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An Empirical Study of the Readiness of the Egyptian Capital Market

to Move to the Mandatory Application of Integrated Reports.

Abstract

This study investigates the extent to which the Egyptian Capital Market is
ready to transform to the mandatory application of integrated reports, as one of the
leading emerging markets, that has taken serious steps that agree with the global
movement towards integrated reports. The most remarkable steps are the
development of the Company Responsibility Index, as well as the issuance of a
number of strict requirements‘ and rules for the purpose of enhancing disclosure and
transparency levels in the reports issued by companies listed on the EGX
Additionally, the study intends to identify the determinants of integrated disclosure
levels, and the extent to which accounting disclosure theories are competent In
explaining integrated disclosure behavior within the Egyptian context. An integrated
disclosure index was developed, and applied to companies listed on the EGX 100,
during the period from 2014 to 2016, to measure the integrated disclosure scores
by investigated companies. Results reveal that, the Egyptian Capital Market is
moving towards integrated reporting era; however, more effort has to be exerted by
organizational and professional authorities and_ other stakeholders in order to
exercise pressure on companles to accelerate the transformation process. On the
othet hand, results provide evidence that there is a significant positive relationship
between company listing on S&P/EGX ESG inde;c and integrated disclosure level, as
well as between board size and auditing the company by one of the Big 4 audit
firms, and integrated disclosure level. Accordingly, the results reveal that company
characteristics and corporate govemnance structure are major determinants for
integrated disclosure level, These findings are consistent with the notions of the
proposed theoretical foundation. Based on study findings, it is recommended that,
the professional and organizational bodies have to cooperate to take more steps to
move to the mandatory application of integrated reports; the most important are
spreading awareness about the importance of the disclosures required by integrated
reports, and committing the listed companies to provide more disclosurés that
comply with integrated reporting requirements. The choice of integrated disclosure

items should not be left to each company management vision. Additionally, there is
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a need for issuing an accounting standard to provide guidelines to prepare
integrated reports, and to develop the cumiculums taught to the Faculty of
Commerce students at the Egyptian universities, to involve an introduction to
integrated reports, their advantages and preparation requirements.

Keywords: Integrated reports, Integrated Thinking, Value Creation,
Institutional {semorphism Theory, Stakeholders Theory, S&P/EGX ESG, EGX 100. - -
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 Independent (N=300)

_ Variables Minimu | Maximum | Mean | Median Standard
ESG* 0.00 1.00 0.30 0 0.46
Industry 1 15 8.03 8.00 4.42
BSIZE 3.00 17.00 7.99 8.00 2.84
BIND 0.00 1.00 0.70 0.75 0.20
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BFEM 0.00 0.56 0.06 0.00 0.10

Audit.* 0.00 1.00 0.47 0 0.50
Control Variables

Company Size 12.46 38.73 20.59 20.48 2.49

Profitability -2.10 345 0.13 0.10 0.31

Leverage 0.00 18.33 1.45 0.53 3.06
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Industry D
Minimum | Maximum Mean Median Standard Deviation
1 35 63 55 .56 .09
2 19 T 48 .56 .19
3 24 71 45 .40 I3
4 23 63 .39 .37 .10
5 20 .39 .30 31 .06
6 21 67 42 39 A2
7 .40 77 62 72 .18
8 20 .63 43 49 14
9 20 1 42 .39 .14
10 .56 6 .60 .57 .08
11 .59 .68 .64 .64 .03
12 23 .53 36 37 .10
13 32 .41 36 35 .05
14 27 32 .30 31 .03
15 24 .80 .55 .59 15
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Variable 1 2 3 4 5. 6 7 8 9| 10
1 D 1

2 ESG 5927 1

3 Industry | .204 [ .109 1

4 BSIZE 3757 298| 2017 1

5 BIND. 099 | 072 | -022].2467| 1

6 BFEM. 547 102 | 2857|276 -.031 ] 1

7 AUDIT 23807 | 3167 | 1717 {2547 | 1317 | -.066) 1

8 SIZE 3057 | .405™ | 1557 | 285" 096 |-.036|.350" 1

9 PROFMABILTY .085 | .008 | .025 | .075 [ -.034 | .085 | .009 | .039 | 1

10 | LEVERAGE | 330" | .088 | .444™ | .112 |-1207].1967) 186" | .009 |.123] 1
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Audity ESG (ypiial Mann-Whitmey U Test i3 il i) i (4) o Lo
Irtegrated Mann-Whitney U | Wilcoxon W z Asymp. Sig. (2-tailed)
Disclosure index i
_ ESG Listing
ID | 2656000 [ 24392000 | ~10.116 | 000
Type of Auditor
D | 650 [1896150 | 6629 | 000

(Gae s g das @l B dpiall Syl ATl g a

At QO Angana o AW N LS 0 claged cp £ L)
Qdialdl e s 43l &a (38U las ((p<0.01) Aapall 4&9 SEP ESG Index b
fuas S Menova et al., (2006; EiMaghrabi, 2014; Higgins et al., 2014) gpaaladl
Al lgnalya oy 0 CAGAN degana G rLaitf) (G5 A dygina (dgd d9ag pitiil



— s —

(P<0.01) (S aahall (Sa Lnudys Ynaba i ¥ (A g (5D daaall ilSa sl
e.g..Glaum and Street, ) ¢yl (pialdl s 2 Wl Juag (A il ga (38 Lea
.(2003; Xjao et al., 2004
Regression Analysis Jlaafy! Jdal 8—%:

AT ks cag Al LG Fisad JALS GG (Va): ah Jotad s (b Lad
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Liwd) chiiadl ow hd BUD) ey Al CISEa & o Jaai) gigad Sllas
Variance Inflation Factorgdll adual Juba Gl A5 azd ‘(Multicollinearity)
1939 2 0 3G Laa (Vo o _judd &) LIV @ A il el of oy 8 (VIF)

(1D kil jAsal) agih MS) g A5 T (1 1) A ds
Variable Coafficient |T-Statistic | Probability | VIF
Constant 3.735 4.261 0.000
ESG 2.204 9.723 0.000 1.305
Industry - -0.139763 —0.488 0.626 1.374
BSIZE -0.000605 3.021 0.003 1.356
BIND. -0.004391 0.904 0.367 1.108
BFEM. 0.110505 0.66% 0.504 1.234
AUDIT -0.265802 2.910 0.004 1.297
SIZE 0.275311 0.421 0.674 1.360
PROFITABILITY -0.401526 0.849 0.356 1.029
LEVERAGE -0.106420 5.126 0.000 1.340
R-square (0.482
Adjusted R-square . 0.466
Prob{F-statistic) 0.000
Durbin-Watson stat 1.910
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