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 The current study is to deal with the relation between earning quality and level of CSR 

disclosure in Tehran stock exchange. The study is a kind of descriptive and practical 

research. All listed companies in Tehran stock exchange were selected as statistical 
population during 2008 to 2012. So, there are 88 listed companies in this research. 

Earning quality and level of CSR disclosure are considered as independent and 

dependent variables, respectively. Also, four control variables of firm size, financial 
leverage, firm age and type of industry have been used. So, three hypotheses are 

provided and related data are collected. To examine the research’s hypotheses, Eviews7 

software is applied. Ordinary Least Squares (OLS) is used to approve/reject the 
hypotheses, and heteroscedasticity pre-tests and fixed effects is applied to perform these 

tests. The results show that there is no significant relation between earning quality and 

environmental CSR in Tehran stock exchange. On the contrary, there is a significant 
relation between earning quality and economical CSR in Tehran stock exchange.  
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INTRODUCTION 

 

 The term of “CSR” refers to the rising a movement which tries to inserting environmental and social factors 

in companies’ business decisions, business strategy, and accounting with the goal of increasing social and 

environmental performance in line with economic dimensions, as they are effective for business units, society 

and environment. Although the concept of CSR is widely discussed theoretically and practically, there is no 

accepted conceptual definition [17]. On the other hand, earning is one of the most essential elements of financial 

statements that are always heavily considered and it has been used as an index for measuring continuation of 

activities, efficiency and reviewing of the representatives’ contract structures in business units. The evidences 

show that accounting profits is a suitable index for stock returns and predicting future cash flows, but some 

analysts concluded that economic profit is a more suitable index than accounting profits in predicting future 

cash flows due to using conservative limits and the importance of determining accounting profits.  

 In this regard, Yazdi et al, [18] examined feasibility of CSR reporting in the listed companies in Iran stock 

exchange. The findings indicate that the related recommendations should be developed and some activities 

should be done to persuade the Iranian companies to disclose social information, and professional accounting 

institutions should play their active role in this process. Pyo & Lee [12] examined the relation between CSR 

voluntary disclosure and earning quality during 1998 to 2011. Their results demonstrate that the companies 

tending to voluntary disclosure have higher reporting quality. The results of Saloski & Zolec research indicated 

that there is a significant relation between CSR voluntary disclosure, corporate governance and earning 

management in Korean companies during 2000 to 2001. Their results show that there is a negative and 

significant association between CSR voluntary disclosure and earning management. The results also indicate 

that the above relation is weak in high ownership composition companies.  

 Generally, we try to examine the relation between earning quality and level of CSR disclosure in Tehran 

stock exchange. It seems the answer to this question can effective for executive and non-executive managers, 

actual, institutional investors and independent accountants. 
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2. Research methodology: 

2.1. Research method: 

 The research plan is semi-empirical and is done using post-event approaches (using past information). It is 

quantitative based on the nature of data and it is regarded as practical based on the research’s goal. 

 

2.2. Research hypothesis: 

Primary hypothesis: 

 There is a significant relation between earning quality and CSR in Tehran stock exchange.  

 

Secondary hypotheses: 

 There is a significant relation between earning quality and environmental CSR in Tehran stock exchange.  

 There is a significant relation between earning quality and economical CSR in Tehran stock exchange.  

 There is a significant relation between earning quality and social CSR in Tehran stock exchange.  

 

2.3. Statistical population and research’s sample: 

 The population of the research is composed of all listed companies in Tehran stock exchange which are 

accepted during 2008 to 2012. In this research, 352 companies were selected among 421 listed companies in 

Tehran stock exchange through selection systematic omission, and 69 companies were finally selected through 

Cochrane method. Cochrane method is defined as: 

 
 In the above formula, maximum permissible error (d) is 0/05, confidence coefficient is 0/95, t= 1/96, p and 

q are 0/5 and population volume is N. The amount of P is considered 0/5, because if p=0/5, so m would find his 

maximum amount and it causes the sample to be big enough.  

 

2.4. Operational definition of the research’s variables: 

2.4.1. Level/Degree of (environmental, economical and social) CSR: 

 105 Disclosure index in three dimensions: economic, social and environmental development of zero and 

one (CSR disclosure model of Ghodratollah Barzegar’s PhD thesis is used in this research.) 

 

2.4.2. Earning management: 

 Earning quality index is the quality of accruals in this research. Like Francis et al, and Rahmani & 

Fallahnezhad, remainders from the estimated model by Dicho & Dicho and adjusted by Mc Niccles (2002) is 

used based on the equation (1) to measure the quality of accruals: 

 
Accrualsi.t: change in a company’s working capital accruals during the year t and t-1 

Cash flowi,t-1: net working cash flows of the company i in the year t-1 

Cash flowi-t: net working cash flows of the company i in year t 

Cash flowi, t+1: net working cash flows of the company i in year t+1 

ΔRevenuei.t: change in sale revenue of the company i during the years i and t-1 

Fixed assetsi.t: gross properties, machinery and equipments of the company i at the end of year t. 

