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Abstract

THE NEXUS OF INTEGRATED REPORTING AND FINANCIAL PERFORMANCE IN
FIRMS LISTED ON SUSTAINABLE STOCK EXCHANGES IN NAMIBIA AND SOUTH

AFRICA

Fred Mugisha

Unicaf University

This study investigates the nexus between integrated reporting (<IR>) and financial
performance (FP) in firms listed on sustainable stock exchanges in Namibia and South Africa that
have mandatory disclosure requirements. The study is desirable in view of the dearth of studies in
this area. Even for existing studies on the subject, results are inconsistent which can send
conflicting signals on value relevance of <IR>.

The study employs the positivist paradigm. Hypotheses were developed based on the
agency and signaling theories. Data was collected from 225 firms listed on JSE and NSX using
stratified and simple random sampling. The dependent variable was FP (measured through return
on equity — ROE and return on assets — ROA) while independent variables were <IR> capitals:
natural (NC), human (HC), social & relational (SRC), manufactured (MC), intellectual (IC) and
Financial (FC). An overall <IR> quality (IRI) was also examined. Leverage (LEV) and Firm Size

(FSize) were used as control variables.

NC and FC are the least and most reported <IR> capitals respectively. There is a significant

relationship between the quality of <IR> capitals and FP. The significance level is based on the F-



Y,
statistic with a p-value below 0.05. With the R? of 45%, it shows a strong influence of disclosure
quality levels of <IR> capitals to ROE. ROA yields similar results. Inclusion of control variables

in the equation did not deter the statistical significance.

The results confirm the value relevance of <IR>. Firms that have adopted quality <IR>
practices have enjoyed higher FP and other firms that still lag behind are encouraged to adopt the
practice. The level of <IR> has been highlighted including its gaps. Practitioners and policymakers
need to tighten areas like NC reporting.

The study brings more understanding of the state of <IR> and areas of improvement in
reporting. The study validates the relevance of agency and signaling theories in explaining <IR>
practices. The gaps and levels of reporting under each <IR> capital have been highlighted thus
contributing to the tools that can be used to improve <IR>. The study contributes to the literature

on mandatory <IR> as well as value relevance of adopting <IR> practices.
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CHAPTER ONE

INTRODUCTION

Integrated reporting (<IR>) is the contemporary corporate reporting paradigm (lvan, 2018)
that endeavors to respond to the call for enhanced transparency, accountability and sustainability
in the business community (Sarioglu et al., 2019). Globally, the demand for a corporate reporting
framework that gives more information than conventional financial reporting is increasingly
gaining pace (Adegbie et al., 2019). Corporate reporting has advanced from financial reporting
that emerged in the Great Depression of the 1930s (Integrated Reporting Committee of South
Africa, 2011) and was predominant until the introduction of sustainability reporting in the 1990s
which focuses on social, environmental and governance (Venkatraman & Nayak, 2015; Wilson,
2015). In early 2000s, mainly after the start of the IIRC’s framework, <IR> as a contemporary
corporate reporting framework emerged (Dumitru & Guse, 2017; Kundu, 2017; Vitolla & Raimo,
2018). While financial reports take into account the financial metrics, integrated reports provide
interconnectivity of a firm’s capitals: manufactured, human, natural, financial, social & relational,
and intellectual as provided in the 2013 1IRC framework (Jian & Binghan, 2018).

<IR> is older than the IIRC’s framework. Romolini et al. (2017) note that the first
integrated report surfaced in 2002 produced by Novozymes, a Danish company in Europe.
However, as a global corporate reporting practice, <IR> thrived after the introduction of IIRC
framework in 2013, which is internationally seen as a suitable framework for <IR> (Eccles et al.,
2019; Solomon & Maroun, 2012). <IR> is being endorsed worldwide (Albetairi et al., 2018).

Germany, the Netherlands, and South Africa are highly rated countries in terms of integrated



reporting while France, Italy, South Korea, and the UK are medium and Brazil, Japan, as well as
the United States are rated lower among the ten countries assessed (Eccles et al., 2019). According
to IIRC (2019), 35% of listed companies in the UK use the <IR> capitals concept in their business
model. 100 listed companies in Malaysia produced integrated reports in 2018, 372 companies
operating on the Johannesburg stock exchange produced integrated reports, 48% of the 200 largest
listed companies in Australia produced integrated report and last but not least is 700 companies in
Brazil that equally did the same (IIRC, 2019).

In a global survey of 320 institutional investors by Ernst & Young, it is noted that most of
the surveyed investors say integrated reports influence their investment decisions (Ernst & Young,
2017). Dumitru and Guse (2017) note that interest in <IR> is growing and is expected to grow
further in 2020s. However, integrated reports still trail sustainability reports. Whereas in the period
1999-2015, a total of 25,134 sustainability reports were globally published, they were only 3,107
for integrated reports (Demirel & Erol, 2016). By 2020 only 16% of N100 companies (top 100
firms by revenue in 52 selected countries) developed integrated reports and of those doing so, 70%
use the IIRC framework (KPMG, 2020). The authors note too that based on the most recent survey,
the majority of <IR> companies are found in South Africa, Japan and Sri Lanka.

Prior empirical research has attempted to establish the value relevance of <IR> (Appiagyei
et al., 2016; Romolini et al., 2017). The current competitive business environment with growing
demands from companies’ stakeholders including investors, the general public and government
for improved corporate accountability and transparency (Abeysekera, 2013) has demonstrated to
companies that rely on financial reports is insufficient to portray required information (Wen et al.,

2017). The stakeholders of the companies are not only interested in the financial returns but also



3
the non-financial performance aspects of environmental, social and governance reported in a single
corporate report; the integrated report (Abeysekera, 2013; Vitolla & Raimo, 2018).

Following the emergence of the <IR> concept in 2011, there have been efforts from both
practitioners and academicians to examine its significance (Anifowose et al., 2020). However,
whereas there is a growing interest in <IR>among firms worldwide (Elda et al., 2017), companies
struggle in preparing quality integrated reports (De Villiers et al.,, 2017) mainly due to
misunderstanding of the concept in the IIRC framework among practitioners (Eccles et al., 2019).
Equally, <IR> concepts still present theoretical and empirical challenges due to a variety of ways
researchers understand the concept (De Villiers et al., 2014). With attempts to establish the value
relevance for <IR> (Zhou et al., 2017), prior studies still show that research on value relevance of
IIRC framework including firms’ capitals in particular is lacking (Kili¢ & Kuzey, 2018). There is
therefore a need to establish the value relevance of <IR> (Ivan, 2018; Solomon & Maroun, 2012).
Affan (2019) argues that there is actually a great need for further research on the effect of <IR>
on profitability in mandatory <IR> jurisdictions. Elda et al. (2017) lament of lack of empirical
studies on the relationship between mandatory reporting and quality of <IR>. Besides, Cosmin et

al. (2015) notes that <IR> framework suffers from lack of adequate measurement.

Establishing the quality of a firms’ reporting provides confidence on the seriousness of
firms in adopting the <IR> practices (Martinez, 2016). The present research contributes to the
understanding of value of relevance of <IR> in line with the advocacy of such empirical works
(Sofian & Dumitru, 2017). Equally, it seeks to contribute towards the advocacy of <IR> framework
consideration by investors as also argued by Churet and Eccles (2014). Capital markets and
economies at large can borrow a leaf on the importance of mandatory <IR> in view of the extent

to which there is value relevance in using the practice as argued by Chersan (2018). Van der Lugt



and Mans-Kemp (2022) observed that even after a decade of IIRC’s framework application, there
is a critical need to examine its usefulness and merit. The key orientation of this study is to find
the merit of <IR> based on establishing the relationship between the quality of <IR> and financial
performance. Bochenek (2020) analyses how <IR> practices of countries do affect their wealth
and finds that the higher the wealth of a nation, the higher the level of <IR>. Perhaps this can
explain too why most <IR> studies are on developed countries (lyoha et al., 2017). This therefore
gives additional reason to conduct more studies outside the developed world arena. The results of
this study may inform standards setters in the area of integrated reporting to get informed on the
current practices in mandatory <IR> jurisdictions. The study also seeks to contribute to literature
by increasing the understanding of the applications of 1IRC framework with specific reference to
the value relevance of the <IR> six capitals, which is a unique study in the jurisdiction covered.
1.1 STATEMENT OF THE PROBLEM

The problem at hand is to establish the relationship between the quality of <IR> and
financial performance in listed firms. Zhou et al. (2017) identify that while <IR> is becoming
popular worldwide, the momentum is constrained due to inadequate evidence of its business value
and thus the value relevance of the concept is in question (Vitolla et al., 2019b). Lipunga (2015)
while studying the concept of <IR> argues “there is dearth of empirical studies on the subject
worldwide” (p. 132). Anifowose et al. (2020) argue that <IR> literature is still insufficient to
understand its performance and that the extent to which <IR> has delivered its intention remains
a subject of review. Besides, empirical studies on <IR> are predominantly emerging in the
developed world and there is paucity of studies in other economies (lyohaet al., 2017). Worldwide,
there is a gap when it comes to integrated reports mainly due to misunderstanding of the concepts

in the IIRC framework (Eccles et al., 2019).



Empirical results from <IR> studies carried out so far provide mixed results. Whereas
studies like Baboukardos and Rimmel (2016), Lee and Yeo (2016), Vitolla et al. (2019a), Affan
(2019) and Martinez (2016) establish a significant effect of <IR> on profitability, other studies
like Nurkumalasari et al. (2019) and Matemane and Wentzel (2019) find no significant relationship
between the two variables. On the other hand, studies like Dilling and Caykoylu (2019) find the
relationship to be negative. Mrigakshi (2015) conclusively notes that literature does not present
any consensus on direction or strength of the relationship (alternatively referred to as the nexus)
of <IR> and performance of a firm. Additionally, there is a shortage of research when it comes to
the nexus between capitals of a firm and its profitability; studies either considered fewer capitals
or ignored relationships (Albertini, 2019; Eccles & Serafeim, 2015). By using agency and
signaling theories that a firm’s quality of <IR> positively relates to its profitability in line with
priori studies like Dilling and Caykoylu (2019), and Suttipun and Bomlai (2019), this research
contributes to the debate on value relevance of <IR> and aims at filling research gap by examining
the nexus between quality of reporting on firms’ <IR> capitals and profitability.

1.2 PURPOSE OF THE STUDY, RESEARCH AIMS, AND OBJECTIVES

The purpose of this study is to investigate the nexus between integrated reporting and
financial performance in firms listed on sustainable stock exchanges in Namibia and South Africa.
The study is desirable in view of the dearth of studies in this area especially in Africa. Additionally,
even for existing studies on integrated reporting, their results are inconsistent, and this may send
conflicting signals to researchers, practitioners and policymakers in the field of corporate
sustainability and integrated reporting in particular. Besides, there is scarcity of empirical studies
investigating relationships between the six <IR> capitals of a firm and its financial performance.

Therefore, the study sought to fill these gaps.



Through employing a multiple regression analysis, this study examines the nexus between
the six <IR> capitals (independent variables) and financial performance (return on assets — ROA
and return on equity — ROE) while also controlling for leverage and firm size. A survey of 225
firms listed on the Johannesburg stock exchange (JSE) and Namibia Stock Exchange (NSX) is
conducted. The two stock exchanges are noted to be the only African sustainable stock exchanges
(Yow & Heaps, 2016) that have made <IR>a mandatory listing rule. The study seeks to contribute
towards establishing the value relevance of <IR>.

The study has the following objectives:

a) To determine how the quality of disclosures of <IR> capitals of a firm affect its
ROE.

b) To ascertain the relationship between ROA of a firm and the disclosure quality of
its <IR> capitals.

c) To establish whether there is a statistically significant relationship between the
quality of overall integrated reporting and financial performance of a firm.

d) To establish the controlling effect of leverage and firm size on the relationship
between disclosure quality of human, social & relational, financial, manufactured,
intellectual and natural capitals of a firm is related to its ROE.

e) To ascertain how the quality of overall integrated reporting affects financial
performance of a firm in the presence of control variables of firm size and leverage.

1.3 NATURE AND SIGNIFICANCE OF THE STUDY

This study employs the positivism research paradigm (Aliyu et al., 2014). The study seeks

to confirm or otherwise reject the null hypotheses afore designed based on presence or absence of

disclosure of the six <IR> capitals provided by the IIRC framework. Hypothesis testing fits well



in the correlation research design (Bukvova, 2009) and hence the approach selected for the study.

The source of data for this study is the integrated reports of the years 2018 and 2019 for
the sampled firms operating on two stock exchanges — JSE and NSX. Integrated reports may have
different formats and structures but what is important is the quality of information they contain
(Oluwamayowa, 2019). The study relies solely on secondary data sources. Secondary data suffices
in answering a research question under such a study (Martins et al., 2018) given the research
questions and hypotheses. Prior studies on content analysis with regard to <IR> have used
secondary data (Affan, 2019; Dilling & Caykoylu, 2019; Lipunga, 2015; Zhou et al., 2017) and
therefore judged sufficient for this study. The study is founded on content analysis methodology
based on an analysis of the context of textual data and quantitative content is generated by use of

frequencies to aid in conducting inferences for the study (Helfaya & Whittington, 2019).

The data collection tools in this study are the 225 integrated reports from sampled firms
operating on JSE and NSX. The sampling frame is a list of firms drawn from the JSE and NSX.
Stratified sampling of equity investing firms on the stock exchanges is done while simple random
sampling is used to identify the specific firms to include in the sample.

<IR> quality in this study has been defined as the alignment level of the integrated reports
with the 1IRC framework in line with prior studies (Tiron-Tudor et al., 2020). <IR> quality index
(IRI) is arrived at as a ratio of the sum of the number of the six <IR> capitals’ indicators present
in integrated report and the expected total if the indicators were all to be present (Islam, 2021).

Barth et al. (2017) and Dube (2018) in their empirical studies on <IR> note that the quality
of <IR> is related to levels of compliance with the <IR> framework such that a higher level of

compliance signifies a higher quality. Moloi and Iredele (2020) identifies that <IR> quality



“conceptually refers to the degree of compliance of integrated reports with the provision of relevant
framework™ (p. 4). In this regard, <IR> quality is the level of alignment of integrated reports with
the <IR> capitals of the IIRC framework where the disclosure scores measure and compare
information in the reports with the benchmark of what is expected to be presented as per the <IR>
framework (Tiron-Tudor et al., 2020).

To find out the reporting of the <IR> six capitals within the firms’ integrated reports, an
assessment was undertaken on the presence or absence of indicators of each <IR> capital in the
reports. The presence or absence of the indicators of each <IR> capital in each firm’s integrated
report was denoted O (for absence) and 1 (for presence). The data was codified into categories and
then frequencies used to come up with the quantitative measures in line with prior studies (Lac,
2016; Mion & Adaui, 2019). This study defines quality of each <IR> capital as the ratio between
total scores of indicators of the respective <IR> capital to expected maximum score in accordance
with prior studies on integrated reporting. Prior studies use the <IR> capitals based on the 1IRC
framework (Anifowose et al., 2020; Lipunga, 2015; Suttipun, 2017) and the current study uses a
similar methodology in coming up with the <IR> quality index as well as the quality <IR> Capitals
index based on the IIRC framework.

Firm performance is the dependent variable for this study. Return on equity and return on
assets are the two widely recognized financial performance metrics (Islam, 2021) and are therefore
used this study as the indicators for financial performance in line with prior studies (Affan, 2019;
Mondal & Ghosh, 2012). The ratio of net income to total assets is applied as a representation of
ROA (Lee & Yeo, 2016) while net income to total equity ratio is used as a proxy for ROE in line

with (Cosmulese et al., 2019).



Two control variables were used to verify the strength of the association between <IR> and

FP. Firm size measured as the natural logarithm of total assets as used in previous studies (Dey,

2020; Islam, 2021; Martinez, 2016; Mondal & Ghosh, 2012) was adopted. Financial leverage

(referred to as leverage in this study) was measured as a ratio of total liabilities to total assets in

line with prior studies (Dey, 2020; Dilling & Caykoylu, 2019).

Details on measurement of the variables of this study have been provided in the section on

operationalization of the variables in the third chapter of this thesis.

Seven regression models were developed for this study where <IR> capitals quality of

disclosure of a firm was regressed against its financial performance (measured by ROE and another

by ROA) without control variables and then another test with inclusion of control of firm size and

leverage. Basing on both the objectives and hypotheses of the study, the following models were

specified for this study:

Model 1: ROE;1 =Bi+ B11NCDI+ B2tHCDI + B31SRCDI + Ba1ICDI + BstMCDI + Be1FCDI +
€1

Model 2: ROA2 =Bii+ p12NCDI+ B22HCDI + B32SRCDI + B42ICDI + Bs2MCDI + Bs2FCDI
te

Model 3: ROE3 =Biii + B13IRI + €3

Model 4: ROAz =Biii + B3IRI + €34

Model 5: ROEs =Bv+ B1sNCDI+ BasHCDI + B3sSRCDI + BasICDI + BssMCDI + BesFCDI
+ B7sLEV+ PgsFSize + €5

Model 6: ROEs =pvi+ B1sIRI+ Bas LEV +Pas FSize + €6

Model 7: ROA7 =pii + B17IRI + P27 LEV + P37 FSize + &7

Where:



e HCDI is Human Capital Disclosure Index

e NCDI is Natural Capital Disclosure Index

e SRCDI is Social and relational Capital Disclosure Index
e ICDlI is Intellectual Capital Disclosure Index

e MCDI is Manufactured Capital Disclosure Index
e FCDl is Financial Capital Disclosure Index

e [RIis <IR> Index (a measure of <IR> quality)

e LEVisLeverage

e FSIZE is Firm size

e ROA is Return on Assets

e ROE is Return on Equity

e ¢ is the error term.

In order for firms, stakeholders as well as economies at large to make decisions basing on
the health of the firms, it to a large extent depends on the firms’ provision of high quality and
valuable information (Zhou et al., 2017). Elda et al. (2017) assert that investors and business
stakeholders rely on integrated reports to get information on non-financial aspects and financial
health of a firm. For decades, the aspect of the relationship between non-financial performance
and firm financial performance has generated never ending debates due to its complexity as well
as differing definitions and thus yet to be resolved (Hull & Rothenberg, 2008). Solomon and
Maroun (2012) also note that <IR> is crucial for business to enhance transparency and
accountability to its stakeholders. Therefore, the study sought to contribute to understanding the
value relevance of <IR> and to further enrich the debate on usefulness of <IR>. The study sought

to study the integrated reporting practices among firms operating in mandatory sustainable stock
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exchange jurisdictions in South Africa and Namibia that have made <IR> a rule and uses all the
six <IR> capitals and their influence on financial performance taking into account the theoretical
basis of the agency and signaling theories to guide the study in a bid to find about what might be

explanations are behind the results.

Regulators and standard setters driving the implementation of <IR> like the 1IRC (Zhou et
al., 2017), may benefit from the results of this study to inform them on levels of adoption of
mandatory <IR>. <IR> is of interest to Stock Exchanges and results of the study could contribute
to increased endorsement IIRC’s framework as noted by Martinez (2016). Investors and other
users of reports of companies are keen to financial performance. “Financial performance becomes
a separate tool for companies to obtain an assessment from the public, including potential investors
who want to invest their capital in companies whose financial performance is considered healthy
by investors” (Choiriyah et al., 2021, p. 103). Therefore, the study seeks to establish the extent to
which financial performance is influenced by integrated reporting and this has implications on how

investors can value the health of the firms under study.

The study could inform policymakers in Africa that may access an article to be published
from this study and could interest them to use the study’s findings on the relevance of the subject
of <IR>. The study provides further evidence of the application of the content analysis
methodology in <IR> studies by validating the use of coding by researchers like (Lipunga, 2015)
where 1 denotes presence while 0 denotes non-disclosure of items of interest. The study sought to
add a voice on the relevance of <IR> and to be beneficial to researchers in the field of corporate
reporting, firms practicing the <IR> disclosure approaches, policymakers and standard setters in

the field who may access the work and get interested in reading it. The study explores quality of
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<IR>among listed firms on sustainable stock exchanges in Africa, specifically Namibia and South
Africa based on the extent of <IR> capitals disclosure to reflect integrated thinking, finds the extent
to which the quality of reporting affects financial performance of those firms and identifies the
gaps in <IR> among the firms. Therefore, this gives uniqueness to this study and a significant
contribution to the field of <IR>. The study provides an important input to the debate on value
relevance of <IR>, with a peculiar perspective that, to the best of the researcher’s knowledge

(following a systematic and elaborate literature search), has not been studied before.

The scarcity on the <IR> studies has been highlighted in prior studies like Lipunga (2015)
who argues “there is dearth of empirical studies on the subject worldwide” (p. 132). The
inconclusiveness of research findings on the relationship between <IR> and financial performance
has been highlighted by researchers like Adegbie et al. (2019) and Mrigakshi (2015). There is
therefore a dearth of studies on the effect of quality <IR> capitals on financial performance and
many of the studies on <IR> considered only a few of the <IR> capitals or did not venture in its
relationship between <IR> and financial performance (Albertini, 2019; Eccles & Serafeim, 2015).
This study brings in unique aspects in that it assesses all the six <IR> capitals, their quality in the
integrated reports, and how they are related to financial performance. It complements existing
studies which had not elaborated enough on the relationship since a number only used a few

capitals.

This study is unique in comparison to other prior studies as it makes significant
contributions to literature on <IR> through sustainable stock exchanges that non-financial
reporting a role and have also adopted <IR> for reporting purposes. It measures quality of <IR>

of the firms using most recent data. The study uses of all six <IR> capitals influence on financial
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performance and consideration of both perspectives of investors and managers to verify the
application of signaling and agency theories based on data collected. The study enriches the debate
on the utility of <IR> in the context of mandatory reporting and this can be extended to voluntary
reporting jurisdictions. The study also contributes to the understanding of possible reasons for
increasing adoption of <IR> practices among firms today given the identified value relevance in
literature. This study is among the pioneers in providing evidence of the impact of the six <IR>
capitals on financial performance of firms listed on sustainable stock exchanges that have made
<IR>arule and in articulating the gaps in <IR>among sustainable firms. While <IR> is mandatory
in some jurisdictions, the <IR> framework does not prescribe levels of coverage of indicators to

disclosure and therefore firms can differ in the quality of reporting (Moloi & Iredele, 2020).

Findings of the study make a contribution in filling gaps in literature on <IR> quality and
<IR> capitals and the value relevance of <IR> in mandatory jurisdictions as whole. The study is
among the first to provide insights on value relevance of quality reporting of six <IR> capitals in
the context of jurisdictions that use non-financial reporting as a rule among sustainable stock
exchanges in Africa. The current research contributes to the understanding of the significance of a
company’s <IR> in improving company value among investors in line with to prior studies like
Utomo et al. (2021) on <IR>. Almasan et al. (2019) note that the IIRC does not majorly use ESG
in the reporting framework but rather use the concept of <IR> capitals. Actually, while analyzing
169 integrated reports that were published by Forbes Global 2000 companies in 2013 and 2014,
Grassmann et al. (2019) finds a high diversity reporting on the <IR> capitals of firms and hence
this is a sign of the importance that firms attach on the <IR> capitals. Articulating the value
relevance of <IR> through establishing the relationship between <IR> capitals and FP can

therefore provide further evidence on the importance of integrated reporting.
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1.4 RESEARCH QUESTIONS AND RESEARCH HYPOTHESES
Based on the overarching issue of this study, the study endeavors to answer the following

research questions:

RQL.
Is there a statistically significant relationship between disclosure quality of <IR> capitals

of a firm and its ROE?

RQ2.

How is ROA of a firm related to disclosure quality of its <IR> capitals?

RQs.
Is there a statistically significant relationship between the quality of overall integrated

reporting and financial performance?

RQA4.
How does leverage and firm size affect the relationship between the disclosure quality of
human, social & relational, financial, manufactured, intellectual and natural capitals of a firm

related to its ROE?

RQ5.
How is the overall integrated reporting quality of a firm related to its financial performance

in the presence of control variables of firm size and leverage?

Hypotheses

The study is guided by the following null hypotheses:



H10. There is no statistically significant relationship between disclosure quality of <IR>
capitals of a firm and its ROE.

H20. There is no statistically significant relationship between ROA of a firm and the
disclosure quality of its <IR> capitals.

H30. There is no statistically significant relationship between the quality of overall
integrated reporting and financial performance.

H40. there is no statistically significant controlling effect of leverage and firm size on the
relationship between the quality of reporting on human, social & relational, financial,
manufactured, intellectual and natural capitals of a firm and its ROE.

H50. There is no statistically significant relationship between the quality of overall
integrated reporting and financial performance in the presence of control variables of firm size and
leverage.

The first, second and third null hypotheses constitute the primary hypotheses of the study
given that <IR> quality and financial performance are the variables of interest in the study. The
fourth and fifth hypotheses constitute secondary hypotheses since both firm size and leverage are
considered control variables of the study to verify on stability of the models of the study.

The following alternative hypotheses were used in this study:

Hla. There is a statistically significant relationship between disclosure quality of <IR>
capitals of a firm and its ROE.

H2a. There is a statistically significant relationship between ROA of a firm and the
disclosure quality of its <IR> capitals.

H3a. There is a statistically significant relationship between the quality of overall

integrated reporting and financial performance.
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H4a. there is a statistically significant controlling effect of leverage and firm size on the
relationship between the quality of reporting on human, social & relational, financial,
manufactured, intellectual and natural capitals of a firm and its ROE.

H5a. There is a statistically significant relationship between the quality of overall
integrated reporting and financial performance in the presence of control variables of firm size and
leverage.

This chapter sought to provide the introduction of the thesis. The chapter stipulates the
study’s background where the rationale for <IR> is provided and the universal appeal of the
concept is articulated. The statement of the problem is given to state what the research is set out to
solve. The purpose of the study, its aims, and objectives follow. The chapter also discusses the
nature and significance of the study and also provides measurements of the variables and the

significance of the study.
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CHAPTER TWO

LITERATURE

The literature review serves to identify and discuss scholarly works on the concept of
integrated reporting and its relationship with financial performance. It serves to discuss the
theoretical as well as the conceptual framework used by the current study including the major
theories that guide the quest to know what drives <IR>. The scope of search of literature was
mainly in the years 2018 to 2022 but a few important articles to the subject, which are pre-2018,

were also reviewed.

The chapter focuses on corporate reporting and then deep dives into the concept of <IR>.
The concept of financial performance and specifically the role of <IR> capitals, firm size and
leverage are discussed in detail as they are the central piece of the study. The theoretical and
conceptual framework is discussed to identify the theoretical underpinnings of the study. The
association concerning <IR> capitals and FP, and the empirical evidence of the relationship
between <IR> and profitability are discussed with demonstration of literature on prior studies on
the subject. Last but not least are the research gaps in literature which the study the sets out to fill.

The search terms used were <IR>, firm size, financial leverage, sustainability, triple bottom
line, capitals of a firm, 1IRC, financial performance, quality of <IR> as well as profitability. At
least 85% of the consulted sources are in the years 2018 to 2022. They are mostly peer-reviewed
journals. The main constructs reviewed were <IR>, capitals of a firm, financial performance, firm

size and financial leverage.



The literature review is composed of seven sub-chapters. The first sub — chapter is the
introduction, which identifies the purpose of literature, scope of literature review, sources of
literature used, and key terms of search used. The second sub-chapter identifies the theoretical and
conceptual framework and evaluates the various theories in order to come up with the most
relevant theories to guide the study. It also highlights the conceptual framework and explains the
basis of its choice. The third sub-chapter discusses the concept of <IR>. The fourth sub-chapter
provides the historical background, evolution and adoption of <IR>. The fifth sub-chapter
articulates the usefulness as well as the downside of <IR> concept. The six sub-chapter discusses
the importance of a firm’s <IR> capitals, firm size and leverage towards its financial performance.
The seventh sub-chapter discusses the relationship between <IR> and financial performance from
the various empirical studies. The eighth sub-chapter identifies the gap in research on <IR> and

last but not least is the ninth sub-chapter that provides the summary of the chapter.

The main sources of literature used are the databases in the ProQuest Central periodical
resource of Unicaf University. Other sources used are ResearchGate, Google Scholar, EconStor,

SSRN, ScienceOpen, JSTOR, SpringerLink as well as Emerald Insight.

2.1 THEORETICAL AND CONCEPTUAL FRAMEWORK

This section discusses the theoretical and conceptual framework of the study. Empirical
studies require a theoretical framework (Lederman & Lederman, 2015). A theoretical framework
as well as a conceptual framework enhances the interconnectedness of the concepts in a scholars’
work (Grant & Osanloo, 2014). The current study seeks to establish a relationship between <IR>
and financial performance. It is a correlational study. It thus needs to be driven by an established

theory. Nurkumalasari et al. (2019) identifies <IR> as the contemporary disclosure practice
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containing both latest F&NF information for the reporting company and see it as having
implications on financial performance. To date, there is still scarce empirical evidence on how
<IR> as a corporate reporting approach is useful in depicting businesses’ holistic activities
especially on the aspect of the <IR> capitals they use to create value (Camilleri, 2018).

Modugu (2018) observes that corporate reporting does not have a generally accepted theory
since different researchers have overtime used different theories in corporate reporting studies.
The theoretical framework of <IR> therefore stems from the broader theories of corporate
disclosure since <IR> is itself a form of corporate reporting.

The theoretical basis for the relationship between <IR> and financial performance explains
what the triggers the relationship between the two variables. The theoretical framework of <IR>
has been dealt with in the first section of the literature review chapter. Lederman & Lederman
(2015) counsel that an empirical study must base itself on a relevant theoretical framework. Given
the purpose of this study which is to establish the relationship between <IR> and financial
performance (which are the primary variables of the study) and in view of the need to control two
of the most important factors that influence financial performance; firm size and leverage in an
effort to further examine the relationship between the main variables of this study, this study is
built on two theories: signaling theory as well as the agency theory. Ara and Harani (2020) identify
key theories explaining the <IR> practice as the legitimacy theory, signaling theory, stakeholder
theory, institutional theory, stewardship theory, and the agency theory. Whereas there are many
theories explaining the reasons companies strive to issue quality integrated reports, when it comes
to establishing the relationship between profitability and <IR> signaling theories stand out
(Fuhrmann, 2019).

<IR> is indeed explained by multiple theories (Fuhrmann, 2019; Modugu, 2018). Different
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researchers have claimed some theories to be the most important to explain NFR as well as <IR>.
Hetze and Winistorfer (2016) see the most important theories as signaling, legitimacy and
stakeholder. Menicucci and Paolucci (2018) identify that the most common theories on disclosure
are agency, signaling, stakeholder, and legitimacy. For Ching and Gerab (2017) legitimacy,
stakeholder and signaling are most important. Tyson and Adams (2020) identify legitimacy,
stakeholder, contingency and agency theories to be most common ones. Aluchna et al. (2019)
asserts that it is legitimacy, shareholder-agency, and signaling that are the most popular. A scan in
literatures shows key theories; signaling (Fuhrmann, 2019), agency (Nassreddine, 2016),
proprietary cost (Cotter et al., 2011), institutional (Cotter et al., 2011), stakeholder (Ito & lijima,
2018), legitimacy (Mousa & Hassan, 2015), voluntary disclosure (Fuhrmann, 2019), political

economy (Cotter et al., 2011) and stewardship (Rezaee, 2016).

Below is a short description of each theory:

a) Signaling theory: if the external parties see signals of more informative to them, they will
value the signals and this will influence their decisions (Casonato et al., 2018; Fuhrmann,
2019).

b) Agency theory seeks to address the issue of ownership and control in that shareholders
(principals) own the company while managers control the company operations (Cotter et
al., 2011; Menicucci & Paolucci, 2018; Rezaee, 2016).

c) Proprietary cost theory posts that information is expensive and therefore access to it will
cost the company of its competitive advantage (Cotter et al., 2011; Fuhrmann, 2019).

d) Institutional theory posts that rules, norms, regulations of the country or the environment

where the business company operates influence its practices including non-financial
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disclosures (Fuhrmann, 2019).

e) Stakeholder theory takes the view that a firm should not only create value to its
shareholders but also equally serve its other stakeholders (Fuhrmann, 2019; Ito & lijima,
2018; Menicucci & Paolucci, 2018).

f) Legitimacy theory assumes that for a company to be seen as legitimate, it should observe
and respect cultural norms and regulations of the environment it operates in (Fuhrmann,
2019; Mousa & Hassan, 2015).

g) Voluntary disclosure recognizes that managers have more information than the external
parties and it is through voluntary disclosures that external parties can gain of the
information (Fuhrmann, 2019).

h) Political economy assumes that the political, social and economic activities go hand-in-
hand and therefore the information of the firm is disclosed to meet interests of different
people that receive it (Cotter et al., 2011).

i) Stewardship theory contends that the managers will act on behalf of principals to protect
their wealth and maximize profits so as to provide good dividends to the principals and to

ensure the share prices stands well in the market (Camilleri, 2018; Rezaee, 2016).

Cotter et al. (2011) notes that if a research question is about financial capital providers, like
investors, socio-political theories may not be relevant. The fundamental theoretical foundation of
arguing that <IR> quality is related to firm financial performance is found in the agency and
signaling theory. The agency and signaling theories were selected as the lenses to examine quality
of <IR> since the two theories assume that by reducing information asymmetry through quality
reporting, it can result into better performance of firms. According to Winter and Ztilch (2019)

“agency theory and signaling theory play an important role in the explanation of the relationship
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between profitability and disclosure” (p. 108). Therefore, these two theories underpin this study.
The two theories provide arguments for this study on the rationale and implications of quality
<IR>. Moloi and Iredele (2020) argue that <IR> quality disclosure is likely to support investors in
making better investment allocation decisions. A key issue that comes from information
asymmetry resulting from conflicting interests of capital providers and managers of a firm is the
need for firms to provide quality information that benefits the firm as a whole and not individual
interests of either part of the agency problem (Tyson & Adams, 2020). The common thread

underpinning both the agency and signaling theories is the issue of information asymmetry.

Information asymmetry refers to a situation in which agents (managers) possess insider
information concerning the firm which the principals (outsiders) are not aware of thus making it
difficult for the latter to make informed decisions on the affairs of the firm and thus inefficient
market (Oluwamayowa, 2019). If the insiders as well as outsiders possess same information, then
the decision to invest in the firm is equally shared and hence there would be no discrepancy
between the state of the firm and the decisions both parties make. Information asymmetry between
capital providers and the managers come mainly through traditional financial reporting practices
as they fail to give adequate information for informed decision-making on true value creation
abilities of a firm. Thus, this results in potential under or over valuation of profitable investments
(Meijden, 2016).

It is argued that quality <IR> reduces information disproportionateness among agents (the
company’s managers) and principals (the suppliers of capital), is likely to support investors in
making better investment allocation decisions, and where costs of <IR> are higher than its benefits,
it is expected that <IR> and firm value would be inversely related, hence becoming non-beneficial

towards stakeholders (Frias-Aceituno et al., 2014; Lee & Yeo, 2016; Moloi & Iredele, 2020).
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However, mandatory reporting can diminish information asymmetry (Tiron-Tudor et al., 2020).
The quality of <IR> minimizes information asymmetry and therefore gives ample information to
the principal to monitor the performance of the agents (Widhiastuti & Harto, 2022). “Information
in an integrated report supports capital providers in making more effective capital allocation
decisions” (Meijden, 2016, p. 2). It is identified that the quality of <IR> can result into a reduction
of information asymmetry, agency costs and meet interests of agents and principals (Abeywardana
etal., 2021). Islam (2021) argues too that firms with higher profitability can adequately meet costs

of <IR>.

The following sections discuss details the signaling and agency theories which are the two
theories selected for this study. The agency theory and signaling theory are related as their focus
is how to reduce information asymmetry and both aim to provide incentives of increased
disclosure. An adverse selection is likely to result from the poor information sharing (information
asymmetry) and this can be greatly addressed by signaling; hence the two theories having a link
through consequences of information asymmetry (which is adverse election or moral hazard) but
this can be cured if the cost of signaling is low and if the signaled information is of good quality
to lead to informative decisions (Winter & Zlch, 2019).

2.1.1 SIGNALING THEORY

Signaling theory came to the limelight through Spence (1973) while demonstrating how
labor markets work and explained how a candidate to a job can reduce information asymmetry
through demonstration of quality education towards a job application process and this
demonstrates that the signaling theory is about reduction of information asymmetry between a
sender of information and the receiver. “Signaling theory is useful for describing behavior when

two parties (individuals or organizations) have access to different information” (Connelly et al.,
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2011, p. 39). Abeywardana et al. (2021) note that signaling theory was advanced by Spence in
1973 to explain information asymmetry reduction among agents and principals and the theory
signifies that by engaging in appropriate communication via integrated thinking, reporting
institutions would increase the quality of their <IR> thus reduction of information asymmetry. The
closure of the information asymmetry with its implications to financial performance is the aim of
the study hence the relevance of using signaling theory. Signaling theory has been identified in
literature as the most suitable theory that explains the relationship between <IR> and financial
performance of firms. Signaling theory explains the behavior of managers of firms as well as

owners of those firms where the two parties have different information (Connelly et al., 2011).

According to Dilling and Caykoylu (2019), “signaling theory suggests that more profitable
companies will voluntarily publish information to distinguish themselves from less profitable
organizations” (p. 4). Frias-Aceituno et al. (2014) urges that a positive relationship between
profitability and <IR> is a sign of relevance of signaling theory. Basing on the signaling theory
provisions, it is expected that firms with better quality of integrated reports will also have higher
profitability. Literature demonstrates that it is practical to expect that <IR> quality should lead to
a firm’s superior financial performance (Islam, 2021). According to the signaling hypothesis
disclosure theory, firms that communicated more clearly on their long-term strategy through the
<IR> framework use can increase their performance levels (Martinez, 2016). <IR> is expected to
enhance disclosure quality of firms and this leading to remarkable firm performance as well as
lessening the agency problem described by the agency theory (Islam, 2021). A large size firm is
likely to have more stakeholders than a small one and therefore, there is more demand for

information (Winter & Zilch, 2019) and this could perhaps affect the relationship between <IR>
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quality and financial performance. Studies on <IR> and financial performance have hypothesized
a positive relationship between the two (Islam, 2021).

Signaling theory is usually related with a firm’s profitability (Hieu et al., 2019).
Information asymmetry is the basis of signaling theory (Cotter et al., 2011) and Verrecchia (2001)
opines that that information asymmetry reduction should be the starting point in selecting a theory
of disclosure which then augurs well with the relevance of signaling theory in <IR> studies.
According to Dilling and Caykoylu (2019), signaling theory posts that “the quality of integrated
reports of companies will be positively related to the profitability of the company” (p. 5). Besides,
signaling theory predicts a positive association between profitability and quality of non-financial
disclosure taking an example of Lebanese commercial banks (Mahboub, 2019). According to
Dilling and Caykoylu (2019) signaling theory posts that “the quality of integrated reports of
companies will be positively related to the profitability of the company” (p. 5). The signaling
theory provides that <IR> quality influences profitability of business companies (El-Deeb, 2019).
Therefore, signaling theory is the selected theory to explain the relationship between <IR> and

financial performance.

The signaling theory provides an explanation why firms struggle with issuance of quality
information on non-financial activities (Moratis, 2018). Ara and Harani (2020) note that signaling
theory refers to the explanation of why and how signals or messages from an entity to another. De
Villiers et al. (2014) in describing the basis of integrated reporting assert that there are varying
views on integrated reporting and the theoretical as well as empirical challenges of integrated
reporting come “because of the different ways in which integrated reporting is understood and
enacted within institutions” (p. 1042). Connelly et al. (2011) notes that “signaling theory is useful

for describing the behavior when two parties (individuals or organizations) have access to different



information” (p. 39). The theory explains the motivations for adopting <IR> and that highly
profitable firms are expected to exhibit more <IR> quality (Abeywardana et al., 2021). The
authors note too that firm performance can be influenced by levels of <IR> allowing a firm to reap
from sizeable disclosure of information and this shows that <IR> can substantially lead investors

to make informed decision about their investments (Abeywardana et al., 2021).

Signaling theory is supported in Cosma et al. (2018) as quality disclosures (based on
awards assigned to integrated reports) can result in better firm performance based on stock market
reactions. Signaling theory suggests that company insiders generally know more about the
company’s prospects than external parties (Utomo et al., 2021) and that the essence of preparing
quality integrated reports concerns lowing of information asymmetry charactering the main
parties, financial capital providers and the agents (Moloi & Iredele, 2020). <IR> is a signaling tool
that provides signals to stakeholders and the theory identifies if the motivation of information
sharing is attained (Abeywardana et al., 2021). <IR> can result in information asymmetry
reduction towards investors’ valuation of the company (Utomo et al., 2021). Therefore, it is the
objective of this study to establish the relevance of signaling theory regarding how it explains the
relationship between quality of integrated reports and financial performance in an effort to make

a contribution in narrowing the variance in the view of <IR>’s value relevance.

2.1.2 AGENCY THEORY

In 1970s, agency theory came to limelight whereby the argument arose that there is a
discrepancy between information held by business owners (principals) and the managers (agents)
and therefore this can affect their decision-making approaches and control of the organizations

(Jensen & Meckling, 1976). The agency theory is also identified to be applied to the topic related
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to information asymmetry (Eisenhardt, 1989). Agency theory recognizes that the more information
a firm discloses the less issues of information asymmetry and <IR> is seen as way of mitigating
conflict of interests between the managers and owners of the firms, reducing agency costs
especially the monitoring costs (Suttipun & Bomlai, 2019). Due to information advantage that
insiders of a firm can have compared to investors, it can result into information asymmetry results

and thus an agency problem (Sun et al., 2022).

Agency theory revolves around the information irregularity which can lead to adverse
selection if not well managed (Abeywardana et al., 2021). According to Jensen and Meckling
(1976), the agency theory explains “why debt was relied upon as a source of capital before debt
financing offered any tax advantage relative to equity” (p. 306). According to the agency theory,
managers are hired by the principals to run the business on behalf (authority delegation) of the
principals with a clear goal of maximizing shareholder’s wealth and on the other hand managers
accept to do the job in order to satisfy their own desires (Ara & Harani, 2020). Thus, this creates
an agency problem. When managers feel so controlled by their masters, this may create
unproductivity or even sheer losses due to poor decision making (Davis et al., 1997). The managers
can end up using the powers delegated to them in a manner that jeopardizes the interests of the
principals (Eisenhardt, 1989). Dumay et al. (2019) argues that stewardship philosophy identifies
the delegation of power from principal to agent to use of resources of a firm and aims at building

trust between the two parties.

The agency theory explains the aspects of ownership as well as the wealth control in firms
whereby business owners (the principals) employ managers/executives (agents) to run their firms

and the agents are given a mission of maximizing the wealth of the principals (Camilleri, 2018).
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However, the use of the agency theory is cautioned in Ara and Harani (2020) who opine that the

theory seems to be abandoned due to consequences of manager’s traits of exploitation of firms.

The agency theory though explains “why an entreprencur or manager in a firm which has
a mixed financial structure (containing both debt and outside equity claims) will choose a set of
activities for the firm such that the total value of the firm is less than it would be if he were the
sole owner” (Jensen & Meckling, 1976, p. 306). The theory is helpful to explain implications of
decisions made by managers on behalf of principals and risks involved (Eisenhardt, 1989). It
identifies three costs that an organization can incur monitoring cost (for principals to check what
managers are doing), bonding costs (on contraventions of agreements between the principals and
managers) and residual losses (welfare reductions to principals as a result of decisions by

managers) (Jensen & Meckling, 1976).

The agency theory assumes that the agents and principals base their decisions on their self-
interest which can result into information-asymmetry, but with high quality <IR>, the agency
problem can be reduced due to addressing information asymmetry (Ebimobowei & Onowu, 2021).
According to the theory, institutions that have a higher agency problem are expected to provide
more information in their disclosure due to issues resulting from information asymmetry (Frias-
Aceituno et al., 2014). Agency problems have the potential to reduce the wealth of shareholders

(Utomo et al., 2021).

According to Suttipun (2017), in the context of agency theory, a firm is expected to deliver
to the expectations of its stakeholders including its investors, suppliers, government and other key
groups like the environmental lobbyists, since corporates depend on their stakeholders. The author

adds that the agency theory can provide explanations of why <IR> adopted by firms can influence
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their financial performance (Suttipun, 2017). The key objective of corporate disclosure is to enable
firms to attract investors as a way of increasing their capital (Buallay et al., 2021). Firms with
higher ROE as well as ROA are expected to be in a better position to bear with requirements of
compliance (Islam, 2021). Agency theory is applied in studies describing relationships between a
firm’s managers (agents) and shareholders (principals) and the effect of unlined goals as well as
risk aversion that may ensue (Tyson & Adams, 2020). Agency theory concerns the issue of
informational asymmetry and can reduce agency costs through reduction of information
asymmetry through improved quality of <IR> (Buallay et al., 2021). <IR> is identified as having
the abilities to reduce information processing costs (Tjahjadi et al., 2020). Integrated reports are
used by providers of capitals (the principals) in monitoring the actions and decisions of managers
(their agents) and thus making quality reports able to improve financial capital providers’
monitoring abilities and thereby diminish any tendencies of misappropriation by the managers

(Moloi & Iredele, 2020).
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The agency theory explains the relationship between a firm’s <IR> practice and its
performance and explains how companies avoid the agency problem of adverse selection by
providing quality reports (Jorge & Giner, 2002). Moloi and Iredele (2020) find a significant
relationship between <IR> quality and firm value and argue that this shows the impact of <IR> in
providing information useful for investors in making decisions and adds value to reporting firms.
The authors point out that this principle proves relevance of the agency theory in its assumption
that quality <IR> reduces information asymmetry between the agents and principals of a company.
Lee and Yeo (2016) notes that <IR> lowers information processing costs of firms and this is
demonstrated through an association of <IR> and corporate performance and thus <IR> can
improve information environment for firms. Abeywardana et al. (2021) note too that <IR> can
reduce information asymmetry thereby reducing agency costs which results in harmonized
interests between managers and principals.

Theoretically, the agency theory argues that monitoring costs by the board of directors (e.g
remuneration) can be reduced due to increased quality of disclosure, and hence a remedy advanced
in the agency theory as a way to address the agency problems (Shahria, 2022). Better disclosure
of information results in reduction of unbalanced information between principals and agents,
reduction of agency costs and this implies better decision-making abilities by the two parties and
hence higher benefit (Winter & Zilch, 2019). Quality <IR> has potentials to minimize agency
costs as well as information asymmetry inherent in a corporate setting (Lee & Yeo, 2016). Agency
theory appears to be a reliable explanation of the behavior of companies in <IR> given that to
some extent it explains the determinants of <IR> practices (Abeywardana et al., 2021) and it
enables financial capitals providers to know about the firm’s non-financial affairs, reducing kinds

of risks they would expose themselves to and enabling them to make sound decisions in purchase
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of stocks with ease of access to less costly information (Moloi & Iredele, 2020). The importance
of adequate disclosure of information is argued for by Harmadji et al. (2020) who claim that when
management of a company delays disclosure of bad or good news concerning its performance, it
can lead to uninformed decisions by investors who end up respectively overvaluing or
undervaluing the stocks of the firm. Lee and Yeo (2016) in their study on the relationship between
<IR> and firm value in South Africa find that benefits of quality <IR> outweigh its costs, and as
agency theory says, quality <IR> reduces agency costs related to information processing and
therefore they find that <IR> improved information on environment. In retrospect, agency theory
is also used in that it is related to the concept of information asymmetry just like the signaling
theory is. The theory adds in the aspect of the principal and agents.

Therefore, the agency theory backs for quality <IR> which then results in reduction of
information asymmetry in the reporting firm (Moloi & Iredele, 2020). <IR> increases market
performance through providing relevant information and is the best avenue through which
company information is communicated to the investors and thus reducing the agency conflict
(Abeywardana et al., 2021). The current study aims at finding how the influence of <IR> on
profitability of firms and therefore uses the agency and signaling theories in its evaluation of how
the quality of <IR> affects financial performance of firms. The study also uses the agency theory
to examine the role the relationship between <IR> and financial performance. Fujianti and Satri
(2020) note that the agency theory explains the connection between shareholders who are the
principals or the masters and the corporate managers who are the agents of the principals.
Integrated reporting “reduces information asymmetry between investors and managers, allowing
investors to monitor managers’ behaviours and to assess whether managers’ actions meet

investors’ interests” (Sun et al., 2022, p. 6).
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Assessing the value relevance of <IR> is crucial as integrated reports need to disclose key
information that impact on a firm’s performance (D¢ Villiers et al., 2017). There has been an
attempt in empirical studies to establish a relationship that might exist between <IR> and financial
performance. As such, a number of studies have been conducted to establish the relationship
between the disclosure of NFI and performance of a firm. Specifically, an attempt has been made
to establish the relationship between <IR> and financial performance. Nurkumalasari et al. (2019)
uses signaling theory in their study on the quality of <IR> and how it affects the financial
performance of a firm. Aluchna et al. (2019) while studying the <IR> practices in LOTOS Group,
a firm in Poland in the years 2006 to 2015 identify the key theories that explain the <IR> practice
as the agency, signaling as well as legitimacy theories but reiterates that signaling theory explains
NFI reporting to shareholders as a means of decreasing information asymmetry.

Other authors have focused on the signaling theory as the overarching theory in explaining
<IR> and its usefulness. Dumay et al. (2019) further specifies that signaling theory explain the
behavior of both the sender of the message (in this case the manager) and the receiver (in this case
the shareholder) and explains the way stakeholders of a business organization perceive the
usefulness of <IR>. Aluchna et al. (2019) see signaling theory as a way that explains if <IR> will
be perceived as showing institutional practices. Signaling theory can result in minimization of
information asymmetry that usually exists between business organizations and their stakeholders
(Aluchnaet al., 2019). A similar theory that is also linked to information asymmetry is the agency
theory as it is noted that <IR> has the abilities of reducing agency costs and thus more trust in the
information relayed (Lee & Yeo, 2016). Hogue (2017) notes that <IR> is a promoter of quality
reporting while Lee and Yeo (2016) see the theory as an explanation of the way of establishing a

relationship between <IR> and the firm’s value.
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In this study, two control variables are held constant and thus limited in this study so as to
assess the consistency of the correlation between <IR> and financial performance. The study does
not overlook their importance in possible influence of the independents variable or dependent
variable but wish to check if the relationship between the primary variables is significantly
influenced by the presence of these two control variables. Control variables help the analysis to
avoid biased results to ensure their effect on variables of interest of the study is checked. It helps
to ensure verification of consistency of result as well as increasing internal validity of results, and
robustness of the models. The two control variables are selected among other variables that could
potentially affect both independent and dependent variables due to their superior recognition in
affecting profitability. Consistent with prior literature, the study used two commonly applied
control variables while developing the research model for this study; financial leverage (Dey,
2020; Islam, 2021) and firm size (Dey, 2020; Rahman et al., 2020). Firm size is the most used
variable concerning its impact on non-financial disclosure (Duran & Rodrigo, 2018). Olawale et
al. (2017) argue that “the focus is on firm size as the modern-day phenomenon of economies of
scale means this is a crucial factor in firm performance” (p. 2). Leverage concerns financing
accessed from debts (Ali et al., 2022) and is an indicator of a firm’s financing structure (Dumitru
& Dragomir, 2021).

Both leverage and firm size are commonly used as control variables in studies on
relationships between <IR> and financial performance. Kaura et al. (2021) study <IR>’s effect on
firm performance in Nigeria between 2011 and 2020 by controlling for aspects like leverage and
firm size and find an insignificant association of <IR> and ROA considered as a measure of short-
term profitability. Irawan and Talpia (2021) investigate the relationship between leverage as well

as firm size using a case study of 66 firms in Indonesia in the period 2015 to 2019 and finds that
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leverage and firm size have no effect on a firm’s performance. In a study on the relationship
between leverage as well as size of a firm on its financial performance among 94 companies
operating in Malaysia in 2012-2016, Salah and Elewa (2018) conclude “that firm size is positively
and significantly related to profitability” (p. 1724). They however find that “leverage is negatively
and significantly related to profitability” (Salah and Elewa, 2018, p. 1724). Helmina et al. (2018)
while studying the impact of <IR> on performance of 224 listed company on Indonesia Stock
Exchange from 2012 to 2014 and using the variables of company value with control of company
size and leverage finds that investors respond well to the quality of NFR. However, they find no
effect of lagging the annual report on abnormal stock returns.

