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Abstract 

This study investigates the impact of corporate governance factors on sustainability 

reporting in Sri Lanka.  A sample of 40 listed companies was drawn from the Colombo Stock 

Exchange using a stratified random sampling method, and data were collected from the 

period of 2013- 2023. The proposed hypotheses were tested using the panel regression 

analysis. The findings indicate that board independence, dual leadership, and board 

diversity are significantly associated with sustainability reporting practices, and board size 

has no significant impact on sustainability reporting practices. This study focuses on the 

development of sustainability reporting by public listed companies in a developing country 

context and the firm-specific characteristics that influence their sustainability reporting. The 

findings of this study focus on the management implications of board involvement, which is 

important to policymakers in the emerging capital markets. The outcomes of this study 

advise enterprises to intentionally seek to design an effective corporate governance 

mechanism that would inspire and persuade leaders to commit to initiatives related to 

sustainability and modify their disclosure procedures accordingly.  

Keywords: Board size, Board Independence, Board diversity, Dual leadership structure, 

Public listed companies in Sri Lanka, Sustainability Reporting practices 

1. Introduction

Sustainability has grown to be a key concern in business management in that companies are viewed 

as being able to meet the needs of the current generation without compromising the requirements 

and capabilities of future generations. People incorporate sustainability into their businesses and 

ensure that resources are utilized in such a way that both ecological efficiency and social equity 

are achieved (Hariram et al., 2023). As businesses expand their accountability beyond shareholders 

to include a broader set of stakeholders, such as customers and the public, the role of sustainability 
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reporting (SR) has grown significantly  (Lee, 2023). Sustainability reporting provides a platform 

for firms to disclose their environmental, social, and governance (ESG) impacts, driven by 

increasing regulatory expectations in this domain.  As stakeholder expectations continue to evolve, 

many firms adopt sustainability reporting as a means of enhancing transparency, strengthening 

brand value, and achieving competitive advantage (Birth et al., 2008; Hahn & Kühnen, 2013; 

Magness, 2006; Suhartini et al., 2024). However, despite the recognition of the importance of 

sustainability in corporate ethics and the push towards sustainable development (Banai & Sama, 

2000; Kolk & Van Tulder, 2004), research in developing countries remains scarce (Farisyi et al., 

2022).  

Sri Lanka presents a compelling context for this investigation, given its unique socio-economic 

and institutional context. Although a country’s sustainability reporting practices are voluntary, it 

remains crucial for firms aiming to strengthen corporate image, enhance firm value and remain 

competitive  (Swarnapali, 2020). The voluntary nature of SR in Sri Lanka provides an opportunity 

to examine how corporate governance characteristics, particularly board composition, influence 

these practices  

While existing studies give some description of sustainability disclosures, they fall short in 

examining the governance mechanisms influencing such reporting behaviour within the unique 

institutional context of an emerging capital market (Oriaifoh & Lodikero, 2025). Sri Lanka’s 

corporate sector has a unique trait of having concentrated ownership structures, family-controlled 

businesses, and one-tier boards where board characteristics are particularly important in 

influencing strategic reporting decisions. Nevertheless, the specific role of board composition in  

determining sustainability reporting practices has not been sufficiently theorized or empirically 

examined in the context of Sri Lanka, resulting in an evident void in local literature. Furthermore, 

agency, legitimacy, and resource-dependence theories suggest that boards are central to 

monitoring, legitimacy seeking, and resource provision, and more studies are required to link these 

theoretical predictions to sustainability reporting outcomes (Bartolacci et al., 2022). In light of this 

gap, this research aims to determine how the characteristics of the board affect the sustainability 

reporting in the context of the institutional and governance structures of Sri Lanka. This offers a 

deeper explanation of why the specific characteristics of the board are especially important, 

governing factors of sustainability reporting in developing countries. 

Therefore, the motivation for this study is to respond to the important research gap by investigating 

how sustainability reporting practices have changed in developing nations. It attempts to examine 

the key corporate governance factors that support these reporting endeavors and how governance 

structures in these countries may strive to enhance accountability, transparency, and sustainable 

development in their economies. The study contributes to the growing body of literature on 

sustainability reporting and offers new insights into its adoption and implementation in developing 

economies. The findings of this study will provide valuable implications for policymakers, 

business leaders, and researchers aiming to promote sustainable practices in emerging markets, 
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ultimately addressing the pressing global challenges of environmental degradation and social 

inequality. 

2. LITERATURE REVIEW 

2.1. Sustainability reporting and its theoretical foundation 

This study investigates the link between corporate governance (CG) attributes and sustainability 

reporting practices, relying on agency, legitimacy, and theoretical perspectives.  

