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Abstract

The relationship between earnings quality and corporate sustainability disclosure is an
important research issue. Because the quality of earnings is considered as an important
characteristic of the company that benefits investors and can reduce unethical earnings
management. The main purpose of this research is to investigate the relationship between
corporate sustainability disclosure and the quality of intrinsic and optional profit. The
method of this research, in terms of classification based on the goal, is of the basic research
type. Also, the current research is a correlational research in terms of method and nature In
all statistical techniques, Eviuz version 12 software and Excel are used. The time frame of the
research includes 12 consecutive years from 1390 to 1401, and the investigation of research
hypotheses is done using the real data of these years. The statistical population includes
companies that are members of the Tehran Stock Exchange. To test the hypotheses of this
research and determine the relationship between independent and dependent variables,
econometric models have been used and the relevant hypotheses have been investigated
using the panel multivariate regression method. The results of the research showed that the
disclosure of the company's sustainability has a positive and significant effect on the quality
of intrinsic profit. The disclosure of the sustainability of the company has an inverse and
significant effect on the quality of optional profit.
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Extended Abstract

Introduction

facilitating corporate transparency and
accountability, sustainability disclosure stands out

In recent decades, sustainability has evolved from
a peripheral concern into a central focus of
corporate governance, stakeholder relations, and
financial performance. Environmental, social, and
governance (ESG) factors now play a crucial role
in investment decisions, risk assessments, and
regulatory compliance. Among the instruments
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as a key mechanism. The disclosure of
sustainability information whether voluntary or
inherent has implications beyond environmental
impact; it significantly shapes the perceived
quality of financial reporting and earnings.
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This study investigates the influence of two
dimensions of sustainability disclosure voluntary
sustainability disclosure (VSD) and inherent
sustainability disclosure (ISD) on accounting
earnings quality (AEQ) in firms listed on the
Tehran Stock Exchange (TSE). The motivation
behind this inquiry lies in the evolving global
discourse on the integration of sustainability into
financial reporting frameworks and the need to
understand such dynamics in emerging markets
like Iran.

Prior research suggests that enhanced sustainability
disclosures can mitigate agency problems, reduce
information asymmetry, and improve earnings
informativeness. However, much of this literature
is situated in developed economies, with less
known about these relationships in less transparent
or more regulated environments. This study aims
to fill this gap by empirically examining the effects
of VSD and ISD on both innate and discretionary
dimensions of earnings quality in a sample of
Iranian listed firms.

Methodology

This quantitative study employs a correlational
design using panel data derived from 126
companies listed on the Tehran Stock Exchange
from 2016 to 2021. The data collection focused on
publicly available financial reports, sustainability
disclosures, and notes to the financial statements.
Sustainability disclosure was divided into two
conceptual categories:

o Voluntary Sustainability Disclosure (VSD):
Disclosures made at the discretion of the
management, not mandated by regulatory
bodies.

e Inherent Sustainability Disclosure (ISD):
Disclosures rooted in industry-specific or
contextual imperatives, often non-optional
due to stakeholder or environmental
pressures.

To measure the quality of accounting earnings, the
study adopted the composite framework of Francis
et al. (2005), which defines earnings quality
through five constructs accrual quality, earnings
persistence, predictability, smoothness, and
relevance.

Two models of earnings quality were estimated:

1. Innate Earnings Quality (IEQ): Determined
by firm characteristics such as size,
volatility, and operating cycle.

2. Discretionary Earnings Quality (DEQ):
Influenced by managerial choices, often
reflecting intentional earnings
management.

The statistical models employed include panel
regression with fixed effects. Variables were tested
for multicollinearity, heteroskedasticity, and
autocorrelation to ensure model robustness.
Control variables included firm size, leverage,
profitability, and audit quality.

To calculate the level of VSD and ISD, a
disclosure index was constructed based on content
analysis of annual reports, drawing upon Global
Reporting Initiative (GRI) guidelines and industry-
specific sustainability frameworks. Each firm-year
observation was scored and normalized.

Results and Discussion

The empirical revealed several

findings:

1- Positive Effect of VSD on Earnings Quality:
Voluntary sustainability disclosure demonstrated a
statistically significant positive effect on both
innate and discretionary earnings quality. Firms

analysis key

with higher levels of voluntary disclosure
exhibited less earnings manipulation, more
persistent earnings, and smoother accrual
processes. This supports the assertion that

transparent firms benefit from reputational capital
and investor trust, which in turn disincentivizes
earnings management.

2- Stronger Relationship Between VSD and
Discretionary Earnings Quality: The influence of
VSD was particularly pronounced in the
discretionary component of earnings quality. Firms
engaging in voluntary ESG disclosures were found
to be less likely to engage in opportunistic
accounting behaviors. This supports the signaling
theory and aligns with prior work by Dhaliwal et
al.  (2011), which suggests that voluntary
disclosure reduces information asymmetry.

3- ISD Positively Related to Innate Earnings
Quality but Weakly Associated with Discretionary
Quality: Inherent disclosures also showed a
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significant, though weaker, association with innate
earnings quality. This suggests that sectoral norms
or institutional requirements naturally encourage
consistency and predictability in  financial
reporting, but may not strongly deter earnings
management behaviors. In other words, while 1SD
enhances operational transparency, it does not
exert the same disciplinary force as voluntary
transparency.

1- Moderating Role of Industry Type: Further
analysis identified industry-specific differences.
Environmentally sensitive industries (e.g., energy,
mining) displayed stronger associations between
sustainability disclosures and earnings quality.
This result aligns with legitimacy theory, which
posits that firms in high-impact sectors are under
more intense scrutiny and hence more likely to
align  reporting practices with  stakeholder
expectations.

2- Control Variables and Robustness: As expected,
firm size and profitability were positively
associated with earnings quality, while leverage
had a negative impact. These results validate the
control framework and further reinforce the central
hypothesis.

In  summary, these findings indicate that
sustainability  disclosure  particularly  when
voluntary enhances the credibility, reliability, and
informativeness of reported earnings. The benefits
extend beyond investor relations to include broader
improvements in governance and ethical financial
behavior.

Conclusion

This study provides robust empirical evidence that
sustainability disclosure plays a pivotal role in
shaping the quality of financial reporting among
publicly listed firms in Iran. The key contributions
of this research are threefold:

1- Empirical Validation in an Emerging Market:
Unlike many prior studies situated in developed
economies, this research extends the discourse to a
Middle Eastern context. It demonstrates that even
within a relatively opaque financial environment,
sustainability practices can yield measurable
improvements in financial reporting quality.

2- Differentiation of Disclosure Types: By
distinguishing between voluntary and inherent
disclosures, the study uncovers nuanced
relationships between sustainability practices and
various components of earnings quality. The
voluntary aspect, driven by proactive managerial
intent, is shown to be more effective in curbing
earnings manipulation than inherently required
disclosures.

3- Policy and Practical Implications: For
regulators, these findings suggest that encouraging
voluntary sustainability reporting may be more
effective than imposing Dblanket disclosure
requirements. For corporate managers, the results
underscore the reputational and financial
advantages of going beyond compliance to
voluntarily engage in transparent sustainability
practices. Investors, likewise, may use VSD as a
non-financial signal of accounting integrity.

Ultimately, this research supports a growing body
of literature advocating for the integration of
sustainability reporting into the core financial
performance evaluation frameworks. It confirms
that sustainability is not only a moral imperative
but also a financial one.
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