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Article is aimed at the integrating reporting initiative and ongoing discussion among the parties concerned as to its conceptual framework. The aim of our
research was to generalize opportunities and threats of adoption of the integrating reporting (IR) in search of additional competitive advantages by companies.
The main question is whether the IR framework really helps to create additional value and to enhance the market structure in Ukraine? To answer the research
question a methodology was used, which combined the cognitive theory and the theory of markets evolution with the Porter’s competitive advantages ap-
proach. Novelty of this research is an interdisciplinary view on the integrated reporting challenges and opportunities. We found that the IR framework and vol-
untary practices demonstrate huge potential and mutual benefits for both the parties concerned and the reporters, even with regard on several biases. Cons of
the IR originate from eventual cognitive behavioral inclinations, based on diminished financial data and additional space for manipulations, affecting expecta-
tions of the parties concerned. In order to minimize negative outcomes of the IR implementation we would recommend external oversight of the issued reports,
deeper transparency of business structure and clear development strategy. Further research of the IR should be focused on correction of auditing procedures,

common practices in the materiality enhancement, and sectoral opportunities for the IR implementation.
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Mempakos A. B., Lynvea C. B. Iime2poeaHa 38imHicmb AK KOHKypeHMHa
nepesaaa 04 yKpaiHCbKUX KOMNaHili: demepmiHaHmu
npomu 8uKpueneHozo cnpuliHamms

