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Abstract

Sustainability Reporting (SR) is followed by the organizations in the contemporary
world. The main objective of the organizations is getting growth consistently and
sustaining for a long period of time. In today's changing and complicated business
world, the Sustainability related activities have an impact on Corporate Financial
Performance (CFP) of companies. Therefore, this study intends to examine the impact
of SR on CFP of Listed Companies in Sri Lanka. Return on Assets (ROA), Return on
Equity (ROE) and Net Profit Margin (NPM) are used as dependent variables to
measure the CFP whilst Economic Performance Disclosure Index (ECN),
Environmental Performance Disclosure Index (ENV) and Social Performance
Disclosure Index (SOC) are used as independent variables to measure the level of
Global Reporting Initiative (GRI) based SR. This study considers the companies listed
on Colombo Stock Exchange (CSE) for the period from 2016 to 2019 and uses
secondary data gathered from the annual reports of these companies. The data is
analysed by means of descriptive statistics, correlation analysis and regression
analysis using the software E Views 8. The results of the Pooled OLS model regression
analysis show that ENV and SOC have significant negative impact on ROA, while
ECN has insignificant impact on ROA. Further, ECN and ENV have an insignificant
impact on ROE. However, SOC have significant impact on ROE. Similarly, ECN, ENV
and SOC also have a significant impact on NPM at 5% significance level. Based on
the correlation analysis, the results show that only SOC have significant negative
relationship with ROA and NPM at 5% significance level. The findings of the study
have an important implication for the management of the companies and other
interested parties. Further researches can be extended by choosing more time periods
of data and choosing other indicators of CFP.

Keywords: Finoncial Performonce, Global Reporting Initiotive, Sustoinobility
Reporting
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1. Introduction

Sustoinability Reportingis followed by
the orgomizations in the contemporory
business world to report Sustainability
proctices of the componies ond the
objective of the organizotions is getting
growth consistently ond sustaining for o
long period of time. The stokeholders’
accountobility demonds obove the
shareholders’ interests have mode the
componies globally to reolize the
consequence of the Sustainability
proctices ond problems(Boiral, 2013)
ond lead them towords the issuonce of
stondalong Sustainobility reports.

Sustainability report is away of reporting
the volue in ploce on orgonization
following economic, environmental ond
social performance proctices. This report
communicates o detailed representation
of the indicators about the Sustainability
performonces of the organization
concerned including both the positive
ond negative impacts. GRI hos devised a
stondord set for SR, including the social,
environmentol ond economic perfor
monce of componies. The guidelines
provide a framework of principles ond
guidonce together with o list of
disclosures ond Sustainability Key
Performonce Indicators for voluntory use
by public, private ond not for profit
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orgonizotions in reporting their Sustod
nobility proctices

Further, this is broodly recommended by
the researchers that Sustainobility
proctices ore hoving on impoct on
profitobility ond finoncial performonce.
Generally, Finoncial Performonce is on
indicator which meosures how well on
orgonizotion con use its assets from its
core business ond con moke revenues.
This con also be used os oo.common scole
of o company’s overall finoncial heolth
for a given period(Kenton, 2019). In this
way, SR ond its impact on Corporote
Finoncial Performonce have become os
on importont orea for conducting o
research in recent post ond this poper
attempts to find out the impoct ond the
relationship between them.

2. Research problem

SR is a voluntory proctice in most of the
countries. GRI provides the guidelings to
follow ond componies con determing
whot should be disclosed in Sustaino
bility Reports (Sooriyaorochchi, 2018).
According to Global Reporting Initiative
facts ond figures (2018),GRIbased SR is
currently used by componies in more
thon 90 countries all over the world. This
is to have the tronsparency in how they
deal their economic, environmentol ond

1JABF

-132-

December 2021



International Journaol of Accounting & Business Finonce

social octivities. However, there ore
criticisms that componies in Sri Lonkado
not release Sustoinobility Reports using
GRI index except mentioning some
information on the onnuol reports ond
website (Senaratne & Liyonogedoro,
2009) os they do not do more in relation
to the Sustainobility. In addition, on
expectotion gop exists between the
information needs of the stokeholders
related to SR and the disclosed
informotion in the onnual reports of the
componies in the context of Sri
Lonko(Senoratne & Liyonogedara, 2009;
Sooriyaarachchi, 2018).This study
identified the obove as a research
problem ond, to minimize the expe
ctotion gop in relation to the SR ond
encourage the componies to disclose
more Sustainobility informotion, the
reseorcher identified the CFP ond the
direction of its reaction to the SR as
inducing tools.

Further, even though most of the theories
say that there is o positive relationship
between SR ond CFP, still it is not clear
whot impoct SR actually hos on the
strategies of the orgonization, processes
ond the outputs (Hubbord, 2008). The
extont literatures show that most of the
previous researches conducted on SR
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ond CFP are either controadictory or
inconclusive or showing positive ond
sometimes negotive results.

