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Abstract

Integrated Reporting is one of the ways used to disclose financial and non-financial information to
stakeholders. This study aimed to investigate the level of disclosure of non-financial information in the
companies participating in the Pilot Project of the International Integrated Reporting Council (IIRC). Using the
content analysis technique, from the KPIs presented in the International Integrated Reporting Framework, data
from nine companies were analyzed in the period from 2013 to 2017. The results suggest that the non-financial
information disclosure index, considering the set of the four capitals, was classified as unsatisfactory. In the
individual analysis, natural capital and social and relationship capital presented satisfactory IDs. Intellectual
capital, on the other hand, presented a disclosure index classified as unsatisfactory. As for human capital, it
presented the average ID at the threshold of the division between satisfactory and unsatisfactory, but above
the average of disclosure of the four capitals. This study contributes to the analysis of the Integrated Reporting
disclosure index released in Brazil, mainly related to the level of disclosure of non-financial information
disclosed in the reports, as well as its evolution during the pilot project to implement the international structure
of integrated reporting. The research results show the lack of comparability and uniformity of the disclosed
information, both with the periods of the same company, and when compared with other companies,
demonstrating the need to improve the quality of the content and the disclosure of non-financial information
disclosed by the companies.

Keywords: Integrated Reporting; Non-financial Capital; Voluntary Disclosure

Resumo

O Relato Integrado é uma das formas usadas para a divulgacao de informagdes financeiras e nao financeiras
aos stakeholders. Este estudo teve por objetivo averiguar o nivel de divulgacdo das informagbes nao
financeiras nas empresas participantes do Projeto Piloto do International Integrated Reporting Council (1IRC).
Usando a técnica de analise de conteudo, a partir dos KPIs apresentados na Estrutura Internacional do Relato
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Integrado foram analisados os dados de nove empresas no periodo de 2013 a 2017. Os resultados sugerem
que o indice de divulgacao das informagdes nao financeiras, considerando o conjunto dos quatro capitais, foi
classificado como insatisfatorio. Na analise individual, o capital natural e o capital social e de relacionamento
apresentaram IDs satisfatorios. Ja o capital intelectual apresentou indice de divulgacao classificado como
insatisfatorio. Quanto ao capital humano, este apresentou a média do ID no limiar da divisdo entre satisfatério
e ndo satisfatério, mas acima da média de divulgagao dos quatro capitais. O presente estudo contribui para a
andlise da do indice de divulgagao dos Relatos Integrados divulgados no Brasil, principalmente relacionados
ao nivel de divulgacao das informagdes ndo financeiras divulgadas nos relatérios, bem como de sua evolugéao
na fase do projeto piloto de implantacdo da estrutura internacional de relato integrado. Os resultados da
pesquisa evidenciam a falta de comparabilidade e uniformidade das informacdes divulgadas, tanto entre os
periodos da mesma empresa, como quando comparado com as demais empresas, demonstrando
necessidade de melhorar a qualidade do conteldo e o disclosure de informagbes néo financeiras divulgadas
pelas empresas.

Palavras-chave: Relato Integrado; Capitais Nao Financeiros; Disclosure Voluntario

Resumen

La informacién integrada es una de las formas utilizadas para divulgar informacién financiera y no financiera
a las partes interesadas. Este estudio tuvo como objetivo investigar el nivel de divulgacién de informacion no
financiera en las empresas que participan en el Proyecto Piloto del Consejo Internacional de Informes
Integrados (IIRC). Utilizando la técnica de analisis de contenido, de los KPI presentados en el Marco
Internacional de Informes Integrados, los datos de nueve compafias se analizaron en el periodo de 2013 a
2017. Los resultados sugieren que el indice de divulgacion de informacién no financiera, considerando el
conjunto de las cuatro capitales, se clasificé como insatisfactorio. En el andlisis individual, el capital natural y
social y de relaciones present6 identificaciones satisfactorias. El capital intelectual, por otro lado, present6 un
indice de divulgacion clasificado como insatisfactorio. En cuanto al capital humano, presenté el ID promedio
en el umbral de la division entre satisfactorio e insatisfactorio, pero por encima del promedio de divulgacion
de los cuatro capitales. Este estudio contribuye al andlisis del indice de divulgacion de informes integrados
publicado en Brasil, principalmente relacionado con el nivel de divulgacion de informaciéon no financiera
divulgada en los informes, asi como su evolucion durante el proyecto piloto para implementar la estructura
internacional de informes. integrado. Los resultados de la investigacion muestran la falta de comparabilidad y
uniformidad de la informacién divulgada, tanto entre los periodos de la misma empresa, como en comparacion
con otras empresas, lo que demuestra la necesidad de mejorar la calidad del contenido y la divulgacién de
informacion no financiera divulgada por las empresas.

Palabras clave: Reporting Integrado; Capitales no Financieros; Disclosure Voluntario

1 Introduction

Until the end of the 1980s, corporate reports were predominantly financial information. However, in
the information era, companies inserted sustainability into the corporate scope, disseminating sustainability
reports paired with accounting and financial reports (Carvalho, 2013; Jensen & Berg, 2012).

Organizations are required to justify their actions, corporate social responsibility practices and to
disclose non-financial information according to the demands of stakeholders and, consequently, to ensure
legitimacy. Thus, some organizations began to voluntarily disclose information through corporate reports,
motivated by the expectation that this information influences the value of the organization (Daub, 2007; Oliveira
et al., 2012; Seabra, 2015).

However, in the disclosure of sustainability reports and accounting and financial reports, there was a
lack of harmonization of the information disclosed, with divergences between the financial and non-financial
information of some companies. Such divergences resulted in negative effects on the communication purpose
of the organizations (Eccles & Krzus, 2011; International Integrated Reporting Council [IIRC], 2011; Carvalho,
2013). These differences of information can be explained by the lack of communication and better
systematization among the areas responsible for producing the reports.

Regarding this matter, Adams and Simnett (2011) and Carvalho (2013) found that the accounting
reports followed parameters and concepts from the International Accounting Standard Board (IASB). As for
sustainability reports, this practice was non-existent and there were no clear guidelines for their preparation.

