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Abstract

Since the world economy is getting globalized, the pass practices of accounting could
not be able to satisfy the information requirement of global stakeholders. Therefore
the concept of harmonizing the accounting practices has been put forward and
realized by the implementation of International Financial Reporting Standards
(IFRS) issued by International Accounting Standard Board (IASB).The main purpose
of this research is to examine the impact of adopting IFRS on financial ratios in Sri
Lankan listed manufacturing sector companies. The data were collected for the period
of eight years from 2008/2009 to 2015/2016 by using annual report published on listed
manufacturing sector in Colombo Stock Exchange (CSE). The total sample period is
divided to two part as pre IFRS & post IFRS adoption periods for comparison. The
ratios which are selected to the analysis are current ratio, earning per share, debt to
equity ratio & return on equity ratio. The findings of the study suggest that there is no
significant difference between the ratios calculated as per previous local accounting
standards and as per IFRS except earnings per share ratio and current ratio. The
impact was not found to be significant for debt equity ratio and return on equity ratio.
The IFRS adoption is more likely to exhibit a favorable impact on financial statements.
This study adds new knowledge to the existing literature of IFRS adoption since the
data used are more recent than most IFRS studies around the world and the study
focuses on a content of developing country while most of other studies have carried
out in the context of developed countries.

Keywords: Finonciol Ratios, I[FRS Adoption, Listed Monufocturing Componies,
Colombo Stock Exchonge
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1. Introduction

1.1 Background of the Study
Accounting stondords ore o set of
principles ond guidelines which should
be followed by componies in preporing
ond publishing their finonciol informotion
periodically. Always shareholders &
potential investors are looking at
finoncial information for getting their
investment decision. Therefore, oll listed
entities are legolly bounded to prepore
the finoncial statements according to the
given set of accounting stondords. The
Europeon Union ond more thon 120 other
countries oround the world ore required
or permit the use of Internationol
Finonciol Reporting Stondords (IFRS)
issued by IASB or alocal variont of such
stondords in their finonciol reporting
fromework.

I[FRS is o single set of accounting
stondords thot the corporate sector should
odopt in preporing ond communicating
finoncial informoation to the stakeholders
ocross the world. IFRS are designed os o
common global longuoge of business
affoirs so thot the finoncial stotements ore
comparoble ond understondoble ocross
international boundaries. Finoncial
stotements that ore bosed on common
universal occounting principles will
enoble the world to exchonge ond
onolyze finoncial informotion in «

meoningful monner.
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Before 2012, Sri Lonka hod Sri Lonkon
Accounting Stondords hereofter called
SLAS for preparing ond reporting
finoncial information. Although the
conceptual basis ond mony of the general
principles under SLAS ore similor to
IFRS in certain respects, mony differences
still exist. These differences con impaoct
figures presented in the financiol
stotements hence con reasonobly be
expected differences in finonciol rotios
computed under [IFRS ond SLAS.

The objective of the current study is to
onolyze the impact of IFRS adoption on
the finoncial statements ond more
specifically in Sri Lonko ond to provide
evidence of the impact coused by shift in
regimes onto finonciol rotios. Since Sri
Lonkon listed componies required to
opply IFRS from 2012, results of this
study show preliminary evidence of the
potential influence of IFRS on selected
finonciol rotios in the areas of liquidity,
leverage, ond profitability. This study
will contribute to the enrichment of both
domestic ond internationol literoture that
relotes to the oadoption ond imple
mentation of IFRS.

1.2 Research Problem

The adoption of IFRS around the globe
has inspired the researchers to
investigate the impact of I[FRS adoption
on finoncial reporting and copitol morket
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efficiency. It is argued thot applicotion of
single set of high-qualityaccounting
stondords around the globe leads to better
functioning of capital markets.
According to Boall (2006), mondotory
IFRS odoption hos the potentiol to
facilitate cross — border compoarobility,
increose reporting tronsporency, decreose
information cost, ond reduce information
asymmetry, ond thereby increase
liquidity, competitiveness, ond effici
ency of market. But these benefits could
be ochieved thought IFRS adoption only
if IFRS provide superior informotion for
morket participotes thon the previous set
oflocal stondards.

Most of the studies have reported thot
there is on increase of profitobility rotios
(Stent €t ol., 2010, Black ond Moggin,
2016&Blonchette, 2011). In cose of
developing countries, from the inception,
adoption of IFRS was problematic since
there were controdictory orguments for
ond ogounst the adoption of IFRS in those
countries. According to Chebaone ond
Othmon (2004), the adoption of IFRS by
developing economigs was controversiol
because on one hond, IFRS are
considered as developed stondords,
which require a high level of economic
development in order to be implemented
successfully. Due to globalization effect
lot of countries have to adopt IFRS in
their finonciol stotements. This leads to
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arise two mojor chonges in finonciol
stotements.

% Clossification changes

% Foair volue adjustments.

When investors toking decisions, they
always compore the finoncial figures
with last yeor / post figures. Due to mojor
chonges (IFRS oadoption) they were
unoble to compore figures. Consequently,
researchers in Europeon countries hove
investigated thot “whether there is ony
significant difference by adopting IFRS
on finoncial stoatements”. But their
findings may not be applied to a county
like SriLonka due to the social, economic
ond other differences exist between
developed ond developing nations.
Therefore, it would be importont to
investigote thot whether there is ony
impact of IFRS adoption on finonciol
ratios in the SriLonkon context os o
developing nation.

