Journal of Accounting & Financial Transparency 2025: 2(4) 65-86
https://doi.org/10.71965/aft.2025.1191949

Research Paper @ Open Access

Investigating the impact of environmental, social and governance factors on the
company's financial performance with the moderating role of audit quality

Roholla Baharloo '

1. Assistant Professor, Department of Accounting, Ney.C., Islamic Azad University, Neyriz, Iran.

ARTICLE INFO ABSTRACT
Received: 29 November 2024 . . . . .
Revised: 4 January 2025 Purpose: The purpose of this research is to investigate the impact of
Accepted: 8 January 2025 environmental, social and governance factors on the company's financial

performance with the role of moderating audit quality.

Methodology: This research is analytical-descriptive in nature, which
examines the correlation between variables, and in terms of the time
dimension, it is a type of ex-post research. The statistical population of the
Keywords: Audit quality, present study includes the companies listed on the Tehran Stock Exchange
corporate governance, for the period of 2014 to 2022. 101 companies were selected as a research
environmental factors, . . . .
financial performance, social sample using the screening method and their financial statements for the
factors period were examined. The collected data, based on the variables under
investigation, was entered into EViews software. Ultimately, the research
hypotheses were either confirmed or rejected using the results obtained
from the relevant software.

Findings: The results of the hypothesis test indicate that environmental,
social, and governance factors positively and significantly impact the
financial performance of companies listed on the Tehran Stock Exchange,
while audit quality moderates the influence of these factors on financial

performance.
JEL Classification: G34, Qs6, | Originality: Based on the research findings, it’s recommended that to
L25 enhance their financial performance, while improving the environmental,

social and governance indicators, companies should start disclosing this
information and strive to provide accurate and quality reports.

Cite this paper: Baharloo, R. (2025). Investigating the impact of environmental, social and governance factors on the company's financial performance with
the moderating role of audit quality. Journal of Accounting & Financial Transparency, 2(4), 65-86. https://doi.org/10.71965/AFT.2025.1191949 [In Persian]

>4 Corresponding Author.

Email Address: Baharonline44@gmail.com

© 2025 the author(s).

This is an Open Access article distributed under the terms of the Creative Commons Attribution License
(http://creativecommons.org/licenses/by/4.0/), which permits unrestricted use, distribution, and reproduction in any medium, provided the
original work is properly cited. The terms on which this article has been published allow the posting of the Accepted Manuscript in a repository
by the author(s) or with their consent.


https://doi.org/10.71965/aft.2025.1191949
http://creativecommons.org/licenses/by/4.0/

Baharloo / Investigating the impact of environmental, social and governance factors on ... 66

Introduction

s public awareness increases,

expectations for non-financial

reporting have gradually increased,
and societal pressures are expected to lead
to the consolidation of non-financial
reporting. Changes in social perspectives on
accounting are combining with the growth
of information literacy, quantitative
methods, and behavioral sciences to rapidly
impact the current accounting profession.
Evidence suggests that most of a successful
company's assets are intangible assets such
as human capital. However, few companies
disclose detailed information about these
resources. Users of financial information
are increasingly demanding different
information on different aspects of a
company's performance, and different
environmental groups are putting different
pressures on companies to provide useful
information in different areas. This issue
has led to the emergence of new aspects in
financial and non-financial reporting of
companies, under the title of "corporate
social and environmental responsibility"
(Hajiannejad & Pourheidari, 2015). In
recent years, investors have focused their
attention on corporate governance, social
and environmental practices. To protect
shareholders' resources from material
misstatements and errors in financial
statements, auditors can improve audit
quality to detect earnings management
practices and force managers to improve
earnings quality. Audit quality, which
determines audit performance, is subject to
several factors such as the size of the audit
firm, expertise and audit tenure (Ramazan
Ahmadi et al.,2019). According to auditing
theory, the effectiveness of external audits
depends on audit quality. Various
characteristics have been proposed in
previous research to assess auditor
competence, including the size of the audit
firm. Audit quality increases with the size
or brand of an audit firm. Well-known
auditors produce higher quality audits to
protect their reputational capital and remain