Given this perspective of disharmony between the reports, Carvalho (2013) states that the
sustainability report presented an exuberant picture of the organization's performance, which, on certain
occasions, was contradicted by the liabilities (contingencies) disclosed in the financial reports. In the same
vein, Michelon et al. (2018) state that, when compared to the data in the financial report, errors in sustainability
reports are more likely to be made and are less likely to be discovered.

In an attempt to overcome such inconsistency, a coalition of regulatory bodies, investors, companies,
accounting professionals and the International Integrated Reporting Council (IIRC) was formed, which
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committed to analyzing and devising ways to reduce differences between the various reports. Thus, in 2013,
the first version of the International Framework for Integrated Reporting was published. This structure contains
the basic principles, fundamental concepts and content elements to guide the preparation and elaboration of
the Integrated Report in a coherent and cohesive manner among the various reports required and disclosed
by the companies (Carvalho & Kassai, 2014).

For the improvement of the international structure, the IIRC created a Pilot Project with voluntary
companies whose objective was to obtain feedback on the foundations of the structure and to improve their
development and practical application. By preparing and disseminating reports according to the guidelines
presented by the IIRC to companies, in addition to meeting the demands of their stakeholders, they contribute
to the process of development and usefulness of the Integrated Report (IIRC, 2013c, 2014).

The companies participating in the Pilot Project are considered pioneers both in the implementation of
corporate reports and in participating in the elaboration of the International Integrated Reporting Framework
(IRC, 2011). The process of implementing the Integrated Report took place in 2014, with the participation of
twelve Brazilian companies (Kussaba, 2015; Maciel, 2015).

In this way, the study intends to investigate the changes and evolution in the disclosure of non-financial
information using the International Integrated Reporting Framework. Thus, this research aims to answer the
following question: What is the level of disclosure of non-financial information in the Integrated Report of
Brazilian companies participating in the IIRC Pilot Project? In order to achieve the objective, the disclosure of
non-financial information in the Integrated Report disclosed by the companies participating in the IIRC Pilot
Project from 2013 to 2017 was analyzed.

Thus, during this period, the study makes it possible to: (i) verify the disclosure in the non-financial
corporate reports - Integrated Report, defined according to the IIRC Structure, using content analysis and key
performance indicators (KPIs) and disclosure indexes (ID) and, (ii) the analysis of the disclosure evolution,
with the use of descriptive statistics and with the statistical verification of difference of the ID indicator averages.
Thus, the study starts in 2013 to enable the analysis of the reports published before the IIRC Structure, since
the first Integrated Reports were implemented and released in 2014, and it is limited to 2017 due to the period
in which the data were collected.

The present study is based on the judgment-based disclosure category, known as Theory of Voluntary
Disclosure (Salotti & Yamamoto, 2005), as the objective is to analyze the evolution and voluntary disclosure
of non-financial information with the creation of the International Structure IIRC in corporate reporting.

It is noteworthy that the studies developed on the application of specific elements of the International
Integrated Reporting Framework, such as the capital components of the reports, carried out by Nascimento et
al. (2015), Silva et al. (2016), Cardoso et al. (2017a) e Cardoso et al. (2017) analyzed non-financial capital
through the key performance indicators (KPIs). This study differs from previous studies by analyzing the
evolution of the disclosure of non-financial information in corporate reports arising from the application of the
International Integrated Reporting Framework. In addition, it is limited to analyzing exclusively the companies
that make up the Integrated Reporting Pilot Project.

The results of the study provide evidence and discussions about the impact of the Integrated Reporting
Conceptual Framework on the disclosure of non-financial information in corporate reports. Thus, the study
seeks to contribute to the objectives and evaluation of the IIRC of the Integrated Report, specifically in relation
to the dissemination and evolution of its content by the companies of the Pilot Project.

This study is divided into five parts, including the introduction. The second part presents the theoretical
framework, the third part the description of the methodological procedures, the fourth part presents the
presentation and analysis of the results and the fifth part presents the final considerations.

2 Theoretical Framework
2.1 Integrated Reporting as a form of Voluntary Disclosure

In the context that organizations are inserted in the market, voluntary disclosure starts to complement
mandatory disclosure, and the evidence points to a balance between them (Bertomeu & Magee, 2015). The
level of voluntary disclosure tends to be higher in organizations that have a commitment to sustainability. In
this case, it can be seen as a way to guarantee the legitimacy of corporate activities and the positive
development of the organization's image (Gray & Bebbington, 2000; Girdo et al., 2017).

For Verrecchia (2001) there is no comprehensive or unified dissemination theory. However, Dye
(2001) recognizes the existence of the theory, characterized exceptionally by game theory, based on the
premise that administrators will only disclose favorable information about the company. Verrecchia (2001)
categorized voluntary disclosure into three classes: association-based disclosure, judgment-based disclosure
and efficiency-based disclosure. These classes can be verified with their description in Figure 1.
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Disclosure Type Description
Related to the effects of disclosure on the agent's shares during the disclosure event, that is, the
study of the impact of exogenous disclosure on market variables, mainly through the behavior of

Association-based

disclosure .

the share price.

Related to the identification of the manager's decision reasons to disclose certain information
Judgment-based focusing on the impact on the market in which the company is inserted. This category is
disclosure considered an endogenous process, characterized by: adverse selection and presence of

disclosure costs.

Related to the early (ex-ante) decision on efficient disclosure arrangements adopted in the
absence of prior knowledge of the information, that is, the disclosure strategies are
unconditionally preferred.

Figure 1: Classification of Voluntary Disclosure

Source: Based on the study by Verrecchia (2001).

Efficiency-based
disclosure

National studies developed on voluntary disclosure, such as those by Cunha and Ribeiro (2006),
Salotti and Yamamoto (2008), Murcia and Santos (2009), Silva et al. (2013), Novelini and Fregonesi (2013),
Silva et al. (2015); Girao et al. (2017), adopt Verrecchia's (2001) contributions on the disclosure of corporate
information.