While considering the above problems,
this study aims to identify the impact of
SR on CFP of selected listed componies
in Sri Lonka.

3. Research Questions
RQI:
impact on Corporote Finonciol Perfor

Does Sustainobility Reporting

monce of Listed Componies in Sri
Lonkofi

RQ2: Is there ony relationship between
Sustoinobility Reporting ond Corporote
Financial Performonce of Listed
Componies in Sri Lonkofi

4. Literature review

4.1. Theoretical review

Agency theory

The ogency theory is bosed on the
principal-ogent relationship which lies
between the shoreholders who are the
owners of the orgonizations and
monogers. Informoation asymmetry ond
conflict of interest exist between
monogers of the componies ond the
shoreholders ond other stokeholders.
Reporting theSustainaobility activities in
the disclosure part provides on occurote
ossessment of the compony to the
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investors ond finonce providers, helps the
firm to ottroct new investors ond supports
to receive finoncing ot o lower cost (Jizi,
Salomo, Dixon, & Strotling, 2014).
Therefore, there is arelationship between
SR ond CFP in terms of ogency theory.

Legitimacy theory

According to the legitimacy theory, SRis
a strategy suitoble to achieve acceptonce
of the society(Ching & Gerob, 2017), to
legitimise the business processes of the
compony (Ching & Gerob, 2017), to
create o positive ond good imoge ond to
enhonce the reputation of componies. As
aresponsible corporate citizen, odopting
GRI stondords helps the componies to
obtoin legitimocy by establishing their
commitment towards the norms.
Therefore, SR will lead the compony to
get good market coveroge and will have
on impoct on its CFP in terms of
legitimocy theory.

4.2. Empirical review
Sustainobility reporting based on GRI
stondords

Sustainability reporting based on GRI
stondords meon, componies in their
onnuol reports include o report mentio
ning all the KPI set by GRI ond indicate
whether they have followed those
activities. This helps the orgonizations to
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disclose their Sustoinability perfor
monces to their stokeholders, enables the
componies to meet the expectotions of
stokeholders in relation to Sustainobility.
When the componies follow these
disclosure guidelines, it would result in
on increosed tronsporency ond encouroge
the componies to report their economic
implications, social and environmentol
performonces. This combined system for
reporting of economic, environmentol
ond social octivities provides o detoiled
onalysis of the practices of the componies
related to the Sustainability. GRI
provides o.common reporting fromework
thot is consistent with the sustoinability
issues.

Corporate financial performance

CFP meons how well on orgonizotion is
operating in terms of finonciolly, which
meons how much profit is earned by the
compony ond how well the ossets ore
utilized, etc. It hos obtoined a significont
ottention from reseoarchers in strotegic
monogement ond different oreos of
business(Jat, 2006). One of the indicators
used by the businesses usually ore the
finonciol rotios to assess o firm’s
finonciol performonce. The finoncial
informotion obout the busingss opera
tions of a.compony ore normally reported
in onnuol finoncial stotements ond the
finoncial rotios constitute dividing ong
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item by onother item which is in the
finoncial stotement. Vorious types of
measurements for CFP are used by
different researchers, they are accounting
bosed meosurements like ROA, ROE,
PBT, etc. ond morket bosed meosure
ments such os Stock Returns, Shoare
Prices, MVA, etc. (Aggarwal, 2013).

Sustoinobility reporting ond corporate
financiol performonce

This section reviews prior empiricol
studies conducted on the impact of SR on
CFP. Kopoor ond Sondhu (2010)
exomined the impoct of SR onCFP in
terms of profitobility ond growth ond,
noticed that a significont positive impoct
of Sustainobility performonce on ROA,
but insignificont positive impoct on
growth omong Indion companies.
Olawale (2010)examined the
Environmentol Sustoinobility proctices
of small ond medium enterprises in South
Africa ond indicated thot o positive
relationship exists between
Sustainability performances and
profitobility.

A slightly positive but not stotisticolly
significont results wos identified by Buys
etal. (2011) between GRI Sustainability
Reports ond ROA ond ROE in South
Africon context. Even though, they
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stated that no evidence is there to prove
that GRI following componies ore more
profitoble in terms of ROE.Ameer ond
Othmon (2012) conducted their study
bosed on the Top Global Corporations,
observed a positive ond bi-directional
relationship between Sustainability
practices measured using scores on four
indices- environment, diversity,
community ond ethics ond CFP meosured
using ROA, Soles Revenue Growth
(SRG), PBT ond Cosh Flows from
Operations. A significant positive impoct
of Sustainobility disclosures on ROA,
ROE ond Tobin’s Q hos been identified
by Ghosh (2013) in his study of
Sustainobility ond CFP conducted in the

context of India.

