of the stakeholder
instrument (SI). The findings further highlighted that the analysis of the collected data support
bot the objectives and hypotheses of the study. Although the findings of the study failed to
establish a strong correlation between value creation and non-financial measures,
nonetheless, the link between non-financial and financial measures was significant. The
findings of the study depicted the need to refine the presentation of the integrated reports by
making it more relevant and meaningful to the stakeholders. Therefore, the introduction of a
complementary report in the form of a stakeholder instrument is refreshing and value adding.
The following chapter presents the conclusions, study implications, study limitations and
recommendations to stakeholders.
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CHAPTER 6:
CONCLUSIONS AND IMPLICATIONS
6.1 INTRODUCTION

The purpose of this chapter is to provide the conclusions, discussions, implications and
recommendations of the study. The chapter will start by summarising the study key findings
and highlighting the study contribution by discussing the study implications on theory and
practice as well as providing recommendations to key stakeholders. The researcher developed
a stakeholder instrument, which could serve as a guideline in evaluating stakeholder value
creation. Based on the results and findings of the research, this section discusses each

research objective, conclusions, implications and recommendations.
6.2 BRIEF REVIEW OF THE STUDY

The study was conducted across all major industries on the JSE. This included the following
sectors: Mining, Construction and Engineering, Manufacturing and General Trading, Integrated
Services and IT, Telecommunications and Support Services. Furthermore, the study found the

following attributes to be critical factors of value creation:

e Integrated Report,

e Corporate Governance,
e Value Creation,

e Financial Measures, and

e Non-Financial Measures.

The organisations in the survey were representative of the industry sectors on the JSE. As
alluded to by Koehler and Raithel (2018), stakeholders must be determined based on the type
of relationship with the organisation. Thus, the respondents were divided into two distinct
groups. Internal stakeholders included management, employees and unions. External
stakeholders included shareholders, customers, suppliers, lenders, stakeholder analysts,

government representatives, and environmentalists.
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Lepak, Smith and Taylor (2007: 180-194) and Priem (2007: 219-235) placed value creation as
the epicentre of strategic management and that it forms part of both the micro and the macro
levels. This point is the fulcrum of this study. When stakeholders get information that is of high
quality, truthful and is easily decipherable, the outcomes are invaluable. Thus, the SI's sole

purpose is to be a catalyst to effective communication, purposeful dissemination.

According to Whittington (1999: 181-188) management’s responsibility is to prepare integrated
reports and manage the stakeholder-management relationship. The literature has revealed the
unevenness of information between the stakeholders and management. Management knows
more than the stakeholders do, although integrated reports are supposed to redress this
imbalance at all times. The effectiveness of integrated reports depends upon stakeholders

being able to trust management to tell the truth.
6.3 SUMMARY OF THE RESULTS

The research has been on point in articulating the different views of stakeholders on the
integrated reports as highlighted by IIRC (2013). The research on the Sl illuminated the main
issues stakeholders want to see in integrated reports. Furthermore, IIRC (2013: 7, 8) stipulated
that the integrated reports can be complemented with any specific information that is beyond
that required by the integrated reporting framework. This is in accordance with the existing
corporate rules on providing critical information to stakeholders. The Sl conforms to the
observations made by PWC (2013), which depicted the needs of stakeholders of having
integration between strategic focus, accountability and report inclusive of all regulatory

changes.

The study of literature revealed that integrated reports must continuously evolve to address
the issues of value creation for stakeholders. As indicated by PwC (2014), integrated reports
by leading South African organisations have revealed a number of shortcomings in disclosure
trends and have identified opportunities for better integration of key performance measures.
Furthermore, a review of integrated reports by Solomon and Maroun (2012) confirms that there

are challenges faced by preparers and that there is room for improvement.
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On the other hand, IIRC (2013) concurred that there has been no research exploring the
opinions of different stakeholders on the first set of integrated reports. Thus, this study is
indicative of the stakeholders’ perspective on integrated reports. Stakeholders indicated that
the attributes of value creation, integrated report, corporate governance, financial measures
and non-financial measures were influential in their decision-making. The stakeholder
instrument represents the voice of stakeholders and raises the standard of reporting, thus

increasing transparency and accountability.

