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“ Not everything that 
counts, can be counted, 
and not everything that 
can be counted, counts”.

Albert Einstein



To start a new section, hold down the apple+shift keys and click  

to release this object and type the section title in the box below.

The International Integrated Reporting <IR> Framework (‘<IR> Framework’) is a principles-based framework aimed at 
empowering and encouraging businesses to explain and disclose better how they create value. The <IR> Framework focuses 
on six sets of resources and relationships – ‘capitals’ using integrated reporting (‘<IR>’) terminology – financial, manufactured, 
intellectual, human, social and relationship, and natural capitals. The <IR> Framework defines an integrated report as a concise 
communication about how an organisation’s strategy, governance, performance and prospects, in the context of its external 
environment, lead to the creation of value in the short, medium and long term.

The UK environment

The UK has a robust reporting regime, particularly 
for quoted companies.

Current reporting regulations in the UK require  
all companies (except small companies) to prepare 
a strategic report alongside a directors’ report. 
The aim of the strategic report is to complement 
and supplement the related financial statements, 
as well as:

•  describe the principal risks that the entity faces 
and how they might affect future prospects; and 

•  provide shareholders with an analysis of the 
entity’s past performance.

Quoted companies1 also need to include specific 
information on the company’s strategy, business 
model, human rights and gender diversity in 
the strategic report, as well as information on 
greenhouse gas emissions in their directors’ 
report. They must also report on how the 
company is governed, specifically regarding their 
compliance with the UK Corporate Governance 
Code (‘the Code’), as well as produce a directors’ 
remuneration report.

The Code requires directors to state in the annual 
report that they consider “the annual report 
and accounts, taken as a whole, is fair, balanced 
and understandable (‘FBU’) and provides the 
information necessary for shareholders to assess 
the company’s performance, business model and 
strategy.” 

Following a revision to the Code in 2014, boards 
now have to confirm that they have undertaken 
a robust assessment of principal risks and how 
those risks are managed and mitigated. Risk 
management and internal control systems also 
need to be managed on an ongoing basis, 
rather than once a year, and boards need to 
explain actions taken to remedy any failings or 
weaknesses identified.

These requirements are pretty comprehensive and 
should enable a company to tell its story well. So 
why <IR>? What does it add? Why are companies 
and investors talking about it?

The Code requires directors to state in 
the annual report that they consider 
“the annual report and accounts, 
taken as a whole, is fair, balanced and 
understandable (‘FBU’)”. 
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The question often asked 
is what can <IR> add?
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How is an integrated report different from the strategic report, particularly when applying the FRC’s Guidance to the Strategic Report?
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The missing link

The contents of a strategic report alone do not 
satisfy the content elements of an integrated 
report; but additional information required by the 
corporate governance statement and on directors’ 
remuneration combined with the strategic report 
broadly match the content elements of the <IR> 
Framework. The FRC’s Guidance to the Strategic 
Report (‘the Guidance’) assists companies with 
how to give a holistic and meaningful picture of 
an entity’s business model, position and prospects 
in a clear, concise and cohesive manner i.e. to ‘tell 
its story’, and is very much consistent with the 
principles of <IR>. However, with the underlying 
focus remaining at a disclosure level, this brings 
an annual report only part of the way to an 
integrated report. The missing link is integrated 
thinking.

Integrated thinking is the active consideration by an organization of the 
relationships between its various operating and functional units and the 
capitals that the organization uses or affects. Integrated thinking leads 
to integrated decision-making and actions that consider the creation of 
value over the short, medium and long term.

Integrated thinking takes into account the connectivity and 
interdependencies between the range of factors that affect an 
organization’s ability to create value over time, including:

• The capitals that the organization uses or affects, and the critical 
interdependencies, including trade-offs, between them.

•  The capacity of the organization to respond to key stakeholders’ 
legitimate needs and interests.

•  How the organization tailors its business model and strategy to 
respond to its external environment and the risks and opportunities  
it faces.

•  The organization’s activities, performance (financial and other) and 
outcomes in terms of the capitals – past, present and future.

Taken from the <IR> Framework

+ + +
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So, an integrated report is an output of integrated 
thinking and leading corporate governance. 
Given a recent survey found that for three key 
information categories – financial information, 
governance information, and environmental, 
social and human capital information – the 
annual report was the top-ranked data source for 
investors1, it seems likely that for UK companies, 
the annual report may become the vehicle for 
integrated reporting.