However, Aggarwal (2013) onalysed
whether sustainoble componies ore more
profitable ond oascertained that
Sustainobility proctices hove significont
however varying impoct on CFP of the
Indion listed componies. He revealed that
Sustainability activities os whole has no
significont effect on CFP. Moreover,
Sustainobility performonces influences
some finonciol measures positively, such
os PBT, ROA ond Growth in Totol Assets
while others negatively such as, ROE ond
Return on Copital Employed. Yohyo ond
Ghodratolloh (2014) investigated the
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impoact of Sustainability disclosure
meosured by economic, sociol ond
environmental indices on the CFP
measured by ROA, ROE ond Price
Earnings ratio of componies listed on the
Tehron stock exchonge ond the onalysis
produced inconsistent results.  They
found out thot Sustainobility had
significont effects on ROA, ROE and
Earnings per Shore.

Okpa et ol. (2017) reveoled that while
Sustainobility disclosure hos o signif
icont impoact on ROA ond ROE, it does
not have significont impact on NPM of
the componies listed on the Nigeria Stock
Exchonge. They recommended that
componies should while following
economic performonce disclosure,
increose their environmentol ond sociol
initiatives ond investments to improve
their bottom lings and values. Asuquo &t
ol. (2018) examined the impoct of SR on
CFP of listed brewery firms in Nigerio to
determine the relationship between
them. They revealed thot economic,
environmentol ond sociol performonce
disclosures have no significont impogct on
ROA ofthe componies.

A mixed results with different measures
of compony performonce wos indicated
by Jongs(2005) between GRI bosed SR
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index ond morket adjusted returns, other
finonciol ratios, ond finoncial distress
probability scores in Austrolion context.
ond Uyar(2018)
onolysed the effect of SR on performonce

Koromon, Kilic,

of the componies ond found out thot SR
does not hove a significont role in
enhoncing the performonce in aviation
industry.Brommer, Brooks, ond Pavelin
(2006) identified a negoative relationship
between Social performonce disclosure
ond stock return in UK context.

5. Methodology

This study adopts quontitative reseorch
opprooch since numerical values ond
secondory doto is used in this study.
Quontitative content onalysis is used to
meosure the SR of each compony bosed
on the secondary doto from onnuol
reports. Descriptive statistics like meon,
stondord deviation, moximum ond
minimum were used to exploin obout the
data set. Correlation onalysis to find out
the relationship between variables ond
pooled regression onalysis to find out the
impact were also used in the study.

5.1. Data collection

This study is related with secondory doto
collection. The researcher collects data
from the onnuol reports of selected
componies listed in CSE for the period
between 2016 and 2019. The information
relating to SR andCFP are collected for
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the purpose of this study. The sources of
data include the yearly publicotions of
the CSE, the onnuol reports ond websites
of'the CSE ond the companies.

5.2 Validity and reliability

The variobles used in the study ore
supported with previous studies ond dota
are collected from the relioble sources
which ore the onnual reports of
componigs published on CSE website. As
those onnual reports are published after
being oudited, the researcher believes
those information are relioble.

Table 1: Sample selection

Vol.7.No.2 December 2021

5.3 Sampling

CSE hos 290 componies representing 20
GICS industry groups os ot 20th Jonuory
2020 (CSE, 2020). However, the study
covers only thirty nine (39) listed
componies for the period from 2016 to
2019. Those componies has been
selected based on a criteria, that is, the
componies which ore publishing GRI
Sustoinobility Reports in their onnuol
reports hos been selected for the purpose
of'this study.

Number of companies over the years from 2016 to 2019 290

Less: Companies do not come under any GICS industry groups (6)

Less: Companies which were listed during the period (3)

Less: Companies do not have GRI Sustainability Reports (213)
Less: Companies have the year-end of 31% December (13)
I.ess: Companies which have changed the year-end @)

Less: Companies do not have GRI reports for all the four years (15)
Total sample size 39

Source: CSE Sri Lanka
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6. Conceptualization voriobles identified in the research
Figure 1 estoblishes the conceptual problem for the purpose of identifying
model developed by the researcherinthis  the operoational definition for this study.
regard. It illustrates the concepts ond

Independent Variable Dependent Variable
Sustainability Reporting a Corporate Financial
(SR) Performance (CFP)

Economic Performance
Disclosure (ECN) Return on Assets
(ROA)

Environmental Performance

Ret Lquit
Disclosure (ENV) —_— eturn on Lquity

(ROL)
Social Performance Disclosure Net Profit Margin
— | (s00) — | (NPM)
Figure 1: Conceptual model
7. Operationalization
Table 2: Operationalization of variables
Key Concept Variables Indicators Measurement Sources
It indicates what Economic Performance )
) ) ) (Hussain,
Economic economic Disclosure Index (Total
o 2015; Burhan
Performance performances occurrence Score divided by )
) ) &Rahmanti,
Disclosure were followed (13 Total level of economic 2012)
KPI). disclosure*100)
o Environmental Performance
It indicates what ) )
S ) ) Disclosure Index (Total (Hussain,
Sustainability ~ Environmental environmental o
) occurrence Score divided by ~ 2015; Burhan
Reporting Performance performances ) )
) Total level of environmental & Rahmanti,
(Independent Disclosure were followed (30 )
) disclosure*100) 2012)
Variable) KPI).
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Social
Performance
Disclosure
Return on
Assets (ROA)
Corporate
Fmancial Return on
Performance  Equity (ROE)
(Dependent
Variable)
Net Profit
Margin
(NPM)

It indicates what

social

performances

were followed (34

KPI).