Transparency and accountability are the cornerstones of a good decision-making framework.
As alluded to by Osborne (2004: 292-300), transparency means helping stakeholders to see
into systems and understand why decisions are taken and accountability is viewed as a
valuable antidote to corruption and indicates to whom account should be given and how reports
should be checked. The Sl will increase both transparency and accountability thus bringing a

radical change of work culture from a default setting of secrecy to one of openness.

Stakeholders have a right to know the activities taking place at the organisations in which they
have stakes. As alluded to by Proimos (2005: 75-84), organisations’ inability to provide timely
and balanced disclosure of all material matters concerning the organisation, nurtures poor
corporate governance practices. Shareholders and other stakeholders are constantly unaware
of the organisation’s true performance and its corporate governance practices. So effectively,
the stakeholders are making decisions incorrectly due to missing or misleading information.
Talamo (2011: 228-243) stated that there is a difference between corporate governance and
management. Thus, management is about running the organisation and corporate governance

is about ensuring that the organisation runs properly.

The study has illuminated that stakeholders are in need of truthful, transparent and precise
information. Furthermore, the stakeholders depicted that they appreciate more details and
great accountability to make critical business decisions. The lack of transparency and
accountability coupled with the insatiate desire for profit and incentives in the preparation of
the integrated reports has been the point of departure for this study. The researcher thus
developed the Sl to address the critical issues of stakeholder value creation and restoration of

integrity to the integrated reports.
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6.3.1 Summary of results pertaining to Objective 1

Objective 1: To determine and develop a framework that provides factual and succinct

information on financial and non-financial measures for stakeholders.

The purpose of the study was to determine a framework that would complement the integrated
reports in creating value for its stakeholders. The researcher established through literature
review that the stakeholders were not entirely satisfied with the status quo. The increased
incidents of organisational collapses due to weak corporate governance systems and lack of
transparency and accountability eroded the value of the integrated reports. Therefore, the SI

identified important attributes that constituted value creation and these were as follows:

e Integrated reporting;
e Corporate governance;
e Financial measures; and

e Non-financial measures.

The above attributes formed the nucleus of value creation. The study depicted that
respondents knew the information they wanted. The study depicted positive and significant
correlations between value creation and integrated reporting, value creation and corporate
governance, value creation and financial measures. The correlations between these attributes
and value creation were statistically significant. A weak relationship between value creation
and non-financial measures indicated no direct link between the two. However, a positive and
significant relationship between financial and non-financial measures depicted a link between

the two. This was critical in the final analysis of the stakeholders’ instrument.

Therefore, the study supported the developed Sl and thus concurred that integrated reporting,
corporate governance and financial measures have significant influence on value creation. On
the other hand, the stakeholders endorsed the above attributes as the cornerstones of value
creation and influencers of decision-making. The respondents believed that integrated reports

are a source of great value when complemented with the SlI.
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The study established that integrated reports alone were not enough in terms of value creation.
The stakeholders found the integrated reports unable to inform, unable to be transparent and
misrepresentative of value. The study found that stakeholders are nonetheless wiser after
reading through the integrated reports. All the time and effort placed by stakeholders in
combing through the integrated reports fail to enlighten the stakeholders on organisations’
performance and forecasts. It is critical that the stakeholder instrument (SI) will be of enormous
importance to stakeholders in bridging the gap in information dissemination. The Sl will
complement the integrated reports in elucidating the salient information on a two (2) pager.
This will enhance stakeholders’ decision-making mechanism and improve communication

whilst strengthening relationships.
6.3.2 Summary of results pertaining to Objective 2

Objective 2: To determine the perceived influence of financial and non-financial measures and

how they relate to stakeholder value creation, the concept of transparency and accountability.

The study depicted that there is a positive correlation between financial and non-financial
measures. The results indicated that non-financial measures and financial measures co-exist
for the betterment of the organisation. Thus, their relationship influences value creation and

impact on transparency and accountability.