1.3 Objectives of the Research

This study examines the impact of IFRS
odoption on the finonciol rotios in the
context of developing countries. In order
to ochieve this purpose, this study
attempts to address the following
research questions.

1. Is there on immediate impoct of
IFRS odoption on finoncial rotios of
Sri Lonkon listed monufocturing
componigsfi
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2. Isthere afavorable long term impoct
of IFRS adoption on finonciol
ratiosfi

IFRS is a new proctice implemented in

Sri Lonko. So most of the persons who

are engoged with the decision moking ore

not awore on the impoct of this new
adoption on their decision mokings.

Therefore, this study tries to provide on

understonding obout the significont

chonges in finonciol stotement glements
upon [FRS adoption.

1.4 Hypothesis Development

As per the review of literature, it is
evidente thot findings in relation to the
impact of IFRS adoption on finoncial
rotios ore inconclusive. Despite the
widespread odoption of IFRS adoption
by mony countries, yet few empiricol
studies have exomined the effects of
mondatory adoption of IFRS on finonciol
rotios ond those studies also present
mixed results (Black ond Maggina, 2016;
Stent et al., 2010)&(Iatridis, 2010).

H1= There is on immediate effect of
IFRS adoption on financiol rotios.

Hlo= There is on immediate effect of
IFRS adoption on current rotio

H1b= There is on immediote effect of
IFRS adoption on debt to equity ratio
Hlc= There is on immediote effect of
IFRS odoption on garnings per share rotio

Vol.7.No.2 December 2021

H1d= There is on immediate effect of
IFRS odoption on return on gquity rotio.

H2= IFRS adoption more likely to
exhibit a favorable effect on financial
ratios

H20= The odoption of IFRSs is more
likely to exhibit o favoroble impact on
current rotio

H2b= The adoption of IFRSs is more
likely to exhibit o favoroble impact on
debt-to-equity ratio

H2c= The adoption of IFRSs is more
likely to exhibit a favorable impact on
earnings per shore ratio

H2d= The adoption of IFRSs is more
likely to exhibit o favoroble impact on
return on equity rotio

2. Literature Review

2.1 Ratios Disclosures

Borhon €t al. (2014) found whether there
is ony impact of financial ratios on the
finonciol performonce of o chemical
compony: Lyondell Basell Industries
(LYB). Some selected rotios: current
ratio (CR) and quick ratio (QR) represent
the liquidity rotios; debt ratio (DR) ond
debt equity ratio (DTER) represent the
leveroge rotios, while operating profit
morgin (OPM) ond net profit morgin
(NPM) represent the profitobility rotios.
LYB foced financiol problems after its
merger ond the finonciol performance of
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the compony shronk to negative due to
the world financial crisis. However, this
compony has bounced bock ofter o yeor
ond is now the world’s third lorgest
chemical compony bosed on revenue.
The finoncial rotios were meosured from
2004 to 2011, quarterly. The results show
that CR, QR, DR ond NPM have a
positive relationship while DTER ond
OPM have a negative relationship with
the compony’s finoncial performonce.
Among the six ratios, CR, DR ond NPM
show the highest significont impact on
the compony’s performonce.

2.2 Importance of Financial Ratio

Kominski €t ol. (2004), tried to identify
whether the froaudulent finoncial
reporting is o motter of grave sociol ond
economic concern. The Treod way
Commission recommended thot the
Auditing Stondords Boord requires the
use of analytical procedures to improve
the detection of froudulent finonciol
reporting. This is on exploratory study to
determing if finoncial ratios of froudulent
componies differ from those of non-
froudulent componies. Froudulent firms
were identified by examining the SEC’s
Accounting ond Auditing Enforcement
Releoses issued between 1982 ond 1999.
The froudulent firms (n%79) were then
matched with no froudulent firms on the
bosis of firm size, time period, ond
industry. Using this matched-pairs
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design, ratio onolysis for a seven-yeor
period (i.€. the froud yeor 2 /+ 3 (years)
wos conducted on 21 rotios. Overall, 16
ratios were found to be significont. Of
these, only three rotios were significont
for three time periods. Out of the 16
statistically significant ratios, only five
were significont during the period prior
to the froud yeor. Using discriminote
onolysis, misclassificotions for froud
firms ronged from 58 percent to 98
percent. These results provide empirical
evidence of the limited ability of
finoncial ratios to detect ond/or predict
froudulent finoncial reporting.

2.3 The Impact of Socio Environment
Factors on IFRS Adoption in
Different Countries.

Zeller et ol. (2016), found the extent to

which the previously identified

relotionships have chonged, ond if
oppropriote, to establish on entirely new
toxonomy of monufocturing industry
finoncial raotios. The outhors used
principol component onalysis (PCA) to
identify foctor potterns for 58 finonciol

rotios over the ten-yeor period 2004-

2013. The validity of employing PCA

wos confirmed using the Koiser-Meyer-

Olkin measure of sampling adequacy ond

Bartlett’s test of sphericity. This study

identified four additional finoncial

onolysis foctors beyond the seven

estoblished by prior reseorch. Notably, o
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separate cash flow factor did not surfoce
os it wos the cose in gorlier work, but on
entirely new factor (current position) wos
identified.