It indicates the

profitability of a

firm 1n relation to

1ts total assets.

It indicates the

return of a firm in

relation to its
shareholders’
equity.

It indicates the

portion of profit

left after all
expenses have

been met.
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Social Performance

Disclosure Index (Total (Hussain,
occurrence Score divided by ~ 2015; Burhan
Total level of social & Rahmanti,
disclosure*100) 2012G)
Net Income (Ching et al.,
—— % 100
Total Assets 2017)
Net Profit after
interest, tax and .
Preference dividend 100 (Ching et al,
Sharholders Equity 2017)
Profit for the year (Ching et al.,
*
Sales Revenue 2017)

Source: Author constructed

8. Hypotheses development

H;: There is a significant impact of SR on

CFP.

Hy,: There is a significant impact of SRon

ROA.

Hj,: There is a significant impact of SRon
ROE.

H;.: There is a significant impact of SRon
NPM.

H,: There is a significant relationship between

SR and CFP.
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H,,: There is a significant relationship

between SR and ROA.

Hy: There is a significant relationship

between SR and ROE.

Hy.: There is a significant relationship

between SR and NPM.

9. Model specification

ROA =+ BiSR +e (1)

ROE =B+ PSR + ¢ (2)

NPM =By + B:SR + e (3)

ROA =, + B,ECN + ,ENV + B;SOC + e (4)
ROE = B, + B,ECN + B,ENV + B5;SOC + ¢ (5)
NPM = By + BiECN + B,ENV + B3SOC + ¢ (6)
Where,

ROA = Return on Assets

ROE = Rcturn on Equity

NPM= Net Profit Margin

SR = Sustainability Reporting Index

ECN =Economic Performance Disclosure

Index

ENV =Environmental Performance Disclosure

Index
SOC = Social Performance Disclosure Index
Po= Constant

B, P> and Ps;=Coellicients of Performance

Disclosure Indices

¢ = Error Term
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10. Data analysis

10.1.Descriptive Statistics

Table 3illustrates the descriptive
statistics for SR ond its voriobles, ECN,
ENV ond SOC ond olso the CFP
measuring voriobles, ROA, ROE ond
NPM. The average value of ROA, ROE
ond NPM of the componies under study is
4.78%, 9.97% and 16.55% respectively.
ROA vories among the componies from -
10.64% to 17.41%. ROE voaries among
the compaonies from -50.92% to 40.21%.
NPM varies among the componies from
the minimum volue of -85.979% to the
moximum valug of 91.144%. The
stondord deviotion of ROA, ROE ond
NPM is 5.51%, 13.1% ond 29.48%
respectively. It meons thot there is ahigh
possibility of varionce in the dota set
from the meon value for ROE ond NPM.
Averogely, 49.11% of economic
performonce disclosures, 42.56% of
environmental performonce disclosures
ond 47.55% of social performonce
disclosures were reported by the
componies under study. The meon volue
of overall SR is 45.96%. It meons out of
the total 77 performonce indicators,
componies reported obout 35 perfor
monce indicators averogely. The moxi
mum values ore 96.10%, 92.3%, 96.67%,
97.06% for SR, ECN, ENV ond SOC
respectively. The minimum volue of
ECN, ENV ond SOC is 7.69%, 0.00%
ond 5.88% respectively. The stondord
deviation of ECN, ENV ond SOC is
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24.49%, 25.04% oand 20.52%
respectively. It indicates thot there is o
high possibility of voriation in the doto
set from the meon volue for oll three

Vol.7.No.2 December 2021

performance disclosures. It cleoarly
shows that ECN performonce disclosure
hos high disclosure rate which is 49.11%
among those three performance
disclosures.

Table 3: Descriptive statistics for SR, ECN, ENV, SOC and ROA

Variable ECN ENV SOC SR ROA ROE NPM
Mean 49.1124 425641  47.5490 459623  4.77815 9.96646 16.5523

Maximum 92.3077  96.6667  97.0588  96.1039 17.4199 40.2083 91.1446

Minimum 7.69231 0.00000  5.88235  7.79221 -10.6418 -50.9183 -85.9786
Std.Dev 244888  25.0443  20.5213 209672  5.50892 13.1003 29.4769

Source: Results from the panel data analysis

10.2Correlation Analysis

Correlation onalysis is used to exoming
the relationship between independent
voriobles ond dependent variobles of the
study.