The respondents showed their need for more financial and non-financial measures in
integrated reports. The respondents further indicated that both non-financial and financial
measures are important in decision-making. In essence, the stakeholders have indicated their
need for transparency and accountability in refining their decision-making. The Sl is an
enabling tool used to interpret integrated reports and provide information that is meaningful to

the stakeholders.
6.3.3 Summary of results pertaining to Objective 3

Objective 3: To model the extent of correlation between financial and non-financial measures,
as well as their associated influence on stakeholder value creation, accountability and

transparency.
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The results suggest a highly significant correlation between financial and non-financial
measures. It is evident that financial and non-financial measures are connected and they are
instrumental in value creation. This implies that stakeholders believe that information on non-
financial and financial measures is critical in decision-making. Furthermore, the stakeholders
have indicated their appreciation of the two measures and the influence they have on value

creation.

The researcher believes that the Sl will be invaluable to the stakeholders in unlocking value
from the integrated reports by providing information that is relevant and precise. Therefore, the

stakeholder instrument will be influential in interrogating the integrated reports.

The results indicate that stakeholders view financial measures as the cornerstone of value
creation. The stakeholders expect a very high level of transparency and accountability when
analysing performance of an organisation. Therefore, the main purpose of the Sl is to aid
understanding of the contents of the integrated reports by empowering all stakeholders with

credible and precise information.

The conclusions depicted that the Sl is a vital document designed to add value to the current
set of integrated reports. The researcher found evidence that supported the need to add a Sl

to the current set of integrated reports.

The researcher ignited discussions on stakeholder value creation and its exclusion from
integrated reports. Thus, the purpose of the study was to improve the current form of the

integrated reports by adding the Sl to enhance communication and add value to stakeholders.

The Sl is not a duplication of what the international integrated reporting framework and
international financial reporting standards represent. The Sl is an important input to the holistic
reporting that captures the dreams and objectives of the stakeholders. Stakeholders are
usually the victims of rogue management and poor business decisions made by people

appointed to run the organisations.

The Sl sought to address the stakeholder and management relationship. On the other hand, it

sought to remind the stakeholder that they can empower themselves through critical analysis
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of the integrated reports. The Sl is the guide stakeholders need to navigate around the
activities of organisations and familiarising themselves with decisions undertaken by

management.

The researcher believe that the current reporting system is insufficient and requires additional
scrutiny. The researcher believe that the addition of the stakeholder instrument will dovetalil
well with the objectives of the integrated reports. The stakeholder instrument should assist
stakeholders with critical information such as the organisation’s strategy, forecasts and any
efforts by management of integrated thinking. The stakeholder instrument should further help
stakeholders understand the state of the organisations in which they have interest. The
stakeholders will have access to information that is salient, succinct, precise and meaningful
information. Above all the benefits of stakeholder instrument, it is critical to understand that the

stakeholder instrument should refine the decision making process for the stakeholders.
6.4 STUDY’S CONTRIBUTION TO NEW KNOWLEDGE

The results of this empirical study provide significant perceptions into the process of
stakeholder value creation. Firstly, the study has established the significance of
complementing the integrated reports to enable stakeholder value. Secondly, the research
authenticated the stakeholder instrument as a predecessor of value creation. Thirdly, the study
has illuminated the attributes that matter to the stakeholders and assist with effective decision-

making and value creation.

In terms of novelty, the researcher is not aware of any studies readily available that address
stakeholder value creation by connecting apparent stakeholder instrument (SI) dimensions
(integrated reports, corporate governance, financial measures and non-financial measures) to
value creation. Thus, the research can be measured as an original, innovative study that
explores stakeholder value creation. More precisely, this study contributes to the existing body
of knowledge in the value creation territory by making available scientifically tested
understandings of both the integrated reports and the stakeholders. The researcher also
maintains that the developed framework (SI) can be applied in stakeholder value creation

studies in all organisations focused on producing meaningful and transparent information.
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6.4.1 Implications on Theory

The theoretical implications of the study are as follows:

As stated by Lepak, Smith and Taylor (2007: 180-194) and Priem (2007: 219-235), value
creation is a central theme in the field of strategic management. However, not enough empirical
studies on value creation from stakeholders’ perspective exist. Garriga (2014: 489-507)
concurs that only a few studies have researched about value creation from a stakeholder
perceptive. Furthermore, Walsh (2005: 426-438) and Jones and Wicks (1999: 206-222)
reiterate that research on value creation is recent and relatively limited. This study
conceptualises stakeholder instrument as a predecessor of value creation. This implies that
organisations have to be accountable and transparent for stakeholders to see value in
integrated reports. Thus, this study argues that by developing a stakeholder instrument with

value creation attributes, organisations can be accountable and transparent.