Sustainability reporting, along with other contemporary corporate reporting practices such as 

corporate social responsibility and integrated reporting, has received increasing scholarly 

attention. However, the lack of sustainability reporting frameworks has resulted in disparate 

practices worldwide (Oluwatobi et al., 2024). Moreover, many organizations follow Global 

Reporting Initiative (GRI) guidelines to increase trust and focus on sustainability reporting (Friske 

et al., 2024). The GRI Framework supports the concept of sustainable development by defining a 

set of principles, offering guidance and recommendations and providing a comprehensive list of 

KPIs and disclosures that the organization must adopt to communicate its sustainability 

performance. Compliance with GRI principles increases transparency in a company, assists in 

internal management processes and improves relations with the stakeholders. Because 

sustainability reporting is a voluntary disclosure practice, its adoption is shaped not only by 

societal expectations but also by board-level governance decisions that respond strategically to 

these external pressures. Companies that are part of the global economy are compelled to engage 

in more socially and environmentally constructive practices and are encouraged to be accountable 

to many stakeholders, including shareholders, consumers and the public (Kathy Rao et al., 2012).  

The board structure plays a critical role in shaping the extent of sustainability disclosures (Zhang, 

2012).  Agency theory is relevant to the discussion of the principal-agent problem in an 

organization by depicting the role of the board in overseeing managers in controlling agency 

problems and costs (Eisenhardt, 1989). Managers can improve their disclosure quality by adopting 

sustainability reporting practices that reduce agency costs and enhance the firm’s value. According 

to legitimacy theory, firms pursue legitimacy by optimizing their actions to align with societal 

expectations (Newson & Deegan, 2002). Companies strive to maintain legitimacy by reporting 

sustainability information so as to continue to conform to societal expectations. The integration of 

agency theory and legitimacy theory offers a more comprehensive perspective of sustainability 

reporting practices. Agency theory highlights the role of internal mechanisms in regulating 

managers, while legitimacy theory emphasizes  the need for external legitimacy in the context of 

sustainability disclosures in a firm (Hahn & Kühnen, 2013). 

Hence, in this study, the theory of agency outlines how certain characteristics of a board decrease 

the information asymmetry and agency costs through better monitoring (Girella et al., 2022; Wang, 

2017), in turn, leading to further sustainability disclosures. Legitimacy theory explains why boards 

incorporate certain demographic and structural features (McHugh & Perrault, 2018), such as 
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gender diversity, ethnic representation, and separate leadership, to conform to societal standards. 

Consequently, these lenses offer a foundation to be able to conceptualize the connection between 

the governance characteristics and the practice of sustainability reporting. 

2.2 Development of hypotheses 

Boards are involved not only in the monitoring role but also in shaping strategic decisions, 

including those concerning voluntary disclosures such as sustainability reporting (Clarke, 2015). 

The board’s involvement in sustainability reporting, particularly in firms with a single-tier board 

structure, is seen as crucial, as these boards hold the authority to define the company’s mission and 

policy, and ensure alignment with stakeholder interests (Wijethilake et al., 2015). In Sri Lanka, 

where one-tier boards govern listed companies, the influence of board involvement on corporate 

strategic direction is more pronounced than that in other countries. In particular, board composition 

plays an essential role in motivating firms to become accountable to shareholders and a broader 

set of stakeholders (Kathy Rao et al., 2012; Reverte, 2009; Zhang, 2012). From a legitimacy 

perspective, companies disclose corporate social responsibility (CSR) information to demonstrate 

their adherence to societal norms (de Villiers & Marques, 2016). Ethical considerations in 

corporate decision-making are pivotal, as they affect all aspects of a company’s operations (Banai 

& Sama, 2000). Zhang, (2012) states that board composition plays a significant role in maintaining 

an ethical business environment, supporting sustainability reports, and enhancing legitimacy.  

Agency theory and  resource dependence theory serve as a basis for engagement in sustainability 

disclosures, and the board aids in the disclosure's aim (Shamil et al., 2014). 

2.2.1. Board size and the sustainability reporting practices 

Literature on board size presents two arguments. There are advocates for larger boards as well as 

smaller boards.  Larger boards are said to be efficient because of the diversity of knowledge, 

whereas smaller boards have efficient control (Said et al., 2009). As this pertains to an agency, 

large boards might be able to improve monitoring abilities due to the incorporation of multiple 

perspectives, which in turn would decrease managerial discretion and foster more open 

sustainability reporting (De Villiers et al., 2011). A body of literature reports a positive association 

between board size and voluntary disclosures (Adebayo et al., 2023; Boateng et al., 2022; Lim et 

al., 2007), CSR disclosures (Esa & Anum, 2012; Ntim & Soobaroyen, 2013), and sustainability 

disclosures (Githaiga & Kosgei, 2023; Shamil et al., 2014). Other results, however, conflict, 

whereby board size was not significantly associated with managers’ disclosure (Jasman et al., 

2023). Based on the above findings, the following hypotheses are proposed. 