The correlation onalysis of oll voriobles
included in the study is shown in Toble
4. The probobility volues indicote thot
there is statisticolly on insignificont
relationship exists between ECN ond
each of the dependent variobles ROA,
ROE ond NPM os the p values (0.26, 0.98
ond 0.94) ore greoter thon the signifi
conce level 0.05 ( p values>0.05). The
correlation coefficient volues indicote
thot there is o very weok negative
relationship exists between ECN ond the
dependent variobles ROA ond ROE as
the r volues of ROA ond ROE ore -0.0902
ond -0.001 respectively. There is a weok

positive relationship exists between ECN
ond NPM os the r volug is 0.0054.
Further, the probability values show that
there is also statistically on insignificont
association exists between ENV ond
each of the dependent voriobles ROA
(p=0.87), ROE (p=0.52) ond NPM
(p=0.97) ot 5 % significont level. The r
volues exploin thot there is a very weok
positive (r=0.013) relationship exists
between ENV and ROA, a very weok
positive (r=0.051) oassociaotion exists
between ENV ond ROE ond o very weok
negative (r=-0.003) relationship lies
between ENV ond NPM. Whereos, the
probaobility volue of SOC ond ROA
shows that there is o significont
relotionship exists between those two
variobles os p volue which is 0.03 is lower
thon the significont level 0.05. The r
valug of -0.173 indicates thot there is a
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weok negative relationship exists
between them. Therefore, if the social
performonce disclosures increose, the
ROA will be reduced os there is
negative relationship. Hence, the
componies would not prefer to involve in
Social related activities. In addition, the p
value of SOC ond ROE indicates thot
there is on insignificont associotion exists
between those two variables (p=0.46) os
itis higher thon 0.05. The r volue exploins
that there is o weok negotive associotion
exists between those variobles (r=-0.06).

Vol.7.No.2 December 2021

It meoms, if the SOC increases, ROE will
be reduced slightly. The p value of 0.04
shows that there is a significont
relationship lies between SOC ond NPM
at 5 % significont level. The r volue of -
0.163 shows thot there is aweok negative
relationship exists between those two
variobles. This result is consistent with
the findings of the researchers (Burhon &
Rohmonti, 2012), who found out thot
only social performonce disclosures have
asignificont association with CFP.

Table 4: Correlation analysis of variables

ECN ENV SoC ROA ROE NPM
1.000000
ECN
0.575288 1.000000
ENV
0.0000 -
0.746461 0.763408 1.000000
SOC
0.0000 0.0000 -
-0.090225 0.012628 -0.173163 1.000000
ROA
0.2627 0.8757 0.0306 -
-0.001031 0.050746 -0.059327 0.732400 1.000000
ROE
0.9898 0.5293 0.4619 0.0000 -
0.005399 -0.002682 -0.162727 0.665779 0.493409 1.000000
NPM
0.9467 0.9735 0.0424 0.0000 0.0000 -

Source: Results from the panel data analysis

10.3.Pooled OLS Regression Model
Analysis

Impact of ECN, ENV ond SOC on ROA

Toble 5 displays that adjusted R-squored

volue of the SR variobles is 0.065 which
meons that 6.5% of observed variability
in the ROA con be explained by the
vorionce in those three variobles. It
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means that 6.5% of influence is created
by ECN, ENV ond SOC whereas
remaining 93.5% (opproximotely) of
impoct is made by the foactors which are
not depicted in the model recommen
dotion. The p volue of F-statistics is
0.004077 which meons that oll the
independent voriables (ECN, ENV and
SOC) jointly affect the ROA
significontly ot 5% significonce level os
the p value is lower thon 0.05.

Bosed on the results of the coefficient
estimation for each SR proxies, there is
on insignificont impoct of ECN on ROA
exists os the p volue which is 0.4733 is

Vol.7.No.2 December 2021

higher than the significonce level. There
is a significont impoct of ENV on ROA
exists os the p volue which is 0.0046 is
lower thon the significonce level (p
volue<0.05). There is also a significont
impact of SOC on ROA exists ot 5%
significont level as the p value which is
0.0009 1s lower thon the significance
level of 0.05. The coefficient values of
ECN which is 0.018876 ond ENV which
is 0.076115 indicote that they positively
impact on the dependent varioble of
ROA. Whereos, the coefficient volue of
SOC which is -0.134213 indicate thot
SOC negatively impocts on ROA.

Table 5: Model summary of ECN, ENV and SOC on ROA

Variable Coefficient Std. Error t-Statistic Prob.
C 6.993071 1.094613 6.388623 0.0000
ECN 0.018876 0.026255 0.718941 0.4733
ENV 0.076115 0.026448 2.877917 0.0046
SOC -0.134213 0.039675 -3.382787 0.0009
Dependent Variable ROA Adjusted R-squared  0.065282
Observations 156 Prob(F-statistic) 0.004077

Source: Results from the panel data analysis

Impoct of ECN, ENV ond SOC on ROE

Toble 6 illustrates thot odjusted R-
squored value of the SR variobles is
0.010459 which meons that 1.05% of
observed variobility in the ROE con be
explained by the varionce in those three
voriobles. It meons thot 1.05% of
influence is created by ECN, ENV ond

SOC whergas remaining 98.95%
(opproximoately) of impoct is made by the
foctors which are not depicted in the
model recommendation. The p value of
F-statistics is 0.204936 which means thot
all the independent variobles (ECN, ENV
ond SOC) jointly affect the ROE
insignificontly ot 5% significonce level
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as the p value is higher thon 0.05 (Model
is insignificont).