Given that the control variables could impact both <IR> as well as firm performance
(which are respectively independent and dependent variables in this study), they were controlled
to avoid biased results or to check on consistency of conclusions on the relationships of the primary
variables. The most commonly used control variables in <IR> studies are (Fsize) measured as the
logarithm of total assets (Dey, 2020; Rahman et al., 2020) and financial leverage (Islam, 2021)
and thus the two are used in this study as control variables. The sections below describe about the
rationale of using each of the two variables.

The conceptual framework of the current study is composed of six <IR> capitals of a firm
(which form the independent variables), the financial leverage, firm size (which form the control
variables) and the financial performance of a firm (which form the dependent variable) and how
they are related. The Conceptual framework is based on the IIRC (2013) framework for <IR> as
revised to date and the relationships between variables are based on previous studies showing
possible relationships. The study examines the variables, the quality of <IR> (independent

variables — using six capitals of a firm), financial performance (dependent variable), and two
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control variables.

When it comes to non — financial reporting, there are not many frameworks to use. The two
frameworks mainly used are the GRI for sustainability reporting and the IIRC framework for <IR>.
Hahn and L.ilfs (2014) note that to overcome the challenge of some companies basing on voluntary
reporting flexibility, for sustainability reporting, GRI came up with standards and guidelines to
follow. 1IRC framework has endeavored to make their framework as the internationally recognized
model for <IR> (Solomon & Maroun, 2012). The IIRC framework is the cornerstone of <IR>

(Wen et al., 2017). The conceptual framework results in the following propositions:

a) Disclosure quality of human, social & relational, financial, manufactured, intellectual and
natural capitals of a firm are related to its financial performance.

b) <IR> quality is associated with financial performance of a firm.

c) Leverage and firm size affects do not affect the relationship between disclosure quality of
human, social & relational, financial, manufactured, intellectual and natural capitals of a
firm and its ROE.

d) Inclusion of leverage and firm size as control variables does not affect the relationship

between <IR> quality and financial performance of a firm.

Firm size is an important factor in firm’s disclosures because large companies are
anticipated to have adequate means to meet the increased cost of quality <IR> (Adelowotan &
Udofia, 2021). Larger firms have more capacity to signal to the market richer information
(Abeywardana et al., 2021). Larger firms can disclose more information than small ones as they
may have lower information production costs but as also likely to be more complex and have a

wider ownership base than smaller firms (Winter & Zilch, 2019) and hence firm size affects the

35



level of agency costs (Jensen & Meckling, 1976). Firm size is important due to large size of capital
and hence requirement for more information on firm performance and the larger the firm, the more
the number of stakeholders to satisfy (Oluwamayowa, 2019). While examining NFR in Latin
America through an examination of 643 firms' reports from 2006 to 2015, Duran and Rodrigo
(2018), argue that the size of a firm constitutes elements that pressure companies into quality
reporting; meaning that firm size can lead to increased levels of <IR>. In a study by Demirel and
Erol (2016) on the integrated reporting, they find that large firms were the ones that most preferred
<IR>. Therefore, there is a rational basis to assume that firm size can affect either <IR>, financial

performance or both and therefore can affect the relationship between the two variables.

Concerning use of leverage in this study, it is from the assumptions laid in the agency
theory, since it is expected that leverage can influence firms in disclosure of enhanced information
as a way of reducing the agency costs (EI-Deeb, 2019). However, in light of the agency theory,
and with respect to the relationship between quality of <IR> and leverage (Oluwamayowa, 2019)
notes that there is an inconclusive relationship. On the other hand, it is acknowledged that the
higher the leverage the higher the monitoring costs (Abeywardana et al., 2021) and therefore
leverage is expected to negatively influence firm performance. Hoang et al. (2019) note that most
empirical studies on the agency theory assume that agency costs do negatively impact a company’s
performance. The authors through their study of the impact of agency costs on the performance of
736 Vietnamese listed companies during the period 2010 — 2015 find that agency costs do
negatively influence firm performance. Leverage results in increased disclosure as a way of
reducing agency costs (Winter & Zilch, 2019). Dey (2020) note that the higher leverage lessens
influence of agency cost and then this could result in reduction of information asymmetry. Jensen

and Meckling (1976) argue that higher leverage is associated with higher agency costs. Hoang et
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al. (2019) note that leverage reduces impact of agency costs towards the performance of firms.
Agency costs arises out of the need for owners of a business to inspect and ensure that a firm’s
interests are protected, reduction of agency costs, and while management seeks more profitability,
long-term success of the firm could be sacrificed, hence the need for enhancing publication of NFI

(Duran & Rodrigo, 2018).

<IR> is used as a way of minimizing costs related to borrowers (leverage issues) and the
more profitable firms tend to have increased quality of reporting as an incentive to the creditors
and investors and as a way of assuring on their management skills as well as reducing agency costs
(Abeywardana et al., 2021). With leverage, the agency conflict is aggravated due to increased
monitoring costs by the lenders (Jensen & Meckling, 1976). The aspect of weighting the extent of
reliance on leverage is a worthwhile endeavor in management of business of a firm since it can
influence long-term sustainability of a firm (Winter & Ziilch, 2019). Highly levered firms show
more optimism than less levered because it shows lending institutions do trust such firms and are
willing to lend to them. This is beneficial to owners of the firm and as provided by signaling theory,
those firms are willing to signal their situation to outside parties. It is incumbent on highly levered
firms to keep lenders optimistic on the performance of the firms (Duran & Rodrigo, 2018). Firms
sourcing sizeable funds from creditors are expected to provide NFI since financial resources are
implicated (Duran & Rodrigo, 2018). Companies with more leverage are expected to have higher
quality of <IR> due to increased pressure from monitoring by the lenders especially companies
that are quoted on stock markets (Adelowotan & Udofia, 2021).

The field of this study is accounting of non — financial information. The study concentrates
on the concept of <IR> as the contemporary corporate disclosure approach that contains both the

F&NF information of a firm done in a single report (Nurkumalasari et al., 2019). Therefore, the
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field of study is corporate reporting and specifically the novel framework of corporate reporting
called integrated reporting. The industry is diverse although the firms are selected from those listed
on JSE and NSX. These two stock exchanges are the ones that fulfil the requirements of the topic
of this study. To provide a rich background about the concept of integrated reporting, it is
imperative to see it from the perspective of corporate reporting because integrated reporting is a

novel framework of corporate reporting.

In retrospect, the conceptual framework in this study is built around the concept of <IR>
and specifically, reporting on the <IR> capitals of a firm. Haji and Hossain (2016) note that in
creating value, firms use multiple capitals to reach this objective. McEIroy and Thomas (2015)
define <IR> capital as a “stock of anything that yields a flow of valuable goods or services
important for human well-being” (p. 427). A firm’s level of reporting on its capitals and how it
uses them to create value may influence its financial performance. The frequency of reporting on
the six <IR> capitals of a firm will show the quality of the integrated report. Due to the importance
of firm size and leverage in influencing both <IR> and financial performance, they have been
selected as control variables. Control variables used in the study were identified in literature as the
most important variables that can affect a firm’s profitability, and thus for the relationship between
the main variables (<IR> and financial performance) to be well analyzed, the effect of the two
control variables needs to be identified.

2.2 THE CONCEPT OF CORPORATE REPORTING

Corporate reporting is the disclosure of information vital for effective operations of
corporations and is essential for reduction of information asymmetry that is usually cited to exist
between the principal and agents of a firm, and relays information to investors, customers,

government, and other stakeholders for ease of their decision-making (Devi, 2014). Corporate
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reporting is a central channel to communicate with stakeholders an organisation (De Oliveira et
al., 2021).

The cardinal importance of corporate reporting is to reduce information asymmetry and the
IIRC (2013) argues “the primary purpose of an integrated report is to explain to providers of
financial capital how an organization creates value over time” (p. 4).

Corporate reporting relates to the provision of information concerning the way a firm sees
itself and the role it plays in the society as well as its performance in terms of both F&NF aspects
(Krzus & Thornton, 2011). Corporate reporting reflects well or poorly on management of
organizations. The external stakeholders of companies can know about the health of the company
based on the quality of corporate reporting. Therefore, it is imperative that companies provide
adequate resources to ensure timely and quality communication of what they do and how they
affect their stakeholders. It is crucial that information relayed through corporate reporting
addresses the information discrepancies expected to arise due to having access to differing data or
information.

Stock exchange efficiencies depend on the level of information accessed by stakeholders
of the listed firms. Improving corporate reporting can promote better corporate sustainability and
reputation (Buallay et al., 2021).

Moloi and Iredele (2020) argue that “finding ways to achieve effective communication has
become imperative for listed firms because of the need to meet the increasing information needs
of all stakeholders” (p. 1).

Basing on estimates in the US and UK firms, Malcolm (2009) argue that more than 80%

of their value is in intangibles and thus the increasing levels of intangibles makes it necessary to



adopt new corporate reporting frameworks compared to situations where tangible assets outweigh
their counterparts.

Corporate reporting has evolved over years. The traditional corporate disclosure approach
is financial reporting which came up in the 1930°s but it has been criticized for its focus on
providing backwards-looking performance and this constrains decision-making (Krzus &
Thornton, 2011). The criticism resulted in an emergence of NFR models in 1960s like social
reporting, corporate social responsibility in 1970s, environmental reporting in 1980s and
sustainability reporting in 1990s (Buhr et al., 2014). However, whereas the emergence of
sustainability reporting became a change maker in corporate reporting for inclusion of
environmental, social, economic and governance aspects in one report, it has had weaknesses due
to reports being separate from the financial reports (De Villiers et al., 2017). This therefore gave
basis for the emergence of the contemporary corporate reporting; the <IR> (Sarioglu et al., 2019).
Before a detailed discussion on the integrated reporting model, which is the subject of this study,
the section below provides the background to the birth of the novel framework of reporting which
is the integrated reporting. The intention is to identify key corporate reporting frameworks that
preceded integrated reporting and identify their limitations which became a key basis for the

development of integrated reporting.

2.3 CORPORATE REPORTING FRAMEWORKS

There are a number of frameworks for reporting NFI as well financial information and
these include the triple bottom line reporting, international financial reporting standards and
sustainability reporting. Categories of corporate reporting are financial reporting (also known as
traditional or conventional corporate reporting for financial information), sustainability reporting

(also known as NFR or ESG), and <IR> (which is the reporting of both F&NF information).
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2.3.1 FINANCIAL AND SUSTAINABILITY REPORTING

2.3.1.1 Financial reporting. Financial reporting origins are traced as far back as 1930s and
was developed for an industrial world (Krzus & Thornton, 2011). Companies are traditionally used
to report on their performance based on financial reporting of historical information and therefore
they face the challenge of shifting their approach in reporting on their future prospects and
management of their strategy towards responding to the prospects (PricewaterhouseCoopers,
2015). Financial capital has been a well-known capital in the past (Anifowose et al., 2020). In the
past, financial reports containing information used by stock markets were seen to be most
important in corporate disclosures to users (Adelowotan & Udofia, 2021). Financial information
is critical for any company to identify its financial health as well as aspects like valuation of firms
(Reitmaier & Schultze, 2017). Financial reporting principally reports on financial health of a
company and specifically on assets, equity, liabilities. However, changes in socioeconomic
situations surrounding the businesses are increasingly requiring companies to prepare reports that
disclose on how they get affected and they affect sustainable development as well as how their
business model informs and is informed by reporting on non-financial information (Dratwinska-

Kania & Ferens, 2021).
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2.3.1.2 Sustainability reporting. Today, forward looking information are being greatly
recognized as influential to an organization’s future outlook (Mahboub, 2019) and a way to give a
view into corporate sustainability. Corporate sustainability is “an approach that creates long-term
value with minimum environmental damage” (Delmas et al., 2015, p. 374). Tamimi and
Sebastianelli (2017) argue that “stakeholders, analysts, and shareholders are increasingly
scrutinizing firms’ sustainability disclosures in their assessment of management quality, as it
reflects on the practices/policies that are employed to improve firms’ environmental and social
footprints” (p. 1660). Therefore, this could be a key reason why many researchers in the corporate
reporting space have interest in aspects of corporate sustainability and reporting. Sustainability is
related to the term sustainable development which was introduced by the World Commission on
Environment and Development (1987) where it is refers to sustainability as “development that
meets the needs of the present without compromising the ability of future generations to meet their
own needs” (p. 37). While sustainability may not have all-inclusive definition, borrowing from the
thinking of sustainable development, sustainability refers to creating value today without
comprising value in the future. Sustainability reporting is now a common sought-after practice
among corporations in their efforts to meet growing stakeholder demands, addressing criticisms
of financial reporting, and ensuring that social, economic, governance and environmental
influencers and performance of organizations are well presented in corporate reporting (Boiral,
2013). The importance of information in shaping of decision-making process among stakeholders
of firms cannot be overstated (Alade & Odugbemi., 2022).

High quality information helps in protection of shareholder’s wealth and therefore the
investors can greatly get value from adequate sustainability reporting (Ismail et al., 2022).

Sustainability reporting has grown over the years. In an international survey carried out by KPMG

42



(2008), they find that 80% of Global Fortune 250 firms release sustainability reports and this was
an increase from 50% just three years prior. NFR is therefore without doubt on the increasing
scale.

Using data from at least 4,000 firms drawn from 58 countries in the period 2002 to 2011,
Aouadi and Marsat (2018) notes that the companies that get more interest in the use of ESG also
have greater firm value. Sustainability reporting is based on a framework by GRI which provides
indicators used in examining a firm’s level of sustainability reporting (Tilt et al., 2021).
Sustainability reporting is identified by Harmadji et al. (2020) as impactful to share prices.
Sustainability reports are used by investors as well as analysts in decision-making and company
analysis and can be categorized under the Environmental, Social and Governance (ESG)
framework (Radley, 2012). GRI was established in 1997 as an international initiative to provide
guidelines on environmental and social reporting and it published its first version of sustainability
reporting guides in 2000 as a way of establishing a common language in the area of sustainability
reporting through its guidelines/standards and making it the de-facto standard setter of
sustainability reporting (De Villiers et al., 2022).

Afolabi et al. (2022) in their study on sustainability reporting find that regulation of
sustainability reporting is hardly harmonized because of perceived superiority of each regulator’s
standards or guidelines. In a study by Radley (2012) find that GRI’s sustainability reporting model
is the mostly used in NFR while other arrangements like the Carbon Disclosure Project come
second at 54% usage and other industry association in the sustainability space take a combined
32% usage; thus, by far GRI is the common framework for sustainability reporting.

Rodrigues and Morais (2021) argue that from the start of the 21st century, society’s

demands for sustainability and accountability of companies has increased and thereby leading to
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improvements in corporate reporting and specifically the emergence of <IR>. Wachira et al. (2020)
argue that although sustainability reports are mainly developed to inform external stakeholders,
research shows that the reporting model has a business case.

Both financial as well as sustainability reporting are criticized for being backward-looking
in reporting on firm performance and fail to provide a linkage concerning corporate sustainability
and its core strategy (Moloi & Iredele, 2020). A link between two separate reports; sustainability
reporting and financial reporting is missing if they are prepared differently or jointly without
integrated thinking. Almasan et al. (2019) urge that an appropriate response to sustainability
reporting limitations is <IR>. <IR> “is integrated thinking that results in a periodic report on the
creation of company value” (Bochenek, 2020, p. 107). Alade and Odugbemi (2022) argues that
“the demand for better corporate information by various stakeholders across the globe has
necessitated a paradigm shift from the traditional financial reporting to more comprehensive
financial and non-financial information (NFI) in a single report, known as integrated reporting”
(p. 91).

Today, economic perspectives of a firm cannot assure of its sustainability and it is
indispensable to consider social as well as environmental viewpoints for a better picture of firm
performance in the long-term (Suttipun, 2017). Current debates on effectiveness of corporate
disclosure have become of much interest to different stakeholders including firm managers,
policymakers, regulators and capital markets at large and they question the appropriateness of the
financial reports as they see them incompetent to respond to their needs (1zzo et al., 2020). There
is also arising level of awareness by both corporations and financial capital providers that financial
stability is inevitably interconnected with both social and environmental sustainability and this

suggests more integration of both F&NF information in their disclosures (Suttipun, 2017).



Rossouw (2020) nails the point on the importance of a corporate entity to serve stakeholder
interests by saying that a corporation involves diverse stakeholders’ interest and its long-term
survival is dependent on recognizing and respecting all stakeholder interests especially as
demonstrated in the aftermath of 2008/2009 financial crisis where it become necessary for
standard-setters to put in place corporate reporting reforms including strengthening of Non-
financial reporting (Winter & Zilch, 2019).

With the aim of providing an up-to-date status on sustainability reporting based on
literature gathered for the period 2015 to 2020 after reviewing 44 published studies, Meutia et al.
(2021) argue that NFR is a relatively new paradigm shift in corporate reporting. According to
KPMG (2020), the adoption of <IR>which combining F&NF information in a single annual report
is growing but remains limited and is more seen in some countries than others. <IR> as the
contemporary corporate reporting framework changes from short-termism to long-termism with
regard to value creation for shareholders as well as all stakeholders who are part of the value
creation improvement (Islam, 2021). <IR> is the latest concept of enhanced business reporting and
it builds the corporate reporting concept around the value creation objective of an organization
(Reitmaier & Schultze, 2017). The advent of <IR> has assured business professionals as well as
policymakers worldwide of improved accountability in corporate reporting as a result of availing
an integrated thinking through a consolidated financial and NFI that provide value creation and
performance of firms (Hoang et al., 2020). As a corporate reporting model, <IR> has come to the
limelight due to increased demand for enhanced transparency in corporate reporting and ensuring
that the report serves an organisation’s stakeholders that include staff, investors as well as
creditors. Martinez (2016) view <IR> as a representative of current aspirations of corporate

reporting. Ebimobowei and Onowu (2021) describes <IR> to be an emergent corporate reporting
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framework which reports F&NF information of an organization <IR> framework is seen as a form
of firm reporting that provides a broader view of corporate performance, increases awareness on
sustainable development on a future horizon, obtains more comparability among global firms, and
reduces risks of reputation to firms (Suttipun, 2017) and thus is increasing in its appeal to firms
globally.

With the advent of <IR> as the contemporary corporate reporting framework since early
2000, researchers have endeavored to examine the explanations behind this concept and how it
relates to performance of companies (Dumitru & Dragomir, 2021). Researchers like Hoang (2018),
Martinez (2016) and Menicucci (2018) finds that NFI reporting quality does impact the
profitability of firms. Robertson and Martin (2020) investigate the adoption of <IR> in the UK by
interviewing 36 senior managers in 17 organizations using a content analysis and find that the
major factor for adoption of the practice is sociological reasons over economic ones. However,
they find that the <IR> framework is perceived by most organizations a complex framework and
thus partially adopt it. Some researchers have expressed pessimism in the application of the 1IRC
framework (Bommel, 2014; Flower, 2015) while there are others that have been positive on its
relevance and need for adoption (Churet & Eccles, 2014; Doni et al., 2016; Hoque, 2017) hence
generating a heated debated in literature on the value relevance of the <IR> framework. The
concept of <IR> is discussed in this chapter with an objective of assessing how it relates to the
concept of financial performance of a firm.

While financial and sustainability reporting are a great resource of information to users of
company reports, their reporting capabilities criticized for having partial information either
financial or non-financial and inadequate information on value creation of organizations (Suttipun,

2017). The limitations of both financial and sustainability reporting frameworks gave an impetus
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to the development of integrated reporting. Subsections below discuss key limitations of financial

and sustainability reporting.

2.3.2 LIMITATIONS OF FINANCIAL REPORTING

Financial reporting came up in 1930s during the industrial world and it is criticized for its
focus on providing backwards-looking performance and this constrains decision-making; thus, the
model found insufficient to address the 21 Century information needs (Krzus & Thornton, 2011).
While studying the evolution of financial reporting (Tschopp & Huefner, 2015) note that it has
taken close to 100 years to attain its current state as a market accepted corporate reporting concept
yet still has the downside of it; mainly lack of forward-looking information and lack of details on
how it affects the social and environmental concerns of society.

Financial performance of a business organization does not only profit shareholders of the
concerned firm but should also benefit other stakeholders and the society in general and its inability
to be informative to a wide range of stakeholders is its major failure (Hoang et al., 2019).
Shareholders and other stakeholders are increasingly demanding for more transparency and
accountability and neither the financial report nor the sustainability report would me meet those
expectations alone (Demirel & Erol, 2016).

A key criticism for the financial reporting model is that it provides a backwards perspective
of a company’s performance and fails to give adequate relevant information which would ably be
applied in decision making by investors as well as the wider community of stakeholders (Krzus &
Thornton, 2011). Financial reporting hardly provides required picture on a firm’s value creation
levels that investors need for their understanding of the process of value creation (Cosmulese et
al., 2021). While there is a heavy reliance on tangible assets in the financial reporting model,

Cosmulese et al. (2021) notes that to maintain competitiveness today, firms rely more on
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performance of their intangible assets, therefore this demonstrates more relevance of <IR> which
has a heavy reliance on the intangibles like SRC, IC, and HC and to a large extent the NC.
Traditional financial reporting focuses on past data and it provides short term information which
does not show current economic consequences, their effects and what the future is likely to bring
and this constrains decision-making (Dey, 2020).

While financial reporting is useful in providing information to investors, management of
firms as well as a diverse category of users, stakeholders including the accounting profession find
them lacking in terms information being historical, lack of data on employees, social aspects,
environmental concerns as well as future outlook of businesses. In order to address these concerns,
a fundamental shift has occurred in corporate reporting with introduction of the <IR> framework
which aligns F&NF aspects with business strategy and its risks in a bid for disclosure of value
creation of an organization (Soriya & Rastogi, 2021).

The conventional tools of financial reporting have proved unfit for evolving informational
requirements of organizations’ stakeholders (Haruna & Msizi, 2020; Satta et al., 2015) and hence
this necessitates solutions like inclusion on NFI. Financial reporting model is constrained by use
of historical information and reliance on exclusively financial information (Anis & Indira, 2017).
Following the 2008/09 financial crisis, corporate reporting standard-setters put in place measures
to reinforce reporting mechanisms to address the insufficient information contained in financial
reports so that corporate reporting can address needs of diverse stakeholders and importance has
been given to corporate governance aspects and sustainability reporting to complement
information of financial reports (Montesinos & Brusca, 2019; Winter & Zilch, 2019). The
additional information to the traditional financial information constitutes the NFI disclosure aimed

at allowing better sense-making of published information (Cerioni et al., 2021). Hameed and
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Ahmed (2020) argue that criticisms of insufficiency of information in financial reporting justify
need for evaluation of economic, social, governance as well as environment impacts to an
organization’s performance laid ground for emergence of NFR frameworks. Similar arguments are
laid made by Meijden (2016) who sees economic, social and governance information inclusion in
corporate annual reports as a legitimate way of addressing the limitations of financial reporting.
Krzus and Thornton (2011) notes that the traditional financial reporting framework is
criticized on the following grounds:
a) It provides a historical view of a firm’s performance.
b) Is hardly useful for decision-making that is forward looking.
c) It cares more to the internal stakeholders of the firm than external stakeholders.
d) The corporate reports hardly provide substantive information on strategic aspects like the
long-term strategy, society, climate change, usage of natural resources and regulatory

issues.



2.3.3 LIMITATIONS OF SUSTAINABILITY REPORTING

The main corporate performance reporting frameworks recognizing NFR that preceded
<IR> which are based on reporting on economic, social and governance aspects are the triple
bottom line which came in 1994 and the earlier one developed under Kaplan and Norton; the
balance scorecard, which although broader than the financial reporting frameworks, lack
harmonization of the information and linkages between organizational information and hence
failed to give a holistic and interlinked perspective of a company's performance (Vitolla & Raimo,
2018). Sustainability reporting was a great improvement to business in providing information on
social, environmental, and economic & governance but failed to bring the aspect of the relations
between the elements of sustainability and the financial metrics. While in the 1990s the aspect of
sustainability reporting came up in full force and many companies attempted to take up the
challenge and issue both financial and sustainability reports, Krzus and Thornton (2011) notes that
a stand-alone sustainability report still has its weaknesses as follows:

a) The reports fail to link the sustainability aspects of ESG to business strategy and financial
performance.

b) The investors and other stakeholders tend not to adequately use the sustainability due to
the failure in adequately providing an all-round report on performance of a firm.

Elving et al. (2015) notes that debates and studies on NFR including corporate social
responsibility and sustainability bring out mixed signals on the seriousness of the business
community in making the world a better place to live in by caring about sustainability practices
including reporting and therefore sustainability reporting has not brought the desired impact in

business practices.
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Sustainability reporting is still challenged in that firms that have implemented the
framework still separately publish the sustainability report and annual report (Nurkholis, 2020).

Krzus and Thornton (2011) nevertheless observe that whereas both sustainability and
financial disclosure models have shortcomings, it has not yet led to widespread demand for change.
This could also explain why <IR> has not been fully adopted by businesses world over despite the
undeniable importance described in this chapter. Nonetheless, the criticisms of both sustainability
and financial reporting models have led to substantial consideration of adopting the <IR>. Kili¢ &
Kuzey (2018) acknowledges that number of researchers have taken interest in studying on the
importance of integrated reporting and specifically how it impacts on the performance of firms.
However, gaps still abound on the results. The lack of widespread use of <IR> is not related to it
being inferior to the other two reporting frameworks but rather it could be due to it being new,
costly, lack of international standards that govern it or just resistance to change. However, 1IRC is
credited to having promoted the <IR> practice worldwide. It is giving an international reference
to <IR>. The IIRC’s framework aims at “improved information for outside providers of financial
capital and better internal decision making” (Barth et al., 2017, p. 43). The I[IRC framework helps
in generating a report that discloses an institution’s value over time, which includes the capitals of
a firm (IIRC, 2013).
2.4 THE CONCEPT OF INTEGRATED REPORTING

The concept of integrated reporting is seen as belonging to the field of corporate reporting
framework and it uses a single report to provide information on F&NF performance of an
organization. It is a reporting approach used as a measure to achieve a sustainable society (Eccles
& Saltzman, 2011). A sustainable society is one that can meet today’s demands while not

sacrificing future demands (Eccles & Serafeim, 2011) and this is related to providing information
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on social, environmental and economic aspects of a business organization. The concept of <IR>
was described. Although there are various definitions of <IR>, the key aspect is recognition of
<IR> as a corporate reporting approach that is used as a measure to achieve a sustainable society
(Eccles & Saltzman, 2011). The importance of <IR>, composition of <IR>, and criticisms of
financial and sustainability were identified. Whereas financial reporting is the main reporting
framework that organizations use since the 1930s, it has been criticized focusing on providing
backwards-looking performance and lacking a forward-looking approach (Krzus & Thornton,
2011). Its predecessor, sustainability reporting is also criticized for focusing on aspects of the ESG
and not including the aspect of financial reporting (De Villiers et al., 2017). <IR> is thus seen as
the contemporary corporate reporting approach that takes care of the concerns of both the financial
reporting approach as well as the sustainability reporting approach.

Roth (2014) notes that reports about the social and environments aspects of a business have
taken names like green reporting, citizen centered report, and social report and sustainability report
but integrated report surpasses all the other forms as it is the reporting of information regarding all
performance aspects of a business and these are at least financial, environmental and social
information. Financial information relates to financial metrics that organizations issue to depict
their financial health. NFI relates to aspects of social, environment, economic and governance
aspects of an organization and these items are also used to describe the sustainability of an
organization. While describing what <IR> is, Krzus and Thornton (2011) assert that it is a reporting
approach that on top of providing information of financial as well as non-financial nature in one
document also becomes an effort to better understand how the capitals of a firm are used to create
value. Bal (2018) defines <IR> as “a vehicle for long-term value creation for and by the business

itself" (p. 48). Feng et al. (2017) define <IR> as a reporting approach that revolves around the
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concept of integrated thinking. Integrated thinking refers to the linkage of financial accounting and
sustainability reporting (Velte & Stawinoga, 2017).

Integrated report is not just a combination of financial information and social
environmental reporting in one report but rather it is the integrated thinking reflected in the report
that makes it an integrated report (Appiagyei et al., 2016). It is the contemporary reform of the
corporate reporting model (Stubbs & Higgins, 2018). Abeysekera (2013) defines <IR> as the way
an organization discloses its use of resources like the financial, human and intellectual capitals and
interlinks them with its vision of creating value. Perhaps the International Integrated Reporting
Council (IIRC) gives the more elaborate definition of <IR>. The definition of <IR> according to
IIRC (2021) is “a process founded on integrated thinking that results in a periodic integrated report
by an organization about value creation, preservation or erosion over time and related
communications regarding aspects of value creation, preservation or erosion” (p. 53).

Two key concepts that define <IR> are its inclusion of sustainability and financial
performance in one report that is well linked and describes the value creation of the organization.
Camilleri (2018) sees sustainability reporting to be a subset of <IR>. Casonato et al. (2018) equally
reiterate that <IR> came from the aspect of sustainability and therefore benefits from both the
sustainability as well as financial disclosure. In retrospect, <IR> is the activity of preparing and
disclosing information about the performance of an organization, which information is both F&NF
in nature thus giving a more inclusive report than a stand-alone financial and sustainability report.

<IR> is seen as a better corporate reporting framework that describes how a company
creates value over time (Utomo et al., 2021). As a new corporate reporting concept, <IR> takes
into account an organization’s strategy towards value creation and sustainability in today and in

foreseeable future (Moloi & Iredele, 2020). <IR> is not only around merging of F&NF information
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in a single report but rather report on the integrated thinking of a firm as a whole to provide
comprehensive information for ease of use by its readers and to cultivate sustainability culture
(Oluwamayowa, 2019). Describing what makes the integrated reporting (where they use the IR
notation), Suttipun (2017) notes that the IIRC framework is:

“Divided into five guiding principles for integrated reporting structure, six content
elements, and six corporate capitals. The guiding principles of integrated reporting
structure consist of strategic focus, information connectivity, future orientation,
responsiveness and stakeholder inclusiveness, and conciseness, reliability, and materiality.
The six content elements are an organizational overview and business model, operating
context including risks and opportunities, strategic objectives and strategies to achieve
those objectives, governance and remuneration, performance, and future outlook. For the
corporate capitals, IR includes not only financial capital, but also manufactured, human,
intellectual, natural, and social and relationship capitals as well” (p. 135).

Integrated thinking, a concept on which <IR> is built, refers to inter-relationships between
an organization’s operations and the use and effect on its capitals (Almasan et al., 2019).
Adhikariparajul, Hassan, Fletcher & al., (2021) argue that integrated thinking is the organization’s
process it follows in order to adopt <IR> practices in a bid to increase its accountability to its
stakeholders. As Tjahjadi et al. (2020) notes, the philosophy of <IR> is not about the amount of
information disclosed by firms but the art and science of integrating the information for value
creation. <IR> is highly driven by management practices depending on the way firms embed
integrated thinking philosophy and practice in what they do, affecting their business processes and
thus leading to increased value creation abilities towards better organizational performance

(Almagan et al., 2019). In view of the increased significance of <IR> capitals beyond the financial
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capital, IIRC for the first time recently made a revision of its 2013 framework version in an effort

to strengthen the emphasis of the capitals (1zzo et al., 2020). The main rationale of establishing the

2013 1IRC framework for <IR> corporate reporting is to promote the practice of integrated

thinking for the reporting firms (Herbert & Graham, 2021).

<IR> through the integrated thinking towards value creation enables improving the internal

processes and practices of firms in order to attain improved performance (Almasan et al., 2019).

In identifying the place of <IR> in the corporate reporting literature, Seyed et al. (2021)

note that <IR> is:

“Between financial reporting, which offers exclusively financial information

complying with general accepted accounting principles and other mandatory accounting

standards, and sustainability and CSR reporting, whose aims are to serve all stakeholders by

supplying them exclusively with NFI about society topics, namely, sustainable development,

environment protection, social responsibility and corporate governance” (p. 526).

The six capitals in 1IRC (2021) are:

a.

b.

Financial capital like debts, equities or government grant
Manufactured capital like plant & equipment

Intellectual capital like patents and other intangible assets
Human capital like the capabilities of staff

Social and relationship capital like stakeholder engagement

Natural capital like land resources and other environmental assets.



2.4.1 RATIONALE BEHIND INTEGRATED REPORTING

The increasing complexity in business operations has introduced growing demand to
companies globally to embrace <IR> especially in respect to reporting on their sustainability
practices and how they create value and has also demonstrated that financial reporting is an
imperfect corporate reporting approach especially on aspects of intangible assets disclosure
(Albertini, 2019). The world is increasingly experiencing an environmental damage and the major
cause of the damage is identified to be companies (Sejati & Prastiwi, 2014). There are growing
concerns of impact that business organizations have on the society they serve (Roth, 2014).
Therefore, business organizations have a duty to disclose how they impact the world and the
stakeholders they serve since they also derive value for their service to society. Abeysekera (2013)
notes that given the importance that investors and society in general place on corporate
information, they have heightened the requirements of corporate reporting and are increasingly
asking for quality non-financial reports. Actually, the need to improve transparency in business
reporting globally was the main trigger to the birth of the <IR> concept (IIRC, 2011). IIRC (2020)
notes that the primary audiences of an integrated report are providers of financial capital, but it
also benefits other stakeholders including “employees, customers, suppliers, local communities,
regulators, and policymakers” (p. 3). So, <IR> has a great coverage of users.

Affan (2019) asserts that sustainability reporting is increasingly becoming a likeable
corporate reporting practice and this practice is part of the <IR>. Camilleri (2018) notes that
companies are increasingly reporting their NFI in the form of integrated reports. <IR> is now the
contemporary attempt in over 30 years to widen NFR initiative as well as accountability in
organizations in an effort to increase the inclusion of environmental and social performance of

business towards value creation to the organization (Stubbs & Higgins, 2018). Indeed, <IR> is a
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contemporary phenomenon of corporate reporting (Oluwamayowa, 2019). Currently, firms have
increasingly reported on both their financial performance and the aspects of social and
environment because this information gives more information to user of the reports and make the
users make informed decisions (Angermund & Plant, 2017).

Bobitan and Stefea (2017) urge too that “the origin of integrated reporting lies in corporate
governance, as a solution to demands on corporate leadership regarding the sustainability, strategy,
performance and risks” (p. 424). <IR> stands out as a framework that promoted corporate reporting
approaches especially after the 2008-2009 financial crises because it includes both the
sustainability aspects and the financial performance of a firm (Goicoechea et al., 2019). Perego et
al. (2016) note that <IR> came up as an accounting practice that enables firms to understand the
process of creating value and as a mechanism to effectively disclose information to a wide
audience of stakeholders. Busco (2014) notes that <IR> has the objective of enhancing a firm’s
accountability and stewardship especially with regard to its six <IR> capitals and their
interdependences. Without reporting about the six <IR> capitals, <IR> would not be taking place.

Nowadays, there has been an attempt to consolidate the various perspectives on F&NF
reporting so as to come up with a framework that provides an organization’s holistic image and
the most popular framework is currently the <IR> Framework (Beske et al., 2020). <IR> is a new
a model corporate reporting integrates information on an organization’s six <IR> capitals to
provide value creation perspectives for the organization and this framework is relevant in today’s
economic, social and environmental turbulent conditions that firms face as well as information
required by stock markets (Bal & Dhal., 2019; Satta et al., 2015). <IR> is the latest concept of
enhanced business reporting and it builds the corporate reporting concept around the value creation

objective of an organization (Reitmaier & Schultze, 2017). Use of the <IR> framework results in



high quality integrated reports and thus a better linkage between financial reporting and NFR
(Wachira et al., 2020). Shareholders as well as other stakeholders of corporations are increasingly
expecting more transparency as well as accountability in corporate reporting and therefore <IR>
which combines sustainability and financial information is increasingly becoming desirable
(Demirel & Erol, 2016).

The emergence of <IR> raises questions if it replaces sustainability reporting or whether it
actually reduces the level of disclosure on businesses’ impact on the social as well as
environmental aspects (Tilt et al., 2021). “Organisations are still encouraged to prepare a separate
sustainability report, in addition to their integrated report” as this can improve the integrated report
as well (Herbert & Graham, 2021, p. 8).

<IR> provides information which financial reporting alone cannot provide (Doni et al.,
2016; Hoque, 2017). It thus leads to better decision-making to users (Krzus & Thornton, 2011),
enhances corporate strategy (Rensburg & Botha, 2014) and provides users with useful information

of the sustainability aspects of the organization (Goicoechea et al., 2019).

2.4.2 COMPOSITION OF INTEGRATED REPORTING

<IR> has developed mainly due to the framework that was issued by IIRC. The framework
provides and describes what a good integrated report looks like. IIRC (2011) provides that
integrated report needs to be composed of: “organizational overview and business model,
operating context, including risks and opportunities, strategic objectives and strategies to achieve
those objectives, governance and remuneration performance, future outlook” (p. 3). According to
Affan (2019), <IR> is built on the constructs provided by the 1IRC framework.

Setia et al. (2015) while contrasting the content of <IR> and sustainability reporting notes

that <IR> is built on the concept of value creation mainly for providers of financial capital while
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corporate sustainability limits itself on the governance, social, economic and environmental
aspects which themselves are part and parcel of <IR>.

IIRC (2013) provides that an integrated report should have three elements: firm strategy,
business plan as well as the firm’s six capitals. The IIRC (2011) defines the six capitals as
“financial, manufactured, human, intellectual, natural and social” (p. 3). <IR> combines and links
information of F&NF type in a single document whereby the non-financial aspects relate to aspects
of governance, as well as social and environment (Affan, 2019).

Bal (2018) building on the model of IIRC, provides the following elements of <IR> to be
“organizational overview, strategy and resource allocation, governance, risk and opportunity,
business model, performance, outlook, basis of presentation” (p. 51) and provides a firm’s strategy,
governance, future performance, and value creation in different time horizons of planning.

Fried et al. (2014) in describing the scope of <IR>, note that <IR> is composed of eight
content elements that measure the changes in capitals, how value is created, and the provision of
the company’s strategy, governance, the adopted business model and the financial accounting

information.
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2.4.3 VOLUNTARY AND MANDATORY INTEGRATED REPORTING

2.4.3.1 Voluntary Integrated Reporting. <IR> is mostly offered voluntarily by the reporting
firms while financial reporting is mandatorily disclosed in annual reports (Tjahjadi et al., 2020).
Voluntary disclosures refer to reporting above and over the requirements which by providing
adequate information to stakeholders for their decision-making (Meek et al., 1995). Nurkholis
(2020) notes that <IR> is currently not fully adopted in many jurisdictions because of being a
voluntary reporting framework. While studying the practice of <IR> of five listed companies in
Bahrain, Albetairi et al. (2018) note that the concept has gained momentum even though it is not
mandatory by regulation. Comparing it to financial reporting, it is seen that financial reporting is
mostly mandatory based on IFRS and is addressed mainly to investors to give them a financial
perspective of a company’s performance (Beske et al., 2020). In recent years however, especially
in the aftermath of the 2008-2009 financial crisis, there has been ample dissatisfaction with
mandatory financial reporting which has resulted into demands by financial capital providers and
other stakeholders for companies to voluntarily disclose information on long term performance
(Boesso & Kumar, 2007).

Voluntary <IR> is where a business organization adopts use of <IR> framework on its
volition while mandatory is when it is obliged to adopt the reporting practice and failure of which
will incur penalties. Dumay and Guthrie (2017) define involuntary disclosure to be the way
external stakeholders see and say of the company performance and this implies that what is
important is not how a firm describes itself but rather what its stakeholders see it to be and
communicate about it. The beauty with use of mandatory <IR> environments is that it eliminates
the “self-selection that arise when issuance of an integrated report is voluntary” (Barth et al., 2017,

p. 2). Many firms opt to issue reports by a voluntary mechanism especially the non-financial report
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(Brammer & Pavelin, 2008). In a study on the role of compliance to regulated corporate
governance, Bhuiyan et al. (2013) find the aspect of compliance as a form of regulation that
reduces the discretion of managers among listed companies.

Maltby (1997) supports voluntary approach of NFR as a preferred approach of regulation
since businesses actually produce good reports that meet their stakeholders’ requirements without
having to put in place a government regulation. The author also noted that such kind of approach
worked well in UK and brought more accountability of businesses. Buhr et al. (2014) while
studying the history of corporate reporting rather supports the voluntary approach of <IR>.
Camilleri (2018) favors the non-mandatory <IR> due to its potential to create reporting norms of
<IR> to realize the NFR agenda.

However, Fallan and Fallan (2009) explore the impact of approaches of voluntary and
mandatory environmental disclosure using an experiment on the pre-testing and post-testing
disclosure contents of the reports issued by firms in Norway by analyzing 822 reports of the period
1987 — 2005 and find that when firms are used to a voluntary disclosure regime, they take long to
fully comply with a mandatory change in the statutory regulations. They also note that there is
actually no such a thing as a universal notion of voluntarism due to different legal requirements
and political environments in different jurisdictions. This leads to the following section on

mandatory reporting.
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2.4.3.2 Mandatory Integrated Reporting. Early, in its development, some authors like Kiron
(2012) caution that mandatory <IR> is the future for corporate reporting. Mandatory NFI reporting
regulations are a must if the quality as well as quantity of the disclosures are to improve. Bal (2018)
recommends that for comparability of the integrated reports, standards and guidelines that can be
enforceable can provide a better way forward. Costa and Agostini (2016) evaluating the role of the
Italian approach in legislating which largely followed the European Directive concerning
environmental and employee reporting, by using content analysis studied 96 reports from Italian
corporations between 2005 and 2010; that is pre and post regulation of NFR notes that the 2007
regulation was rather largely ineffective and called for a better design of mandatory accounting of
environmental and social reporting that can adequately provide information to stakeholders with
improved value relevance.

When mandated, it gives incentives to business managers to issue reliable information in a
consistent manner to the addresses covering the ESG concerns and this can reduce information
asymmetry problems and increase firm’s legitimacy (Hamad & Graham, 2021). The authors while
conducting an examination of the impact of mandatory reporting in Europe note that there has been
a positive and significant impact of EU’s directive on ESG disclosures and this indicates that
mandatory NFR can increase the quantity and quality of ESG disclosure. Hoang et al. (2020)
basing on their empirical research in South Africa argue that mandatory <IR> can be appealing to
organization’s stakeholders in its abilities to minimize information asymmetry and practices of
corporate managers with regard to enabling firms to produce reliable sets of corporate reports.
Mandatory <IR> has similarly been embraced by some countries in Europe (Suttipun, 2017). In a
study conducted by Stubbs and Higgins (2018) on the investors’ views towards the adoption of

<IR> in both France and Australia, they observe that whereas their appetite towards the reforms



in corporate reporting were little, and 50% of the financial capital providers surveyed do back a
mandatory regime of <IR> because they view mandatory NFR leading to better quality in in
reporting sustainability practices of businesses. It has also been observed that increased
compliance to <IR> framework greatly lessens the level of misreporting (Hoang et al., 2020).
Following legislation of mandatory information of non-financial nature of companies in
Europe leveraging on the individual countries’ efforts in cases like in France which lubricates the
adoption of <IR> in Europe (Simnett & Huggins, 2015), this has enabled countries like the UK
and France to have an increase in firms reporting on their non-financial performance (Stubbs &
Higgins, 2018). In South Africa, firms on the Johannesburg Stock Exchange are mandated to issue
reports that include Economic Social and Governance (ESG) which were broader than IIRC
Framework and in 2014, the <IR> Committee on good governance in South Africa adopted [IRC’s
model and encouraged firms to use it (De Villiers et al., 2014). Indeed, the <IR> represents the
contemporary evolution of corporate reporting (Pistoni et al., 2018). This gives the impetus to
examine the concept of <IR> given its novelty and unanswered questions on its value relevance,
the quality of reporting assumed and the voluminous criticisms that have been leveled against it.
The mandatory adoption of King Il governance model in South Africa for listed firms on
the JSE is a turning point in driving enhancement of environmental disclosure and supportive of
the SDGs (Corvino et al., 2020). While comparing the breadth of <IR>among countries like South
Africa with mandatory <IR> and Indonesia where voluntary reporting is used, Tjahjadi et al.
(2020) find that integrated reports published by listed companies on JSE provide fairly more
thorough information based on IIRC compared to Indonesia and this increases transparency,
responsibility, and maintaining of company value. South Africa is credited as the pioneer through

its King 11 corporate governance which recommended the use of <IR> mandatory among firms
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and the JSE made <IR> a rule to all listed firms (Solomon & Maroun, 2012; Steyn, 2014; Tlili et
al., 2019). South Africa’s approach to <IR> has provided good practices to look to when it comes
to mandating the <IR> practices (De Villiers et al., 2014). Their model informed the 1IRC
framework and the IIRC ultimately become relevant in guiding the <IR> practice in South Africa
and other countries that borrowed the same practices.

While voluntary <IR> has the advantage of giving freedom to reporting agencies as well
as being less expensive to implement since an institution would implement as and when they feel
they can afford to so, it can lead to abuse. Therefore, the mandatory approach is preferred for the
benefit of comparability of reports as well as ensuring a better quality. The downside to mandatory
<IR> is that it is costly and can be resisted by some companies or countries as it is seen to be
against the freedoms a reporting institution could wish for.

This sub-topic provided the definition of <IR>, its importance, composition, criticism of
financial and sustainability reporting which gave reason for the birth of <IR> and the IIRC
framework and ends by discussing the voluntary and mandatory <IR> approaches. It sets the tone

to other sub-topics that will follow since the main discussion revolves on the <IR> concept.

2.4.4 HISTORICAL BACKGROUND, INCENTIVES AND EARLY ADOPTION OF <IR>
2.4.4.1 Historical Background of Integrated Reporting. This subsection intends to describe
the historical background to <IR>, the role of the 2008 global financial crisis, regulation for NFI
reporting, international adoption of <IR> and narrows down to the adoption of <IR> in both South
Africa and Namibia.
<IR> picks up from sustainability reporting. The history of <IR> is traced from
sustainability reporting initiatives like the 1992 balanced scorecard framework designed by Kaplan

and Norton aimed at assessment of firm performance (Herbert & Graham, 2021). Then came the
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triple bottom line. GRI was formed in 1997 and it came up with sustainability reporting guidelines.
Due to challenges in sustainability reporting as well as financial reporting, the <IR> concept came
in to ensure integration of both financial and sustainability information (Herbert & Graham, 2021).
With the objective of addressing the limitations in financial reporting, improving reports’ quality
and also offering solutions to the evolving needs of stakeholders concerning corporate reporting,
the 1IRC was founded (Radley, 2012). This was the third model of <IR> and it is the current one
under the IIRC (Dumay et al., 2017). Seyed et al. (2021) note that the intention of the 2009 creation
of 1IRC was for the council to come up with an <IR> framework to facilitate predicting of an
entity’s performance through linkages of financial as well as the NFI and reflecting value creation
process in an entity and that the framework can accelerate the adoption of <IR> practices across
the world and put in place Integrated Reporting Framework (<IRF>).

The <IR> framework is credited to be a corporate reporting approach built around a
corporate strategy to create and sustain value (Moloi & Iredele, 2020). It can be argued that <IR>
arose from the failures of corporate reporting frameworks of both financial and well as
sustainability reporting. <IR> is built on combining NFR and financial reporting. Buhr et al. (2014)
undertake a study aimed at summarizing major developments in NFR and note that the key forms
of reporting started with financial reporting, then with time added information about employees in
the 1900s, social accounting in the 1960s to 1970s, environmental reporting in the years between
1980s and 1990s and around 2000 a new form of reporting which links social, economic and
environmental corporate performance stemming from the notion of triple bottom line came up.
Elkington invented the triple bottom line concept in 1997 as a way of identifying the minimums
that a business organization should care about if it is to claim to be on the path of sustainability

(Alhaddi, 2015). From the start of the 21st century, society’s demands for sustainability and
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accountability of companies have increased and thereby leading to changes in corporate reporting
and specifically the emergence of <IR> (Rodrigues & Morais, 2021).

Bochenek (2020) notes that “the origins of the integrated reporting are considered a
document issued by the Institute of Directors in South Africa” (p. 107). The author notes that the
document was known as King | Report. Therefore, the first model of <IR> is the King Report in
South Africa and the second model introduced in 2010 by Eccles and Krzus (Dumay et al., 2017).
Two key initiatives have promoted the use and adoption of <IR>; King Il Report concerning
corporate governance which recommended adoption of <IR> in South Africa, especially for listed
firms on the JSE and the IIRC (Seyed et al., 2021). While King I initiated the spirit of <IR>, it was
until 2011 that the JSE-listed firms adopted the practice of integrated reports (Genevé & Elza,
2021). Eccles and Serafeim (2011) traces the history of <IR> from 1990s whereby ideas that
companies should on top of the traditional financial reporting include communication on their non-
financial performance as increasingly demanded by investors as well as other stakeholders in
general arose. As for Solomon and Maroun (2012) and Stubbs and Higgins (2014) note that the
emergence of NFR can be traced back in 1970s where emphasis was corporate social responsibility
and mainly in the US and Europe. However, focus on corporate reporting in 1980s shifted to
sustainability reporting especially by large multinational corporations and this greatly improved in
1990s (Stubbs & Higgins, 2018).

In 1990s, companies were still mainly using two separate reports of corporate reports; the
financial one and the sustainability one especially in the context of the triple bottom line
perspective (Villiers et al., 2014). Goldstein (2015) notes that it was in 2010 that the first scholarly
publication on <IR>was made and it was through the scholarly work of Robert Eccles. Therefore,

the subject of <IR> and scholarly work in the field is relatively new and this gives interest to
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researchers to study more on the aspect of <IR>. Eccles et al. (2019) note that the IRC Framework
that was released in 2013 aims at providing guidance on the use of integrated reports. The 2013
IIRC framework is the globally recognized <IR> framework (Solomon & Maroun, 2012). Bal
(2018) reviews most recent literature on <IR> especially on the progress made in the field and
finds that <IR> has brought about a radical transformation in corporate reporting. Camilleri (2018)
argues that “investors and the other financial stakeholders remain the key stakeholders of many
organizations” (p. 1). <IR> has generally broadened the scope of reporting to companies in an
attempt to meet stewardship and legitimacy expectations with other stakeholders apart from
financial capital issuers, in effect becoming a better reporting tool that appeals to a wide range of
stakeholders.

Indeed, over years, different models of corporate reporting frameworks have arisen and
adopted by business organizations and the trending one today is <IR> (Sarioglu et al., 2019). Some
of the reasons identified for the rising of the <IR> framework is the 2008 global crisis discussed

in the sub-section below.
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2.4.4.2 The 2008 Global Crisis and its Relevance to Integrated Reporting. The global crises
exposed the inadequacy of the financial reporting model, affected stakeholder confidence in using
reports issued by firms and showed that it is imperative to disclose information of financial as well
as the non-financial type for the users to make improved business decision making (Affan, 2019).
Thus, <IR> emerged as a way of addressing the 2008/09 Global Financial Crisis whereby at the
time, there was scarcity of corporate information on social, environmental and governance aspects
as well as the transparency of their operations which were in question marks since the information
found in financial reports was less than what stakeholders need for informed decision making
(Higgins et al., 2014). Krzus and Thornton (2011) identifies the 2008 financial crunch
consequences to be that people lost homes to foreclosure, increase in government debts,
unemployment, bankruptcy of many businesses and austerity measures of governments coupled
with the effect on climate change and dwindling natural resources and last but not least the weak
regulatory framework especially in the way companies were reporting, hence necessitating change
in the way governments, regulators, and businesses respond to sustainability initiatives and with
<IR> seen as a measure that brings in enhanced accountability. Dilling and Harris (2018) reiterate
that <IR> came as a result of global financial crisis whereby the challenges faced in the crisis
forced firms to shift focus to long-term value creation instead of making short-term gains.