The Integrated Report, being based on many subjective aspects, can be classified in the category of
disclosure based on judgment. This is a way of disclosing corporate reports in order to explain to financial
capital providers how the organization generates value over time, providing information in a monetary or
narrative form. Because it is a comprehensive report, it becomes a reference for other corporate
communications (IIRC, 2013; lIRC, 2014).

According to the IIRC (2014), in the International Structure the basic principles to be adopted in the
preparation and presentation of the Integrated Report are: strategic focus and orientation for the future,
information connectivity, relations with related parties, materiality, conciseness, reliability, completeness,
consistency and comparability (IIRC, 2014).

The content elements are dependent on each other and cannot be mutually excluded, they are:
organizational overview and external environment, governance, business model, risks and opportunities,
strategy and resource allocation, performance, perspective and basis for presentation (IIRC, 2014). The
fundamental concepts include the capital used in the business models and the creation of value over time
(Cheng et al., 2014; Nascimento et al., 2015).

Capital is an organization's value reserves used in the production of goods or services, and can
increase, decrease or transform according to the organization's activities and products EY, 2014; IIRC, 2013,
2013b, 2014). It is improved, consumed, modified or otherwise affected by these activities.

In the International Structure, capitals are classified as: financial, manufactured, intellectual, human,
social and relationship, and natural. They are independent of each other, but they interact and are related to
the generation of value over time (IIRC, 2014). Figure 2 presents each capital highlighted in the international
Integrated Reporting structure.

Type of Capital Description

Resources available for the of production of goods or provision of services, which can be
Financial Capital obtained from different sources, for example, loans and grant capital or generated through
operations or investments.

Physical objects available in the organization for use in the production of goods and

Manufactured Gapital services, such as buildings, equipment and infrastructure.

Intangibles that create competitive advantage, encompassing intellectual properties, such
Intellectual capital as: patents, copyrights, software, information systems and others. It focuses on issues
facing the future of the organization.

Competent relationships and people's experience, involving the skills and motivations for
innovation, including alignment and support for corporate governance, risk management

Human capital and ethical values, the ability to develop and implement corporate strategy and the loyalty
and motivation to lead, manage and train teams and qualify processes, products and
services.

Relations and institutions established with communities, related parties and other groups

Social and | to improve individual and collective well-being,. It is revealed through some aspects as

Relationship Capital | common values and behaviors and a social license for the organization to exercise its
operational activity.

Renewable and non-renewable environmental actions that provide a flow of products and
Natural Capital services, interfering positively or negatively on natural capital, which includes water, land,
minerals, forests, biodiversity and others.

Figure 2: Capitals of the Integrated Report
Source: IIRC (2013, 2014).
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The IIRC's International Structure allows the organization's flexibility in preparing the Integrated Report
and comparability with other reports. Thus, it does not establish methods for measuring and disseminating
topics and it does not demand companies to follow the classification of capitals, it just theoretically supports
the explanation of the organization's value generation (IIRC, 2013, 2014).

Thus, in view of (i) the IIRC objectives (2013, 2014), corroborated by Cheng et al. (2014), Nascimento
et al. (2015), EY (2014) that the Integrated Report seeks to provide value creation to the company over time,
that (ii) the search to guarantee the legitimacy and positive development of the company's image (Gray &
Bebbington, 2000; Girdo et al., 2017), and (iii) the greater dissemination of positive aspects (Kussaba, 2015),
the following research hypotheses are formulated:

Hi: The level of disclosure of non-financial information in the Brazilian companies that make up the
IIRC Pilot Project can be considered at a satisfactory level.

2.2 Evolution of Integrated Reporting Studies

Studies on Integrated Reporting have grown in the academic environment in different perceptions,
both nationally and internationally (Dumay et al., 2016). The study by Frias-Aceituno et al. (2013) demonstrated
the influence exerted by the board's characteristics in relation to the integration of information in the reports.
The results showed that the largest companies adopt broader, more objective and comparable instruments in
the dissemination of information due to the generation of value and environmental and social impact.

The authors Jensen and Berg (2012) analyzed the similarities and discrepancies in the sustainability
reports and integrated reports. The results pointed out the existence of differences in the reports, and the
dissemination of the Integrated Report is influenced by the systems: financial, educational, labor and
economic.

The study by Fragalli et al. (2014) identified the restrictions and potential that exist in the application
of Integrated Reporting on a rural property. The results showed that the Integrated Reporting view considers
the real concerns of the business model, however, they were unable to formally apply it to rural properties.

Kussaba (2015) analyzed how the companies Itad Unibanco and Natura disclosed the content
elements proposed by the Conceptual Framework for Integrated Reporting in the years 2013 and 2014. The
results showed that there was an evolution in the process of generating information through Integrated
Reporting in both companies, and they highlighted the presence of greater disclosure of positive aspects to
the detriment of negative aspects.

Maciel (2015), on the other hand, analyzed the evolution of the concepts of Integrated Reporting,
culminating in the dissemination in the IIRC Framework and the application in the reports of Brazilian
companies participating in the IIRC Pilot Project in the years 2013 and 2014. The results showed that the
companies do not explain clearly the process of generating value and the use of capital.

The study by Zaro (2015) sought to analyze the Brazilian companies participating in the IIRC Pilot
Project regarding the disclosure of the content elements of the conceptual framework of the Integrated Report
in 2013. The results suggest that the disclosure of information in the reports is limited to the requirements of
the Global Reporting Initiative (GRI, 2015) and the need to qualify information in long-term management.

Since 2015 studies have started to emerge covering the non-financial capital suggested by the IIRC.
Among the studies that stand out are the studies by Nascimento et al. (2015), Silva et al. (2016), Cardoso et
al. (2017a), Cardoso et al. (2017) and Albuquerque et al. (2017). Nascimento et al. (2015) analyzed the level
of adherence of the key performance indicators (KPIs) of non-financial capital described in the Integrated
Report in Brazilian companies that are members of B3's New Market segment in 2012. The results show an
unsatisfactory level of adherence to KPIs non-financial capital.