Bosed on the results of the coefficient
estimation for each SR proxies, there is
on insignificont impoct of ECN on ROE
exists os the p volue which is 0.4307 is
higher thon the significonce level. There
is also on insignificont impoct of ENV on
ROE exists os the p value which is 0.0662
is greater thon the significonce level (p

Vol.7.No.2 December 2021

volue<0.05). There is a significont
impact of SOC on ROE exists ot 5%
significont level as the p value which is
0.0467 1s lower thon the significance
level of 0.05. The coefficient values of
ECN which is 0.050753 ond ENV which
is 0.119761 indicote that they positively
impoct on the dependent varioble of
ROE. In controst, the coefficient volue of
SOC which is -0.194661 indicate thot
SOC negatively impocts on ROE.

Table 6: Model summary of ECN, ENV and SOC on ROE

Variable Coefficient Std. Error t-Statistic Prob.

C 11.63225 2.678264 4.343206 0.0000

ECN 0.050753 0.064239 0.790067 0.4307

ENV 0.119761 0.064712 1.850692 0.0662

SOC -0.194661 0.097076 -2.005238 0.0467
Dependent Variable ROE Adjusted R-squared  0.010459
Observations 156 Prob(F-statistic) 0.204936

Source: Results from the panel data analysis

Impoact of ECN, ENV ond SOC on NPM

Toble 7 shows that adjusted R-squored
volue of the SR voriobles is 0.079528
which meons that 7.95% of observed
voriobility in the NPM con be exploined
by the vorionce in those three variobles. It
meoms that 7.95% of influence is created
by ECN, ENV ond SOC whereas
remaining 92.05% (approximotely) of
impact is mode by the foactors which are
not depicted in the model recommen
dation. The p value of F-statistics is
0.001358 which meons thot oll the
independent variobles (ECN, ENV ond

SOC) jointly affect the NPM signifi
contly ot 5% significonce level os the p
valug is lower thon 0.05 (Model is
significont).

Bosed on the results of the coefficient
estimoation for each SR proxies, there is o
significaont impoact of ECN on NPM
exists os the p volue which is 0.0157 is
lower thon the significance level. There
is olso a significont impoct of ENV on
NPM exists os the p volue which is
0.0171 1s lower thon the significance
level (p value<0.05). Moreover, there is
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also asignificont impoct of SOC on NPM
exists ot 5% significont level os the p
volue which is 0.0001 is lower thon the
significance level of 0.05. The
coefficient volues of ECN which is
0.340626 ond ENV which is 0.338553

Vol.7.No.2 December 2021

indicate that they positively impact on
the dependent vorioble of NPM. In
contrast, the coefficient volue of SOC
which is -0.852585 indicate that SOC
negatively impacts on NPM.

Table 7: Model summary of ECN, ENV and SOC on NPM

Variable Coefficient Std. Error t-Statistic Prob.

C 25.95271 5.812209 4.4652006 0.0000

ECN 0.340626 0.139407 2.443383 0.0157

ENV 0.338553 0.140433 2.410773 0.0171

SOC -0.852585 0.210669 -4.047035 0.0001
Dependent Variable NPM Adjusted R-squared  0.079528
Obscrvations 156 Prob(F-statistic) 0.001358

Source: Results from the panel data analysis

11. Hypotheses testing

H1: There is a significont impoct of SR
on CFP.

Hla: There is a significont impaoct of SR
onROA.

Based on the results indicated in Toble 4,
there is a significont impoct of ENV (p
value=0.0046) ond SOC (p value=
0.0009) on ROA os the p volues are
statistically significont ot the 5%
significance level. Therefore, Hla is
portially supported.

Hl1b: There is a significont impoct of
SRon ROE.

Bosed on the results indicated in Table 5,
there is a significont impact of SOC (p
value=0.0467) on ROE as the p volue is
statistically significont ot the 5%

significonce level. Therefore, H1b is
portiolly supported.

Hlc: There is a significont impoct of
SRon NPM.

Bosed on the results indicated in Toble 6,
there is a significont impoct of ECN (p
value=0.0157), ENV (p value=
0.0171)ond SOC (p volue=0.0001) on
NPM os the p volues are stotistically
significont ot the 5% significonce level.
Therefore, Hlcis supported.

Hence, Hlportially supported.

H2: There is a significont relotionship
between SR ond CFP.

H2a: There is a significont relationship
between SR ond ROA.

As shown in Table 3, there is asignificant
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relationship between SOC and ROA os
the p value is statistically significont ot
the 5% significonce level (p volue=
0.0306). Therefore, H2a is poartiolly
supported.