H1. Board size has a significant impact on sustainability reporting practices. 

2.2.2. Board Independence and the Sustainability Reporting Practices 

From an agency theory perspective, the separation of the CEO and chairman role, known as CEO 

duality, is important in mitigating information asymmetry and increasing board independence. 

Hence, independent directors strengthen board oversight, reducing agency costs and ensuring that 

sustainability reporting reflects stakeholder expectations rather than managerial preference. The 



International Journal of Accounting & Business Finance   

Vol.11, No.2, December 2025 Issue. pp: 130-150 

         International Journal of Accounting & Business Finance is accessible at https://www.maco.jfn.ac.lk/ijabf/ 

134 

 

monitoring and transparency of boards are believed to be positively affected by the presence of 

independent directors, which in turn enhances the quality of corporate governance, as suggested 

by (Barako & Brown, 2008). However, views on the relationship between board independence and 

sustainability disclosures are not unanimous. For instance, some authors argue that with a greater 

number of independent directors, the nature and extent of dissemination of CSR information 

increases (Kiliç et al., 2015; Muttakin & Subramaniam, 2015), affecting voluntary reporting 

practices (Adebayo et al., 2023; Boateng et al., 2022) and sustainability reporting practices 

(Githaiga & Kosgei, 2023; Jasman et al., 2023). However, other studies have not found a 

significant or even a negative relationship between the level of board independence and the 

voluntary disclosures of the firm (Barako & Brown, 2008; Chau & Gray, 2010).  Given these 

differing opinions, the following hypothesis is proposed: 

H2. Independent directors have a significant impact on sustainability reporting practices. 

 

2.2.3. Board Ethnicity and the Sustainability Reporting Practices 

Legitimacy theory posits that firms with ethnically diverse boards are better able to meet the 

pluralistic demands of society (Abdelkader & Gao, 2023) within multi-ethnic contexts such as Sri 

Lanka. This may prompt firms to disclose sustainability information to achieve and maintain social 

legitimacy.  These dynamics create a stronger expectation compared to more homogeneous 

markets that ethnically diverse boards will promote transparent sustainability reporting to build 

trust and mitigate legitimacy risks. Some studies claim that heterogeneous (multi-ethnic) boards 

enhance CSR disclosures, whereas others report no significant correlation (Shamil et al., 2014). 

The appointment of directors of various ethnicities is often regarded as a strategy of legitimization, 

which mirrors the socio-cultural context (Walt & Ingley, 2003). However, some studies suggest 

that such practices, such as sustainability reporting, are more prevalent among boards with 

different ethnic backgrounds (Barako & Brown, 2008; Zhang, 2012).  Therefore, the following 

hypothesis is proposed: 

H3. Board Ethnicity has a significant impact on sustainability reporting practices. 

 

2.2.4. Board Gender Diversity and the Sustainability Reporting Practices 

Gender diversity on boards has become an important determinant of the extent of sustainability 

reporting disclosures. Agency theory supports the argument that gender-diverse boards reduce 

agency costs by strengthening oversight (Ain et al., 2021), as female directors are often associated 

with ethical sensitivity and stakeholder-oriented governance, which may translate into greater 

sustainability disclosure. Several studies have found a strong positive correlation between the 

presence of women on boards and corporate social responsibility (CSR) reporting (Gennari, 2016). 

Women’s board members are regarded as having greater emphasis on moral behaviour and 

stakeholder participation, which can influence companies to report sustainability disclosures more 

in detail (Adams & Ferreira, 2009; Barako & Brown, 2008; Githaiga & Kosgei, 2023).  In contrast, 
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some scholars have concluded that gender diversity has little or no influence on the extent of 

sustainability disclosures, with the conclusion that perhaps other factors also influence such 

reporting (Jasman et al., 2023; Ntim & Soobaroyen, 2013). Based on the above findings, this study 

proposed the following hypothesis.  

H4. Board gender diversity has a significant impact on sustainability reporting practices. 

 

2.2.5. Dual Leadership structure and the sustainability reporting practices 

Agency theory states that CEO duality can undermine a board's independence by vesting power in 

a single individual. Following the legitimacy theory while considering the leadership structure, the 

separation of the roles of CEO and Chair allows the company to demonstrate good governance to 

outsiders, which improves perceived legitimacy and may increase sustainability disclosures.  

