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Abstract

The paper ex plores the relationships bet ween a ¢ omprehensive list of financial indicators and t he
quality of Integrated Reporting disclosed in companies listed on the Johannesburg Stock Exchange.
These relationships were investigated using the Ernst & Young (EY) Integrated Reports Awards and
financial information obtained from IRESS Ltd for a selection of 45 companies over four years (2014
to 2017), and us ing S pearman rank-order c orrelations, a Breusch P agan t est, and five m ultiple
regression analyses. The results indicate a similar trend in the direction of relationships between the
baseline and other m odels, ex cept f or price-earnings and net profit m argin. S tatistically s ignificant
positive relationships were identified be tween Integrated R eport Quality (IRQ) and average d ebtors
collection (DEBT), earnings before interest, taxes, depreciation and amortisation (EBIDTA) and return
on equity (ROE). Statistically significant negative relationships were identified between IRQ and fixed-
assets turnover (FATURN), inventory turnover (INV), earnings before interest and taxes (EBIT)
dividend yield (DIVYIELD), dividend cover (DIVCOV) and return on capital employed (ROCE). T he
results of this study can assist companies in the effective and productive allocation of their capitals,
which in turn will enhance long-term sustainability.
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1. INTRODUCTION

Integrated reporting (IR) is a popular point of discussion worldwide when considering alternatives to
traditional corporate reporting. Financially successful companies are increasingly using the renowned
integrated report as a best-practice norm (Ahmetshina et al.,, 2018). It has shown to increase
reputation an d liquidity (Haji & Hossain, 2016; Lai, Mel loni & Stacchessini, 2016; Diouf & Boiral,
2017). Additionally, standard-setting bodies, such as the International Accounting Standards Board;
stock exchanges, like the Tokyo Stock Exchange Group and Johannesburg Stock Exchange (JSE);
the World Business Council for Sustainable Development (WBCSD); the World Economic Forum; and
Transparency International also support the application of IR-principles in corporate reporting (Stubbs
& Higgins, 2018). Consequently, IR has paved the way for changing legislation within several
countries, including South Africa, Brazil, France, and the UK (Ernst & Young (EY), 2014).

The us e of | R-principles p re-dates t he i nternational i mplementation of IR. As of March 2010, and
accordingtothe King | Il R eport o n C orporate G overnance, South A frica's | isted c ompanies are
mandated to apply IR or explain why they failed to do so. Infact, South Africais one of the few
countries where IR is mandatory for its listed entities (De Villiers, Underman & Rinaldi, 2014; Sierra-
Garcia, Zorio-Grima & Gracia-Benau, 2015; Wahl, Charifzadeh & D iefenbach, 2020). Applying the
corporate governance principles in the King Reports on Governance for South Africa (King Report)
and reporting on how the company created value for its stakeholders enhance the confidence and
trust of its stakeholders (IoDSA, 2009).

In reporting o n t he value-creation processes, c ompanies at tempt t o prove t heir | egitimacy in the
market place (Lai et al.,, 2016; Ntim, Soobaroyen & Broad, 2017). Reporting o n these processes
clarifies the future value-creation plans of a company (De Villiers & Maroun, 2018). Part of reporting
on the value-creation process involves transparently communicating on how companies manage their
resources (Smit, Scholtz & Mans-Kemp, 2018). Investors find information about the management of
financial capital particularly important when making investment decisions (Nagy & Obenberger, 1994).
Accounting information ( as ¢ ontained i n t he f inancial s tatements) i s ac knowledged as c rucial in
assessing company financial performance, risk and growth (Aroni et al., 2014; Blessing & Onija, 2015;
Robbetze, 2015).

Investors focus on t he projected financial performance of a company (Aroni, Namusonge & Sakwa,
2014; Robbetze, 2015) and merely briefly reflect on modern-day i ssues, such as national or
worldwide operations, environmental performance history, and the ethical standpoint of the company
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(Nagy & Obenberger, 1994). F inancial performance, risk and gr owth i ndicators, t herefore, provide
investors with a n all-inclusive view of the financial health of a ¢ ompany. It is for this reason t hat
previous studies sought to understand the relationship between financial performance and the quality
of the information included in integrated reports.