Silva et al. (2016) analyzed the disclosure of the capitals proposed in the Integrated Report from the
perspective of coercive, normative and mimetic isomorphism of the publicly traded Brazilian companies listed
on the B3 Stock Index with Differentiated Corporate Governance (IGCX) in the year 2014. The results indicate
that the three types of isomorphism put pressure on voluntary disclosure in companies in relation to the capital
presented by the IIRC.

Cardoso et al. (2017a) analyzed the levels of disclosure of the key performance indicators (KPIs) of
natural capital proposed in the Integrated Report for companies that are part of the Corporate Sustainability
Index (ISE) in the years 2013 to 2015. The results indicate that companies are concerned with disseminating
information about sustainability and responsible use of natural resources.

Cardoso et al. (2017) analyzed the level of adherence of key performance indicators (KPIs) in capitals:
human and financial presented in the Integrated Report of Brazilian banking institutions in the years 2015 and
2016. The results identified good levels of disclosure of related information in both capitals.

Albuquerque et al. (2017) analyzed the influence of Integrated Reporting on the financial indicators of
Brazilian companies participating and not participating in the IIRC Pilot Project in the years 2010 to 2015. The
results showed that the best financial indicators (third-party capital participation and profitability indexes) were
presented by the Brazilian companies participating in the IIRC Pilot Project.
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In the study by Nascimento et al. (2015) the results showed that only natural capital has a satisfactory
level of adherence to KPIs. The other capitals, human, social and relationship and intellectual, presented an
unsatisfactory level of adherence to KPIs. In the study by Silva et al. (2016) the results showed that non-
financial capital had a good level of disclosure.

In the study by Cardoso et al. (2017a) the findings showed that natural capital has a satisfactory level
of adherence to KPIs with reduced disclosure of information between 2013 and 2015. Human capital showed
variability between the years 2015 and 2016, with a good level of disclosure of non-financial information.

Cortesi and Vena (2019) analyzed the effects of voluntary adoption of Integrated Reporting in 57
countries, over a 15-year period, with a sample of 636 companies. The results show that RI: i) improves
disclosures and reduces information asymmetries; ii) increases the quality of reported earnings; iii) does not
positively influence the relevance of the book value; iv) the benefits are decreasing; v) the economic structures
and geography of the countries did not affect the results; and vi) there is no evidence of the relationship
between the factors that influenced adoption and the benefits for companies.

Iredele (2019) examined the quality of the IRs of 20 companies in South Africa, from 2013 to 2017,
and the findings show a significant relationship between the quality and duration of the IRs, the level of quality
of the IRs varies due to profitability, board size, gender, and company size, and finally, it indicates that the
extent of IR signals the level of report quality.

The present study differs from previous studies in that it analyzes not only the level of adherence, but
also the evolution of the disclosure of non-financial information in corporate reports arising from the application
of the International Integrated Reporting Framework. Thus, the second research hypothesis emerges:

Hz: There was an increase in the level of information disclosure in the Brazilian companies participating
in the IIRC Pilot Project during the analysis period.

3 Methodology

To achieve the objective of the study of analyzing the level of disclosure of non-financial information
in the Integrated Report, the Brazilian companies participating in the Pilot Project were selected from 2013 to
2017. For this purpose, the study initially considered the twelve Brazilian companies distributed in the most
diverse activity segments, as shown in Figure 3. The Pilot Project has the function of contributing to the
evolution of Integrated Reporting, and the participating companies are pioneers and proactive in the practice
of disclosing non-financial information (lIRC, 2013b, 2013c; Maciel, 2015).

Company Sector

AES Brasil Power

BNDES Banks

BRF S.A. Food

CCR S.A. Road concessions
CPFL Energia Power

Fibria Celulose S.A. Paper And Cellulose
Grupo Segurador BB e MAPFRE Insurance

Itat Unibanco Banks

Natura Personal articles
Petrobras S.A. Fuel

Via Gutenberg Consultancy
Votorantim Industrial

Figure 3: Brazilian Companies Participating in the Pilot Project
Source: [IRC (2013 as quoted by Maciel, 2015).

The data were collected through the Sustainability Reports and Integrated Reporting published
between 2013 and 2017 on the companies’ websites. It is noteworthy that, as highlighted on the [IRC website,
the 2014-2018 period was considered as the period of progress/overcoming. Thus, considering that in 2013
the International Framework for Integrated Reporting was approved, we decided to start the search for data
from that year. However, the companies' 2018 reports were not yet available when the data was collected for
this research. Thus, it was limited to the data up to the year 2017.

The consultation on the companies' websites verified the availability of the reports. However, the
reports were not identified in all the analyzed years of 3 companies (AES Brasil, Grupo Segurador Banco do
Brasil and Mapfre, and Via Gutenberg), and these, therefore, were excluded from the study. The final sample
consists of nine companies.

To obtain the data used in the analysis of the KPls, the content analysis technique was adopted.
According to Vergara (2005), this methodology analyzes the data in order to identify what is being said about
a given theme. Thus, the information disclosed in the reports was analyzed in order to identify the level of
disclosure of the 34 KPIs referring to non-financial capital presented in the chapter “The Capitals” of the
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conceptual framework of the Integrated Report prepared by IIRC (2013). The Key Indicators (KPIs) of Non-
Financial Capitals used as a reference are shown in Figure 4.

