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Introduction

In the literature relating to the stakeholder
theory, the aspects of external reporting and
accountability directed towards the outside
were considered above all. Recently, with
regards to management control, attention
has shifted to the management of internal
resources and the use of segment reporting to
improve the ability to understand the causes
of the company's economic and financial
performance.

The focus on only economic and financial
aspects seems to be integrated to consider the
pressures that emerge from some challenges
deriving from the economic-social system in
which the company operates. We refer in
particular to: the motivation of internal staff
that often generates strong conflicts, the
emergence of climate and environmental
changes, theories concerning happiness, the
civil and "prophetic" economy [1, 2].

These requests coming from the stakeholders
urge companies to  re-orient  their
management and to re-interpret traditional
models and tools to make them suitable to
direct management towards multi-
dimensional objectives in the perspective of
sustainability. This research in particular
focuses on the segment reporting and how
this can play a crucial role in the new
challenges those companies are called to face.
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Since the company is called to new challenges
and therefore reinterpret its role in society, it
must equip itself with new tools to make
them fit for new functions. The manager's
information needs have changed and
therefore the tools must also change by
changing the information content.

In this work we focus on one of these tools:
segment reporting, which, when properly
rethought, can play a crucial role in this, that
is, 1in a management that involves
environmental and social aspects. Some
quantities that are particularly significant:
the margin of environmental contribution;
the added value, etc. In this perspective it is
possible to think of a model for “integrated
segment reporting”.

Research Design and Methodology

This paper is based on a theoretical-
deductive methodology for the construction of
a framework on segmentation and reporting
by segments in the measurement, control and
management of sustainability and the social
and environmental impact of the activities of
companies and public administrations. Since
there are no companies or even public
administrations that neither use this
framework nor segment reporting with
reference to non-financial information, it is
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not possible to analyze business cases or
company samples. Although this paper aims
at theoretical aims, it cannot be argued that
it has no practical utility, since it constitutes
a reference point for the practice for the
purposes of monitoring and managing the
company's sustainability and its social and
environmental impact.

This paper aims to fill a gap in the literature:
1) defining a framework based on
segmentation and re-composition
(aggregation) of the operations and activities
of companies and public administrations; 2)
highlighting how the segment reporting,
generally used by companies to provide
information to management (internal
financial reporting) and to stakeholders
(external financial disclosure), can play a
very important role in assessing, controlling
and managing companies' sustainability and
their social and environmental impact.

Literature Review on Stakeholder
Theory and Segment Reporting

The stakeholder’s theory identifies over time
the presence of different and new types of
stake to be included in it. In the past it was
mainly about the stakeholders deriving from
the market: customers, suppliers,
competitors through which commercial
exchanges took place the stakeholder’s theory
[3, 4, 5,6, 17, 8].

This theory has many times been
misunderstood with its initial outlining and
often considered as a pretext not to respect
the neutrality and the equity of treatment of
those with interest in the business [9, 10].
Subsequently, this theory has enriched the
map of stakeholders through new subjects
that can be close together, such as: internal
staff, collaborators, the local community and
the political-institutional interlocutors of the
territory.

Also, you can include those far away,
including: distant communities that require
basic necessities; war zones that indirectly
prevent companies from accessing these
markets; atmospheric phenomena such as
the melting of polar ice caps. The latter are
added to the previous ones and are
considered important in relation to
globalization and the objectives of
sustainable development of the UN SDGs
2030 [11]. This expansion of the sphere of
stakeholders challenges the company within
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itself to an increasingly radical change in
decision-making processes but above all
stakeholder engagement. Among the most
evident aspects, we can mention: the
progressive lack of relational goods [12] and
the pressure to find methods to manage
conflicts inside of the company. Moreover, the
business — bearers of interests (stakeholders)
relationship, goes from a theory based on
conflict, which nevertheless must be present,
to one based on collaboration among the
various stakeholders [13, 9, 14, 15, 16].

A collaboration which rests on the common
anthropological basis and that does not see
the conflict per se extinguish itself; rather it
takes advantage of the dissent as a means of
bettering the relationship with the
stakeholders. This is corroborated by the
concept of the common good [17, 18, 19, 20]
which contributes to orientate decisions of
managers towards (perhaps) an
internalisation of ethical principles [10] and
the exercising of “virtues” too [18].

Despite the great importance in the area of
management control to support decisions [21,
22, 23, 24, 25, 26], reporting by segments is
generally examined briefly in management
control manuals [27, 28, 29, 30]. This lack of
scholarly attention is evidenced by the
presence in Italy of very few monographic
works that are dedicated to reporting by
segments, which examines above all external
communication tool [31, 32, 33, 34, 35].

The original function of reporting by
segments is to satisfy the information needs
of top management that is interested in
measuring, with a high frequency (quarterly,
monthly), the performance of the segments
corresponding to the lines of business and / or
geographical areas in which the company
operates. Over time, it has also taken on an
external communication function thanks to
specific international accounting standards
that have introduced the obligation for listed
companies to publish reporting by segments
(SFAS: 14 and 131; IAS 14 and 14-R, IFRS
8).