(εi,t): remainder from the model for the company i in the year t that is the index for determination of accruals.  

 
Table 1: Operating definition of the research control variables. 

 Variable name Way of measuring 

Control variables 
 

Size Natural logarithm of total assets 

Financial leverage Total debt divided into total assets 

Age Based on the listed years in stock exchange 

Industry Based on stock exchange classification 

 

2.5. Research model: 

 
CSRD: corporate social responsibility disclosure 

Earnings quality: the quality of earnings 

Industry: type of industry 

Age: age of a firm 

Size: size of a firm 
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Leverage: financial leverage 

 

2.6. Data analysis method: 

 In this research, combined data is used to test the hypotheses. Time (the studied years) and sectional (the 

studied firms) series data are combined in this method. Combined data is used due to its high number of 

observation, enhancing freedom degree, decreasing heteroskedasticity and dynamic studying of changes. To 

estimate efficiency of a regression model, one model of common effects, fixed effects and random effects are 

selected using combined data. F-Limer test is one of the above models which are used to select between 

common effects and fixed effects models that if fixed effects model is selected, Hausman is applied to select 

between fixed effects and random effects models. Also autocorrelation of error terms, heteroskedasticity and 

normality of data will have been examined. Adjusted R
2
 and F-Fisher test are used for describing of descriptive 

variables, and examining of significancy of statistics and general efficiency of the model, respectively. Excel 

and EVIEWS 7 software are also used to make statistical analyses.  

 

3. Results: 

3.1. Descriptive statistics: 

 
Table 2: Central and distribution indexes of each research variables. 

Variable name Min. Max. Average SD 

Environmental dimension of CSR 9 33 15.6 0.41 

Economical dimension of CSR 12 59 21.7 0.26 

Social dimension of CSR 6 42 16.3 0.73 

Earnings quality 0.115 0.627 0.244 0.196 

Firm size 11.32 39.02 19.66 4.15 

Financial leverage 0.15 0.82 0.46 0.35 

Firm age 5 16 8.32 0.46 

 

3.2. Examination of heteroskedasticity: 

 In this chapter, we examine heteroskedasticity which is originated from different properties of companies. If 

sectional units have similar variance but their variances are different through all units, group wise 

heteroskedasticity is occurred. Like examination of variables’ stagnation, applying a suitable model is necessary 

for combined data. We use modified Wald statistics to examine group wise heteroskedasticity among the 

remainders of fixed effects regression model. Regarding the lack of this test in EVIEWS software, Stata11 

software is used in this chapter. The results show that we must approve H0 similar variance. 

 
Table 3: Results of heteroskedasticity test using modified Wald statistics. 

Description Ch-square statistics Possibility 

Modified Wald statistics -8254.62 0.7562 

 

3.3. Determination of estimation model/test for examining significance of fixed effects method: 

 The current estimation model is based on panel data. The combined data is originated from “time series 

dada” and “sectional data”. There are some failures in both models which it can be reduced in panel model. In 

panel method, we firstly use F-test and Hausman to select between fixed effect and random effect which their 

results are available in the following tables: 

 

3.3.1. F statistics test 

 
Table 4: Results of F statistics test. 

Description Statistics 
Freedom 

degree 
Possibility 

Cross-section F 1.926336 87 *0.004 

Cross-section Chi square 141.485225 87 *0.002 

 

3.3.2. Hausman test:  

 
Table 5: Results of Hausman test. 

Description Statistics 
Freedom 

degree 
Possibility 

Cross-section F 7.111475 14 *0.006 

 

 Regarding the results of both tests (F and Hausman), the obtained possibility were less than 5% in each 

tests, so fixed effects method should be used in the related regression model. 

 

3.4. First hypothesis test: 
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Table 6: Regression test of the first hypothesis. 

Variable name Impact factor SD T statistics Significance level 

Fixed 0.244 0.227 2.104 *0.009 

Earnings quality 0.349 0.612 1.415 0.061 

Firm size 0.151 0.551 1.936 *0.012 

Financial leverage -0.026 0.379 -1.847 *0.029 

Firm age 0.432 0.255 1.769 *0.043 

Type of industry 0.118 0.412 1.106 0.094 

* 5% error level 
 

Table 7: Explanation and significance ability of whole model. 

R 
 

DW 

ANOVA 

Coefficient of determination 
Adjusted coefficient of 
determination 

F Sig. 