1. Natural Capital 3. Social and Relationship Capital

1.1 Recycled waste 3.1 Ranking of "Excellent place to work"

1.2 Investment in environmental protection 3.2 Number of volunteers

1.3 Energy consumption by energy source 3.3 "Social investment" (spent on philanthropy)

1.4 Amount of waste 3.4 Involvement in social actions

1.5 Environmental accidents 3.5 Involvement in cultural projects

1.6 CO2 emissions 3.6 Customer satisfaction index

1.7 Animals purchased for testing 3.7 Provision for social projects

2. Human capital 3.8 Labor claims

2.1 Number of employees 4. Intellectual capital

2.2 Diversity 4.1 Number of patent applications filed

2.3 Total investment in training 4.2 Money spent on R&D

2.4 Employees in corporate e-learning 4.3 Number of tests with the new technology

2.5 Average training days per employee 4.4 Brand recognition

2.6 Middle Ages 4.5 Number of new products developed

2.7 Result of research with collaborators ghgsggendlture on organizational development

2.8 Accidents per million hours of work 4.7 Expenses with software development for internal
2.9 Absenteeism rate systems

2.10 Dismissal rate C

2.11 Minimum wage rafio 4.8 Sales generated by products originating from R&D

Figure 4: Key Indicators (KPIs) of Non-Financial Capital
Source: IIRC (2013)

To identify the information related to the KPIs used by the content analysis technique, words and
synonyms related to the indicators were adopted. The adopted words were selected based on the terms of the
KPIs in Figure 5, from the analyzed literature and based on the study by Nascimento et al. (2015). Based on
the content analysis, the Disclosure Index (ID) was estimated according to the level of adherence for each
KPI. According to Lemos et al. (2009) the ID is obtained through the quotient between the total of items
disclosed by the analyzed companies and the sum of the total of the items that constitute the checklist.

n

i
IDi = Sl

J=1

Figure 5: Disclosure Index
Source: Lemos, Rodrigues e Ariza (2009)

Where:

IDi — Company Disclosure Index i.

ej — Dichotomous variable, assuming value 0, if indicator j is absent and assuming value 1, if indicator j is released.
e — Maximum number of elements analyzed.

In this study, IDs are calculated in three situations: i) in the KPIs of each capital, which are: natural
capital, human capital, social and relationship capital, intellectual capital; ii) in the total of the KPIs of each
capital; iii) and in the sum of all non-financial capital KPIs per company. The ID result varies between 0 and 1.
The classification of the disclosure levels is shown in Figure 6.

Levels ID Classification
01 0.75a1.0 Good

02 0.50a0.75 Satisfactory
03 0.25 a 0.50 Unsatisfactory
04 0.00a20.25 Bad

Figure 6: Classification of Disclosure Levels Considered in the Disclosure Index Result
Source: Nascimento et al. (2015)

The classification of the ID was performed subjectively, based on the study by Nascimento et al.
(2015). Thus, the sample was segregated into quartiles, defining the extremes as the best and the worst level.
Thus, the first quartile was considered a good level of disclosure and the fourth quartile was considered a bad
level of disclosure.
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4 Data Analysis

To achieve the objective of the study, through the KPIs that make up the four capitals, natural, human,
social and relationship and intellectual, the disclosure index (ID) was determined for analysis of adherence
and its evolution. Table 1 presents the IDs of non-financial information related to natural capital by KPI and
per year, as well as the annual average of all KPIs and the average of each KPI in the period from 2013 to
2017.

Table 1:

Disclosure Levels of Natural Capital KPls
Key Performance Indicators (KPI) 2013 2014 2015 2016 2017 ID Médio

ID ID ID ID ID

Recycled waste 0.78 0.44 0.56 0.89 0.89 0.71
Investment in environmental protection 0.67 0.56 0.56 0.67 0.56 0.60
Energy consumption by energy source 0.44 0.44 0.22 0.67 0.56 0.47
Amount of waste 0.56 0.44 0.78 0.89 0.89 0.71
Environmental accidents 0.56 0.33 0.33 0.56 0.44 0.44
CO2 emissions 0.56 0.78 0.78 0.78 0.78 0.73
Animals purchased for testing 0.11 - - 0.11 0.11 0.07
Average ID 0.52 0.43 0.46 0.65 0.60 0.53
Normality Test (Shapiro-Wilk) / Significance 0.93 0.58 0.90 0.34
t Test: 2014-2015 / 2016-2017 / Significance 0.06

Source: Research data.

The average level of disclosure of KPlIs in natural capital is classified as satisfactory, corroborating the
findings of Cardoso et al. (2017a). The KPIs with the highest adherence were CO2 emissions, recycled waste
and amount of waste. It is observed that the CO2 Emissions KPI is the only one that has remained over the
years, contrary to the findings of Cardoso et al. (2017a), which point to a growth trend for this indicator.

However, in general, natural capital showed an evolution in disclosure between the years 2014-2015
and 2016-2017, according to the t test (0.06). It is observed that this trend can be seen in relation to the general
average of the IDs of each year, regardless of the statistical test. In the 2014-2015 period the average behaved
within disclosure levels considered to be unsatisfactory and in the 2016-2017 period with average satisfactory
levels.

The KPI animals purchased for testing has a lower degree of disclosure and is only evident in 2013,
2016 and 2017, disclosed only by the company Natura. Such results corroborate the findings of Nascimento
et al. (2015) and Cardoso et al. (2017a). However, considering the sector in which the sample companies
operate, the low disclosure of this KPI does not mean that companies may be withholding or neglecting such
information.

Analytically, it is observed that the companies that most disclosed, on average, non-financial
information about natural capital were BRF, Petrobras and Natura, respectively, with 80%, 77% and 66%
adherence to KPIs in the reports. Natura was the company that most disclosed in the years 2013, 2016 and
2017, with 100% adherence to KPIs. BRF was the company that most disclosed in 2014, with 85.71% of
adherence to KPls, and in 2015 it was Petrobras with 85.71% of adherence to KPlIs.

It is observed with these data that the disclosures are not uniform from one period to the next, even
within the same company, which impairs the comparability of the information. The lack of uniformity
corroborates the claims of Michelon et al. (2018) that companies can use sustainability reports to both report
a problem and the solution to that problem, thus justifying the lack of uniformity between periods.

Following the analysis of the disclosure of types of non-financial capital, Table 2 presents the levels of
disclosure of information related to human capital in the period from 2013 to 2017.

The average level of disclosure of human capital KPls can be classified, based on the methodology
used, as unsatisfactory. However, in the same way as natural capital, there is a trend of evolution in the period,
as suggested by the significance of the t test, also et al.confirmed with the level of disclosure in 2014-2015
and in 2016-2017, which went from unsatisfactory to satisfactory, on average. The results found contradict the
findings of Silva et al. (2016), which point to a good level of disclosure, disregarding the low performance of
KPIs “average training days per employee” and “average age”.