Furthermore,  some studies report a dual leadership system as beneficial to a board’s independence 

and monitoring, which in turn leads to higher sustainability disclosures (Shamil et al., 2014). On 

the other hand, other studies indicate a negative or no relationship between  CEO duality and 

voluntary disclosure. (Boateng et al., 2022; Ntim & Soobaroyen, 2013; Said et al., 2009). Based 

on these mixed findings, we propose the following hypothesis: 

H5.A  Dual leadership structure has a significant impact on sustainability reporting practices. 

While the previous research has concluded and proposed the impact of different attributes of the 

board on the sustainability reporting of the enterprise, the findings still remain incomplete and 

partially relevant. A deeper analysis of the literature demonstrates that most studies have focused 

on a single governance variable. The studies that have focused on multiple variables have failed to 

provide a complete theoretical framework to guide the analysis. In addition, most of the relevant 

empirical studies have focused on the developed nations or highly regulated markets, offering little 

understanding of how these mechanisms work in the case of emerging markets such as Sri Lanka, 

which has a unique configuration of ownership concentration, cultural diversity, and institutional 

pressures. These gaps illustrate the necessity for a better integrated and contextual understanding 

of the ways in which the multiple board attributes combine to influence the practice of 

sustainability reporting. This study aims to address this by merging agency and legitimacy theories 

and examining them in the context of Sri Lanka. 

 

3. METHODS 

3.1.  Research Designing Process 

This research utilizes a deductive research method in which the existing literature is employed to 

test the existing hypotheses, and the objective of this study is to test theoretically derived 

hypotheses regarding the influence of board characteristics on sustainability reporting. This study 

is based on the positivist paradigm, where the researcher uses empirical evidence to test the 

formulated hypothesis without being too dependent on the subject matter. Such data were then 
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subjected to a quantitative approach, and large-scale panel data along with statistical software were 

used for hypothesis testing purposes. To provide solid empirical evidence, the study collected a 

sample of listed companies over a period of ten years from 2013 to 2023. Data collected from the 

period 2013-2023 in their annual reports, which were published on the Colombo Stock Exchange 

(CSE). The study used panel data as the type of data. As the data collection method, this study uses 

a secondary data collection method. 

 

3.2. Population and Sampling Design Process 

The study population comprises 290 public listed companies listed on the Colombo Stock 

Exchange (CSE) in 2023, representing 11 sectors and 20 industry groups. Each company within 

these sectors served as a unit of analysis. Stratified sampling was employed as the sampling design 

technique, which divides the population into subgroups or strata based on sector classification. 

This method ensures the proportional representation of the companies in each sector in the sample. 

The sampling frame is identified from the CIGS Classification in the CSE, focusing on the list of 

listed companies as of 2023. Previous studies have utilized similar stratified sampling techniques 

(Rathnayaka, 2018). The sample size consisted of 40 companies, selected proportionally from each 

sector using the stratified sampling method. As a result, 400 firm-year observations were included 

in this study, which is statistically adequate for regression analysis while maintaining internal 

validity.  In order to decrease sampling bias, only firms that had consistent and unbroken reporting 

were included to allow for comparability across years and to mitigate distortions that occur from 

missing data. This methodology aligns with previous studies on CSR and sustainability reporting 

in emerging markets. Secondary data from annual reports, the CSE website, and stand-alone 

sustainability reports were used for analysis. The sample profile was structured to represent a 

proportionate number of elements from each subgroup, ensuring comprehensive coverage across 

sectors. 

 

3.3. Operationalization of variables 

SR practices were used as the dependent variable in this study, and the board size, board 

independence, dual leadership, board ethnicity, and board gender diversity were used as the 

independent variables. Firm size and firm age were used as control variables. 

 

 

 

 

Table 1- Measurement of independent and control variables 
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Variable Measurement References 

Board size (BSZ) 
Natural logarithm of the number 

of directors 

(Esa & Anum, 2012; Lim et al., 

2007; M. Shamil et al., 2014; Ntim & 

Soobaroyen, 2013; Said et al., 2009) 

Board 

independence 

proportion of independent 

directors to total directors. 