Cmamms npucesyeHa iHiyiamusi 3 iHmeaposaroi 38imHocmi (13) ma icHyro-
yili Quckycii ceped 3auikasaeHux cmopiH wodo i KoHuenMyanbHoi 0CHO8U.
Memoto docnioneHHs 6yno y3aeansHeHHs MoXIuBoCcmeli ma 30epo3, Wo
BUHUKQIOMb BHACMIOOK iMnaemeHmauyii 13 Komnaxiamu 049 ompumaHHs 00-
0amKo8oi KOHKypeHmHoi nepegaau. Kovose muMaxHA — yu OilicHO KoHyen-
yist I3 do360s15€ cmeopumu 000aMKO8Y UiHHICMb Ma po3wupumu cmpykmypy
PUHKy 8 YKpaiHi? [1ns eidnoeidi Ha numakHa 6yn0 3acmocosaHo memodoso-
2it0, Wo MoedHana KoeHimusHy meopito, meopito esontoyii puHkie ma mioxio
Mopmepa w000 KOHKypeHMHuUX nepegae. HoguU3HOK 00CAIOHeHHS € MiXAUC-
YunaiHapHuti no2aa0 Ha BUKAUKU Ma MOXAUBOCMI iHMe2po8aHoi 38imHocmi.
YcmaHossneHo, Wo KoHuenyia 13 ma 0obposineHi nPakmuKu 0eMoHCMpyomb
8enuyesHuli momeHyian ma cninbHi 8u200U 0718 3aYiKABAEHUX CMOPIH | KOM-
naHil, wo 38imyoms, HaBIMb HE38AMAKYU HA MOXIUBICMb iCHYBAHHSA 3Mi-
WEHUX OYiHOK. HeaamugHi acriekmu 3 BUHUKaOMb 3 MOAUBUX KORHIMUBHUX
108e0iHKOBUX 3MilLieHb, 0BYMOB/EHUX PO3MUBAHHAM (iHAHCOBOI iHGopmauil
ma 000amKo8UM MPoCMopoM 0118 MAHINYAAYl, Wio 8nAUBAKOMb HA OYiKYBAH-
HA 3ayiKagneHux cmopiH. [1nA ycyHeHHsa He2amugHuX enausis, 06ymosieHux
imnaemeHmayjeto I3, NPOMoHyMbCA 308HIWHIL HA2AAO 30 BUOGHUMU 38iMa-
Mu, 2nubwia npo3opicmb Bi3Hec-cmpyKkmMypu ma Yimkiwa cmpamezis po3su-
mKy. [odanbwi docnioseHHs iHiyiamusu I3 ¢/1id CKOHUEHMpPYBAMU HA KOPeK-
yii mpoyedyp ayoumy, crinbHUx MPAKMUK y Po3WUpPeHHi MoOaHHA cymmegoi
iHGhopMauii, @ MAKOM Ha CeKMOPAALHUX MOXCAUBOCMAX iMnaemeHmauyji 13.
Kntouosi cnosa: iHmezposaHa 38imHicme, KOHKYpeHMHI nepegaau, CMpyK-
mypa puHKy ayoumopCbKUX 1oCaye, 3MilyeHHA OUIHOK crpuliiHAMmA.
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lempakoe f. B., LLlynvea C. B. MIhme2pupo8aHHas omyemHOCMb KaK KOH-
KypeHmHoe npeumyuwecmeo 04 yKpauHCKUX KomnaHuli: demepmuHaHmol
Mpomue UCKpUeneHHo20 8ocAPUAMUA
Cmamosa noceaweHa UHULUAMUBe 1o uHmezpuposarHol omyemHocmu (M0)
u cywecmsyroweli duckyccuu cpedu 3aUHMepeco8aHHbIX CMOPOH 0 ee KOHuen-
myaneHoli ocHoge. Llenbto uccnedosaHus bbino 06obujeHue 8o3moxcHocmel u
Y2p03, B03HUKAIOWUX 8 pe3yabmame umnaemesmayuu MO Komnanuamu 0ns
nony4eHus OOMOAHUMENBHO20 KOHKYPEHMHo20 npeumywecmea. Knmouegol
gonpoc — delicmeumensHo aAu KoHuenyus MO no3gonsem co30ame 00MOMHU-
mesnbHyI0 YeHHOCMb U pacwupume cmpykmypy peiHka 8 Ykpaure? [ns omee-
ma Ha 8orpoc bbina npumeHeHa Memo0ooa02us, 06beUHUBWAR KOZHUMUBHYIO
Meoputo, Meopuko 360/10UUU PbIHKO8 U Mo0Xo0 Topmepa K KOHKYpeHMHbIM
npeumywecmeam. HosusHol uccredosaHus aensemca MexoucyunaAUHapH.Il
83210 HO 8bI308bI U BO3MOXHOCMU UHMeE2PUPOBAHHOU omyemHocmu. Yema-
HoeseHo, Ymo KoHuenyus MO u dobposonbHble MpakmMuKu 0eMoHcmpupyom
02pOMHbIU momeHyuan u obujue 8bl200bl 015 30UHMEPECOBAHHbIX CMOPOH U
KomnaHuli, no0awux omyemHocMb, 0axe HECMOMPS HA B03MOMCHOCMb Cy-
WecmaeosaHus CMeweHHbIX oueHoK. HezamusHbie acnekmel MO 803HUKaom
8c1edcmaue 803MOMHbIX KOZHUMUBHbIX cMewjeHul, 0byc/08/1eHHbIX pa3mbl-
muem (puHaHcogol uHGopMayuu u 0oNoAHUMENbHBIM MPOCMPAHCMBOM 0nA
MaHunynayut, 8030elicmayrowux Ha OXUOGHUA 3aUHMePEeco8aHHbIX Auy. A
YCMpaHeHUA HeaamusHslx 803delicmaut, 0bycnoeneHHbix MO, npednaearomea
8HewHuli Had30p 3a 8biMyweHHol omyemHocmblo, 6onee 2nyboKas nPo3pay-
Hocmb cmpykmypel 6usHeca u Yemkas cmpameaus passumus. JanbHeliwue
uccnedosarus MO cnedyem cKOHYEHMPUPOBAMb Ha KOpPeKyuu npouyedyp ay-
duma, coBMecmHbIX IPAKMUKAX 8 pacliupeHuu noda4u cyujecmeerHol uHgop-
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practice comparing to developed countries. It looks to

be underestimated by potential users and underper-
formed by reporters. Thus, discussions on it are already on
track with number of companies (preferably large transna-
tional firms with (out) Ukrainian roots) making first volun-
tary reports since 2010 [1, p. 25].

IR is regarded as an alternative to traditional financial
reporting practice, as it includes both wide range of finan-
cial and non-financial (social, environmental, and sustain-
ability) data, with disclosure reference to opposite features:
extra value creation vs. additional costs for data compliance
and analysis. Balance between them pose minimal stimulus
for IR existence. Thus, Ukraine as developing country still
can make a positive catch-up in business investments’ envi-
ronment with IR.

IRI's institutional base analysis, provided by Jensen
and Berg, provides clear determinants of IR publication in
different countries:
strong investor protection laws,
weaker employment protection laws;
stronger market orientation of reporting firms;
less equity ownership concentration;
higher trade union density;
higher levels of environmental and social develop-
ment;
more valued self-expression practices;
higher level of general economic development [2].