2.4 Consequences of IFRS Adoption
Lin oand Yen (2016) exomined whether
ond how ouditors’ ond oudit clients’
[FRS-reloted experience olter ouditors’
pricing decisions in the initiol years of
[FRS odoption in China. The outhors
conducted the onolysis by exomining
oudit fees from 4,129 somple obser
vations thot issued A-shares in the
Shonghoi ond Shenzhen stock exchonges
from 2005 to 2008. The authors
empiricolly test the associotion between
audit premiums ond ouditors’ ond
ouditees’ IFRS experience. The authors
found thot omditors with IFRS experience
charged significantly higher oudit
premiums in the initiol yeoars of IFRS
odoption. The omthors also found thot
oudit clients’ with IFRS experience poid
significantly lower incremental fees. The
outhors further found thot the increosed
fees charged by oudit firms with IFRS
experience ore independent of the degree
of chonges in the finonciol reporting
complexity of their clients. In controst,
oudit clients with IFRS experience poid
lower incrementol fees only when they
underwent o high degree of chonges in
finonciol reporting complexity.
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Khlif ond Achek (2016) identified four
main topics related to the effect of IFRS
adoption on oudit fees, omdit morket ond
oudit report log ond the influence of
ouditor choice on IFRS complionce. For
eoch reviewed stream of reseorch, the
authors presented its theoretical
underpinning ond summoarize its main
results. Based on 26 empiricol studies,
the review reveals four main findings.
First, IFRS odoption is associoted with
increosed oudit fees. Second, IFRS
adoption hos hod on effect on oudit
morket through ouditor choice, omdit
switching ond oudit morket concentration.
Third, IFRS adoption has increased oudit
report log. Finally, the outhors document
thot oudit quality, os proxied by ouditor
type, may ploy on importont role in
enforcing the complionce with IFRS.

Okafor et al. (2016) investigated thot
whether finonciol information prepored
ond disclosed under International
Finonciol Reporting Stondords (IFRS)
hos incrementol volue relevonce vs
information prepored under generally
accepted occounting principles (GAAP)
in Conodo. The outhors employed a
difference methodologies ond estimote
volue relevonce using: first, the adjusted
R2 of regressions of stock price on book
volue ond earnings; second, the adjusted
R2 of regressions of stock returns on
earnings ond chonges in gornings; ond
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third,
ossociation returns estimotion. The

a time serigs incremental
outhors use multiple models including o
model similor to the Ohlson (1995)
model ond oo modified Balachondron ond
Mohonrom (2011) model to investigote
volue relevance in the period 2008-2013.
The outhors provide empirical evidence,
based on unique Conodion gnvironment,
thot accounting information prepored
and disclosed under IFRS exhibits higher
price ond returns volue relevonce thon
occounting information prepored previ
ously under local GAAP. Sensitivity
onolyses ond yeorly trends regressions
produce colloborating evidence.

Hessayri ond Soihi (2018) oddressed the
question of whether the commonly
documented IFRS benefits are capoble of
influencing inducing shoreholders to
increose their equity investment in
adopting firms. This study is performed
on publicly listed firms in three emerging
countries, nomely, Morocco, South
Africa ond Turkey. The design of the
ownership dotobase ollows o ponel
onalysis for the yeors 2001 through 2011.
The findings supported the egvidence of
increases in gquity holdings following a
firm’s IFRS adoption. More specifically,
institutionol investors ond institutionol
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block holders (both domestic oand
foreign) invest more heavily in the stocks
of'the firms that hove committed to IFRS.

2.5 Fair Value Accounting Emphasis by
IFRS

Fair volue oaccounting represents o
departure from the troditional historicol
cost principle. IFRS puts o much greoter
emphosis on foir volue thon thot rendered
under earlier LKAS. It primarily
responds to the needs of investors which
ore given deliberate importonce in IFRS
compored to other users (IASB, 2001,
por. 10; Chua ond Taylor, 2008). Since
investors need morket-based volues to
moke decisions regording buying or
selling stocks, mony items in finonciol
statements are required or eligible for four
volue accounting under IFRS.
Estimating foir volue involves vorious
degrees of subjectivity depending on the
avoilobility of on active market for the
assets ond liobilities in question.
Currently, the IASB ond the FASB are
jointly developing o new Stondord to
improve guidonce for colculating foir
values ond to enhance related disclosure
(IASB Staff, 2010). In general, foir volue
is mondotory in meosuring tronsoctions
ot initiol recognition under IFRS. Toble
2.1 summorized the oreos which Foir
Value accounting is emphosis in [FRS.
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Table 2. 1 Fair value requirement &
type of fair value accounting

Fair value | Type of fair

requirement value
accounting

Through
profit & loss

Foir volue mondatory
Impairment (IAS 36)

Financiol  instrument
hold to collect (IFRS
9)

Financiol  instrument
hold collect & sell
(IFRS 9)

Through
profit & loss

Through
OCI

Biological ossets (IAS | Through
41) profit & loss

Fair volue optional
Property plont ond
equipment (IAS 16)