Related research examines the relationship between IR quality and limited financial aspects, such as
TobinsQ, free cash flow, return on equity (ROE), return on assets (ROA), and market value of equity
(Baboukardos & Rimmel, 2016; Barth et al., 2016, 2017; Lee & Yeo, 2016; Bernardi & Stark, 2018).
These studies’ financial indicators focussed on either internal or external financial performance
indicators, but not b oth. T his s tudy s ought t o e valuate t he r elationship bet ween IR and am ore
comprehensive | ist of financial i ndicators of J SE-listed c ompanies f or bot h i nternal a nd ex ternal
indicators. This study contributes to the existing literature by exploring the relationship between more
than just two or three market effects and IR by including a c omprehensive list of ratios related to
financial performance, risk and growth - as defined in Correia, Dussault and Pontes (2015).

The rest of the paper proceeds as follows: section 2 provides the background and theory related to
the development of IR and financial indicators. Section 3 explains the research design and section 4
provides the findings. Section 5 contains the conclusion and recommendations for further research.

2. BACKGROUND AND LITERATURE
2.1. Background

The 2008 global f inancial c risis r aised c oncerns about effective r isk management b y traditional
reporting (WBCSD, 2014). Some companies ha ve ec onomies t hat s urpasst hat of individual
governments (King, 2012). Seemingly minor mistakes could have significant consequences for these
companies and various stakeholders (Wijnhoven, 2014). Transparent and accountable reporting
practices may mitigate these risks and their related consequences (Demirel & Erol, 2016; Bernardi &
Stark, 2018).

After the global financial crisis, the IIRC developed the Integrated Reporting Framework (IRF), which
contains r eporting pr inciples. The | IRC’s D iscussion P aper, “ Towards | ntegrated R eporting —
Communicating Value inthe 21st C entury” (1IRC, 2011), ex plains t hat c ompanies ut ilise various
resources and relationships to ensure their success. The manner in which companies either decrease
or increase these resources and relationships is important as it has |ong-term implications for the
company, but also for the broader environment (IIRC, 2011). These resources and relationships are
described in the IRF as “capitals” (IIRC, 2011). The m ajority ( 76%) of r espondents of the 201 1
Discussion P aper agreed, or agreed s ubject t o c ertain c onditions, that they find t he notion of the
various c apitals h elpful, whereas only 2% disagreed (IIRC, 2013b:2). T he concept of disclosure in
terms o f t he multiple c apitals has therefore been k eptinthe IRF (IIRC, 2013b). By applying t he
reporting principles as per the IRF, companies report on how they utilise and manage the six capitals
(financial, manufactured, intellectual, human, social and relationship, and natural) to create value for
all s takeholders in t he s hort, m edium and | ong term (lIRC, 2013a). R eporting on t hese c apitals
creates connectivity b etween t he d ifferent c apitals (EY, 2014) and provides a holistic view of the
financial performance of a company. Atkins and Maroun (2015) have concluded that IR is seen as an
upgrade to the traditional annual report of listed companies in South Africa. The IIRC believes that IR
should become the worldwide reporting norm for companies that have their investors' needs at heart
(Bernardi & Stark, 2018).

Contrary to the retrospective communication of traditional financial reports that include information
relevant to the past two years only, IR produces forward-looking information on how all capitals add
value in the short, medium and long term (IIRC, 2011; Dumay & Dai, 2017). A survey by Black Sun
Plc (2014) indicated that 79% of companies publishing an integrated report believe that this way of
reporting gives providers of financial capital more confidence in the long-term sustainability of their
business m odels. The A ssociation of C hartered C ertified A ccountants (ACCA, 2017) published a
report of IR findings obtained from a r eview of 41 c orporate reports by companies dedicated to IR.
The benef its of pr eparing ani ntegrated report i nclude i mproved r elationships w ith s takeholders,
improved company reputation, and higher gross margins (ACCA, 2017). An analysis by Adegboyegun
et al. (2020) indicated that although IR has no significant effect on the performance of a company in
the s hortt erm, thel ong-term effect is significant. King de liberates a f urther study c omparing
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companies publishing an integrated report to companies that did not. The companies that prepared an
integrated r eport pr esented bet ter b ottom | ines and share prices thant he c ompanies without a n
integrated report (King, 2017), indicating that IR affects companies' financial indicators.

