Financial Accounting Research

E-ISSN: 2322-3405

Vol. 18, Issue 1, No.67, 2025, P: 105- 140
Received: 22.05.2026 Accepted: 28.09.2026

Financial Accounting Research

The Relationship between ESG Performance and the Readability of Annual Financial
Reports: The Moderating Roles of Corporate Reputation and Media Coverage

Maryam Kazemizadeh Farnoud “*': PhD Student, Department of Accounting, Ta.C., Islamic
Azad University, Tabriz, Iran
m.kazemizadeh@iau.ir

Younes Badavar Nahandi ““': Associate Professor, Department of Accounting, Ta.C., Islamic
Azad University, Tabriz, Iran
badavarnahandi@iau.ac.ir

Abstract

The readability of financial reports plays a crucial role in enabling different stakeholder groups to
better understand financial information. In addition, environmental, social, and governance (ESG)
performance reflects the extent of a company’s transparency, accountability, fairness, and its
attention to stakeholders’ rights. This study aims to examine the relationship between
environmental, social, and governance performance and the readability of financial reports,
considering the roles of media coverage and corporate reputation. For this purpose, data from 187
companies listed on the Tehran Stock Exchange during the period 2020-2024 were collected
through a screening process and analyzed using multiple regression based on panel data. The
findings indicate a positive relationship between environmental, social, and governance
performance and the readability of financial reports. Moreover, media coverage and corporate
reputation play complementary roles in strengthening this positive relationship. The results of this
study can contribute to a better understanding of the role of ESG performance and the reinforcing
effect of media coverage and corporate reputation as external monitoring mechanisms in improving
the transparency of financial reporting.
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Introduction

This study examines the relationship between firms' environmental, social, and governance
(ESG) performance and the readability of financial reports. In recent years, increasing
attention has been directed toward the transparency and credibility of corporate reporting,
particularly following major corporate scandals and financial reporting failures. As
stakeholders rely heavily on corporate disclosures to evaluate firms' performance and
sustainability, the clarity and understandability of financial reports have become critical
elements of effective communication between companies and market participants. In this
context, ESG performance has emerged as an important indicator of a firm's commitment
to responsible and transparent business practices. Readability is an essential characteristic
of high-quality financial reporting because it determines how easily users can process and
interpret the information contained in corporate disclosures. Financial reports that are
written in complex or ambiguous language may hinder users' ability to understand firm
performance and may increase information asymmetry between managers and
stakeholders. Consequently, readability has attracted growing attention in the accounting
literature as an important dimension of disclosure quality and corporate transparency.
When financial narratives are clear and accessible, they can enhance the usefulness of
financial reports and facilitate more informed decision-making by investors, analysts, and
other stakeholders.

Within this context, ESG performance may play a role in shaping firms' disclosure
practices and the way financial information is communicated. Firms that actively engage in
environmental, social, and governance activities often face greater expectations from
stakeholders regarding transparency, accountability, and responsible reporting. At the same
time, corporate disclosures may vary depending on managerial incentives and external
pressures, making the relationship between ESG performance and the readability of
financial reports a relevant topic for investigation. In addition to internal corporate
practices, external monitoring mechanisms may also influence firms' disclosure behavior.
Among these mechanisms, corporate reputation and media coverage are often viewed as
important sources of external scrutiny. Corporate reputation reflects the overall evaluation
of a firm by its stakeholders and represents an intangible asset that firms seek to maintain
and protect. Similarly, media coverage increases public visibility and exposes firms to
broader stakeholder attention. When firms operate under greater external observation,
managers may become more attentive to the way information is presented in corporate
reports. Therefore, examining the role of corporate reputation and media coverage
alongside ESG performance can provide a more comprehensive understanding of the
factors that shape the readability of financial reports.

Methodology

This study develops three main hypotheses, consistent with the original article: Hypothesis
1: There is a positive relationship between firms' environmental, social, and governance
(ESG) performance and the readability of financial reports. Hypothesis 2: Media coverage
strengthens the positive relationship between firms' environmental, social, and governance
(ESG) performance and the readability of financial reports. Hypothesis 3: Corporate
reputation strengthens the positive relationship between firms' environmental, social, and
governance (ESG) performance and the readability of financial reports. To test these
hypotheses, we employed a panel-data multiple regression model. The research uses data
from 187 companies listed on the Tehran Stock Exchange over the period 2020-2024. The
sample is selected through a screening process, and the hypotheses are tested using panel-
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data-based multiple regression models, incorporating ESG performance, financial report
readability, media coverage, and corporate reputation.

ESG performance was measured using a composite index of environmental, social, and
governance scores, while readability was measured via the FOG and Flesch—Kincaid
indices, providing a standardized metric for evaluating the clarity and ease of
understanding of the reports. Media coverage and corporate reputation were included as
moderating variables, and several firm-specific control variables were added to the model
to isolate the effect of ESG on report readability.

Findings

The findings of the study indicate that there is a positive and significant relationship
between environmental, social, and governance (ESG) performance and the readability of
financial reports. This means that companies with better ESG performance tend to present
financial reports that are clearer, more organized, and easier for stakeholders to understand.
In addition, the results show that media coverage and corporate reputation play
complementary and strengthening roles in this relationship. Specifically, greater media
attention and stronger corporate reputation enhance the positive effect of ESG performance
on the readability of financial reports. Overall, the study suggests that ESG performance
contributes to improving the transparency of financial reporting, while media coverage and
corporate reputation act as external monitoring mechanisms that further reinforce this
positive effect.

Conclusion

This study investigated the relationship between firms’ environmental, social, and
governance (ESG) performance and the readability of financial reports, while also
considering the moderating roles of media coverage and corporate reputation. The analysis
was conducted to determine whether ESG-related corporate practices are associated with
the clarity and understandability of financial disclosures and whether external visibility and
reputational factors influence this relationship. The empirical findings indicate that firms
with stronger ESG performance generally tend to provide financial reports that are more
readable and easier for users to understand. This suggests that companies that place greater
emphasis on environmental responsibility, social commitments, and effective governance
practices may also demonstrate a stronger inclination toward transparent communication
with stakeholders. Improved readability can reduce ambiguity in financial narratives and
facilitate a clearer presentation of corporate performance and financial information. The
results further show that media coverage plays an important moderating role in this
relationship. Firms that receive greater attention from the media are subject to higher levels
of public visibility and scrutiny, which may encourage managers to present financial
information in a clearer and more accessible manner. In such contexts, media coverage can
intensify external monitoring and motivate companies to improve the quality and
transparency of their financial disclosures. Similarly, corporate reputation is found to
strengthen the relationship between ESG performance and financial report readability.
Firms with stronger reputational standing are likely to be more attentive to maintaining
stakeholder confidence and preserving their credibility in the market. As a result, these
firms may place greater emphasis on presenting financial information transparently and
understandably to sustain their positive image and meet stakeholder expectations. Overall,
the findings suggest that ESG performance, media coverage, and corporate reputation
function as complementary mechanisms that collectively contribute to enhancing the
clarity and transparency of corporate financial reporting. By improving the readability of
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financial reports, these factors can help stakeholders interpret financial information more
effectively and support more informed economic decision making.
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Table 2: List of environmental, social, and governance performance indicators
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Table 3: Research control variables
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Table 4: Descriptive statistics of the research variables
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Table 5: Results of the F-Limer (Chow) Test
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Table 6: Results of the Hausman Test
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Table 7: Results of the Heteroscedasticity Test
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Table 8: Results of the Serial Autocorrelation Test
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Table 9: The results of the first research model
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Table 10: The results of the second research model
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Table 11: The results of the third research model
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