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THE ADOPTION OF INTEGRATED REPORTING PRACTICE IN SRI LANKA

Roshan Herath® , Thilini Cooray?!, Nuwan Gunarathne!, Dileepa Samudrage?, Samanthi
Senaratne® and Ki-hoon.Lee?
!Department of Accounting, University of Sri Jayewardenepura, Sri Lanka

2Griffith Business School, Griffith University, Australia

ABSTRACT

Purpose - Integrated reporting (IR), which has introduced a new and innovative approach to current
corporate reporting practice (Adams and Simnett, 2011; Higgins et al., 2014), is experiencing an
upsurge in adoption in many countries with the issuance of International Integrated Reporting
Framework (IIRF). However, still there is limited research as to the examination of current reporting
practice of companies as to compliance with IIRF (Ahmed Haji and Anifowose, 2016; Kilic and
Kuzey, 2018). In this context, this paper examines the extent and trend of IR practice of Sri Lankan
companies. The study also examines how these companies have addressed the underlying principles
of 1IRF through the compliance of disclosure requirements of content elements of IIRF.

Sri Lanka as a country has witnessed a rapid diffusion of IR (Gunarathna and Senaratne, 2017;
Gunarathna and Senaratne, 2018). The number of companies adopting IR has increased from 32
companies in 2015 to 85 companies by 2018. However, Gunarathna and Senaratne (2017) reveal that
though IR had been an efficient choice for early adopting companies in Sri Lanka, for many late
adopters, it had been a fashion choice. As revealed in this study, these demand side factors of
diffusion have been supported by supply side factors of diffusion such as the propagation of IR among
corporate entities by professional accounting bodies and business schools in the country. Hence, with
the increase in the number of companies adopting IR in Sri Lanka, it has become a key consideration
to assess whether and to what extent that these companies have complied with IIRF in the preparation
of integrated reports.

Methodology - The study developed a comprehensive disclosure checklist based on the IIRF similar
to the approach followed in the studies of Stent and Dowler (2015) and Kilic and Kuzey (2018). This
checklist was used to content analyze the integrated reports of companies listed on the Colombo Stock
Exchange (CSE). Multiple trained raters’ method was used to avoid subjectivity and improve the
accuracy of assessing compliance to IIRF while ensuring inter-rater reliability (Stemler and Tsai,
2008). A longitudinal analysis was carried out based on 171 integrated reports of 57 companies for
three years from 2015/2016 to 2017/2018. Using the disclosure checklist, the total IR score and score
of each content element was calculated for each company and these scores were analyzed statistically
using one-way repeated measures - ANOVA analyses and paired sample t-test (Ahmed Haji and
Anifowose, 2016).

Results - The study finds a steady increase in the extent of compliance of integrated reports of Sri
Lankan companies with the content elements of IIRF during the period under consideration. Hence,
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the overall IR disclosure score has increased overtime and this increase is statistically significant.
However, the individual scores of contents elements show a variation as to the compliance with the
disclosure requirements of IIRF. A high level of compliance is particularly observed as to the content
elements — ‘Organizational Overview and External Environment’, ‘Governance’, ‘Business Model’,
‘Performance’ and ‘Basis of Presentation and Preparation’. In case of ‘Risks and Opportunities’,
though companies show a significant improvement in the provision of disclosures as to risks and risk
management, the majority has not addressed the opportunities and their responses towards the
opportunities. Most companies stand behind their disclosures in the content elements — “Strategy and
Resource Allocation’ and ‘Future Outlook’ compared to the expectation of the IIRF. Based on their
level of compliance to IIRF, the study finds that individual companies operate at different stages of
maturity as to IR practice ranging from ‘starting the journey’ to ‘progressing’ and to finally ‘leading’.
Further, the findings indicate that companies show an improvement in the application of guiding
principles - ‘Connectivity of Information’, ‘Stakeholder Relationships’, ‘Materiality’ and
‘Consistency and Comparability’ of IIRF. In contrary, the insufficient disclosures as strategy and
allocation of resources and future outlook with the tendency to show more positive disclosures lead to
question the application of the guiding principles of ‘Strategic Focus and Future Orientation’ and
‘Reliability and Completeness’ in IR practice in Sri Lankan companies.

Originality/value- The study contributes to existing literature in several ways. Firstly, this paper
develops a comprehensive checklist to evaluate how companies in an emerging market have complied
with 1IRF in producing integrated reports. Secondly, the existing studies have examined IR practice as
of a particular stage (Wild and van Staden, 2013; Adams, 2014; Setia et al., 2015). Hence, little is
known about the trends in compliance with IIRF in producing integrated reports by companies. This
study shows the trends of IR practice and its evolution in a country context, where IR is not a
mandatory requirement. Thirdly, the study also shows the compliance of integrated reports with the
underlying principles of 1IRF and the changes in reporting practices of the companies with the
adoption of IR.

Practical implications — The study provides evidence to policy makers and practioners as to the
specific elements of IR that would require an improvement in line with IIRF. Further, this study
motivates the professional accounting bodies and other institutions, which organize IR awards, to
review the evaluation criteria currently used in their competitions. This study also highlights to
professional accounting bodies and accounting academics, the need to incorporate IR into the
accounting education to strengthen IR practice in the country.

Keywords: Sri Lanka, integrated reporting, disclosure checklist, content analysis, value creation
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