Through
OClI

Intongible ossets (IAS | Through
38) OCI

Investment
(IAS 40)

Through
profit & loss

property

2.6 Impact of IFRS Adoption on
Financial Ratios

Bloack ond Moggina (2016) investigated
that the effects of IFRS oadoption on
finonciol stotement dato ond their
usefulness in Greece. Additionally, the
outhors exoming the effect on the
informativeness /usefulness of finonciol
stotement dota for stock prices in Greece
ond the effect of the Greek Finonciol
Crisis. Additionally, the authors examined
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the effect on the informativeness/
usefulness of finoncial statement doto for
stock prices in Greece ond the effect of
the Greek Finonciol Crisis. The results
indicate that several finoncial ratios were
dromatically affected by IFRS adoption
in Greece. In controst to other countries,
IFRS hos not resulted in improved
statistical behavior of these ratios in
Greece: the ratios ore highly skewed oand
the normality of their distribution is not
improved. Additionally, when exoamining
the usefulness of financiol stotement doto
for stock prices in Greece, results
indicote thot IFRS odoption did not
necessarily improve the usefulness of the
finonciol statements. However, the
outhors do found that since the finonciol
crisis in Greece, these IFRS finoncial
statement meosures ore significont when
regressed on stock prices.

Stent et ol. (2010) examined the finonciol
statement impocts of adopting NZ IFRS
during 2005 through 2008. The effects of
NZ IFRS on the finoncial stotements ond
ratios of first-time odopters of NZ IFRS
for astratified rondom somple of 56 listed
componies are onolyzed. In total, 16 of
these were eorly odopters ond 40 of
which woited until adoption of NZ IFRS
became mondotory. The onalysis of the
finonciol statement impact of NZ IFRS is
conducted in the context of the
accounting choice literature. The results
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show that 87 per cent of firms are
affected by NZ IFRS. The medion ond
inter-quortile ronges indicaote thot for
most firms the impoct of NZ IFRS is
smoll. However, the moximum ond
minimum volues indicote the impoct con
be large for some entities. The impact hos
considerable effects on common
finoncial rotios.

As the world economy is getting
globalized, the parties using accounting
informotion have foced new problems.
Those problems stem from different
occounting proctices of countries. Al
though mony internationol orgonizations
have carried out studies on the
harmonizotion of different accounting
proctices, IASB (previously nomed as
International Accounting Stondords
Committee (IASC)) hos been universally
accepted ond officially recognized
orgonizotion. Therefore the idea of
hormonizing the international occou
nting hos been realized by the implemen
totion of stondords (Internotional Accoun
ting Stondords (IAS) ond Internotionol
Finoncial Reporting Stondords (IFRS))
issued by IASC/ IASB. Agca ond Aktos
(2007) investigated the extent of
differences between the results of
finoncial rotios gothered from finonciol
stotements prepared os per IAS/IFRS in
occor donce with the provisions of
Turkish Capitol Markets Boord’s commu
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niqué Series X1, No.: 25 ond the financial
statements prepored os per the legislation
before this communiqué within Istonbul
Stock Exchonge (ISE).

Blonchette (2011) provided preliminory
evidence of the impoct on finonciol rotios
coused by the tromsition to IFRS in
Conoda. The effects of IFRS on finonciol
ratios in the oreas of liquidity, leveroge,
Coveroge ond profitability are discussed
ond verified using o sample cohort of
early odopters in Conado. The preli
minary evidence reveols significontly
higher volatility to most of the rotios
under IFRS when compored to those
derived under pre-chongeover Conadion
GAAP. While the meons and medions of
IFRS ratios differ from the meons ond
medions of the some ratios under pre-
chongeover Conadion GAAP, the differ
ences ore not statisticolly significont
overoll. However, importont individuol
discrepancies ore in some COSES
observed. Naturally, onolysts using rotios
for onolytical purposes during the
tronsition period need to be vigilont os
ratios computed under IFRS oare not
directly comporable with those derived
under pre-chongeover Conadion GAAP.
It is recommended thoat heightened
ottention be directed to the new feature —
comprehensive income — which
incorporoates unreolized gains ond losses
that byposs the income statement. The
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suggested onalytical tools best suited to
mitigote the contributing effect include
relionce on comprehensive-Return on
Assets (ROA) ond comprehensive-
Return on Equity (ROE).

A number of multi-national componigs
are estoblishing their busingsses in
vorious countries with emerging econo
mies. Different occounting fromgworks
ond guidelings for different countries
have creoted confusion for users of
finoncial stotements. Indio, being on
emerging economy calls for convergence
of Indion Accounting Stondords (Indion
GAAP) with IFRS, an ottempt has been
mode to ossess the impoct of IFRS
adoption upon the key finoncial rotios of
Indion compony nomely Wipro Litd.
Gupota et al (2017) conducted from the
yeor 2009-10 to 2014-15. Debt Equity
rotio, debt to total ossets ratio, current
rotio, net profit ratio, return on copital
employed ond return on equity rotios
have been used in the study to arrive ot on
empirical conclusion. Empirical onalysis
reveoled thot the IFRS adoption will
creote asignificont impact on debt to total
ossets rotio, net profit ratio, return on
copitol employed rotio ond return on
equity owing adoption of foir volue
meosurement, differential revenue
recognition norms, differential valuation
of deferred tox asset and liobility etc.
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3. Methodology

