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Converging Information, Creating Value

he Agency model, where the 
manager’s given objective is to 
maximise shareholder wealth, 
has a strong influence in 
preparing financial statements 
to gauge managerial 
performance. Financial 
statements are audited by 
an independent party to 

reasonably assure the accounting 
information is free from error and fraud. 
Therefore, accounting information 
has to be reliable, objective – and 
above all – independently verifiable. 
Furthermore, if there are two or more 
ways to record accounting information, 
the conservative way must prevail. The 
need for independent verifiability and 
conservatism cause financial statements 
to contain good historical information 
but say little of the firm’s future. 
Furthermore, there is an increasing 
recognition that the shareholder is but 
one of many stakeholders that the firm 
must engage with.

At a time of increasing demand 
for greater disclosure, a patchwork of 
regulations and best practices have 
been added to the corporate report, 
where financial statements are the 
centrepiece, to better meet the demands 
of stakeholders. For example, the 
International Accounting Standards 
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Board (IASB) completed an IFRS 
Practice Statement for Management 
Commentary to serve as a basis for 
understanding the management’s 
objectives and strategies for achieving 
those objectives. Sustainability 
reporting that tracks the firm’s 
environment, society and governance 
(ESG) performance – through initiatives  
such as the Global Reporting Initiative 
(GRI) and The Prince’s Accounting 
for Sustainability Project (A4S) – is 
encouraged by  Singapore Exchange (SGX)  
especially for selected high impact 
industries1. More data is provided 
through longer and more complex 
financial statements, commentaries, 
standalone sustainability and other 
reporting. Inevitably, there has been 
many complaints that this huge volume 
of disconnected data has buried the 
useful information within the clutter. 
It begs the question, “Where does 
corporate reporting go from here?”

Can <Ir> ProvIde More 
UsefUl InforMatIon?
The Integrated Reporting (<IR>) 
initiative is one of the most successful 

efforts to improve current corporate 
reporting. In this respect, two critical 
events happened in 2009: 
+ First, compliance with the King 

Report on Corporate Governance 
(King III) became a listing 
requirement for the Johannesburg 
Stock Exchange (JSE) of South Africa, 
effective the following year. King III 
requires companies to provide an 
integrated report.

+ Second, the Prince of Wales 
convened a meeting of investors, 
standard-setters, companies, 
accounting bodies and UN 
representatives to establish the 
International Integrated Reporting 
Council (IIRC) to oversee the 
creation of the <IR> Framework. 
The IIRC moved quickly to consult 

1 http://rulebook.sgx.com/en/display/display_main.html? 
rbid=3271&element_id=5867
2 www.theiirc.org/companies-and-investors/pilot-programme-
business-network/
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In reviewing integrated reports 
from the IIRC website, we found 
that financials are audited under 

the “reasonable assurance” 
framework, which is attributable 

to the existence of robust 
international financial reporting 
and auditing frameworks for the 
preparation and audit of financial 

statements. Conversely, non-
financials are either not assured or 
assured with “limited assurance”. 

stakeholders on the <IR> Framework 
and established the IIRC Pilot 
Programme to obtain feedback about 
implementing <IR>. On 9 December 
2013, the IIRC published “The 
International <IR> Framework” and 
explicitly stated the aim of <IR> as 
“to support integrated thinking and 
decision-making”, where the “cycle 
of integrated thinking and reporting, 
resulting in efficient and productive 
capital allocation, will act as a force for 
financial stability and sustainability”. 

While sustainability reporting 
is an important driving force in the 
creation of <IR>, the purpose of the <IR> 
Framework is to explain to providers 
of financial capital how firms create 
value in the short, medium and long 
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terms. Integrated reports provide 
information on environmental matters 
only if they materially affect value 
creation. The seven guiding principles 
underpinning the preparation and 
presentation of an integrated report 
are as follows: The content of the report 
should have a strategic focus and future 
orientation; there should be connectivity 
of information relating to value creation; 
the insight into the nature and quality 
of the organisation’s relationships 
with its key stakeholders is provided; 
there should be disclosure of material 
information affecting value creation; 
an integrated report should be concise; 
all material matters, both positive 
and negative, should be included in a 
balanced way and without material 
error, and information presented  

is not available, there is specific legal 
prohibition, or disclosure is deemed 
competitively harmful.

As of 2014, <IR> is a listing 
requirement for South Africa and – as 
reported by the IIRC Business Network2 

– voluntarily adopted by significant 
firms all over the world. The ICPAS-
IIRC <IR> Roundtable 2013 gathered 
the perspectives of key stakeholders in 
Singapore on whether and how <IR> may 
be the way forward. The Roundtable 
panellists were divided on whether <IR> 
adoption should be mandated or market 
driven, but concurred that the decision 
would ultimately boil down to whether 
the benefits outweigh the costs. In the  
next section, we argue the case for 
market-driven adoption based on a  
cost-benefit consideration.

should be consistent over time and 
comparable across firms.