0.448 0.439 1.529 9.662 0.000* 

* 1% error level 

 

 Regarding the table 6, since Durbin-Watson statistic test value is determined among 1.5 to 2.5, lack of 

correlation between errors is not rejected and regression can be used. Due to F value test is significant (9.662) in 

error level less than 0.01, it can be concluded that panel research regression model which composed of 

independent, control and dependent variables is a suitable model and independent and control changes can 

describe CSR. The adjusted coefficient of determination is equaled with 0.439 and it indicates that 43.9% of 

variables changes are depended on independent variables of this equation. The impact coefficient of earnings 

management on environmental dimension of CSR is (0.349), and it indicates that earnings management has 

positive and direct impact on environmental dimension of CSR. Regarding the significant level of t statistics of 

earnings management on the level of environmental CSR (0.061), H0 hypothesis is rejected with 95% 

confidence due to its error level is less than 5%. It can be stated that there is no significant relation between 

earnings management and level of environmental CSR in the listed companies of Tehran stock exchange.  

 

3.5. Second hypothesis test: 

 
Table 8: Regression test of the Second hypothesis. 

Variable name Impact factor SD T statistics Significance level 

Fixed 0.248 0.514 2.104 *0.011 

Earnings quality 0.356 0.602 2.334 *0.001 

Firm size 0.314 0.337 1.962 *0.014 

Financial leverage -0.106 0.748 -2.413 *0.000 

Firm age 0.225 0.326 1.663 *0.048 

Type of industry 0.164 0.566 1.745 *0.036 

* 5% error level 
 

Table 9: Explanation and significance ability of whole model. 

R 
 

DW 

ANOVA 

Coefficient of determination 
Adjusted coefficient of 

determination 
F Sig. 

0.621 0.628 1.663 9.142 **0.000 

* 1% error level 

 

 Regarding the table 8, since Durbin-Watson statistic test value is determined among 1.5 to 2.5, lack of 

correlation between errors is not rejected and regression can be used. Due to F value test is significant (9.142) in 

error level less than 0.01, it can be concluded that panel research regression model which composed of 

independent, control and dependent variables is a suitable model and independent and control changes can 

describe CSR. The adjusted coefficient of determination is equaled with 0.608 and it indicates that 60.8% of 

variables changes are depended on independent variables of this equation. The impact coefficient of earnings 

management on economical dimension of CSR is (0.356), and it indicates that earnings management has 

positive and direct impact on economical dimension of CSR. Regarding the significant level of t statistics of 

earnings management on the level of environmental CSR (0.001), H0 hypothesis is rejected with 95% 

confidence due to its error level is less than 5%. It can be stated that there is a significant relation between 

earnings management and level of environmental CSR in the listed companies of Tehran stock exchange. The 

empirical research model is: 

 
 

3.6. Third hypothesis test: 
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Table 10: Regression test of the Third hypothesis. 

Variable name Impact factor SD T statistics Significance level 

Fixed 0.559 0.623 1.962 *0.011 

Earnings quality 0.275 0.224 2.379 *0.000 

Firm size 0.362 0.512 1.614 *0.048 

Financial leverage -0.118 0.589 -1.106 0.086 

Firm age 0.066 0.661 2.245 *0.007 

Type of industry 0.378 0.348 1.267 0.072 

* 5% error level 
 

Table 11: Explanation and significance ability of whole model. 

R 
 

DW 

ANOVA 

Coefficient of determination 
Adjusted coefficient of 

determination 
F Sig. 

0.426 0.416 1.903 9.258 **0.000 

* 1% error level 

 

 Regarding the table 10, since Durbin-Watson statistic test value is determined among 1.5 to 2.5, lack of 

correlation between errors is not rejected and regression can be used. Due to F value test is significant (9.258) in 

error level less than 0.01, it can be concluded that panel research regression model which composed of 

independent, control and dependent variables is a suitable model and independent and control changes can 

describe CSR. The adjusted coefficient of determination is equaled with 0.416 and it indicates that 41.6% of 

variables changes are depended on independent variables of this equation. The impact coefficient of earnings 

management on social dimension of CSR is (0.257), and it indicates that earnings management has positive and 

direct impact on social dimension of CSR. Regarding the significant level of t statistics of earnings management 

on the level of environmental CSR (0.001), H0 hypothesis is rejected with 95% confidence due to its error level 

is less than 5%. It can be stated that there is a significant relation between earnings management and level of 

social CSR in the listed companies of Tehran stock exchange. The empirical research model is:  

 
 

Conclusion and recommendation: 

 The goal of the research is to examine the relation between earnings management and CSR disclosure of the 

companies in Tehran stock exchange. According to the results of the research, it is recommended that the listed 

companies should emphasize on economical, social and environmental dimensions of their activities to provide 

more transparency and better accountability to stakeholders. Also, the results indicate that earning quality can be 

influencing factor on CSR disclosure. It can be suggested to managers and other decision-makers that they can 

enhance their disclosure with emphasizing on earnings management. It is also recommended that companies try 

to establish a unit or an independent committee of social responsibility into organizational structure in order to 

provide strategies, goals and CSR programs and monitor different dimensions of eternal development approach.  
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