The current study investigotes whether
there is on impact on the finoncial rotios
of Sri Lonkons listed monufocturing
componies 1s experienced due to the
tronsition to IFRS comparing finonciol
ratios computed under IFRS with those
obtained under SLAS in order to confirm
whether there is any significont
difference between IFRS ond SLAS. To
do this, the rotios before ond ofter the
conversion need to be colculated ond
eventually o statisticol test need to be
performed to check whether those
differences ore significont. There are two
kinds of research philosophies in the
word,as quontitotive ond qualitotive
opprooch while current study based on
purely quontitative approach. This study
selected all listed monufocturing
componies on Colombo Stock Exchonge
(CSE) os o 2014-15. Debt Equity ratio,
debt to totol assets ratio, current ratio, net
profit ratio, return on copital employed
ond return on equity raotios hove been
used in the study to arrive of on empiricol
conclusion. Empiricol onalysis revealed
that the IFRS odoption will creote o
significont impact on debt to totol ossets
rotio, net profit rotio, return on copital
employed rotio ond return on equity
owing adoption of fouir volue meosure
ment, differentiol revenue recognition
norms, differential voluotion of deferred
tox asset ond liobility etc.
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3. Methodology

The current study investigotes whether
there is on impact on the finoncial rotios
of Sri Lonkons listed monufocturing
componies 1s experienced due to the
tronsition to IFRS comparing finonciol
ratios computed under IFRS with those
obtained under SLAS in order to confirm
whether there is any significont
difference between IFRS ond SLAS. To
do this, the rotios before ond ofter the
conversion need to be colculated ond
eventually o statisticol test need to be
performed to check whether those
differences ore significont. There are two
kinds of research philosophies in the
word,as quontitotive ond qualitotive
opprooch while current study based on
purely quontitative approach. This study
selected all listed monufocturing
componies on Colombo Stock Exchonge
(CSE) os a populotion. Sample consists
with 30 monufocturing companies listed
inCSE.

Table 3.1 Type of financial ratios

Description Amount
No of Listed monufacturing 41
componies

Incorporote ofter 2009/ Not 11

avoilable onnual report.
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3.1 Conceptual Framework for Testing H1
Following conceptual fromework is
developed to show the deference
between pre ond post IFRS adoption on
finoncial rotios. Here current rotio, debt
to equity ratio, gornings per shore ond
return on equity rotio considered os
dependent variable.

Before IFRS adoption

Current ratio

Debt to Equity ratio

Eamings pershare

|f 1] I

[ Returnonequity || 7]

20111 2012 2013

After IFRS adoption

Current ratio

Debt to Equity ratio

3.2 Conceptual Framework for Testing
H?2

The conceptual fromework is developed
to show the effect of IFRS adoption on
finonciol rotios. Here current rotio, debt
to equity rotio, gornings per shore ond
return on equity rotio considered os
independent varioble & IFRS adoption is
considered as dependent varioble.

Independent Variable
(Current Ratio)

Independent Variable

(Debt to Equity) T Dependent Variable
i 30 (IFRS adoption)
No of _companies for selected to Independent Varisble |7
(1110!1}’513 (Earnings per Share)
Independent Variable
(Return on Equity)
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3.Logistic Regression Model for testing
H2

The following logistic regression is used
to identify that whether there is ony
likelihood relotionship between IFRS
adoption and independent rotios.
Descriptive statistics ond logistic
regression technique were used os
onalytical tools followinglotridis, 2010.

RR = B0 + B1CR + B2DE + B3EPS + B4ROE

Equation3. 1Finoncial stotement effect
equation

Where,

RR = dummy varioble representing the
regulotory regime (pre- ond post-
odoption period)

CR =currentroatio

DE =debtto equity ratio

EPS=¢arnings per shore

ROE  =returnon equity

Table 3.2 Type of financial ratios

Ratio Ratio

category

Liquidity Current ratio

rotios Quick ratio x

Profitobility | Return on assets ratio x

rotios Return on gquity rotio N
Earnings per shore ratio

Leveroge Debt to equity ratio N

rotio Debt to worth ratio x
Equity ratio X
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3.3 Variable Selection

Table 3.2interprets the category of
finoncial ratios. Liquidity rotios,
profitobility ratios ond leveroge rotios
only considered for the current study.
Current rotio is selected for testing
liquidity level, debt to equity rotio is
selected for testing leveroge of the
componies ond Return on equity rotio
ond earnings per shore ratio is selected
for testing profitobility of thecomponies.