2.2. Literature

Previous research i nto t he r elationship be tween | R and f inancial performance i ndicators ¢ an be
categorised i nto s tudies f ocussing on as set an d de bt m anagement i ndicators (Lee & Yeo, 2016;
Onder, 2018); those that focus on market indicators (Baboukardos & Rimmel, 2016; Beck, Frost &
Jones, 2018); cash flow and cost of capital (Garg, 2015; Barth et al., 2016, 2017; Lee & Yeo, 2016);
and r eturns an d | iquidity (Beck et al., 2018). The abo vementioned s tudies focus ons pecific
stakeholder groups and support the choice of indicators based on these groups.

Lai et al. (2016) argue that companies with lower profitability and higher leverage are more likely to
adopt IR practices in order to support their legitimacy in the market. They use ROA as a proxy for
profitability and debt-equity ratio for leverage. The results in Lai et al. (2016) suggest that there is a
significant neg ative r elationship b etween | R a nd | everage, but no s ignificant r elationship between
ROA and IR. Muttakin et al. (2020) discovered that companies publishing an integrated report seems
to have a | ower cost of debt than companies that d o not. Similarly, O nder (2018) argues that the
inclusion of non-financial information in corporate reports shows a significant negative relationship to
leverage, but a positive relationship t o profitability (ROA) (Onder, 2018). The positive r elationship
between IRQ and profitability was confirmed by Barth et al. (2016).

Lee and Yeo (2016) investigated the relationship between IR and TobinsQ based on the proprietary
cost theory. They pos itthatifthe benefits of preparing i ntegrated r eports out weigh t he c osts o f
preparing the reports, there is a positive relationship between IR and firm valuation, using TobinsQ as
a proxy for firm valuation. Their findings suggest that firm valuation is positively as sociated with IR
and t hat t he be nefits, t herefore, out weigh t he ¢ osts. Another study in 2 017 i nvestigated t he
relationship between IRQ and TobinsQ and cost of capital and found a positive relationship between
IRQ and firm value (Barth et al. 2017).

Vitolla et al. (2020) conducted a s tudy specific to the financial industry examining the financial and
country-level determinants of IRQ. The results showed that profitability, size, financial leverage and
the civil law system has a significant and positive effect on IRQ (Vitolla et al. 2020).

Baboukardos and R immel (2016) i nvestigated the v alue relevance of accounting i nformationin an
integrated report. While utilising a linear price model, they include the market value of shares, book
value of equity, earnings per share, leverage, and ROE as proxies for value. They found a significant
increase in earnings per share and a decrease in the bo ok v alue of equi ity a fter t he ado ption of
integrated reports (Baboukardos & Rimmel, 2016).

By investigating the relevance of information in integrated reports to the capital market, Zhou, Simnett
and Green (2017) reveal that c ompanies with higher | evels of IR-principles application s how a
reductioni n the costof c¢ apital. Similarly, B ernardiand S tark ( 2018) foundt hatana lysts’
understanding of non-financial information is enhanced when making use of integrated reports and
that there is an increase in the value relevance of earnings. Churet and Eccles (2014) did not find a
statistically significant relationship between IR and return on invested capital.

Several methods are used to measure the financial performance of companies, including making use
of financial r atios, w hich are po pular i ndicators of financial p erformance, risk and gr owth, and are
widely used to facilitate decision-making by companies and analysts (Gouws & Lucouw, 1999). Ratios
represent a useful tool for identifying financialt rends and m aking comparisons of f inancial
performance (Smart & Maconochie, 2008). Extant studies, however, focus on one or two aspects of
ratios only - which leaves a gap in the interpretation of the results, and in addition do not provide a
holistic view of the relationship(s) among IR financial indicators.