In a bid to address the concerns arising from the 2008 financial crisis, some leading firms
started to include NFI in their annual reports as a way of providing comprehensible reports to
facilitate their stakeholder engagement efforts (Frias-Aceituno et al., 2014). The IIRC in 2013
came up with <IR> framework and the adoption of <IR> in countries like South Africa, US, Japan,
Turkey, UK, Thailand and a number of other countries in Asia and Europe is a sign of the

framework’s popularity (Soriya & Rastogi, 2021). Zanellato (2021a) notes that through the
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European Directive 2014/95/EU, companies in Europe were encouraged to include NFI in their
reports with effect from 2017 and in their study on the use of the international <IR> framework,
find a higher compliance towards <IR> among the sampled firms in Europe.

<IR> was indeed inevitable in the aftermath of the crisis meaning due to reduced public
confidence in the way business organizations work ultimately threatening organization’s
legitimacy (Beck et al., 2017). 1IRC (2020) also argue that <IR> was a perfect response to 2007/08
global financial crisis whereby there was need inclusive capitalism in order to recognize the
importance of environmental and social aspects of business in decision makers in capital markets
and its value to the global economic setup. On the side of Goicoechea et al. (2019), they urge that
there were two major outcomes of the 2008/09 financial crunch, one the critique of traditional
financial reporting approaches and the need for reform of corporate reporting to promote non-
financial disclosure especially through sustainability reporting, environmental accounting, social
accounting, and integrated accounting. It also resulted in the need to have a more transparent
corporate reporting model that can restore confidence in the investors and the public in general
vis-a-vis the business and financial markets which became apparent and led to the birth of <IR>.
Whereas <IR> could have come as a natural trend in corporate reporting, the 2008/09 financial

crisis had its place in expediting its birth.
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2.4.4.3 Early Adoption of Integrated Reporting. Since 1980s some companies have made
substantial progress in complementing the traditional financial reporting with NFI (Setia et al.,
2015). The pioneers of integrated reports issued their reports in early 2000s as a way of improving
information to shareholders and stakeholders (Eccles et al., 2019). Dilling and Caykoylu (2019)
note that <IR> is becoming increasingly popular in usage by companies. Adams et al. (2016) while
studying the evolution NFR, finds a global wave in adoption of <IR>. NFR in general is becoming
increasingly institutionalized over time (Haji & Anifowose, 2017). Bal (2018) provides major
milestones in the development of <IR> as follows:

a) 2002 — Novozymes, a Danish enzyme firm to be the first issuer of integrated report.

b) 2009: South Africa becomes the premier among countries to make <IR> issuance by listed
firms mandatory.

c) 2013: 1IRC develops the framework for <IR> and many companies did participate its pilot
phase.

Simnett and Huggins (2015) note South Africa considerably embraced <IR> and even if
they do not entirely endorse the IIRC framework, important aspects like reporting on capitals are
applied. It was in 2011 that South Africa issued the world’s first guidance on how firms can prepare
and issue integrated reports and required that the firms that operate on the JSE issue integrated

reports (Bal, 2018; Eccles & Serafeim, 2011).

2.45 REGULATION FOR NFI REPORTING

2.4.5.1 Early Development of Reporting Frameworks. Following the development of
the sustainable development concept by United Nations Conference on Environment and
Development (UNCED) in 1992, various initiatives to put in place standards that regulate NFR

were initiated and these include Global Reporting Initiative (GRI), the Prince's Accounting for

70



Sustainability Project (A4S), and IIRC (Rowbottom & Locke, 2016). The regulations or
guidelines, which came at different times, are also part of the history of the development of NFR
and specifically the <IR>. Camilleri (2018) traces the foundations of non-financial disclosures and
<IR> in particular and using the GRI and IIRC as the regulatory frameworks of reference.

In other countries apart from South Africa, Denmark was the first country to legislate
mandatory NFI reporting in 1995 instructing companies to issue green accounts and other
European countries like The Netherlands and Sweden and Spain followed (Holgaard & Jargensen,
2005). A company that embraced integrated reporting first is said to be a in Europe in a Danish
company named Novozymes in early 2000 and is acknowledged in literature as the one that came
up with the first integrated report in 2002 (Soriya & Rastogi, 2021). Novo Nordisk’s (a Danish
firm as well) published and integrated report in 2004 a report which contained both financial and
nonfinancial information and in the same year, Canadian Cooperative Bank published a write-up
on the rationale for <IR> while in the US, United Technologies Corporation was the premier firm
to issue an <IR> in 2008 (Eccles & Serafeim, 2011).

Manes-Rossi et al. (2018) note that through the 2014 European Union Directive and 2017
guide “to mandate European entities of public interest to convey NFI to improve such
organizations’ accountability toward their stakeholders” (p. 1162) has resulted in many
jurisdictions domesticating it and encouraging their companies to comply. Examples are the
domestication of the NFR legislations in France, Italy and UK.

NFR regulation advanced especially when the GRI came up with new standards in 2018
replacing the earlier sustainability reporting guidelines become global best practice with which

corporations should comply in corporate reporting to show negative or positive impact towards
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sustainable development measured through economic, environmental and social aspects and to
adopt sustainability reporting as a business strategy (Camilleri, 2018).

2.4.5.2 The IIRC Framework. Nowadays, there has been an attempt to consolidate the
various perspectives on F&NF reporting so as to come up with a framework that provides an
organization’s holistic image and the most popular framework is currently the International
Integrated Reporting Framework — IIRC (Beske et al., 2020). The IIRC Framework provides the
relationships as well as resources that are used or which are affected by organizations during value
creation and it is founded on the six <IR> capitals which are human, financial, intellectual,
manufactured and social & relationship (Roberts, 2014). <IR> gained substantial importance with
the coming in of 1IRC and with some of the stock exchanges making <IR> mandatory for its listing
(Oluwamayowa, 2019). Abeysinghe (2020) note that IIRC put in place <IR> framework so as to
advance integrated thinking and to promote corporate sustainability. Adhariani and Sciulli (2020)
note that there is a global demand for enhanced corporate reporting on ESG matters in addition to
disclosure of financial information and the emergence of 1IRC framework in 2013 went a long
way in meeting these requirements with provision of interconnections of a firm’s <IR> capitals.
According to ACCA (2013), <IR> is useful to investors in enhancing their understanding of a
company’s long-term position. <IR> is viewed to be having potential of improving corporate
reporting efficiency (Bochenek, 2020).

<IR> is the framework that can adequately meet the needs of corporate reporting users to
facilitate their decision-making, to enable investors make forecasts on economic development of
a company as well as the growth in worth, identify issues of corporate social responsibility as well
as ensuring long-term sustainability of the corporate strategies (Bochenek, 2020). Subscribing to

the framework put forth by IIRC has the ability to nurture integrated thinking leading to better
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investments, improved financial stability and long-term sustainability (Buallay et al., 2021).
Balasingam et al. (2019) argues that IIRC was launched with a purpose of providing information
to financial capital providers on the value creation of firms. Flower (2015), a known critic of the
<IR> paradigm, acknowledges that [IRC was formed by the Prince’s Accounting for Sustainability
Project and the GRI as leading institutions to promote the subject of sustainability reporting. The
<IR> framework provided by IIRC is not mandatory but adhering to it helps companies evaluate
themselves in terms of the integrated thinking of their integrated reports and also helps promote
comparability of the reports (Affan, 2019). The 1IRC came up as a result of interest in <IR> and
earlier initiatives towards voluntary corporate disclosure and it is the corporate <IR> regulation in
South Africa that provided prototype in shaping other countries <IR> initiatives and the IIRC
framework (Rowbottom & Locke, 2016). Fundamentally, the advancement of <IR> is directly
related to the emergence of IIRC framework to regulate <IR>.

2.4.5.3 King Report. King I in South Africa, which came into force in 1994, advocated
for the inclusion of the ESG aspects in corporate reporting. In 2002, King Il encouraged inclusion
of social and environmental aspects with governance and actually this made South Africa to be the
premier country on world stage to mandate <IR> (Solomon & Maroun, 2012). King |1l requires
firms to prepare and avail integrated reports (Elda et al., 2017). King Il in 2009 made <IR> to
include sustainability and finance aspects (De Villiers et al., 2017). Setia et al. (2015) argues “the
King 111 Code of corporate governance requires companies listed on the JSE to prepare annually
an integrated report or provide reasons for not doing so” (p. 397).

While relating the Corporate Governance Code in South Africa (which code is also known
as the King Report) and the I[IRC’s Framework (the Framework) on <IR>, Herbert and Graham

(2021) observe that:
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“The recommendations of King III are largely in line with the requirements of the

Framework, although King 111 was published in 2009, four years prior to the Framework.

A key difference between King Il and the Framework is that King 11l makes specific

mention of sustainability reporting within the integrated report, which is not mentioned in

the Framework. In addition, King Il maintains that the integrated report should be directed
at all stakeholders, while the Framework makes it clear that the integrated report should be

directed at the providers of financial capital” (pp. 8-9).

King IV sees and recommends <IR> as the best suitable way of communicating with a
firm’s stakeholders, recognizes IIRC Framework as the right instrument to have that needed
communication and recognizes the relevance of <IR> capitals of a firm as suitable to communicate
firm performance and appealing to a variety of stakeholders (Rossouw, 2020). <IR> framework is
seen as a model that is flexible vis-a-vis the content of integrated reporting, yet the King Code is
more prescriptive (IloDSA, 2016).

2.4.5.4 Demonstration of Compliance to IIRC. A number of studies have also attempted
to narrow down to the compliance of firms with the IIRC framework. Martinez (2016) examines
384 organizations that were part of IIRC database in 2016, identifies that 152 were on from South
Africa; and finds that <IR> affects market value of a firm. Affan (2019) studies the relationship
between <IR> and corporate performance by adopting the IIRC framework constructs. He bases
his study on firms on Indonesia Stock Exchange in 2017, uses a linear regression and finds that
there is a relationship that is significant existing between <IR> and the performance of the firms.
Akhter and Ishihara (2018) evaluate integrated reports form UK firms on the usage of the IIRC
framework and find disclosure rates ranging from 51% to 70% in terms of their compliance with

the content elements of IIRC. Almasan et al. (2019) examine the alignment levels of integrated
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reports of 49 European companies with the IIRC framework in the period 2013 to 2016 find that
firms that adopted <IR> capitals of the IIRC had their performance improved. Anifowose et al.
(2020) in their study on integrated capitals reporting on the Asian continent find that <IR> capitals
significantly influence revenue growth of the companies. Despite the positive note shown for the
compliance with 1IRC framework, the model is heavily criticized as noted in the section on cons
of <IR>.
2.4.6 ADOPTION OF INTEGRATED REPORTING

2.4.6.1 Justifications to the adoption of Integrated Reporting Framework. While
critics of the <IR> concept may have a point in their view of the practice and theoretical basis of
the concept, the fact that the concept has had a widespread adoption as discussed in this sub-topic
gives some reasons to understand what users may consider to be justifications or mitigations to the
drawbacks of <IR>. Apart from the benefits of <IR>, there is an attempt to explain or put in context
some of the criticisms of <IR>.

Adams (2015) defends the I[IRC framework by saying that actually a firm’s value creation
cuts across different stakeholders although, ultimately financial capital issuers should have a
prominent recognition and profitability of a firm is a key success factor. Camilleri (2018) notes
that most companies identify financial capitals issues as the primary recipients reports issued by
companies and therefore it makes sense that of even in <IR>, investors are identified as the primary
recipients. Lai etal. (2018) urge that it is undeniable that financial stakeholders continue to be the
main addressees of integrated reports since indeed the investors remain are the financial capital
issuers. The question then remains, is financial capital the main capital compared to types of
capital. The answer to this question is not straightforward since the capitals feed into each other.

But definitely financial capital can be used to purchase other types of capitals. Tweedie and
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Martinov-Bennie (2015) note that while <IR> is criticized for being focused on providers of
financial capital (investors), if viewed in the long-term lenses, if investors value is maximized
overtime, sustainability goals would as well have been served because there is no way a firm would
continue to do well financially without meeting other stakeholders needs.

Eccles and Serafeim (2011) find <IR> relevant to address the challenges of confidence and
trust in business companies’ operations in light of scandals of 2008 that resulted in the financial
crisis and also as a measure to encourage improved regulation in corporate reporting. Although
some critics see <IR> as lacking contribution to sustainability, actually they are wrong because
IIRC’s model encourages firms to disclose key indicators driving their performance for all its
capitals and thus this rather has the potential to result into integrated view of elements of the firm
instead of silo thinking (Stacchezzini et al., 2016).

While there is an attempt to justify the <IR> framework, this corporate reporting
framework just like its predecessors; financial reporting as well as sustainability reporting has gaps
which ought to be filled to further reap from its advantages.

The sub-section above has discussed justifications on why <IR> is becoming adopted by
many companies worldwide have also been provided. The major one is that users of the reports
can have both F&NF information in a single well-linked report. A historical background, evolution
and adoption of <IR> has been identified and discussed. It was identified that factors that
contributed to the rise of <IR> as a corporate reporting approach include the 2008 global crisis.
The regulation for NFI reporting was also discussed whereby the IIRC is seen today as the issuer
of the <IR> guidelines albeit still being on a voluntary basis, which remains a key challenge of

IIRC. Criticisms of the <IR> concept were also identified. However, the advantages associated
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with the <IR> are more than the criticisms and just like any other corporate reporting framework,
improvement in the design and practice of <IR> can be improved.

2.4.6.2 International Experiences. Various countries have endeavored to practice <IR>
although they in some cases differ in the quality of reports issued by their countries (Abeysekera,
2013). Countries that came on board in encouraging companies to issue integrated reports include
the United Kingdom; coming first among countries to do so in Europe followed by France, Finland,
Denmark, Germany, Sweden and Portugal (Bal, 2018). Demirel and Erol (2016) note that most
companies that do issue integrated reports are in Europe given that in 2014, the EU issued a
Directive that requires firms with more than 500 staff to issue non-financial reports. In South
America, Brazil encouraged companies to adopt the <IR> framework too while in Asia (countries
like South Korea, India and Japan) and in North America (the US and Canada) embraced the <IR>
practice although they did so much later than those in Europe, Africa (specifically South Africa)
and South America (Bal, 2018; Eccles & Serafeim, 2011). De Villiers et al. (2014) note that in
some countries like Brazil, companies’ practice <IR> although the quality is still low.

Several investors in Australia see mandatory integrating reporting as necessary and publish
integrated reports annually (De Villiers & van Staden, 2011). However, while <IR> is found useful
in Australia, Camilleri (2018) finds that the six <IR> capitals in the IIRC framework hardly used
by the Australian financial capital issuers which raises questions on the application of the IIRC
framework in Australia. Enacting <IR> in France has facilitated the adoption of <IR> (Higgins et
al., 2014). France companies also practice <IR> (De Villiers et al., 2014) but the quality of
reporting is judged medium (Eccles et al., 2019). Albertini (2019) study <IR> in French companies
for the years 2013-16 and find information asymmetry has not been reduced mainly because

companies report on a few capitals as relevant to their value creation process and they mainly
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exclude natural capital. Germany companies also embraced <IR> and the quality of reporting is
appreciated and assessed as high (Eccles et al., 2019). Italy has embraced <IR> although firms
practice the reporting model at a medium level (Eccles et al., 2019). In Japan, although several
companies have adopted <IR> (IIRC, 2020), it is found that quality reporting is still low (Eccles
et al., 2019). In Spain, some companies have adopted social, environmental and governance
included in their annual reports and is identified as among countries that have adopted the <IR>
practices (De Villiers et al., 2014).

In the Netherland, many companies are trying the <IR> practice but struggle with the
definitions and measurements of the concept (De Villiers et al., 2014) and the quality of <IR> is
seen to be low (Eccles et al., 2019). In South Korea, some of its companies embraced <IR>
although quality of reporting is still at medium level while indeed in the United Kingdom, many
companies have embraced the <IR> practice although the <IR> quality is judged to be at medium
level (Eccles et al., 2019). In the USA, <IR> or even sustainability reporting is less developed but
some companies like the American Electric Power have fully embraced the <IR> practice (Parrot
& Tierney, 2012). Albetairi et al. (2018) while assessing the adoption of <IR> in the Middle East
find that the adoption rate is still low and largely voluntary.

By 2010, at least 1860 global firms made sustainability disclosure by basing on the GRI
by 2011, at least 1,861 companies were using GRI’s guidelines for sustainability reporting and of
them, 237 had integrated reports (Eccles & Serafeim, 2011). Stubbs and Higgins (2014) notes that
by 2011, at least 95% of global 250 largest firms were reporting on no-financial performance.
Churet and Eccles (2014) studying 2,000 companies on <IR> find that 12% of the surveyed firms
issue integrated reports. ACCA (2017) in their reviewed reports of selected 41 companies that had

participated in the IIRC framework implementation finds that 66% of reports explained well on



how they create value for themselves and others which is an advantage derived from using the
IIRC framework. IIRC (2020) asserts that by 2020, at least 2,000 institutions in 70 markets
worldwide had adopted <IR>.

Indeed, <IR> has become a serious issue that is taking a global attention and equally is the
academic research increasing on the issue. The growth of sustainability reporting and <IR> has
been monumental over the last decade. Countries worldwide adopted several reforms in enhancing
the quality of their disclosure following the 2008 financial crisis (Buallay et al., 2021). Chanatup
etal. (2020) note that <IR> practices at first was low since firms adopting <IR> remained relatively
in its initial years. However, while the adoption rate was low at the start, it has since taken root.
KPMG (2020) in its most extensive survey conducted the latest study on sustainability reporting
and finds that 80% of companies worldwide report on sustainability with North America having
the highest rate of 90% (a country like the US is at 80%). In Africa, the highest sustainability
reporters are South Africa at 96% and Nigeria 85%.

KPMG (2020) also find that GRI remains the dominant institution to set standards for
sustainability reporting. In an earlier survey conducted by ACCA (2013), it is shown that at least
90% of investors prefer that an integrated report which combines financial and non-financial
information get used as the preferred method of corporate reporting. Haji and Hossain (2016)
conduct a study on <IR> in South Africa using 246 firms over the period 2011-2013 and find
increasing information reliability, connectivity, materiality and completeness in the reports. The
authors also observe that although the <IR> practice is increasing, the field symbolic and
ceremonial. Oluwamayowa (2019) studies the quality of <IR> from 2013 to 2017 among 20 listed

firms in South Africa and find that <IR> quality reporting is related with the length of the practice.
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Several other studies have pointed out the adoption of <IR> practices around the world. In
a study by Izzo et al. (2020) on <IR> trends, they find SDGs agenda to be growing in importance
and increasingly requiring firms to enhance their disclosure levels connecting business to
environment. They find that a sizeable number of European companies (specifically 134) report
on <IR> capitals as well as SDGs and this is a commendable thing of promoting accountability,
transparency and sustainability. While examining the level of <IR> in institutions of higher
learning in Scotland, Northern Ireland and Wales, Adhikariparajul, Hassan, Fletcher & al., (2021)
find a substantial upsurge in levels of <IR> in higher education in the years 2014 to 2016. In their
study of <IR> 1,590 international companies in the years 2008 to 2010, Frias-Aceituno et al.
(2014) referring to the relevance of the Efficient Market Hypothesis note that corporate disclosure
is generally endorsed due to the importance market participants see as needed information for an
efficient capital market.

Bochenek (2020) in a study on <IR> in Europe Union (EU) countries notes that the concept
is a central element to the development of corporate reporting in the European countries,
companies undertake more efforts to promote social and environmental activities and there is a
growing popularity of <IR> among the EU countries. The author argues that by 2011, a high
interest on <IR> was growing in many European Union countries and has since constantly been
growing and European countries as well as organizations do undertake to put in place regulations
as well as recommendations seeking to improve and standardize <IR>. In a study on environmental
reporting among extracting organizations in Europe using a qualitative content approach, Zanellato
(2021b) finds that more of environment material is reported among the companies compared to
the social disclosure. In Europe, “regulations regarding nonfinancial disclosure are weakly

developed—the EU Directive 2014/95/EU does not indicate any framework to be used by
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companies for corporate and nonfinancial reporting. Nevertheless, companies adopted the I1IRC
framework as a mean to publish their nonfinancial and corporate information” (Tiron-Tudor et al.,
2020, p. 2). Research studies have noted increasing use of the Directive with reference to
promotion of non-financial disclosure practice (Belenesi & Popa, 2021). Bochenek (2020) with
respect to corporate reporting in Europe argues that stakeholders are increasingly requiring NFI in
addition to financials of companies because of changes in the social and environmental aspects of
firms.

While analyzing 98 integrated reports from 61 companies in Europe based on lists accessed
from 2013 - 2017, Hurghis (2020) notes that their reports do conform to the IIRC framework.
Adhikariparajuli, Hassan et al. (2021) while undertaking a study on <IR> implementation in 123
higher education institutions in the United Kingdom from 2015 to 2018 find <IR> influential to
the institutions’ engagement with prospective students, their staff as well as other stakeholders and
therefore advocate that higher learning institutions should adopt <IR> framework. While
conducting an empirical study on 180 NASDAQ as well as NYSE listed firms from 2007 to 2016,
Cosmulese et al. (2021) using a regression analysis find a relationship of disclosure compliance to
be valuable to the firm and advocates for increased <IR> quality among the firms. By studying
<IR> practices among 117 firms listed on the Indonesia Stock Exchange during 2016 — 2018
period, Jerico and Utami (2021) find that <IR> can considerably decrease investment risk and is
therefore a useful reporting model for companies that desire to reduce their investment risks.
Ciubotariu et al. (2021) examine the quality of <IR> based on sampled firms from the Americas
and Europe that published integrated reports from 2015 to 2017 observe that firms can make their

businesses more sustainable by enhance their <IR> quality.
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As Hassan et al. (2019) suggest, <IR> does not only concern business enterprises. It can
be applied to any other type of organization that seeks to increase its accountability and
transparency. They specifically discuss the extent to which the UK higher education institutions
can publish integrated reports using the IIRC framework. In their study, they find that UK higher
education institutions have significantly increased their <IR> content elements in their annual
reports. Chanatup et al. (2020) while examining the determinants of <IR> basing on 240 firms
listed on the Thailand Stock Exchange in 2015 by use of content analysis find that corporate
governance is a key determinant of <IR>. While examining global developments in <IR> from
1999 to 2015 using the GRI database, Demirel and Erol (2016) find that compared to previous
years, 2012 was the year with the highest integrated reports among the firms in the database. They
also noted that <IR> was mostly practiced on the European continent. Navarrete-Oyarce et al.
(2022) studies <IR> in Chile using a qualitative methodology and found that listed companies on
the stock exchange in Chile conduct <IR> especially on strategic focus aspects of the <IR>
framework. Dey (2020) examine <IR>’s determinants and its relationship with firm value as well
as liquidity using 144 observations from 2013 to 2018 in the banking sector in Bangladesh and
show that larger firms in terms of board size, diversity of representatives on membership to
directors on boards, as well as higher growth prospects influence the adoption of <IR> practices.

While carrying out an empirical study on drivers of <IR> in 90 listed companies in Nigeria
in the years 2013 to 2017, Adelowotan and Udofia (2021) applying content analysis, find that
corporate structure and firm age do not significantly influence application of <IR> framework.
Dratwinska-Kania and Ferens (2021) carry a study on business model disclosures in Polish listed
firms using content analysis and find that firms that prepare integrated reports are better placed in

business model disclosures than those that do not. In a study on <IR> and business sustainability
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of 51 firms selected North America, Europe and South America, Ciubotariu et al. (2021), in an
attempt of providing an overview companies’ views on <IR> quality companies in the
infrastructure, services and transport highly value the importance of <IR> in view of their
stakeholders’ interests and note that companies with a need for promoting a sustainable business
outlook seek to present their performance using <IR>. Adhariani and Sciulli (2020) examines the
state of <IR> in Indonesia in 2016 and finds that 60% of sampled firms mainly in the banking
sector conform to the IIRC framework based on content disclosures.

While carrying out their study on <IR> in Australia with a purpose of finding out the
mechanisms that companies employ in practicing <IR>, Stubbs and Higgins (2014) through
interviewing 23 managers of 15 organizations, find that they were issuing kind of integrated
reports. Adams et al. (2016) use content analysis in studying integrated reports of four multi-
national corporations; Unilever, the National Bank of Australia, Heineken and the Glaxo Smith
Kline over the years 2009-2013 and find those companies practice <IR> to report on the
performance, strategy and their risks.

It has been observed that the IIRC framework on <IR> to a large extent has compatibility
with other frameworks that encourage adoption of <IR> practice. An example that is commonly
cited is South Africa’s Corporate Governance Code which fully recognizes the IIRC framework’s
guidelines (Tjahjadi et al., 2020; Wachira et al., 2020). <IR> is an integral part of King IV and
given that King IV uses apply and explain compared to apply or explain in King 111, it implies that
firm’s flexibility in adoption of <IR> strengthens under King IV (Dumay et al., 2017).

Although South Africa took the lead in <IR>, other countries like Japan, Malaysia, Korea
have also taken mandatory reporting aspect seriously encouraging listed firms to use <IR> as a

way to show stewardship (Anifowose et al., 2020). It is noted that the adoption of <IR> is greatly
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influenced by how companies or countries are already practicing sustainability reporting; such that
those countries like the US where sustainability practices are not with a high tone, <IR> is also not
well practiced there whereas those leading players in sustainability also easily adopt <IR> (De
Villiers et al., 2014). Therefore, <IR> practice has become an international practice albeit the fact
that countries are at different levels of its application based on whether they have made the practice
mandatory or voluntary, or whether they have legislated the practice or not.

2.4.6.3 Integrated Reporting in Namibia And South Africa. Namibia and South Africa
were selected as the focus for the current empirical study because they are the only countries in
Africa that have made non-financial reporting a rule and require <IR> by the time of the study.
South Africa pioneered <IR> and made it mandatory on a comply or explain basis for companies
listed on the JSE, originally emphasizing on the environmental, social and governance aspects but
in 2014 it adopted the IIRC framework (De Villiers et al., 2014; IIRC, 2020; Solomon & Maroun,
2012; Steyn, 2014). As per King Il which provides Code of governance principles for companies
in South Africa, all listed companies on JSE are required to issue integrated reports with effect
from 2010 to enable financial capital providers and other stakeholders have a more informed
assessment of the standing of the companies (Doni et al., 2016). The enactment of <IR> in South
Africa played a great role in making firms adopt it (Higgins et al., 2014) and make South Africa
lead the way in adopting the <IR> (Rensburg & Botha, 2014). However, while a substantial
number of firms in South Africa have embraced <IR>, Haji and Hossain (2016) through a study
of 246 large firms in South Africa on their integrated reports in the years 2011-2013 and find that
there are still many firms that prepare the integrated reports for ceremonial purposes and to only

gain legitimacy.
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In the past, most of the businesses in South Africa were owned by a group of minorities
and there was a need for governance practices of business to follow developments in the country’s
new inclusive approaches in the early 1990s including aspects of corporate reporting (Wachira et
al., 2020). Moloi and Iredele (2020) acknowledges the role of South Africa in driving the
advancement of <IR>.

The tendencies to <IR> can be traced from 1994 when South Africa put in place its Code
of Corporate Governance named King | and these progressed from King I to IV. The King Report
concerning the aspects of corporate governance in South Africa are contained in four successive
sets of codes with the first version which came in 1994, the second in 2002, the third in 2009 and
latest version came in 2016, although it became effective in 2017. Noting a key difference with
King I, Van Der Merwe (2020) notes that King IV mandates firms to apply and explain the
corporate governance practices while King 111 provided for them to apply or explain.

The common thread through various King Report editions is the emphasis on the aspect of
corporate ethics of governance, focusing on regulatory environment for ethical businesses, their
decision-making processes and their overseer roles over other organizations (Rossouw, 2020). The
point is emphasized by Van Der Merwe (2020) that the 1994 political and societal orientations in
South Africa came with the desire and resolve of better governance of corporates through the
Corporate Governance Code known as the King Report. The approach of South Africa to make
sure that corporations adhere to principles of transparency and accountability can therefore be
traced from King I as well as its successive versions and ultimately its recognition of the IIRC
framework as a guide to <IR> practices in South Africa. Van Der Merwe (2020) while conducting
a comparative analysis of South Africa Corporate Governance Codes from King | to King IV

especially on the issue of stakeholder inclusiveness, Van Der Merwe (2020) finds that stakeholder

85



inclusivity as a principle does cut across the four codes and they greatly rely on human
interventions as well as ethical leaders to safeguard stakeholder-inclusivity in all the companies
do.

Rossouw (2020) articulates that King | Report, which was designed from 1992 to 1994
came in at a time the country was deciding to adopt principles of democracy. The author identifies
that:

“At that time, South African corporations stood accused of collaborating with, and
thus sustaining the old Apartheid order. The African National Congress (ANC) lead by
Nelson Mandela was bent on laying this dispensation to rest, and the official ANC policy
at the time was one of socialism and nationalisation of business. In this context, it was of
cardinal importance that corporate South Africa should be seen as willing to change its
stance and willing to govern itself in a manner that would not harm the interests of its
stakeholders” (p. 189).

Narrating the experience of <IR> in South Africa, Herbert and Graham (2021) identify that
integrated reports grew substantially from 2011 when most firms had separate sustainability
reports and financial reports to integrated reports where sustainability disclosures were integrated
into the annual report and named integrated reports by 2015. South Africa is seen to have a unique
position in the development of <IR> and as noted by Tlili et al. (2019), and the authors in respect
to the aspect of mandating integrated reporting note that “Johannesburg Stock Exchange is the first
to mandate listed firms to adopt integrated reporting following King I1I report in March 2010 (p.
642). King-1 came in therefore to increase business accountability to the public while King Il came
in with guidelines on ESG disclosure (Eccles & Serafeim, 2015). King I11 in 2009 mandated <IR>

(Solomon & Maroun, 2012). <IR> has therefore mainly advanced from the King I Code on
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corporate governance in 1994 which was amended to introduce the <IR> system in King Il in 2002
and thereafter evolving to King Il that required listed firms on JSE to do <IR> (Soriya & Rastogi,
2021). Corvino et al. (2020) also note that the development of King 111 which resulted in the
mandatory adoption of <IR> became a turning point on the regulation of corporate governance.
King IV report which followed King 111 report, adopted the capitals in the IIRC framework as a
framework of integrated thinking (IoDSA, 2016). However, King Il which guided integrated
reports seem to be a combined sustainable report and financial report unlike the IIRC requirement
of a linked report (Wachira et al., 2020).

According to Altarawneh & Al-Halalmeh (2020), the 1IRC framework and the King Code
mandated JSE listed firms to prepare integrated reports. When I1IRC published the <IR> guide,
firms in South Africa were encouraged to use guidelines and they adopted the IIRC framework to
guide their <IR> (Herbert & Graham, 2021). While South Africa already had an <IR> mandatory
reporting regime, it adopted IIRC framework guidelines in full (Tjahjadi et al., 2020; Wachira et
al., 2020). Wachira et al. (2020) note that in South Africa, use of <IR> framework is significantly
related with a firm’s transparency level and helpful in meeting capital markets information
requirements. Pitrakkos and Warren (2020) identifies integrated practices among South African
companies where they state that listed firms prepare integrated reports or give reasons if they do
not to do so. While <IR> is mandatory for listed firms on the JSE, they are allowed to use their
discretion on what they can disclose and thus this creates variation in the quality of their published
integrated reports (Barth et al., 2017; Moloi & Iredele, 2020).

Soriya and Rastogi (2021) claims that it is only South Africa that has adopted <IR>
framework. However, whereas there are reporting guidelines for the firms to use in reporting,

sustainability disclosures embedded in integrated reports is in a varying manner between
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organizations (Herbert & Graham, 2021). In a study of 40 integrated reports from firms listed on
the JSE in August 2015, PricewaterhouseCoopers (2015) finds that firms struggle in reporting on
non-financial capitals and the survey notes that the level of integration of non-financial capitals in
integrated reports was still low where only 39% of firms integrated the information on the capitals.

Many authors commend to the <IR> efforts in South Africa. They note that by making
<IR> mandatory, this has given a voice to the advocates of <IR> as well as a mandate to the listed
firms to report on their sustainability practices as well as all the elements of <IR> but where they
do not do so, they should disclose reasons for departure from the norm.

While the discussion in the subsection above is mainly on South Africa, Namibia follows
South Africa’s footsteps in <IR> practices. The NamCode which is the corporate governance code
in Namibia since 2014 is based on King Il as well as international best practices on corporate
governance, guides companies on aspects including <IR> (Deloitte, 2014). From 1990 after
Namibia’s independence, King I — 111 on corporate governance were applicable in Namibia until
the country introduced the NamCode in 2014 which also borrows the best practices including
aspects of <IR> requirements applicable in the corporate governance codes from South Africa
(Asheela-Shikalepo, 2021).

The NamCode, which governs corporate reporting in Namibia promotes corporate
governance especially in the context of firms, listed Namibia Stock Exchange and the Institute of
Directors in Southern (2004). Akwenye et al. (2016) note that in 2014 when the Code for corporate
governance in Namibia was launched, it brought with it the best principles that would enable
corporate managers to take their companies in the right direction in terms of NFR. Deloitte (2016)
note that just like South Africa, companies in Namibia are not obliged to issue integrated reports

but rather use ‘apply or explain’. According to Angermund and Plant (2017), the NamCode
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provides that business organizations are called upon to practice business ethics effectively
including behavior in the workplace. However, the two researchers noted that there is limited
research concerning the non-financial performance and reporting of companies in Namibia.
Enterprises in Namibia including public owned enterprises have embraced the concept of <IR>
and an example is Namport which is leading the <IR> in Namibia (Shifidi, 2014). Limbo (2019)
also reiterates that the NamCode of Namibia just like King 111 of South Africa recommends <IR>
as a mechanism towards sustainability performance.

In conclusion, as highlighted in the sub-topic of historical background, evolution and
adoption of <IR>, the failures in the precedent corporate reporting models of financial reporting
and sustainability report led to the novel reporting practice called <IR>. The <IR> started on a low
level mainly in South Africa and in some European countries like France but has now gained
observable momentum looking by sheer number of countries and companies that have adopted the
practice. However, the questionable levels of quality of reporting and the mixed results on the
business case of <IR> gave the impetus to undertake an empirical study to further examine the
issues of <IR> and its value relevance, which are of increasing interests to researchers as well as
practitioners.

It was acknowledged that South Africa took the lead in making <IR> mandatory. In Africa,
so far, the other country that has made non-financial reporting a rule and also requires <IR> is part
of sustainable stock exchanges is Namibia. Hence, the case of South Africa and Namibia was
discussed. South Africa as the first country to introduce mandatory <IR> is part of the cases
studied. The second is Namibia, which is the second African country that made <IR> mandatory.
Setiaetal. (2015) find the rise <IR> use in South Africa brought an increased disclosure of capitals:

“human, social and relational, natural and intellectual capital information of the listed companies”
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(p. 397). Therefore, the current study endeavors to study the six <IR> capitals of IIRC and how

they are reported in listed firms in South Africa as well as Namibia.

2.4.7 THE USEFULNESS AND DOWNSIDE OF INTEGRATED REPORTING

<IR> as the contemporary corporate reporting model has its benefits and costs as well as
proponents and critics. To have a fair review of the standing of the model, this sub-topic endeavors
to evaluate the <IR> model of disclosure so that its strong points or usefulness can be appreciated
but also for its weaknesses or downsides are identified. There is undeniably a growing interest in
<IR> as its proponents advance notable benefits to firms and investors (Churet & Eccles, 2014).
However, overreliance on the <IR> model of corporate disclosure can go wrong if its shortcomings
are not identified and addressed. This sub-topic therefore discusses the pros of <IR>, cons of <IR>
and observations on the criticisms leveled against <IR> as well as justifications for the adoption

of <IR>.

2.4.7.1 Pros of Integrated Reporting. Pros of <IR> refer to the endorsement points in
favor of the concept. This can be based on the benefits or advantages associated with the <IR>
concept and practice and the viewpoints of the proponents.

The <IR> provides a better reporting framework than either financial or sustainability
reports issued individually. ACCA (2017) which is an authority in accounting and finance believes
that <IR> provides better financial performance. The reason is that <IR> includes the NFR which
provides data that financial reporting alone cannot provide (Doni et al., 2016; Hoque, 2017). It
thus leads to better decision-making on the relations between F&NF drivers, gives managers a tool
they can base on to establish non—financial performance (Krzus & Thornton, 2011), fosters
corporate strategy (Rensburg & Botha, 2014) and is useful in informing stakeholders on

sustainability prospects of an organization (Goicoechea et al., 2019). Adams and Simnett (2011)
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in a study on <IR> in Australia with an objective of assessing how the reporting practices fairs
argue that the new reporting model represents a journey to more meaningful corporate reporting
for both private and public sector organizations. Ultimately, the <IR> as a corporate reporting
approach is a better reporting framework in view of the advantages.

The <IR> provides business companies with a framework to report on intangibles of a firm.
Research show that an entity’s value is mainly derived from reporting on intangible assets (Krzus
& Thornton, 2011) and therefore the <IR> as a novel corporate reporting framework gives firms
an opportunity to report on how they derive value from the intangible capitals. Related to this is
the fact the <IR> provides organizations with ways in which they report their processes and extent
of value creation. Any serious business exists to deliver something of value to its stakeholders.
Integrated reports give the users the opportunity to have at a holistic outlook of a firm’s
performance as well as value creation both in the short term and long-term (Dilling & Caykoylu,
2019). Therefore, <IR> should be implemented around the world for a better business value
creation between business and society (Krzus & Thornton, 2011).

The <IR> provides firms with a better comprehensive report. Deegan (2013) notes that
there is universal acceptance by firms that they need to issue both the accounts related to finance
data as well accounts as social and environmental performance. Bommel (2014) while studying
the practices of <IR> in the Netherlands by interviewing 64 interviewees finds that <IR> is well
appreciated as a green reporting form and the reporting framework is valued as more
comprehensive than the traditional corporate disclosure framework.

<IR> can be implemented with voluntary as well as mandatory setup although there are
tendencies to appreciate more of the mandatory setup as it brings in more quality and comparable

integrated reports. Rowbottom and Locke (2016) though note that [IRC’s framework works well
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in promoting <IR> without having to have State legislation. Nevertheless, Eccles and Serafeim
(2011) believe that <IR> needs to ultimately be mandated without any further delay for users of
the information to have quality report and for preparers to have a mandate of providing the required
information. In the same vein, Fortanier et al. (2011) studies 250 firms under the Fortune Global
list and note that mandatory requirements for reporting improves the quality of reporting on NFI.
So, while <IR> practice is more voluntary, the tendency today is for more countries to embrace
the mandatory regime in search of more quality reports.

<IR> gives the opportunity and requirement for better accountability, transparence and
corporate governance to reporting firms. It provides more clarity on business performance (ACCA,
2017) and is a beneficial reporting framework for businesses to enhance transparency and
responsibility to its stakeholders (Solomon & Maroun, 2012). Abeysekera (2013) note that <IR>
informs stakeholders on performance of a firm and its commitment to accountability. The reporting
approach also facilitates increased engagement with staff (ACCA, 2017), provides deeper
engagement with the users of the reports (Krzus & Thornton, 2011) and provides improved
practices of corporate governance, which addresses bad practices, like fraud and corruption (Eccles
& Serafeim, 2011). As business organizations have diverse stakeholders with different types of
interest and given information asymmetry that exists between the managers and the owners of the
business or even the stakeholders in general, a corporate reporting framework that provides clarity
of business activities, enhanced accountability and promotes transparency is needed. This is an
advantage that <IR> provides. While comparing corporate reporting forms in South Africa, Atkins
and Maroun (2015) note that <IR> is superior to the traditional annual reporting among listed

companies.
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<IR> promotes integrated thinking which ultimately provides the bigger picture of a firm.
This breaks the barrier of isolated thinking. It is not a specific department that reports on social
and environmental aspects but rather a holistic concern of the institution as a whole including the
senior management (ACCA, 2017; Roth, 2014). <IR> brings to light a firm’s sustainability
commitment at all levels of operation and the linkage between the financial and sustainability
aspects all provided in a single document (Bal, 2018). Rowbottom and Locke (2016) note that
<IR> provides a more holistic view of corporate activity by including corporate reporting aspects
like sustainability and financial performance. <IR> is seen as a framework that addresses the
perennial criticisms of sustainability reporting especially on issues of integrated thinking of
systems and processes of an organization (Camilleri, 2018). It provides greater clarity as it gives
better linkages between the firm’s financial outcomes as well as the no-financial ones in a
consolidated report (Krzus & Thornton, 2011). Hoque (2017) notes that integrated reports help
stakeholder engagement by providing an integrated thinking of the activities of a company. The
IIRC’s model, which is the bedrock of <IR>, demonstrates linkages between strategy, governance,
financial, and non-financial (social, environmental and economic) performance of a company
(Eccles & Serafeim, 2011).

The <IR> provides a balanced view of corporate reporting. Camilleri (2018) argue that the
IIRC’s framework encourages institutions or businesses to disclose the negative as well as positive
aspects of their business demonstrating value creation abilities in the different time horizons. <IR>
addresses the increasing demands by stakeholders to have a holistic view of operations of a
company (Eccles & Serafeim, 2011). The model gives adequate tools to businesses to be able to
contextualise information concerning their capitals (Camilleri, 2018) and shows the extent of use

of each capital of the firm.
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IR aims at providing a quality report. By improving and aligning both financial and
sustainability reporting (Roth, 2014) it provides a better quality of information to stakeholders
(Bal, 2018). A firm has an incentive in publishing quality F&NF reports for consumption of its
stakeholders, according to the stakeholder theory (Ching & Gerab, 2017) and therefore <IR>
provides firms with opportunities to prepare and issue the needed quality information.

<IR> helps in mitigation of business risks that can otherwise result in lack of concern of
performance of a firm (Roth, 2014) and brings to life the business’ sustainability strategy and how
different risks and opportunities are treated, associated with a lower reputational risk since it
incorporates key sustainability and financial information in an integrated thinking way as well as
facilitating the risk management functions of a firm (Krzus & Thornton, 2011). Additionally, <IR>
provides firms with an opportunity for effective communication to stakeholders (Roth, 2014) and
enhances cohesiveness and efficiency in corporate reporting (Roman et al., 2019) by enabling the
preparers to have a framework they can use to issue substantial and relevant information about
their operations.

<IR> articulates relevance of a firm’s capitals and has the advantage of providing a wider
analysis of all the six <IR> capitals of a firm and they are accounted for in a better way (Bal, 2018).
It provides clarity of how capitals relate to each other, how best capitals can be used and reduces
the reputational risks since firms reap the advantages of reporting holistic and well-coordinated
information (Krzus & Thornton, 2011). ACCA (2017) find <IR> to be extremely useful to
sustainability performance and reporting due to the use of six <IR> capitals of a firm like the
manufacturing, financial, intellectual and human capitals, which gives it the strategic thinking

perspective.
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<IR> provides business organizations with an opportunity to increase their reputation to
their stakeholders (ACCA, 2017) due to the enhanced and comprehensive corporate reporting and
this ultimately improves their goodwill within the operating environment (Bal, 2018). This results
in better stakeholder satisfaction. Manes-Rossi et al. (2018) note NFR is increasing in its popularity
because it tends to satisfy stakeholders’ information needs due to being comprehensive in their
accountability disclosures.

The <IR> results in better coordination in an organization and breaks down the bad culture
of departments working in silos (Bal, 2018). It results in improved collaboration between units of
a firm as each unit’s function is seen as a building block to a greater value creation and does not
want to remain behind in reporting performance (Krzus & Thornton, 2011). It saves organizations
the cost of having differential information and brings in the aspect of cohesion and unity in
reporting.

The <IR> framework is internationally recognized, and this is through the guidance of
IIRC. ACCA (2017) notes that the 1IRC has been greatly successful in crafting and promoting the
<IR> concept. Humphrey et al. (2017) studies the emergence of 1IRC and how it has made an
attempt of institutionalization of <IR> towards becoming a worldwide practice of corporate
reporting and find that IIRC’s framework has been successful in reengineering corporate reporting.
Therefore, the <IR> practice is well supported by a reputable and internationally body, that is, the
lIRC.

Investors as well as society in general are increasingly demanding that companies become
more transparent as well as accountable in what they are doing for society (Abeysekera, 2013) and
they can get their concerns addressed through the new reporting framework. <IR> aims at

presenting a holistic view of organizations with a focus on value creation for those organizations
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(Montesinos & Brusca, 2019). <IR> aims at improving the quality of disclosure by reporting firms
and encourages integrated thinking for decisions by stakeholders with interest in the firms’ reports
and their use in value creation in different time horizons of a firm (1IRC, 2013). Benefits of <IR>
also include increased corporate sustainability, and broadened reputation broadly informed by
social, environmental, governance and other NFI impacting by an organization or impacted by it
(Buallay et al., 2021).

Corporate managers prepare corporate disclosures like integrated reports with an attempt
to provide information that can influence decision-making abilities of its stakeholders (Akbas et
al., 2021).

From the perspective of an organization’s stakeholders, transparency is a must from reports
issued by business leaders (Coebergh, 2011). As financial reports could not meet stakeholders’
information needs, adoption of <IR> allows better sense-making of published information (Cerioni
etal., 2021). The principal drive of <IR> is to explain how an organization creates value over time
to financial capital providers (Hurghig, 2020). <IR> was indeed developed to overcome the
drawbacks of previous corporate reporting frameworks and is a major tool for informed decision-
making of a company’s stakeholders (Akbas et al., 2021) and appears to be in alignment with the
needs of an organization’s stakeholders (Moloi & Iredele, 2020). Lee and Yeo (2016) note that
integrated reports help its preparers to improve quality of information for the users and this can
help the investors in making sound decisions on the allocation of their capital. Reporting on ESG
aids investors in making decisions regarding their capital allocation (Moloi & Iredele, 2020).
Economic challenges like the global financial crisis, social issues like unemployment, and
environmental aspects like the climate change at least get a recognition in reporting through <IR>

which provides a holistic approach and reports a company’s value creation (Jayasiri et al., 2022).

96



In a literature review of <IR> scientific article for the period 2011 to 2020, Soriya and Rastogi
(2021) argue that <IR> has gained importance because it has the ability of quantifying tangible as
well as intangible assets and thereby enabling an organization in reporting its value creation
(Soriya & Rastogi, 2021).

Due to the failures of both sustainability and financial reporting in availing a sound image
and information regarding organisations’ economic, social, governance and environmental health
and better transparency levels, there has been an effort by different institutions like the GRI and
IIRC to come up with guidelines for entities to be able to come up with better annual reports that
can enable better decision making by stakeholders (Ciubotariu et al., 2021). <IR> is therefore a
critical development in improvement in corporate reporting (Frias-Aceituno et al., 2014; Suttipun,
2017) and its launch by the 1IRC in 2010 is good news to corporate reporting (Suttipun, 2017).
The advent of <IR> has assured business professionals as well as policymakers worldwide of
improved accountability in corporate reporting as a result of availing an integrated thinking
through a consolidated financial as well as NFI that provide value creation and performance of
firms (Hoang et al., 2020).

Tweedie and Martinov-Bennie (2015) notes that <IR> improves the sustainability reporting
by:

a) Providing a comprehensive picture of an organization, which facilitates holding
organizations accountable.

b) Creating linkages between different items like social and environmental which result in
improved sustainability reporting.

¢) The entitlements of investors over other stakeholders are recognized.
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Setia et al. (2015) finds <IR> to be providing efficiency of the capital market and in helping
financial capital providers in making sound capital allocation decisions. The adoption of <IR> has
numerous advantages to the reporting organization as well as to the users of the information.
Information is power and the fact that <IR> provides more rich information than the stand-alone
reports of financial and sustainability information, it shows that this new corporate reporting
framework is more useful to the user of the information in terms of ease of decision-making and
having a wider view of the long-term value creation of the reporting organization. Krzus and
Thornton (2011) also reiterates that information is power in enabling management, investors, and
stakeholders in successful decision-making.

Enderle (2018) carries out a study to identify ways in which business ethic help strengthen
societal cohesion. The researcher uses the social, natural, human and economic capitals and finds
that for a business to be considered ethical, it should see a bigger picture on how its financial
performance supports the real economy, honesty in its business behavior, consuming of less natural
resources through innovative mechanisms, and caring about human resources through skills
development and support to the education fabric of the society it serves.

Not all is a bed of roses though, <IR> has its challenges chief of which is the cost involved
in preparing the information, lack of an international standards to follow (one that can be
equivalent to the International Financial Reporting Standards) and problems in measurements of
<IR> capitals of a firm which is a key constituent of <IR>.

Tschopp and Huefner (2015) caution too that whereas the importance of <IR> is
undeniable, its adoption by the corporate sector as a corporate reporting is still in its infancy and
will take some years to grow. No wonder this concept has permeated and taken scholars’ attention

(Martinez, 2016).

98



2.4.7.2 Cons of Integrated Reporting. Cons of <IR> refer to the viewpoints that are
against the concept and practice of <IR>. These can be due to costs or drawbacks involved in
implementing the <IR>, sheer dislike of the concept, practical as well as theoretical basis to
disapprove the concept and critics viewpoints in general. The sub-section discusses downside of
<IR>. Whereas there is ample evidence that financial reporting is well regulated under IFRS, and
there is a good attempt to regulate sustainability reporting through the GRI standards, Krzus and
Thornton (2011) laments though that “there is no globally accepted standard for integrated
reporting” (p. 275). The 1IRC framework while internationally recognized as the <IR> guide, is
criticized for not issuing standards that can universally be applied to bring comparability of the
integrated reports.

It is recognized that the adoption of the <IR> framework has monetary costs. Initially, it is
costly to integrate different information of the firm like strategy, governance, current and projected
performance and capitals in one single report (Bal, 2018) and training of staff to understand the
new practice. Many companies are used to collect data on social and environmental aspects but
not linking it with the financial aspects (Roth, 2014) and therefore there is need to change the
mindset and skills of the preparers of the reports. <IR> requires firms to redesign their information
management system and collect all data required in a concise, comparable and consistent manner
which can require more time to adapt (Bal, 2018).

<IR> requires enhanced coordination of organizational functions and data collection
requires to be done from different sources like human resources, finance, accounting, and
operations (Roth, 2014) which therefore becomes more expensive. There are also time costs.
ACCA (2017) notes that it takes time for a firm to evolve from its current reporting approach to a

new disclosure approach that is based on multi-capital value creation and it takes between one to
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three years to implement such a shift. Another challenge identified is that regulatory framework
designs take quite some time and firms equally take time to get used to the new reporting
framework and requirements. There are challenges relating to the information apparatus and it
requires that significant change in business reporting processes take place to enable information
relating a firm’s strategic performance be identified and reported (Roth, 2014).

There is lack of an internationally recognized <IR> standard with same or similar status
like the International Financial Reporting Standards (IFRS) that can be used the measurement of
information of non-financial nature as well as complex to quantify nonfinancial items and this
results in a differing adoption of <IR> across different jurisdiction, which makes harmonization
and comparability of reports difficult (Bal, 2018).

Firms tend to issue biased integrated reports by disclosure of mainly good achievements
and ignoring disclosure of areas poorly being performed especially in environmental and social
aspects (Stacchezzini et al., 2016). Krzus and Thornton (2011) notes that <IR> does not have
globally recognized standards, which makes it difficult for reports to be comparable or even be
externally assured.