3.3.1 Current Ratio

The current ratio is a liquidity rotio thot
measures o compony's obility to pay
short-term ond long-term obligations. To
colculote the rotio, onolysts compore
current ossets to current liobilities.
Current ossets include cosh, accounts
receivaoble, inventory ond other ossets
that are expected to be turned into cash in
less thon o yeor. Current liobilities
include occounts, woges, toxes poayable,
ond the current portion of long-term debt.
The formula for calculating o.compony’s
currentrotio is os follows:

Current Ratio = Current Assets / Current
Liabilities

3.3.2 Debt to Equity Ratio

Debt/Equity (D/E) Ratio, colculated by
dividing o compony’s total liobilities by
its stockholders' equity, is a debt ratio
used to measure o compony's finonciol
leverage. The D/E rotio indicotes how
much debt o compony is using to finonce
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its ossets relative to the volug of
shareholders’ equity. The formula for
calculating D/E ratios is:

Debt/Equity Ratio = Total Liobilities /
Shareholders' Equity

3.3.3 Earnings per Share

Earnings per Share (EPS) is the portion
of a company's profit allocated to €ach
outstonding share of common stock.
Earnings per share serve os on indicator
of o compony's profitobility. EPS is
calculated os:

EPS = (Net Income - Dividends on
Preferred Stock) / Averoge Outstonding
Shares

3.3.4 Return on Equity

Return on Equity (ROE) is the amount of
net income returned os o percentoge of
shareholders equity. Return on equity
(also known as "return on net worth"
[RONW]) meosures o corporation's
profitobility by revealing how much
profit a compony generotes with the
mongy shargholders have invested.

Return on Equity = Net Income/Shore
holder's Equity

3.4 Data Analysis Techniques

Data was collected from oudited
finoncial stotements prepored under
IFRS ond SLAS for the some time /
period ond ratios colculoted using figures
from both set of stotements. To perform
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the study, first of all finoncial ratios, ore
calculated for each firm under SLAS &
IFRS. More specially, current study
calculotes the differences by subtrocting
a meon value of every finonciol rotios
colculated under local accounting
stondords in 2011/12 finoncial yeor from
the meon volue of finoncial ratios
colculated under restated finoncial
figures in 2011/12. Further, statistical
significonce of the differences between
pre- ond post-adoption effect wos tested.

The dato. obtoined from the various
sources were further onalyzed using
Statistical Pockage for the Social
Sciences (SPSS) & Microsoft Excel. The
averoge difference between paired
(motched) samples, tested using Poired t-
test (if dota is normolly distributed) or
Monn-Whitney test/ Wilcox on ronk sum
(if ordinol/ skewed dota) test.

Eviews software wosused to identify ony
likelihood relationship between IFRS
adoption ond independent ratios.
Descriptive statistics, logistic regression
technique & Wold test were used os
onolytical tools.

4. Findings and Discussion

Under the onalysis, it hos been exomined
the initial effect ond long term effect of
IFRS odoption on finoncial rotios. To
investigote the immediote effect on
finonciol rotios upon to IFRS adoption,
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finonciol dotor for the finonciol yeor
2011/12 considered together with the
finoncial dota for the some yeor restated
under IFRS in 2011/2012 yeor ond
presented oas comporatives of the
finoncial statement of2012/13.

4.1 Testing for HI: The Immediate
Impact of IFRS Adoption on
Financial Ratios

4.1.1Descriptive Statistics of Financial
Ratio

This section exhibits the summoary of

descriptive statistics for the finonciol

ratios used to test H1 of current study.

This section contoins the meon, stondord

deviation, minimum ond moximum of

finoncial ratios (CA, DE, EPS, ROE) for

2011/12 prepared under local stondord

ond the same informoation for the

2011/2012 restated finoncial stotement

followingIFRS.

"able 4.1 Descriptive Statistics of Financial
latios - 2011/12 Financial Year (Under

Vol.7.No.2 December 2021

The descriptive statistics of finonciol
rotios summarized in Toble 4.1 ore o
collection of descriptive statistics, which
summorized the dotaset calculated under
pre IFRS odoption period. Descriptive
statistics con be divided into meosures of
centrol tendency ond measures of
voriobility, or spread. Measures of
central tendency comprise the meon,
medion ond mode, whereos measures of
variobility comprise the stondard
deviation or varionce, the minimum ond
moximum voriobles.

The averoge (meon) of the current ratio of
listed monufocturing componies in Sri
Lonka is 1.7796 under the local
occounting stondords applying period
(2011/2012). It shows effective liquidity
level within the sector. The Simple meon
of squared distonce from the meon is
1.84. No more spreading orea from the
meon volue. The moximum current rotio
of data set is 10.60 ond minimum ong is
0.1349.

The average (meon) of the debt to equity
ratio of listed monufocturing componies
in Sri Lonkais 0.045 the local accounting
stondords applying period (2011/2012).
It shows 4.5% of the invested copitol
from debt financing. The Simple meon of
squored distonce from the meon is 0.444.
The moximum current ratio of dota set is
1.42 ond minimum ong is -1.838.

LAS)

N CR DE EPS ROE
Mini

30 0.13 -1.83 -2.04 -0.47
mum
Maxi

30 10.60 1.42 251 0.93
mum
Mean 30 1.77 0.04 5.53 0.16
Std.
Devia 30 1.84 0.44 6.70 023
tion
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The averoge (meon) of the earning per
share rotio of listed monufacturing
componigs in Sri Lonka is 5.53 the local
accounting stondords opplying period
(2011/2012). It shows earning power of
share is Rs.6 pre each. The Simple meon
of squared distonce from the meon is
6.70. The moximum current rotio of dota
setis 25.17and minimum ong is -2.04.