Applying integrated thinking requires an 
organisation to reconsider whether its business 
model is sustainable in the short, medium and 
long term. This involves consideration of not 
only the outputs of the business, but also the 
outcomes, i.e. the effects that outputs have on 
other capitals, including those capitals directly 
related to the sustainability of the business.

Embedding integrated thinking into an 
organisation’s activities can lead to better 
connections between external reporting and the 
information used for management reporting, 
analysis and decision-making. For example, the 
preparation and presentation of sustainability or 
corporate responsibility information, either in a 
separate report or as subsections within an annual 
report, can often be seen as bolt-on processes to 
other reporting. 

Integrated thinking breaks down the silos and 
looks at the connectivity and interdependencies 
between the range of factors that affect an 
organisation’s ability to create value over time.

Essentially, integrated thinking challenges and 
enables companies to ‘live their story’, rather than 
merely tell it.

“The biggest benefits of integrated reporting will not come from being compliant or from 
attracting investors. They will come from the discipline of needing to think, plan, and manage 
in a more integrated way. This will help companies achieve the agility and flexibility they need 
to respond to change – and seize opportunities – in an increasingly transient world”. 
Paul Barnett, founder and CEO of the Strategic Management Forum3

Integrated thinking requires a business to reconsider 
whether its business model is sustainable in the short, 
medium and long term.
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Essentially, integrated 
thinking challenges and 
enables companies to 
‘live their story’, rather 
than merely tell it.
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Integrating the thinking

Directors of a company living their story, with all 
parts working together, will likely already have the 
confidence to make a statement that the report  
is fair, balanced and understandable, in line with 
the Code. 

At present, directors of a quoted company must 
disclose in their annual report their approval of the 
strategic report, the directors’ report, the directors’ 
remuneration report and the financial statements. 
They must also make a statement confirming that 
the financial statements give a true and fair view, 
that the strategic report includes a fair review of 
the development and performance of the business, 
and that the report and accounts, taken as a 
whole, are fair, balanced and understandable and 
provide the information necessary for shareholders 
to assess the company’s performance, business 
model and strategy. Further, the corporate 
governance report will explain, among other things, 
the processes by which the Board has managed 
risk, reviewed internal controls and considered the 
company’s business model.

Arguably, the <IR> Framework provides a conceptual 
framework for thinking about how a business 
creates value and identifies the risks it faces, not only 
in the short but medium and long term, and about 
how it articulates its strategy and business model for 
long-term sustainable value creation. 

The <IR> Framework and the existing reporting 
requirements in the UK have similar objectives, 
although the terminology might differ4.  

A UK Company wishing to produce an integrated 
report that complies with the the <IR> Framework 
would also need to include a statement from 
those charged with governance that includes:

•  an acknowledgement of their responsibility to 
ensure the integrity of the integrated report;

•  an acknowledgement that they have applied 
their collective mind to the preparation and 
presentation of the integrated report; and

•  their opinion or conclusion as to whether the 
integrated report is presented in accordance 
with the <IR> Framework.

To be in a position to do this, a company has to 
have the right processes in place. For example, 
it needs to be engaging with stakeholders to be 
able to appropriately determine material issues 
and to formulate a strategy; to be able to identify 
the correct risks and KPIs relevant to the company. 
Essentially, a company must be integrating its 
thinking in order to produce an integrated report.

If the integrated report does not include the 
statement referred to above, it should explain:

• What role those charged with governance 
played in its preparation and presentation;

• What steps are being taken to include such  
a statement in future reports; and

• The time frame for doing so, which should be 
no later than the organization’s third integrated 
report that references the <IR> Framework.

… if there is integrated thinking in an organisation, with all 
the parts of the organisation acting and moving together, 
this connectivity is likely to flow into the annual report.
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Before concluding that their integrated report 
is presented in accordance with the <IR> 
Framework, those charged with governance may 
wish to assure themselves of their organisation’s 
internal integrated thinking and <IR> processes. 