Integrated reports consist of eight 
connected content elements (denoted 
in italics in this paragraph). An explicit 
Business Model articulates value 
creation in the context of the firm’s 
External Environment and internal 
Governance. The firm makes strategic 
choices, and the integrated report 
explains how Risks and Opportunities 
both influence and are influenced by the 
firm’s Strategy and Resource Allocation. 
The results of strategy execution 
are reported as the firm’s current 
Performance and future Outlook 
using a clear Basis of Presentation. 
Integrated reports must comply with all 
the seven guiding principles and eight 
content elements unless reliable data 
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To some extent, annual reports 

already incorporate non-financials 
in the footnotes of audited financial 

statements, commentaries from 
senior officers, sustainability report 
where relevant, and report on risk 
management and governance. It is 

standard practice for annual reports 
to publish the independent auditor’s 

opinion on their financial statements, 
but annual reports are not audited  
as a whole, so they do not have a  

head start over integrated reports  
on the auditing front.

FOCUS
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Several benefits have been claimed 
for adopting <IR> over annual reports 
– clearer articulation of a firm’s 
strategy and how its business model is 
responding to changing market needs 
and expectations; better dialogues 
between the firm and providers of 
financial capital, which ultimately boil 
down to a lower cost of capital as the 
real benefit3. The cost for adopting 
<IR> is likely to exceed benefit for 
charities which cannot access the equity 
market. Therefore, our consideration 
is whether mandating the adoption of 
<IR> for listed firms is more sensible 
than a market-driven approach. An 
understanding of the economics of 
signalling is needed to understand  
the argument.

Assume there are two types of used 
cars: Good ones are worth $2,000, bad 
ones are worth $1,000, with an equal 
number of good and bad cars for sale. If 
the buyers and sellers do not know the 
type of car at the time of sale, used cars 
will be sold at $1,500 because at that 
price, both parties have an expected 
gain of zero. 

Suppose you are a seller. There is 
a 50% chance you have a bad car and 

aPPlyIng eConoMIC 
theory for <Ir> adoPtIon
We begin by stating a key assumption – 
firms in Singapore face different costs 
and benefits in adopting <IR>. 

There are clearly switching costs  
in adopting <IR> that differ across firms 
depending on the firms’ existing  
corporate reporting bases. The 
incremental cost in preparing an 
integrated report is higher for firms 
with zero bases compared to firms 
currently producing annual reports and 
sustainability reports. In Singapore, only  
listed firms (under SGX Rule 1207) and 
charities (under Charities (Accounts 
and Annual Report) Regulations) are 
required to produce annual reports. 
Almost all listed firms prepare business 
plans and budgets based on strategies 
developed in the context of their external 
environment, risks and opportunities 
– all of which are core contents of <IR>. 
However, the adoption of <IR> is not yet 
widespread. We postulate that there  
are two types of firms: Proactive firms 
have high quality plans and budgets 
that can be translated at low cost into 
integrated reports; the reverse is true  
of reactive firms. 

gain $500 from selling it at $1,500, 
50% chance you have a good car and 
lose $500 from selling at $1,500, and 
therefore, an expected gain of zero. 
If the price is higher than $1,500, the 
seller will gain at the expense of the 
buyer, and the buyer will refuse to 
trade. However, in a scenario where 
only the sellers know the car’s quality 
at the time of sale – that is, there is an 
asymmetry of information – owners 
of good cars will withdraw because 
$1,500 is below the value of good cars; 
owners of bad cars will remain eager to 
sell. Bad cars remain, driving the price 
down to $1,000, and bad cars crowd 
out good cars (adverse selection). 

P
h

o
t
o

 G
E

T
T

Y
 IM

A
G

E
S

IS Chartered Accountant 20



April 2014 21

Owners of good cars can overcome 
the adverse selection problem by 
investing in a “signal” – such as getting 
an independent mechanic to issue a 
“true and fair” opinion of the cars – 
to obtain higher prices. There is an 
incentive passing off bad cars as good 
cars. Therefore, the signal is valuable if 
the cost to send a credible fake signal 
is large enough to deter the owners of 
bad cars.  

Integrated 
rePortIng 
8 Content  
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3 the claims that <Ir> can help break down internal silos and 
improve internal process presuppose that communication is the 
bottleneck. there are two problems here: a firm producing an 
annual report instead of <Ir> may have already adopted integrated 
thinking, so reporting and reality are two different issues. also, 
there are usually incentive and institutional issues that cannot be 
solved with better communication.  
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of the integrated report separately 
is inferior to auditing the integrated 
report as a whole. An audited integrated 
report increases the cost of sending a 
fake signal by a reactive firm and hence 
increases the value of signalling for 
a proactive firm. It is no wonder that 
some firms plan to have their integrated 
reports audited as a whole, although 
none has yet succeeded.

In reviewing integrated reports 
from the IIRC website4, we found 

Asymmetry of information is 
prevalent in capital markets. Firms 
(Sellers) know more about the value of 
the products (shares or bonds) than the 
providers of capital (buyers). Auditing 
overcomes the information asymmetry 
problem in the financial statements in 
annual reports, but financial statements 
lack information on future prospects to 
estimate expected returns on capital. 