Correia et al. (2015) divide financial indicators into six classes; namely, liquidity, profitability, cash
flow, asset management, debt management, and market value. This study concentrates on financial
indicators relevant to financial performance, growth and risk — and so excludes the liquidity and cash
flow class due to its short-term focus as opposed to the longer-term focus of IR (IIRC, 2013a).
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The remaining four classes of financial ratios from Correia et al. (2015) will be considered as part of
the analysis. The selected ratios are commonly used by stakeholders when e valuating companies;
and in the current study, they were used to d etermine the relationship b etween IRQ and financial

indicators.

Table 1: Ratio categories

Category Variance Name Ratio
Abbreviation
INV Inventory turnover cost of sales
(average inventory balance)
DEBT Average de btors ¢ ollection average debtors balance
Asset period ( credit sales per day )
management FATURN Fixed-asset turnover sales
(net fixed assets)
TOTASS Total asset turnover sales
(m)
INTCOV Interest earned (interest cover) EBIT
EBIT Earnings bef ore i nterestand | EBIT
tax
Debt EBIDTA Earningsb eforei nterest, | EBITDA
management taxes, de. preciation and
amortisation
DEBTASS Debt-asset ratio total liabilities
~total assets
DEBEQ Debt-equity ratio total liabiltiies
shareholders equity
DIVYIELD Dividend yield dividend er share
market price per share
EARNYIELD Earnings yield earnings per share
] market price per share
Market ratios PE Price-earnings market price per share
earnings per share
DIVCO Dividend cover net earnings
* dividend
GP Gross profit percentage sales — cost of goods sold
sales
NPMARG Net profit percentage net income
—
EBIDTAMAR EBITDA margin EBITDA
total revenue
Profitability NPMARG Net operating profit after tax EBIT(1 — tax rate)
ROCE Return on capital employed net operating profit after tax (NOP|
net operating assets
ROA Return on asset NOPAT
operating capital
ROE Return on equity net income

total equity
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3. DATA SET AND RESEARCH METHODOLOGY
3.1. Data set

Since 2012, EY has assessed the quality of South African listed companies on an annual basis (EY,
2018). T he purpose of EY's Integrated Report Awards (EIRASs) is to "encourage excellence in the
quality of integrated reporting to investors and other stakeholders in South Africa's listed company
sector" (EY, 2017:1). EY annually evaluates the top 100 JSE-listed companies, based on the market
capitalisation on 31 December or the final working day of the previous year (EY, 2018). They classify
the c ompanies interms as 'Excellent’, 'Good', 'Average’, or 'Progress t o b e m ade', rather t han
revealing t he f inal s cores from the adj udicated r eports of t he c ompanies (EY, 2018). Three
independent specialists in financial reporting adjudicate the EIRAs (EY, 2018). The 2015-2018 mark
plan includes the IRF guiding principles and content elements. A score is given for each of the seven
guiding principles as well as the eight content elements (EY, 2015, 2016, 2017, 2018). Marks are also
given for the extent to which the company's integrated report incorporates the fundamental concepts
of the IRF by explaining how they created value in terms of the six capitals (EY, 2015, 2016, 2017,
2018). These EIRAs are publicly available on the Internet. The reports are reliable and trustworthy,
considering the rigorous approach followed, and that EY is one of the 'Big Four' accounting firms
worldwide (Statista, 2018) and also the winner of the Big 4 F irm of the Year for 2017 at the South
African Professional Services Awards (South African Professional Services Awards (SAPSA) 201 8).
The EY rankings are coded to allow for statistical analysis, where a score of Excellent =4, Good = 3,
Average = 2, and Progress to be made = 1.

Financial data was obtained from IRESS Ltd (IRESS), a technology company comparable to Reuters
and Bloomberg, which provides reliable financial and other services and information. The data
collected was for the financial p eriod 2014 to 20 17. Although companies are obliged to keep their
financial records for seven years (Republic South Africa (RSA), 2008), integrated reports from 2014
were s elected, because the | IRC issued the first IRF in 2013. At the time of performing the study,
financial data for 2018 and later was not yet available.