(Barako & Brown, 2008; Chau & 

Gray, 2010; Eng & Mak, 2003;  

Haniffa & Cooke, 2002; Haniffa & 

Cooke, 2005) 

Dual leadership 

(BLD) 

Chairman and CEO roles are 

combined = 0 

Chairman and CEO roles are 

separated 1 

 

(Hafsi & Turgut, 2013; Liao et al., 

2015; Said et al., 2009) 

Board ethnicity 

(BE) 

Homogeneous board = 0 

Heterogeneous board= 1 

( Shamil et al., 2014) 

 

Board diversity 

Board with female directors 

= 1 

Board without female directors 

= 2 

(Adams & Ferreira, 2009; Glass et 

al., 2015; Rose, 2007), 

Firm size Natural logarithm of total assets 
(Olawale et al., 2017),(Setiadharma & 

Machali, 2017) 

Firm age 
Natural logarithm of years since 

the incorporation 

(Ling & Sultana, 2015; Muslih & 

Marbun, 2020; Younis & 

Sundarakani, 2019) 

 

3.4.  Econometric Identification  

SRi,t = α + β1 BSzi,t+ β2 PINDi,t + β3 BEi,t + β4 BDi,t + β5 DLi,t + Ɛi,t 

Where: 

SRi,t            = Sustainability Reporting Practices 

BSzi,t          = Board Size 

PINDi,t       = Proportion of Independent Directors 

BEi,t           = Board Ethnicity 

BDi,t           = Board Diversity 

DLi,t           = Dual Leadership Structure 

  α              = Constant. 

β                = Regression coefficient 

Ɛ it             = Error term 
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This econometric model follows prior governance–disclosure literature and is designed to capture 

both firm-specific governance attributes and temporal variations, making it suitable for panel data 

analysis. 

3.5. Measurement of Sustainability reporting practices 

Content analysis, which has been used in previous studies, is used to measure sustainability 

reporting disclosure, which is based on the GRI guidelines. (Jasman et al., 2023; Suhartini et al., 

2024). In the GRI guidelines, the indicators are classified into broader categories, specifically 

economic, environmental and social, and subsequently further divided into narrower fields, such 

as economic performance, labour, human rights and environmental protection. (Barako & Brown, 

2008). 

To measure sustainability reporting practices, the study utilized a disclosure index by employing 

the checklist method. This approach assigns equal weights to each variable, allocating one mark 

for the disclosed variables and zero for non-disclosed ones. An unweighted sustainability reporting 

index was utilized because, in previous studies, weighting itemized disclosures was shown to 

incorporate subjective bias (Brink et al., 2020; Mayer, 2008). Hence, the checklist method ensures 

objectivity and consistency in assessing sustainability reporting practices based on the GRI. With 

59 indicators covering economic, environmental, and social aspects, the GRI guidelines offer a 

comprehensive framework for sustainability reporting. 

 

3.6. Data Analysis Technique 

This study uses panel regression techniques to analyze the data collected over a period. Diagnostic 

tests and model assumptions, such as multicollinearity, heteroscedasticity, autocorrelation and 

cross-sectional dependence, were undertaken to validate the model assumptions. Panel data 

techniques are augmented to the estimation process to eliminate regression problems, and STATA 

is considered effective software. 

 

4. RESULTS 

4.1. Descriptive Data Analysis 

Table 02 presents the descriptive statistics for the dataset, indicating a mean value of 0.444 for 

Sustainability Reporting (SR) practices, ranging from 0.1525 to 0.9830. This suggests that around 

50% of the selected firms publish sustainability reports, potentially influenced by Sri Lanka's 

strong connection between national ethics and Buddhist philosophy (Thoradeniya et al., 2021). 

Board characteristics show a mean board size (Ln) of 1.3513, a board independence mean of 

0.3884, and a dual leadership mean of 0.87. Most corporate boards exhibit heterogeneous ethnicity. 

Half of the sample firms had at least one female director, with a mean gender diversity score of 

0.5. The average firm size is 10.70, and the mean firm age (Ln) is three years, highlighting the 

significant role of the board in sustainability disclosure. 
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Table 02: Descriptive data analysis 

Variable  Mean Std.dev Min Max Observations 

SR practices Overall 0.4444915 0.1620035 0.1525424 0.9830508 N=440 

  between   0.1136852 0.2835131 0.835131 n=40 

  Within   0.1166842 -0.13664022 0.77226888 T= 11 

              

Board size Overall 1.351363 0.1617612 1 1.722706 N=440 

  between   0.1454296 1.080796 1.722706 n=40 

  Within   0.0741531 1.150979 1.5922745 T= 11 

              

Board 

Independence Overall 0.3884046 0.1285697 0.125 0.8333333 N=440 

  between   0.1053099 0.2329545 0.644251 n=40 

  Within   0.0754493 -0.0058464 0.621305 T= 11 

              