At the same time, Global Reporting Initiative survey
generalized reporter’s and expert’s interests in IR:

1) reporters are interested in embedded reports (that
comprise one-third of all self-declared reports in the GRI
database);

2) government and stock exchange support IR initia-
tives across certain sectors (financial services, mining, en-
ergy and utilities) in South Africa, Australia, The Nether-
lands and Brazil, helping to encourage or mandate greater
information disclosure;

3) sustainability as basis for business models gives re-
porters positive and appropriate impulse for development;

4) enhancement of company’s narrative toward its
approach to value creation, leading to more creativity and
joined-up thinking across the organization [3].

Additionally, IR gets strong support from experts’ co-
hort. «An integrated report is not intended to be a compen-
dium of every single piece of performance information...
it shows the relationships between these material financial
and non-financial performance metrics», — mentions Rob-
ert Eccles [4, p. 59], identifying 3 possible classes of benefits
from IR:

1) internal — such as better resource allocation deci-
sions, stakeholder engagement and lower reputational risks;

2) external market — sophisticated coverage of main-
stream investor’s need in data on sustainability;

3) external regulatory — creating common regulato-
ry background and thus lowering underreporting risks [4,
p. 59-60].

Cheng emphasizes on IR ability to stimulate new
thinking and action toward major business model adapta-
tion, and necessity for providers of financial capital to fo-

Integrated reporting in Ukraine is not so widely accepted

++++++

++
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cus on long-term company goals and performance, as their
preferences on short-term financial performance may ham-
per organization’s ability to implement fundamental busi-
ness model changes [5].

EY inits report on IR mentions, that over last 35 years
the concept of value has fundamentally changed from price-
based largely on tangible assets, to greater emphasis on in-
tangible assets [6].

Shared value and company’s choice over the long-
term ability to value creation should be regarded with seve-
ral considerations:

1) value creation potential depends on company’s
ability to identify all the resources available to it, and to align
them with its corporate strategy;

2) created value has the potential to impact on the or-
ganization’s value and profitability;

3) organizations’ benefits itself from better strategy
communication, however, information to stakeholders must
be credible [6].

ACCA’sin research of IR determinants stresses on inves-
tor’s demand for traditional reporting development, due to:

1) insufficient information for financial health assess-
ment within reporting-business strategy-risk chain;

2) partial irrelevance of non-financial data and its dis-
integration with financial information;

3) need for better combination of qualitative policy
statements and quantitative KPI (key performance indica-
tors);

4) accountability mechanisms should be part of non-
financial reporting, either through new board oversight
mechanisms, third-party assurance and/or shareholder ap-
proval at annual general meetings [7, P. 4].

IR Framework includes organizational overview,
governance, business model, risks and opportunities, strat-
egy and resource allocation, performance, outlook, basis of
preparation and presentation.

ebates on IR in Ukraine are considered to be less

intensive and engaged by the main groups of stake-

holders. The most recent publications are con-
cerned about absence of normative structure of report and
basic indicators (despite the fact that IR Framework is al-
ready a Standard which is not publicly accepted by any ac-
countant organization or regulatory body as on obligatory
for execution).

Davyduk T. suggests to develop IR with several groups
of KPI on social issues (with regard to weak public reporting
of Ukrainian companies on labor), that would enhance hu-
man capital analysis [8].

Ryadska V. regards IR as a new object of audit with
focus on risks analysis and assurance of multiplicative reli-
ability of its local components, as a result of objective in-
stitutional and economic evolution of business processes
[9-11].

lefymenko T. supports IR introduction as this would
enforce further accountancy regulations development and
improve the European Integration processes in Ukraine
in order with existing arrangements (specially Directive
2013/43/EC) [12].
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Methodological background. To answer the re-
search question we combined cognitive theory with the Por-
ter’s competitive advantages comparative approach.

Cognitive theory will help us to identify possible bi-
ased perceptions and expectations on IR initiative.

Porter’s competitive advantages approach will explain
the impetus of reporting shifts to IR, based on opportunity
and threats analysis.

In previous publications we explained influence of
long-term business strategies on global competitiveness
of service-oriented companies, what is strengthened by IR
framework on strategy and governance reporting [13]. As
information requires user’s judgments on material issues,
enhanced approach to materiality and sophisticated vision
of market prospects in IR will balance companies profile and
minimize data gap for decision-making [14; 15].