independent from their clients (Bacha et al.,
2021). Hassanzadeh & Yarmohammadi
(2024) investigated the effect of corporate
governance, social and environmental
disclosure on dividend payments and
whether audit quality moderates the
relationship between corporate governance,
social and environmental disclosure and
dividend payments. They used panel data
method and EViews software to estimate
the research model and test the research
hypotheses. The results of their research
indicated that corporate governance, social
and environmental disclosure has a positive
and significant effect on corporate dividend
payout. Also, audit quality has a significant
moderating role in the relationship between
corporate  governance, social  and
environmental disclosure and corporate
dividend payout. Jung & Yoo (2023)
examined the moderating effect of market
competition on environmental, social, and
corporate governance activities and firm
performance and concluded that there is a
positive relationship between
environmental, social, and corporate
governance activities and market value, and
that the relationship between
environmental, social, and corporate
governance activities and profit margin is
linear. Based on what has been said and in
accordance with the research topic, the
following  hypotheses  have  been
formulated:

1) Environmental, Social and Governance
(ESG) factors affect corporate financial
performance (CFP) in companies that listed
on the Tehran Stock Exchange.

2) Environmental, Social and Governance
(ESG) factors affect corporate financial
performance (CFP) with a moderating role
of audit quality in companies listed on the
Tehran Stock Exchange.

Methodology

One of the most important steps in
conducting any scientific research is its
methodology. If research has a very strong
theoretical basis and its data is collected
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accurately and completely, but an
appropriate research method is not used to
analyze the data, the research results will
not be very reliable. For this reason, to
reject or not reject the hypotheses of any
research, it is necessary to adopt an
appropriate research methodology and
methodology. It is  under these
circumstances that the research findings are
reliable, and their results can be used for
decision-making. The present research is
applied in terms of classification based on
the purpose. Because the results of this
research can be used by companies. Also,
this research is analytical-descriptive in
nature, which’ll examine the correlation
between variables, and in terms of time
dimension, it is a type of post-event
research. That is, it uses historical
information of the companies under study.
The statistical population of the present
study includes companies listed on the
Tehran Stock Exchange for 2014-2022.
The reasons for selecting the statistical
population are as follows:

1. Access to the financial information of
the mentioned companies is possible.

2. Specific criteria and regulations have
been established for accepting and
continuing the activities of companies
on the stock exchange and their
reporting methods, so it seems that the
information contained in the financial
statements of these companies is of
higher quality and their information is
more reliable.

3. Information from companies listed on
the stock exchange is more reliable
due to the application of supervision
and the existence of specific
regulations.

4. If other information is needed, access
to that information is possible.

Due to the large size of the statistical
population and the existence of some
inconsistencies among the members of the
population, we refer only to organizations
that have the characteristics of the desired
population for selection. Considering the
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above-mentioned limitations, 101
companies were selected as the research
sample from 408 companies through
screening and their financial statements for
the mentioned period were examined.

To examine the research hypotheses, the
two models used in the research of Zahid et
al. (2022) will be used.

The first model for the first hypothesis:

CFP; s = Bo + P1ESG; + + B,Size; + B3LEV;,
+ Si,t

Second model for the second hypothesis:

CFP;; = Bo + B1ESG;; + B,DA;;
+ B3DA;, % ESGy,
+ ﬁ45izei,t + ﬁsLEvi,t + gi,t

Results

The reliability of the research variables was
tested using the Levine, Lin, and Cho test.
If the research variables are not stable, it
will cause the problem of spurious
regression, whether in the case of time
series data or in combined data. The test
results show that all variables are stable.
The presented models are used to test the
research hypothesis. Before fitting the
models, it is necessary to perform the F-
Limer test to examine the use of the fixed-
effects panel data method versus the mixed
data method for the above models. The
results showed that the combined data
model is the preferred method.