Not many companies in the UK currently 
seek external or internal assurance over their 
processes. External auditors need only report 
that the strategic report and directors’ report are 
consistent with the financial statements, that the 
directors’ remuneration report has been properly 
prepared, that they have reviewed the corporate 
governance statement and that no inconsistencies 
have been identified between their knowledge 
acquired during the audit and the directors’ 
statement that they consider the annual report 
is fair, balanced and understandable. Internal 
audit procedures rarely cover non-financial data 
assurance and the integrated thinking processes 
described above.

Almost all companies in a recent Deloitte survey 
of listed company annual reports5 included the 
new fair, balanced and understandable statement. 
Of these, an encouraging 23% provided some 
description of the process they had undertaken 
to support the statement by the board. A number 
of these processes involved internal reviews and 
verification exercises. But there is still a long way 
to go before this wider information is of investor-
grade quality. 

In the same Deloitte survey only 9% of quoted 
companies demonstrated comprehensive linkage 
within the annual report; a further 55% evidenced 
a limited amount of linkage and signposting.

The importance of preparing a cohesive report 
through demonstrating the links between 
different pieces of information presented in 
an annual report is a key theme of the FRC’s 
Guidance. However, this linkage would be 
somewhat superficial if the organisation trying 
to demonstrate connectivity is operating in silos. 
Conversely, if there is integrated thinking in an 
organisation, with all the parts of the organisation 
acting and moving together, this connectivity is 
likely to flow into the annual report.

In summary, we do have a good reporting 
environment in the UK and there are many 
excellent examples of quality corporate reports. 
However, integrated thinking and <IR> have a 
lot to offer to directors who seek to demonstrate 
that their businesses are operating in a way in 
which sustainable long term value creation is 
possible to achieve. There is still plenty of room 
for improvement when it comes to the way 
annual reports tell the company’s story. 

•  How directors engage with all the stakeholders, evaluate potentially conflicting demands and determine what is important 
i.e. material to the business.

•  Considering the broader resources and relationships on which the business depends, how directors determine the 
company’s strategy to create sustainable long term value, identify the key risks faced by the company in striving for the 
strategic goals, and recognise the opportunities available.

•  How key performance indicators are developed and relevant data captured.

•  The linkage of financial and non-financial aspects of the business, such as strategy, activities, capitals, performance and 
disclosure of the value creation.

•  How the directors get comfortable with the adequacy of data quality assurance and relevant underlying controls in place.

Many well run companies in the UK will already have many of these processes in place. But a mapping and integration of 
existing processes for the identification of material issues relating to both financial and non-financial drivers required for 
<IR>, if not already produced, can help directors to satisfy themselves of the following central <IR> processes:
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Footnotes

1   Section 385 of the Companies Act 2006 defines a quoted company as a company whose equity share capital:

 a)  Has been included in the official list in accordance with the provisions of Part 6 of the Financial Services and Markets Act 2000; or

b)  Is officially listed in an EAA State; or
 
c)  Is admitted to dealing on either the New York Stock Exchange or the exchange known as Nasdaq.

2  Corporate performance:  What do investors want to know? PricewaterhouseCoopers, September 2014

3   Corporate Finance Review, July/August 2014

4   “The International Integrated Reporting Framework and the Guidance on the Strategic Report encourage similar qualitative characteristics and 
content.” Guidance on the Strategic Report, June 2014, p. 33, Financial Reporting Council www.frc.org.uk/Our-Work/Publications/Accounting-
and-Reporting-Policy/Guidance-on-the-Strategic-Report.pdf

5   Annual report insights 2014: Providing a clear steer, Deloitte       
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If you would like to discuss any of the above matters with one of our experts, or simply for further 
information, please contact your local Deloitte partner or one of the following:

Veronica Poole
vepoole@deloitte.co.uk

Charlotte Drain
cdrain@deloitte.co.uk

Amanda Swaffield
aswaffield@deloitte.co.uk

Vicki Tibbitts
vtibbitts@deloitte.co.uk

Further resources can be found at www.UKAccountingPlus.co.uk including a full suite of information 
focusing on corporate governance in the UK, as well as the following publications:

A Director’s Guide to Integrated Reporting
This publication provides a guide for directors on integrated reporting, focusing on the drivers of 
integrated reporting, what integrated reporting is, and the real benefits that businesses have seen 
behind integrated reporting.

Annual report insights 2014: Providing a clear steer
Our report showcases the latest trends, innovations and opportunities to drive improvements in the 
preparation of annual reports as well as identifying the key pitfalls. 

Contacts
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