Firms preparing integrated reports 
signal to capital providers that they 
have clear business strategies and 
models to achieve the objectives in a 
sustainable manner, and are proactive 
firms. The cost to produce the same 
signal is much higher for reactive 
firms. As of 2014, <IR> is not audited 
as a whole (a point we visit later in this 
article), so there is an opportunity to 
send a fake signal. If the signal cost for 
reactive firms exceeds the benefit of 
lower cost of equity, then reactive firms 
have no incentive to fake the signal. A 
more efficient equity market, where 
proactive firms have lower costs of 
equity and reactive firms maintain 
the current costs, is thus formed. If 
integrated reports are mandatory 
replacements of annual reports, there 
is no signal to distinguish proactive and 
reactive firms, and adverse selection 
means the cost of equity is as high as 
before for both types of firms.

Banks in Singapore use inhouse 
credit assessment to evaluate loan 
applications, so firms have to provide 
additional information at the banks’ 
request. This means the informational 
content of <IR> does not provide an 
advantage over an annual report’s. 
However, in a market-driven case,  
the signal remains valuable to lower 
the cost of debt. With both lower costs 
of debt and equity, the cost of capital  
is lowered.

aUdItIng <Ir>: the whole 
Is greater than the sUM 
of Its Parts
Since financial and non-financial 
information is inexplicably interwoven 
in an integrated report, auditing parts 

that financials are audited under the 
“reasonable assurance” framework, 
which is attributable to the existence 
of robust international financial 
reporting and auditing frameworks for 
the preparation and audit of financial 
statements. Conversely, non-financials 
are either not assured or assured with 
“limited assurance”. This could be 
because non-financials either lack a 
generally-accepted standard or have 
many possible standards. For example, 

P
h

o
t
o

 S
h

u
T

T
E

r
S

T
o

c
k4 http://examples.theiirc.org/home

IS Chartered Accountant 22

s
The seven guiding principles 

underpinning the preparation and 
presentation of an integrated report 

are as follows: The content of the 
report should have a strategic focus 
and future orientation; there should 

be connectivity of information 
relating to value creation; the insight 

into the nature and quality of the 
organisation’s relationships with its 
key stakeholders is provided; there 

should be disclosure of material 
information affecting value creation; 

an integrated report should be concise; 
all material matters, both positive 

and negative, should be included in a 
balanced way and without material 

error, and information presented 
should be consistent over time and 

comparable across firms.
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already incorporate non-financials 
in the footnotes of audited financial 
statements, commentaries from 
senior officers, sustainability report 
where relevant, and report on risk 
management and governance. It is 
standard practice for annual reports 
to publish the independent auditor’s 
opinion on their financial statements, 
but annual reports are not audited as  
a whole, so they do not have a head  
start over integrated reports on the 
auditing front. Integrated reports  
may evolve faster than annual reports  
towards reasonable assurance on  
the whole report if <IR> becomes  
more widespread.

researCh agenda for <Ir>
The evolvement of <IR> and its recently- 
issued Framework have attracted 
global interest, but many questions 
need answers: Does <IR> reduce a 
firm’s cost of capital? – hard evidence 
is needed. The economics of signalling 
assumes that firms are heterogeneous 
and predicts that costs of debt and 
equity are lower for proactive firms 
than reactive firms if a market-driven 
adoption policy is implemented. The 
hypothesis is that we will not find 
this result in South Africa (mandatory 
adoption) but will find this elsewhere 
(such as in Brazil). Again, hard evidence 
is needed. Should an integrated report 
be audited as a whole? How will the 
audit profession evolve to accommodate 
auditing of non-financials? What 
is the auditing model for business 
strategy and business model? What 
about auditing sustainability? Will 
sustainability reporting converge on 
<IR>, or will a new auditing framework 
emerge for <IR>?

As we look for answers to the above 
questions, one thing is for sure: The 
<IR> train has left the station and when 
it made a couple of stops, it has picked 
up more passengers who are embarking 
on the same journey.  ISCa

information in an integrated report,  
but there is currently still no clear 
solution to the provision of assurance on 
non-financial information although we 
see the use of International Standards 
on Assurance Engagements 3000 
(Revised), that is, ISAE, by auditors 
when providing assurance on non-
financial key performance indicators 
(KPIs) of companies. We expect the use 
of ISAE to be temporary while waiting 
for an assurance framework on <IR> to 
be developed.

To some extent, annual reports 

there is no generally-accepted standard 
to prepare information about a firm’s 
strategy and business model. However, 
there are several standards for 
sustainability reporting, such as  
GRI, A4S, AA1000 (by AccountAbility), 
UN Global Compact, ISO 14000/14001 
and so on, used by firms within  
a jurisdiction.

The “The International <IR> 
Framework” released in December 
2013 has been touted as the solution 
to the preparation, disclosure 
and presentation of non-financial 

An ISCA Integrated Reporting Forum will be organised on July 30 as part of the  
Singapore Accountancy Convention 2014 from July 30 to August 1. Registration opens end-April at  

www.singaporeaccountancyconvention.sg.


