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Abstract

Today, the importance of water resources in the industry sector is evident to everyone, and companies are
increasingly taking steps towards the optimal management of water resources and the disclosure of water-related
information in the form of reports that have informational content and will have many consequences, Therefore,
the purpose of this research is to investigate the interrelationship of corporate water reporting on financial
performance and firm value in Tehran Stock Exchange member companies using simultaneous equations. This
research is descriptive in terms of practical purpose and information collection method. The studied population is
the member companies of the Tehran Stock Exchange, 102 companies were selected in the 10-year period from
2012-2021 by elimination method. The research findings showed that there is a positive and reciprocal relationship
between corporate water reporting and asset return, but there is no reciprocal relationship between corporate water
reporting and equity return. Also the relationship between corporate water reporting and firm value is one-sided
and only corporate water reporting has a negative effect on firm value. These findings can be useful for managers
and investors to better understand the consequences of water reporting in the company and help managers to have
a more appropriate plan for the management of corporate water resources and also help investors in choosing the
optimal portfolio.
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1- Introduction

In recent years, the issue of water in companies, followed by corporate water reporting, has become a topic worthy
of attention among professional associations at the international level. The reason for this is several factors. First,
water is necessary for life on earth and it is considered as a human right and is one of the goals of sustainable
development of the United Nations, and its management has become a social and environmental issue. Second,
with the increase in the population of the earth, climate changes, and the economic development of countries, the
need for fresh water and its shortage are felt more. On the other hand, water is no longer considered a free
commodity available to the public. Also, due to the economic growth of countries, and the excessive consumption
of water and wastewater discharge in industrial production processes, other industrial managers cannot take the
availability of water for granted and they need better management of water resources, which is no longer possible
with traditional methods. Industries, in order to continue their activities, must consider its quality in addition to
access to water, and they need more accurate data as well as more advanced management strategies. We expect
that the current research can cause the attention and new approach of the researchers considering the importance
of the issue and since Iran also needs more efficient water management due to the drought and also since no
research has been presented in Iran related to the consequences of corporate water reporting. The simultaneous
effect of disclosing water information on the financial performance and value of the company has not been
investigated, it is a subject that can be researched and can increase knowledge. Accordingly, the research seeks to
answer the question of whether there is a simultaneous relationship between corporate water reporting and
financial performance and company value. In this study, return on assets (ROA) and return on equity (ROE) were
used to evaluate the financial performance of the company, and the natural logarithm index of tobin’s Q (LnQ)
was used to measure the value of the company.

2- Hypotheses

H1: There is a reciprocal relationship between corporate water reporting and financial performance of the
company.

H2: There is a reciprocal relationship between corporate water reporting and corporate value.
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3- Methods

The research is applied in terms of its purpose and descriptive in terms of its data collection method. The data for
this research was collected through content analysis and archival study from listed companies on the Tehran Stock
Exchange. A total of 102 companies were selected over a 10-year period from 2012-2021 based on their
involvement in water-sensitive industries and their disclosure of water-related information in their annual reports.
The systematic elimination method was used to select these companies, resulting in a total of 102 companies (1020
company-years) being included in the study.

The disclosure of water reporting was measured using a checklist developed by Asnad and Fakhari (2023), which
consists of 41 items grouped into seven indicators. These indicators include: 1) Water-related performance
includes 14 components: corporate performance (the amount of water withdrawal, the amount of water
consumption, the amount of water discharge, the quality of wastewater discharge, water treatment and reuse);
performance related to the facility; Data analysis (the amount of hydrocarbons in discharged water; the amount of
productivity in water; separation based on life cycle stages; the degree of deviation of consumed water from the
standards; analysis of blue, green, gray water; analysis of water ratios with population data; expression of relevant
comparative information to water compared to previous years); Water target. 2) The Impacts include three
components: the environmental-social-governance (ESG) benefits; the impact of water pollution; the impact of
penalties for water-related regulatory violations. 3) Risks and opportunities include three components: risk
management; risks; Opportunities. 4) Water governance includes six components: Provide water policy; Board’s
oversight of water policy; Employee education; Provide incentives to employees or board members for the
management of water —related issues; Stakeholder engagement; Supplier engagement (collaboration/training). 5)
The strategy includes seven components: Determine plan strategy related to water; Organization’s water-related
capital expenditure (CAPEX) for the reporting year; Organization’s water-related operating expenditure (OPEX)
for the reporting year; Use scenario analysis to inform its business strategy; Water pricing; Classify any of your
current products and, or services as low water impact; Necessary actions to steward water in company. 6) The
water regulations, rights, and restrictions include three components: amount of deviation of regulation and
standards related to water; Water rights; Water restrictions. 7) The metrics includes five components: disclosure
of water stress; Assessment of water quality; Water accounts; Water accounting statements; Verification of water
information and assurance.

4- Results

Based on the results, the range of changes in water reporting disclosure ranges from 0 to 23. Out of the 41
components in the disclosure checklist, the highest amount of disclosure observed was 23, with an average
disclosure score of 5.57 among the 102 investigated companies. Furthermore, the research findings suggest a
positive relationship between corporate water reporting and asset return, but there is no reciprocal relationship
between corporate water reporting and equity return. Also the relationship between corporate water reporting and
firm value is one-sided and only corporate water reporting has a negative effect on firm value.

5- Discussion and Conclusion

This study helps to expand studies in the field of water information disclosure as well as environmental information
disclosure from both theoretical and practical aspects, which can lead to increasing the motivation of companies
for corporate water reporting and attract the attention of legislators and the government to oblige companies to
disclose water. These findings can be useful for managers and investors to better understand the consequences of
water reporting in companies and help managers to have a more appropriate plan for managing corporate water
resources and also help investors in choosing the optimal portfolio.
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