H2b: There is a significont relationship
between SR ond ROE.

As shown in Toble 3, there is on
insignificont relationship between ECN
(p value=0.9898), ENV (p volue=
0.5293) and SOC (p volue=0.4619) and
ROE os the p values ore statistically
insignificont ot the 5% significonce level.
Therefore, H2b is not supported.

H2c: There is a significont relationship
between SR ond NPM.

As shown in Table 3, there is asignificont
relationship between SOC ond NPM as
the p volue is statistically significont ot
the 5% significonce level (p volue=
0.0424). Therefore, H2c is poartially
supported.

Hence, H2partiolly supported.

12. Regression model

Bosed on the results of regression
onolysis, the model is suggested as
follows:

ROA= 6.993071 +0.018876*ECN +
0.076115*ENV -0.134213*SOC +¢ (4)

Vol.7.No.2 December 2021

ROE= 11.63225+ 0.050753*ECN +
0.119761*ENV -0.194661*SOC + (5)
NPM= 25.95271 + 0.340626*ECN -+
0.338553*ENV -0.852585*SOC + ¢ (6)

13. Conclusion and recommendation
13.1.Findings

Pooled OLS Regression oanalysis
described thot, ENV ond SOC have
significont impact on ROA ond SOC
have significont impact on ROE ot 5%
significance level. Whereas, ECN have
on insignificont impoct on ROA at 0.05
significance level. While both the ECN
ond ENV hove on insignificont impact on
ROE, dll the three independent variobles
(ECN, ENV and SOC) have a significont
impoct on NPM. Therefore, it could be
concluded that SR as awhole has apartiol
role in deciding the CFP in Sri Lonkon
compomnies.

Correlation onalysis indicated that SOC
is significontly associated with ROA ond
also with NPM at 5% significance level.
It meons thot if SOC increoses ROA ond
NPM will be reduced. In controst, ECN
ond ENV do not have a significont
ossociotion with ROA oand NPM. All the
three independent variobles (ECN, ENV
ond SOC) do not have significont
relotionship with ROE ot 0.05 signifi
conce level. This result is consistent with
the findings of the researchers, Burhon
ond Rohmonti (2012), who found out that
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only sociol performonce disclosures have
asignificant associotion with CFP.

13.2.Discussion on the results of the
study

The results are inconsistent with some of
the researchers who found a positive ond
significont relationship between SR and
CFP (Kopoor &Sondhu, 2010). The
reason for the negative and insignificont
association identified in this study moy
be,the time frame of reseorch which
influences the results. Thus, this ressorch
needs longer time frame in evaluating the
relationship between economic, gnviron
mentol ond social disclosure ond
company’s performance as this
considered only four yeors of doto.
Further, even though legitimacy theory
strongly suggests to report Sustoino
bility, it explains this concept os o
problematic ong as expectations of the
society is dynamic ond ombiguous one.
As Sri Lonkon componies ore ot the initiol
stoge of SR, it leads to the expectation
gop in the society ond hence, the CFP
moy not be improved when increosing
the Sustainability proctices. After the
fulfilment of this gap only, we con expect
the positive relationship between SR ond
CFP.

13.3.Directions for future researchers
The dependent variables used to meosure
the CFP especiolly the market bosed

Vol.7.No.2 December 2021

rotios which ore not considered in this
study ond otherfinoncial rotios con be
used by the future researchers. This study
only uses the GRI bosed Sustoinobility
reports published by the componies in
onnual reports. However, monogement
may use other form of disclosure formats
in their onnuoal reports ond olso in other
communication waoys like websites and
mogozings. The onnuol reports ore
considered os the least voluable source
for the informotion obout Sustainobility
proctices, however, reports ond websites
provide higher levels of information in
relation to Sustoinobility (Frost, Jones,
Loftus, & Von Der Laon, 2005).
Therefore, future reseorchers con use
those information too in their study.

It is recommended that the reseorch moy
be extended to more componies ond
different time periods to include the
dynamic ond emerging disclosure
proctices. Becauseg, this research findings
connot be generalized to future periods os
the SR is on emerging concept. This
study does not include ony control
variobles that moay have significont
impoct on the CFP of the componies.
Therefore, future studies should consider
these variables too.

13.4.  Suggestions
The findings of the study demonstrote
thot higher level of Sustainobility
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proctices leads to the lower level of CFP
ofthe componigs in Sri Lonko. Therefore,
the componies in Sri Lonkoa ond their
monogement should consider how to
monoge ond reduce cost for this
Sustainobility proctices while increosing
Sustoinobility reloted octivities. Further,
Sustainobility disclosures reduce the
information asymmetries ond helps to
increose the CFP by oftrocting more
investors from outside. Anyhow, the
componies in Sri Lonka do not have
adequote disclosures reloted to Sustoinobility
performonces (Sooriyaorachchi, 2018).
Hence, increosing the level of SR fills the
expectation gop of all the stokeholders
ond finolly will lead to higher CFP.