A substantial research area of studies has
therefore developed internationally on
segment reporting as a tool through which
listed companies disclose the report by
segments [36, 37, 38, 31, 39, 40, 41, 42, 43,
44, 45, 46, 47]. With the issuance of IFRS 8
(Operating Segment), the management
approach is introduced, according to which
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the information by segment for stakeholders
must be based on the same segmentation
map that is used by management [35, 46, 49,
50, 51, 52, 53, 54]. In literature there is a gap
in the theorization of reporting by segments
as a tool for environmental and social
planning and reporting.

This paper aims to bridge this gap
highlighting this function that can be
fulfilled. Moreover, through the interim

environmental and social reporting it

possible focus on the social and
environmental 1impact of the business
operations over time highlighting the

influence of the past, present and future of
company performance. Segment reporting by
geographical area and by line of business
(LOB) supplies very useful information for
planning and for management control.

From the financial point of view, measuring
only the overall result, the losses of one or
more segments do not emerge if they are
lower than the profits generated by the
others, because of reciprocal compensation.
The same is for the environmental and social
dimension of their performance. Therefore,
companies need to set segment reporting so
as to allow the separate measuring of
financial and non-financial performance
indicators for each of the dimensions of their
performance.

Constant monitoring of the external
variables of each geographical area is very
important in order to estimate the so-called
country-risk, which heavily influences the
results and risk of subsidiaries and,
consequently, of the entity as a whole.
However, this need is also often felt by
enterprises operating on a national level:
frequently, indeed, different geographical
areas within the same country have such
strong differences from this point of view.

The analysis of the operating results and
sources of operating risk of geographical
segments is also necessary in order to
evaluate the sustainability of competitive
advantage and of the results of the entity as
a whole. Indeed, a satisfactory overall
economic result may hide a worsening of
competitive performance and of the operating
result of one or more segments which are
crucial for the success of the overall strategy.
Segmentation in “space”, by geographical
area (and by LOB), highlights the
relationship among segments and between
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segments and external variables, but it
provides a static view because it does not
show up the relationship between the past,
the present and the future of the enterprise
and of their segment’s performance.

For this reason, we also need to segment in
terms of time: corporate and segment results
must be measured and then analysed
separately with reference to annual and
infra- annual periods. Interim reporting by
segment, thus, provides management and
stakeholders with a unitary space-time
perspective from which to analyse segment
and corporate results.

This perspective is the only one that
underlines the links among segments,
between segments and environmental

variables and conditions, between the results
achieved and the expected segment and
corporate results [35, 55]. At first glance, this
approach could be considered reductive, since
it hides the unitary nature of corporate
management in space and in time. However,
the truth is exactly the opposite.

It is necessary to identify the parts making
up a system in order to focus on the
relationships of interdependence that
reciprocally connect its subsystems and
external variables, even in different time
periods. If we look closely we can see that the
current high level of turbulence affecting
economic systems originates from these
relationships. The rapid spread of ICT and
the speeding up of international transactions
combine to spread market turbulence ever
more rapidly, like an epidemic, on a global
scale.

It is as if the natural irregularity of national
markets were added to by the effects of
upheavals in distant countries. All of this
results in a kind of “domino effect”, which can
be of unpredictable intensity and take
unexpected directions, causing irregularity in
the variables that influence entities’ results
and risks. There is also the influence of past
events, whose effects, though diminishing
over time, persist for many years: temporal
interdependence is thus inextricably linked
to spatial interdependence [35, 55].

As space-time management segmentation
focuses on the relationships between
corporate subsystems and between these
subsystems and external variables, even in
different time periods, it facilitates
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comprehension of the overall functioning of
the system, of the results it produces and of
the risks to which it is exposed.

Integrating Segment Reporting with
Social and Environmental Variable

Segmentation of management activities and
operations 1in “space”, 1e in segments
(responsibility centres of various aggregation
level, processes, operations, elementary
activities) and in “time”, ie with reference to
fractions of the year (semester, quarter,
month), and the subsequent aggregation of
these segments in the “space” (systemic

Tablel: Social segment reporting scheme

vision relating to the entity as a whole) and

in the "time" (annual and multi-year
sequential  vision), provide essential
information both  for planning and

management control for the analysis of
results both for the reporting of the results to
the management (internal reporting) and to
the stakeholders (external reporting). This
applies both to financial performance and to
the sustainability = and  social and
environmental impact of the activities of
companies and public administrations. We
suggest a first draft of social segment
reporting scheme (Table 1).

Social Segment Geographical areas
Reporting
(for each month, Italy EU USA Asia
quarter, semester)
Products/services a| b |c| a e | al| d b
Sales
Costs of bought in goods
and services
Value added
Depreciation
Net Value Added Total value added
by Segments
Distribuited as follows:
¢ Employee benefits
o Interest to lenders
o Taxes
e Dividend
Adopting a similar "by segments" approach it segments) - centers of responsibility,

1s also possible to report and manage the
company's impact on the environment by
comparing objectives and results, with high
frequency in the year (monthly, quarterly).
The research line suggested by this paper is
to combine the social and environmental
segment reporting in a single integrated
segment reporting.

Conclusions

Define a framework on social reporting based
on segmentation in “space” and “time” of the
activities carried out by companies and
public administrations in subsystems (or
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