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Abstract: In this study, the impact of sustainability reporting model
categories has been addressed in the context of structural equation
modeling. The research was conducted using structural equation modeling
and a questionnaire. The statistical population of this study consists of
capital market activists and faculty members. Confirmatory factor analysis
using the partial least squares method was used to validate 29 main
variables and sustainability reporting items. The findings from structural
equations indicate a favorable relationship in the factor structure of the
model; in this way, there is a significant relationship between the variables
of economic, financial, environmental sustainability, social sustainability,
sustainability governance and company characteristics with their first-
order variables. Also, between the third-order variable and the second-
order variables and between the fourth-order variable of sustainability
reporting with the variables of financial sustainability and non-financial
sustainability reporting showed that there are significant causal
relationships. The findings can be considered as a solution for changing the
organizational management of companies, transparency in all corporate
affairs such as economic affairs, urban and environmental services and
social responsibility, and responsiveness to the needs of all stakeholders.
The results of the research can be effective for accountants and management
in improving the quality of sustainability reporting and presenting
sustainability reports independently.
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Extended Abstract

Introduction

The term "sustainability” was first defined in the Brundtland Report (1987) as "development that
meets the needs of the present without compromising the ability of future generations to meet their
own needs" (Burton, 1987, p. 27). Sustainability is a relatively modern concept, described as "the
pursuit of business growth strategies through the allocation of a firm’s financial or non-financial
resources” and fundamentally represents a process aimed at achieving all five dimensions
(economic, governance, social, ethical, and environmental) of sustainability performance
(Nzekwe, Okoye, & Amabhalu, 2021, p. 275). Sustainability reporting is a corporate disclosure that
provides information on economic, environmental, social, and governance (ESG) performance
(Abdi, Kordestani, & Rezazadeh, 2020, p. 90). It focuses on activities that enhance sustainable
economic and non-financial performance by maximizing corporate governance effectiveness and
business opportunities while minimizing environmental and social harm—ultimately ensuring
long-term success in creating shareholder value (Esa, Mohamad, & Zahari, 2024, p. 12). A 2013
United Nations study highlights that the non-financial dimensions of sustainability reporting are
as critical as financial metrics, making them value-relevant for investors. These dimensions reveal
new risks and opportunities when assessing portfolio investment valuations (Das, Khalilur
Rahman, & Roy, 2024, p. 75). Maduno et al. (2016) define environmental reporting as the
assessment of environmental issues' impact on a firm’s financial performance, emphasizing the
need for improved disclosure practices in corporate annual reports. Social reporting, on the other
hand, refers to businesses' commitments to adopting policies, decisions, or actions aligned with
societal goals and values (Arora & Anwer, 2022, p. 981). Corporate Social Responsibility (CSR)
refers to a company's accountability for its societal impact. Firms demonstrate social responsibility
by complying with legal requirements and integrating social, environmental, ethical, consumer,
and human rights concerns into their business strategies and operations. These companies disclose
their CSR achievements (i.e., social and environmental performance) to stakeholders through
annual reports and corporate websites (Hidayat, Ismail, Taqi, & Yulianto, 2024, p. 25).

Theoretical framework

Stakeholder theory suggests that sustainability activities and performance enhance a firm’s long-
term value by fulfilling corporate social responsibilities, meeting environmental commitments,
and improving reputation (Weber, 2008, p. 251). However, these sustainability initiatives may
require significant resource allocation, which could conflict with shareholder wealth maximization
objectives, compelling management to invest only in sustainability projects that contribute to long-
term financial stability. Stakeholder theory applies to all managerial processes, implying that
synergy and integration among all elements of a business model and its processes are essential for
achieving overall sustainable performance goals (Contrafatto, 2014, p. 410). The application of
stakeholder theory in management processes demonstrates that a company should be viewed as an
interconnected system of all managerial components—including processes and operations, final
products, customer interfaces, distribution channels, and services—integrated to achieve
sustainable performance across all five dimensions (Nzekwe et al., 2021, p. 272). Legitimacy
theory posits that firms must maintain their legitimacy by fulfilling social and political contracts.
Companies should disclose relevant and material financial sustainability information and engage
in non-financial sustainability activities to gain legitimacy and fulfill their "social contract” (Mol,
van Schie, & Budding, 2025, p. 212). This theory indicates that non-financial sustainability
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performance is desirable for all stakeholders, including customers, society, and the environment.
It further suggests that non-compliance with social norms and environmental requirements
threatens an organization’s legitimacy and financial sustainability, prompting firms to use
environmental and social disclosures to meet societal expectations (Githaiga & Kosgei, 2023, p.
14). Signaling theory helps explain management’s motivations for achieving both financial and
non-financial sustainability dimensions and investors’ reactions to sustainability performance
disclosures (Grinblatt & Hwang, 1989, p. 400).

Methodology

This study aims to examine a sustainability reporting framework within corporate annual reports
to enhance reporting quality. Accordingly, in terms of purpose, it is an applied research study and
falls under descriptive research. The proposed framework is quantitatively analyzed using a
correlational survey method. Given the use of historical data, the present study is retrospective in
nature. Since the required data are derived from archival sources, the research is also considered
a library-based study, while the framework validation phase employs a questionnaire-based
approach. The statistical population comprises capital market professionals, including financial
analysts, certified accountants, financial managers, and academic faculty members. For sampling,
simple random sampling is used, and the sample size is determined using a formula specifically
designed for structural equation modeling (SEM). In this phase, a researcher-developed
questionnaire was used to assess the factor structure of the proposed sustainability reporting model
based on its dimensions and components (Mirzania Nokhandan et al., forthcoming). The
guestionnaire was distributed among the statistical sample. The instrument comprised 111
questions covering key dimensions: economic performance reporting, financial performance
reporting, environmental sustainability performance reporting, social sustainability performance
reporting, sustainability governance reporting, and company characteristics reporting. Responses
were evaluated using a 5-point Likert scale ranging from very high (5) to very low (1). All model
constructs demonstrated acceptable reliability, with Cronbach’s alpha values exceeding 0.7.
Additionally, the questionnaire’s content validity was reviewed and confirmed by four accounting
faculty members. The data were analyzed using partial least squares structural equation modeling
(PLS-SEM) in Smart PLS software.

Discussion and Results

Findings from the structural equation modeling indicate a well-fitted factor structure in the model.
Specifically, there are significant relationships between the variables of economic performance
reporting, financial performance, environmental sustainability, social sustainability, governance
sustainability, and firm characteristics with their respective first-order variables. Furthermore, the
analysis revealed significant causal relationships between the third-order variable and the second-
order variables, as well as between the fourth-order variable (sustainability reporting) and the
variables of financial sustainability reporting and non-financial sustainability reporting.

Conclusion

The findings can serve as a strategy for transforming organizational management in
companies, enhancing transparency across all corporate operations—including economic,
municipal service, and environmental matters—as well as social responsibility and
responsiveness to the needs of all stakeholders. Additionally, the research results can assist
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accountants and management in improving the quality of sustainability reporting and the
independent presentation of sustainability reports.
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