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Introduction

Sustainability has become an increasingly vital topic due to the growing environmental
damage resulting from unethical corporate behavior, as well as mounting social and economic
challenges. The International Sustainability Standards Board (ISSB) defines sustainability as
an organization’s ability to preserve resources and manage stakeholder relationships in a
manner that ensures its long-term viability within the business ecosystem.

With the expansion of economies, industrial growth, rising environmental pollution, and
resource scarcity, investors have shown a growing preference for allocating their capital to
companies that demonstrate strong performance and present promising prospects for
sustainable development. Moreover, the transition from the industrial age to the information
age has amplified the importance of information in the decision-making process.

Today, investors increasingly view sustainability reports and financial reports as
complementary sources of information for evaluating corporate performance. Therefore, the
present study aims to investigate the mediating role of financial reporting quality in the
relationship between material sustainability information disclosure and company performance.

Method

This study is applied in purpose and descriptive—correlational in nature and methodology.
Accounting and financial data were obtained through document analysis of audited financial
statements, while sustainability data were gathered using content analysis and the mapping
method from the text of companies’ board of directors’ reports (or sustainability reports).

Financial data were quantitative, whereas sustainability data were initially qualitative and
subsequently converted into quantitative form through a coding and scoring process: a score of
1 was assigned when disclosure occurred and 0 when no disclosure was made. To ensure
reliability and minimize subjective bias, the coding was performed independently by two
researchers. A third researcher then compared the results of both coders, reviewed
discrepancies, and resolved any inconsistencies to finalize the dataset.

The statistical population consists of companies active in coal, mining, oil and gas
extraction, chemical, basic metals, and automotive industries listed on the Tehran Stock
Exchange (TSE) during the period 2018-2022. These industries were selected due to their
significant environmental impact and the varying importance of sustainability issues across
sectors. After applying relevant inclusion criteria and research limitations, a total of 102
companies were included in the final analysis.

Results

The findings reveal a positive and significant relationship between material sustainability
information disclosure and company performance. Furthermore, the quality of financial
reporting exerts a significant mediating effect in this relationship.

The results of the first and second hypotheses yielded coefficients of 0.27 and 0.367,
respectively, indicating a moderate to strong fit of the overall research model. To assess the
magnitude of the mediating effect, the Variance Accounted For (VAF) statistic was used, which
ranges from O to 1; the closer the value is to 1, the stronger the mediating influence. The
calculated VAF value of 0.36 suggests that approximately 36% of the total effect of
sustainability disclosure on company performance is explained indirectly through the
mediating variable of financial reporting quality.

Conclusions

The results demonstrate that companies disclosing a higher volume of material sustainability
information and maintaining high-quality financial reporting tend to perform better overall.
Therefore, enhancing the extent of sustainability disclosure and improving the quality of
financial reporting can significantly contribute to stronger corporate performance.
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This study provides valuable theoretical and practical contributions. From a theoretical
perspective, it enriches the literature on sustainability by offering deeper insights into the
interplay between sustainability disclosure, financial reporting quality, and firm performance.
Practically, it emphasizes the role of transparency and sustainability practices as sources of
competitive advantage that can improve profitability and reputation.

Based on the findings, investors are advised to consider both sustainability disclosures and
financial reporting quality simultaneously when making investment decisions. Companies with
higher environmental sensitivity are encouraged to prioritize material sustainability disclosure
to enhance their financial outcomes.

Additionally, firms operating in emerging capital markets such as Iran, and aspiring to be
listed on international financial markets, should align their sustainability reporting with global
standards. It is also recommended that the Tehran Stock Exchange establish clear requirements
for sustainability reporting in accordance with international frameworks and implement a
ranking system based on the extent of sustainability disclosures.

Finally, the results of this study can provide constructive feedback to the Audit Organization
and relevant regulatory institutions for developing and enforcing national and international
sustainability standards in Iran.
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