It is noteworthy that the KPI "average training days per employee" was not disclosed by the companies.
One of the probable reasons for explaining the absence is the fact that most companies presented this indicator
in the format of hours and not in the format of days. The plausible explanation for the situation is that the
reports are in line with the GRI indicators (2015) and the companies disclosed the “average number of training
hours per year per employee, broken down by gender and job category”.

The “average age” KPI was released only by Fibria in the years 2013 and 2014. Thus, the results on
these two KPls, Average training days per employee and Average age, contrast the results pointed out by
Nascimento et al. (2015), who, in their study, concluded that these indicators are well publicized.
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Table 2:

Disclosure Levels of Human Capital KPls
Key Performance Indicators (KPI) 2013 2014 2015 2016 2017 ID

ID ID ID ID ID Médio

Number of employees 1.00 0.89 0.78 1.00 0.78 0.89
Diversity 0.89 0.89 0.78 1.00 1.00 0.91
Total investment in training 0.56 0.44 0.56 0.78 0.44 0.56
Employees in corporate e-learning 0.44 0.56 0.22 0.78 0.56 0.51
Average training days per employee - - - - - -
Middle Ages 0.11 0.11 - - - 0,04
Result of research with collaborators 0.44 0.56 0.44 0.33 0,33 0,42
Accidents per million hours of work 0.44 0.44 0.22 0.56 0,44 0,42
Absenteeism rate 0.56 0.56 0.44 0.78 0,89 0,64
Dismissal rate 0.44 0.67 0.44 0.56 0,78 0,58
Minimum wage ratio 0.33 0.22 0.22 0.33 0,22 0,27
Average disclosure 0.47 0.48 0.37 0.56 0,49 0,48
Normality Test (Shapiro-Wilk) / Significance 0.94 0.56 0.97 0,90
t Test: 2014-2015 / 2016-2017 / Significance 0.07

Source: Research data

The diversity KPI has the highest level of dissemination, corroborating in a way the study by
Nascimento et al. (2015), in which this KPI is the second most publicized. The growth in the adherence of
indicators in 2016 coincides with that shown in the study by Cardoso et al. (2017).

The companies that most disclosed information about human capital were BRF and CPFL,
respectively, with 70.91% and 61.82% adherence to KPlIs in the reports. In 2013, BRF and Natura were the
companies that disclosed the most, with 81.82% adherence to KPIs. In 2014, BRF, CPFL and Itat Unibanco
were the companies that most disclosed, with 72.73% adherence to KPIs. In 2015, BRF was the company that
most disclosed, with 81.82% adherence to KPIs. In 2016, BRF and Natura were the companies that disclosed
the most, with 72.73% adherence to KPIs. In 2017, Petrobras was the company that most disclosed, with
72.73% adherence to KPlIs.

The third non-financial capital to be analyzed is social and relationship capital. The information
disclosure indexes for this capital are shown in Table 3 for the period from 2013 to 2017.

Table 3:

Disclosure Levels of Social Capital and Relationship KPIs
Key Performance Indicators (KPI) 2013 2014 2015 | 2016 2017 ID Médio

ID ID ID ID ID

Ranking of "Excellent place to work" 0.33 0.22 0.11 0.11 0.11 0.18
Number of volunteers 0.11 - 0.11 0.33 0.44 0.20
"Social investment" (spent on philanthropy) 1.00 0.89 0.78 0.89 0.89 0.89
Involvement in social actions 1.00 1.00 1.00 1.00 1.00 1.00
Involvement in cultural projects 0.78 0.56 0.56 0.56 0.33 0.56
Customer satisfaction index 0.44 0.56 0.78 0.67 0.44 0.58
Provision for social projects 0.67 0.56 0.56 0.89 0.56 0.64
Labor claims 0.44 0.44 0.11 0.33 0.44 0.36
Average disclosure 0.60 0.53 0.50 0.60 0.53 0.55
Normality Test (Shapiro-Wilk) / Significance 0.96 0.82 0.96 0.84
t Test: 2014-2015 / 2016-2017 / Significance 1.00

Source: Research data

The average level of disclosure of key indicators in social and relationship capital is classified, based
on the methodology used, as satisfactory. The most disclosed KPIs are involvement in social actions, 100%
of the companies in the period, and social investment (money spent on philanthropy) disclosed by all
companies in 2013, with an average of 0.89 in the period. These results are in line with the findings of Silva et
al. (2016) who found a good level of disclosure in non-financial capital in this type of capital.

The results of the Student t test do not reject the null hypothesis that there is no difference in the
average between the periods analyzed. This allows us to state that there was no evolution in the level of
disclosure of this capital in the analyzed period. Such a result, in this indicator, contradicts the IIRC's
expectations of considering the 2014-2018 period as a period of progress.

The labor claims KPIs and ranking of excellent place to work showed a significant drop in 2015.
However, these indicators showed a growth trend in 2016 and 2017. These results can be derived from the
effect of the use of sustainability reports by companies to create legitimacy in the market, as identified by
Michelon et al. (2018).

The companies that most disclosed information on social and relationship capital were Natura and
CPFL, respectively, with 67.50% and 62.50% adherence to KPIs. In 2013, CPFL and Natura were the
companies that most disclosed KPls, around 87.50%. In 2014, CPFL is the company that most disclosed, with
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75% adherence to KPIs. In 2015, Natura and Petrobras were the companies that most disclosed KPIs, with
around 62.50%. In 2016, Itat Unibanco was the company that most disclosed, with 87.50% adherence to KPlIs.
In 2017, BRF was the company that most disclosed, with 75% adherence to KPls.

Finally, Table 4 presents the levels of disclosure of non-financial information on intellectual capital by
KPI in the period from 2013 to 2017.