The overoge (meon) of the return on
equity ratio of listed monufocturing
componies in Sri Lonkais 0.166 the local
accounting stondords opplying period
(2011/2012). It interpret when invest ong
rupee in gquity copitol return may be
Rs.0.166. The Simple meon of squored
distonce from the meon is 0.291. The
moximum current rotio of doto set is
0.9350nd minimum ong is -0.4790.

Table 4.2 Descriptive Statistics of Financial
Ratios - 2011/12 Financial Year (Under
IFRS)

Vol.7.No.2 December 2021

According to toble 4.2 the averoge
(meon) of the current rotio of listed
monufocturing componies in Sri Lonkais
1.914 under the 2011/2012 restated
finonciol figures. It shows effective
liquidity level within the sector. The
Simple meon of squared distonce from
the meon 1s 1.830. No more spreading
areo from the meon volue. The moximum
current rotio of dota set is 10.49 ond
minimum ong is 0134.

The average (meon) of the debt to equity
ratio of listed monufocturing componies
in Sri Lonkais 0.110 under the 2011/2012
restoted finonciol figures. It shows 11%
of the invested copital from debt
finoncing. The Simple meon of squored
distonce from the meon is 0268. The
moximum current rotio of doto set is
1.426 ond minimum ong is 0.000.

The averoge (meon) of the gorning per
share rotio of listed monufacturing
componies in Sri Lonka is 6.125 under
the 2011/2012 restoted finoncial figures.
It shows earning power of share is Rs.6
pre each. The Simple meon of squored
distonce from the meon is 7.354. The
moximum current rotio of dota set is
Rs.25.17 ond minimum ong is Rs.-2.220.
The oaveroge (meon) of the return on
equity ratio of listed monufocturing
componies in Sri Lonka is 0.394 under
the 2011/2012 restoted finoncial figures.
It interpret when invest one rupee in

N CR DE EPS ROE
Mini

30 0.13 0 -2.22 -0.43
mum
Maxi

30 1049 142 251 7.61
mum
Mean 30 1091 0.11 6.12 0.39
Std.
Devia 30 183 026 735 1.37
tion
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equity copitol return may be Rs.0.39. The
Simple meon of squared distonce from
the meon is 1.377. The moximum current
rotio of data set is 7.615 ond minimum
ongis-0.438.

Table 4.1 Differences Between Ratios
Calculated for 2011/12 as per LKAS and
IFRS

CR DE EPS ROE
PRE PRE PRE PRE
Mini
30 0 1.83 -0.18 0.04
mum
Maxi
30 -0.10 0 0 6.68
mum
Mean 30 0.13 006 058 022
Std.
Devi 30 -0.01 -0.17 065 1.13
ation
Toble 4.3 illustrates deferences of

descriptive statistics of all four finonciol
ratios, which were colculoted os pre ond
post IFRS finoncial stotements. Meon
volue of the CR is increosed from 1.77 to
1.91. DE rotio’s meon volue is increosed
by 0.06. Then meon volue of EPS
increased from 5.53 to 6.12. ROE’s meon
volue is decreosed by 0.22.

4.1.2 Testing the Normality

Test of normolity is applied to decide
whether aset of datais well-modeled by a
normal distribution or not, ond to
compute how proboble on underlying
rondom vorioble is to be normolly
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distributed. In this study, Kolmogorov -
Smimov test and Shapiro- Wilk
normolity test have been used to test the
normality of varioble.According to the
results of these two tests, it is suggested
that nong of the varioble use in the current
study is normally distributed.

4.1.3 Wilcoxon Signed Rank Test
Empirical onalysis of the differences
between the rotios colculoted from the
two set of finonciol stotement hos been
done using Wilcoxon Signed Ronk test.
In the current study non porometric
version of t-test is used since dota is not
normoly distributed.(Stent et al., 2010).

Table 4. 4Test Statistics for Wilcoxon
Signed Rank Test
CR DE EPS ROE
POST POST POST POST
-CR -DE  -EPS -ROE
PRE PRE PRE PRE
Z -3.14b -98b  -223b  -1.30b
Asymp.  .002 326 .0376 191
Sig. (2-
tailed)

a. Wilcoxon Signed Ranks Test

b. Based on negative ranks.

Toble 4.4 interprets summory of the
result of Wilcoxon Signed Ronk Test.
Null hypothesis is “there is no significont
impoct of IRFS adoption on finonciol
rotio”. Alternative hypothesis is “there is
ony significont impoct of IFRS adoption
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on finonciol rotio”. According to the
result; Z statistic for CR is significonce.
Its leads to conclude that there is
significont impact of IFRS adoption on
currentrotio.

Toble 4.4indicates Z statistic for DE ond
ROE oare not significont. Its leads to
conclude that there is no significont
impact of IFRS adoption on both rotios.
As per the results of the table 4.4ROE’s
significont omount showed os 0.191.
This is not significont ot 95% confidence
level. Therefore, null hypothesis connot
be rejected. Accordingly, it is concluded
that there is result is there is no ony
significont effect of IFRS adoption on
ROE ratio.