There are criticisms leveled against the 1IRC itself and the <IR> framework in particular.
Reuter and Messner (2015) finds that during the early set up of the IIRC framework, the approach
used was more of lobbying by parties like accountants and large multinational firms for recognition
of their views and the users of the framework have concerns on scope of audience of the reports,
materiality and how the new model is related to the financial reporting and sustainability disclosure
models. Brown and Dillard (2014) critically assess the impact of <IR> in broadening the scope of
corporate reporting and find that the <IR> model of IIRC as provided has limitations concerning

reporting on sustainability issues. Flower (2015) studies the evolution of IIRC’s framework for a
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period of four years since its inception and notes that whereas it was formed with an objective of
promoting sustainability accounting the model abandoned the sustainability accounting since it
focuses on satisfying the investors’ requirements compared to other stakeholders. An additional
explanation of this as Bommel (2014) notes while examining the differing accounts concerning
the <IR> model by interviewing 64 proponents is that investors and accountants dominate the ideas
embedded in the <IR> framework and fails to observe the broader requirements of sustainability
goals.

There are questions on the seriousness of people, firms, or bodies that advocate for green
reporting, sustainability reporting or even <IR>. While studying a sample of 135 integrated reports
using content analysis in the 2014 —2016, Santis et al. (2019) find that majority of firms tend to
issue superficial information. Albertini (2019) in their study in France finds that firms tend to
disclose only positive information on the financial capitals mainly and hardly mention their role
in destruction of other capitals. Roman et al. (2019) studies 30 integrated reports to see how they
relate to 1IRC framework, using a regression analysis and finds that firms with better financial
performance and engaging in social, environment and good governance tend to issue quality
integrated reports leaving behind information on what they are not doing.

Flower (2015) by tracing IIRC’s history over a period of four years from the time of its
inception in 2010, laments that although it was founded on the principal objective of promoting
sustainability accounting, its framework of 2013 did abandon the sustainability accounting aspect
due to the value it gives to investors and not for society and the fact that it does not mandatorily
require firms to report on the harm they cause to the environment and society at large. Bommel
(2014) identifies that IIRC has not lived to its expectations since its framework largely ignores the

aspect of sustainability. Bommel (2014) warns that <IR> suffers from risks primarily serving the
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interests of accountants and investors at the expense of other stakeholders. Deegan (2013) notes
that since the accounting profession took much interest in the design of the <IR> model, they are
not likely to abandon their accounting principles for the sake of broadening the integrated
accounting practice to cater for the needs of other stakeholders apart from the investors, creditors,
and lenders and this will remain a challenge for the <IR> model for a long time. De Villiers et al.
(2014) identify the closeness between corporate manages and the investors as a reason for prepares
of integrated reports failing to adequately cater for the information interests of other stakeholders.

Flower (2015) also bases criticism on observation that IIRC’s governance has suffered a
regulatory capture whereby multinational companies and the accountancy bodies dominate its
governance thus controlling its functioning. Milne and Gray (2013) also doubt the usefulness of
NFR frameworks like sustainability reporting and its TBL approach, the GRI approach and the
<IR> as not fit for purpose since the reports do not actually address sustaining of livelihoods of
various species. Beck et al. (2017) notes that <IR> faces two challenges; first is having elements
of IIRC framework aligned to diverse interests of a company’s stakeholders and secondly is for
IIRC to convince preparers of the reports on value relevance of adopting <IR>. Casonato et al.
(2018) note that the IIRC’s framework strays from its mission since it at the start wanted to address
the sustainability issues but now has ended up being concerned cardinally to serve issuers of
financial capital.

McElroy and Thomas (2015) note that the <IR> capitals classifications usually overlap and
there are hardly any strict demarcations or working of the capitals in silos and it requires
examination of each capital individually to avoid double counting. Humphrey et al. (2017), notes
that the six <IR> capitals are vague and can generate differing meanings. Robertson and Samy

(2015) criticizes the <IR> capitals due to the tradeoff that arises. Zappettini and Unerman (2016)
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equally see the validity of the <IR> capitals as a representative of a firm’s value as a problem.
Additionally, the measurement of the <IR> capitals is also criticized for being ambiguous (Searcy
& Buslovich, 2014) and Chen and Bouvain (2009) too, identify the measurability of sustainability
performance as a major challenge of disclosure of NFI. Bal (2018) identifies challenges of value
identification, value creation, value measurement, value preservation and value reporting as the
key issues that the <IR> approach faces. Cheng et al. (2014) identify the major problem on <IR>
capitals as being their definition and lack of harmony while applying the concept. The definition,
categorizations, content and measurement of <IR> capitals of a firm are therefore a key challenge
to the IIRC framework, yet the capitals are a key basis of applying the <IR> framework.

It is until an integrated report can be assured through being audited by external auditors
that it can bring in confidence and trust to the users on the sustainability aspects of a firm
(Goicoechea et al., 2019). Bal (2018) equally identify the challenges of audit and assurance
services of <IR> which are usually needed to gain confidence and trust by users in terms the
reliability, materiality and completeness of the reports. Maroun (2017) notes that the traditional
assurance methods of corporate reports as put in place by the professional standards setters are
more risk-based and do not suit <IR> or non-financial reports in general which are forward-looking
and thus this requires assurance methods that are interpretive in nature. Goicoechea et al. (2019)
while soliciting the views of auditors and the users of integrated reports concerning the quality of
assurance note that quality assurance of <IR> generated reports is lacking and acknowledge the
methodological issues of quality assurance of non-financial reports in general. It is quality assured
reports that would provide confidence and trust to the users of integrated reports and therefore this

remains a key challenge to <IR> to-date.
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Critics of the <IR> concept cite lack of internationally recognized standards, which make
resultant reports vague (Bal, 2018). There is also a stunning rebuke from Flower (2015) who sees
IIRC as diverting from its original mission of enhancing the sustainability agenda and identifies
the involvement of accountants as captors of the framework for their selfish ends. Goicoechea et
al. (2019) sees the lack of standards to enable assurance of the reports a major hindrance to their
credibility. Elving et al. (2015) lament that while the World Economic Forum that took place in
Davos in 2015 had the climate change as the main topic, most executives that attended the forum
came in 1,700 separate private jets and thus wondered if the leaders walk the talk and what the
impact would be to a common person. These aspects therefore show the red lines that <IR> should
care for if it is to deliver on its expectations.

<IR> is also criticized for lack of a standardized and mandatory reporting framework and
this results in the reports generated by using the IIRC framework end up being compiled at the
discretional levels of the preparers (Beck et al., 2017). Bal (2018) notes that given that <IR> is
mainly voluntary, this creates imbalanced playing field where some firms are genuine in reporting
while others misreport and rather provide misleading propaganda about their performance. Stubbs
and Higgins (2014) doubt the comparability of integrated reports. Companies possess the
discretion to decide what to disclose in their <IR> and this brings differences in the extent of
alignment between what the companies report and the framework and thus this leads to degrees of
varying levels of disclosures among the firms (Moloi & Iredele, 2020). Greenwashing practice
where firms tend to report good information and leave out or report little on their dark side is a
limitation to utility of integrated reports. Calu et al. (2015) while analyzing reports of 19
institutions that participated in piloting the IIRC framework find that 53% of firms report

indicators that only show positive information while 33% include indicators that show negative
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information. While greenwashing (where mainly positive information is disclosed in <IR>) is not
studied in the current research, it is seen to be a possible and grave problem in corporate reporting,
and therefore recommended for further studies.

Bek-Gaik and Surowiec (2022) evaluate the understanding of practitioners concerning
business models used in <IR> based on 74 integrated reports in selected companies in Poland in
the 2016 to 2019 and find that the business models are mostly qualitative and provide narrations
on strategy, the firm’s capitals, business activities as well as the outputs but provide less on how
the firms’ outcome do affect the capitals. Boiral (2013) conducts a study on sustainability reporting
using content analysis through examination of 23 sustainability reports using GRI indicators and
finds that 90% expressively negative activities hardly became disclosed hence not complying with
the requirements of GRI reports in relation to transparency and fails to adequately reflect impacts
of the activities of companies.

Integrated reports principally aim at service investors and thus leaving a whole host of
other stakeholders of an organization (Herbert & Graham, 2021). <IR> growth since its inception
has not resulted into desired increased public confidence because of it is majorly exercised in a
voluntary manner (Genevé & Elza, 2020) and therefore mandatory leanings may hit a snag.

It is noted that while the US corporations are fond of the <IR> concept is hardly adopting
the <IR> in their practices, its use is low (Dumay et al., 2017). In Europe, while <IR> is
appreciated, the success of the <IR> is constrained by lack of support of European Union Directive
on non-financial Disclosure. La Torre et al. (2018) also identifies a limitation of the <IR> with
regard to disclosure of NFI in that “compared to the IFRS or the GRI guidelines, the <IRF> has
no explicit rules and metrics to frame NFI consistently at the cost of comparability and

completeness” (p. 609).
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While progress has been made in improving quality of integrated reports, there is a
perceived level of disparity of information contained in those reports due to discretion allowed by
the 1IRC framework (Moloi & Iredele, 2020) which raises issues on its impact on firm
performance.

Some authors like Demirel and Erol (2016) question whether perhaps the IIRC framework
was confusing to the users and perhaps that could have explained the decline. De Villiers et al.,
(2017) argue too that integrated thinking seems to be taking an upper hand than integrated report
quality.

A key argument against the model by IIRC concerns the reports giving prominence to more
economic related aspects than sustainability aspects (Abeysinghe, 2020). Aras and Williams
(2022) note that integration of both F&NF information in corporate disclosure is not yet at equal
footing. Some organizations face employee resistance in implementation <IR> and ensuring
business model (Soriya & Rastogi, 2021) perhaps due to their less understanding of the model.
Limitations of NFI disclosures include the issue of lack in content standardization as well as
common information dimensions in the reports which should then concern interventions of both
standard setters and policymakers to put in place frameworks to enable adequate corporate
reporting of NFI (Cerioni et al., 2021). Nevertheless, there is a great appeal to the <IR> model and
the section below provides the international practices of <IR>.

2.5 EFFECT OF INTEGRATED REPORTING ON FINANCIAL PERFORMANCE
2.5.1 FINANCIAL PERFORMANCE

The word performance comes from the word parfourmen meaning to carry out, render or

achieving or executing a given undertaking (Balatbat et al., 2010). It shows hard work undertaken

to arrive at a given goal (Kamran et al., 2017). “Performance is the most important gauge for
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profitable firms” (Matar & Eneizan, 2018, p. 2). Narrowing down to financial performance, it
refers to the monetized actions of an organization and it measures the extent of achievement of
economic goals of a firm (Kamran et al., 2017). Financial performance of a firm defines its market
value and its respect in the market (Kamran et al., 2017) and refers to achieving the object of
maximizing shareholders wealth. It is “the company's financial condition over a certain period that
includes the collection and use of funds measured by several indicators of capital adequacy ratio,

liquidity, leverage, solvency, and profitability” (Fatihudin & Mochklas, 2018, p. 554).

Profit remains the ultimate object of business organization although they also have other
strategic goals (Ongore & Kusa, 2013). “Profit and its maximization are important objective of
any business entity” (Hoang et al., 2019, p. 78). Salah and Elewa (2018) notes too that profitability
defines a firm’s success. Ghofir and Yusuf (2020) sees profit as ‘the center of attention of
investors” (p. 2018). Alghusin (2015) defines profitability as a metric of economic success that a
company attains in comparison to the capital invested. Profitability of a firm is synonymous to its
financial performance. Batchimeg (2017) notes that profitability is the best accounting measure
when it comes to how well a company is doing in terms of its financing as well as investment
decisions. It shows how well the assets and operations of the firm are yielding value to the firm
and its stakeholders. To survive in a competitive business environment, any business firm needs
to perform well and be profitable so as to have adequate resources to be at the forefront of
competition. Thus, financial performance is the achievement of certain financial metrics associated
with good performance. Examples are return on assets and return on investment. This is realized

when value derived from use of assets exceeds the costs of utilizing the assets.



The concept of financial performance with a focus on the influence of a firm’s <IR>
capitals in the presence of firm size and leverage was discussed. It was identified that profitability
is at the heart of every manager especially as corporate profitability remains a key concern to firm
managers given that the long-term sustainability of a firm can be attained by maximizing its profits
(Nanda & Panda, 2018). While a business organization pursues a multiplicity of goals relevant to
its stakeholders, profitability remains at its heart. The study therefore endeavors to identify how
the quality of <IR> affects financial performance of a firm.

It is appreciated that financial performance refers to a firm’s profitability and can be
measured using profitability metrics like the Return on Assets (ROA) or Return on Equity (ROE)
(Batool & Sahi, 2019). The use of financial ratios like ROA and ROE has been empirically tested
and proven to be effective measures of profitability or financial performance of a firm (Alghusin,
2015). “ROE is a calculation of how efficiently a business makes use of resources to produce
revenue” (Oprean-Stan et al., 2020). Sofian and Dumitru (2017): “the purpose of a business is to
be profitable and have liquid assets. However, beyond financial performance, a company creates
and strengthens its market image if it contributes to society’s welfare, through social actions and
environmental protection” (p. 1).

Pursuing organizational performance is at the heart of every manager and corporate
profitability remains a key concern to firm managers since a firm can attain long-term
sustainability by maximizing its profits (Nanda & Panda, 2018) although as observed by Sofian
and Dumitru (2017), a firm is expected to also pursue other goals in favor of other stakeholders
apart from shareholders. Mirza and Javed (2013) assert “performance of firms is of vital
importance for investors, stakeholders and economy at large” (p. 43). The primary objective of

any business company is to increase the returns that shareholders derive from the company they

108



have invested in and this is measured by the increase in the profitability that the firm attains
(Mohsin, 2020). Investors are more interested in a high return on their investment, which
inevitably implies that firms need to ensure a high profitability (Mirza & Javed, 2013). Not only
is financial profitability beneficial to investors in terms of dividends they would get, it is as well
beneficial to employees of the concerned firm since it can result into better incomes and working
environment for the employees, better quality goods and services for clients, assurance to suppliers
that they can get more orders, as well as assurance to Government that there will be a tax generated
from the profits (Mirza & Javed, 2013). The value derived from the profit of a firm is therefore of

much interest to the firms and its stakeholders.

Financial performance of business companies is important for investors as well as a diverse
group of stakeholders who wish to study the determinants of financial health of companies (Matar
& Eneizan, 2018). Kiradoo (2019) in his study on importance of profitability finds that profitability
remains a very important factor in business firms and business managers undertake all measures
to increase corporate profitability. This is because the long-term sustainability of a firm depends
on its financial health. If its financial health is good, it can afford to get budget for development
expenditures as well as meeting its short-term obligations with much ease. However, Bapuiji et al.
(2018) warns that whereas firms focus their attention to wealth creation, the maximization of

shareholder wealth tends to be skewed towards shareholders as well as the top executives of a firm.

There are multiplicities of factors that determine the profitability of a business organization
and these include internal factors (like asset quality and liquidity management) as well as external
factors like the macroeconomic situation of the country of operation (Ongore & Kusa, 2013).

Reaching a certain performance results a combination of resources like human, financial, and
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natural resources, and other capitals of a firm (Kamran et al., 2017) and Managers of business
firms use different interventions in an effort to influence the financial performance of their entities.
The managers are interested in aspects like the size of the firm, the capitals of the firm, and leverage
using debt instruments. The interest of the current study is to find out the nexus between quality
of <IR> and financial performance. Given that financial performance is influenced by a
multiplicity of factors, this study narrows down to the role of quality of <IR>. However, two most
influential factors that impact on financial performance are also of interest to the study as far as
controlling their effect is so that the influence of <IR> (represented by capitals of a firm) the main

issue of this study is identified.

2.5.2 THE CAPITALS OF A FIRM

2.5.2.1 Definition of Integrated Reporting Capitals. The <IR> capitals of an institution
are assets it possesses or has control over which it can exploit to its benefit. The capitals are an
important concept in the current study since the quality of <IR> is built around the capitals of a
firm.

While there is hardly any consensus on definitions of a firm’s capitals especially those that
are intangible like intellectual, human social capitals (Wegar & Haqgue, 2020), a number of authors

have endeavored to define what capitals of a firm are.

Capitals refer to asset or items of value from which future benefits are expected (Maack &
Davidsdottir, 2015). Sheridan (2017) sees the capitals of a business as stocks of value, which do
increase, decrease or transformed into other forms as the firm works to create value of the business
or organization. Firms large and small are increasingly reporting their F&NF capitals given the

importance that stakeholders attach to the capitals (Camilleri, 2018). The overarching definition
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comes from the IIRC (2013), which is the body that has put in place an <IR> framework that is
internationally recognized. IIRC (2013) define the capitals of a firm as “stocks of value on which
all organizations depend for their success as inputs to their business model, and which are
increased, decreased or transformed through the organization’s business activities and outputs” (p.
6). Fried et al. (2014) note that capitals of a firm as advanced by the 1IRC refer to the categorization
of inputs and outputs of a firm in the value creation process, which ultimately generate wealth for

the firm (Hitt et al., 2012).

While creating value, firms use multiple capitals to reach this objective, use of the capitals
is of interest to users of the reports and it is also important that firms report on the kinds of capitals
they use and trade-offs endured (Haji & Anifowose, 2016). This study like many other prior studies
focuses on the disclosure of the <IR> capitals of a firm as part of a deeper analysis of the <IR>
concept. Setia et al. (2015) use annual and integrated reports of top 25 firms listed on the JSE in
the years 2009-2012 and they use content analysis in studying reporting on <IR> capitals. They
use t-tests in analyzing their hypotheses. They also use coding as 1 if information on capital is
disclosed and 0 if not and find that “the increment in the disclosure of social and relational capital
is statistically significantly greater than the increment in the disclosure of other capitals.” (Setia et
al., 2015, p. 397). The section below provides the categories of <IR> capitals.

2.5.2.2 Categories of Integrated Reporting Capitals. Different authors categorize the
capitals differently. For example, Maack and Davidsdottir (2015) categorize the capitals of a firm
into five types: “natural, manufactured, human, social and financial capital” (p. 1338). Dhakal
(2011) also identifies five forms of capital as FC, HC, NC, as well as the physical and social
capitals. Haji and Anifowose (2016) categorized the capitals into intrinsic value (like human, social

and natural resources) and the economic value capitals (like manufactured, financial and
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intellectual). Dumay (2016) categorizes forms of capital as physical capitals (which are natural,
financial and manufactured) and intellectual capital (which are the human, social & relational and
intellectual). For Almasan et al. (2019), the firms tend to use and report about four capitals
financial, human, natural, social and relationship and less of manufactured and intellectual capitals.

The 1IRC, which came up with the framework to be used in <IR> (and which is the
framework used in this study) established a six <IR> capitals framework. According to the IIRC
(2013) there are six <IR> capitals any business organization should report on and these are
“financial, manufactured, intellectual, human, social and relationship, and natural” (p. 3). Its recent
revision of the framework maintained the capitals. Building on the definitions and categorizations
of the capitals by the 1IRC framework, McEIroy and Thomas (2015) identifies the components of
the capitals to natural (like air and land), human (like knowledge and skills), social and relationship
(like networks and individuals), constructed (like material objects), internal economic capital (like
the financial - pool of funds) and lastly the non-financial (value of brands not monetized). The
preceding authors also note that the multi capital concept is key in measuring the TBL aspects of
governance, environmental, social, and economic aspect of a company in an integrated way. Setia
et al. (2015) identify that the IIRC framework as very useful especially on its six capitals. The use
of capitals in a firm helps in creation of an organization’s value and is used by the institutions to
achieve their level of performance and for their success (IIRC 2013; Oll & Rommerskirchen,
2018). Dilling and Caykoylu (2019) see the IIRC’s six capitals as the key disclosure drivers in the
preparation of integrated reports as they facilitate comparability of reports. Thus, the six capitals
framework offered by IIRC is the widely recognized framework that defines the capitals of a firm

and is the one used in this study.
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2.5.2.3 The Subcomponents of Integrated Reporting Capitals. As articulated in the
subsection on categories of <IR> capitals, the overarching <IR> model is composed of six capitals.
This sub-section describes the composition of each of the six capitals.

Financial capital is those funds a company generates from its day-to-day business activities
for value creation (Fried et al., 2014), represents the source of funding for a company and is
composed of debt, equity and grants (Cosmin et al., 2015). Financial capital enables productivity
of a firm (Dhakal, 2011). The financial capital is seen as the pool of funds that a firm owns or has
the right to use (Bal, 2018). They are important to contribute to the financial performance of a firm
since using the pool of funds will actually purchase the other types of capitals for wealth creation
in the firm.

Manufactured capital refers to the infrastructure like roads, property, plant and equipment
and inventory that a firm owns or has control over in its usage in business towards contributing to
value creation (Fried et al., 2014 and Cosmin et al., 2015). This categorization of capitals includes
physical objects that are manufactured and distinct from natural ones (Bal, 2018). They are
material types of assets, which are in form of plant, and equipment that a firm uses to create value
and enhance financial performance.

Intellectual are the intangible assets, which include intellectual property, systems;
procedures, which a firm uses to generate value (Fried et al., 2014). Some researchers also include
human, organizational and relational aspects as elements of intellectual capital (Cosmin et al.,
2015). Alabass (2019) define intellectual capital to be composed of “capital-employed efficiency,
human capital efficiency and structural capital efficiency” (p. 1) and finds a higher positive
influence of the human capital on financial performance than other forms of capital in the banking

institutions in Irag. Albertini and Berger-Remy (2019) defines intellectual capital as taking the
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form of human (knowledge, abilities, and behaviors), structural (technological and organizational),
and relational (customer-based relationship & brand equity and relations to society) capital. Bal
(2018) asserts that patents, software, licenses, knowledge, systems and procedures providing
competitive advantage are all part of the intellectual capital. While comparing capitals of a firm;
Fried et al. (2014) note that intellectual capital is the capital that contributes to the performance of
a firm including the financial aspect than other non-financial capitals. Intellectual capital is mainly
key in knowledge-based economies (Mondal & Ghosh, 2012).

Human capital is the value derived from employees or persons working for an institution
by use of their skills, knowledge or abilities to the benefit of the institution they are working for
(Garrigos-Simon et al., 2018). Dhakal (2011) sees human capital as “people’s health, knowledge
and skills that are either inherited or acquired through education or training” (p. 136). Turekulova
et al. (2016) in their study in in Kazakhstan identifies human capital as the foundation of
innovation. According to Bal (2018), human capital refers to skills, competencies, capabilities, and
experience and innovation urge of the human resources. Human capital includes competences,
capacities and experiences of a firm’s human resources or those of subcontracted resources like
capital pooled from suppliers of skills, which ultimately result in an increase to business value
(Fried et al., 2014). The skills and competences that a staff owns are a critical factor in enhancing
the financial performance of an organization and is an essential ingredient in value creation.

Social and relationship capital refers to the “benefits of social connectedness in diverse
communities and the relevance of social networks for the development of resources and skills”
(Garrigos-Simon et al., 2018, p. 1). It is an intangible asset derived from the networks established,
the working relationship with other entities or people or the benefits derived from the social

interrelationships that have been established by the parties concerned. It is a stock of value that
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comes from the established social relations or networks and used for the mutual benefit of the
institution (Dhakal, 2011). Social capital is today a fundamental issue in coming up with business
strategies (Hongyun et al., 2019) and due to the complexity as well as the multidimensionality of
the concept; it is associated with a lot of confusion and vagueness (Membiela-Pollan & Pena-
Lopez, 2017). It is therefore imperative to study its role in the performance of a firm. Many
mangers of business companies find social and relationship capital to be the most imperative for
long-term success, building of brand reputation but they also see it as the trickiest to measure and
manage (Fried et al., 2014).

Natural capital refers to as range of natural assets that provides benefits from the
environment like air, land, or water. Other examples are mineral resources and resources from
forests (Dhakal, 2011). The economics of a firm especially in the manufacturing sector is greatly
influenced by the natural capital (Barter, 2015) and generally the ecosystem (Bal, 2018).

Whereas the capitals have a role in the performance of an institution, initial empirical
studies on the use of multiple capital integrated framework questioned the use of the capitals in
the integrated reports as to whether they were genuine or just a show-off by the reporting
companies especially since they hardly demonstrate how each of the reported capitals are
operationally relevant to them (Haji & Anifowose, 2016; Setia et al., 2015; Solomon & Maroun,
2012). Authors like Brown and Dillard (2014) and Milne and Gray (2013) criticize the use of
multiple capitals due to heavy value put on the investors and doubt its importance in the
enhancement of a firm’s performance. Coulson et al. (2015) notes that whereas the IIRC improves
corporate reporting by including five other capitals on top of financial capital, the measurement of
those capitals that are not monetary is a daunting task. Therefore, an empirical analysis on the

relationship between the various capitals of a firm and its financial performance is needed to
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contribute to filling the gap on the value relevance of the six-capital model. Besides, whereas
tangible capitals like financial factors are easier to measure and account for, intangibles like
intellectual, human and relationships are complex and difficult to report in specific terms and firms
tend to ignore their inclusion in their reports (Bal, 2018). Given the importance of the six <IR>
capitals of a firm, it is imperative to find out the extent to which they are reported in the context
of integrated reports. The <IR> is built on the concept of a firm’s capitals. Yet, as Stubbs and
Higgins (2014) note, there are few studies in the aspect of <IR> especially because it is relatively
new compared to the financial and sustainability reporting and there is still lack of knowledge of
<IR> by firms in their effort to practice this new reporting phenomena.

The concept of the six <IR> capitals of a firm was introduced by IIRC through its reporting
framework aimed at redesigning corporate reporting. The capitals sit at the center of <IR>
framework and represent the foundation for an innovative way to evaluate performance of
organizations (Izzo et al., 2020). The IIRC introduced the notion of basing <IR> on six capitals as
way to reflect on value creation as capacities as well as organization’s performance (Almasan et
al., 2019). Capitals of firms are the stock of value which can increase, decrease, or be transformed
based on and organization’s activities as well as its outputs (Cici & Centrone, 2021). While one
capital can decrease, for example financial capital like cash, manufactured capital can increase as
a result due to construction of a facility of operation. It can be reiterated that financial capital
includes aspects like capital employed while manufactured capital is about the facilities used by a
company. Other four capitals; intellectual capital concerns the research and development, natural
capital is about the usage of water, air, and land resources as well as aspects like carbon emissions
management while human capital concerns the number and capacities of staff and social &

relationship capital concerns relations between a company and its stakeholders (Bal & Dhal.,
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2019). The IIRC Framework requires organisations to use integrated information from all the six
capitals in value creation with interaction of its environment (Herbert & Graham, 2021). In
recognition of the broad scope usage of the <IR> capitals, Altarawneh & Al-Halalmeh (2020)
argue that all organizations need the six capital to achieve success although the level and the use
may differ.

Given the evolution of corporate reporting towards <IR> which emphasizes value creation,
it is recognized that <IR> uses the six <IR> capitals to improve resource allocation and decision
making. <IR> came in due to failures of financial reporting as well as sustainability reporting as
the existence of the two would not mean interconnectedness. An organisation does not necessarily
have to use the same categorization of the six IIRC capitals but the categories were provided by
IIRC as guideline in order to ensure that organisations do not overlook any of the capitals that it
uses or affects (Roberts, 2014).

The disclosure of use and performance of the six <IR> capitals enhance informed decision-
making by stakeholders (Almasan et al., 2019). Reporting on six capitals enables organizations to
apply integrated thinking to better understand factors that affect their ability for value creation over
time. Commenting on the role of <IR> capitals, Altarawneh & Al-Halalmeh (2020) note that <IR>
capitals refer to a firm’s inputs in its business model and their processing and value creation
towards the firm. <IR> defines how companies interact with external environment and
demonstrate their value creation through the six capitals (l1zzo et al., 2020). Whereas there is a
possibility of an overlap among the six capitals of <IR>, the reporting framework focus on
corporate value creation generated by these capitals (Anifowose et al., 2020). The value creation

of a company can be explained through the six <IR> capitals (Van der Lugt & Mans-Kemp, 2022).
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Companies that have integrated the IIRC’s six capitals in their business model are increasingly
attractive to stakeholders (IoDSA, 2016).

<IR> promotes the goal of integrated thinking in order to arrive at the appreciation of
material influences of a firm’s ability of creating long-term value (Almasan et al., 2019). The <IR>
model of IIRC requires application of connectivity principle for a sound integrated report and this
helps in viewing the quality of <IR> not only through the eyes of each individual capital of a firm
but also as a whole through quality index of <IR> as a reflection of durable value (Ciubotariu et
al., 2021). For an organization to create its value, it has to maximize the six capitals (Herbert &
Graham, 2021).
2.5.3 CONTROL VARIABLES

Firm size and leverage are the control variables used in this study. The two are seen as the
most interest to firm managers since they reflect financing and investment decisions that a firm
makes in its pursuit of better financial performance which ultimately leads to maximization of
stakeholders’ wealth (Al-Slehat, 2020). Financial leverage (or solvency position) is the level of a
firm’s indebtedness relative to its capacity (Tzelepis & Skuras, 2004). Leverage (which also
reflects the financial structure of a firm) as well as firm size decisions is a means to maximize a
firm’s profitability and therefore the wealth of its shareholders remains a critical issue in business
due to the increase in financial risk and cost to the business. Decisions on both the firm size and
leverage (debt to equity relationship) are key financing decisions of a firm contributing to
profitability of a firm (Mohsin, 2020). Firm size is factor that shows a firm’s command of assets,
which it employs to attain a given level of performance. On the other hand, leverage is defined as
the debt position (compared to equity) of a firm's capital structure as far as financing decisions are

concerned and has the potential to affect the financial performance of the firm (Al-Slehat, 2020).
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Mohsin (2020) asserts “to enjoy the total benefit of growth in business the company should
use the optimum mixture of debt and equity level and focus on to increase in revenue” (p. 448).
The choices made by management of a company to have equity intensive or debt concentration are
the hallmarks of the capital structure of the firm and if a firm borrows at a higher interest rate, it
will negatively affect financial performance, which is in essence low profitability (Alghusin,
2015). Business companies require substantial amounts of resources for their growth and sustained
performance (Mirza & Javed, 2013). Given that they cannot generate all resources through equity,
most of the time businesses borrow funds to expand their operations. Leveraging strategies of a
firm can create value and therefore help firms gain competitive advantages (Hitt et al., 2012).
Batchimeg (2017) notes that leverage influences performance of a firm. Whereas firms use debt to
finance the realization of shareholders’ wealth, when the effect from the leverage negatively hits
profitability, there are far reaching consequences arising from high financing cost or default risks,
which erodes whatever financial gains will have been attained (Mohsin, 2020). Therefore, firms
have to take caution to ensure that the borrowed funds are affordable and used to generate value
that surpasses their cost. They ought to ensure that they have a manageable ratio between their
debts and equity.

The relationships between firm size, leverage and profitability remain a critical issue given
the importance of profitability in the business success. Salah and Elewa (2018) argue that whereas
there are several studies on the nexus between firm size and profitability, their conclusions differ
with some exiting positive relationships and others depicting no relationship and the reasons for
the conflicting results may relate to sample size or business environments. The authors also note
that literature so far provides conflicting evidence concerning the association between firm size as

well as leverage and firm profitability. Further discussion on this will be under the sub-topic of
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empirical studies on the control effect of firm size and leverage on the relationship between <IR>
and financial performance (Salah & Elewa, 2018) which thus highlights to mixed results on the
relationships.
2.6 EMPIRICAL REVIEW

The first objective of the study was to determine how the quality of disclosures of <IR>
capitals of a firm affect its ROE. The relationships between <IR> capitals and ROE aim to examine
the value relevance of the various <IR> capitals to firm performance from the viewpoint of
investors which is an external outlook on its performance (Dayana et al., 2020). “ROE is a
profitability ratio from the investor's point of view, not from the company's point of view
(Choiriyah et al., 2021, p. 110). The authors note too that the ROE is “the success/failure of the
management in maximizing the return on investment of shareholders and emphasizing the return
on income with the amount invested” (Choiriyah et al., 2021, p. 112). Prior studies that carried out
an analysis of individual or a multiple of <IR> capitals show that quite a number of studies have
been done specifically for intellectual capital compared to other <IR> capitals. Albertini and
Berger-Remy (2019) from the meta-study of 72 empirical studies with 78,858 companies find a
negative influence of the relational capital of a firm and its ROE. <IR> capitals that a positive
association between intellectual capital and corporate profitability taking a 95% confidence
interval level. Other similar studies carried out by various researchers establish a relationship
between intellectual capital and financial performance (Afshari et al., 2014; Fathi et al., 2013; Firer
& Mitchell, 2003; Haji & Anifowose, 2017; Hamdan et al., 2018). Nixon and Tumwine (2017) use
intellectual, structural, human and relational capitals in explaining competitive advantage in
Uganda’s microfinance industry (that is, regressed intellectual capital against competitive

advantage) and find that intellectual, human, structural capital positively influences the
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competitiveness of microfinance institutions. Dayana et al. (2020) in their study in Malaysia using
the six <IR> capitals of the IIRF in a bid to find out how the <IR> capitals influence on financial
performance from the perspective of ROE finds that HC, IC, and S&RC are have a significant
negative influence on ROE. They however find no significant relationship between HC, NC and
FC with ROE. Sudha (2020) finds a strong relationship between the influence of natural capital on
ROE. Lambe et al. (2022) while carrying out a study on the relationship between the <IR> capitals
of listed firms in Nigeria find that while intellectual capital has a significant influence on ROE,
natural capital has no effect on ROE. It is apparent that mixed results exist in literature on the
relationship between <IR> capitals and ROE. The current study therefore poses a research question
on what the state is concerning the relationship between <IR> capital disclosure quality and ROE.
Prior studies have also tended to use fewer <IR> capitals (Albertini, 2019; Eccles & Serafeim,
2015) hence limiting having a compressive view of the impact that all <IR> capitals may have on

financial performance.

The second objective was to ascertain the relationship between ROA of a firm and the
disclosure quality of its <IR> capitals. This objective examines value relevance if <IR> capitals
from viewpoint of managers of a firm. ROA is a measure of operational performance of a firm and
provides a firm’s managers’ views on performance (Islam, 2021). Albertini and Berger-Remy
(2019) in a meta study of 72 empirical studies finds that relational capital is negatively associated
ROA. This implies that from the point of view of firm’s managers, quality reporting on social
aspects has a higher cost compared to returns it brings. Dayana et al. (2020) in their study on the
<IR> capitals influence on ROA find that financial capital, human capital and natural capital have
no significant impact on ROA. ROA is key in evaluating the extent to which a firm utilizes its

funds (Choiriyah et al., 2021) and therefore, given the mixed findings on the relationship between
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the <IR> capitals and ROA, it is vital to assess the current behavior so that users of integrated
reports can see the current trend.

The third objective was to establish whether there is a statistically significant relationship
between the quality of overall integrated reporting and financial performance of a firm. Ito and
lijima (2018) note that there are many companies in Japan that have the practice of <IR> and also
note that companies in Japan do not prepare <IR> only to investors but rather other stakeholders
too. Adegboyegun et al. (2020) examine the nexus between <IR> and corporate performance of
firms in Nigeria in the years 2009 to 2018 and notes that whereas <IR> does not have a significant
influence on corporate performance in the short-run, the influence is established in the long-run.
Specifically, Affan (2019) using IR to denote integrated reporting index (IR1) find that find that
ROA =-0.036 + 0.099 IR whereby it shows a positive relationship between the variables. Boonlua
and Phankasem (2016) studies companies in Thailand and uses the 1IRC framework in 2016 by
using 42 questionnaires for a randomly sampled respondents, find business model positively
impacting corporate performance at the 5% level of significance. In a study conducted on listed
firms on JSE in South Africa, Barth et al. (2017) find that there is a positive association when the
<IR> quality is regressed on the firm’s value. While undertaking a study on <IR> in South Africa,
Lee and Yeo (2016) find similar results. In a study on the relationship between integrated reporting
and return on equity in Egypt, EI-Deeb (2019) finds a positive relationship between the level of
integrated reporting and return on equity ROE= -.093+.240IR.

Alsartawi (2018) while studying the relationship of financial reporting and firm
performance in the Gulf Cooperation Council find a positive association between the two
variables. Mohamad et al. (2014) study the quality of NFR in 100 publicly listed firms in Malaysia

using multiple linear regressions and show that non-financial disclosure positively influences a
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firm’s profitability. Lee and Yeo (2016) in their study concerning <IR> influence on firm value in
South Africa find the two to be significantly and positively correlated and this this can lead to an
assumption that <IR> practices in South Africa are good for businesses and it shows that <IR> is
of value to the adopters. Appiagyei et al. (2016) examines how <IR> affects firm performance
among top 20 listed companies in South Africa and Australia and finds evidence of the business
case for <IR>. El-Deeb (2019) studies data from firms listed on the Egyptian stock exchange in
the years 2012 — 2017 and finds that there is positive association between <IR> and firm
performance. Mahboub (2019) uses a sample of 29 Lebanese banks from 2008 to 2017 and finds
that profitability is positively associated to the level of corporate reporting. Almasan et al. (2019)
in their study on benefit of adoption of <IR> by firms in Europe found that it improved the
performance of 69% of the firms.

Through a study on correlation between <IR> and firm value based on 100 listed firms
listed on the JSE in 2017, Moloi and Iredele (2020) uses the both the content elements and guiding
principles of the 1IRC framework and finds firm value to be significantly related to <IR> quality.
The costs of <IR> are also identified to be less compared to benefits and this is based on better
performance among firms that adopted <IR> (Lee & Yeo, 2016). In a study on economic impact
of <IR> among firms in South Africa, Barth et al. (2017) find a significant correlation between
<IR> quality and firm performance. In their study on the listed companied in Poland (Dratwinska-
Kania & Ferens, 2021) there is relationship between companies that prepare integrated reports do
disclose more components of their business models than entities that do not and thereby making
their reports more informative to their stakeholders than those that do not prepare the detailed
information. Using event study methodology, Cosma et al. (2018) find firms adopting quality <IR>

influence stock market reactions. In a study on the association of <IR> and financial performance
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of firms in Nigeria between 2010 and 2019, Ebimobowei and Onowu (2021) find them
significantly related. Akbas and Canikli (2019) analyses determinants of Greenhouse Gas
disclosure of 84 listed firms in Turkey from 2014 to 2016 and find that profitability is positively
related to transparency among firms. Utomo et al. (2021) study <IR> among 60 manufacturing
companies in Indonesia and Singapore and find <IR> significantly impacting firm performance.

Tamimi and Sebastianelli (2017) explore levels of ESG reporting among S&P 500
companies using data from Bloomberg and find that there is a significant level of differences and
variability across the ESG areas of reporting among the S&P 500 companies with the highest
reported area being governance while the lowest is the environment dimension. They also find that
the higher the firm capitalization the higher the ESG disclosure scores. Ismail et al. (2022) while
testing the practice of sustainability reporting and financial performance finds that “sustainability
reporting results in high financial performance in emerging market” (p. 403). In addition, <IR>
can mediate the impact of manager compensation on increasing firm value. In a study conducted
on firms listed on the Australian Stock Exchange in the years 2008 - 2010, Renard et al. (2013)
find that firms that issue non-financial reports do have superior financial performance compared
to those that do not although the correlation is weak.

While investigating the extent to which firms listed on Vietnam Stock Exchange in 2016
complied with reporting regulations, Hieu et al. (2019) find that mandatory reporting on
information that is non-financial in nature is significantly correlated with profitability of company.
Barth et al. (2017) examine the relationship between <IR> quality and aspects of cashflows,
liquidity and interest rate in South Africa and find a significant relationship between <IR> quality
and liquidity, while there is no relationship between integrated report quality and the interest rate.

They find a significant relationship between <IR> and the firms’ cashflows forecasts and hence
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reach a conclusion that <IR> achieves both the objective of better reporting as well enabling <IR>
achieving its dual objective of improved external information and improved internal decision-
making. These studies do provide empirical evidence that the relationship between <IR> and
financial performance skews to being positive. Nevertheless, as evidence shows too, there are a
number of studies who established a non-existent relationship or a negative relationship thereby
leaving questions on <IR> value relevance.

Through a study on 643 firms' reports in the period 2006 to 2015, Duran and Rodrigo
(2018) find a reverse relationship between profitability and the quality of NFR. Coebergh (2011)
notes that a company’s level of quality disclosures is negatively associated with its profitability.
Delmas et al. (2015) investigates 1,095 US companies in the period 2004-2008 to find out how
environmental performance is related to financial performance and find that in the short term, the
levels of corporate environmental reporting are inversely proportional to financial performance
although the long-term prospects with firm value (Tobin’s q) increases. Nurkumalasari et al.
(2019) study the relationship between <IR> and the the firm value the Asian region which
published their integrated reports in the years 2015-2017, applies a moderated regression analysis
in testing the hypotheses of study and find that <IR> does not influence the value of a firm. While
conducting a study in Taiwan and China on the nexus of intellectual capital and return on
investment, Wang (2011) fails to reach a conclusion because some elements of intellectual capital
(like the efficiency of investment in the capital has a negative influence on profitability) though
the author finds intellectual capital element of R&D to influence firm profitability in a significant
level. While analyzing 75 listed companies in South Africa, Firer and Mitchell (2003) find that the
relationship between a firm’s <IR> capitals and its financial performance is mixed; with relational

and human capitals more significant drivers of performance while other capitals like intellectual
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capital is weak in that regard. They find that reporting on intellectual capital does not influence
profitability in the 75 South African listed firms. Albertini and Berger-Remy (2019) using 75
different empirical studies that took place in the years 1992 to 2017 on the aspect of the relationship
between intellectual capital and financial performance notes that the relationship remains unclear.
<IR> quality is negatively related to firm value due to <IR> quality associated costs and risks is
higher that the benefit they bring in hence <IR> quality negatively affecting firm value/firm
performance (Moloi & Iredele, 2020).

Some studies find no relationship between <IR> and financial performance and hence
contradict the findings on either positive or negative effect of <IR> on financial performance.
Oluwamayowa (2019) explores the effect of <IR> quality on the characteristics of a firm and urges
that majority of the studies on the relationship between the <IR> quality on firm profitability find
a non-significant association. Dube (2018) base on the IIRC framework to study sampled South
African based firms and examined the impact of <IR> quality on profitability of the firms and
argue that there is no relationship between the two. Other prior studies who find that <IR> not
related to financial performance include Matemane and Wentzel (2019). Mokabane and Du Toit
(2022) find no significant relationship between <IR> and firm performance. Nurkumalasari et al.
(2019) and Mokabane and Du Toit (2022) did the study in South Africa while Nurkumalasari et
al. (2019) did the study in Asia. Dey (2020) while assessing the determinants of <IR> from 2013
to 2018 in Bangladesh finds no significant relationship of ROA on <IR>. In an empirical study by
Meijden (2016) on 58 firms from the 1IRC database concerning the impact of <IR> towards market
performance of organizations, they find no significant relationship between the two variables.

Degboyegun et al. (2020) in their study on financial institutions practices of <IR> in

Nigeria from 2009 to 2018 finds no significant correlation between <IR> and financial
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performance among those firms. Churet and Eccles (2014) find no definitive relationship between
<IR> and the performance of a firm. Wijnhoven (2014) as well as Doni et al. (2016) do not find
value relevance of <IR>. Dumitru and Dragomir (2021) through a meta-analysis of 91 articles
from top journals in the period 2013 to 2021 finds that financial performance and <IR> quality do
not relate in a substantial manner. Winter and Zilch (2019) on the relationship between financial
performance and disclosure levels in 110 sampled firms in Germany found reporting levels
unrelated to profitability. Dilling and Caykoylu (2019) while assessing the quality of <IR> in 110
global companies in the year 2017 by using qualitative text analysis on the six <IR> capitals; social
and relationship, intellectual, human, manufacturing, natural, and financial and using a regression
analysis find a significant negative correlation between the quality of <IR> profitability. They note
that <IR> is negatively related to ROA. Duran and Rodrigo (2018) conduct an empirical study on
the relationship between non-financial disclosure and firm performance in Latin America and finds
a negative relationship between NFR and profitability. It can be concluded that studies on the
relationship between overall <IR> has mixed results concerning the relationship between
disclosure of integrated reporting capitals of a firm and its financial performance.

The fourth objective was to establish the controlling effect of leverage and firm size on the
relationship between disclosure quality of human, social & relational, financial, manufactured,
intellectual and natural capitals of a firm is related to its ROE. The objective is to identify whether
firm size and leverage as control variables matter in the relationship between ROE and the six
<IR> capitals. The firm size and leverage; as control variables, are expected to affect the <IR> and
at the same time the firm performance. Empirical evidence on how the control variables affect
<IR> and the financial performance are discussed in the fifth research question of this study. Ali

et al. (2022) while using 70 firms’ data for the period 2010 - 2016 in Pakistan finds a that leverage
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has a negative influence on ROE and the influence is statistically significant. Oyelade (2019) in a
study in Nigeria finds a significant relationship between both firm size, leverage and ROE. Vitolla
et al. (2020) identifies determinants of quality of <IR> and finds financial leverage as well as firm
size to be positively and significantly related to <IR> quality.

The fifth objective was to ascertain how the quality of overall integrated reporting affects
financial performance of a firm in the presence of control variables of firm size and leverage. In
order for firm size and leverage to have a control effect on the relationship between <IR> and
financial performance, it ought to affect either one of the variables or both. Some of the prior
studies on leverage and firm size show that both have a significant controlling impact on the
relationship between <IR> and firm performance (Adegbie et al., 2019). Nurkumalasari et al.,
(2019) find that external financing sources do not influence <IR> and firm performance yet El-
Deeb (2019) finds a significant and negative correlation leverage of a firm and ROE using 0.05
level. Whilst studying the impact of firm size on profitability in listed firms in Sri Lanka, Sritharan
(2018) finds that firm size influence profitability was not conclusive and thus recommended more
research should be conducted on the impact of firm size to profitability. Whereas most studies
have established the expected relationship between <IR>, firm size, leverage and financial
performance, there are a number of studies with results that do not affirm the theoretical
underpinnings and therefore, further studies to find the role of both firm size and leverage in the
relationship between <IR> and financial performance is worthwhile.

Other researchers that assess the effect of leverage in terms relationship with <IR> include
Islam (2021) who finds leverage to be negatively and insignificantly related to <IR> quality.
Dumitru and Dragomir (2021) through a meta-analysis of 91 articles from top journals in the period

2013 to 2021 finds that firm leverage does not significantly relate to <IR> quality. While
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examining <IR> quality in South Africa from 20 JSE listed firms, Oluwamayowa (2019) finds no
significant correlation between <IR> quality and leverage. Therefore, it can be expected that
leverage could to a large extent have no effect on <IR> given a number of studies that say so. The
firm size and leverage are used in the current study as control variables; whereby they are
recognized as influencers of financial performance and therefore, in order to observe the possible
relationship between <IR> quality and financial performance, an attempt is made to rule out other
explanatory factors; specifically, the two control variables. A number of studies took a look at the
role of firm size in influencing financial performance. Afshari et al. (2014) in their study on the
nexus between intellect capital and firm financial return for firms listed on Tehran Stock Exchange
from 2006 to 2012, see a positive association of firm size and profitability. Firm size is
significantly and positively correlated with ROA due to better visibility and capabilities (Ismail et
al., 2022). While examining how firm size affects ESG score, Drempetic et al. (2020) use ESG
ratings from Thomson Reuters and find that firm size actually affects the level of ESG reporting.
This is so since large firms can have the more capacity for ESG reporting and therefore higher
<IR> scores (Tamimi & Sebastianelli, 2017). This “becomes logical as firms bigger in size want
to show maximum disclosures in their annual reports to legitimize their worth in front of their
shareholders” (Islam, 2021, p. 237). Alade and Odugbemi (2022) conducts a study on some factors
that influence <IR> quality in listed firms in Nigeria from 2011 to 2020 and finds that a firm’s size
does positively influence <IR> levels.

In conducting a study on 110 firms in Germany from 2014 to 2018, Winter and Ziilch
(2019) note that there is a positive relation between firm size and the level of corporate reporting;
and that financial leverage has no significant relationship with disclosure. EI-Deeb (2019) argue

that “high leverage implies higher risk, the higher risk increases the cost and decreases the
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confidence of the investors, thus, lead the companies to disclose more information in integrated
reports” (pp. 27-28). Kaura et al. (2021) note <IR> is significantly related to the size of the firm
although the relationship is negative and the authors with respect to leverage note that “with a p-
value of 0.026 indicates that higher levered companies are more likely to comply with the content
of IRF than the less levered firms” (p. 10). A sizeable number of studies find the relationship to be
negative. Singh and Narwal (2016) finds a negative relationship between firm size and profitability
which means that those firms that are large tend to be less profitable. In their study on the impact
of the size of a company and its performance levels based on data for the period 1995 - 2016 in
Asia, Yadav et al. (2022), find that there is a negative relationship between firm size and its
financial performance on the basis of the fact that gains in profit rates get reduced as firm size
increases and this shows that large size can result into firm inefficiency. The authors also find a
negative effect of leverage to profitability. Olawale et al. (2017) analyses the relationship between
firm size and performance in Nigeria from 2005 to 2013 based on data from listed firms the capital
market in Nigeria and finds that firm size is negatively related with firm performance. Dey (2020)
also confirm that firm size has an inverse relationship with firm value.

Some studies have concentrated on the relationship between leverage and firm
performance. According to Gleason et al. (2000) there is a negative slope existing in the
relationship between leverage and profitability and this suggests that agency problem can be a
cause of managers using more than appropriate financial leverage levels leading to lower
performance. El-Deeb (2019) note that “companies with higher leverages might tend to disclose
more information in integrated reports: to satisfy their creditors’ information needs, to reduce risk
premiums in required rates of return on equity, and to comfort their shareholders” (p. 28). Despite

this, the author in a study conducted in Egypt discovers that leverage inversely relates to firm
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profitability. Alghusin (2015) studies the nexus between leverage and profitability in companies
in Pakistan and sees a significant and negative relationship between firm leverage and its
profitability. The higher the debt-to-equity ratio, the less the profitability of firms (Shubita &
Alsawalhah, 2012). Dawar (2014) carries out a study on capital structure of firms in India and
finds that there is evidence for a negative nexus between leverage and profitability of firms.

Alghusin (2015) studies the effect of leverage on financial performance of 25 listed firms
in Jordan in the period 1995-2005 find that leverage significantly affects profitability of firms.
Leverage does influence ROA in a positive and significant manner; the lower the risk the higher
the financial performance (Ismail et al., 2022). Robb and Robinson (2014) find that leverage is
positively related to firm performance. In a study on the impact of aspects like firm size on firm
profitability of 214 listed firms in Vietham from 2012 to 2016, Dang et al. (2019) finds firm size
to be positively associated with profitability while leverage is negatively correlated. Other studies
have however noted a non-existent relationship between leverage and financial performance as
well as a non-existent relationship for firm size. Ghofir and Yusuf (2020) bases on financial reports
collected from firms listed on the Indonesia stock exchange since 2014 to 2018 and finds leverage
as well as firm size do not significantly relate to a firm’s reported performance (earnings
management). Leverage is not significantly related to ROA. In a study conducted on 693
Vietnam’s listed firms, they find firm size to be positively associated with profitability (Vu et al.,
2019). Becker-Blease et al. (2010) finds a negative relationship between firm’s size and firm
financial performance.

Firer and Mitchell (2003) find that firm size is not associated with firm performance and
neither is leverage associated with profitability performance. While analyzing the impact leverage

and the size of a firm on financial performance of 20 listed firms from 2008 to 2015 in Pakistan,
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Mohsin (2020) finds that both leverage and firm size do not significantly influence financial
performance firms. Durand and Coeurderoy (2001) find no significant influence of firm size on
profitability. There are also studies that endeavored to study role of both firm size and leverage on
financial performance. Nanda and Panda (2018) undertake a study on relationship between
leverage and corporate profitability with reference to firms in India studied between 2000 and 2015
and finds a positive association between firm size and profitability and a negative one when it
comes to leverage. Akinlo and Asaolu (2012) studies the consequence of the leverage and the firm
size to financial performance in firms in Nigeria in the years 1999-2007 and finds a positive
association when it comes to firm size while it is a negative one when leverage is used in the
relationship. Babalola (2013) while studying the impact of firm size on firm profitability in Nigeria
in the years 2000-2009 find firm size positively related to financial performance while leverage is
negatively related. Dawar (2014) note that issuing debt (leverage) may lower agency costs and
affect firm performance and also the firm size, is positively related to firm performance. While
studying the influence of leverage on company’s performance for firms listed on Karachi Stock
Market, Khatab et al. (2011) find that leverage is positively related to performance of firm and
also find that a negative association between the size of a firm and performance. Chadha and
Sharma (2015) studies a sample of 422 firms on the Bombay Stock Exchange and finds that
leverage does not influence profitability of a firm while firm size is a significant determinant of
firm financial performance.