Criteria, chosen for analysis, were: alternative op-
portunity costs, disclosure for perceptions to favor general
expectations, stakeholders’ mutual shift towards coherent
data for decision-making [16, p. 550-551].

espite mainly positive opinions and comments on

IR Framework it can lead to several cognitive traps

and biased perceptions that should be necessary
recognized and understood by actors:

1) experience-based successes in IR are correlated
with sustainability reporting practices of mid 1990-2000t
reporting case studies, that are irrelevant now due to expo-
nential growth of open sources and market data flows, es-
sentially augmenting the base for decision-making process;

2) possible development of fraud practices within IR
(due to weak institutional background) is likely to change
the overall perceptions of stakeholders;

3) compliance challenges remain strong for both sup-
ply and demand sides: IR requires additional costs for data
coverage and interpretation. Excess data would matter in
timing challenge, materiality blurring, misstated or misused
improper and irrelevant statements affecting expectations
and value creation assessment;

4) different starting points seriously affect the effi-
ciency of the IR - overstated supply-side expectations can
lead to unexpected outcomes [16, p. 551-553].

Country-specific features can also impede IR Frame-
work implementation, pursuing stakeholders to biased ex-
pectations, and entirely evaporating additional benefits and
positive features of IR, among them:

+ overwhelming corruption in the public sector with
societal ignorance of legal norms;

+ extreme overregulation and bureaucracy (rising
hidden costs and authorities’ regulatory rent, mak-
ing businesses price uncompetitive, and causing
costs redistribution between shareholders and con-
sumers);

+ income inequality and poor consumer spending
potential, bending market structure and segmen-
tation (demand-oriented traditional vs. supply-
oriented innovative sectors);

+ absence of efficient capital market and sustainable
institutional base, that are important prerequisites
of IR implementation [16, p. 552-553].

Determinants and possible biases for Ukrainian com-
panies (Table I) concerning 3 fundamental essentials of IR:
value creation, materiality of information and enhance gov-
ernance, can help to estimate opportunities and threats of
IR implementation in Ukraine.

Need for trust and transparency. Companies can get
additional tool to promote their business among stakehold-
ers, but they should deliver more transparency onto these
relations by more detailed explanations of goals, gover-
nance, business model and resource management.

Extra data vs. additional costs. This is the most obvi-
ous issue that can mislead Ukrainian business: as additional
costs paid now will be compared with future engagement
of extra financial flows. However, intangibles (value, created
by various sources of capital) usually generate more profit,
than traditional tangibles (as resources are used only once).
At the same time, stakeholders’ costs on IR analysis will be
covered by gains from more precise decision-making on fi-
nancial capital allocation.

Attempt on materiality enhancement. Materiality is
specific subjective category that depends on circumstances
and background for assessment. Detailed data can cover ex-
isting gap in defining absolute and relative numbers of ma-
terial indicators, give explanations for reporters’ choice of
the relevant background.

At the same time, weak institutional background and
less competitive market environment in Ukraine may result
in expected by reporter’s perception biases, thus affecting
expectations.

Shift away from core activities: following signs, not
rules. Markets in developing countries are more volatile and
shock-inclined, so intentional manipulation with key events,
operations or indicators can mislead stakeholders.

Space for manipulations by extra data. As financial
data will be complemented with non-financial information,
the last can shift readers attention away from some weak per-

Table 1

Determinants and possible biases of IR for Ukrainian companies

Determinants

Essentials of IR

Biases

1) Stakeholders’ need for trust based on entities’
transparency;

2) exponential growth of operational data posing
additional costs on users to accumulate, process and
analyze information;

3) need for materiality enhancement

1) Value creation;
2) material information;
3) enhanced governance

1) People usually follow signs, not rules, in
shifting away from core activities;

2) extra data give space for manipulations,
thus, affecting stakeholders’ analysis and
future cash flow expectations

Source: designed by authors.
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formance indicators (or give alternative explanation on inef-
fective corporate governance and/or resource management).

So, what could be the possible measures to prevent IR
users from the fraud and cognitive threats? They should be
focused on essentials: value creation, materiality and gov-
ernance.

To provide perceptions-neutral information reporters
can use third parties oversight on prepared IR (before is-
suance) or apply traditional audit procedure. Such measure
will keep management away from exaggerating its successes
(Table 2).

Taking into account abovementioned measures, further
research of IR initiative should be focused on auditing proce-
dures correction, common practices in materiality enhance-
ment, and sectoral opportunities of IR implementation. W
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concern principle for reporting must be opposed by well-
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CONCLUSIONS

Literature analysis shows that IR framework and vol-
untary practices demonstrate huge potential and mutual
benefits for stakeholders and reporters, even with regard on
several perception biases.

Value creation is the main, but not last argument in fa-
vor of gradual shift from traditional financial reporting to com-
bined, as IR concept meets stakeholder’s needs for trust based
on entities” transparency, materiality enhancement, and elimi-
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