References:

Aggoarwal, P. (2013). Impoact of
sustainobility performonce of study
of listed indion companigs. Globol
Journal of Manoagement and
Business Research Finonce, 13(11),
61-70.

Ameer, R.,, & Othmon, R. (2012).
Sustainability Proactices ond
Corporote Finoncial Performance: A
Study Bosed on the Top Global
Corporations. Journol of Busingss
Ethics, 108(1), 61-79.

Asuquo, A. 1., Temitayo, D. E., &
Ropheel, O. U. (2018). The Effect of

Vol.7.No.2 December 2021

Sustainability Reporting on
Corporate Performonce of Selected
Quoted Brewery Firms in Nigerio.
International Journol of Business &
Low Research, 6(3), 1-10.

Boiral, O. (2013). Sustainability reports
os simulacrofiA counter-account of o
ond ot GRI reports. Accounting,
Auditing& Accountobility Journal,
26(7),1036-1071.

Brommer, S., Brooks, C., & Povelin, S.
(2006). Corporate Social
Performonce ond Stock Returns: UK
Evidence from Disaggregate
Measures,Finonciol Monogement,
35(3),97-116.

Burhan, A. H., & Rohmanti, W. (2012).
The impact of Sustainability
Reporting on Company
Performonce. Journal of Economics,

Busingss, and Accountancy,
Ventura, 15(2),257-272.
Buys, P., Oberholzer, M., &

Andrikopoulos, P. (2011). An
investigation of the economic
performonce of sustainability
reporting componies VErsus non-
reporting compoanies:A South
Africon perspective. Journal of
Social Sciences, 29(2), 151.

Ching, H., & Gerob, F. (2017).
Sustoinobility reports in  Brozil
through the lens of signoling,
legitimacy ond stokeholder theories.

1JABF

-148-

December 2021



International Journaol of Accounting & Business Finonce

Social Responsibility Journaol, 13(1),
95-110.

CSE. (2020, Jonuory 21). Retrieved from
Colombo Stock Exchange:
www.cse.lk

Frost, G., Jones, S., Loftus, J., & Von Der
Loon, S. (2005). A survey of
sustainobility reporting proctices of
oustralion reporting entitigs.
Australion Accounting Review,
15(35), 89-96.

Ghosh, A. (2013).
sustainability and corporate

Corporate

finonciol performonce: the indion

context. Indian Institute of
Monogement Colcutto:  Working
Poper Series, 721, 1-37.

Hubbord, G. (2008, December 15).
Beyond accounting: Assessing the
impact of sustoinobility reporting on
tomorrow's business.

Hussain, N. (2015).

Sustainability Performonce on

Impact of

Finoncial Performoance, An
empiricol study of Global Fortune
(N100) firms.

Jat, R. B. (2006). The impact of morket
structure on corporote performonce
in Nigerio: A study of the bonking
industry. Journol of Business
Monogement, 1(1).

Jizi, M., Solamo, A., Dixon, R., &
Stratling, R. (2014). Corporate

Vol.7.No.2 December 2021

Governonce ond Corporate Social
Responsibility Disclosure: Evidence
from the US Bonking Sector. Journal
of Business Ethics, 25, 601-615.

Jones, S. (2005). Notes of the University
of Sydney Pocioli Society,Abacus,
41(2),211-216.

Kopoor, S., & Sondhu, H. S. (2010). Does
it pay to be socially responsiblefi An
empirical exomination of impact of
corporate sociol responsibility on
financiol performonce. Global
Busingss Review, 11, 185-208.

Koromon, A. S., Kilic, M., & Uyar, A.
(2018). Sustoinobility reporting in
the aviotion industry: worldwide
evidence. Sustainability
Accounting, Moanogement and
Policy Journal, 9(4),362-391.

Kenton, W. (2019, August 11). Retrigved
from Investopedia:
https://www.investopedio.com

Okpa, 1., Ojong, N., & Ndifon, P. (2017).
Triple Bottom Line Disclosure ond
Bottom Ling Performonce of Quoted
Componies in Nigeria. Scholars
Journol of Economics, Busingss and
Monogement, 4(8), 563-569.

Olowale, A. S. (2010). The Impact of
corporoate sociol responsibility on the
profitobility of the Nigerion bonking
sector.

1JABF

-149-

December 2021



International Journal of Accounting & Business Finonce Vol.7.No.2 December 2021

Senaratne, S., & Liyonogedoro, K. Yohya, H., & Ghodratolloh, B. (2014).

(2009). Corporate Sustoinobility The effect of disclosure level of CSR
reporting in Sri Lonka. on corporate finoncial performonce

Sooriyoarachchi, T. D. (2018). An in Tehran stock exchoange.
onalysis of the state of Sustainability International Journal of Accounting
Reporting in selected Sri Lonkon Research, 1(11),43-51.

companies (Unpublished
dissertation) University of Sri
Jayewordengpura, Sri Lonko.

IJABF -150- December 2021