Dual 

Leadership Overall 0.8704545 0.3361849 0 1 N=440 

  between   0.2619369 0 1 n=40 

  Within   0.2144114 -0.0386364 1.779545 T= 11 

              

Board 

Ethnicity Overall 1 0 1 1 N=440 

  between   0 1 1 n=40 

  Within   0 1 1 T= 11 

              

Board 

Diversity Overall 0.5727273 0.4952456 0 1 N=440 

  between   0.4309493 0 1 n=40 

  Within   0.2525496 -0.2454545 1.481818 T= 11 

              

Firm size Overall 10.70754 1.657195 7.172189 15.39579 N=440 

  between   1.653425 7.440196 14.8765 n=40 

  Within   0.2734146 9.862024 12.05228 T= 11 

Firm age Overall 2.273987 0.412323 1.29203 3.219623 N=440 

  between   0.4109649 1.574253 3.201816 n=40 

  Within   0.70465 1.991764 2.495623 T= 11 

 

 

4.2. Inferential data analysis  

Before conducting regression analysis, it is essential to select an appropriate model for panel data 

analysis. The two primary techniques for this are fixed effects (FE) and random effects (RE) 
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models. Unlike the FE model, which assumes that time-invariant characteristics are unique to each 

entity and cannot be correlated with explanatory variables, the RE model allows for random 

variations between entities and assumes that the error terms are uncorrelated with the predictors 

(Bell & Jones, 2015; Hunter & Schmidt, 2000). This study includes categorical variables such as 

board ethnicity, diversity, and dual leadership and aims to analyze how sustainability reporting 

evolves. Considering the existence of categorical variables along with the ability to generalize 

conclusions beyond the sample, it seems that the RE model is the best option (Crouchley, 1995; 

Gillies et al., 2006; Pfarr et al., 2010). The analysis was performed using STATA, which is 

appropriate for handling panel data, and the results of the RE model were chosen for further 

analysis. 

In the regression analysis, several diagnostic tests were performed to check whether the data were 

appropriate for panel regression analysis using the RE model. First, the Breusch and Pagan 

Lagrangean Multiplier (LM) test for random effects was applied to determine the appropriateness 

of the RE model over the pooled OLS regression. Furthermore, multicollinearity was assessed 

using a correlation matrix and the Variance Inflation Factor (VIF) test. VIFs were below the 

commonly accepted threshold of 10. Hence, the results confirmed that multicollinearity was not 

an issue, thus ensuring that the independent variables were not excessively correlated. 

Heteroskedasticity was examined to determine whether the variance of errors remained constant 

over time, as non-constant variance (heteroskedasticity) can bias standard errors and affect 

inferences. The Wald test for groupwise heteroskedasticity was applied; however, owing to a 

matrix size limitation in STATA, the test could not be executed. Given this limitation, further 

diagnostic tests, including serial correlation and cross-sectional dependence tests, were conducted. 

The Wooldridge test was used to detect serial correlations in panel data. The null hypothesis (H₀), 

which assumes no serial correlation, was rejected because the test yielded a probability value of 

0.0000, indicating the presence of serial correlation. 

Additionally, cross-sectional dependence was assessed using Pesaran’s test, which examines 

whether the residuals are correlated across entities. The test result revealed a probability value of 

0.000, leading to rejection of the null hypothesis (H₀) and confirming the presence of cross-

sectional dependence. The presence of cross-sectional dependence implies that residuals from 

different entities are correlated, potentially biasing standard errors and model estimates. 

To address the issues of heteroskedasticity, serial correlation, and cross-sectional dependence, this 

study employed the panel-corrected standard errors (PCSE) method. Although Driscoll–Kraay 

standard errors are a recognised alternative for correcting cross-sectional dependence and serial 

correlation, they are most suitable for panels with a large time dimension (Driscoll & Kraay, 1998).  

Hence, given the structure of the dataset of this study, which has a relatively larger cross-sectional 

dimension and a modest time dimension, PCSE is theoretically more appropriate. Furthermore, 

this approach provides robust standard errors that correct these violations, thereby ensuring reliable 

statistical inferences. By applying the PCSE method, this study enhances the accuracy of the 
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coefficient estimates and mitigates the impact of model misspecifications, thereby strengthening 

the validity of the findings. 

 

4.3 Findings of the study & the hypothesis testing 

Panel regression analysis is a statistical method used in econometrics and other fields to data sets 

that include both cross-sectional and time series observations. The regression results for the impact 

of corporate governance factors on sustainability reporting practices are assessed in the table 

below. 