3.2. Sample

The popul ation for t he s tudy was al | J SE-listed c ompanies as at 31 D ecember 2017. J udgement
sampling was applied to select the top 100 companies listed on the JSE as the original sample. These
companies were selected based on their market capitalisation as at 31 December 2017, as claimed
by EY's EIRAs for 201 8. Judgment s ampling f urther oc curred b y r emoving i ndustrial metals and
mining companies, as these are more specialised with a focus on profitability and as set structures,
unlike other sectors (Rama, 2012). The final sample used in the study included up to 45 companies
for each year.

Table 2 shows the distribution of the sample over the four years and the respective rating categories.
Forty-one companies in the sample were listed on the JSE for all four years; 42 for three years; 44 for
two years; and one additional listing in 2017.

Table 2: Sample of companies

Rating 1 Rating 2 Rating 3 Rating 4 Total
2014 9 10 10 12 41
2015 10 10 10 12 42
2016 11 10 11 12 44
2017 11 11 11 12 45

3.3 Research design

Financial ratios focused on the companies' financial performance, growth and risk in order to
determine the effect of IR on the financial capital. SPSS Version 25 and MS Excel were used to sort
and analyse the collected variables for 2014 to 2017 (the financial indicators and EIRA rankings).
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Descriptive statistics in the form of bivariate analysis was performed with IR ranking and the financial
indicators as the variables, followed by a Spearman's rank-order correlation. Not all of the companies
were listed for the full four years; thus, the Spearman's rank-order correlation was tested for the entire
period. Due to s everal i nstances where the correlation c oefficient was higher than 0.700, a m ulti-
collinearity test was performed. All variance inflation factors (VIFs) with a value of 15 or more were
analysed to determine which variances had possible collinearity. For six of the identified variances,
variance proportions were compared to i dentify al | i nstances w here the proportion had a value of
more than 0.700 with two or more other variances. The results indicate that none of the variances had
multi-collinearity.

A Breusch Pagan test using squared residuals and the independent variables was performed to check
the homoscedasticity of the data. All p-value results were more than 0.05, indicating that the data is
homogenous.

Five regression models tested the relationships between IRQ and financial indicators per year. The
first model included all the ratios in one model with the following formula:

Baseline model

IRQ = "0+ B1INV + B2FATURN + (3GP + BAEBIDTAM + B5DEBT + B6DEBTASS +

B7DEBTEQ + B8DIVCOV + B9DIVYIELD + B10EBIT + B11EBITDA + B12EARNYIELD +
B13INTCOV + B14MARKCAP + B15NPMAR + B16PE + B17ROCE + [18ROE + B19TOTASS" (1)

Subsequently, t he r atios were d ivided into f our ¢ ategories, namely, asset m anagement, deb t
management, market ratios, and profitability. The following four regression models were tested:

Model 1 — Asset management

IRQ ="B0 + B1INV + B2FATURN + B3DEBT + BATOTASS" (2)
Model 2 — Debt management

IRQ ="B0 + B1INTCOV + B2EBIDTA + B3DEBTASS + BADEBTEQ" (3)
Model 3 — Market ratios

IRQ ="B0 + B1DIVYIELD + B2EARNYIELD + B3DIVOC + B4PE" (4)
Model 4 — Profitability

IRQ ="B0 + B1GP + B2NPMAR + B3EBIDTAM + BAROE + BSROCE" (5)
4. FINDINGS

4.1 Descriptive statistics

Table 3 presents the r esults of t he S pearman's r ank-order c orrelation in which the a ssociation
between IRQ and ratios was tested. One ratio within the asset management class provided a
statistically negative relationship with IRQ (FATURN -0.170, p-value 0.026). Under debt management,
three of the four ratios show a significant association with IRQ.
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Table 3: Spearman's rank-order correlations