A number of empirical studies that establish the relationship between <IR> and financial
performance have been identified and other contradicting studies have also been discussed. The
empirical studies identified show that the debate on the relationships between <IR> and financial

performance (both represented by ROE and ROA) as well as the controlling effect of leverage and
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firm’s size on possible relationship between <IR> and a firm’s performance is not ye over. This
leads to identifying and articulating theoretical as well as research and empirical gaps. The gaps
are discussed in the next section.
2.7 RESEARCH GAPS IN LITERATURE

This sub — topic identifies research gaps in literature in terms of both theoretical and
empirical gaps. They constitute the missing gaps in literature so far, gaps in theory and gaps in
empirical studies. These gaps therefore provide a basis for the current thesis. The sub — topic is
composed of a discussion on gaps in theory and gaps in empirical studies on the relationships
between <IR> and financial performance, relationships between <IR> capitals and financial
performance, as well as controlling role of firm size and leverage in the relationship between <IR>

and financial performance, gaps in methodology, and lastly hypotheses of the study.

2.7.1 GAPS IN THEORY

This section describes the gaps in theory behind integrated reporting and its impact on
financial performance. De Villiers et al. (2014) argue that theoretical gaps in the field of integrated
reporting exist due to differing ways in how the <IR> concept is understood as well as the way the
concept was developed and thus advocates for more academic research on <IR> to provide
guidance to policymakers and practitioners. Affan (2019) advocates for more studies in the area
of integrated reporting especially in the mandatory integrated reporting environments. <IR> is seen
as having a complicated theoretical background and therefore organizations generally find
difficulty in understanding and appreciating whether or not their reports are integrated (Demirel &
Erol, 2016). Tjahjadi et al. (2020) argues that there is a gap in application of the theories of <IR>
and practical implementation processes of the disclosure framework. Signaling and agency

theories have been identified in literature as theories applicable in studies relating to the concept
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of integrated reporting and its impact on financial performance and therefore have been adopted
in the current study.

Signaling and agency theories have been applied in this study to find the extent to which
they provide explanations to the value relevance of <IR>. Signaling theory is adopted in this
research given its relevance to the study as has been discussed in the theoretical framework section
of literature review. Dilling and Caykoylu (2019) argue “signaling theory suggests that more
profitable companies will voluntarily publish information to distinguish themselves from less
profitable organizations” p. 4). Whereas signaling theory explains the benefits of issuing non-
financial reports, Ching and Gerab (2017) lament that the quality of the signals of the reports often
varies making companies fail to reap the benefits of reporting. Nurkumalasari et al. (2019) while
using signaling theory to establish the relationship between <IR> and firm performance note that
their findings do not support signaling theory and actually state that signaling theory vis-a-vis
<IR> does not signal to firms the need for reporting especially in the Asian region. Dilling and
Caykoylu (2019) in their study on the 2017 integrated reports of 110 global companies and
especially on the six <IR> capitals of IIRC, assume “the quality of integrated reports of companies
will be positively related to company size” (p. 4) and their research results do support signaling
theory. Whereas some researchers have advocated for the relevance of the signaling theory in
explaining the practices of integrated reporting as has been articulated in the theoretical framework
section of this study, there is hardly a conclusive view on the theory concerning its relevance in
explaining the association between disclosure (and especially <IR>) and financial performance.
The present study endeavors to contribute bridging of this gap.

Agency theory has been adopted in this study given its relevance in explaining the

relationship between <IR> quality and financial performance as has been articulated in the
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theoretical framework section of literature review. Davis et al. (1997) find the agency theory to be
the main influence of business policy in that it assumes that the interests of the agent differs from
those of their principals as both try to maximize their gains from the company. Dumay et al. (2019)
while examining theoretical explanations of intellectual capital reporting in explaining
performance, note “stewardship over a company’s resources is necessary for increasing trust” (p.
1469) and any dishonest conduct of the managers as well as the shareholders as attributed to the
agency theory should be abandoned. Whereas the agency theory posits that there is an inherent
conflict between managers and principals since each party acts to satisfy its needs, Lauterbach and
Vaninsky (1999) in a study on 280 firms in Israel finds that firms that managed by professionals
are more efficient than firms managed by owners. This therefore gives evidence that it is
worthwhile for firms to be managed by professionals like managers instead of owners taking the
risk to manage the firms without the professional knowledge to do so. Even corporate governance
principles promote this idea. Some researchers have questioned the validity of the agency theory.
Tschopp and Nastanski (2014) assert that the agency theory is no longer useful in explaining
corporate reporting. However, they acknowledge the relevance signaling theory in explaining
<IR> practices since <IR> diminishes information asymmetry between managers and shareholders
and other stakeholders. Eisenhardt (1989) note that whereas the agency theory is important, it is
quite a controversial one. Tyson and Adams (2020) assert that theorizing of the aspects of non-
financial information reporting can enhance researchers’ capabilities of interpreting that their data

is still characterized by an empirical gap.

The current study endeavors to test possible consistency of both theories with respect to
ROA (which appeals to management) and ROE (which appeals to investors) using data collected

from listed firms on sustainable stock exchanges, that is JSE and NSX. The intention of testing the
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theories is to check whether they hold with regard to the influence of <IR> quality on financial
performance under examination and if so, whether they are consistent with both measures of
financial performance. The aim concerning testing the validity of both signaling and agency
theories is to fill the gaps identified in theory behind <IR> and specifically finding out if signaling

and agency theories can explain the relationship between <IR> and profitability are valid.

2.7.2 GAPS IN RESEARCH AND EMPIRICAL REVIEW

Whereas many studies have studied the benefits of <IR> and its relationship with
performance of companies, studies on the subject are still scanty (Nurkumalasari et al., 2019) and
to date, there is still scarce empirical evidence on how <IR> is useful in depicting businesses’
holistic activities (Camilleri, 2018). Dumay et al. (2016) using IR to denote integrated reporting
notes that “there is little research examining of the IR practice” (p. 166). There is a gap between
the required <IR> qualities and the practice seen (Camilleri, 2018). There is also limited empirical
research in assessing how firms comply with IIRC framework (Kili¢ & Kuzey, 2018). Camilleri
(2018) notes that despite a growing number of studies in <IR>, there is still scant empirical

evidence on the effectiveness or value relevance of <IR>.

Given that <IR> practices have majorly existed from 2010, few studies have so far been
conducted about it (Suttipun, 2017) and as a new corporate reporting framework, literature on it
remains at an infancy stage (Anifowose et al., 2020). It is an evolving area of research in many
parts of the world (Hamad et al., 2020), thus contributing to the relevance of the current study.
More scholarly work is needed to articulate the content and form of <IR> as well as its value
relevance (Vitolla et al., 2019b). Additionally, further studies are desired so as to verify the extent

of inclusion of sustainability information in integrated reports (Herbert & Graham, 2021).
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In line with Tlili et al. (2019), the current study aspires to expand the debate and
conclusions concerning the value relevance of quality of <IR> (specifically the firm’s capitals) in
the African context. The study contributes and expands the debate concerning the importance of
adopting the 1IRC framework and specifically the <IR> capitals as way of promoting <IR> in line
with prior studies (Almasan et al., 2019). <IR> in developing countries is at infant stage and
empirical evidence on the application of the concept is scarce although research on the subject has
been on the increase in since IIRC’s framework of 2013 (Hamzeh & Noorhayati, 2021). Almasan
et al. (2019) identify that a gap in literature concerning the subject of <IR> is that apart from the
subject being relatively new, empirical studies on its adoption and effect are still few.

<IR> being a new corporate reporting form, studies on the extent to which sustainability
reporting are also still few (Herbert & Graham, 2021). In a study based on 210 articles on <IR>
that were published in 64 journals featuring empirical studies on <IR> for from 2009 to 2020
(Jayasiri et al., 2022), notes that research on <IR> is still relevant today in order to advance
knowledge as well as awareness of the concept among researchers, practitioners and standards
setters. At a global stage, empirical studies on the subject of <IR> are still few thus there is need
for further studies on this (Hamzeh & Noorhayati, 2021). Anifowose et al. (2020) argue that with
scanty literature on the subject of <IR>, it leaves a research gap to examine. There is lacking
evidence in literature on evidence concerning how <IR> relates to a firm’s financial performance
in other countries other than the developed world (Suttipun, 2017).

A number of empirical studies have been carried out on the importance of <IR> as well as
its business relevance. However, researchers observe that empirical evidence on the relation
between firm profitability and disclosure is mixed (Winter & Zilch, 2019) thus casting doubt

<IR>’s value relevance (Mahboub, 2019). Three key results to the relationship between <IR> and
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financial performance are distinct in literature. The relationship is either positive, negative or none.
Suttipun (2017) argues that “overall, the results of studies of the relationship between integrated
reporting and corporate financial performance have been mixed” (p. 136). Whereas studies like
Barth et al. (2017) and Lee and Yeo (2016) find the relationship between <IR> and financial
performance to be positive, studies like Dilling and Caykoylu (2019) find a negative relationship.
Several other examples also provide differing conclusions. The study therefore sought to add value
to the studies on the relationship between <IR> and financial performance in jurisdictions with
mandatory <IR> in Africa especially by making a contribution in addressing the issue of mixed
results. It examined the value relevance from the viewpoint of the providers of capital (ROE) and
firm managers (ROA). This also provides an opportunity to analyze whether results are mixed with
reference to how they inform the principals and agents of the firms.

Hoang (2018) identifies a link between a firm’s NFI disclosure and profitability. Martinez
(2016) in their study on the influence of <IR> and corporate performance, find that there is a
positive relationship between <IR> and some elements of firm performance like market value of
a firm. However, the researcher notes that when it comes to other performance aspects like the
cost of capital, the relationship is not sustained. Lee and Yeo (2016) in a study in South Africa
finds a positive association between <IR> and firm performance and thus sees <IR> as beneficial
to investors. Other researchers like EI-Deeb (2019), Alsartawi (2018), Boonlua and Phankasem
(2016) and Barth et al. (2017) find a positive association between <IR> quality and firm
performance. Van Zyl (2013) in their study on the adoption of <IR> by companies listed on the
JSE in South Africa find that the new reporting framework had led to quality improvement in
relaying sustainability information. However, they note that the level of integration of information

reported was still very low.
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Researchers like Dilling and Caykoylu (2019), Duran and Rodrigo (2018) and Coebergh
(2011) while studying the relationship between <IR> and firm performance found the relationship

to be negative.

Studies like Dube (2018), Mokabane and Du Toit (2022) in South Africa, and Matemane
and Wentzel (2019) while relating <IR> to firm performance find no significant relationship
between the two. Therefore, in line with observations by Suttipun (2017) and Moloi and Iredele
(2020), it can be concluded that there are mixed results that have characterized the studies on <IR>
impact on financial performance. Albeit benefits of forward-looking information like the
facilitation of stakeholders to make decisions on the future performance of a firm, many studies
point to differing opinions and this has resulted in inclusions about the relationships (Mahboub,
2019). Suttipun (2017) argues that the reason behind resultant mixed results in the studies on <IR>
relationship with firm performance is that the principles of disclosure may point to two differing
impacts on financial performance where if the disclosure satisfies stakeholders’ demands, it
encourages firms to performance better while if costs are more than benefits, then it lowers

performance.

While the benefits of <IR> adoption have been the subject of a sizeable number of studies,
its value relevance is yet to satisfactorily be investigated especially in light of costs of adoption by
firms of which therefore management of firms need to examine resultant economic advantages
(Cosma et al., 2018; Shahria, 2022). Even with several scientific research studies on the topic of
<IR> that have proliferated corporate reporting literature since the emergence of the concept of
<IR>, conflicting opinions on usefulness of the concept abound, calling for more studies to enable

better understanding of its value relevance (Vitolla et al., 2019b). Anifowose et al. (2020) argue
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that <IR> literature is still insufficient to understand its performance and this leaves a research
gap. They also cast doubt of the extent to which <IR> has delivered its intention and this remains
a subject of review. Wachira et al. (2020) note that while there has been ample prior research about
corporate reporting like <IR>, questions on why and how firms prepare the reports still need to be
explored to settle these debates at hand.

This therefore calls for an investigation into the value relevance of <IR> to establish a
clear-cut position (Suttipun, 2017) and fill the research gap established in Moloi and Iredele (2020)
where they note that literature hardly provides any consensus concerning the relationship between
<IR> and firm valuation and existing studies scarcely recognize the value relevance of mandatory
<IR>. It is imperative therefore to establish the value relevance in <IR> mandatory jurisdictions
to verify on contradicting assertions as advocated too by Affan (2019).

There exists a gap on the scope of the <IR> capitals used in studies as well as conclusions
on their value relevance defined from the viewpoint of how reporting of <IR> capitals affect a
firm’s financial performance. Tlili et al. (2019) notes that although studies on <IR> are increasing,
most of those studies only focus on the aspects of either financial capitals or sustainability aspects
of a firm.

Initial empirical studies on the use of multiple capital integrated framework questioned the
use of the <IR> capitals in the integrated reports as to whether there were genuine or just a show-
off by the reporting companies especially since they hardly demonstrate how each of the reported
capitals are operationally relevant to them (Haji & Anifowose, 2016; Setia et al., 2015; Solomon
& Maroun, 2012). However, Santis et al. (2019) argue that in order for firms to create and sustain
long term value, the six <IR> capitals as provided by the IIRC Framework is a must even if they

may not be of equal importance towards value creation. Albertini (2019) note that whereas there
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are six capitals that companies should report about, they tend to only report on a few like financial,
social and human capitals and less on other capitals and therefore concludes that companies have
not been successful in reporting on all the six <IR> capitals with equal treatment. On the other
hand, authors like Brown and Dillard (2014) and Milne and Gray (2013) criticize the use of
multiple capitals due to heavy value put on the investors.

Santis et al. (2019) examine how 135 firms report non-financial aspects specifically the
intellectual capital in their 2014-2016 integrated reports among firms in the 1IRC database and
find that 84 integrated reports reported at least two of the six capitals provided by the 1IRC
Framework, 100% of the integrated reports provide financial capital, 38% of the firms issued a
single capital especially the financial capital aspect, those with manufactured capital are just 51%
while those on natural capital are 62% becoming the two least reported. From this, it is regrettable
that firms only concentrate on financial capital even when the report is dubbed integrated. Kardes
& Yesilgelebi (2018) while studying 256 <IR> reports from 2011 to 2016 in the IIRC database by
2017 find just 51 reports out of 256 had firm capitals disclosed in their reports.

Setia et al. (2015) provided the “first initial evidence on the impact of the introduction of
integrated reporting regulation, followed by limited guidance to preparers, on the nature and extent
of disclosure of capitals” (p. 397) and used the categorizations of the IIRC framework, using 37
disclosure items, four capital categories (human, natural, social & relationship and intellectual
capitals) and content analysis method of 10 major South Africa firms listed Johannesburg Stock
Exchange but 10 is actually not representative sample in their study to find out the <IR> of listed
companies. They applied predefined disclosure coding technique using the 1IRC framework for a
firm’s value creation and used some of the capitals provided by IIRC, providing initial evidence

concerning the extent of adoption of <IR> in South Africa, which mandated the reporting practice



and the extent to which capitals are disclosed and thereby extended the study by Solomon and
Maroun (2012) on <IR> in South Africa who assessed capitals of intellectual, relational and human
type.

However, Setia et al. (2015) study only studies four capitals, which are natural, human,
social/relationship and intellectual only compared to the six capitals provided by the 1IRC (2013)
framework. Yet Doni et al. (2016) in their study on the reporting on <IR> capitals among South
African companies find that reporting to be weak, as most capitals are not well reported and
provides an example of intellectual capital.

Singh and Narwal (2016) carries a study on electronic companies in India with a purpose
of empirically finding out the nexus between intellectual capital and profitability. Through a
regression analysis, they establish a significant relationship between human capital and
profitability at a significance level of 5%. There are other similar studies that have supported the
influence of a firm’s <IR> capitals on financial performance, as earlier articulated. However, while
some studies have supported the existence of the relationship, some other studies have note.

Apart from the issue of mixed results on the influence of a firm’s <IR> capitals on its
performance, the question of robustness of a number of <IR> capitals included in the integrated
reports of organizations; and whether the robustness is related to financial performance still
remains. This study is to the best of the researcher’s knowledge, the first of its kind to measure
quality of <IR> from the viewpoint of a firm’s <IR> capitals (using all the six capitals of [IRC
framework) in the context of mandatory reporting jurisdictions and its impact of financial
performance.

According to Dilling and Caykoylu (2019), NFR is still in its infancy even if it has been

around for some time. <IR> as a novel approach that combines NFR as well as the traditional
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reporting on financial information is by extension at an infancy stage too. Whereas there has been
increasing adoption of <IR> model, Camilleri (2018) notes that fewer scholars have taken an
optimistic view of <IR> due to ambiguous definitions of terms and meanings of concepts like the
capitals. The researcher reiterates that a notable number of researchers find a significant

information gap between what firms report and what financial markets expect them to report.

Sarioglu et al. (2019) note that the extent to which companies adopt <IR> and its value
creation essence draws significant debates. Whereas many companies worldwide have made
efforts to report on both their financial and sustainability performance, concerns still remain on the
quality of information reported (Setia et al., 2015). Rensburg and Botha (2014) argue that whereas
there has been increased corporate reporting by listed companies, the value relevance of such
reporting to stakeholders is not clear. Pistoni et al. (2018) note that whereas the benefits of <IR>
to stakeholders and efforts to ensure widespread adoption of <IR> are notable, the model is still
scarcely adopted among most companies and the IIRC is yet to be fully implemented. Stubbs and
Higgins (2018) is of the view that most of the organizations that practice <IR> do so on a voluntary
basis and actually it is too early to regulate the corporate reporting practice. They however contend
that <IR> will be a corporate reporting norm over time with more firms adopting the practice.
Adams (2015) advocates for more research on how <IR> can contribute to accounting

development and sees this as a basis for further research on <IR>.

Several other researchers have undertaken empirical studies on the concept of <IR> and
have pointed out missing gaps in the concept and its practices. Perego et al. (2016) note that
whereas <IR> is seen positively especial among early adopters, the development of the field

remains controversial and consensus on its business value remains an open question. They through
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a qualitative study, taking interviews with experts in the academic literature of <IR> to find their
views find that they perceive the field as fragmented, and find that experts in the field of <IR> see
most companies as having a weak appreciation of the business value of <IR>. Elda et al. (2017) in
their study on NFR in South Africa argue that <IR> is still at a development phase given the gaps
on reporting on social, environmental and governance aspects and the gap gets even worse when
it comes to mandatory <IR>. Van Zyl (2013) in their study concerning the acceptance of <IR> by
companies in South Africa for those listed on the JSE find that the new reporting framework had
led to quality improvement in relaying sustainability information although they note that the level

of integration of information reported is still very low.

Rivera-Arrubla et al. (2017) examines the quality of annual reports from 91 firms that were
part of the IIRC’s pilot programme on the issues of governance, materiality and business model
and find that they can be described as medium levels of disclosure. Pistoni et al. (2018) assess the
quality of <IR> of 116 reports issued by diverse firms from 2013 to 2014 and argue that the quality
of <IR> is low. They also note that whereas firms endeavor to issue integrated reports, their reports
have scarce information disclosed on issues like the capitals of the firm and the value created and
actually they care more on the form rather than the content. Simnett and Huggins (2015) call for
academics to independently and expertly study the value proposition of the 2013 IIRC framework.

The current study thus heeds to the call to contribute towards filling the noted gaps.

Alghusin (2015) note that whereas there have been numerous studies on the relationship
between leverage and profitability, the conclusions have not been decisive since some show that
the relationship is positive while others show that the relationship is negative. Singh and Narwal

(2016) in their study on intellectual capital and firm profitability in Indian electronic companies
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find a negative association among firm size and profitability which means that those firms that are
large tend to be less profitable. The authors also find that that leverage does not have a significant
relationship with firm performance. Mixed results are also identified in literature on the impact of
firm size and leverage on financial performance. While researchers like Singh and Narwal (2016)
find a negative relationship between firm size and profitability and Gleason et al. (2000) note that
a negative slope exists in the relationship between leverage and profitability, for Dang et al. (2019),
they find firm size to be positively associated with profitability. Salah and Elewa (2018) argue that
whereas there are several studies on the nexus between firm size and profitability, their conclusions
differ with some exiting positive relationships and others depicting no relationship and the reasons

for the conflicting results may relate to sample size or business environments.

With mixed findings on the effect of both firm size and leverage on financial performance,
it points to lack of established conclusion on the controlling effect of the two variables on the
relationship between <IR> and financial performance and thus a gap to be filled. The focus of this
study is to analyze the role of both leverage and firm size in as far as their controlling effect is on

the relationship between the primary variables of the study.

2.8 HYPOTHESES DEVELOPMENT FOR THE STUDY

The key question of the current study is to find out if the level of quality of <IR> influences
financial performance of a company, which <IR> capitals are stronger out of the six in influencing
financial returns and whether control variables do affect the relationship between <IR> and
financial performance of firms. Whereas several studies have been undertaken in the field of <IR>,

there is scarcity of empirical evidence that can help in concluding on the business case of <IR>
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since some studies show a positive relationship, others a negative relationship and others a non-

relationship.

2.8.1 THE BASIS OF THE PRIMARY HYPOTHESES OF THE STUDY
According to Bini et al. (2010), signaling theory “posits that the most profitable companies
provide the market with more and better information” (p. 1). The signaling theory provides that
<IR> quality influences profitability of business companies (El-Deeb, 2019). Anifowose et al.
(2017) assert that signaling theory explains the relationship between a firm’s <IR> practice and its
performance. Signaling theory posits that the quality of a company’s reporting directly affects its
profitability (Kili¢c & Kuzey, 2018). According to Suttipun (2017) “agency theory may be able to
explain why <IR> can affect corporate financial performance” (p. 135). Therefore, theoretically,
it is assumed that signaling and agency theories may explain the relationship between <IR> and
financial performance of corporations. It is incumbent on scientific studies to demonstrate this
possibility. The aspect of the nexus of between the quality of <IR>and firm performance is studied
by examining two primary hypotheses:
a) There is no statistically significant relationship between disclosure quality of <IR> capitals
of a firm and its ROE.
b) There is no statistically significant relationship between ROA of a firm and the disclosure
quality of its <IR> capitals.
¢) There is no statistically significant relationship between the quality of overall integrated
reporting and financial performance.
2.8.2 THE CONTROLLING EFFECT OF FIRM SIZE AND LEVERAGE

The control variables are not a focus of this study and thus did not constitute a hypothesis

on their own. They are included to test the consistency of models from the primary hypotheses of
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this study which are the disclosure quality of <IR> capitals and the overall <IR> as dependent
variables and financial performance as the independent variable. The control variables verify the
stability of the model being examined in terms of the conclusions drawn (Sarstedt & Mooi, 2019).
The authors argue that “stability of the measurement means that if we measure something twice
(also called test-retest reliability) we expect similar outcomes” (Sarstedt & Mooi, 2019, p. 38).
Klarmann and Feurer (2018) note too that “control variables are an important tool to rule out rival
alternative explanations for the observed relationships” (p. 26). Stability helps to know whether
with inclusion of the control variable(s), the outcome of the relationship between independent
variable(s) and dependent variable is unchanged or changed. Control variables affect the
independent and dependent variables of a study and therefore it is safer to include them than not
(Spector & Brannick, 2011).

While controlling for leverage and firm size in the relationship between <IR> and financial
performance in their study in Nigeria, Kaura et al. (2021) find that there is a substantial correlation
between firm size and <IR>. The study also finds a positive correlation with regard to leverage
while negative for firm size. The current study is based on listed firms on JSE and NSX which
used <IR> in 2018 and 2019 in order to test the hypotheses of the study. A test of consistency of
the theory in the face of firm size and leverage as control variables is also tested. Based on the
possible explanations that the signaling theory as well as agency theory on the potential
relationship between <IR> and financial performance of firms, as well as the potential effect of
both leverage and firm size on the primary relationship under study, the following secondary

hypotheses were developed for this study:
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d) There is no statistically significant controlling effect of leverage and firm size on the
relationship between the quality of reporting on human, social & relational, financial,
manufactured, intellectual and natural capitals of a firm and its ROE.
e) There is no statistically significant relationship between the quality of overall integrated
reporting and financial performance in the presence of control variables of firm size and
leverage.
2.9 SUMMARY

The literature review chapter has identified and discussed the theoretical and conceptual
framework that guides this study. Whereas a number of theories have been identified by prior
studies as the basis for the concept of <IR> as has been discussed under the theoretical framework
section, Dilling and Caykoylu (2019), EI-Deeb (2019) and Fuhrmann (2019) argue that when it
comes to the relationship between <IR> and financial reporting, the relevant theory is the signaling
theory. Therefore, signaling and agency theories were selected for the current study given that they
are the relevant theories. The concept of <IR> has been extensively discussed. The IIRC
framework has been identified as the cornerstone of <IR> (Wen et al., 2017) and given its
international appeal in relation to <IR>; the six <IR> capitals of a firm have been adopted in this
study in line with the international integrated reporting framework. Literature review also provided
the research and empirical review on the relationships between disclosure quality of <IR> and
ROE. The same analysis was made when ROA is used as the measure for financial performance.
An overall <IR>measure was also discussed and empirical studies on how <IR> impacts financial
performance was discussed. Finally, the controlling role of firm size and leverage on the

relationships between integrated reporting and financial performance was discussed.



Gaps in theory, research and empirical reviews was provided. It was identified that there is
a gap in the use of the agency theories and signaling theories due to contradictions on their
usefulness in explaining <IR> and its likely outcomes as argued by Tjahjadi et al., 2020.

A gap in literature has been identified in relation to the relationship between <IR> and
financial performance as well as the controlling effect of firm size and leverage on the relationship
between <IR> quality and financial performance. This is due to mixed results on the relationship
between the various <IR> capitals and financial performance. It was identified too that while a
number of studies have been undertaken in relation to the relationship between the various <IR>
capitals of a firm and performance of the firm, researchers hardly use all the six capitals as provided
by the IIRC framework. The current study endeavors to fill this gap.

In conclusion, while the concept of integrated reporting has a sizeable number of benefits
like providing financial and non-financial information in one report with an integrated thing
approach, its value relevance has not yet been adequately established as identified by researchers
like Affan (2019) and Mahboub (2019). Besides, gaps in literature in terms of application of both
of signaling and agency theories has hardly been established due to mixed results where some
researchers like Dilling and Caykoylu (2019) support the use of theories like signaling while other
like Nurkumalasari et al. (2019) do not. The gaps in identified in literature review resulted in

formulating of five null hypotheses and their related alternative hypotheses.
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CHAPTER THREE

RESEARCH METHOD

The study endeavors to find out the relationship between <IR> and financial performance
of listed firms on sustainable stock exchanges in Africa. Mirza and Javed (2013) note that
“performance of firms is of vital importance for investors, stakeholders and economy at large” (p.
43). Financial performance is the major factor of assessing a firm’s performance (Khan et al.,
2015). <IR> has been shown to have potential in influencing financial performance of firms
although the debate on the subject is not conclusive given divergent findings (Nurkumalasari et

al., 2019; Vitolla et al., 2019a).

<IR> is the current corporate reporting paradigm (lvan, 2018), which provides the
opportunity to enhance the accountability as well as business sustainability (Sarioglu et al., 2019).
This is due to the ever-increasing demand for more transparency in corporate reporting especially
on the issue of providing more non-financial corporate information (Adegbie et al., 2019). This

points to the fact that there is still a need of finding out the prospects of <IR>.

<IR> is built around six capitals of a firm provided by the IIRC framework of 2013 (as
revised to-date), and these capitals are the manufactured, human, natural, financial, social &
relational as well as intellectual (Jian & Binghan, 2018). These six <IR> capitals form the
independent variables of the current study, while financial performance is the dependent variable.
However, since financial performance of a firm can also be affected by other factors, two key such

factors controlled in this study are the firm size and leverage.
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The problem that this study identifies is the need to establish the nexus between the quality
of <IR> and profitability in listed firms. Zhou et al. (2017) identify that while <IR> is becoming
popular worldwide, the momentum is constrained because of inadequate evidence of its business
value. Lipunga (2015) also argues “there is dearth of empirical studies on the subject worldwide”
(p. 132). Besides, empirical studies on <IR> are predominantly emerging in the developed world
but there is scarcity of studies in other economies (lyoha et al., 2017). Worldwide, there is a gap
when it comes to integrated reports mainly due to misunderstanding of the concept in the IIRC
framework (Eccles et al., 2019).

Two main methodologies are abundantly used in studies on <IR> and these are the
qualitative approach and the cross-sectional content analyses (Haji & Hossain, 2016). The authors
however note that there are gaps with the use of interview qualitative approach due to the
subjectivities involved and thus the cross-sectional content analysis is preferred for this study.
Solomon and Maroun (2012) uses a qualitative approach of content analysis by identifying how
themes of sustainability come from the various integrated reports and not using a predefined
coding technique. Therefore, the current study fills this gap by using quantitative content analysis
approach. Seyed et al. (2021) notes a gap in <IR> literature as most studies have relied on
conventional annual reports in their empirical studies instead of integrated reports.

This study endeavours to fill this gap in literature by relying on integrated reports from
mandatory <IR> jurisdictions. In a study on the value relevance of <IR>, Tlili et al. (2019) through
their research in South Africa on <IR> from 2006 to 2015 find that <IR> significantly influences
the value relevance of organizational capital (intellectual capital). The gap in that study is that the
authors base their conclusions on only one capital out of the six capitals of a firm. For an integrated

thinking of the IIRC framework, it is preferred to get an integrated view of the <IR> six capitals.
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Using firm value, Cooray et al. (2020) examine 117 integrated reports in Sri Lanka based
on the IIRC framework and find that while there has been increase in adoption of the IIRC
framework in integrated reports, this has not resulted in significant of firm value in Sri Lanka.
However, their work is limited by the size of the sample used, where their study was based on 39
companies. Helmina et al. (2018) uses a sample of 224 out of a population size of over 1,000 firms,
which is in effect a relatively small sample. Martinez (2016) equally studies the business value of
<IR> but use a small sample size, which reduces generalizability of their results. Stubbs and
Higgins (2014) note that if the sample studied is not representative the conclusions on the
phenomena being studied cannot be conclusive and or can at best be tentative until such a
methodology gap is addressed. Anifowose et al. (2020) examine the capitals in Asia, they do so
for 83 firms raising issue of generalizability and they do not consider how the quality of <IR>
affects financial performance of the firms.

Many studies on the subject of <IR> in South Africa have used a limited number of
companies in their sample. For example, among recent studies, Herbert and Graham (2021), in
their study of integrated reports of firms listed on JSE, they use 45 firms. Others who study the
<IR>among firms include Pitrakkos and Warren (2020) using 50 firms, Dube (2018) uses 40 firms
listed on the JSE in their study on <IR> quality. PricewaterhouseCoopers (2015) study integrated
reports from only 40 firms listed on the JSE. While the study by Anifowose et al. (2020) is one of
the most recent studies on <IR> and specifically on the <IR> capitals, they only use a sample of
83 which make their data limited in terms of representation and generalization of the results. They
identified this issue as one the limitations of their study. Haji and Anifowose (2016) use 82 firms
in their study of sustainability including firm’s capitals in the integrated reports. Moloi and Iredele

(2020) in their study on the <IR> quality in South Africa, base <IR> quality on the “Ernst and
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Young Excellence in Integrated Reporting Awards annual rating” (p. 1) in South Africa. While
this is a good basis, as it bases on <IR> capitals, it only includes 100 firms which may not be
representative sample of firms listed on JSE and also therefore not representative to a wider
Sustainable Stock Exchanges (mandatory <IR> jurisdiction).

Therefore, while they recognize the need for examination of value relevance of <IR> just
like the current study, they use a very small sample and also focus on differences in firm value
based on differences in <IR> quality. The findings of the current study overcome the issue of
representation and generalizability through use of sampled firms and using a large sample that was
selected through a scientific method.

Wang (2011) in their study in Taiwan and China uses time lag and finds time lag does not
change the nexus between intellectual capital like the aspect of structure of capital and financial
performance of a firm. This study fills the gap of using only one capital but maintains the time lag
between <IR> and financial performance in order to observe the effect of reporting on firm
performance. There is need to identify levels of <IR> since prior studies note varying degrees of
<IR> quality. Also, it is not enough that companies claim that they do <IR>. In Germany for
example, Beske et al. (2020) examine materiality reporting within integrated reports as well as
sustainability using 132 reports in Germany and find that firms report little amount of the
recommended <IR> content and hardly explain reasons for the information presented. Studies on
levels of <IR> quality show that firms lack quality reporting in some areas (Moloi & Iredele,
2020).

Most studies on NFR consist of single-case studies (Geerts et al., 2021). Winter and Zulch
(2019) also identifies that since 1960s information analysis has mainly been country specific and

explanatory. The gap here is that data analysis is to be country specific. The current study fills this
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methodology gap by taking interest in the firms listed on sustainable stock exchanges in Africa
that use <IR> as a rule and this resulted in firms listed on JSE and NSX which are sustainable
stock exchanges that fulfil the parameters of the study. Therefore, the study addresses the issue of
using a single-case study by undertaking the research on the <IR> mandatory disclosure
jurisdictions in Africa.

The dearth of empirical studies on <IR> especially in emerging and developing economies
notwithstanding, empirical studies carried out so far provide mixed results. Whereas studies like
Baboukardos and Rimmel (2016), Lee and Yeo (2016), Vitolla et al. (2019a), Affan (2019) and
Martinez (2016) establish an influence of <IR> on profitability, other studies like Nurkumalasari
et al. (2019) and Matemane and Wentzel (2019) find no significant relationship between the
variables while Dilling and Caykoylu (2019) find a negative relationship. Mrigakshi (2015)
conclusively notes that literature does not present any consensus on direction or strength of the
nexus of <IR> and performance of a firm. Additionally, there is a shortage of research when it
comes to the nexus between <IR> capitals of a firm and its profitability; studies either considered
fewer <IR> capitals or ignored relationships (Albertini, 2019; Eccles & Serafeim, 2015). By using
signaling theory that a firm’s quality of <IR> positively relates to its profitability (Dilling &
Caykoylu, 2019), this research sought to enrich the value relevance of <IR>.

The purpose of this study is to identify the nexus between <IR> and financial performance
in selected firms. Through employing a multiple regression analysis, the research examined the
nexus between the six <IR> capitals (independent variables) and profitability (return on Assets —
ROA and return on equity — ROE) and also controls for leverage and firm size. The study sought
to contribute towards establishing the value relevance of <IR> and has the potential to be beneficial

to firms that have adopted the reporting practice or that plan to introduce the practice. It opens up
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an area that had not earlier been studied, by examining the quality of the six <IR> capital
disclosures and how this impacts profitability of a firm from both internal and external perspectives
of a firm.

This chapter provides the research methods as well as the data collection procedure. It is
composed of the introduction to the methodology chapter, the research approach and research
design, the population and sample, as well as the research materials and research tools used in the
study. It provides the operational definitions of the variables used in the study, the study procedures
as well as the ethical assurances, data collection and analysis and lastly the summary of the chapter.
3.1 RESEARCH APPROACH AND DESIGN

Research approach and design refers a research view undertaken by a researcher as well as
the plan, procedure, assumptions that guide the methods of data collection as well as data analysis
(Creswell, 2009). The sections below discuss the positivism paradigm and correlational design,

the quantitative research approach and the content analysis methodology taken by the study.

The study applies quantitative approaches in testing the hypotheses of the research in line
with previous studies (Islam, 2021; Tlili et al., 2019). While examining the level of <IR>, some
researchers use quantitative research approaches. However, the researchers in some cases conduct
such qualitative studies as a complement to the quantitative studies and to enable provision of
explanations behind their findings (Adhariani & Sciulli, 2020) depending on their research
objectives. For the current study, quantitative research, which is the approach that enables
correlational research hypotheses testing was ideal.

This study employs a positivism research paradigm (Aliyu et al., 2014) given that it augurs
well with the research objective and hypothesis. A paradigm in a research study refers to the

predominant philosophy that a researcher uses to conduct research (Ogunbiyi et al., 2014). The
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paradigm defines the philosophy that orients a researcher while undertaking a study (Kivunja &
Kuyini, 2017). Burke (2007) observes that “philosophy can be defined as the questioning of basic
fundamental concepts and the need to embrace a meaningful understanding of a particular field”

(p. 476).

While there are a number of research paradigms, the major ones identified in literature are
four: Positivist, Interpretivist/ Constructivist and Critical /Transformative and lastly Pragmatic
which borrows elements from the other three (Kivunja & Kuyini, 2017). In a study by lofrida et
al. (2018) of 133 papers, they find that 73 % use interpretivism paradigm while 24% are positivist
and the rest take shared characteristics of the paradigms. Thus, research demonstrates that the
major paradigms are interpretivism as well as positivism although the latter seriously trails the

former.

Positivism paradigm takes an epistemology approach that asks what a researcher can know
in a given research pursuit compared to ontology (tailored to interpretivists) that concentrates on
questions on nature of reality or existence of a phenomena and the assumptions made to believe

that something is actually real and exists (Kivunja & Kuyini, 2017).

The positivist paradigm fits the current study in that it seeks to pose and test hypotheses,
results are expected to be quantifiable and generalizations can occur basing on the validated
knowledge (Kivunja & Kuyini, 2017). It is also referred to as the functionalist paradigm, which
identifies with the searching for explanations of a social phenomenon basing on a realist or logical
view of things with the approach of measuring, evaluating and monitoring the aspect under study
(Burke, 2007). On the other hand, interpretivism relates to understand the context, characteristics

of an individual and more qualitatively inclined to understand the social world rather than making
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universal assumptions or generalizations (ldika & Waribugo, 2015). Thus, the interpretivism

paradigm does not fit the current study.

The research objective seeks to establish the nexus between <IR> and financial
performance of listed firms. It takes a positivist approach based on the nature of the study, which
is quantitative and correlational. This is in line with prior empirical studies that conduct surveys,
quantitative research methods and correlational design to investigate research problems (Rafiq et
al., 2020; Rashid, 2015). Mngwengwe and DIlamini (2020) note that positivism is that it strives to

investigate, confirm, and predict law- like patterns of behaviour” (p. 10).

Taking a positivist research approach and correlational design is helpful in enabling the
study to test its hypotheses in relation to the presence or absence of disclosure of the six <IR>
capitals. It enables the study to identify how the quality of reporting is related to the financial
performance of a firm; a basis of which the value relevance of <IR> would be identified. A
correlational research design is a popular design that examines the relationship between variables
of a study and therefore suitable for the current study (Russell, 2005) and is a suitable strategy in
testing hypothesis (Bukvova, 2009). The use of positivism approach as well as correlational
research design coupled with the quantitative approach gives assurance on the quality of the study
and these are methodology approaches appropriate in achieving the aims of the study in line with

the observation by (Norkett, 2013).

3.2 POPULATION AND SAMPLE OF THE RESEARCH STUDY
This section describes the population as well as the sample that is used in the current study.

It also provides reasons behind the choice of the population as well as the sample to be used.
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By definition, population is a term used to consist of objects or subjects of interest to a
given study which satisfy specified characteristics while a sample is a selected number of elements
from the population (and thus a subset of the population) to be used in a given study in order to
infer or draw conclusions about the population (Umair, 2018). A selected sample should be
reflective of underlying population parameters if it is to represent it (Suresh & Chandrashekara,
2012).

Given the title of the study; “the nexus of Integrated Reporting and Financial Performance
in firms listed on sustainable stock exchanges in Namibia and South Africa”, the appropriate
population is the firms that operate on NSX and JSE given that they mandate <IR>. According to
the lists of firms listed on websites of the stock exchanges, JSE has 477 listed firms while NSX
has 50 listed firms fulfilling conditions of the study. Hence the total population for the study is 527
firms.

The sample of the current study is selected from the firms listed on JSE and NSX. Given
that the population size is 527 firms, there was need to determine which sample of firms to use for
the study. The study design influences the sample size to be chosen; while correlational studies
require hundreds of data, case studies on the other hand require smaller samples (Hanga & Johargy,
2014). This study uses the correlational research design and therefore required a sizeable sample
size.

Determining a representative and adequate sample size for a study is a critical step in
research protocols because it is not only linked to statistical significance and representation of the
population but also has implications on the expenses and relevance of the results, therefore it is

crucial to use an optimum size of sample in any scientific study (Suresh & Chandrashekara, 2012).
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In all cases, the sampling size needs to be statistically representative of the population so as to
enable reaching of inferences about the population of interest (Umair, 2018).

To arrive at the sample size, there are a number of ways that it can be done. These include
using a desired level (degree) of precision (Bellera & Hanley, 2007), the required power to detect
statistical significance (Suresh & Chandrashekara, 2012) and perhaps the most popular is using
Slovin’s formula (Ansar et al., 2017). The formula to be used in determining a sample size depends
on study design and the kind of information available to the researcher (Chander, 2017). The size
is dependent on the study design chosen as well as the type of hypotheses made prior to beginning
of a study and it influences statistical inference from the study. Slovin’s Formula of determining
the sample size in a scientific study is used where both the margin of error as well as the population
size is known and in cases where the population size is less than 1000 (Syahrizal et al., 2020).
According to Tejada and Punzalan (2012), Slovin’s sampling formula to determine sample size is
n =N < (1 + Ne?) where n is the sample size, N is the population size, and e is the error tolerance

(margin of error).

In the current study, since the population size is a given and the margin of error
predetermined was specified to be 5%; given the fact that the population size of this study is less
than 1000 firms, using Slovin's sampling formula is ideal. By calculations using Slovin's formula,
sample size is 227. This method is used in other scientific studies too where the population size as
well as the error level are known (Atmadja & Saputra, 2018; Farman et al., 2019; Pawoko et al.,

2019; Sadiartha & Apsari, 2019).

In research, to reject a true null hypothesis is to commit type I error (o) while if otherwise

false (which is the correct conclusion), it would mean the power is 1 — § where 3 is type II error
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(B); on the other hand, if a researcher fails to reject a true null hypothesis (1 - a), then the researcher
is committing Type II error (Kim, 2015). The relationship between B (risk of missing an effect)
and o (risk of finding an effect) is 4-to-1 (Brunnstrom & Barkowsky, 2018). The current study

assumes an o of 0.05 and since Power is B equal to 0.2, the resulting the Power of the study is 0.8.

To arrive at the list of firms that comprise the of 227 firms, there is need to identify a
sample selection technique to use. There are generally two broad ways of selecting the sample, the
probabilistic as well as non-probabilistic sampling. Schreuder et al. (2001) notes that probabilistic
as well as non-probabilistic sampling methods have their unique roles in enabling a researcher to
understand a question at hand. However, they note that cost and practicality of using one method
over the other come into play in deciding which one to use. Additionally, what the researcher
intends to find out should be important in enabling the researcher to decide which method is more
feasible.

According to Tansey (2007), probability sampling has the advantages of avoiding selection
bias, enables a researcher to generalization about the population based on the sample, but has the
disadvantage of omitting some of the key respondents given the chance selection. The author notes
key advantages of non-sampling to be the control the researcher has on the selection process,
inclusion of key respondents by purpose while disadvantages emanate mainly from more bias in
selection of respondents and limited generalization prospects.

In view of the objective and topic of the current study, a probabilistic sampling approach
is chosen to gain on the advantages of the method of avoiding bias in selection as well as enabling
generalization of the results of the study. A probabilistic technique (taking an example of stratified
random sampling) is a sampling technique, which uses probability or giving equal chances of all

elements in the population to be selected for inclusion in the sample while a non-probabilistic
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technique (for example the convenience sampling) does not provide an equal chance of
representation in the sample (Umair, 2018).

In the current study, given the sample size of 227 firms selected from the population of
527, by using a stratified sampling technique whereby the percentage of the NSX firms to total
population is 9.5% (50/527*100) and 90.5% for JSX (477/527*100), the applicable number of
firms to select as part of the sample for NSX is 22 while for JSE 205. To arrive at the list of those
firms, the study used simple random sampling technique based on excel-generated random
numbers between the first and last firm in the sample frame for each of the two strata (JSE and
NSX).
3.3 MATERIALS/INSTRUMENTATION OF RESEARCH TOOLS

The intention of this section is to discuss the materials/instrumentation of data collection
tools or instruments used to gather the data for the study. It is noted from literature that the kind
of data needed to answer a given research question determines the data collection tools to use in a
study (Johnston, 2014). Research can either be based on primary data or secondary data or even
using both techniques depending on which type of data answers the research question (Akinleye
et al., 2019; Osang et al., 2013). While most scientific studies base their findings on primary data,
researchers are increasingly gaining interest in using secondary data in empirical studies
(Nicholson & Bennett, 2009; Unachukwu et al., 2018). However, “secondary data analysis remains
an under-used research technique in many fields” (Johnston, 2014, p. 620) and this study is a
further contribution to the use of secondary data in research.

The section below discusses both the primary and secondary data tools and the reason for
using secondary data collection tool. A conclusion is provided at the end.

Primary data refers to the type of data that a researcher directly collects from the
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respondents (Osang et al., 2013). It is the raw data collected firsthand to address a current problem

(Unachukwu et al., 2018).

Primary data is more current, accurate and can provide information with more accuracy
compared to secondary data (Osang et al., 2013). The authors also note that the researcher
collecting primary data can do probing in order to understand better or get more information from

the respondent to clarify the data collected and the data can be collected with more accuracy.

Collecting primary data can be time consuming, and there can be some influences of either
the respondent or the researcher if not controlled (Niraula, 2019; Osang et al., 2013). However,
depending on the research question, primary data collection may be the only way to get the

required data and therefore regardless of its limitations, the researcher would need to use it.

The data collection tools used in primary data collection are mainly interviews,
questionnaires, focus group discussions, telephone surveys, observations, and analysis of text or

visual materials (Gill et al., 2008; Niraula, 2019; Osang et al., 2013; Paradis et al., 2016).

Secondary data refers to the collection of already existing data (Osang et al., 2013). It is
data that has been collected by a different person or institution to the one using it, with a different
purpose and at a different time (Osang et al., 2013; Panchenko & Rahman, 2017; Samovilova,

2020; Unachukwu et al., 2018).

Secondary data collection can be cost and time efficient especially those that are internet-
based which facilitates quick access to quality data (Benfield & Szlemko, 2006; Niraula, 2019;
Unachukwu et al., 2018). Advances in the use of technologies have resulted in more accessibility

of secondary data and this is a great advantage to the users of the data including researchers
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(Johnston, 2014; Panchenko & Samovilova, 2020). Data available on the Internet usually do not
require author’s extra permission for their use since it is information available for public use
(Bowen, 2009).

Secondary data published in both print or online data from reliable sources is efficient and
ready to use since it is data cleaned by the professionals, accurate, edited and covers wide subject
matter thus embodying qualities of good data for research especially if it is published by
corporates, government institutions, or other credible agencies (Bowen, 2009; Cheng & Phillips,
2014; Niraula, 2019; Olabode et al., 2019; Unachukwu et al., 2018).

Replication of studies based on secondary data can easily be done since the data is readily
available without alterations (Bowen, 2009; Niraula, 2019) and can as well help a researcher to
understanding a research problem and have its wider view (Unachukwu et al., 2018). Besides,
secondary data can provide a foundation to collect primary data and also provide ideas to be
exploited (Unachukwu et al., 2018).

Secondary data provides a researcher with rich and large amount of data (Olabode et al.,
2019) and can as well help to corroborate the primary data and lead to verification of validity of
primary data (Unachukwu et al., 2018). Additionally, there is no influence of either the investigator
or respondents during data collection, which reduces any biases in using of secondary (Bowen,

2009).

Data compiled in a document (secondary data) is for a specific purpose and may not be
able to address all the concerns of a specific research (Bowen, 2009). Additionally, some of the
variables that a researcher may be interested in may lack details and due to lack of probing, the

researcher is limited in gaining adequate data from the respondent (Cheng & Phillips, 2014).
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Accuracy as well as reliability of the data collection tool used by third party is sometimes
in question especially because the researcher using secondary data does not have access to the
primary data collection tool (Unachukwu et al., 2018).

Secondary data may not be exhaustive to answer a research question given that it was
collected for a different reason and the researcher using secondary data may not understand the
concept in which the data was collected (Cheng & Phillips, 2014; Mirza et al., 2019; Niraula,
2019).

Secondary data may be outdated and, in some cases, data difficult to retrieve due to
restrictions in use (Bowen, 2009; Niraula, 2019; Unachukwu et al., 2018) or even sometimes a
researcher experiences missing data (Aguinis et al., 2019). This may limit the quality of secondary
data (Osang et al., 2013).

The key secondary data tools are computer databases of institutions, government
publications, company records, published financial report and reports from the industry provided
by the media (Akinleye et al., 2019; Niraula, 2019; Osang et al., 2013). According to Paradis et al.
(2016), secondary data collection tools are “newspaper or research articles, governmental reports,
organization policies and protocols, letters, records, films, photographs, art, meeting notes, or
checklists” (p. 264). The data collection tools according to Panchenko and Samovilova (2020)
includes statistical databases as well as research papers.

The advantages of using secondary data outweigh its limitations. Johnston (2014) cautions
that whereas secondary data is flexible in its use, empirical studies that use it should base on
systematic methods and procedural steps to guarantee quality research just like in primary data. In
conformity to the methodology in primary data usage, secondary data exploitation should follow

the steps of defining of research problem, reviewing of literature, formulating of hypotheses of the
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study, data collection, analysis and interpretation and thereafter documenting the results in a
scientific report (Niraula, 2019). Being secondary data does not mean it is of secondary value
compared to primary data. Johnston (2014) notes, “secondary analysis is an empirical exercise that
applies the same basic research principles as studies utilizing primary data and has steps to be
followed just as any research method” (p. 619). Unachukwu et al., (2018) too, observe that
secondary data research follows a rigorous systematic methodology whose results are no less to

the primary data approach thereby making the research method increasingly prevalent.

The use of data from mandatory <IR> jurisdictions have the advantage of avoiding
concerns of self-selection of information to report which can arise with use of integrated report on
voluntary basis (Barth et al., 2017). However, in mandatory <IR> jurisdictions like South Africa,
firms still apply discretion on content of reports which rises into variations in quality of integrated
reports from these firms. As investors and management are sensitive on quality of the integrated
reports as well as its economic benefits, empirical studies to establish value relevance of <IR> as
well as quality of reporting in mandatory jurisdictions is ideal (Moloi & Iredele, 2020). Besides,
according to Anifowose et al. (2020), although there have been voluminous empirical studies on
the subject of <IR>, the aspect of <IR> capitals and the quality of their reporting is still insufficient.

Yet, the overarching concept that underpins integrated thinking and thus <IR> is the use
and effect on an organization’s <IR> capitals (Almasan et al., 2019). The concept also depends on
the quality of a firm’s reporting of different <IR> capitals as well as their capability of generating
value using those resources (Tlili et al., 2019). IIRC framework promotes integrated thinking based
on a firm’s six <IR> capitals as inputs and outcomes in its pursuit for creation of business value
(Dumay et al., 2017). Therefore, given that integrated reporting is a listing rule in the selected

sustainable stock exchanges of NSX and JSE, compliance to disclosure as well as ease of
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availability of published integrated reports are expected. Getting data from <IR> mandatory
jurisdictions would enable the researcher in attaining the objectives of the study.