Table 03 

Group Variable: 

company1 

     Number of 

obs = 440 

Time variable: 

Year 

     Number of 

groups 40 

Panels: correlated 

(balanced) 

     Obs per group: 

min= 11 

Autocorrelation: 

no autocorrelation 

     
Avg= 11 

Estimated 

Covariances: 820 

     
Max =11 

Estimated 

autocorrelations = 

0 

     
R-squared 

0.0855 

Estimated 

coefficients = 7 

     Wald chi2(6) = 

118.58 

      Pro > chi2 = 

0.000 

SR Practices Coef. 

Panel - 

corrected St. 

Err 

 

z 
P > [z] [95% conf. Interval] 

Board Size -.0435756 0.0281655 -1.55 0.122 -.9877 0.116277 

Board 

Independence 

0.0992 0.0573826 1.73 0.084 -.0132679 0.2116679 

Board diversity 0.01746 0.0082181 2.13 0.034 0.0013598 0.0335743 

Dual Leadership -.0537193 0.0326101 -1.65 0.099 -.1176338 0.0101953 

Firm size 0.0195092 0.0039993 4.88 0.000 0.0116707 0.273477 

Firm age -.026304 0.0182958 -1.44 0.151 -.062163 0.0095551 

_cons 0.3525 0.1188947 2.97 0.003 .1194943 0.585553 

 

The results of the linear regression model used to test the hypotheses in the study are as follows: 

The R-squared value given the governance variables used in the model was 0.0855, indicating a 

small amount of variation in sustainability reporting. However, this low explanatory power is 

common in disclosure studies (Chau & Gray, 2010; Eng & Mak, 2003; Githaiga & Kosgei, 2023), 
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where reporting practices are shaped by multiple unobserved institutional, cultural, and firm-

specific factors. 

The coefficient for board size was negative (β = -0.4355, p = 0.122), indicating a statistically 

insignificant relationship between board size and sustainability reporting practices. finding 

contradicts previous studies that suggest a positive association (Mohd-Said et al., 2018; Halme and 

Huse, 1997). However, this aligns with other research findings indicating an insignificant 

relationship (Budiharta, 2020; Sufian and Zahan, 2013). The null hypothesis (H0) was accepted, 

implying that larger boards do not significantly impact sustainability reporting practices. 

The coefficient of board independence was positive (β = 0.009, p = 0.084), indicating a statistically 

significant association at the 90% confidence level. This suggests that board independence 

significantly influences sustainability reporting practices, supporting hypothesis two (H2). This 

finding is consistent with previous research by Ali (2022) but contradicts the findings of Mohd-

Said et al. (2018), who reported a negative relationship. 

Board ethnicity was omitted because of collinearity issues, but previous studies have reported 

mixed findings on the influence of ethnically diverse boards on sustainability reporting (Hafsi & 

Turgut, 2013; Shamil et al., 2014). This indicates that ethnicity is strongly correlated with other 

board attributes in Sri Lankan firms—likely due to overlapping demographic and governance 

structures. The exclusion of this variable limits our ability to formally test the corresponding 

hypothesis. Hence, the third hypothesis (H3) was not tested in this study because of this omission. 

The coefficient for board diversity was positive and significant (β = 0.017, p = 0.034) at the 95% 

confidence level, supporting hypothesis four (H4). This implies that board diversity positively 

influences sustainability reporting practices, consistent with previous research (Barako & Brown, 

2008; Hafsi & Turgut, 2013). However, this contradicts the findings of Fernando and Pandey 

(2012) and Shamil et al. (2014). 

The coefficient for the dual leadership structure was negative (β = -0.053, p = 0.099) but significant 

at the 90% confidence level. This finding suggests a significant impact on sustainability reporting 

practices, supporting hypothesis five (H5). This finding contradicts some previous studies (Ntim 

& Soobaroyen, 2013) but aligns with others (Shamil et al., 2014; Chau & Gray, 2010). 

Among the control variables, the natural logarithm of total assets was highly significant at the 95% 

confidence level, indicating a positive association with sustainability reporting practices. This is 

consistent with previous research (Akhtaruddin & Haron, 2010; Brammer & Pavelin, 2008). 

However, firm age was found to be insignificant at the 95% confidence level, consistent with other 

studies (Elijido‐Ten, 2007; R. M. Haniffa & Cooke, 2005b). 

In summary, this study found that board independence, board diversity, and dual leadership 

structure significantly influence sustainability reporting practices in Sri Lankan firms. However, 

board size and ethnicity were found to have insignificant effects. These findings contribute to the 

understanding of corporate governance factors affecting sustainability reporting practices and 
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highlight the importance of diverse and independent boards in promoting corporate transparency 

and accountability. Furthermore, the marginal significance of dual leadership may reflect 

concentrated ownership structures, while the insignificance of board size may be due to boards 

being symbolic rather than functional oversight bodies in some firms. These findings underline the 

importance of contextual and institutional factors in shaping sustainability reporting behaviour. 