Correlation Coefficient Sig. (2-tailed)
Asset management
INV -0.091 0.236
DEBT 0.094 0.215
FATURN -170 0.026
TOTASS -0.140 0.065
Debt management
INTCOV 0.078 0.305
EBITDA 247 0.001
DEBTASS .150 0.046
DEBTEQ .158 0.036
Market ratios
DIVYIELD .252 0.001
EARNYIELD -0.002 0.975
PE 0.001 0.989
DIVCOV -.253 0.001
Profitability
GP .340 0.000
EBIDTAM .298 0.000
NPMARG 72 0.022
ROCE 0.105 0.166
ROE .252 0.001
EBIT .252 0.001
Market capitalisation
MARKCAP .235 0.002

* Correlation is significant at the 0.05 level (2-tailed)
** Correlation is significant at the 0.01 level (2-tailed)

Companies that showed an increase in IRQ also showed an increase in earnings before interest and
tax (EBIDTA 0.247, p-value 0.001), the debt-to-asset ratio (DEBTASS 0.150, p-value 0.046), and the
debt-to-equity ratio (DEBEQ 0.158, p-value 0.036). This may be as a result of improved management
decision-making following a process of integrated thinking (IIRC, 2013a). Barth et al. (2016: 11) posit
that "real decisions made by managers are different from the decisions that would be made in the
absence of IR". Better decision-making by management will result in improved ways to manage debt.
Improved c hoices could also result i n m ore t houghtful i nvestment decisions and s trategies, which
ultimately lead to improved financial performance.

The dividend yield ratio within the m arket ratio class s uggested a p ositive correlation between the
return (DIVYIELD 0. 252, p -value 0. 001) that an investor r eceives on the investmentby way of a
dividend and IRQ. A negative association exists between the DIVCO and IRQ (DIVCOV -0.253, p-
value 0.001), indicating a reduction in the dividend to IRQ.

In terms of profitability ratios, Spearman's rank-order correlation indicated a significant positive
relationship between all ratios tested and IRQ. Descriptive statistics demonstrated a significant
association for the gross profit percentage (GP 0.340, p-value 0.000) and net operating profit after tax
ratios (EBIDTAM 0.298, p-value 0.000; EBIT 0.252, p-value 0.001). These results complement
previous research, such as Coelho (2016) and Lopes, Oliveira & Coelho (2017), which also suggests
that IRQ can provide improved operating profit and ROE figures.
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Additionally, there is a positive association between market capitalisation and IRQ (MARKCAP 0.235,
p-value 0.002), and therefore shows an increase in companies' value to stakeholders (1IRC 2012).
These findings are in agreement with previous research that also advocates that IRQ can improve the
financial per formance of a company (Coelho, 2016; Lee & Yeo, 2016; Lopes et al.,, 2017;
Mervelskemper & Streit, 2017; Van den Akker, 2017; Zhou et al., 2017).

4.2 Regression

Table 4 below presents the regression results for all five models. Supporting the findings from Wahl et
al. (2020), the results indicate a positive relationship between DEBT and | RQ in both the b aseline
(coefficient 0.008, p-value 0.004) and asset management (coefficient 0.002, p-value 0.369) models.
However, only in the b aseline m odel, where both internal and external performance measures are
considered, is DEBT a significant contributor (p-value 0.004) to the IRQ. Companies that take longer
to recover their debt (DEBT) therefore tend to have higher-quality IR.