Besides, prior research identify need for further research in mandatory jurisdictions like
South Africa. The study by Tlili et al. (2019) identify that the quality of <IR> influences financial
performance of firms in South Africa. The authors point out to the need to expand inquiry with
new data after 2016 and also to increase the number of the capitals investigated. The current study
fills these gaps. The study aimed at establishing the value relevance of <IR> through articulating
the relationship between <IR> capitals and financial performance. Also, it has been observed that
most studies on NFR were conducted in developed countries leaving other jurisdictions
underserved (Meutia et al., 2021) and therefore, a selection of both Namibia and South Africa
contributes to filling this gap.

While selecting a data collection tool to use, in addition to considering the data collection
tool relevance to answering a research question, researchers choose a data collection tool
considering the aspects of expenses involved, the time it takes as well as the ease with which the
data can be collected (Spurlock et al., 2008). It is worth noting too that secondary data analysis is
applied when a study wishes to use existing data in order to answer a given research question

(Johnston, 2014).

The current study relies solely on secondary data sources. Secondary data can be qualitative
or quantitative. In this study, data is collected from integrated reports as sentences or words that
depict presence or absence of the six <IR> capitals of a firm. Through coding, this data is converted
into quantitative data. Data collected from the reports too relate to financial performance as well
as firm size and leverage, which are outright quantitative data. Prior studies on content analysis

with regard to <IR> have used secondary data (Affan, 2019; Dilling & Caykoylu, 2019; Lipunga,
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2015; Zhou et al., 2017).

The current study uses the content analysis methodology whereby information is codified
and classified based on the research question. It is based on document analysis and secondary data
or desk research. Bowen (2009) urges that “document analysis is a systematic procedure for
reviewing or evaluating documents—both printed and electronic” (p. 27). In cases where
secondary data is sufficient to reach the objective of a give research study, primary data is not
called for (Martins et al., 2018; Unachukwu et al., 2018). The relevant data collection tools for the
study were published integrated reports for firms listed on JSE and NSX for trading of shares. The
secondary data used relates to the years 2018 and 2019. Given the high-quality requirements of
stock exchanges concerning publishable reports of this magnitude, the data from these secondary

sources can be trusted to provide the kind of data needed for the study.

Data collected from integrated reports of the selected firms listed on JSE and NSX was
captured in form of words depicting the presence or absence of the six <IR> capitals of the firm
following the 1IRC Framework. This data has a code of 0 (denoting the absence) and 1 (denoting
the presence) of the given <IR> capitals of the firm; a methodology adapted from prior studies
(Boolaky, 2011; Lipunga, 2015; Kili¢ & Kuzey, 2018). Data on financial performance, firm size

and leverage was also collected.

The instrument used to collect research data were the integrated reports for 2018 and 2019
published on JSE and NSX and relevant firms selected which are reliable and valid sources of data.
To collect the data for the independent variables (the six <IR> capitals of a firm), textual data was
collected from the 2018 integrated reports basing on the checklist of indicators to form each <IR>

capital. The indicators are adapted from Setia et al. (2015) and Anifowose et al. (2020) who
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actually base themselves on the IIRC framework checklist. This is publicly available data for use
basing on published peer reviewed articles and the indicators for <IR> capitals of a firm contained
in 1IRC (2013) framework publication (which were maintained in the revised version of 2021).
The data collected on quality of <IR> from the integrated reports of firms listed on JSX and NSX
was based on the presence or absence of the indicators of the six <IR> capitals reflected in table

1.
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Table 1

49 Indicators of the Six <IR> Capitals

Social and Manufacture Financial
Human Natural Intellectual
relational d capital capital
capital capital capital
capital
The .
Employee Corporate Debt, equity
Customer .
production of ,
competence  CO2 or grants;
governance
health safety
.. goods or the Lo
and emissions operations;
and privacy rovision of
capabilities P investments
services
Employee Energy Customer Information
experience consumption  satisfaction Intellectual on buildings  Information
property .
on equity
share capital
Relations Information
with technology
Employee Amount  of Information
competitors  and
loyalty and waste on equipment
(e.g., anti- information Information
motivation
competitive  systems on debt share
behaviour) capital
Infrastructure
Employee Environment  Relations (such as
diversity al accidents  with suppliers Research and :
development roads, ports, Information
on
bridges, and government

grants
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Involvement
in  cultural
projects
Relations
with
legislator,
regulators
and  policy
makers
Relations
with business
partners
Corporate
culture
Claims and
lawsuits
Relations
with

employees

Note. Adapted from Integrated capitals reporting and companies’ sustainable value: evidence
from the Asian continent, by Anifowose, M. et al., 2020, p. 588; Integrated reporting in South
Africa: Some initial evidence, Setia, et al., 2015, p. 414; The international < IR> framework,

International Integrated Reporting Council, 2013, pp. 11-12.



The 1IRC framework of 2013 was revised in 2021 but the six <IR> capitals were
maintained (IIRC, 2021).

While the textual data was collected on the presence of each<IR> capital in conformity to
past studies, the textual data is converted into quantitative data through coding processes. For the
dependent variable (financial performance) as well as control variables (leverage and firm size),
quantitative data was also collected directly from the integrated reports.

In literature, data collection from integrated reports from websites of the companies has
been used by prior research as a scientific way of collection of secondary data (Jerico & Utami,
2021).

3.4 OPERATIONAL DEFINITION OF VARIABLES

The study sought to establish a relationship between <IR> and financial performance of
firms listed on sustainable stock exchanges in Africa. The study’s intention was to find if the null
hypotheses hold. The hypotheses are composed of the variables of the study whereby there are six
independent variables (six capitals of a firm), and one general independent variable (which shows
the overall <IR> built from the capitals), two control variables and one dependent variable.
Specifically, the variables are:

a) Financial Performance. This is the dependent variable.

b) <IR> quality: This is an independent variable.

¢) Quality of disclosure of human, social & relational, financial, manufactured, intellectual
and natural capitals. The <IR> capitals are independent variables.

d) Leverage: This is a control variable.

e) Firm size. This is a control variable.
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3.4.1VARIABLE 1. FINANCIAL PERFORMANCE

Assessing financial performance depends on using financial ratios but the choice of which
methods to use depend on the purpose of study (Myskova & Hajek, 2017). Financial performance
in this study is represented by Return on Assets (ROA) as well as Return on Equity (ROE) in
conformity with prior studies (Affan, 2019; Albertini & Berger-Remy, 2019; Dey, 2020; Mohamad
et al., 2014). Financial performance is the independent variable of the study. Albertini and Berger-
Remy (2019) note that “ROA and ROE are generally accepted standard measures of financial
performance found in strategy research” (p. 222). Dey (2020) sees ROA as the commonly used
indicator to measure a firm’ profitability. The ROA is defined as ratio of net income to total assets
in line with prior studies (Lee & Yeo, 2016; Nurkumalasari et al., 2019). ROE is defined as ratio
of net income/total equity (Cosmulese et al., 2019; and Vitolla et al. (2019a). Data on net income,
total equity, and total assets were collected from the 227 sampled firms basing on their 2019
integrated report.

One of the key proxies used for performance is firm value measured by Tobin’s Q (which
is the quotient between the sum book value of liabilities & market value of equity and total assets)
as noted by Lee and Yeo (2016). However, profitability remains the key indicator defining
financial performance. Ghofir and Yusuf (2020) while identifying the major issue that investors
pay attention to notes that “financial reports provide all the information needed for stakeholders,
especially investors, and what investors pay attention to is profit as a proxy for management
performance” (p. 218). While relating ROA and ROE to Tobin’s Q representation of firm
performance, Ishaq et al. (2021) notes that ROE and ROA can represent efficiency measures of
firm performance. However, Khatab et al. (2011) argue that whereas Tobin’s Q can measure level

of delivery on corporate governance, ROE and ROA are for firm performance.
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3.4.2 VARIABLE 2. QUALITY OF <IR>

The quality of <IR> refers to the overall picture of integrated reporting which comes from
the ratio generated from disclosure of each of the six <IR> capitals. Most studies on <IR> quality
use a scoring approach (Dumitru & Dragomir, 2021) and this gives basis for its use since the
method enables the study to achieve its objectives. <IR> quality measured is represented by the
following equation in line with prior studies (Affan, 2019; Boolakay, 2011; El-Deeb, 2019; Islam,

2021; Kilig¢ & Kuzey, 2018; Lipunga, 2015).

n
IRI = Xij
t=1

Nj 1)
Note. Equation 1 was adapted from Lipunga, A. M. (2015). Integrated Reporting in
Developing Countries: Evidence from Malawi.
Where:
a) IRl is the <IR> index
b) n; is the number of indicators for the j™ firm while Xij refers to the i indicator of the
disclosure.

The quality of <IR> is an independ variable in the study.

To come up with the comprehensive view of the <IR> quality, the sum of all dummy
measurements of presence or absence of disclosure of the six <IR> capitals in integrated
reports is taken in line with other prior studies like (Affan, 2019; Islam, 2021). The quality of
<IR> is identified as the number of indicators reports in each capital and then cumulative
frequencies of reporting for all the <IR> capitals divided by the maximum number expected
indicators to be disclosed. This measurement approach is consistent with (Affan, 2019; El-

Deeb, 2019; Kili¢ & Kuzey, 2018; Lipunga, 2015). Cooray et al. (2020) argue that <IR> quality
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is increasingly becoming an important measure to demonstrate firm’s value creation process
and as an effective communication tool to send signals to external stakeholders.

Alignment method is used in this study to come up with the <IR> index as an indicator
of <IR> quality. Through content analysis and in line with Tiron-Tudor et al. (2020), the study
adopts a binary scoring approach in measurement of the alignment levels of the integrated
reports the <IR> capitals as provided by the IIRC framework with 1 if the indicator among the
49 indicators of the capitals is reported and 0 if not. The authors note that the scoring can be
replicated even in other studies in determining alignment levels of integrated reports against
the provisions of the 1IRC framework. The higher the <IR> quality score, the higher the
alignment of the report with the 1IRC framework and therefore the better the score (Tiron-

Tudor et al., 2020).

3.43VARIABLE 3. QUALITY OF <IR> CAPITALS
The quality of disclosures of the <IR> capitals is represented by HCDI, NCDI, SRCDI,
ICDI, MCDI, FCDI, where:
a) HCDI is Human Capital Disclosure Index
b) NCDI is Natural capital Disclosure Index
c) SRCDI is Social and relational Capital Disclosure Index
d) ICDI is Intellectual Capital Disclosure Index
e) MCDI is Manufactured Capital Disclosure Index
f) FCDI is Financial Capital Disclosure Index
The disclosure quality is represented by the ratio between total scores of indicators in each
capital to expected maximum score in line with prior studies (Kili¢ & Kuzey, 2018; Lipunga, 2015;

Nurkumalasari et al., 2019). The quality of disclosure of each <IR> capital is an independent



variable. The form of data in this study is secondary data and the variables are in line with prior
studies with regard to <IR> (Affan, 2019; Dilling & Caykoylu, 2019; Zhou et al., 2017). The data
on <IR> capitals was collected from published integrated reports of sampled firms listed on the
NSX and JSE for the years 2018. From the reports, data for each <IR> capital was collected and
recorded in an excel worksheet basing on absence (denoted 0) or presence (denoted 1).

In accordance with prior studies, the 1IRC framework is used in determining the <IR>
scores/index based on disclosure scores identified from integrated reports (Dube, 2018). (Dey,
2020) use an <IR> index based on the 1IRC framework and also use content analysis in measuring
the adoption of <IR> among the firms.

Self-constructed measures are applied in corporate reporting in case of lack of a
comprehensive database on intended disclosure (Dey, 2020). Without generally accepted metrics,
self-scores can be used in empirical studies (Dilling & Caykoylu, 2019). Generating an <IR> index
through self-constructed disclosure index is a realistic scientific methodology used in prior studies
and is widely used in determining the level to which integrated report content is aligned to the
IIRC framework (Tiron-Tudor et al., 2020). Data collection, measurement and analysis performed
through self-scoring using content analysis of <IR> is adopted by this study in reference to prior
studies (Herbert & Graham, 2021).

Dey (2020) recognizes that self-constructure <IR> scores can have subjective judgment or
biases. In their study on <IR> in South Africa, Lee and Yeo (2016) do use self-constructed
measures of <IR> ranging between 0 for non-compliance to 5 for strong compliance with the <IR>
framework in coming up with <IR> index. Moloi and Iredele (2020) in their study on the <IR>
quality in South Africa, bases <IR> quality on the <IR> ratings by Ernst and Young in South

Africa and the measure they used in coming up with <IR> quality was 4 for excellent, 3 for good,
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2 for average and 1 for poor or where progress needs to be made. However, the use of a range of
<IR> index scaling is criticized for relying heavily on self-judgements of the scores (Healy &
Palepu, 2001). According to Tiron-Tudor et al. (2020), while <IR> raters like in the Ernst &Young
Awards do rate integrated reports for firms on JSE based on their quality levels by using attributes
of poor, good and excellent, they observe that using a scale scoring model like this implies high
subjectivity which is closely linked to the user’s previous experience and professional judgment
and what may be excellent for a given rater or user may actually be bad to another rater or user.

Depending on the objective of a study, a content analysis scoring model can either be
weighted or unweighted (Winter & Zilch, 2019). A method that minimizes the biases in self-
constructed measures of an <IR> index is use of a binary score of 0 (non-disclosure) and 1
(disclosure) an <IR> index item (Dey, 2020). This is the same method used in this study to greatly
minimize the impact of self-constructed scores. Besides, the researcher conducted a corroboration
of the results with similar studies conducted in the past. The results of the <IR> index got
corroborated with other similar on <IR> quality. As an extra measure, the researcher conducted a
pilot study basing on 30 randomly selected firms’ data to check that the data was relevant. Through
a Cronbach alpha test, the results showed internal consistency of the data adequate for use as it is
within the acceptable limits.

Operational-wise, the index of each of the <IR> capital is based on the summation of
indicators of the respective firm’s capital in terms of presence in the integrated report (code 1) or
absence (code 0) and then divided by expected maximum score for each capital per firm. To get
the scores used in both the quality of <IR> and the quality of disclosures for each of the six <IR>

capitals, a content analysis was used to the code the 49 indicators of capitals.
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The study also considered two control variables; firm size and leverage although they were
not analysed as standalone variables since they were not the focus of the study. Firm size and
leverage have been adopted as the controls variable in this study because they are the commonly
used control variables in literature in relation to their potential effect on financial performance of
a firm and are thus used in this study in line with Nurkumalasari et al. (2019), Dey (2020), Adegbie
et al. (2019), Islam (2021), Vitolla et al. (2019a) and Affan (2019). The natural logarithm of total
assets is used as a measure of the size of the firm in line with Vitolla et al. (2019a) and Affan
(2019) while leverage is measured by the ratio of total liabilities to total assets in line with
Korkmaz (2016), Dilling and Caykoylu (2019) and Dey (2020).

Table 2 shows how each variable of the study is transformed from its raw form to the final

form to be used (under the column of variable measurement).
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Table 2

Variable Description and their Measurements

Variable Variable Name Variable Variable Source
Type Symbol Measurement

Human Capital HCDI Ratio between Lipunga

Disclosure Index total scores of (2015), Kilig

Independent Natural capital NCDI indicators of the and Kuzey

variables Disclosure Index respective capital (2018),

Social and SRCDI to expected Nurkumalasar

relational Capital maximum score i etal. 2019)

Disclosure Index
Intellectual Capital ICDI
Disclosure Index

Manufactured MCDI
Capital Disclosure

Index

Financial Capital FCDI
Disclosure Index

n
<IR> Index IRI IRI = Xij Islam (2021),
t=1

Affan (2019),

nj
Lipunga

(2015), Kilig



Control

Variables

Dependent

Variable

Leverage

Firm size

Return on Assets

Where nj is the

number of

indicators for the
j*™ firm while Xij
refers to the it

indicator of the

disclosure

LEV Ratio of total

liabilities to total

assets

FSIZE Natural
logarithm of
total assets
ROA Ratio of net

income to total

assets
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& Kuzey
(2018),
Boolakay
(2011) and EI-

Deeb (2019)

Dey (2020),
Korkmaz
(2016) and
Dilling and
Caykoylu

(2019)

Vitolla et al.
(2019a),
Affan (2019),
Martinez
(2016), Dey

(2020)

Nurkumalasar

i etal. (2019),

Lee and Yeo



(2016)

Return on Equity ROE Ratio of net Cosmulese et
Income to total al. (2019),
equity Vitolla et al.

(2019a)

Note. Own compilation.

Whereas data was analyzed by use of SPSS, the raw data was first entered into an excel
worksheet.
3.5STUDY PROCEDURES AND ETHICAL ASSURANCES

The study received approval from Unicaf Research Ethics Committee (UREC) on 18th
March 2021 before data collection was done.

The study was not based on human subjects. The reason is that the study is based on
secondary data, which was sufficient to answer research questions as well as examining the
hypotheses of the study. The study used data from published integrated reports of the sampled
firms.

For the independent variable, basing on presence of absence of the indicator for each <IR>
capital in the 2018 integrated reports for each firm, a code of 1 or 0 was entered into a table in an
excel worksheet. Each column contained a separate indicator. The data coding was done manually
whereby if a word or phrase for each indicator is reported in the integrated report, then code was
1 and if not, the code was 0. If an indicator was reported as not being relevant for the firm and thus
explaning about not reporting it, this was still given a score of 1 in the spirit of report and/or

explain. The presence or absence of the indicators comprising of each <IR> capital of a firm
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received a code of 1 or O respectively in line with prior studies (Affan, 2019; Islam, 2021; Kili¢ &
Kuzey, 2018) and El-Deeb, 2019) whereby the code is 1 if disclosure of the indicator was made in
the integrated report and O if not. 49 indicators of capitals of a firm were adapted from Setia et al.
(2015), Anifowose et al. (2020) and the IIRC framework.

For the dependent and control variables, data was directly collected from the 2019
integrated reports and straightaway entered in an excel worksheet. There was no need to code the
data since the data was already in a numeric form. The excel worksheet containing the data was
composed of 49 columns containing each of the 49 indicators and then after each <IR> capital, a
column providing the ratio between total scores of indicators in each <IR> capital to expected
maximum score was generated. The number of indicators for each <IR> capital is as in table 3.

Table 3

Number of Indicators under each <IR> Capital

Capital type Number of indicators in the
capital
HC 8
NC 6
SRC 17
IC 9
MC 4
FC 5
Total 49

Note. Own compilation.
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The data was collected from March to July 2021. It was collected from the integrated
reports of 227 sample of firms listed on the JSE and NSX websites. The selection of the firms was
based on a stratified random sampling to get firms for each stratum (JSE and NSX). To come up
with the exact list of the firms from whom data was collected, a simple random sampling technique
was used as detailed in the section on population and sample of the research study.

3.6 ETHICAL ASSURANCES

Researchers have cautioned that in conducting research, a researcher should ensure to abide
by ethics of data authenticity, beneficial research and no harm to the respondents, informed
consent, getting permission from the respondents before collecting data from them and ensuring
anonymity as well as confidentiality while treating and reporting the data (Bruno & Haar, 2020;
Sim & Waterfield, 2019; Walker, 2007). Favaretto et al. (2020) note that the first thing to ensure
is to do no harm to respondents. Respondents should have the right to stop providing data to
researchers at any time if they so wish, hence participation must be voluntary (Eriksson &
Helgesson, 2005). Apart from the aspects of anonymity and confidentiality, most of the other
highlighted ethical research considerations relate to studies that involve human subjects.

The current study is based on secondary data collected from published integrated reports
on stock exchanges (JSE and NSX). These reports are open for public use since they are published
on the websites of those stock exchanges. There is no human element involved while collecting
the data. To ensure that the study complies with confidentiality and anonymity, each firm from
which data was collected, chronological numbers were applied to list of firms for identification
and hence firm number was rather used instead of firm name.

The study follows a correlational research design and ensures to comply with the

assumptions of a linear regression analysis.
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The role of the researcher in this study is that he is a professional in corporate sustainability
given his academic background (a holder of an Master of Business Administration in leadership
and sustainability) as well as being a professional accountant (Fellow Chartered Management
Accountant — Chartered Institute of Management Accountants, Fellow Financial Accountant —
Institute of Financial Accountants, and Certified Public Accountant, Institute of Certified Public
Accountants of Rwanda) and also holding a Master of Science in Accounting and Finance. The
researcher therefore masters the subject of sustainability reporting (NFR) as well as financial
reporting and thus <IR> which seeks to report both F&NF reporting in a single integrated report.

The researcher developed the liking of analyzing the sustainability as well as financial
aspects of companies through a conference he attended in 2017 while at the University of Cumbria
whereby the general feeling around the conference was that activities of companies affect the
environment and the people yet there is still a lacuna in how the firms report their non-financial
performance aspects. From then, the researcher picked great interest in the subject. The researcher
is also the Chief Finance and Operations Officer of one of the leading non-Governmental local
organizations operating in Rwanda and this brings an opportunity to practice sustainability
reporting as well as identifying best practices in compiling annual reports. This also provides an
opportunity for the researcher to understand the challenges of compiling integrated reports and
how the institution that the researcher serves can benefit from adopting the practice.

To be able to contribute to the topic, this study was conducted in an effort to articulate the
<IR> aspects on the African landscape and specifically the aspect on the nexus between <IR> and
financial performance. Firms listed on sustainable stock exchanges were chosen because it would
be expected that since they are highly regulated (otherwise if they do not comply with regulations

of the stock exchanges, they would not be listed) and specifically JSE and NSX because they are
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the only sustainable stock exchanges that have made <IR> a listing rule. Therefore, the selected
firms would be representing a situation of good practices in <IR> in Africa if they abide by the
regulations of the stock exchanges concerning <IR>.

In ensuring that the experiences of the researcher do not influence analysis and findings of
the study, scientific methods were used to select the minimum required sample. In coding elements
in the independent variables, the study followed a standard procedure in literature whereby if an
element is reported it scores 1 and if not, it scores 0 basing on prior studies (Affan, 2019; El-Deeb,
2019; Islam, 2021; Kili¢ & Kuzey, 2018). The control variables and well as dependent variables
were also adopted from previous studies (Anifowose et al., 2020; Affan, 2019). The analysis of
data followed a quantitative approach and with usage of statistical software (SPSS). To use the
data, verification was important to establish internal consistency of data as provided by Cronbach
alphato ensure it lies between 0.65 — 0.8 or higher as in (Dilling & Caykoylu, 2019). Data findings
and their interpretation followed the results generated by SPSS.

3.7 DATA COLLECTION AND ANALYSIS

Data was gathered from integrated reports of selected firms. Integrated reports of 227 firms
that are listed listed on NSX and JSE was used in the study. Data collected was for 2018
(concerning <IR> capitals and control variables) and 2019 (concerning financial performance).

The study follows the data collection steps recommendation in White and Marsh (2006)
relating to content analysis usage as detailed in the research approach and design. The study is
conducted to establish the validity of five null hypotheses.

The form of data in this study is secondary data. Prior studies on content analysis with
regard to <IR> have used secondary data (Affan, 2019; Dilling & Caykoylu, 2019; Lipunga, 2015;

Zhou et al., 2017). Two forms of data collection used in scientific research are secondary and
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primary data. Primary data has not been selected for this study, as secondary data suffices to answer
the research questions in line with the recommendation by Martins et al. (2018).

For scoring the presence or absence of disclosure of capitals, the study uses self-generated
scores in line with Dilling and Caykoylu (2019). Saldafia (2013) cautions, “rarely will anyone get
coding right the first time” (p. 10). Therefore, for data collected on reporting of capitals of a firm,
given the concerns of Saldafia (2013) a pilot test of 30 firms was carried out. A pilot testing of a
sample size of 30 can measure reliability by use of Cronbach’s alpha (Nawi et al., 2020). The
Cronbach alpha test for the pilot firms generated a value of 0.84 and this meets the minimum of
0.65 in line with Dilling and Caykoylu (2019). Therefore, the tool used to collect data was reliable.
Additionally, since it had been used before in prior scientific studies, its use was trustworthy. For
the control variables and dependent variable, the data collected from integrated reports was
numeric and thus checking for internal consistency was uncalled for.

The study employs a quantitative deductive research approach and employs an empirical
analysis basing on correlation and linear multiple regression analysis in line with assertions by
Firer and Mitchell (2003) on what quantitative and deductive approach looks like. The study uses
SPSS software in data processing and analysis due to popularity and rigor in research (Arkkelin,
2014; Priyanka, 2020). Triangulation, which is the use two or more sets of data collection or use
of both qualitative and quantitative research techniques to corroborate the data (Kelle et al., 2019)

was not applied to this study since using of secondary data was adequate for the study.

Statistical analysis is used as a basis to identify the extent of significance of research results
and relationships between the variables. Employing statistical analysis ensures the credibility and

significance of the results of a research study (Hoe & Hoare, 2013).
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Descriptive statistics provide a summary of data, condenses the data and is the first step in

conducting research analysis before working on inferential statistics to prove measures like

frequency, the mean, standard deviation (Yellapu, 2018). Descriptive statistics used in the study

are the mean, minimum, maximum, and standard deviation for the variables.

To examine inferential statistics, the study tested five research hypotheses:

a)

b)

d)

There is no statistically significant relationship between disclosure quality of <IR> capitals
of a firm and its ROE.

There is no statistically significant relationship between ROA of a firm and the disclosure
quality of its <IR> capitals.

There is no statistically significant relationship between the quality of overall integrated
reporting and financial performance.

there is no statistically significant controlling effect of leverage and firm size on the
relationship between the quality of reporting on human, social & relational, financial,
manufactured, intellectual and natural capitals of a firm and its ROE.

There is no statistically significant relationship between the quality of overall integrated
reporting and financial performance in the presence of control variables of firm size and
leverage.

In order to establish the validity of the hypotheses of this study, a regression analysis was

carried out since the study is correlational and quantitative. The first and second hypotheses

examined the validity of the assumption that the disclosure quality of the six <IR> capitals

significantly influence financial performance in both ROE and ROA. It should be noted that while

both ROE and ROA are measures of profitability, they measure different perspectives of

profitability. ROE provides and external view while ROA provides an internal view of firm
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performance. The third hypothesis sought to measure the relationship between the overall <IR>
and profitability. Since there are other factors that affect financial performance, the study
endeavored to assess whether the two factors; leverage and firm size significantly control the
relationship between the independent (both the <IR> capitals as well as the overall <IR> quality
and dependent variable (financial performance represented by ROE and ROA). Therefore, the
fourth and fifth hypotheses sought to establish the role of the control variables (leverage and firm
size) on the aforementioned relationships. This is against the background that including leverage
and firm size could change the relationship between the variables of interest and the dependent
variable. Inferential analysis was used to test the validity of the hypotheses using a 5% significance
level as the threshold. The study was guided by both the signaling and agency theories on the
aspect of the explanations of the relationship between the quality disclosure of <IR> capitals and
its financial performance as well as the relationship between the overall <IR> quality and financial
performance. Basing on both the objectives and hypotheses of the study, seven models were
specified.

To examine the aspect of <IR>, the study was based on disclosure quality of the six <IR>
capitals as provided by the IIRC framework and the overall <IR> quality took into account the
overall picture of quality of integrated reporting. The <IR> capitals as well as the overall <IR>
were the primary variables of interest to the study. The study then endeavored to find the
controlling effect of leverage and firm size on the relationships of the primary variables of interest.
The analysis of data was informed by other prior studies that used ordinary least squares (OLS) in
studies concerning <IR> (Affan, 2019; Albetairi et al., 2018; Dilling & Caykoylu, 2019; Lipunga,
2015). A linear regression is a dominant tool when it comes to establishing relationships between

multiple variables and dependent variables and the ordinary least squares (OLS) is used to estimate
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the model (Verbeek, 2017). “The ordinary least squares method of linear regression is a more
powerful procedure than any of its non-parametric counterparts” (Ernst & Albers, 2017, p. 5). The
OLS is the statistical model befitting this study in line with prior studies (Affan, 2019; Albetairi et

al., 2018; Dilling & Caykoylu, 2019; Lipunga, 2015).

According to Sarstedt and Mooi (2019), there are eight steps involved in applying the OLS

and these are:

a) Satisfaction of data requirements for the model.

b) Model specification and estimation.

c) Testing the regression model assumptions.

d) Interpretation of the results of regression analysis.

e) Overall model fit.

f) Results of individual variables.

g) Validating regression results.

h) Application of the regression model

The sample size of 227 firms was selected as determined in Slovin’s formula (Ansar et al.,

2017). Data variability in variables is ensured through a simple random sampling. The data type
was ratio. In order to rule out multicollinearity, a cut-off point of VVariance Inflation Factor (VIF)
of at most 10 and tolerance above 0.10 was used (Ernst & Albers, 2017; Gujarati 2003; Osborne

& Waters, 2002; Sarstedt & Mooi, 2019; Vitolla et al., 2019a).

Seven models were specified as indicated in chapter one.
To estimate regression coefficients, the standard errors and their assumptions, OLS

estimators should meet condition of best linear unbiased estimator (BLUE) as per the Gauss—
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Markov theorem (Guijarati, 2003; Williams et al., 2019). The conditions that the researcher used
to verify for compliance with the OLS requirements are:

a) Linearity of the model.

b) Zero expected mean for the error term.

c) Homoscedasticity

d) Absence of autocorrelation.

e) Normality of distribution of errors.

f) Issue of outliers.

For model significance, an F-test was performed. A p-value below 0.05 was assumed for
significance of the model. Where F-value is significant, a coefficient of determination (R?) was
used for interpretation of model fit and predictions of dependent variable. Adjusted R? was also
used to complement the coefficient of determination measure since it has an advantage of not
necessarily increasing with increasing predictors. Both the standardized as well as unstandardized
B coefficients were used with the highest standardized  coefficients (those statistically significant)
indicating the level of strength of relationship between independent variables with the dependent

in case of the overall <IR> quality.

The overall model fit was based on the strength of R?, adjusted R? as well as the F-value
significance level in alignment with arguments of Sarstedt and Mooi (2019). R? was used for
measuring the relationship between the overall index of <IR> and financial performance in line
with Dilling and Caykoylu (2019), Lipunga (2015) and Affan (2019). The F-value was used to
show whether the model is significant to enable further analysis of the results and especially the

strength of each variable in the model; absence of which, there would be no need of interpreting
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the model (Sarstedt & Mooi, 2019).

The coefficients were used to interpret the extent to which each variable is related to the
dependent variable if all the other variables are held constant. The stability of the model was
verified by adding in the control variables so as to be sure if it be used for predictions (Sarstedt &

Mooi, 2019).

3.8 CONTENT VALIDITY OF RESEARCH INSTRUMENT AND SCALE RELIABILITY

To establish the validity of the research instrument used in this study, a content validity
index (CVI) was used. In addition, a scale reliability test was conducted using Cronbach's alpha.
The sub-sections below describe how the tests were conducted, the results from the test and

conclusion drawn from the results of the two tests.

3.8.1. CONTENT VALIDITY

Content validity is defined as the extent to which items in a research instrument represent
the construct under study is often measured through content validity index (CVI) based on the
relevance of items rated by subject matter experts in the field being studied (Polit & Beck, 2006).
CVIl establishes the relevance of the items in a research tool to what is being examined (Rutherford-
Hemming, 2015). It indicates the content validity of a research instrument (Tseli et al., 2023).

To carry out a content validity test, six subject matter experts in the area of corporate
reporting and integrated reporting were invited to rank the level of relevance of the items of the
research instrument in line with recommendations of Polit & Beck (2006) in conducting a CVI.
Six subject matter experts are recommended in literature as an adequate size of experts that can

suffice in carrying out rating of a research instrument (Rutherford-Hemming, 2015).
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The researcher engaged six subject matter experts in the area of corporate reporting,
integrated reporting and specifically Professional Accountants with relevant accounting
credentials to rate the relevance of the 53 items comprising of the variables of the study in view of
the construct under study. These are return on assets, return on equity, leverage, firm size and the
49 items composing <IR> capitals identified in table 1. The researcher explained the 53 items
comprising the variables of the study and the subject matter experts ranked the relevance of the
items as either 1 to indicate not relevant, 2 to indicate somewhat relevant, 3 to indicate quite
relevant or 4 to indicate highly relevant. Table 4 provides the profile of the subject matter experts

that ranked the 53 research items.
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Table 4

Profile of Subject Matter Experts that provided Ranking of items of the Research Items

Subject Matter Firm Professional Professional Position
Expert (SME) qualification experience
SME 1 3N PRIMO FCCA, CPA 20 years in audit Partner
Ltd and corporate
reporting
SME 2 HLB MN CPA 22 yearsin Partner
International assurance services
SME 3 Ernst & CPA 10 years in Practicing
Young accounting Accountant
practice
SME 4 OX Rwanda CPA 8 years in Finance Manager
Ltd corporate
reporting
SME 5 TEARFUND ACCA 5 years in auditing Practicing
services Accountant
SME 6 GARNET ACCA 20 years in Partner
PARTNERS assurance
LTD services. Member

for the IESBA

Note. Own compilation.
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According to Nurul et al. (2022), there are two forms of CV1; one is based on the individual
items being rated (I-CV1) while the other is for the scale (S-CVI). Concerning the S-CVI, two
ways are used in its calculation; S-CVI/Ave provides the average of I-CVI while a universal score
(S-CVI/UA) takes into account the sum of scale items with a relevance rating of either 3 or 4
divided by the total number of items (Yusoff, 2019; Adefolarin & Gershim, 2022).

The scores of each item were put in an excel worksheet. A column for number of Subject
Matter Experts that gave an item a relevance rating of 1 or 2 and another one that shows the number
of Subject Matter Experts that gave an item a relevance rating of 3 or 4 were generated from the
ratings by the Subject Matter Experts on each item of the research instrument (see appendix C).

Results show that I-CVI for each item is at least 0.83.S-CVI/Ave is 0.97 while S-CVI/UA
is 0.81. It is recommended that in case of six subject matter experts, the I-CV1 should be 0.78 or
higher while S-CVI/Ave and S-CVI/UA should be 0.8 or higher (Shrotryia, & Upasana, 2019) to
reflect acceptable content validity. Therefore, given that the results of I-CVI, S-CVI/Ave and S-
CVI/UA meet the minimum thresholds, content validity of the items and variables used in the
study is confirmed.

3.8.2 RELIABILITY

To verify the reliability, the study conducted the tests using a renown and commonly used
test of Cronbach alpha. Hayes and Krippendorff (2007) note that Cronbach alpha is reliable in
verifying if the data is internally consistent and reliable. “Cronbach’s alpha is the most frequently
used measure to investigate the reliability” (Hoekstra et al., 2019, p. 351). Using the measure to
verify on the reliability as well as validity of the data helps to make the results reliable for inference

and generalizability purposes. It creates confidence that once the research is replicated, similar
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results can be expected. Besides, it mitigates the possibility of judgement errors in using content
analysis.

While the data was not generated through use of a questionnaire; since the study relied on
secondary data sources and in such circumstances normally there would be no need for a reliability
and validity test (Affan, 2019), the study took the view that since content analysis is being used
especially on recording of presence or absence of an indicator of the capitals of a firm (Milne &
Adler, 1999), then carrying out a reliability as well as internal consistence test would be adequate.
While the scores for presence or absence were self-constructed, this is an acceptable procedure in
content analysis and has been used by previous studies like Dilling and Caykoylu (2019) where it
is noted that self-scoring is a valid way of coming up with data for content especially in cases there

are no generally accepted metrics.

To ensure generalizability of the findings is attained, a representative sampling size is
required. 227 firms were sampled using a sampling frame composed of firms’ lists on NSX and
JSX. A simple random sampling technique was used in line with prior studies on sample selection
(Boonlua & Phankasem, 2016). This is an adequate sample size given that it was derived from a
scientific process using Slovin’s formula (Ansar et al., 2017). After correcting the issue of outliers,
the remaining sample was 225 firms which is within the threshold provided in literature where the
minimum recommended is 160 valid observations for multivariate statistical analytical approaches
(Memon et al., 2020). Therefore, the sample size of 225 firms used in this study gives the assurance

for generalizability of the findings.

There were no weights used in coming up with the data on presence or absence of each of

the 49 indicators and this is a safe way of avoiding biases in assigning weights (Winter & Zilch,
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2019). As a caution on assessing the reliability and validity of the data collected on the <IR>
capitals of a firm, the data for the six variables from the list of 225 firms was fed in SPSS.
Cronbach’s alpha is “commonly used in studies as an indicator of instrument or scale reliability or
internal consistency” (Keith, 2018, p. 1284). The SPSS software was used to generate Cronbach

alpha for the data and the alpha was 0.82 as given in the figure 1:

Figure 1

Cronbach's Alpha for Internal Consistency and Reliability of Scores of <IR> Capitals

Cronbach's Alpha N ot ltems
&2 &>

Note. Own calculations using SPSS.

In analyzing and interpretating the data, the outputs of SPSS were based on each model
generated and therefore there was no room for bias. Nawi et al. (2020) after an extensive study on
the acceptable levels of Cronbach’s alpha concludes that most scientific studies narrowed down to
a value of 0.9 or higher as an excellent level of reliability. The same view is held by Keith (2018).
“The closer the Cronbach’s Alpha value to 1, the greater the internal consistency of the item within
the scale” (Saidi & Siew, 2019, p. 655). However, other authors like (Dilling & Caykoylu, 2019)
put the threshold to be 0.65. In view of these references and given that the coefficient value of
Cronbach’s alpha in this study is 0.82, it shows that there is reliability as well as validity of the
data used in the study. This therefore shows that the data used from content analysis has an
acceptable level of internal consistency of data as provided by Cronbach alpha, which is the most

commonly used method in evaluating internal consistency as well as reliability given that it meets



197

and exceeds the required threshold (Dilling & Caykoylu, 2019).

While the overall Cronbach alpha fulfills the minimum requirements since it is above the
threshold of 0.65 (Dilling & Caykoylu, 2019), the study also looked at individual <IR> capitals to
establish their Cronbach alpha. The following provides a picture on reliability of individual <IR>

capitals.



Table 5

Cronbach Alpha for <IR> Capitals Disclosure Index

<IR> Capital Number of indicators Cronbach alpha
NC 6 0.743
HC 8 0.835
IC 9 0.903
SRC 17 0.884
MC 4 0.796
FC 5 0.793

Note. Own compilation.
Looking at the Cronbach alpha values by <IR> capital, they range from 0.7 for NCDI to
0.9 for ICDI and therefore the six capitals were individually reliable to be included in the study

since their Cronbach alpha meets the minimum levels of 0.65 (Dilling & Caykoylu, 2019).

3.9 SUMMARY

This third chapter discusses research methods and research approach and design used. It
also discusses data collection techniques used in the study. The content analysis methodology is
explained and the basis for population size as well as the sample size and research instruments
used is discussed. The categories of data used in scientific research, rationale for using mandatory
jurisdictions of <IR> as well as the selected data collection tool for the study and tool used for data
collection are explained.

It discusses the positivism paradigm as well as the correlational research design chosen for

the study. It highlights that the population for the study is all firms listed on the JSE and NSX
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because they fit the topic of this study Given that it is JSE and NSX that fits the purpose of the
study, firms listed on the two stock exchanges form the population for the study. It discusses the
rationale behind the selection of 227 firms from a population size of 527 firms listed on the JSE
and NSX in South Africa and Namibia respectively.

The chapter also identifies the research tool adopted for the study, which is based on
secondary data. The tool is a checklist provided by IIRC framework as captured in Setia et al.
(2015) as well as Anifowose et al. (2020). The operational definitions of the variables of the study
have also been provided. The study procedures as well as ensuring compliance with ethical
precautions have been highlighted. The chapter also provides measures of content validity using
CVIand also conducts a reliability test using Cronbach alpha. Results provide assurance on content
validity and reliability.

The aspect of permission to use <IR> capitals indicators and selection of data is explained.
The operational meaning of terms and the variables used is provided. The procedure used by the
study as well as the ethical assurances are discussed. Lastly, the discussion on techniques used for
data collection and analysis is presented including principles of using the OLS as the model used

for data analysis.
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CHAPTER FOUR

FINDINGS

The purpose of this study was to establish the value relevance of <IR>. This was done
through establishing the relationship between <IR> quality and financial performance. The chapter
concerns the discussion of research findings. Key aspects presented in the chapter are
trustworthiness of the data presented as well as discussion of research findings. The connection
between quality of <IR> capitals, and <IR> quality, control variables and the FP is examined. This
chapter also provides an evaluation of findings to provide meaning from the data collected and its
analysis.

The study provides the level of <IR> quality in mandatory <IR> jurisdictions in Africa;
specifically, South Africa and Namibia using the most recent data. <IR> is the corporate reporting
framework that aims at enhancing accountability as well as the sustainability of business
organizations (Sarioglu et al., 2019). Despite the growing desire to enhance <IR>, the aspect of its
value relevance and specifically the necessity to report on the <IR> capitals of firms to a large
extent still lacks (Kili¢ & Kuzey, 2018). This study therefore aimed at establishing the extent to
which the adoption of <IR> framework can be of interest and relevance to business enterprises and
specifically to listed firms. The study examined the quality of disclosure for the six <IR> capitals
of a firm as provided by the <IR> framework. 1IRC is an international body that was established
to create a globally recognizable and adoptable framework for <IR>. The <IR> capitals refer to
stocks of value that a firm can exploit in its business model towards creating and sustaining its

value of existence.
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The <IR> capitals provided by the I1IRC framework are human, manufactured, financial,
natural, social & relationship and intellectual capital (IIRC, 2021). The study’s aim was to find the
linkage between the quality of reporting on the six <IR> capitals as well as the overall <IR> and
financial performance of the reporting firms. Ultimately, the study sought to fill the existing
research gap concerning the value relevance of developing quality integrated reports specifically
stressing the role of <IR> capitals of a firm.

The study was conducted on firms listed on the Namibia Stock Exchange (NSX) and
Johannesburg stock exchange (JSE) which were reported to be the only sustainable stock
exchanges in Africa that have made <IR> mandatory by the time of the study. Sustainable stock
exchanges are those kinds of stock exchanges which seek to promote sustainability aspects of
reporting as well as <IR> ideals. Given that stock exchanges have listing rules that are a must
follow if a firm is to be listed, it would be a great channel to enhance sustainability reporting as
well as <IR>. In terms of the differences between sustainability reporting and <IR>, the latter
includes the former. However, <IR> is mainly promoted by the IIRC while sustainability reporting
which was the predecessor to <IR> is promoted by Global Reporting Initiative (GRI).

This chapter is organized under five sections. The first section provides an introduction to
the chapter. The second section discusses the credibility of the data, conditions of the study,
dependability of the data, auditability as well as description of weaknesses in data collection and
the implications thereof. The third section discusses the results of the study. This is organized
under five hypotheses of the study. The fourth section provides a description of what the results
mean in light of the hypotheses that guided the study as well as the theories and conceptual

framework. The fifth section gives a summary of the key findings.
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4.1 TRUSTWORTHINESS OF DATA

This section discusses the means used to ensure that the collected data is trustworthy and
fit to serve the purpose of the study. The study relied on the content analysis methodology. The
credibility of the data was ensured through use of 49 indicators of <IR> capitals of a firm based
on published work by Anifowose et al. (2020) and Setia et al. (2015). These scientific publications
highlighted the indicators to use in empirical research work on the aspects of <IR> capitals and
the two studies based their work the 1IRC (2013) framework. This makes corroboration possible
since the results can be compared to other scientific studies carried out in similar conditions.

The study was based on quantitative data whereby data was collected based on the 49
indicators and then converted into quantitative data. This is acommon method used in <IR> studies
especially with regard to the impact of disclosure on financial performance (Affan, 2019; EI-Deeb,
2019; Lipunga, 2015). The data on dependent variable (return on equity and return on assets) and
control variables (financial leverage and firm size) data was directly picked from the integrated
reports as quantitative data and due quantitative transformations were carried out to ensure
applicability to the study. Additionally, using statistical analysis safeguarded the credibility of the
data (Hoe & Hoare, 2013).

While coding the indicators of independent variables (<IR> capitals of a firm), a scientific
method was followed where if an indicator was identified in the report, it would be given a score
of 1 and if not O in line with prior studies (Affan, 2019; Lipunga, 2015). Data analysis was purely
based on quantitative analysis using the outputs of SPSS which itself had data fed therein by the
researcher in view of its power and popularity in data (Priyanka, 2020) and ability to undertake
the required data processing and analysis for the study. This ensured confirmability of the data and

the audit trail that can be conducted to verify the data. Remarkable shortcomings are that the study
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solely depended on secondary data as well as quantitative analysis. Aspects like explanation of the
reasons behind identified reporting practice would not be carried out since this was outside the
scope of the study. This can to some extent affect the interpretation of the findings on aspects of
answering the why side of the observations. However, every study has a scope depending on its
objectives and the methodological approach adopted for this study enable it to achieve foretasted
research objectives.

In order for the regression model to enable the study draw sound conclusions, the model
was required to meet the conditions of a best linear unbiased estimator by fulfilling the assumptions
of its use (Guijarati, 2003; Williams et al., 2019). The following conditions were thus assessed.

Linearity test establishes whether the relationship between independent and dependent
variables is linear (Setiawan et al., 2021). A line of fit between Return on Assets (ROA) and <IR>
Index (IRI) shows a linear relationship whereby ROA = -0.18+0.3IRI+¢. For Return on equity
(ROE), a line of fit is expressed as ROE = -0.38 + 0.6IRI+e which is also shows a linear
relationship. The relationship between the variables in the study fulfills the linearity condition in
conformity with Elcioglu (2021).

Zero expected mean for the error term condition is fulfilled in line with the submission by
Verbeek (2017) who states that once data is selected on a probabilistic random sampling basis and
originating from a larger population, the condition is fulfilled.

Homoscedasticity refers to a situation where independent variables (V) have “variance of
errors is the same across all levels of the 1V’ (Osborne & Waters, 2002, p. 4). A Breusch—Pagan
test was conducted for heteroscedasticity in line with Adegbie et al. (2019). The Breusch—Pagan
test uses a null hypothesis for the residual variances to verify if they are constant. The null

hypothesis for the Breusch—Pagan test is that homoscedasticity is present (equal variance in
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residuals) while the alternative hypothesis states that there is heteroscedasticity in the distribution
of residuals. Using a cutoff point of 0.05 as the significance level, if the significance in the
Breusch—Pagan test ANOVA is less than the critical significance test, then the null hypothesis is

rejected concluding the presence of heteroscedasticity.

A test of the relationship between the independent variables and the square of residual
values was performed using Breusch—Pagan test. All the P-values in the ANOVA were more than

0.05 which shows that the data is in conformity with homoscedasticity requirements.

ANOVA generated by use of SPSS regressing squared residuals on IR1 showed that F value
is 0.12 and p-value was 0.73 when ROE is used. This is higher than the threshold of 0.05 which
attests to the result that there is homoscedasticity, based on Breusch—Pagan test. This shows that
there is presence homoscedasticity. Therefore, the data for independent variables of <IR> quality
as well as the dependent variable satisfies homoscedasticity conditions. Other tests also showed p-
value of 0.47 and F value of 0.53 when ROA is used in the relationship of squared residuals and
<IR>. The p-value in the relationship of squared residuals and <IR> capitals when ROE is used is
0.84 and an F value of 0.46 while the relationship of squared residuals and the <IR> capitals when
ROA is used yields a p-value of 0.73 and an F value of 0.60. Therefore, homoscedasticity condition

is fulfilled for the variables used in the tests.

The Durbin-Watson (DW) was used in accordance with prior studies by Affan (2019) and
Nurkumalasari et al. (2019). Based on the fact that the DW was between 1.8 and 1.9 in line with
Abdulhafedh (2017), models meet the threshold requirement and hence shows absence of

autocorrelation. This is shown in model summaries figures for each run regression.
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Normality test was conducted by skewness as well as the kurtosis measures in line with
Vitolla et al. (2019a). According to Matore and Khairani (2020), “the value of the acceptable
range of values is less than 3 for skewness and less than 10 for kurtosis” (p. 691). The normality
test was performed, and the results had both skewness and kurtosis in the norm. Skewness ranges
between -1.44 and 0.61 while Kurtosis ranges from -0.92 to 7.84. All the variables in the models
had values within Kurtosis and Skewness requirements and fall within acceptable range (Matore

& Khairani, 2020); hence normality was confirmed.

To assess the possibilities of outliers in the data, a Cook’s test was conducted and in
conformity with Elcioglu (2021), data points considering a cut-off point of maximum distance of
1 were identified as outliers. In line with Osborne and Waters (2002), removing the outliers was
helpful in addressing their impact. Using this method, two datasets were identified as outliers. To
correct this, they were removed, and the sample size became 225. The remaining data was in
compliance with the threshold for Cook’s distance as follows:

a) Relationship between ROE, the capitals, leverage and firm size had a Cook’s distance of

0.15.

b) The relationship between ROA and the overall <IR> quality with control variables

inclusive had a Cook’s distance of 0.22.

c) Relationship between ROE, the capitals, leverage and firm size had a Cook’s distance of

0.14.

d) The relationship between ROA and the overall <IR> quality with control variables

inclusive had a Cook’s distance of 0.14.

The Cook statistics were all below 1 and thus the related regression models were using data

free of harmful outliers.
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The study bases multicollinearity analysis on the tolerance and variance inflation factor
(VIF) values for each model generated in SPSS to verify the absence or acceptable levels of
multicollinearity. Deraman et al. (2019) do argue that ““if the predictor’s tolerance value is greater
than 0.10 and the VIF value is less than 10, it indicates that no multicollinearity is present, and the
predicted regression model is valid and satisfies goodness-of-fit” (p. 6). Therefore, with a test of
multicollinearity on the variables, when its VIF is below 10, it indicates no multicollinearity hence
is okay for multiple regression model and can thus be used to examine the stated hypotheses in
line with prior studies like Suttipun (2017).

The same view is held by Dey (2020) who notes that VIF of less than 10 is acceptable and
shows that such data does not possess collinearity problems. The tolerance and VIF values for the
data is shown under each model of the study in the inferential statistics section. Given that all the
VIF appearing under coefficient tables under each figure in the results section is below 10 and
tolerance values are above 0.10, it shows that the data used in the study meets the acceptable levels
of multicollinearity.

Given that the regression model assumptions for the ordinary least squares model are valid,

the OLS model was then used to analyze the data.

4.2 RESULTS

The study’s focus is on inferential statistics given that it is based on a correlational research
design. The objective of the study, questions and hypotheses are provided in the context of a
correlational study and therefore inferential statistics resulting from the study have been provided

objective by objective. However, it is imperative to first provide the descriptive statistics.
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Descriptive statistics is used to give summarized data which provides the mean, standard
deviation and other descriptive statistics and it is the first step used in research analysis before the
inferential statistics (Yellapu, 2018). Figure 2 presents the description of key statistics for the
study.

Figure 2

Descriptive Statistics of Variables

N Minimum  Maximum Mean Std. Deviation  Skewness Kurtosis
Statistic Statistic Statistic Statistic Statistic Statistic Statistic
NCDI 22 .00 1.00 67 3l -53 -92
HCDI 225 .25 1.00 82 25 -1.06 -32
SRCDI 225 06 1.00 75 25 -72 -44
ICDI 225 11 1.00 83 28 -1.28 -03
MCDI 225 .25 1.00 .84 28 -1.43 24
FCDI 225 20 1.00 .86 25 -1.44 53
IR1 225 22 1.00 79 21 -1.00 -27
ROA 225 -38 48 035 09 61 7.84
ROE 225 -73 98 09 20 60 6.73
LEV 225 .00 98 43 26 A2 -75
FSIZE 225 3.83 22.99 14.07 3.30 .09 - 13
Valid N (listwise) 225

Note. SPSS output based on own calculations.

Results show that financial capital is the highest reported with a mean disclosure quality
of 0.86 while natural capital is the least reported with a mean disclosure quality of 0.67. This
implies that firms tend to provide more financial information in their integrated reports compared
to other <IR> capitals. The mean reporting quality for human capital, social and relational capital,
intellectual capital and manufactured capital are reported at a disclosure quality rate of 0.82, 0.75,
0.83 and 0.84 respectively. Both skewness and kurtosis indicators are in the norm given that

skewness is below 3 and kurtosis is below 10 in line with recommendations by Matore and



Khairani (2020). The maximum value of 1 on quality of reporting implies that the indicators of
some of the <IR> capitals were fully reported. The overall average <IR> is 0.79.