Table 4:

Disclosure Levels of Intellectual Capital KPls
Key Performance Indicators (KPI) 2013 2014 2015 2016 2017 ID

ID ID ID ID ID Médio

Number of patent applications filed 0.22 0.22 0.22 0.22 0.33 0.24
Money spent on R&D 0.78 0.89 0.78 0.67 0.56 0.73
Number of tests with the new technology 0.22 0.33 0.11 0.11 - 0.16
Brand recognition 0.67 0.78 0.78 0.67 0.67 0.71
Number of new products developed 0.44 0.56 0.33 0.44 0.44 0.44
Expenses on organizational development change - - - - - -
Expenses with software development for internal 0.11 0.11 0.11 0.11 ) 0.09
systems
Sales generated by products originating from R&D 0.11 0.11 0.11 0.11 - 0.09
Average disclosure 0.32 0.38 0.31 0.29 0.25 0.31
Normality Test (Shapiro-Wilk) / Significance 0.83 0,06 0,87 0,15
t Test: 2014-2015 / 2016-2017 / Significance 0.13

Source: Research data

The average level of disclosure of intellectual capital KPIs, based on the adopted methodology, is
classified as unsatisfactory. The KPIs “money spent on R&D” and “brand recognition” are the KPls, in this type
of capital, which present the highest levels of disclosure in the reports. Regarding the evolution of the
disclosure of KPIs, it is verified, due to the non-rejection of the null hypothesis of the average test, that they
are not statistically different and, consequently, the average level of disclosure in the years 2014-2015 and
2016-2017 remains the same.

The KPI expenses with software development for internal systems is disclosed only by Itat Unibanco.
The KPI expenses with the change in organizational development is not disclosed by the companies. It should
be noted that in the reports, companies report on changes in organizational development, but do not disclose
the cost incurred in the changes, which does not meet what is recommended by the integrated report. These
results differ from the findings of Silva et al. (2016).

Natura and Petrobras are the companies that most disclosed information about intellectual capital,
about 48% and 40% of average adherence to KPls, respectively. In 2013, Votorantim is the company that most
disclosed, with 62.50% adherence to KPIs. In 2014, Itat Unibanco is the company with the highest adherence
to KPls, with around 62.50%. In 2015, Natura is the company that most disclosed, with 50% adherence to
KPIs. In 2016, Natura and Petrobras are the companies that most disclosed, adhering 50% to KPlIs. In 2017,
Natura is the company that most disclosed, adhering in 50% to KPlIs.

In order to have an idea of the level of disclosure of non-financial capital from company to company,
Table 5 presents the ID of each company, as well as their classification within the adopted methodology.

Table 5:

Disclosure Level of Non-Financial Capital of Companies Participating in the Pilot Project
Companies 2013 2014 2015 2016 2017 Average ID Classification

ID ID ID ID ID

BNDES 0.38 0.38 0.38 0.41 0.37 Unsatisfactory
BRF 0.62 0.59 0.62 0.56 0.56 0.59 Satisfactory
CCR 0.18 0.18 0.29 0.53 0.32 0.30 Unsatisfactory
CPFL 0.56 0.65 0.50 0.53 0.44 0.54 Satisfactory
Fibria 0.50 0.59 0.50 0.38 0.35 0.46 Unsatisfactory
Itat Unibanco 0.26 0.53 0.32 0.50 0.44 0.41 Unsatisfactory
Natura 0.79 0.29 0.32 0.74 0.65 0.56 Satisfactory
Petrobras 0.47 0.53 0.50 0.56 0.59 0.53 Satisfactory
Votorantim 0.62 0.38 0.21 0.53 0.44 0.44 Unsatisfactory
Average disclosure 0.48 0.46 0.41 0.52 0.47 0.47 Unsatisfactory

Source: Research data

In general, the average level of disclosure of companies is characterized as unsatisfactory. It appears
that 44% of the companies have satisfactory disclosure levels (BRF, CPFL, Natura, Petrobras) and 56% have
unsatisfactory disclosure levels (BNDES, CCR, Fibria, ltad Unibanco and Votorantim). BRF, CPFL, Natura
and Petrobras are the companies that most disclose non-financial information in their reports, however none
has disclosed all KPIs. It is noteworthy that Itad Unibanco and CCR show a growth trend in terms of disclosure,
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and Itad Unibanco, in 2013, does not have any KPI related to natural capital and, in other years, there was
progress in adherence.

When analyzing the evolution of the disclosure levels of non-financial capital KPIs, it appears that, in
general, companies have not improved their disclosure levels. However, it is noteworthy that Natura and
Votorantim show visible evolution in natural and human capital between the years 2014-2105 and 2016-2107,
in line with what was expected by the IIRC.

In order to be able to analyze the research hypotheses comprehensively in the sample and,
consequently, the research objective, Table 6 presents an overview of the levels of disclosure of non-financial
capital by the sample companies.

Table 6:
Disclosure Levels of Non-Financial Capital
Non-Financial Capital 2013 | 2014 | 2015 2016 | 2017 Average ID | Classification Avera.ge fTest
ID ID ID ID ID Meaningfulness
Natural Capital 0.52 043 046 065 0.60 0.53 Satisfactory Yes
Human capital 0.47 048 037 055 0.49 047 Unsatisfactory Yes
Social and Relationship Capital 0.60 0.53 0.50 0.60 0.53 0.55 Satisfactory No
Intellectual capital 032 038 031 029 025 0.31 Unsatisfactory No
Average disclosure 048 045 041 052 0.47 0.46 Unsatisfactory

Source: Research data. Average difference t test performed between the years 2014-2015 and 2016-2017.

Based on the results in Table 6, it appears that, in terms of the 4 types of non-financial capital, the
disclosure levels of companies, based on the methodology adopted, can be classified as unsatisfactory. Thus,
in general terms, hypothesis H1 that the level of disclosure of non-financial information in the sample
companies can be considered satisfactory is rejected.

However, it appears that the natural and social and relationship capital have levels of disclosure
considered satisfactory. In this case, for these two capitals, the research hypothesis that the level of disclosure
of non-financial information in the sample companies can be considered satisfactory is accepted. However, for
other capitals, the hypothesis is rejected.