Hypothesis Hypothesis
Accepted or
rejected

Hla: There is an effect Accepted
from adopting IFRS on
current ratio
Hib: There is an effect Rejected
from adopting IFRS on
debt to equity ratio
Hlc: There is an effect Accepted
from adopting IFRS on
earning per share ratio
Hld: There is an effect Rejected

from adopting IFRS on
return on equity ratio

adoption on ROE ratio.
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4.2 Testing for H2: The IFRS adoption is
more likely to exhibit a favorable effect
on finoncial ratios

4.2.1Logistic regression Model

Logistic regression is the appropriote
regression onalysis to conduct when the
dependent verioble is dichotomous
(binary). Like all regression onolyses, the
logistic regression is o predictive
onolysis. Logistic regressions used to
describe dato ond to explain the
relationship between one dependent
binary varioble ond ong or more nominal,
ordinal, intervol or rotio-level indepen
dent varioble.

Table 4.5 Result of Logistic Regression Test

Variable Coefficient
C 0.2560
LCR2 -0.0166
LEPS2 0.0907
LROE2 0.0377
DE 0.3863

rEEreSSION OUTPUL. 1NE TESULTS 1NAICOLE
that H1 holds, implying that IFRS
implementation is more likely to exhibit
a favoroble impact on the financial rotios
of firms. The tronsition to IFRSs does not
oppear to odversely offect. Debt to
equity, earning per shore & Return on
equity ratio have the positive coefficient.
It meons IFRS oadoption positively
effected on finonciol ratios except current
rotio
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4.2.2 Wald Test

The Wald test is o woy of testing the
significonce of particulor explonotory
variobles in astatistical model. In logistic
regression we hove o binory outcome
varioble ond ong or more explonotory
variobles. For goch explonatory variable
in the model there will be on ossociated

Vol.7.No.2 December 2021

As presented in toble, Woald Test hos
been performed ond it wos concluded
that the null hypothesis should be
rejected, leads to accept olternative
hypothesis data set is not equal to zero,
that meons there is a difference between
post ond pre adoption period doto. The
result shows probobility value of .0000 in

porometer. percent significant level which will lead
Table 4.62 Wald Test Summery Table to rgject null hypothesis. Thot meons
Test there is adifference between post ond pre
Statistic ~ Value df  Probability IFRS odoption doto.
4, According to the result of Wald test ond
F-statistic ~ 0.527  235) 0.000 the logistic regression onalysis conclude
that the adoption of IFRSs is more likely
Chi-square 2109 4 0.000 to SXhibitS o fOLVOI‘O(blS lmp(XCt on ﬁrm
Null Hypolhesis. finonciol measures.
C(1)=0.€(2)=0,C(3)=0.C(4)=0 Hypothesis Hypothesis
Accepted or
rejected
H2a: The adoption of Accepted
Hypothesis Hypothesis IFRSs is more likely to
Accepted or exhibit a favorable impact
Rejected on current ratio
H2: The adoption of IFRSs Accepted
is more likely to exhibit a H2b: The adoption of Accepted
[avorable impact on . .
i . . IFRSs 1s more likely to
inancial ratios o A
Null exhibit a favorable impact
i on debt to equity
Hypothesis
Sunmary: H2c: The adoption of Accepted
Nommalized IFRSs 1s more likely to
o ' exhibit a favorable impact
Restriction (= 0) Value Std. Err. on earnings per share
c) 0.236 0.000
C) 20.016 0.000 H2d: The adoption of Accepted
IFRSs 1s more likely to
) 0.090 0.000 exhibit a favorable impact
C4) 0.037 0.000 on return on equity
C(5) 0.386 0.000
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5. Conclusion

This study ottempted to investigote the
impact of IFRS adoption on finonciol
rotios of listed monufocturing componies
of Sri Lonka.In cose of the first research
objectives, based on the result of the
onolysis, it con be concluded thot there on
immediate impoct of IFRS odoption on
finonciol rotios, such as Current Rotio &
Earnings Per Share. Other rotios ore not
significontly offected by IFRS adoption.
In examining the second hypothesis, the
results provide gvidence that adoption of
IFRSs is more likely to be exhibit a
favorable impoct on firm finoncial rotios.
When considering eoch individual
vorioble, it indicates thot Return on
Equity, Earnings per shore ond Debt to
Equity Ratio have positive coefficients.
Current ratio hos o negative coefficient
volue. This led to provide evidence thot
the IFRS adoption exhibits a favorable
impact on most of firm’s finoncial rotios.
The results presented in current study ore
pertinent ond significont to both Sri
Lonkon investors ond to accounting
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stondord setting bodies such as the IASB
ond the FASB internationolly ond CA Sri
Lonka locally. Since it tries to some
extent onswer the relatively unonswered
question of whether or not the current
IFRS bosed regulotory fromework has
been fruitful in terms of on increased
economic decision usefulness among
finoncial stotement informotion, which
focilitate equity investors with resource
ful moteriol os well as with voluoble
insights on the relevonce ond reliobility
of Sri Lonkaoccounting numbers.

Further it is expected thot the current
study wouldbe useful in regions other
thon the Sri Lonko, porticulorly in
countries where developing nations
compulsory to follow ond where the
occounting philosophy is the some. The
study might also be of value to emerging
nations with on investment environment
similor to the Sri Lonko ond where IFRS
reporting recently have been or will be
odopted.
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