 

 5. CONCLUSION 

This study examined how board characteristics influence sustainability reporting among publicly 

listed firms in Sri Lanka. Sustainability reporting, aimed at enhancing transparency and brand 

value, is crucial for companies to demonstrate competitiveness and to support corporate 

information control processes (Magness, 2006; Hahn & Kühnen, 2013). Drawing on agency 

theory, legitimacy theory, and resource dependence theory, this study collected longitudinal data 

from 2012 to 2023, selecting a sample of 40 companies from 290 listed on the Colombo Stock 

Exchange (CSE) using stratified sampling. Sustainability reporting practices were measured based 

on Global Reporting Initiative (GRI) guidelines, comprising economic, environmental, and social 

indicators categorized into 59 subthemes. This study employed a deductive methodology to test 

hypotheses related to board attributes and sustainability reporting practices. The findings indicated 

significant associations between board diversity, dual leadership structure, and independent 

directors with sustainability reporting practices,. Board size was not significantly associated with 

sustainability reporting practices. The limitations include data accessibility constraints and 

companies' reluctance to disclose sensitive information. This study's implications suggest the 

importance of effective internal governance mechanisms, urging policymakers in Sri Lanka and 

other Asian capital markets to commit to sustainability endeavours and reform disclosure practices 

accordingly. Further research avenues have identified (Hahn & Kühnen, 2013; Magness, 2006). 

This study found that board size did not significantly impact sustainability reporting practices (p 

= 0.122), contradicting previous research. However, board independence significantly influenced 

sustainability reporting (β = 0.084, p < 0.1), which is consistent with prior findings. Board ethnicity 

was omitted because of collinearity issues, which deviate from past studies. Board diversity 

significantly affected sustainability reporting (p = 0.034), supporting previous literature. Similarly, 

the dual leadership structure significantly impacted sustainability reporting (p = 0.99), which is 

consistent with prior research (Said et al., 2009). These results highlight the varying impacts of 

different board attributes on sustainability reporting practices in Sri Lanka. 

This study focuses on management implications arising from board involvement, which are very 

important to policymakers in the Sri Lankan capital market and other markets in the assigned 

region. The results of this study encourage companies to make a concerted effort to develop an 

effective corporate governance mechanism that will inspire and persuade governments to commit 

to sustainability activities and modify their disclosure procedures accordingly. The study's findings 

encourage businesses to make a concerted effort to develop an effective corporate governance 
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mechanism that motivates and persuades governments to commit to sustainability activities and 

modify their disclosure procedures accordingly. 

The study emphasizes the importance of including a substantial amount of annual company data 

for robust generalization of the findings, stressing the need to incorporate firms that do not disclose 

sustainability information for meaningful comparison. .Future studies may extend this analysis to 

other emerging Asian economies to understand how contextual differences impact social and 

environmental disclosure practices. While board characteristics offer insights into sustainability 

reporting adoption, this study advocates exploring the influence of additional internal and external 

factors in voluntary reporting contexts.  

Despite the contributions, the study has several limitations. Possible measurement bias may stem 

from the use of self-reported sustainability data, as firms may decide what data to release to 

preserve legitimacy, negatively impacting the internal validity of such data. Additionally, the 

sustainability disclosure index used may not fully capture the complexity of CSR and sustainability 

practices, raising potential construct validity concerns. The small sample size further limits 

statistical power and reduces the generalizability of the findings. Moreover, omitted firm-level 

variables such as technological innovation, environmental risk exposure, top management support, 

and isomorphic pressure may bias coefficient estimates. Furthermore, given the modest 

explanatory power of the model, the policy implications should be interpreted with caution. 

Future research is needed to investigate the effects of ownership structure, board effectiveness, 

committees, and director profiles on sustainability reporting, as prior research has demonstrated 

that they affect corporate disclosure. Furthermore, investigations must consider the impact of board 

size. Because board features explain only the subset of the reasons that motivate enterprises to 

embrace sustainability reporting, it is necessary to investigate the impact of additional internal and 

external factors on voluntary sustainability reporting. Future researchers can create a sustainable 

disclosure index capable of capturing all aspects of sustainability disclosure. However, the 

inclusion of firms that do not disclose sustainability-related information is also essential for 

comparison. Thus, it is important to ensure that companies are not excluded from the sample. 
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