Regarding the evolution of the disclosure of non-financial information by companies, according to the
test of difference in averages, it appears that the results can be considered inconclusive. As can be seen in
Table 6, the averages of natural and human capital, statistically, showed differences in averages. Thus, for
these two capitals, hypothesis H2 should not be rejected as there was an increase in the level of disclosure of
information in the Brazilian companies in the sample during the research analysis period. However, for the
other capitals, H2 is rejected, since the average test represents that, statistically, the sample does not have
different averages in the analyzed period.

In 2014 and 2015, natural capital showed a decrease in the disclosure of all KPIs in relation to 2013,
being similar to the result found in the study by Cardoso et al. (2017a). The natural, human and social and
relationship capital, on the other hand, is the largest dissemination of KPIs in 2016 and intellectual capital is in
2014. It is noteworthy that the findings from these periods are in line with the level of disclosure of non financial
capitals found in the study by Silva et al. (2016).

In relation to the IIRC's expectation that the disclosure of an international integrated reporting structure
would result in greater disclosure of non-financial capital, the results of the present research show that there
was no significant improvement. In spite of the capitals for which there was an evolution in the disclosure
indexes, it is not possible to affirm that the improvement verified in some companies and in the natural and
human capitals is the result of the International Integrated Reporting Structure. It is important to highlight that
in 2014, when the first reports based on the International Integrated Reporting Framework were released,
there was a reduction in the disclosure of KPIs in all capitals.

Such results may represent the subjectivity with which each preparer/company has dealt with the issue
of disclosing the Integrated Reporting KPIs. As a consequence, there is a lack of uniformity and comparability,
both in companies over the years and between companies, as identified by Carvalho (2013). Despite the efforts
of the coalition group to create the International Integrated Reporting Framework and the creation of the Pilot
Project, the results suggest that the insights received during the project and assimilated by the
preparers/companies were insufficient to improve the process of disclosing the suggested KPIs in Integrated
Reporting.

5 Final Considerations
The objective of the study was to analyze the disclosure of non-financial information in the Integrated
Report released by the companies participating in the IIRC Pilot Project. For this purpose, the integrated

reports of nine companies in the period from 2013 to 2017 were analyzed. Through content analysis, IDs were
calculated to estimate the level of disclosure of 34 KPIs of non-financial information capitals.
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This study contributes to the analysis of the Integrated Reporting disclosure index released in Brazil,
mainly related to the level of disclosure of non-financial information disclosed in the reports, as well as its
evolution in the phase of overcoming adherence to the international integrated reporting structure.

The results suggest that the index of disclosure of non-financial information, considering the set of the
four capitals, was classified as unsatisfactory, rejecting hypothesis H1 of the study. In the individual analysis,
natural capital and social and relationship capital presented satisfactory IDs. Intellectual capital, on the other
hand, presented a disclosure index classified as unsatisfactory. As for human capital, it presented the average
ID at the threshold of the division between satisfactory and unsatisfactory, but above the average of disclosure
of the four capitals.

Even for the IDs considered satisfactory, when analyzing the evolution of disclosures, considering that
it is a pilot plan for learning disclosure, divergent oscillations between capitals were verified. All disclosure
rates decreased in the last analyzed period (2017). However, based on the average test, it was found that the
IDs of human capital and natural capital showed differences in averages between the initial and final years,
with evidence of growth. However, considering that the other capitals did not show statistically significant
differences in averages. Thus, the confirmation of hypothesis H2 became inconclusive for the analyzed
sample.

Corroborating the Theory of Voluntary Disclosure, it was found that the disclosure of non-financial
information is treated as an endogenous fact, in which management makes the decision to disclose information
according to their preferences or needs (Salotti & Yamamoto, 2005; Verrecchia, 2001). In addition, as stated
by Michelon et al. (2018), such results may derive from deficient internal reporting systems or from companies'
lack of trust in damage or reputation benefits arising from the disclosure of non-financial capital information.

In the analysis of the individual results of the companies, it was found that few KPIs were disclosed by
all companies. In addition, none of the companies in the sample had an average above satisfactory. The one
that achieved the best disclosure index (BRF) did not exceed 60% on average in the analyzed periods. These
results suggest that the companies participating in the pilot project found it difficult to meet the
recommendations of the basic structure of the IIRC.

Thus, it is imprudent to state that there was an evolution in the levels of non-financial information after
the creation of the International Integrated Reporting Structure, both due to the lack of cohesion and the lack
of comparability identified by the fluctuation in the levels of disclosure. Such results may derive from the
increased discretionary power of managers over the content of non-financial information disclosed in the
reports. Among the hypotheses that can be suggested as justifications for not achieving the objective of the
IIRC pilot project is the lack of obligation, which leads preparers/companies to "select" the information
disclosed in the reports over the years.

The results found also suggest a lack of uniformity and comparability of the information contained in
the integrated report. Contrasting the arguments of Cortesi and Vena (2019), these findings represent that
there is an increase in information asymmetry, since the external user is less able to identify the company's
situation. Such results may be related to the non-mandatory disclosure.

The lack of obligation, flexibility and subjectivity allowed for the preparation of the Integrated Report
favors the opportunism of the manager. As this is a voluntary disclosure report, this situation may be similar to
the “parabolic scandal’, where, in a television broadcast leaked in 1994, the then Ambassador Rubens
Ricupero, Minister of Finance of Brazil, stated: "l have no qualms; from that which is good we profit on, that
which is bad we hide" (Guerra, 2016). Thus, considering the opportunistic aspects of managers and the
hypotheses raised, it is possible that in companies that which was stated by the former Finance Minister also
happens, with an adaptation: “that which is good is 'disclosed’, that which is bad is 'omitted”.

Finally, it should be noted that the results of this study cannot be generalized, as they refer only to a
specific sample of companies participating in the IIRC Pilot Project. These results, however, are relevant and
have the potential for discussion and contribution both to the Pilot Project and to improve companies'
disclosure.

It is recommended for future studies to verify, by comparing the various reports and information made
public, if there is evidence that companies are omitting information due to its quality (that which is good is
'disclosed’, that which is bad is 'omitted). In addition, it is suggested to analyze the value relevance of non-
financial information for companies that adhered to the Integrated Report.
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