Stubbs and Higgins (2014) stipulate that integrated reporting has not encouraged
developments in disclosure mechanisms. Thus, the study contributes to the existing body of
knowledge within the integrated reporting space by providing some statistically tested insights

into stakeholder value creation.

6.3.2 Implications on Policy and Practice

The accounting profession is under scrutiny from stakeholders. Over the past few years, the
world has witnessed a degeneration of corporate governance systems, an elevation of corrupt
incidences and the demise of organisations. However, the most concerning observations
include the lack of trust between management and stakeholders. Negash (2009) stipulated
that the high profile organisation failures and accounting scandals have led stakeholders to
believe that there is a prevalent absence of accountability, transparency and a deterioration in
ethics and morals of managers in organisations. On the other hand, IIRC (2013; 7-8) stipulates
that the integrated report is a concise communication about an organisation’s strategy,

governance, performance and prospects.
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Thus, this study’s main objective was to establish whether the integrated reports create value
for stakeholders. Based on the significant findings of the study, it can be argued that, the
integrated reports require assistance in unlocking value for the stakeholders. Furthermore,
management must consider stakeholders’ role and work towards satisfying their needs. As
elucidated by Spitzeck and Hansen (2010: 378-391) that no observed research has evaluated
how stakeholder input is considered on the corporate level. This research gives insights into
stakeholder needs. The research successfully links integrated report, corporate governance,

financial and non-financial measures to value creation.

Therefore, looking at Integrated Reporting, key priorities that need to be worked on are:

A need for International Integrated Reporting Committee to revisit the international
integrated reporting framework and take charge of the transparency and accountability of
the integrated reports to moderate the impairment arising from rogue accounting currently
taking place in organisations.

e Lack of a comprehensible and strategic approach on the optimisation of capitals over time.

e An urgent need to address the reliability and completeness of the integrated reports.

e A pervasive lack of trust and assurance in the integrated reports that is destroying value for
the stakeholders resulting in increased risk for stakeholders.

e A need for organisations to be transparent and accountable to its stakeholders to heighten

assurance and reliance on the integrated reports.

e An honest stakeholder engagement by organisations on business activities, thus mitigating

loss of trust.

Findings from the study indicated that the integrated report attribute is a significant covariate.
Having a higher index value in terms of the integrated report attribute raises the index of value
creation and that is highly significant. This implies that stakeholders expect the integrated
reports to be easy to read and understandable to be meaningful. Therefore, it is of paramount
importance that organisations maintain a high standard of integrity and consistency in their

preparation and delivery of the integrated reports to stakeholders. The reliability of integrated
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reports is achieved by showing respect and paying attention to all the stakeholders’ needs

regardless of their status.

Furthermore, the findings indicated that the integrated report should provide insights into the
operations of the organisations and take into stakeholders’ confidence the credibility of
management. Considerations of the abovementioned will have a positive and favourable

influence on the value creation of the organisation.

Findings from the study confirm that good corporate governance practices are an important
input to attaining value creation goals. As depicted by the study, stakeholders believe that
organisations can do more in terms of the way management relays information to them. The
findings imply that organisations with good corporate governance practices tend to perform
well in terms of value creation. Therefore, stakeholders believe that sound corporate
governance principles influence value creation. Furthermore, stakeholders believe that for
value creation, management should be able to reduce risk for both the organisation and the

stakeholders.

On the other hand, the study confirmed that financial measures positively influence value
creation of an organisation. Positive and significant correlation between financial measures
and value creation indicate that stakeholders believe that the disclosure items of economic
value analysis, risk and reward analysis, scenario planning, customer focus and human
resources are critical in decision-making. Therefore, organisations should raise the
perceptions of its stakeholders when presenting the integrated reports. Stakeholders are fully
aware of the importance of the integrated reports, but they believe that there is more value in
consolidating and depicting the most pertinent and relevant financial measures for value

creation.