Inferential statistics is presented based on an endeavor to test the hypotheses that guided
this research and followed the analytical methods articulated in the methodology chapter. For this
study, the presentation of the results is based on its objectives, research questions and research
hypotheses. In order to establish the validity of the research hypotheses, a regression analysis was
performed since the study is correlational and quantitative.

4.2.1 RESEARCH HYPOTHESIS 1

The first research objective was to determine how the quality of disclosures of <IR>
capitals of a firm affect its ROE. The research question asked was whether there a statistically
significant relationship between disclosure quality of <IR> capitals of a firm and its ROE. The null
hypothesis (H10) was that there is no statistically significant relationship between disclosure
quality of <IR> capitals of a firm and its ROE while the alternative hypothesis (H1a) was that there
is a statistically significant relationship between disclosure quality of <IR> capitals of a firm and
its ROE. This research hypothesis sought to test the preposition that the relationship (if it exists)
between the six <IR> capitals, taken simultaneously and return on equity of the sampled firms is
not statistically significant at a significance level of 0.05.

The test of ROE regressed against the six <IR> capitals had the results reflected in figure
3. The coefficient of determination (R?) is 45% and it shows that when all the six <IR> capitals
are jointly considered they influence the changes in return on equity at 45% leaving 55%
attributable to other factors. Figure 3 provides the magnitude for F-test for model significance for
a selected p-value. The F-statistic is 30.2 and it is significant given that its significance level is

below the threshold of 0.05. It is actually below 0.001. This shows that the model is useful in
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establishing the relationship it seeks to find. The Adjusted R? 44%. The results show that the
relationship between the disclosure quality of the <IR> capitals and firm performance in terms of
return on equity is 67%. To interpret the relationship, adjusted R squared is in view of the various
independent variables included in the model and hence its strength shows that the included
variables are of importance to the model. The Adjusted R Square is 44% and shows the extent to
which the model is fit for the data in view of the presence of the various predictors. Durbin-Watson
statistic which measures whether there is autocorrelation is 1.8 which meets the OLS requirements.
The various statistics in the figure show the extent to which the model can be useful for analyzing
the hypothesis of the study. The analysis of variance was also generated which shows which data
is linked to the regression and the data linked to the error term. The data taking into consideration
ROE is respectively reflected in figure 3.

Figure 3

Summary of the Regression Model considering ROE as the dependent variable

Change Statistics

Adjusted R Std. Error of the R Square
Model R R Square Square Estimate Change F Change Sig. F Change Durbin-Watson
1 67 45 44 A5 45 30.15 <.001 1.83

4 Predictors: (Constant), FCDI, NCDI, SRCDI, MCDI, HCDI, ICDI

Note. SPSS output based on own calculations.

Figure 3 provides a model summary for the regression analysis of the relationship between
the disclosure quality of <IR> capitals and ROE. The model is significant given that F-statistic has
a significance of <0.05 and therefore the model resulting from the regression is usable for

prediction of ROE based on variations in disclosure levels of <IR> capitals. Figure 4 provides an
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analysis of variance which provides a comparison of variances of the average values of regression
and residual values by providing sum of their squares.

Figure 4

Analysis of Variance considering ROE as the dependent variable

Model Sum of Squares df Mean Square F Sig.

| Regression 3.90 B .65 30.15 <.001°
Residual 4.70 218 02
Total 8.59 224

b Predictors: (Constant), FCDI, NCDI, SRCDI, MCDI, HCDI, ICDI

Note. SPSS output based on own calculations.

The analysis of variance (ANOVA) shows that overall regression model was significant
whereby F = 30.2, the p-value was less than 0.05. The sum of squares for the regression are
explained by the model is 3.9 and is significant compared to residual sum of squares of 4.7. When
the various <IR> capitals were regressed against ROE, it was identified that the variables with
positive influence on ROE were HCDI, SRCDI and FCDI. HCDI, SRCDI and FCDI influence
ROE by a factor of 0.19, 0.39 and 0.00 respectively. NCDI, ICDI and MCDI have a negative
influence where the beta coefficient -0.03, -0.01 and -0.04. The standard coefficients which make
the variances unitary also show the similar result albeit stronger. The variable that has the highest
influence in terms of magnitude of the change it can cause is SRCDI as shown by the highest value
of standard coefficients of beta. The model on the relationship between the disclosure quality of

the various <IR> capitals of a firm and ROE can be reflected as follows:

ROE;=-0.30-0.03NCDI + 0.19HCDI + 0.39SRCDI - 0.011CDI - 0.04MCDI + 0.00FCDI
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+ &i1.

The item denoted by &i1 stands for other factors that may impact the financial performance
of the firms; but which are not included in the ROE model. The descriptive of the statistics of the
various variables were highlighted and explained in the subsection on descriptive statistics. Tests
of linearity, homoscedasticity, non-autocorrelation, normality of distribution of errors, aspect of
outliers, and multicollinearity for the model were generated. As was discussed under the
trustworthiness of data section, the data was compliant with the requirements of OLS and the used
data meets the thresholds for application of regression analysis. In order to test the hypotheses, it
is observed that the equation under test is a multiple regression model. In a multiple regression
model, to “determine how well the regression line obtained fits the given data points, F-test of
overall significance is conducted” (Sureiman & Mangera, 2020, p. 116). The F-test which is an
omnibus test for such an equation and provides an overall model fit in line with Sarstedt and Mooi
(2019) where the authors state that in “assessing the overall model fit starts by interpreting the F-
test, which determines whether or not the model is significant” (p. 227). The F-test provides the
comprehensive statistical significance in multiple regression analysis (Sureiman & Mangera,
2020). From both the ANOVA table and Model Summary, the value of F is 30.15 and its p-value
is less than 0.001. This falls under the critical point of 0.05. Therefore, this results in rejecting the
null hypothesis that there is no statistically significant relationship between disclosure quality of
<IR> capitals of a firm and its ROE in line with both Sarstedt and Mooi (2019) and Futschik et al.
(2018) on F-statistic. Following the statistical analysis, the decision concerning H10 was to reject
it based on F-statistic whose p-value is less than 0.001 in line with the observation by Sureiman

and Mangera (2020) and hence below the cut-off significance level of 0.05.



Based on the results of the study in testing the first null hypothesis, the resulting decision
is to reject the null hypothesis that there is no statistically significant relationship between
disclosure quality of <IR> capitals of a firm and its ROE and thus accept its alternative that there
is a statistically significant relationship between disclosure quality of <IR> capitals of a firm and
its ROE. Therefore, firms that have more quality reports of <IR> capitals can expect to appeal

better to investors and attract more investments.

4.2.2 RESEARCH HYPOTHESIS 2

The second research objective was to ascertain the relationship between ROA of a firm and
the disclosure quality of its <IR> capitals. The research question posed was “how is ROA of a firm
related to disclosure quality of its <IR> capitals?” Null hypothesis was that there is no statistically
significant relationship between ROA of a firm and the disclosure quality of its <IR> capitals. In
order to meet the objective, research and hypothesis, a regression analysis for the relationship
between disclosure quality of <IR> and ROA was conducted. Use of ROA in the equation differs
from the first objective because ROA views firm performance from management’s perspective
thus takes into account an internal outlook of a firm’s performance. The issue examined here is to
find out how the disclosure quality of <IR> affects a firm’s efficiency in utilizing resources at its
disposal in generating profits. ROA “is a useful measure if one wants to evaluate how well the

company has used its funds” (Choiriyah et al., 2021, p. 109).

By measuring financial performance through ROA, the coefficient of determination
changes from 45% to 47% compared to the case when ROE was applied. This implies that the
relationship is a little stronger under ROA compared to ROE. It shows that when ROA is

considered in the equation, 53% of the relationship is attributable to other factors as reflected in
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figure 5. In terms of the relationship between the quality of reporting on the six <IR> capitals and
the financial performance, the relationship is at 69%. The F-statistic is 32.8 and it shows that the
model is significant in measuring the effect it seeks to assess. The model is dependable. The
Durbin-Watson statistic stands at 1.8 which is acceptable for absence of autocorrelation. The use
of return on assets as the measure for financial performance, shows a stronger correlational
relationship since the R-statistic is 0.69 for the case of ROA as reflected in figure 5 compared to
0.67 in the case of ROE as reflected in figure 3. However, both regression models are statistically
significant given that F-value in both cases has a significance level of <0.05. The standard error of
the estimate is 0.07 shows that there is quite smaller distance of between the estimation and true
value in comparison to the case in figure 3 when ROE was used as the dependent variable. This

implies that the fit in the regression when ROA is used is better than when ROE.

Figure 5

Summary of the Regression Model considering ROA as the dependent variable

Change Statistics

Adjusted R Std. Error of the R Square
Model R R Square Square Estimate Change F Change Sig. F Change Durbin-Watson
1 69* 47 46 07 47 32.82 <.001 1.81

4 Predictors: (Constant), FCDI, NCDI, SRCDI, MCDI, HCDI, ICDI

Note. SPSS output based on own calculations.
The ANOVA generated in the case of ROA and the disclosure quality of <IR> capitals is

reflected in the figure 6:
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Figure 6

Analysis of Variance for the Relationship between ROA and the Quality of <IR> Capitals

Model Sum of Squares df Mean Square F Sig.

| Regression B3 B 14 32.82 <.001°
Residual 92 218 .00
Total 1.76 224

b Predictors: (Constant), FCDI, NCDI, SRCDI, MCDI, HCDI, ICDI

Note. SPSS output based on own calculations.

The analysis of variance (ANOVA) here shows that the regression model was significant
whereby F = 32.8, the p-value was less than 0.05. The sum of squares for the regression are
explained by the model is 0.83 and is significant. By using ROA instead of ROE, the model’s
constant term of the model is -0.16. It is the term that ROA would be equal to if all other variables
in the model were to be zero. The variables with positive influence on ROA are similar to the
model under case of ROE and except NCDI which attains a positive coefficient meaning that the
more quality pursuits of natural capital disclosure can be expensive by the management. This is
unlike the case when financial performance is viewed from the investors’ perspective where it
attained a negative value under ROE. The variable that has the highest influence in terms of
magnitude of the change it can cause is SRCDI just like it is under ROE. It has a Standard
Coefficient (Beta) of 0.18 which is a little lower than in case of ROE. The model on the relationship

between the disclosure quality of the various <IR> capitals and ROA can be shown as follows:

ROA:2 =-0.16+ 0.01INCDI+ 0.06HCDI + 0.18SRCDI - 0.00CDI — 0.01MCDI + 0.04FCDI

+ &i2
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The item denoted by &2 stands for other factors that may impact the financial performance
of a firm which are not included in the ROA model. The descriptive of the statistics of the various

variables were highlighted and explained in the subsection on descriptive statistics.

On the issue of homoscedasticity, it was measured through A Breusch—Pagan test. The
significance level of squared residuals on the test variables is above 0.05 and hence shows that the
condition is met. The Durbin Watson statistic is in between the limits of the statistic threshold.
Multicollinearity was ruled out by use of VIF and tolerance levels highlighted in the model
coefficient results since the statistics lie between the required thresholds. Normality of distribution
of errors was tested through Skewness and Kurtosis. Outliers were measured through use of Cook’s
test and the statistic meets the required threshold. From figure 5, the aspects of multicollinearity,
linearity, homoscedasticity, autocorrelation, normality of distribution of errors and the aspect of
outliers for the model show similar characteristics as the model on ROE.

To test the hypothesis that there is no statistically significant relationship between ROA of
a firm and the disclosure quality of its <IR> capitals, in line with the recommendations in Sureiman
and Mangera (2020) and Sarstedt and Mooi (2019) that the F-test provides the comprehensive
statistical significance in multiple regression analysis; i.e., the overall statistical significance of the
relationship between the independent and dependent variables, the model shows that that the F-
statistic is 32.82. F-value is statistically and is <0.001. This finding results in rejecting the null
hypothesis and therefore accepting the alternative hypothesis that there is a statistically significant
relationship between ROA of a firm and the disclosure quality of its <IR> capitals and thus
accepting H2a. This means that firms with better disclosure of <IR> capitals should expect better

performance of turning their assets into higher returns.
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4.2.3 RESEARCH HYPOTHESIS 3

The third research objective is to establish whether there is a statistically significant
relationship between the quality of overall integrated reporting and financial performance of a
firm. The research question being addressed is whether there a statistically significant relationship
between the quality of overall integrated reporting and financial performance. The research
hypothesis states that there is no statistically significant relationship between the quality of overall
integrated reporting and financial performance. The study sought to test the preposition that the
relationship (if exists) between the overall <IR> quality whereby the 49 indicators of <IR> were
taken as a whole in line with previous studies (Affan, 2019; Islam, 2021; Lipunga, 2015) and
financial performance of a firm is not statistically significant at a cut-off point of 0.05. What is
being measured here is whether the quality of reporting on all the 49 indicators of <IR> as
combined to form a single <IR> index is significantly related to financial performance. The test
involved examining the relationship taking into consideration both ROE and ROA since both are
considered as proxies of financial performance. The evaluation was based on a regression analysis
using SPSS.

The test of ROE regressed against overall <IR> index had the following results reflected
in figure 7. The coefficient of determination (R?) is 40% showing that when <IR> is considered,
it influences the changes in return on equity at 40% leaving 60% attributable to other factors.
Figure 7 provides the F-test for model significance for a selected p-value, the applicable coefficient
of determination (R?) and related Adjusted R?. The results show that the relationship between the
disclosure quality of the <IR> and firm performance in terms of return on equity is 63%. To
interpret the relationship, adjusted R squared was used. The Adjusted R Square is 0.40 and shows

the extent to which the model is fit in view of the presence of the various predictors. The F-statistic
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is 145.9 and it shows that the model is useful since the significance level of the F-statistic is below
the threshold of 0.05. Durbin-Watson statistic which measures whether there is autocorrelation is
1.8. To identify the statistical significance of the relationship between the quality of overall
integrated reporting and ROE.

Figure 7

Summary of the Regression Model considering ROE as the dependent variable

Change Statistics

Adjusted R Std. Error of the R Square
Model R R Square Square Estimate Change F Change Sig. F Change Durbin-Watson
1 63* 40 39 A5 40 145.92 =.001 1.75

& Predictors: (Constant), IRI

Note. SPSS output based on own calculations.
To compare the averages of the regression and the residuals, an ANOVA was generated as
indicated in figure 8.

Figure 8

Analysis of Variance with ROE as the dependent variable

Model Sum of Squares df Mean Square F Sig.

| Regression 3.40 | 3.40 145.92 <.001°
Residual 5.19 223 02
Total 8.59 224

b Predictors: ( Constant), IR1

Note. SPSS output based on own calculations.



ANOVA in figure 8 shows an F-statistic of 145.9 and the statistic is significant since p-
value is less than the critical value of 0.05 and hence the overall model is useful to predict the
relationship between IRI and ROE.

When the measurement of financial performance is done through return on assets, the
coefficient of determination changes from 40% to 44% implying that the relationship is stronger.
It shows that when ROA is considered in the equation rather than ROE, 56% of the relationship is
attributable to other factors. For the correlation R, it is 66%. The F-statistic is 174.4 and significant
in measuring the effect it seeks to assess. The model is dependable and thus serves the purpose for

the study. The Durbin-Watson statistic stands at 1.8 signifying absence of autocorrelation.

Figure 9

Summary of the Regression Model considering ROA as the dependent variable

Change Statistics

Adjusted R Std. Error of the R Square
Model R R Square Square Estimate Change F Change Sig. F Change Durbin-Watson
1 66* 44 44 07 44 174.41 <.001 1.82

# Predictors: (Constant), IRI

Note. SPSS output based on own calculations.

Apart from the model summary information discussed in Figure 9, analysis of variance was
also generated which shows data linked to the regression and the data linked to the error term. The
results from data analysis shows that the regression model has a sum of squares of 0.77 compared
to the residual term with 0.99. This implies that the variation in ROA explained by the overall
integrated reporting disclosure is lower than unexplained variation. However, the explained

portion is significant and has a strong relationship since the explained portion is 44% as shown in
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figure 9. In figure 10, ANOVA is presented.

Figure 10

Analysis of Variance with ROA as the dependent variable

Model Sum of Squares df Mean Square F Sig.

| Regression 7 | 77 174.41 <.001"
Residual .99 223 .00
Total 1.76 224

b Predictors: (Constant), IRI

Note. SPSS output based on own calculations.

The analysis of variance (ANOVA) shows that overall regression model was significant
whereby F = 174.1, the p-value was less than 0.05. The error term has more sum of squares just
like the case was when ROE is used in the analysis. The model is useful since the F-statistic is

significant.

The relationships between each <IR> and financial performance are provided in the
following figures. The figure 11 provides the t-values as well as significance values for the
unstandardized p which is used to show the extent to which <IR> does influence changes in
financial performance. The model fulfills the requirements of use of OLS in terms of linearity,
homoscedasticity, non-autocorrelation, normality of distribution of errors, aspect of outliers, and
multicollinearity. The model’s constant term is -0.38. This is a value which defines ROE in case
IRI value is zero. Data from the Figure 11 shows that the beta coefficient is 0.6. The standard error
is below 0.05. The standardized coefficient for IR1 is 0.6 and it is the one that can be compared to

similar studies to show the strength or weakness of the coefficient vis-a-vis other studies. From
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the data, the model on the relationship is featured as ROEs = -0.38 + 0.6IRI + ¢ i3. The
unstandardized beta of -0.38 shows the intercept when the explanatory variable of IRI is zero. The
value of -0.38 shows the extent to which ROE would be less than zero in case IRI is zero. The
student test in this model has a value of 12.08 and it is significant since its p-value is <0.001. This

is below the cut-off point of 0.05.

Figure 11

The Coefficients of the relationship between <IR> Quality and ROE

Standardized
Unstandardized Cocfficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) -38 .04 -9.38 <001
IRI .60 .03 .63 12.08 =<.001 1.00 1.00

Note. SPSS output based on own calculations.

When ROA is used instead of ROE, the relationship in in the figure 12 is observed. This
enables the generation of the model for return on assets as ROA4 = -0.18 + 0.3IRI + gis. The
model’s constant term changes from -0.38 in the case where financial performance is viewed from
the investors’ perspective to -0.18 from the management perspective. This is what ROA would be
if IRl was equated to zero, that is if integrated reporting would be seen as worthless. The beta
coefficient for IRI is 0.3 and the standard error is below 0.05. To test the hypothesis that there is
no statistically significant relationship between the quality of overall integrated reporting and
financial performance, this was examined by examining whether the slope of the equation is equal
to zero. From both the equations involving ROE and ROA, for the relationships of the financial

performance and IRI, the slopes are positive with values of 0.6 in the case of ROE and 0.3 in the



221
case of ROA. In both cases, the student t values are significant since the statistical significance is
less than 0.05. The conclusion is therefore that the null hypothesis that there is no statistically
significant relationship between the quality of overall integrated reporting and financial
performance is rejected and the alternative hypothesis that there is a statistically significant
relationship between the quality of overall integrated reporting and financial performance is

accepted.

Figure 12

The Coefficients between <IR> Quality and ROA

Standardized

Unstandardized Coefficients Coeflicients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) - 18 .02 -10.21 <.001
IRI .29 .02 .66 13.21 <.001 1.00 1.00

Note. SPSS output based on own calculations.



4.2.4 RESEARCH HYPOTHESIS 4

Obijective four attempts to establish the controlling effect of leverage and firm size on the
relationship between disclosure quality of human, social & relational, financial, manufactured,
intellectual and natural capitals of a firm is related to its ROE. The research question being
addressed here is “how does leverage and firm size affect the relationship between the disclosure
quality of human, social & relational, financial, manufactured, intellectual and natural capitals of
a firm related to its ROE?” To answer this question, a test of the null hypothesis that there is no
statistically significant controlling effect of leverage and firm size on the relationship between the
quality of reporting on human, social & relational, financial, manufactured, intellectual and natural
capitals of a firm and its ROE was tested. This research hypothesis sought to test the preposition
that there is a controlling effect of both leverage and firm size on the relationship between the
disclosure quality of <IR> capitals of a firm and its ROE. What is being measured here is to assess
if there is a significant role that the controlling variables (leverage and firm size) have on the
relationship between the <IR> capitals and ROE. The concept here is that if a controlling effect is
established, then the strength of the relationship between the primary variables of the study could
be questioned. If the relationship between the primary variables of the study is steady even after
inclusion of the controlling variables, then it would mean that the model under examination is
more reliable for use in predicting ROE.

Results from analysis of data show that the relationship between <IR> capitals and return
on equity shows a rate of 68% as depicted in figure 13. The coefficient of determination is 46%
while its adjusted value is 44%. The R square change is the same as R square since the independent
and control variables were entered in SPSS in one step. The model is significant at F = 23.42 since

the p-value of the F-statistic is <0.05. The conditions for use of regression analysis in terms of
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multicollinearity, linearity, homoscedasticity, non-autocorrelation, normality of distribution of
errors, aspect of outliers was respected. Figure 13 shows the relationship between the disclosure
quality of MCDI, NCDI, SRCDI, FCDI, HCDI with ROE when firm size and leverage are used as
control variables in the equation results in a correlation coefficient of 0.68. This is quite a strong
relationship.

Figure 13

Model Summary for the Relationship between <IR> Capitals and ROE when Controlled for

Leverage and Firm Size

Change Statistics

Adjusted R R Square
Model R R Square Square Change F Change  Sig. F Change Durbin-Watson
1 Nl 46 A4 A6 23.42 <001 1.84

# Predictors: (Constant), FSIZE, MCDI, LEV, NCDI, SRCDI, FCDI, HCDI, ICDI

Note. SPSS output based on own calculations.

In figure 14, the result of the Analysis of variance for ROE against <IR> capitals, leverage
and firm size is reflected. It shows that the explained variation is smaller than the residual term
and this confirms the observations made in figure 13. The F-statistic in figure 14 is 23.42 and is
significant since it is below the cut-off point of 0.05. This confirms that the data gives sufficient

evidence that the regression in figure 13 is reliable in fitting the data.
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Figure 14

Analysis of Variance for ROE against <IR> Capitals, Leverage and Firm Size

Model Sum of Squares df Mean Square F Sig.

| Regression 3.99 ] 50 23.42 <.001°
Residual 4.60 216 02
Total 8.59 224

b Predictors: (Constant), FSIZE, MCDI, LEV, NCDI, SRCDI, FCDI, HCDI, ICDI

Note. SPSS output based on own calculations.

The analysis of variance shows that the sum of squares explained by the regression is 3.99
while those explained by the error term is 4.60. As highlighted in figure 14, ANOVA gives further
evidence that the relationship is significant. Figure 15 provides the coefficients of the relationship
between the disclosure quality of natural capital, human capital, social and relational capital,
intellectual capital, manufactured capital and financial capital against return on equity. Leverage
and firm size are included in the regression as control variables. The aspect of controlling for
leverage and firm size distinguishes this model from the one reflected in the first research question.

This aimed at establishing the stability of the model reflected in ROE;.
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Figure 15

The Coefficients for the Controlling Effect of Leverage and Firm Size on the Relationship between

<IR> Quality and ROE

Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics

Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) -31 07 4.57 <.001

NCDI -.02 03 -03 -.63 53 92 1.08

HCDI 21 1 2 1.99 .05 14 7.25

SRCDI 37 07 A7 5.17 <.001 30 3.37

ICDI -.02 10 -03 -20 .84 A2 8.54

MCDI -.03 07 -.05 -47 .64 24 4.08

FCDI .01 .09 .01 .06 95 19 5.25

LEV 07 .04 10 1.89 .06 95 1.05

FSIZE .00 .00 -03 -.64 :52 93 1.08

Note. SPSS output based on own calculations.

Results in figure 15 show that the resultant model when leverage (LEV) and firm size
(FSize) were added as control variables into the model containing ROE where ROE is the
dependent variable and the <IR> capitals as independent variables. The focus of the model was
not on individual <IR> capitals but the joint significance of the model and thus the use of the F-
statistic rather than the unstandardized beta values. Given the importance of each <IR> capital to
theoretical explanation of the influence of integrated reporting on financial performance, each
<IR> capital was retained in the model ROEs:

ROEs =-0.31 - 0.02NCDI+ 0.21HCDI + 0.37SRCDI -0.02ICDI -0.03MCDI + 0.01FCDI
+ 0.07LEV -0.00FSize + €is

The study on both leverage and firm size was in the context of whether or not their presence
affects the relationship between primary variables of the study. This is the reason the study did not

venture into more analysis on the control variables or building standalone models of firm size and



leverage with financial performance. In order to identify the controlling effect of leverage (LEV)
and firm size (FSize) on the relationship between <IR> capitals and ROE, the statistical
significance levels of the two control variables were examined, and it shows a p-value of 0.06 and
0.52 respectively as provided by figure 15 generated by SPSS. The p-values are above the
threshold value of 0.05 which results in failing to reject the null hypothesis that there is no
statistically significant controlling effect of leverage and firm size on the relationship between
<IR> capitals and ROE.

Following the recommendation by Sureiman and Mangera (2020) and Sarstedt and Mooi
(2019) that in a multiple regression analysis, the F-test provides the overall statistical significance
of the relationship between variables under study, given that in both tests of the relationships
between the various <IR> capitals and ROE have F-statistics being significant. Given the lack of
statistical significance of both leverage and firm size as controlling effect on the primary
relationship between <IR> capitals and ROE, it results in failure to reject the null hypothesis
number 4 that there is no statistically significant controlling effect of leverage and firm size on the
relationship between the quality of reporting on human, social & relational, financial,
manufactured, intellectual and natural capitals of a firm and its ROE. The conclusion therefore is
that the controlling effect of both leverage and firm size on the relationship between <IR> capitals
and ROE cannot be statistically confirmed due to lack of statistical significance.

To corroborate the results on the impact of the control variables concerning the
relationships between the variables of interest, a hierarchical regression analysis was performed
with the control and independent variables entered in SPSS through different blocks. The control
variables (leverage and firm size) were entered first and then <IR> capital variables were entered

next and regressed on ROE.
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Figure 16

The Hierarchical Model of the Relationship between Disclosure Quality <IR> Capitals and ROE

Controlled for Firm Size and Leverage

Change Statistics

Adjusted R Std. Error of the R Square
Model R R Square Square Estimate Change F Change Sig. F Change Durbin-Watson
1 A7 03 02 19 03 341 03
2 68" 46 44 A5 43 2922 <.001 1.84

4 Predictors: (Constant), FSIZE, LEV

b Predictors: (Constant), FSIZE, LEV, MCDI, NCDI, SRCDI, FCDI, HCDI, ICDI

Note. SPSS output based on own calculations.

In figure 16, the model relates to the regression of leverage and firm size on ROE. What is
of interest in this case is to analyze what happens to the relationship between <IR> capitals and
ROE with inclusion of leverage and firm size as control variables. R square change shows that the
contribution of the <IR> capital to the model is 44% which is greatly higher than what the control
variables had contributed. Additionally, R square change’s F- statistic is 29.22 and it is significant.
Therefore, even when the control variables are introduced, the relationship between the variables
of interest for the study is still significant. It can therefore be deduced that the introduction of the
control variables has not changed the statistical significance of the relationship between <IR>
capitals and ROE at the cut-off point of 0.05. The results in the hierarchical model in figure 16

corroborate those in figure 13.



4.2.5 RESEARCH HYPOTHESIS 5

The fifth objective to ascertain how the quality of overall integrated reporting affects
financial performance of a firm in the presence of control variables of firm size and leverage. The
research questions stated that “how is the overall integrated reporting quality of a firm related to
its financial performance in the presence of control variables of firm size and leverage?”. The
research hypothesis tested in this case was there is no statistically significant relationship between
the quality of overall integrated reporting and financial performance in the presence of control
variables of firm size and leverage. What is being measured here is the examination of the extent
to which the quality of disclosure of the overall <IR> whereby the 49 indicators of <IR> are taken
as a whole in line with previous studies (Affan, 2019; Islam, 2021; Lipunga, 2015) and financial
performance of a firm is significant at a cut-off point of 0.05. The hypothesis is that there is no
statistically significant relationship between the quality of overall integrated reporting and
financial performance in the presence of control variables of firm size and leverage. The test
involved examining the relationship taking into consideration of both ROE and ROA since both
are considered as proxies of financial performance in line with many previous research studies.

Results reflected in figure 17 show that <IRI> (an index measure of overall <IR> disclosure
quality) is strongly related with ROE at a rate of 64% in the presence of the control variables. 41%
of the variances in ROE are explained by the predictors. F-statistic is 51.98 and it is significant at
0.05 and therefore the model is reliable. The adjusted R squared maintains the same value as the
coefficient of determination which shows that having added firm size and leverage in the model
does not bring about the change in coefficient of determination. The adjusted R squared provides
considers <IRI> as the independent variable that has an effect on the importance of the model. An

analysis of variance was also performed for the relationship between overall integrated reporting
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disclosure quality and return on equity when firm size and leverage were included in the model as
control variables. The results in figure 18 show that the sum of squares for the regression model is
3.55 and it is significant at 0.05. This therefore confirms the finding reflected in the model
summary in figure 17. Given that the F-statistic in figure 18 is 51.98 and is significant, it shows
that the variation in ROE resulting from changes in overall integrated reporting disclosure quality
is real. Figure 17 is the summary of the model on the relationship between <IR> and ROE when

firm size and leveraged are included in the model as control variables.

Figure 17

Summary of the Model on the Relationship between <IR> and ROE when Control Variables are

included
Change Statistics
Adjusted R Std. Error of the R Square
Model R R Square Square Estimate Change F Change Sig. F Change Durbin-Watson
1 64° 41 41 A5 41 51.98 <.001 1.78

2 Predictors: (Constant), FSIZE, IRI, LEV

Note. SPSS output based on own calculations.

Figure 18 presents the results of an analysis of variance for the regression model involving
ROE, overall integrated reporting metric and the control variables of leverage and firm size. The
results from figure 18 confirm that the regression model resulting from the analysis is significant.
The total degrees of freedom in ANOVA calculations come from the sample size of 225 and
deducting 1. The model predictors are the degrees of freedom for regression while the difference
between total degrees of freedom and the regression degrees of freedom become the degrees of

freedom for the residual. Degrees of freedom show the number of regressors that may vary in a
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model. In this case, they are 3 although one is the independent variable (overall integrated reporting
disclosure quality) while leverage and firm size are control variables. The role of mean square of
1.18 in the model is to identify whether the regressors in the model are significant. In this case
they are as reflected with the significance level of <0.05.

Figure 18

Analysis of Variance for the Relationship between IRI, LEV, FSize and ROE

Model Sum of Squares df Mean Square F Sig.

| Regression 3.55 3 1.18 51.98 <.001°
Residual 5.04 221 02
Total 8.59 224

b Predictors: (Constant), FSIZE, IR1, LEV

Note. SPSS output based on own calculations.

The study also analyzed the coefficient overall integrated reporting disclosure quality,
leverage and firm size as reflected in figure 19. Results reflected in figure 19 shows that IRI is
significantly related to ROE with a beta coefficient of 0.59. This means that a unit change in the
level of overall <IR> quality results in an increase in ROE by 0.59 and in a statistically significant
way. The presence of leverage and firm size as control variables have not affected the relationship
between the main variables. The generated model is ROEe= -0.36+ 0.59IRI+ 0.08 LEV +0.00

FSize + gjs.



Figure 19

The Coefficients between <IR> Quality, ROE with presence of Control Variables in the

Model
Standardized
Unstandardized Coefficients Coeflicients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) -.36 .06 -5.56 <.001
IRI .59 05 .62 12.03 <.001 1.00 1.00
LEV 08 .04 11 2.08 04 97 1.03
FSIZE 200 .00 -.06 -1.20 23 97 1.03

Note. SPSS output based on own calculations.
A similar situation is observed in the situation when ROA is used in the model instead of

ROE.

Figure 20

Model Summary in the Relationship between IRI, LEV, Fsize and ROA

Change Statistics

Adjusted R Std. Error of the R Square
Model R R Square Square Estimate Change F Change Sig. F Change Durbin-Watson
1 .69° A48 47 06 A48 67.31 <.001 1.83

2 Predictors: (Constant), FSIZE, IRI, LEV

Note. SPSS output based on own calculations.
Evidence from figure 20 shows that <IR> is strongly related with ROA at a rate of 69% in

the presence of the control variables.
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Figure 21

ANOVA Statistics in the Relationship between IRI, LEV, Fsize and ROA

Model Sum of Squares df Mean Square F Sig.

| Regression 84 3 28 67.31 <.001°
Residual 92 221 .00
Total 1.76 224

b Predictors: (Constant), FSIZE, IRI, LEV

Note. SPSS output based on own calculations.

From figure 21, the sum of squares for the regression is lower than the residual explanations

of the variation in the dependent variable. The model is significant with F-value of 67.31.

In figure 22, beta coefficients for the model are established on the relationship between

<IR> quality and return on assets in the presence of leverage and firm size as control variables is
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established. The resulting model from figure 22 is that ROA7 = -0.14 + 0.29IRI -0.07 LEV -0.00

FSize + ¢i7.



Figure 22

The Coefficients between <IR> Quality, ROA with presence of Control Variables in the Model

Standardized

Unstandardized Coefficients Coeflicients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) -14 .03 -4.95 <.001
IRI .29 .02 .67 13.78 <.001 1.00 1.00
LEV -07 .02 -2 -4.03 <.001 97 1.03
FSIZE .00 .00 -05 -98 33 97 1.03

Note. SPSS output based on own calculations.

Results from the overall model reflecting the relationship between overall <IR> quality
and financial performance shows that inclusion of leverage and firm size as control variables has
not deterred the statistical significance of the relationship between the primary variables, meaning
overall <IR> quality and financial performance. This is because the F-statistics which that reflects
the overall significance of the model in the case of ROE and ROA have p-values of <0.001 in both
cases and therefore this leads to the rejection of the hypothesis there is no statistically significant
relationship between the quality of overall integrated reporting and financial performance in the
presence of control variables of firm size and leverage. The H5a was therefore note supported.

To corroborate the findings and decision from ROE and ROA models generated through
multiple regression analysis, a hierarchical regression model in figure 23 on the relationship
between IRI and financial performance when leverage and firm size are control variables. The
results from the use of both ROE and ROA which are respectively used as financial performance

proxies shows that the relationship between the variables of interest is significant in both cases.
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Figure 23
Model Summary in the Relationship between IRI, LEV, FSize and ROE

Change Statistics

Adjusted R Std. Error of the R Square

Model R R Square Square Estimate Change F Change Sig. F Change Durbin-Watson
1 A7 .03 02 19 03 341 .03
2 64° 41 41 15 38 144.71 <.001 1.78

2 Predictors: (Constant), FSIZE, LEV

b Predictors: (Constant), FSIZE, LEV, IRI

Note. SPSS output based on own calculations.

Figure 23 provides the output of a hierarchical regression for the control variable of
leverage and firm size entered first in the model followed by IRl and maintain ROE as the
dependent variable. The results show a weak relationship of 17% between the control variables
and ROE. While this model was not adopted as control variables are not variables of interest in
this study, they were considered in as far as their presence may impact the primary relationships
concerning quality of <IR> capitals as well as <IR> quality with profitability. Data in figure 23
shows that Adjusted R squared under the case for ROE is 0.41 and is significant (<0.001). The
result using the hierarchical model in figure 23 compared to regular multiple regression analysis
conducted in figure 17 and therefore the results in the regression relevance was corroborated using
both methodologies. The analysis of variance for the regressions in two models has statistics that
show a significant F which reveal that the relationships in models are significant. The data also
shows that there is a significant relationship between IRI (which represents <IR> quality) and

financial performance (represented by ROE) and the conclusions is that the presence of control



variables do not deter the statistical significancy of the relationship between <IR> quality and
financial performance.
4.3 EVALUATION OF FINDINGS

The evaluation of findings was conducted in two sub-sections. The first sub-section is
about descriptive statistics and characteristics of the sampled firms. The second sub-section is

about evaluation of findings on inferential statistics.

4.3.1 DESCRIPTIVE STATISTICS AND <IR> PRACTICES OF FIRMS

Data from figure 2 shows that a firm’s <IR> capital on average had high numbers on
financial and manufactured capitals which were reported at 86% and 84% respectively. A similar
result was found by Dayana et al. (2020) in their study on <IR> in Malaysia. Anifowose et al.
(2020) also argue that “the most disclosed capital is financial capital” (p. 575) and is in agreement
with findings of this study. Standard deviations show the level of variability of the data which is
all below 0.32 except firm size. However, some other studies carried out in other countries find
that manufactured capital is the least disclosed capital. An example is Anifowose et al. (2020) who
found that it is manufactured capital to be reported at 40.5% which was the lowest among other
capitals in their study. Three human-related <IR> capitals; also known as the tripartite human
related capitals, consisting of the human capital, intellectual capital and social and relationship
capital (Dayana et al., 2020) are well reported at rates of 82%, 83% and 75% respectively and are
thus highly regarded in mandatory <IR> jurisdictions like South Africa. This is confirmed in
Corvino et al. (2020) who find that in emerging economies like South Africa, the aspect of human
rights and health safety standards are very crucial. While doing a study on how often the various

<IR> capitals are cited by scholars, Coulson et al. (2015) find that human and social capital
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supersedes other types of <IR> capitals and that manufactured capital is the one that has been least
cited.

The mean disclosure for natural capital 67% and was the least disclosed among the <IR>
capitals in agreement with Suttipun and Bomlai (2019) in their study on level of <IR>among 150
firms listed on the Thailand Stock Exchange in the period 2012-2015 where they investigate <IR>
quality in yearly reports and found that among the <IR> capitals, natural capital is the least
reported. However, the results are in contrast with the results of Zanellato (2021b) who through
the examination of the quality of integrated reports in the extracting sector in Europe using 15 oil,
gas and mining companies that adopted 1IRC framework find that the firms disclose more
information related on environment than social aspects. Results from prior studies therefore
corroborate the current findings.

The results of this study also agree with those by Dayana et al. (2020) in terms of low rates
of disclosure of natural capital with exception that their finding revealed a lower natural capital
disclosure of 35%. Anifowose et al. (2020) in their study find the average disclosure rates to be
49.2% for natural capital, 49% for human capital, 47.2% for social and relationship capital and
47% intellectual capital. Adegbie et al. (2019) find closely similar results in Nigeria. The results
being low could be showing “that these capitals have been on disclosure over the years but using
different nomenclatures” (Anifowose et al., 2020, p. 575). In Malaysia, Dayana et al. (2020) finds
disclosure of 23.6%, 22.4%, and 21.3% for human, intellectual, social and relationship and natural
capitals respectively. The results of this study therefore show that for jurisdictions with mandatory
<IR>, their disclosure quality is to a large extent higher than in those where it is not mandated in
conformity with the view of (Islam, 2021; Lipunga, 2015). The results of this study are consistent

with findings in Almasan et al. (2019) showing that experiences from European companies on the
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adoption of <IR> capitals are that environmental, human and the social & relational are less
represented in the integrated reports compared to the financial and manufactured capitals which
represent the economic indicators.

IRI stands for the overall <IR> quality standing of disclosure in comparison to the 49
indicators of all <IR> capitals of a firm. Date from figure 2 shows that the minimum disclosure
value is 0%, mean of 79% and maximum value of 100%. This shows that some of the firms
reported fully on all the indicators for the <IR> capitals in line with the finding in Anifowose et
al. (2020). Prior studies in some cases reveal similar average results for <IR>. Nurkumalasari et
al. (2019) finds mean reporting value to be 74% in Asia, Islam (2021) finds it to be 79% in
Bangladesh which was an improvement from 61.5% found by Nakib and Dey (2018) in 2016 in
the same country. Anifowose et al. (2020) find the rate to be 74%. Lipunga (2015) in a study on
<IR> in developing countries with a case of Malawi finds that the average of IRl was 43% showing
that there was an <IR> gap of 57% and Dayana et al. (2020) find it to be below 50% in Malaysia.
In a study in Egypt, EI-Deeb (2019) finds the mean of <IR> index to be 48%. The results of the
current study are also supported by the findings in a study by Radley (2012) where they find that
perceptions of <IR> among investors and analysts, show that over 80% of them believe <IR> to
be useful to them in their company assessments thus showing the utility of <IR> from the
viewpoints of the investors as well as the analysts. The findings are a little higher compared to
results in Tiron-Tudor et al. (2020) during their study of 98 integrated reports in European firms
between 2013 and 2017 based on the IIRC framework where they find that the <IR> index was
70%.

The <IR> is also a little higher compared to findings by Anis and Indira (2017) in a study

of 58 manufacturing firms listed on the JSE and using a regression analysis where they find that
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<IR> is at 70% of the items that were reported. Through this, it can be said that <IR> quality in
South Africa and Namibia is relatively similar to other jurisdictions in Africa and to some extent
those in Asia. This supports the observation by Adegboyegun et al. (2020) that mandatory <IR>
has value in promoting the disclosure practice. In line with Lipunga (2015), there is need for more
efforts to further promote <IR> so the listed companies can improve <IR> quality and mandatory
reporting can relatively make a difference.

Financial performance was measured through return on assets and return on equity which
are the common ways in literature to represent the dependent variable. The average for ROA was
5% and is similar to 5.24% found in Amirrudin et al. (2020) in their study on 120 listed firms
drawn from the I1IRC website. However, it is high in comparison to 3% in Asia (Nurkumalasari et
al., 2019) but lower compared to 8.9% (Islam, 2021) and 13% in (Rahman et al., 2020). ROE
average was 9%. This is similar to 9.4% of return on capital employed by Amirrudin et al. (2020)
but higher than some cases like 2.3% in other studies (EI-Deeb, 2019). It can be concluded that on
average the firm’s sampled from NSX and JSE had a positive profitability position. To control the
effect of other common factors that impact financial performance, firm size and financial leverage
were used. The average firm size was 14.07 and this is comparable to some studies like
Nurkumalasari et al. (2019) in Asia where the average size was 14.04. Similar too in Rusdiyanto
and Narsa (2020). It is however lower compared to findings by Ismail et al. (2022) in their study
on sustainability reporting in emerging markets where they find mean of natural log of assets to
18.9. For leverage, the mean value is 0.43. This is higher than findings by findings by Ismail et al.
(2022) where leverage is to 0.231. This shows that the firms are quite resourced with assets.

However, they are quite levered.
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The study notes that most firms address the <IR> capitals well since the lowest average

disclosure is 67% and this is natural capital while the highest is 86% for financial capital. The

overall picture for <IR> shows an average of 79%. This is quite high in comparison to some other

cases reported in a number of other jurisdictions. While <IR> is impressive in most of the listed

companies given the level at which it stands, there are areas that are underreported. Basing on the

49 indicators of <IR> capital disclosures as adapted from Setia et al. (2015) and Anifowose et al.

(2020) and with reference to the IIRC framework, the following areas are below general average

of 79%:

d)

f)

Natural capital: energy consumption, amount of waste, recycled waste.

Human capital: Employee competence and capabilities, human resource development,
employee diversity, and human resource management.

Social and relational capital: Relations with competitors, customer health safety and
privacy, claims and lawsuits, relations with shareholders, human rights, relations with
lenders, involvement in social action (volunteering and community work), relations with
suppliers, indigenous rights and customer satisfaction.

Intellectual capital: Corporate image and market share.

Manufactured: Infrastructure (such as roads, waste and water treatment plants).

Financial capital: Operations and information on government grants.

Given the financial implications of under-reporting on <IR>, it is imperative that firms take

note of the less reported items (a to f above mentioned) and address this area through enhanced

reporting. If the reporting level is to improve from the current level of 79% to a higher level, it

requires that the identified gaps be filled.
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As part of description of the characteristics of how farms practice integrated reporting, an
effort was mad to find out 30 of the firms with the highest integrated reporting index are reporting.
This aims to show the key aspects of <IR> capitals reported in those firms so as to have a feel of
key contents of the reports. The firms identify <IR> capitals as resources and outputs of value and
report what they do to achieve sustainability across the capitals. One report mentions: “We keenly
understand the complex interplay between the capitals or resources that underpin our long-term
sustainability as a company” (Anonymous, p. 16). Financial capital items reported in the integrated
reports include debt, equity, use of resources according to their strategy, investment in new
business initiatives, balanced funding mix, creating and managing stakeholder value, financial
ratios, sales, profit, and return on investment. Under intellectual capital, common items reported
are the number of brands and labels, new products, reputation and goodwill, strategic partnerships,
R&D for better business, value of their brands, reputation, technical studies conducted, patents,
licenses, copyrights, MIS infrastructure, knowledge-based assets, procedures and processes, users
that effectively use MIS in their operations, and innovation awards.

In terms of human capital, common items reported are the number of talented staff,
investment in human capital development, capabilities of human capital, diversity in workforce,
number of hours invested by each human resource in training, strength of leadership team, human
resource ethics, health and safety of staff, employees as ambassadors, selection, development and
management of the staff, rewards for top performers, talent development for staff to attain senior
leadership, succession plan, women representation, percentage of black employees, black senior
managers and employee turnover. For social and relational capital, items reported include work
done for the communities including corporate social responsibility (CSR) activities, number of

lives impacted by their activities, stakeholder engagement, amount invested in support to black-
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owned businesses, employee relations, customer relations, level of trust, stakeholder engagement,
responsible corporate citizen, stakeholder management as a way to achieving success of the
organization, taxes paid, amount on CSR activities, support to schools and new jobs created. One
of the companies mentioned that for disclosure on social & relational capital, it is about “our
relationships with suppliers, tenants, property and asset managers, communities and other
networks” (Anonymous, p. 1). Another company said that “management identified disregard of
the safety guidelines as the main reason for the major incidents” (Anonymous, p. 42). Companies
invest to grow talent.

Under manufactured capital, reported items include number of physical assets,
technological capital like physical infrastructure and IT infrastructure, investment in artificial
intelligence, machinery for production, facilities, tangible and intangible infrastructure used to
conduct business activities, as well as plant and equipment. Natural capital items include energy
and water use in their operations, commitment to reducing environmental footprint through
efficiency in use of energy and water, energy consumption, marine biomass, environment
management systems, environmental management, resource acquisition, economic value of the
mineral resource, as well as consultation with the relevant authorities on environmental
management matters, which include bunded fuel areas; plant storm water run-off and storage;
water usage and recycling and dust emissions. On natural capital, one firm said “We support the
transition to a low-carbon economy and believe we can make a meaningful impact in addressing
climate change. We look for opportunities to either reduce the negative impact or prolong the life
on our planet” (Anonymous, p. 2). Concerning intellectual capital, firms do leverage the skills of

their human capital to give solutions to clients’ issues.



Integrated reports with the items exemplified above show that they are quite rich with
inclusion of a sizeable number of indicators of a quality integrated report. Therefore, it can be said
that the firms that have to some extent understood the essence of reporting on the various <IR>
capitals have gone a long way to articulate the way they have used them to create value for different
stakeholders, attain their strategic goals as well as strive to do better in sustainability. However,
some firms still refer to the reports as annual reports showing that the discipline and practice of
<IR> is yet to fully be adopted by all listed firms in South Africa and Namibia. This is a challenge
that can be addressed through increased vigilance in ensuring the listing rules of both JSE and
NSX are fully adhered to including the requirements on <IR>. Also, it will be beneficial for the
reporting companies as well as the users of the reports if a comparable format of reporting is used
by the companies. This too can be made a requirement further improve the level of quality of

integrated reporting.

4.3.2 INFERENTIAL STATISTICS OF THE STUDY

The significance threshold of 0.05 was used to establish whether the variables under study
were significantly related and therefore whether null hypothesis is validated or not. The F-values
were used to test the multiple regression analysis where multiple <IR> capitals were involved in
the regression while t-values were interpreted in order to test the overall <IR> quality relationships
with financial performance. Where the coefficient of correlation (unstandardized ) was found
significant (less than 0.05), the researcher rejected the null hypothesis and thus accepted the
alternative hypothesis. Where insignificant; it would result in failure to reject the hypothesis. The
standardized B coefficient was also used to show the relative effect of a one unit increase in the
independent variable within the same model towards financial performance variable keeping other

variables constant in line with argument by Sarstedt and Mooi (2019).
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The study showed that there were no variables among the independent variables without a
relationship; that is, where the coefficient is zero and this therefore shows that all the variables
have something to contribute towards financial performance even though the contribution can be
in the reverse direction (negative), in the positive direction and with significance or not. The issue
therefore was whether the relationships between those variables would be significant or not. It is
in that framework that each hypothesis was examined to verify whether it is valid or not in view
of the stated thresholds. Presentation of empirical results was undertaken through descriptive
statistics as well as inferential statistics. The inferential statistics facilitate the testing of the
hypotheses and this enabled the evaluation of the study findings. To evaluate the impact of quality
of <IR> as well as quality of disclosure of <IR> capital, the independent variables’ data were
lagged for a year (therefore 2018 data was used) to find its impact on 2019 financial performance
and this was done in line with Helmina et al. (2018).

The six <IR> capitals of a firm have been found to be mostly well reported in comparison
to a number of studies in other countries. This can be attributed to the fact that both South Africa
and Namibia have made <IR> mandatory. Financial capital was found to be the most reported
capital followed by manufactured capital. The human related capitals: human, social & relational,
and intellectual capitals were well reported as well. Financial and manufactured capitals are more
of a statutory requirement since most of the data relate to what is found in international financial
reporting standards and thus not surprising that they are the most reported capitals. As Setia et al.
(2015) who was among the pioneers to study the <IR> capitals notes, the two capitals are statutory.
The study finds that natural capital is lagging behind other capitals in terms of reporting. This is
surprising given the need to increase environmental concerns and its reporting. Therefore, there is

need to have a closer follow-up on the implementation of <IR> framework at both NSX and JSE.
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In the first hypothesis, the coefficient of determination (R?) shows that the changes in ROE
is explained by the quality disclosure of human, social & relational, financial, manufactured,
intellectual and natural capitals of a firm at a level of 45%. The remainder of the changes in
financial performance can be explained by other factors including leverage and firm size. The
model is mildly strong. The F-statistic in all the models is significant, it shows that the models can
be relied upon as a way of estimating the dependent variable. The F-statistic also shows that the
relationships between the independent and dependent variable is significant. The relationship of
the independent and dependent variable even gets stronger when ROA is used as a proxy for
financial performance since R? increases from 45% to 47%.

In case of ROE, the relationship with the <IR> capitals are at R?> of 45% and the
relationships with each individual <IR>capitals: HCDI, SRCDI and FCDI are positive at 0.19,
0.39 and 0.01 respectively. This shows that a unitary change in HCDI results into 0.19 change in
ROE. A unitary change in SRCDI results into 0.39 change in ROE. A unitary change in FCDI
results in a 0.01. This shows that the highest change in ROE results from quality reporting of social
and relationship capital. This is also confirmed by looking at standardized beta coefficients. NCDI,
ICDI and MCDI are negatively related with ROE where the beta coefficient is 0.03, 0.01, and 0.04
respectively. This shows that a unitary increase in NCDI, ICDI and MCDI results in a negative
ROE by 0.03, 0.01, and 0.04. Therefore, reporting on ICDI, NCDI and MCDI results in more costs
than benefits and hence less profits. Of the six <IR> capitals, it is SRCDI that significantly

influences changes in profitability.

Based on the findings of the study, the null hypothesis that there is no statistically
significant relationship between disclosure quality of <IR> capitals of a firm and its ROE was

rejected. The reason is that the F-test which provides the overall significance of the regression
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model (Sureiman & Mangera, 2020) is significant since it is below the cut-off point of 0.05. In this
respect, the alternative hypothesis that there is a statistically significant relationship between
disclosure quality of <IR> capitals of a firm and its ROE was confirmed. This means that variations
in the disclosure quality of the six capitals of <IR> which are manufacturing, human, intellectual,
financial, natural and social and relational, will influence variations in return in equity. The degree

of the variations has been elaborated in the section on results.