According to the results and considering the
F-statistic obtained as 154.483 and its error
level (0.000), it can be claimed that the
research model is highly significant overall.
Also, considering the adjusted coefficient
of determination obtained for this model,
which is equal to 0.336, it can be stated that
the independent and control variables of the
research explain the changes in the
dependent variable by more than 0.336. In
addition, considering the value of the
Durbin-Watson statistic, which is equal to
1.755 and is between 1.5 and 2.5, it can be
claimed that there is no first-order



Baharloo / Investigating the impact of environmental, social and governance factors on ... 68

autocorrelation between the residuals of the
model. The results of the estimation of the
first model of the research show that the
coefficient of the variable of environmental,
social and governance factors is equal to
0.011 and its significance level is equal to
0.049, which is less than 0.05. Therefore,
environmental, social, and governance
factors have a positive and significant
impact on the financial performance of
companies listed on the Tehran Stock
Exchange, confirming the first hypothesis
of this study.

The results, considering the F-statistic of
314.93 and its significance level (0.000),
indicate that the research model is highly
significant overall. Also, considering the
adjusted coefficient of determination for
this model, which is 0.337, it can be stated
that the independent and control variables
explain more than 33.7% of the variation in
the dependent variable. In addition,
considering the value of the Durbin-Watson
test, which is equal to 1.748, it can be
claimed that there is no first-order
autocorrelation between the residuals of the
model. The results of the estimation of the
second research model show that the
coefficient of the variable of environmental,
social and governance factors*audit quality
is equal to 0.006 and its significance level is
equal to 0.008, which is less than 0.05. This
means that the audit quality variable
positively and significantly moderates the
impact of environmental, social, and
governance factors on companies' financial
performance; as a result, the second
hypothesis of this study is confirmed.

Conclusions

The aim of this study is to investigate the
effect of environmental, social and
governance factors on the financial
performance of the company with the
moderating role of audit quality in
companies listed on the Tehran Stock
Exchange. To achieve the stated objective,
two hypotheses were formulated. The
results of the estimation of the first model

of the research show that the coefficient of
the variable of environmental, social and
governance factors was equal to 0.011 and
its significance level was equal to 0.040,
which is less than 0.05. Therefore,
environmental, social, and governance
factors have a positive and significant
impact on the financial performance of
companies that are members of the Tehran
Stock Exchange, and as a result, the first
hypothesis of this study is confirmed. These
findings are consistent with the results of
Zandi & Faghani Makrani (2018). The
significance of this hypothesis was also
confirmed in the study of Zahid er al.
(2022), but the direction of the relationship
was reversed, contrary to the results of this
study. This difference could be due to the
different statistical populations of the two
studies and the role of economic-political
factors in the research results. Today,
companies are under great pressure from
their domestic and foreign shareholders to
disclose environmental, social, and
governance factors. Therefore, by meeting
this need of their stakeholders, companies
restore credibility, which ultimately has a
positive impact on the company's financial
performance. The results of the second
model estimation showed that the
coefficient of the variable environmental,
social and governance factors*audit quality
was 0.006 and its significance level was
0.008, which is less than 0.05. This means
that the audit quality variable positively and
significantly moderates the impact of
environmental, social and governance
factors on the financial performance of
companies; as a result, the second
hypothesis of this study is confirmed. This
finding is consistent with the results of the
study by Zahid et al. (2022). According to
the agency theory proposed by Meckling &
Jensen (1976), auditing is a vital method to
reduce information asymmetry, curb
opportunistic behaviors, and enhance ESG
performance. Therefore, the higher the
quality of auditing, the more accurate and
reliable financial reporting will be, and the
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more selfish and opportunistic behaviors of
managers will be reduced, resulting in
improved financial and non-financial
reporting performance.

Data Availability Statement

The data that support the findings of this
study are available from the corresponding
author, upon reasonable request.
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