The findings indicated a strong relationship between non-financial measures and financial
measures. As alluded to by Banker, Potter and Srinivasan (2000), that non-financial measures
are better predictors of long-term financial performance than financial measures. Therefore,
organisations are recommended to consider reporting on relevant non-financial measures

when presenting the integrated reports.
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6.5 LIMITATIONS

Firstly, despite the researcher’'s meticulous approach to ensuring a quality study with
meaningful theoretical and managerial implications, it is vital to mention the limitations of this
study. The present study only focused on organisations listed on the JSE. Furthermore, the
study sample was from the organisations listed on JSE. This, however, excluded private

organisations.

Secondly, to focus the study, not all variables that could influence value creation were

considered.

Thirdly, unconscious misrepresentation on the questionnaires may have occurred with

individuals being uncomfortable with disclosing certain information.
6.6 RECOMMENDATIONS FOR FURTHER RESEARCH

The study significantly contributes to the existing body of knowledge on how the stakeholder
instrument complements the components of the integrated reports for value creation,
accountability and transparency. Nonetheless, the researcher recommends that future studies

should focus on:

e Integrating a qualitative approach to future research related to value creation. A gqualitative
approach can be useful in complementing the principles that guided this research.

e A study using a larger sample considering that this study was conducted using a
conservative sample

e Interrogation of other variables that could influence value creation. This will enrich the
current knowledge base with further understanding of stakeholders’ value creation.

e Consider using longitudinal study to determine causal relationships between integrated
reports and value creation using of longitudinal data.

e Developing a bigger scale study that includes organisations from different stock exchanges
in the world. The researcher believes that the theoretical bases used for building the
conceptual framework and the questionnaire are comprehensive in their scope. Thus, a

similar questionnaire could be used to measure value creation process of any organisation.
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APPENDICES

APPENDIX A: QUESTIONNAIRE

SECTION 1 - DEMOGRAPHICS
Please indicate your answer by means of a eross (x) in the appropriate block,

0. Pleasze indicate your stakeholder status.
Shareholder

Cuistamer

supplier

Management

Employee

Lender

Inwestar Analyst

Trade Union

Government representative
Erwiranmentalist

Cither

02, Please tick your appropriate sector,

Miring

Construction and Engineering

Manulacturig and General Trading

Financial Services

Information Technolagy, Telecommunications and Suppart services

The statements in the following sections of the questionnaire refer to the integrated reports, and will

include perceptions or views on the integrated financial reports prepared by companies for their
stakeholders.

The guestionnaire is intended to ascertain whether the integrated reports are serving the purpose of
communicating critical information to the stakeholders. Information that is value creating and
transparent enough to help the stakeholders make informed decisions.

Indicate the extent to which vou agree with the following statements by means of a cross (x) in the
block that best represents your opinion.
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- Strongly _. Strongly
Descrpition Disagree Diisagree Neutral Agree Agree
1 2 3 4 5

Integrated financial reports are easy taread, understandable and very
helpful.

Integrated financial reparts provide insight inta the operations and strategu
of the businessz.

Companies' abjectives are clearly defined in the Integrated Financial
Reparts.
Integrated financial reports depict the credibilitujof management,

Section 3 - Corporate Governance

5 Eoard Members must be appointed indefinitely,

5] Top Management must be appointed for a defined period.

T Companies must invest more than 3% af its revenue in C5lor CSE.

g Top Management must be measured and incentivised accaording ta their
success in achieving strategic and carparate citizenry goals.
Section 4 - Yalue Creation

5 Companies must present both economic and accounting profits in the
integrated financial reparts

1 Integrated Financial Reports are transparent and represent a fair and
hanest account of business operations and strategy implementation.

1 Ezonamic and accounting profits have equal weighting in determining
value in business.

1z Companies must dizcloze the book walue per share including all leased
assets [operating and financial leases]in the integrated financial reports.
Section 3 — Financial Measures

13 The age of the assetz must be disclosed in the integrated financial reports.

14 O balance shest aszets must be disclosed inthe integrated financial
reports.

15 Contingency liabilities' disclasure must include both probable and Ron-
probable in the integrated financial statements.