Results on testing hypothesis #2 show there is no statistically significant relationship
between ROA of a firm and the disclosure quality of its <IR> capitals. R? is stronger in the case
of ROA than in ROE since it is 47% when return on assets is used as the proxy for financial
performance and then when ROE was used, the coefficient of determination of the regression
model was 45%. This implies that return on assets responds more to the variations in the disclosure
quality of manufacturing, human, natural, financial, intellectual and social and relational capitals
of a firm. It implies that the managers of companies are eager on changes in the disclosure levels
of <IR> capitals compared to the investors (reflected through a return on equity perspective).
Results from testing null hypothesis that there is no statistically significant relationship between
the quality of overall integrated reporting and financial performance result in rejecting the null
hypothesis and therefore confirming the alternative hypothesis that there is a statistically
significant relationship between the quality of overall integrated reporting and financial
performance. The meaning of this conclusion is that variations in the disclosure quality of <IR>
capitals do matter for return on assets.

Results from testing hypothesis # 3 on the aspect of statistical significance in relationship
between the quality of overall integrated reporting and financial performance shows that overall

<IR> quality influences ROE by 60% while it influences ROA by 30%. This shows that when it

245



comes to overall <IR> quality increases by one unit, ROE increases by 60%. The increase in ROE
is two times that of ROA for a unit increase in overall <IR> quality. It therefore means that
investors would be more interested or gain more from an increase in the disclosure quality of
overall integrated reporting. This shows that investors are more interested in better overall
integrated reporting than the managers of companies do. The test of the hypothesis that there is no
statistically significant relationship between the quality of overall integrated reporting and
financial performance, resulted in rejecting the hypothesis since the student t values are less than
0.01. This results in accepting the alternative hypothesis that there is a statistically significant
relationship between the quality of overall integrated reporting and financial performance. The
correlation coefficient for the relationship between overall integrated reporting and ROE is 63%
and is a little lower than correlation 66% when ROA is used as a proxy for financial performance.
Therefore, there is a strong relationship between overall integrated reporting disclosure quality and
financial performance. The linear relationship between the independent and dependent variables
is strong in both ROE and ROA although it is a little stronger in the case of ROA. While the
correlation coefficient of 66% in the case of ROA and 63% in the case of ROE shows how the
change in the overall IR disclosure quality affects financial performance, the beta value of 0.6 in
the case of ROE and 0.3 in the case of ROA shows the amount of change in ROE and ROA for a
unit change in the level of overall IR disclosure quality. The amount of change in ROE is therefore

more than in the case of ROA.

Testing hypothesis # 4 results in failure to reject the null hypothesis that there is no there
is a statistically significant relationship between disclosure quality of human, social & relational,
financial, manufactured, intellectual and natural capitals of a firm and its ROE. The alternative

hypothesis (H5a) was not supported. It is observed that F-statistic of 23.4 whose p-value is less
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than 0.05 and this shows that the model is useful. Inclusion of leverage and firm size as control
variables in the model between <IR> capitals and ROE shows no change in statistical significance
of the relationship between the primary variables of the study (<IR> capitals and ROE) and it also
shows that the contribution of both leverage and firm size is statistically insignificant. This
therefore shows that when control variables are included in the equation, it does not change the
statistical significance of the relationships between the disclosure quality of <IR> capitals and
ROE. The controlling effect of both leverage and firm size on the relationship between the quality
of <IR> capitals and ROE is not confirmed in this case and therefore the alternative hypothesis
(H5a) is not confirmed. This fortifies the view that the regression model between disclosure quality

of <IR> capitals and ROE is stable since it is hardly affected by inclusion of control variables.

Results from testing hypothesis # 5 that there is no statistically significant relationship
between the quality of overall integrated reporting and financial performance in the presence of
control variables of firm size and leverage resulted in rejecting the hypothesis. This means that the
alternative hypothesis that there is a statistically significant relationship between the quality of
overall integrated reporting and financial performance in the presence of control variables of firm
size and leverage is accepted. It is also observed that a unitary increase in IRI results in increase
in ROE by 59% while it results in 29% for ROA. This further confirms that overall integrated
reporting disclosure quality is more appealing to investors compared to the managers of firms
given the substantial influence that <IR> quality has on ROE in comparison to ROA. The amount
of change in both ROE and ROA when leverage and firm size are included in the regression
equation as control variables is not substantially changed since it only changes from 60% to 59%
in the case of ROE and 30% to 29% in the case of ROA. This shows that inclusion of control

variables has not substantially changed the amount of the changes in financial performance
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resulting from a unit change in the overall <IR> disclosure quality. This is also fortified by the fact
that the statistical significance of the relationship is maintained. This confirms that the regression
model between ROE and overall <IR> disclosure quality is stable just like the same is the case

when ROA is used as a proxy for financial performance.

The findings in the study are similar to a number of previous empirical studies on the
relationship between <IR> and financial performance as well as the relationship when <IR>
capitals are considered. Islam (2021) find that financial performance on IRI shows a coefficient of
0.4271. Other studies find a significant relationship between <IR> and the performance of firms

Cosma et al. (2018) and lyoha et al. (2017).

The results of the study are in line with findings of Wachira et al. (2020) that in <IR>
regimes like South Africa, information given in integrated reports is found to be better aligned
with investors’ needs. Also, they are in line with Lee and Yeo (2016) findings in South Africa
where their analysis shows that the more quality <IR> of firms, the higher their accounting
performance as well as stock market performance. Results also confirm the findings in Moloi and
Iredele (2020) who study the value relevance of <IR> quality in the case of South Africa and find
a significant relationship between <IR> quality and firm value thereby noting that <IR> quality
adds value. The current study additionally fills the gap in Moloi and Iredele (2020) where whereas
they used a sample of 100 firms listed on JSE without regard to representativity and replication of
the results, the current study uses a representative sample. The results of the study show that firms
in Namibia and South Africa listed respectively on NSX and JSE with a higher quality <IR> in the
previous year performed better in terms of ROE and ROA in the following year and therefore it

was beneficial to them to adopt quality disclosures. Suttipun (2017) in a study in Thailand find no
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significant effect between FCD, ICD, HCD, with financial performance at the 0.05 level. Adegbie
et al. (2019) find that MCDI, ICDI, HCDI, and NCDI are not significantly related to financial
performance which have also been proved to be valid in the current study.

However, the results of the study are in contradiction with some other prior studies that
found an insignificant relationship between <IR> and the performance of firms. These include
Mokabane and Du Toit (2022), Nurkumalasari et al. (2019), Adegboyegun et al. (2020),
Bijlmakers (2018). The findings of this study also contradict results in Dube (2018) examining the
relationship between <IR> and firm financial performance in South Africa based on the IIRC
framework but finds no relationship between <IR> quality and firm performance in terms of share
returns. Unlike the author’s conclusion that the application of <IR> does not appeal to investors,
results of this study show that <IR> is beneficial to reporting firms and can be used to inform
investors in making their investment decisions. Perhaps, the reason for the result of Dube (2018)
are that they used only 40 firms in their sample and thus could not have observed a representative
picture. Dayana et al. (2020) find a significant association between the tripartite human related
capitals of HC, IC and SRC and financial performance. Vitolla et al. (2019a) find a positive and
significant relationship between ICDI and financial performance and (Anifowose et al., 2020)
notes that “on the individual capital reporting, natural and human capitals are of significant impact
on the sustainability of the sampled companies” (p. 582).

Seen in totality, the overall <IR> disclosure quality meets the expectations that it
significantly influences on both ROE and ROA. This is conformity with prior studies. Dayana et
al. (2020) in a study in Malaysia find that <IR> is positively related to financial performance and
notes that this is helpful “increasing the internal management’s value.” (Adegbie et al., 2019) also

note “integrated reporting has a significant effect on firms’ value as observed from the probability
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value of the F-statistics at 0.00” (p. 53). Other studies that confirm the results from the current
study include Cosma et al. (2018), lyoha et al. (2017) who find a significant relationship between
<IR> and financial performance.

The findings back theoretical assumptions and the hypotheses which themselves are based
on the agency theory as well as signaling theory. The study results confirm the relevance of both
agency theory and signaling theory in explaining the importance of <IR> in reducing information
asymmetry in line with Abeywardana et al. (2021) who argues that <IR> reduces information
asymmetry and thus the agency problem. The results provide evidence that the signaling theory
was supported with respect to <IR> since it results in improved financial performance. This is in
conformity with Dilling and Caykoylu (2019), Dey (2020) and Martinez (2016). The study results
confirm the agency and signaling theories which conform to other prior studies asserting that firms
with more <IR> quality tend to have higher firm value (performance) (Cosma et al., 2018; Lee &
Yeo 2016; Utomo et al., 2021) taking <IR> as a whole.

The results support the agency theory that quality <IR> can reduce discrepancy of
information held by the management and the outsiders and hence reduce agency costs thereby
influencing decision-making of both parties of firm insiders and outsiders (Shahria, 2022). This is
also in line with other prior studies like Utomo et al. (2021) in their study on <IR> among 60
manufacturing companies in Indonesia and Singapore where their research theoretically supports
agency theory and signal theory. The findings of this study support the agency theory also in line
with conclusions by Moloi and Iredele (2020) on the relevance of the agency theory concerning
<IR> where they find that the theory is supported by reason that <IR> quality reduces information
asymmetry to report users and also significantly influence firm value in terms of share prices.

Therefore, results of the current study support the assumption that <IR> quality reduces

250



information asymmetry as provided by both the agency theory and signaling theory. However, the
results are contrary to Adegboyegun et al. (2020) who find the signaling theory on <IR>
unsupported.

To verify on the application of the results, the concern was the issue of whether the
regression model(s) is stable so as to be considered unshakeable. This would also confirm the
models’ reliability for use in predictions. Therefore, leverage and firm size were used as control
variables. The concern was whether the models developed for this study would stand in the
presence of control variables. The findings confirm that the relationships between quality
disclosures of <IR> capitals as well as the overall <IR> quality with financial performance were
significant even in the presence of control variables. Leverage was found to be significantly related
to financial performance while firm size was not. However, jointly, the control variables had
relationship with financial performance viewed from a squared R perspective albeit weak. The
control variables enabled the researcher to make conclusions about the relationship between <IR>
capitals and financial performance as well as the effect of the overall picture of <IR> on financial
performance. This makes the models of this study stable and can be relied on to make projections
regarding what the effect of financial reporting can become if the conditions in the independent
variables change.

The findings note the work of Doni et al. (2016) in their study on the degree of compliance
of firms in relation to <IR> in South Africa in terms of various capitals to be impressive but
cautions on non-impressive reporting on aspects of environmental factors.

Based on the findings of the study, H10, H20, H30 and H50 were rejected hence accepting
their respective alternative hypotheses while there was failure to reject H40 and hence H4a not

supported. This confirms that there is a significant relationship between the <IR> capitals and
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financial performance as well as the preposition that there is a significant relationship between the
overall picture of <IR> based on the 49 indicators and financial performance. Inclusion of firm
size and leverage as control variables did not deter the statistical significance of the relationship
between the primary variables of the study. The findings in the current study are in tune with Moloi
and Iredele (2020) in their study in South Africa on the influence of the quality of <IR> on firm
value where they find a significant relationship and hence conclude that <IR> quality adds value
to the firms that undertake the practice. The findings show that <IR> is of value to firms in line
with the findings by Lee and Yeo (2016) while assessing the relationship between <IR> and firm
value of firms listed in South Africa where they find that the <IR> costs are less compared to its
benefits. However, the findings are in sharp contrast with results of Meijden (2016) in their study
on impact of <IR> on firm performance where the author concludes that there is no significant
relationship between the two and that the <IR> framework has not fulfilled its promise. The current
study like (Islam, 2021) concludes that firms that perform better have had better quality of <IR>.
4.4 SUMMARY

The models for this study were built on testing the hypotheses. The independent variable
was financial performance and was represented by ROE and ROA. The independent variables were
the disclosure quality of <IR> capitals where the <IR> are those prescribed by the IIRC
framework. An overall < IR> quality was also adopted as another independent variable. Two
control variables (leverage as well as firm size) were used.

The models were based on the use of ordinary least squares (OLS) as a tool in regression
analysis in line with Verbeek (2017) and Ernst and Albers (2017). The significance threshold of

0.05 for a regression coefficient was used to establish whether the variable(s) significantly relate
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to the dependent variable. If so, it would result in a null hypothesis being rejected. Both descriptive
and inferential statistics were used in the analysis of the study.

Reference was made to each hypothesis to identify if any is supported and which ones are
not supported, possible reasons, and how the results relate to previous studies, possible
generalizations, and the recommendations for future research in line with the assertions by
Creswell (2009). In order to ensure that at least 95% of the samples reflect the population, a cut-
off point of 0.05 was used for significance level purposes. According to Williams et al. (2019), “If
a 95% confidence interval has corrected coverage, this means that if a large number of samples are
drawn from the population of interest and a confidence interval calculated based on the data from
each sample, 95% of these intervals will contain the true parameter value” (p. 5).

The reports of firms sampled in this study provide information on the firms’ value creating
business model/shared value approach, nature of business activities, their business values, strategic
objectives, significant risks faced, market risks, value propositions, enablers of value creation, use
of strategy as a channel for value delivery, and how they share the value created from inputs to
outputs. Mention is made in the reports on the firms’ efforts to conducting business with respect
for the environment. The main reporting format identified is that the firms tend to use the input,
process and output model of <IR> capitals and some prefer using columns of <IR> capital, inputs,
activities, outputs and outcomes.

Cronbach’s alpha for the data was 82% and it is seen as ensuring data consistency and
reliability in line with arguments by Hayes and Krippendorff (2007). A CVI1 test showed evidence
of content validity of the items used in the study where 1-CV1 for each item scored at least 0.83,
S-CVI/Ave was 0.97 and S-CVI/UA was 0.81. Key control variables are firm size and financial

leverage (Islam, 2021). Therefore, leverage and firm size have been used as control variables in



consistency with prior studies like Martinez (2016), Nurkumalasari et al. (2019), Mondal and
Ghosh (2012) and Dey (2020). Leverage was measured as a ratio of total liabilities to total assets
in line to Korkmaz, 2016; and Dilling and Caykoylu (2019), and Dey (2020). Firm size was
measured by natural logarithm of total assets in conformity with prior studies like Dey (2020),
Vitolla et al. (2019a), Affan (2019) and Martinez (2016). For profitability, leverage and firm size;
since they are secondary data collected from integrated reports, their validity and reliability were
assumed in line with Affan (2019).

Financial performance was proxied by ROA and ROE as in line with many of previous
studies (Mohamad et al., 2014). Albertini and Berger-Remy (2019) note that “ROA and ROE are
generally accepted standard measures of financial performance found in strategy research” (p. 222)
and see the two as accounting indicators of financial performance.

The findings of the study show that the firm’s <IR> capitals generally have most indicators
of <IR> reported. Financial and manufactured capitals were the highest reported with 86% and
84% respectively. The finding was similar to some prior studies like Dayana et al. (2020) and
Anifowose et al. (2020). Human, intellectual and social and relationship capitals were also high.
Natural capital was the least disclosed similar to studies like Dayana et al. (2020). However, in
some cases, the findings of this research differed with prior studies. While this study finds that
manufactured capital is second in terms of quality of reporting, Anifowose et al. (2020) found it
to the lowest reported among other <IR> capitals in the context of firms in Asia.

On inferential statistics and regression analysis, the F-statistics and their significance levels
were used to test the null hypothesis #1, #2 and #5 while the t-statistics and their statistics
significance were used to test null hypotheses # 3 and #4. Results show that in line with provisions

of Veazie (2006), Futschik et al., 2018 and Sureiman and Mangera (2020) in composite null
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hypothesis, the null hypotheses (# 1, #2, #3 and #5) were rejected since their p-values were lower
than the critical value of 0.05. However, there was failure to reject hypothesis #4 since the p-values
of both leverage and firm size as controlling variables in the relationship between disclosure
quality of <IR> capitals and ROE was not statistically significant. The failure to reject the H05
resulted in not confirming H5a. The overall <IR> disclosure quality was also used in the study and
it was computed using equation 1 which was adapted from Lipunga (2015) in his study on
integrated reporting in Malawi.

Where nj is the number of indicators for the j™ firm while X;j refers to the i"" indicator of
the disclosure in line with Islam (2021), the results of the regression analysis showed the <IR> is
positively correlated with financial performance. Therefore, the alternative hypotheses on <IR>’s
relatedness with financial performance were confirmed. The study results are in line with prior
studies in many aspects and the stability of the models is confirmed by introducing leverage and
firm size as control variables and with a finding that this did not alter the relationships’
significance. The study also confirms the validity of signaling theory as well as the importance of

the agency theory in explaining the effect of <IR> quality on financial performance of firms.



CHAPTER FIVE

IMPLICATIONS, RECOMMENDATIONS, AND CONCLUSIONS

Integrated reporting is the new breed of corporate reporting seeking to enhance
organizations’ disclosure of strategic thinking and value creation in sustainability aspects
(Navarrete-Oyarce et al., 2021). The objective of the study was to find out the value relevance for
firms to engage in <IR>. The study based on the <IR> practices of firms listed in South Africa and
those listed in Namibia to verify the quality of disclosure and then find the relationships with
financial performance. Namibia and South Africa were identified as the ideal countries for this
study given that they were the only countries in Africa with non-financial reporting made a rule

and also require <IR> a reporting for listed firms by the time of this study.

The results of this study relate to the level of quality of <IR> of firms listed on NSX and
JSE. Quality here means the alignment level of the integrated reports with 1IRC framework in line
with prior studies like Tiron-Tudor et al. (2020). It is based on indicators of the six <IR> capitals
of a firm which reflect levels of <IR> compared to the maximum level of <IR> capitals disclosure
that a firm is expected to have. There are a total of 49 indicators in the six <IR> capitals of a firm
based on the work of Anifowose et al. (2020) and Setia et al. (2015) who also base on the IIRC
framework. The more of the 49 indicators are present in the integrated report of a firm the higher
the quality of reporting. The 49 indicators are contained in the six <IR> capitals whereby 8 are for
human capital, 6 are for natural capital, 17 are for social and relational capital, 9 are for intellectual

capital, 4 are for manufactured capital while 5 are for financial capital.
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The study used seven model specifications and estimations to test five null hypotheses. The

OLS was used. A verification was carried out to verify on suitability of the data for the study as

well application conditions of the OLS. The study verified on the linearity conditions, zero

expected mean for the error term, homoscedasticity, normality, addressing of outliers and ruling

out autocorrelation. Among these aspects, the only concern was with identified outliers. Two cases

were identified and removed from the final data used to eliminate the outlier effects. Therefore,

the model requirements were fulfilled for use in this study. In using a linear regression model,

identifying inferential statistics sought to establish:

a)

b)

d)

Whether there is a statistically significant influence of the quality of disclosure of <IR>
capitals of a firm and its ROE.

Whether there is a statistically significant influence of the quality of disclosure of <IR>
capitals of a firm and its ROA

Whether the relationship between the disclosure quality of human, social & relational,
financial, manufactured, intellectual and natural capitals of a firm is related to its financial
performance in the presence of control variables of firm size and leverage

Whether there is a controlling effect of leverage and firm size on the relationship between
<IR> capitals and ROE.

Whether statistical significance (if any) of the relationship between the quality of overall
integrated reporting affects financial performance of a firm in the presence of control

variables of firm size and leverage.

When the control variables of leverage and firm size were introduced in the models, the

study verified the stability of the seven models. This led to making a decision on the null
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hypotheses concerning the possibility of a change in the significance of the relationships in the
primary variables.

The essence of this chapter is to provide implications, articulate research contributions, and
to offer recommendations for practical applications and also conclusions about the study. This
chapter discusses the study’s limitations and how the researcher went about them to ensure they
do not needlessly affect the results. The chapter also discusses originality of the study and its
contribution. The research’s implications were articulated. The study ends by providing key
recommendations for application as well as future research. Conclusions drawn are discussed lastly
to highlight deductions from the study.

5.1 IMPLICATIONS

This section discusses the implications resulting from the findings of the study. This
research aimed at establishing the relationship between <IR> and firm performance. Financial
performance was measured through ROE and ROA. The difference between ROE and ROA is that
ROA is the performance of the firm measured from management’s perspective and therefore by
nature is internal perspective performance while ROE is the firm performance that is based on
shareholders’ viewpoint and therefore takes an external outlook (Dayana et al., 2020). The six
<IR> capitals provided by the IIRC framework are financial, manufactured, human, natural, social
& relational, and intellectual capitals and this study confirms the value relevance of reporting on
these capitals. These <IR> capitals which were published in I1IRC (2013) were maintained in the
revised IIRC framework of 2021 (1IRC, 2021).

The results on the first hypothesis (H10) established the basis to test the validity of the
preposition that there is no statistically significant relationship between disclosure quality of <IR>

capitals of a firm and its ROE. Given that the statistical significance level of the F-statistic

258



(measuring overall significance of the regression model) was <0.001, the deduction is that the null
hypothesis is rejected in line with the principle on testing a composite null hypothesis Sureiman
and Mangera (2020), Sarstedt and Mooi (2019), Veazie (2006) and Futschik et al., 2018) and thus
accepting the alternative that there is a significant relationship between a firm’s quality of <IR>
capitals disclosure and its ROE.

The study concludes that firms with significantly better quality of <IR> capitals perform
better in terms of return on equity and hence appeals better to the investors. This study adds voice
to the debate on the relevance of <IR> capitals in the corporate reporting literature. It provides
current evidence on the relationships between quality of disclosure of <IR> capitals and financial
performance. The study’s focus was a multiple regression with a composite (multiple) regression
for the <IR> capitals quality indices and financial performance.

The coefficient of determination (R?) of 45% characterizing the relationship between <IR>
capitals and ROE shows that the changes in the dependent variable attributable to ROE are 45%.
The rest is attributable to other factors.

Zhang et al. (2021) note that natural capital relates to environmental or ecological factors
and its protection is important. Given that the reporting of natural capital is the least as identified
in this study, it implies that the environmental reporting levels in South Africa and Namibia are
the lowest of the IIRC framework. By implication the reporting on carbon footprint, air pollution,
waste processing plants and safeguarding of environment is low. This reduces the quality of
integrated reporting in the two countries and therefore can affect the decision-making abilities of
investors, regulators, management, government and other stakeholders. It can negatively affect the

reputation of the firms in terms of their commitments to sustainability ideals. This is bad especially
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given that South Africa is one the mineral rich countries and therefore extraction activities
expected to be high with sizeable environmental consequences.

There is need to tighten the mandatory regime of integrated reporting to ensure that all
social, economic, environmental, governance, financial and physical assets are well reported.
There is need to tighten the aspect of report/explain part of the integrated reporting rules of
corporate governance if the mandatory aspect of disclosure is to have enhanced meaning.
Otherwise, if some aspects of integrated reporting are not reported, there needs to be a reason given
for not reporting. The reasons may include that a given indicator is not relevant for a given
company’s activities.

The study established high levels in reporting of human related <IR> capitals. It could be
due to high consideration of human related issues. Given high accidents at work noted by Doni et
al. (2016), it seems the firms in South Africa have greatly prioritized human capital reporting. The
results of the study thus provide evidence to back this practice.

This study adds a voice to the debate on the relevance of integrated reporting capitals in
the corporate reporting literature. It provides current evidence on the relationships between
integrated reporting capitals and financial performance. Taken as a whole, <IR> capitals
significantly influence the level of financial performance of a firm. Taken individually, the debate
on value relevance is far from over in light of those <IR> capitals that do not have a significant
relationship with financial performance.

Testing of hypothesis two that there is no statistically significant relationship between ROA
of a firm and the disclosure quality of its <IR> capitals resulted in its rejection since the resultant
F-value is significant at less than 0.05. This is in line with Sureiman and Mangera (2020), Sarstedt

and Mooi (2019) and Veazie (2006) and Futschik et al., 2018). The alternative hypothesis that
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there is a statistically significant relationship between disclosure quality of <IR> capitals and ROA
is accepted. The relationship of the <IR> capitals and ROA yield a closely similar result with a
47% which implies that the quality of reporting on <IR> results in a more or less of similar impact
on internal operational performance (Dayana et al., 2020) and returns to shareholders or external
performance outlook (Islam, 2021).

Implications are that both the investors and management value quality of <IR> capitals.
Firms can derive value from better quality <IR> capitals disclosure. The management of firms’
viewpoints can be positively influenced by <IR> capitals (FCDI, SRCDI, NCDI and HCDI) while
ICDI and MCDI influence is negative. This implies that better reporting of the four <IR> capitals
will be beneficial to firms while the cost of reporting on intellectual and manufactured capital is
likely to be more than benefits derived.

The second hypothesis concerns the relationship between overall <IR> index (representing
<IR> quality) and financial performance. Based on the findings, the hypothesis that there is no
statistically significant relationship between the quality of overall integrated reporting and
financial performance is rejected hence accepting its alternative that there is a significant
relationship since the student t -statistic was significant (below 0.05 cut-off point).

History has made South Africa to play a pivotal role with regard to <IR> development
(Mokabane and Du Toit, 2022). Results show that King’s Code of Governance is effective in
making <IR> mandatory in South Africa and since the code guided the NamCode in Namibia, it
shows it has been effective. By attaining the <IR> quality of 79%, it means that 21% of the <IR>
indicators are not reported. This implies that either those key activities not reported may not be

relevant to firms, are not regarded material by the firms, or are ignored on purpose. The aspect of
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report or explain therefore becomes handy whereby the non-reporting firms could be disregarding
the requirement to explain the lack of reporting on those non-disclosed items.

The level of <IR> may reflect the extent to which the firms regard the level of efficiency
of the stock exchanges in view of the efficient market hypothesis with strong, semi strong and
weak forms (Frias-Aceituno et al., 2014). Stock market exchanges in a strong form would not be
affected by the level of <IR> since the investors and other users are aware of the available
information for decision making and thus already have insider information, current and past
information. Those in semi-strong form assume that the current and past information is known
already while the weak form assumes the past information is already factored into their decisions.

Perhaps those firms not reflecting some of the key information are either doing it by
assuming the investors have other ways to access information for their decision making. However,
this would be a weak thinking in terms of strategic management of firms since the study shows
that firms with quality <IR> are rewarded with high returns. High returns would inevitably speak
volumes to the investors in terms of share prices and dividends from the high performing
companies. Therefore, a better strategy is to report the value creation abilities of the firms.

The study supports the view that mandatory reporting results in better quality of <IR> and
therefore should be adopted by jurisdictions that have not done so. The study contributes to the
promotion of adoption of the IIRC framework and as evidence from this study shows, there is
value relevance in adopting <IR> practices. Mandatory reporting looks to be making a difference
in the level of <IR>. Wachira et al. (2020) note that the level of sustainability reporting as well as
<IR> in Africa (with exception of South Africa that has made <IR> mandatory) has in the past
been shown to be less than 13% on a world scale. Boiral (2013) points to the issue of quality of

reporting, because while substantial percentage of companies have adopted NFR, the issue of those
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that publish relevant information is put at 10%. Given that the level of <IR> on average is 79% in
South Africa and Namibia, it could be a sign that mandatory <IR> makes a real difference.

The reporting level is higher than some of the jurisdictions highlighted in some of the prior
literature. An example is Shahria (2022) who conducts a study on the role of <IR> value creation
of companies using 30 firms in Bangladesh based on a disclosure index developed using the 2013
IIRC framework and finds that reporting level based on IIRC standards is 60%. Therefore, it can
be inferred that mandatory reporting is helpful in improving levels of <IR>.

It can be argued that firms whose level of <IR> is low can hardly show the process of value
creation and how integrated the efforts of value creation is. This can affect their ability to show
integrated thinking in their reports, yet integrated thinking is a key advantage of preparing
integrated reports. Integrated thinking demonstrates how inputs, processes and outputs in terms of
<IR> capitals add value to the firms.

Since hypotheses # 4 and # 5 relate to the effect of control variables on the stability of the
primary hypotheses of the study, their implications are presented in the same section. This is
because they both related to analyzing whether the significance between the independent variables
and dependent variable is still supported if the control variables come into the equation. To analyze
this, two hypotheses were used and both OLS and hierarchical regression analysis was used. The
results showed that the established significant relationship between the independent variables and
dependent variable still stands in the presence of leverage and firm size. Therefore, when
controlled for leverage and firm size, the relationship between disclosure quality of human, social
& relational, financial, manufactured, intellectual and natural capitals of a firm and ROE, the
relationship is still significant. Actually, both leverage and firm size do not have a statistically

significant controlling effect to the relationship between <IR> capitals and ROE. The alternative
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explanations for the relationship do not alter the findings in the primary variable relationships
given that the inclusion of the control variables has not altered decisions in hypotheses #1, #2, and
#3 in line with arguments by in Klarmann and Feurer (2018).

The findings of this study may be beneficial to <IR> standard setters, managers of firms
wishing to adopt <IR> practices, investors, as well as researchers in the space of corporate
reporting concerning the value relevance of <IR> and specifically on the influence of <IR> quality
and financial performance. The findings can aid policymakers, <IR> standard setters and firms to
make informed decisions on areas that yield maximum effect in the relationship between <IR>
capitals and financial performance, areas with gaps so they can be improved and the rationale
behind this. In line with observations by Hoang et al. (2020), the study can be useful to the <IR>
regulatory authorities as well as policymakers and users of the <IR> reports who can be informed
on areas that need further guidelines or even areas of amendments in the current standards and thus
can take note of gaps in <IR>among the firms and issue out corrective guidance.

In line with observations by Wachira et al. (2020), the findings of this study fortify the
observations that IIRC as well as stock exchanges wishing to demonstrate value relevance of <IR>
can look at the example from the mandatory regimes like South Africa and Namibia where they
can encourage other jurisdictions to replicate the report/explain or report and explain disclosure
model. As observed in Anifowose et al. (2020) concerning the importance of <IR>, results can
support regulators in Africa and developing countries in general in monitoring of <IR> practices
in their respective domestic companies and also inform the 1IRC on how its <IR> framework is
currently applied as well as gaps still experienced in <IR> practice.

In retrospect, the study shows the importance of <IR> and the importance of reporting on

the <IR> capitals of a firm and hence the study contributes to international efforts of promoting
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<IR>. The results provide confirmation to support the view that there is reasonable evidence to
expect that <IR> quality results in a firm’s superior financial performance in agreement with Islam
(2021) hence as provided by signaling as well as agency theory, firms that communicated better
on the <IR> framework can expect increased performance levels (Martinez, 2016). This is because
quality <IR> lowers information asymmetry between managers and shareholders (Frias-Aceituno
etal., 2014; Lee & Yeo, 2016; Moloi & Iredele, 2020).

With reduction of information asymmetry among the listed firms in Namibia and South
Africa, possibility of adverse selection as well as moral hazard can reduce in line with agency
theory (Winter & Zilch, 2019). The study shows the importance of <IR> and contributes to
international efforts of promoting <IR> and findings are in tune with prior studies like Dayana et
al. (2020), Adegbie et al. (2019), Lipunga (2015), EI-Deeb (2019), Barth et al. (2017), Martinez
(2016) and Islam (2021) who find a significant relationship between <IR> and financial
performance. In line with a study by Dayana et al. (2020) in Malaysia, <IR> is positively related
to financial performance and increases internal management’s value as demonstrated. Ultimately,
the results of the study support the adoption of 1IRC framework by firms and specifically the <IR>
capitals given the model’s value relevance. Results imply that King’s Code of Governance is
effective in making <IR> mandatory in South Africa and since the Code guided formulation of
NamCode in Namibia, the Codes have been successful.

On the other hand, the results contradict studies like Matemane and Wentzel (2019) and
Nurkumalasari et al. (2019) who find no relationship between <IR> and financial performance.
The results do not agree with the findings by Van Zyl (2013) following a study conducted in South

Africa on listed firms on JSE with a conclusion that the quality of information reported was still
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low. The results in Van Zyl’s findings could have due to the fact the IIRC framework was still at
its infancy.

In comparison to a number of jurisdictions, the current practices of integrated reporting in
South Africa and Namibia are among the highest quality in terms of disclosure given that the
average disclosure quality is 79%. For example, Suttipun (2017) in a study on integrated reporting
of a firm’s capital in Thailand finds that intellectual capital 30%, social capital at 24%, financial
capital at 19%, human capital at 12%, manufactured capital at 10% and lastly natural capital at
7%. Integrated reporting is perceived as beneficial to companies and this could be the reason that
it is gaining worldwide acceptability as observed by Lipunga (2015).

Financial capital has been identified as the most reported capital among the six <IR>
capitals. Anifowose et al. (2020) note that “it is also understandable to have financial capital to
have highest disclosure to the fact that there is a framework in which this capital is expected to be
disclosed alongside the <IR> framework” (p. 575). In the same vein, Dayana et al. (2020) find that
the most reported capitals are financial and manufactured. Therefore, it is not surprising that
sampled firms have reported the two <IR> capitals more than others. It implies that firms may be
more compliant to the IFRS compared to their compliance to the IIRC framework.

The positive return on equity and return on assets show that returns have been generally
positive in 2019 and hence a good financial performance of the firms. This is a good sign that the
firms are doing well. Given that integrated reporting is high, it is therefore no surprise that the
firms have done well generally in the backdrop of relatively high levels of good performance in
integrated reporting quality with an average score of 79%.

ROA is a measure of operational performance of a firm (Islam, 2021). ROE shows the

commitment of the firm towards its shareholders that they will turn equity into good returns
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(increase shareholders’ value). A good mean signifies that the firms generally have a good use of
equity turning it into value. Dayana et al. (2020) notes that ROE is about a firm’s performance
founded on financial capital providers' viewpoint which provides an external outlook. To capture
the two parties, this study uses ROA which is an internal operational performance measurement
and ROE which is the returns to shareholders and thus information to outsiders (Islam, 2021).
Dayana et al. (2020) identify that “ROA is used to measure the firm performance based on the
management’s perspective taking an internal outlook and the ROE is used to measure the firm
performance based on the shareholder’s perspective taking an external outlook™ (p. 149).

Given the model strength exhibited in the study, results can be relied upon to ably predict
the relationship between the quality of <IR> capitals and financial performance. R? is the best
metric to evaluate regression analysis problems given that it is unbiased by factors like increasing
numbers of independent variables (Chicco et al., 2021). R squared shows the percentage of
variance of the outcome variable which the predictor can explain and is a sign of the fit between
predictor and outcome variables. However, this is not a causation relationship but rather the
relationships between the predictor and the outcome variables.

The findings of the study show that the quality of <IR> capitals in terms of the six capitals
of the IIRC framework significantly influence a firm’s financial performance in terms of ROA and
ROE. The relationship is not deterred by inclusion of control variables in the equation. The same
finding was made in terms of overall <IR> quality relationship with financial performance.

It was found that both the quality of <IR> capitals and overall <IR> quality have an
influence on financial performance and the relationships are demonstrated through the following

equations:

a. ROE: =-0.30 - 0.03NCDI + 0.19HCDI + 0.39SRCDI - 0.011CDI - 0.04MCDI +



0.00FCDI + ¢i1.

b. ROA; = -0.16+ 0.01INCDI+ 0.06HCDI + 0.18SRCDI — 0.00CDI — 0.01MCDI +
0.04FCDI + 2.

c. ROE3=-0.38+0.6IRI +¢is.

d. ROA;=-0.18+0.3IRI + g ia.

e. ROEs = -0.31 - 0.02NCDI+ 0.21HCDI + 0.37SRCDI -0.021CDI -0.0SMCDI +
0.01FCDI + 0.07LEV -0.00FSize + € s.

f. ROEe=-0.36+ 0.59IRI+ 0.08 LEV +0.00 FSize + €ie.

g. ROA7=-0.14 + 0.29IRI -0.07 LEV -0.00 FSize + €i7.

Therefore, based on these findings, the study provides further evidence that there is an
impeccable value relevance for adopting the <IR> framework. Results demonstrate that King’s
Code of Governance is effective in making <IR> practice mandatory in South Africa. The
NamCode in Namibia was inspired by the King’s Code and thus not surprising that the mandatory
<IR> regime has been effective in both countries. The <IR> quality was at 79% in the sampled
firms which is higher than a number of countries with voluntary reporting regimes as found in
prior studies. Thus, this study reiterates the advantage of mandatory reporting. The findings also
show relevance of signaling and agency theories given that increased quality of <IR> results into
increased financial performance.

In view of the positive and significant relationship between the quality of <IR> and
financial performance of listed firms, the study adds a voice to the advocates of <IR> in Africa
and the world at large. Concerning the study’s contribution and originality, this research provides
evidence on level of quality disclosure in integrated reports, the <IR> capitals and their impact on

FP using the most current available data from firms listed in Namibia and South Africa. Results
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show that financial capital is the most reported among the six <IR> capitals while natural was the

least reported.

Key areas under reported include natural capital especially on energy consumption, amount
of waste, and recycled waste. Human capital areas under reported are human resource development
and employee diversity. Under the social and relational capital, concerns include in health safety
and privacy, human rights, relations with lenders and indigenous rights and customer satisfaction.
Other areas under reported are corporate image, market share, infrastructure, operations and
information on government grants. If the firms are to get higher integrated reporting quality, these

areas require fixing.

5.2 RECOMMENDATIONS FOR APPLICATION

Johannesburg Stock Exchange and Namibia Stock Exchange need to provide formats of
presentation of integrated reports to listed firms to be used and this will enable comparability of
the integrated reports. In line with the recommendation made by Elda et al. (2017) in their study
on <IR> in South Africa, where they find that there is need for more comprehensive guidelines for
preparation of integrated reports to guide firms to further improve the quality of <IR>, this study
recommends that the regulators of integrated reporting should provide a format of reporting to be
aligned to the 1IRC framework and King IV. In setting the format of presentation of integrated
reports, standards setters could borrow from the experiences of IFRS which mandates financial
reporting and provides structures and key content required for proper reporting.

Given that investors tend to be influenced by the overall <IR> quality attributes of an
integrated report unlike managers of companies who get more influenced by disclosure quality of

each <IR> capital; the firms need to engage investors more to understand what comprises the <IR>
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capitals. This observation was based on the findings of the study where the beta coefficients of
overall <IR> disclosure quality influenced more of return on equity than return on assets. By
measure, return on equity relates more to the investors while return on assets is more of an internal
efficiency measure. Therefore, it is recommended that firms should put in place an elaborate

message on the value relevance of reporting on <IR> capitals.

Financial capital and manufactured capital are the most reported <IR> capitals. A key
reason is that items under these <IR> capitals are normally regulated in the way of reporting as
observed by Setia et al. (2015). Therefore, the study recommends that more stringent requirements
on reporting of other <IR> capitals be instituted by regulators. Given that listing rules are part of
the mechanisms used to improve compliance of firms, the rules need to be reviewed with an
objective of tightening the loose ends in integrated reporting specifically on the issue of lack of
adequate explanation by firms in their integrated reports on reasons for not adequately reporting
on some key <IR> capitals like intellectual capital, social and relational capitals.

The study elaborated areas of low reporting like energy consumption, amount of waste,
recycled waste, employee diversity, claims and lawsuits, indigenous rights and customer
satisfaction, and market share. The study therefore recommends that the listed firms should find
out reasons behind less reporting in these areas.

Firms should improve their reporting on natural capital aspects. This is based on the fact
that the study findings show that natural capital is the least reported among the other <IR> capitals.
Given the low reporting levels of natural capital, it could affect the future performance of the firms
since natural capital items are key for long term corporate sustainability. Zhang et al. (2021) note
that natural capital relates to environmental or ecological factors and its protection is important.

Natural capital has been degrading due to its exploitation by organizations and therefore need to
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be given attention while developing non-financial reports (Calu et al., 2015). It is therefore
recommended that firms in South Africa and Namibia improve reporting on carbon footprint, air
pollution, waste processing plants and safeguarding of environment is low. The current low
reporting on natural capital reduces the status of <IR> in the two countries and therefore can affect
the decision-making abilities of investors, regulators, management, government and other
stakeholders. It can negatively affect the reputation of the firms in terms of their commitments to
sustainability ideals. There is need to tighten the weak areas of reporting including natural capital.
To improve their reputation in the area of environmental safeguards, the firms should therefore
make a deliberate effort to increase natural capital disclosure.

Integrated reports were hardly assured by external auditors. This is also corroborated from
the finding by Genevé and Elza (2020) and Tyson and Adams (2020). Therefore, this study
recommends that <IR> standard setters should expedite the processes of developing guidelines for
assurance of integrated reports as regulating of the assurance of the reports can be valuable to
improve the <IR> quality and fitness for purpose. The study validates the view and
recommendation made by Elda et al. (2017) on <IR> in South Africa, where they find that there is
need for more comprehensive guidelines for preparation of integrated reports and that managers
should improve the quality of the integrated reports they provide. Radley (2012) in a study on
assurance of reports based on NFI note that majority of investors as well as the analysts rate
external audits of non-financial reports as very important and therefore, it would be important for
publishers of integrated reports to have them assured externally to increase confidence of their use.
5.3 RECOMMENDATIONS FOR FUTURE RESEARCH

Further research is recommended to be undertaken using qualitative research to understand

some key qualitative aspects that cannot be identified through secondary data analysis. Use of
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qualitative research can result in identifying reasons why some <IR> capitals were not adequately
reported. It can also show the views from the firms why regardless of good quality of reporting on
various capitals, only social and relational capital is seen as statistically significant for improved
financial performance.

The study relied only on the six <IR> capitals found in the IIRC framework. However, to
understand the value relevance of <IR> as a whole, complementary aspects of the framework can
be analysed too. The use of principles of <IR> as well as the content elements of <IR> as provided
by the 1IRC framework can provide further evidence on levels of commitment of firms with the
<IR> practice.

Further studies could consider other measures of financial performance like firm value as
well as market-based performance indicators like earnings per share.

The study was cross-sectional and therefore gave a short-term view of the relationship
between <IR> and financial performance. Adegboyegun et al. (2020) find that <IR> does not have
significant influence on firm performance in short run but does so in the long run. It could be that
the five capitals of the firm that have not individually shown a statistically significant relationship
with firm performance may do so if longitudinal approach is adopted. Therefore, further research
can be performed on the influence of the IIRC framework’s capitals on firm performance in the
long run to find what the relationship may be.

The study relied on two countries. By the time of conducting this study, they were the only
countries with non-financial reporting rule for listed firms and also require integrated reporting.
The study can be expanded to other jurisdictions especially in Africa as more countries adopt <IR>
as a rule or even make a comparison with voluntary jurisdictions. A number of studies have been

conducted in Nigeria and a few countries in North Africa like Egypt. But when it comes to East
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Africa or Central African countries, such studies are hardly seen. A few that have been carried out
in East Africa, like Injeni (2021) show that half of surveyed preparers of integrated reports favor
mandatory adoption. Therefore, future studies can expand on coverage of jurisdictions. If <IR> is
to become a worldwide way of reporting, then it should be as widely adopted as possible. However,
conditions of adoption and measures to make it a worldwide practice need to be established so that
policymakers, standard setters, firms and other stakeholders would know and appreciate the how
side of having the practice established in their jurisdictions.

As the study shows explanation level of quality of <IR> being 79%, other factors that
explain financial performance could be ventured into. Other factors that may be looked at include
the impact of board membership, duration of existence of firms, skills of the staff in preparing the
reports and reliance on information technology.

Of much importance is to understand why natural capital is underreported. This was
observed in this study, but other prior studies also established this. Yet, sustainability reporting is
based on environmental, social and governance aspects. Environmental aspect is fundamental in
the equation. Further research is needed on potential reasons that explain inadequate reporting on
natural capital.

A further study can investigate the perceptions of managers in preferring this and ways to
increase further reporting on other <IR> capitals since currently the highest reported <IR> capitals
are financial and manufactured ones. Aras and Williams (2022) argue that the success of usage of
IIRC’s six capitals model for <IR>, the six capitals should all be viewed as equally valuable and
not inferior to mainly financial ends. Therefore, understanding reasons for preference of the two
most reported <IR> capitals can help standard setters, regulators and practitioners of integrated

reporting to improve disclosure quality of other <IR> capitals.
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While firms are endeavoring in promoting the aspect of <IR>, there is still a challenge in
terms of how the integrated reports can be audited (Goicoechea et al., 2019). This is mainly due to
lack of internationally recognized <IR> standards which then the auditors can follow. Further
research can be done in this area to establish standards that can be used in auditing exercises.

There is need for further research to establish the complementarity of international
financial reporting standards and <IR> approaches given IFRS coverage and its statutory nature.
A study can look at how to borrow on the experiences of IFRS to inform best practices that can be
used in <IR>. International financial reporting standards evolved from the international accounting
standards. This was in a bid to broaden the reach of the standards. Therefore, international
reporting framework can borrow practices on how the IFRS keep being adopted.

IIRC has recently made a revision of the 2013 IIRC framework. However, it is yet to be
seen if the changes will bring further practical and far-reaching implications in practicing of <IR>.
Further studies can be initiated in this area to carry out an empirical study on rationale for changes
in the framework, the experiences from the updated framework and how it is likely to impact the
<IR> landscape in the long run.

The study relied on stratified sampling technique where the strata were JSE and NSX listed
firms in their proportions. The study also relied on simple random sampling technique where
random numbers were developed in excel based on the sample frame drawn from the list of the
listed companies on the two stock exchanges. Therefore, other sampling methods could be used to
find out if the results will be maintained or different from the current study.

A replication of the study is recommended in future years to verify the level of <IR>among

listed firms in South Africa and Namibia especially since King IV will have been applied for some
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years from April 2017, the period in which it came into force. That way, it can be seen if the results
on the level of quality of <IR> improved further or otherwise.
5.4 CONCLUSIONS

It has been reiterated that “firms may not necessarily consider IR as important if there exists
no evidence of a positive contribution to performance” (Adegboyegun et al., 2020, p. 2). Integrated
reporting is still seen to be at infancy level of reporting and thus the concern on the quality of
integrated reporting (Dilling & Caykoylu, 2019) was worth investigating. Others see <IR> as more
of a ceremonial type of reporting (Haji & Anifowose, 2016). So, if companies are to invest in
quality integrated reporting, there ought to be an incentive over and above the requirement of
reporting. Therefore, it was necessary to determine how the quality levels of disclosures of
financial, manufactured, human, social & relationship, natural, and intellectual capitals of firms
affect their financial performance and ascertain the relationship between <IR> quality and
financial performance of firms. The rationale for <IR> is to improve external information as well
as internal decision-making (Barth et al., 2017). The external effect of <IR> was observed through
the metric of ROE while the internal aspect was examined through <IR>’s impact on ROA.

The study also sought to establish the impact of leverage and firm size as controlling
variables in the relationship between the quality levels of disclosures of the <IR> capitals and
financial performance as well as establishing the stability of the models of the study through a
check on impact of leverage and firm size as controlling variables. This was the measure used to
identify the value relevance of <IR>. Based on the findings of the study, null hypothesis which are
H10, H20, H30 and H50 of the study were rejected while there was a failure to reject H40. This
resulted in accepting the alternative hypotheses which are Hla, H2a, H3a and H5a while but did

not confirm HO4. The overall <IR> quality was also statistically significantly related to financial
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performance. The inclusion of firm size and leverage as control variables did not deter the
influence of quality of <IR> capitals and overall <IR> quality on financial performance. The
results of the study also confirmed the applicability of both signaling and the agency theories in
explaining the relationship between <IR> quality and financial performance.

It worthy to note too that the models used in this study were significant in view of the F-
value. Therefore, the models can be relied upon in estimating the influence of quality disclosure
of <IR> capitals on financial performance as well as the overall integrated reporting index towards
the financial performance. Given that the model on <IR> capitals and financial performance has a
significant F-value, it shows that R? is adequate to be applied in the study to interpret the model
fit. This complements results exhibited by the beta coefficients.

Financial capital is the most reported among the <IR> capitals and this finding agrees with
the observations in Anifowose et al. (2020) that “financial capital to have highest disclosure” (p.
575). Dayana et al. (2020) find too that the most reported capitals are financial and manufactured.

The findings of this study agree with observations by Wachira et al. (2020) that IIRC and
stock exchanges wishing to demonstrate value relevance of <IR> can look at the example from the
mandatory regimes to replicate the models. The same observation is made in Alade and Odugbemi
(2022) in their study on <IR> in Nigeria whereby owing to the importance of <IR> in influencing
firm profitability, they opine that mandatory regulation is required to strengthen implementation
of the 1IRC framework.

South Africa and Namibia were respectively the first and second African countries in
Africa to make require integrated reporting for listed firms in Africa. The two countries have
similarities in terms of <IR> requirements. The requirements for <IR> in South Africa are

embedded in the King Il corporate governance code and its subsequent version. The NamCode,
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in Namibia which governs corporate reporting in the country was founded on the King IlI
governance code (Namibian Stock Exchange and the Institute of Directors in Southern, 2004) and
therefore it is not surprising that both countries have resemblance in <IR> practices. The
impressive quality reporting on the <IR> capitals could be linked to the fact that South Africa
adopted the 1IRC framework in 2014 (De Villiers et al., 2014) and therefore not surprising that
<IR> practice has been progressing well over the years. While firms in South Africa and Namibia
have demonstrated quite an impressive quality of <IR>, gaps have been established where
underreported areas under each <IR> capital have been identified. If firms want to do even better
in <IR>, it would be important to address areas lagging behind.

The study ultimately establishes value relevance of investing in quality disclosure of <IR>
capitals as well as integrated reporting practice as a whole. In line with observations by Anifowose
et al. (2020) on importance of a study on quality of <IR>, the results can be a further support to
regulators in Africa seeking for further proof of value relevance of <IR> so as to furthermore
strengthen the adoption of the <IR> practices in their jurisdictions. The study also established areas
of underreporting which firms should care about. Worthy of note is low reporting of natural capital
despite the growing importance of environmental concerns of firms. Therefore, there is need to
establish the reasons behind low reporting observed in the natural capital aspects. The findings of
the study demonstrate that the study’s objectives were achieved and thus the nexus of Integrated
Reporting and Financial Performance in firms listed on sustainable stock exchanges in Namibia

and South Africa established.
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Number of
Subject Matter
Experts that
gave an item a

relevance rating

Number of Subject
Matter Experts that
gave an item a

relevance rating of

Item description of Lor2 3or4 I-CVI
CO2 emissions - 6 1.00
Energy consumption - 6 1.00
Amount of waste - 6 1.00
Environmental accidents - 6 1.00
Recycled waste - 6 1.00
Environmental protection investments - 6 1.00
Employee competence and capabilities - 6 1.00
Employee experience - 6 1.00
Employee loyalty and motivation 1 5 0.83
Employee diversity - 6 1.00
Employee morale - 6 1.00
Human resource management - 6 1.00
Employee benefits 1 5 0.83
Human resource development - 6 1.00
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Debt, equity or grants; operations;

investments

1.00

Information on equity share capital

1.00

Information on debt share capital

1.00

Information on government grants

1.00

Operations

1.00

The production of goods or the provision

of services

1.00

Information on buildings

1.00

Information on equipment

1.00

Infrastructure (such as roads, ports,
bridges, and waste and water treatment

plants)

1.00

Corporate governance

1.00

Intellectual property

1.00

Information technology and information

systems

1.00

Research and development

1.00

Processes, policies and procedures

1.00

Organisational structure

1.00

Brands

1.00

Corporate image

0.83




360

Market share 0.83
Customer health safety and privacy 1.00
Customer satisfaction 0.83
Relations with competitors (e.g., anti-

competitive behaviour) 0.83
Relations with suppliers 1.00
Relations with lenders 1.00
Relations with shareholders 1.00
Human rights 1.00
Indigenous rights 1.00
Involvement in social action 1.00
Social investment 1.00
Donations and charitable work 1.00
Involvement in cultural projects 0.83
Relations with legislators, regulators and

policy makers 0.83
Relations with business partners 1.00
Corporate culture 0.83
Claims and lawsuits 0.83
Relations with employees 1.00
Return on Equity 1.00
Return on Assets 1.00
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Firm size - 6 1.00
Leverage - 6 1.00
S-CVI/Ave 0.97
Total number of Subject Matter Experts that gave a rating of either 3 or 4

43
S-CVI/UA 0.81

Source: Own compilation.