In line with the legitimacy drive of companies (Lai et al., 2016; Ntim et al., 2017) in showing how they
manage their resources and investors’ focus on relevant information (Nagy & Obenberger, 1994), the
results indicate a significant positive relationship between EBITDA (coefficient 0.000, p-value 0.027;
coefficient 0. 000, p -value 0. 001), G P ( coefficient 9. 215, p -value 0. 005; ¢ oefficient 8. 918, p-value
0.005) and ROE (coefficient 0.029, p-value 0.073; coefficient 0.024, p-value 0.019) in all models. The
findings support those in Baboukardos and Rimmel (2016), Tlili, Othman and Hussainey (2019), Barth
et al. (2017) and Lai et al. (2016). These results suggest that companies with higher GP’s, earnings
and r eturns f or i nvestors i ssue hi gher-quality integrated r eports, and drive further gr owth (Wen &
Heong, 2017).
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Significant negative relationships exist between IRQ and FATURN, EBIT, DIVYIELD, DIVCOV, ROCE
and MARKCAP. The negative relationship between IRQ and FATURN supports the goal of the IRF for
a long-term v alue-creation per spective of ani ntegrated r eport ( De V illiers & Maroun, 2018). T he
findings s upport those in Vitolla et al. (2019) as well as Kilic and Kuzey (2018) and indicate that
companies with hi gher f ixed as sets are m ore likely t o pr oduce hi gher qu ality integrated r eports
(coefficient -0.005, p-value 0.064; coefficient -0.010, p-value 0.000). Similarly, the results show that
companies with h igher | evels of oper ating as sets ( ROCE) ( coefficient —0.048, p -value 0. 049;
coefficient —0.034, p-value 0.021) are more likely to produce higher-quality i ntegrated r eports; thus
refuting the results of Churet and Eccles (2014). These results may be due to the greater access of
companies to resources and the consequential affordability of higher disclosure cost for these
companies (Kili¢ & Kuzey, 2018; Wahl et al. 2020).

DIVYIELD ( coefficient -0.072, p-value 0.005) and D IVCOV ( coefficient —0.186, p-value 0.001) b oth
show statistically negative relationships. These two yield ratios display interaction of a real effect (the
dividend paid an d earnings made by the entity based on m anagement's dec isions) and a ¢ apital
market effect (the market value of the shares, which is driven by shareholders’ expectations of future
earnings) (Higgins, 2012). Should the shareholders' expectations increase, the share price will
increase, resulting in lower yield ratios. Management utilises the IR process to create actual value for
stakeholders in terms of dividends and earnings. However, the DIVCO market ratio weakened with
improved quality in IR, suggesting that management may be inclined to increase dividends to prove
that the company is adding value, even though the earnings did not increase to the same extent.

Results related to the relationship between DEBTASS, DEBEQ and IRQ yielded contradictory results
in prior studies (Baboukardos & Rimmel, 2016; Conway, 2019; Lai et al., 2016; Lee & Yeo, 2016;
Vitolla et al., 2020). This study found that no statistical relationship exists between DEBTASS
(coefficient 0.514, p-value 0.241; coefficient 0.636, p-value 0.122), DEBEQ (coefficient 0.146, p-value
0.394; c oefficient 0. 120, p -value 0. 245) and | RQ and s upport t he f indings of B aboukardos and
Rimmel (2016) and Barth et al. (2017).

5. CONCLUSION

Whereas other studies included s elected v ariables for inclusion in testing the relationship between
IRQ and financial indicators, this study included a more comprehensive list of ratios and variables to
provide a holistic picture of a company. The results of this study can assist companies in the effective
and productive allocation of their capitals, which in turn will enhance financial stability (IIRCa, 2013).

Using d ata from J SE-listed c ompanies, t his s tudy divided financial i ndicators i nto f our c ategories;
namely, indicators addressing asset management, debt management, market ratios, and profitability
ratios. The evidence reveals that a positive relationship exists between IRQ and debt management
ratios. Both positive and negative relationships exist between IRQ and as set management, m arket
and pr ofitability r atios. D ebtors c ollection p eriod ( DEBT), t otal as sets turnover (TOTASS), interest
coverage (  INTCOV), debt -to-assets (DEBTASS), d ebt-to-equity ( DEBTEQ), ear nings yield
(EARNYIELD), gross profit (GP), and return on equity (ROE) all show a positive relationship to IRQ. A
negative r elationship ex ists between IRQ a nd fixed as sets t urnover ( FATURN), ear nings before
interest and taxations (EBIT), dividend yield (DIVYIELD), and market capitalisation (MARKCAP).

The results may be of interest to stakeholders and other users of IR in evaluating the quality of IR
before investing in these companies. Institutional investors may also use these findings to assist them
in investing their scarce resources and c apital in companies that show responsible and transparent
disclosures, and h ow this relates to the long-term value a c ompany adds. R egulators in ¢ ountries
other than S outh Africa may also us e these results in determining whether or not to mandate the
implementation of IR.
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