15 Companies must disclose their customers' daws in the integrated financial
reports.

17 Companies must invest more than 12 of salaries and w ages on emploves
training and development.

1a Companies must disclose their staff turnowver rate in the integrated financial
reports.

13 Companies must disclose the creditors’ davs in the integrated financial
reports.

20 Companies must show 3 possible autcomes of their strateguin the
integrated financial repores.
Section 6 — Non-Financial Measures

21 Companies must disclose their price competitiveness in the integrated
financial reparts.

25 Companies must disclose the amount of praduct or service rewarks inthe
integrated financial reports.

23 Companies must disclose alist of their major suppliers inthe integrated
financial reports.

2q Companies must disclose average age of the relationzships with major
suppliers in the integrated financial repores.

2 Companies must disclose the size of the market they operate in, inthe
integrated financial repores.

o5 Companies must disclose their market share in the integrated financial
reports.
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57 Companies must dizclose their emplovee satisfaction indes in the
integrated financial reports.

55 Companies must disclose the number af new products or services
introduced during the financial vear,

5 Companies must disclose the tatal costs For research and development in
the integrated financial reports.
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APPENDIX B: STAKEHOLDER INSTRUMENT (Sl)

DESCRIPTION

N
(=]
=
D

2017 | 2018 | 2019 | 2020 | 2021 | 2022

Leadership
G Organisational Leadership period of service
Corporate Social Responsibility / Investment

Strategy development and Implementation

Economic Value Analysis

Ve Economic Value Added (EVA)

- Net Cash Flow Return on Investment (CFROI)
Economic Profit

Organisational Fundamental Value (Book Value)

Organisational Intrinsic Value (Market Value)

Risk and Reward Analysis
EM Average Age of Assets
On Balance Sheet Assets
Weighted Average Cost of Capital
Gearing
Working Capital
Contingency Liability
Owners' Net Worth

Return On Equity

Market Attractiveness
Market Share

=z
=
<

Global footprints

Market Growth (expectations)
Profit Margins
Competetiveness

Size of the market

Customer Focus

M Customer satisfaction
Product reworks

Promotions and discounts granted

Customer days

Supplier Focus
FM Supplier days

Promotions and discounts received
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Average age of the relationship

Quality of products or services provided

=
=
<

Human Resources
Employee Education
Employee Training and Development
Employee well being and satisfaction

Staff turnover

=
=
<

Innovation Focus
Ratio of New Products to Other Products
Number of current product upgrades

Research and Development

Scenario Planning

M Fairly Certain (probability of 1.0)

Moderate (probability of 0.8)
Risky (probability of 0.6)
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o e A eaduate Sch University of South Africa, PO Box 397 Unisa, 0003 South Africa
Cnr Janadel and Alexandra Avenues, Midrand. 1685, Tel: +27 11 652 0000, Fax: +27 11 652 0299

E-mail: sbl@unisa ac.za Website: wwwunisa ac.zafsbl

SCHOOL OF BUSINESS LEADERSHIP
RESEARCH ETHICS REVIEW COMMITTEE (GSBL CRERC)

19 August 2016

Ref #: 2016_SBL/DBL_014_FA

Name of applicant: Mr ND
Chabuda

Dear Mr Chabuda Student #: 72225319

Decision: Ethics Approval

Student: Mr ND Chabuda, nchabuda@amail.com, 082 755 7305

Supervisor: Prof ] Kruger, krugejw@unisa.ac.za, 011 652 0369

Project Title: Developing a stakeholder’s instrument to complement the components of
financial statements as a measure of value creation, accountability and transparency.

Qualification: Doctorate in Business Leadership (DBL)

Thank you for applying for research ethics clearance, SBL Research Ethics Review Committee
reviewed your application in compliance with the Unisa Policy on Research Ethics.

Outcome of the SBL Research Committee: _;':
Approval is granted for the duration of the first phase of the Project
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The application was reviewed in compliance with the Unisa Policy on Research Ethics by the
SBL Research Ethics Review Committee on the 18/08/2016. .

The proposed research may now commence with the proviso that: _
1) The researcher/s will ensure that the research project adheres to the values and :

| principles expressed in the UNISA Policy on Research Ethics. :

2) Any adverse circumstance arising in the undertaking of the research project th?‘;.

shobte

|_ be communicated in writing to the SBL Research Ethics Review Committee. |

| relevant to the ethicality of the study, as well as changes in the methodology,

3) An amended application could be requested if there are substantial changes from
the existing proposal, especially if those changes affect any of the study-related risks
for the research participants.

4) The researcher will ensure that the research project adheres to any applicable
national legislation, professional codes of conduct, institutional guidelines and
scientific standards relevant to the specific field of study.

Kind re

/ wc@ @03"/80/,@

f K Ramphal
Chairperson: SBL Research Ethics Committee
011 - 652 0363 or ramphrr@unisa.ac.za

g A Q3B Jocl

r R Mokate
CEO and Executive Director: Graduate School of Business Leadership
011- 652 0256/mokatrd@unisa.ac.za
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APPENDIX D: 5™ INTERNATIONAL CONFERENCE ON BUSINESS AND BANKING
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5th INTERNATIONAL CONFERENCE ON BUSINESS AND BANKING (ICBB)
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LIST OF ACCEPTANCE PAPER FOR PRESENTATION IN
THE 5™ ICBB, 2018
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1 101.00 Tijjani Habibu Ahmad

2 101.01 Rita Sugiarti, Ancella Anitawati Hermawan

3 101.02 Alfiana Fitri; Husnunnida Maharani

4 102.00 | Jan Walters Kruger; Ngoni Dzashe Chabuda -\/

5 103.00 Achmad Januar Irwan: A. A. Gde Satia utama

6 103.01 | Made Narsa; Niluh Putu Dian Rosalina H. N

7 103.02 Etty Indriani;Nugroho Wisnu Murti

8 107.00 Dewi Pudji Rahayu; Abdul Hofir

9 201.00 | Benny Budiawan Tjandrasa

10 201.01 Herman Karamoy; Hizkia H.D. Tasik

11 201.02 N Purnomolastu; Werner Ria Murhadi; Ratna Widyanti W
12 201.03 Aria Farah Mita; Harry Ferdinand Silalahi; Alin Halimatussadiah
13 201.04 Siti Komariyah; Fitri Rusdianasari; Ati Musaiyaroh
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On Saturday, October 7, 2017, 6:05:28 PM GMT+2, The InterdC 2016 <interdc@amail com> wrote:

Dear Mgoni Chabuda (first author), Jan Kruger,

After a rigorous review, with pleasure we would like to inform you
that your paper with ID/Title:

106 Stakeholder Instrument (S1) to complement the Integrated
Financial Report for value creation. accountability and transparency

is accepted to be presented and published in The 2nd International
Conference on Contemporary eConomics and finanCial govermanCe 2017
(The InterdC 2017} which will be held at the Ambarukmo Hotel,
YWogyakarta Indonesia, during 16 - 17 December 2017

The Publication of InterdC 2017 is in Far East Journal of Mathematical
Sciences (FJMS) — ISSN 0972 - 0871.

The blind review process already taken from three reviewers and the
result attached with this email. ¥ou hawve to revise your paper aligned
with the review result

Please send these documents to interdc@amail com on the latest 13
Crctober 2017 .

1. . The Revised Full Paper that will be published in IFar East
Journal of Mathematical Sciences (FJMS) — ISSM 0972 - 0871.
Please download the template from

hittp Afwwner. pphimij. comlfindex. phpfact=download template&jr id=33

2. The copyright form that may download from
hittp:Minterdc. orgflnterdC2017__copyright form. pdf

3. The registration form in pdf format. Please download
the registration form from http:Vinterdc.orgfinterdC2017_Registration_Form. pdf

4. The scan proof of payment in pdf format. Please detail of paymeant
on the registration form.

5. The report on how do you revised your paper aligned with rewviewer
comments in t«t format.

6. Please provide Plagiarism Checker using either

CrossCheckhttp:ffwwww. crossref org/crosscheckfindex html or
Turmnitinhttp:/fturnitin.com/ or

hitp:/smallseoctools com/plagiarism-checker’ onto your Revised Full
Paper and send the report as well.

Please email us if you have any questions relate with InterdC 2017.
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