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ABSTRACT

The growing emphasis on Environmental, Social, and Governance (ESG) performance in the business landscape has
triggered interest in exploring company practices beyond financial strategies, such as earnings management and tax
avoidance while highlighting their role in long-term sustainability. This study examines how the complex relationships
between ESG performance, earnings management, and tax avoidance contribute to comprehensive firm activities,
specifically exploring the impact of a firm's commitment to ESG on its decisions regarding earnings management and
tax avoidance. This study uses 60 companies over five years, between 2018 - 2022, and EViews 12 software to conduct
descriptive statistics, panel models, classical assumption tests, and hypothesis testing. This study unveils a significant
negative relationship between ESG performance and tax avoidance and negative relationships between ESG
performance and earnings management through accruals and absolute discretion. Investors and stakeholders may
have greater confidence in companies with high ESG performance, as they are less likely to engage in tax avoidance,
accrual, and actual earnings management practices that could compromise financial sustainability.
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1. INTRODUCTION sustainability and societal consequences of a

company's operations, highlighting the increasing

In the evolving business landscape, companies and
individual increasingly  evaluate
companies based on their performance in three
crucial domains: environmental impact, social
responsibilities, and internal  management
practices (Boffo & Patalano, 2020). This integrated
set of criteria, Environmental, Social, and
Governance (ESG) performance, signifies a shift
beyond mere financial profits (Matos, 2020).
Stakeholders now seek to comprehend the

investors

significance of ESG performance (Cucari et al.,
2018).

The significance of ESG performance has
risen significantly in recent years, reflecting a
paradigm shift in evaluating business success
(Daugaard & Ding, 2022). ESG encompasses the
Environmental, ~ Social  responsibilities,  and
Governance, with interest in ESG growing fivefold
since 2019, surpassing interest in Corporate Social
Responsibility (Perez et al., 2022). Numerous
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companies in Indonesia are striving to enhance
their ESG performance, with over 92% of 190 Listed
Companies in IDX seeing ESG as one crucial aspect
to consider in running their businesses to ensure
long-term sustainability (Mandiri Institute, 2022).

Driven by new regulations on sustainable
finance and global commitments to address
climate change, Indonesia's ESG awareness has
accelerated in the past three years (Tamara &
Budiman, 2022). While there was a slight decrease
in investments recently, sustainable  funds
outperform other investment types, indicating
growing faith in ESG's impact on company
performance (Pastor et al, 2021). ESG initiatives
strive to integrate environmental and social
concerns into business operations, aligning with
responsible business practices (Pollman, 20271).

The existing literature has extensively
discussed the importance of ESG initiatives and
their implications for financial outcomes (Velte,
2017). However, there appears to be a research
gap in understanding how the interplay between
ESG performance, earnings management, and tax
avoidance contributes to a company's overall
dynamics. While some studies have examined the
relationship between ESG and financial practices
separately, there is an opportunity to delve into the
complex interactions and potential trade-offs
between these elements (Lanis & Richardson,
2018). Specifically, exploring how a company's
commitment to ESG impacts its decisions
regarding earnings management and  tax
avoidance remains a relatively understudied area
(Stuart et al.,, 2022).

Tax avoidance refers to companies' legal
methods to minimize tax liability (Huseynov &
Klamm, 2012). Research has examined the
relationship between a firm's ESG performance
and its tendency to engage in tax avoidance
(Fonseca, 2020). Some argue that high ESG
Performance firms avoid aggressive tax avoidance
due to reputation risks. In contrast, others suggest
that lower ESG performances may prompt firms to
utilize tax avoidance as a risk management tool
(Thomas et al., 2022). Several studies have found a

negative association between ESG performances
and tax avoidance, supporting that socially
responsible firms are less likely to participate in
aggressive tax planning (Yoon et al, 2027).
Earnings management involves skillful adjustments
to financial statements for specific financial
outcomes (Roychowdhury et al., 2019). Companies
may manage earnings to meet financial targets,
influence stock prices, or reduce tax liabilities
(Neifar & Utz, 2019); (Toumeh et al., 2020). Some
studies suggest that firms with higher ESG
performances are less likely to manage earnings
(Andriani & Arsjah, 2022); (Wu & Abeysekera,
2023).

This  research  explores how  ESG
performance, earnings management, and tax
avoidance are linked and affect a company's
overall performance. It considers factors like firm
size, leverage, and profitability. Larger companies
face pressure to be responsible environmentally
and socially, leading to higher ESG performances
(Giese et al., 2019). Firms with more debt manage
risks better, improving reporting quality in these
areas (Alareeni & Hamdan, 2020). Strong ESG-
rated companies use their strengths for higher
profits (Trisnowati et al., 2022). The study offers
insights for companies, investors, and regulators. It
reveals how choices in one area impact others,
guiding  decisions.  Companies align  with
sustainability, investors balance returns and ethics,
and regulators improve rules. Investors understand
a company's performance better by seeing
interactions and making choices aligned with
values.

2. THEORETICAL FRAMEWORK AND
HYPOTHESIS DEVELOPMENT
2.1 Signaling Theory

The signaling theory reveals how individuals and
entities strategically use actions to communicate
hidden information, especially when there is an
information imbalance (Connelly et al., 2011). This
imbalance arises because companies possess
more insights into their internal workings than
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external parties, leading to uncertainties in
decision-making (Fu et al., 2022). ESG performance
impact, social
responsibilities, and internal practices, acting as
signals companies use to display their commitment
to responsible practices beyond financial gains.
With ESG performance gaining importance to
investors and stakeholders, companies adapt by
taking actions that positively affect these areas.
They aim to send positive signals through ESG
actions, indicating their dedication to ethics,
societal contributions, and robust Governance (Li
& Wu,, 2020). Strong ESG performance helps
companies stand out, attracting investors who
value sustainability. This mirror signaling theory,
where actions shape external perceptions.
Investors interpret these signals, using ESG
performance as indicators of values, risk strategies,
and sustainable potential (Schaltegger & Burritt,
2010). Companies with favorable ESG signals
attract socially conscious investors, while weaker
signals raise concerns among ethical investors
(Hickman, 2020). Signaling theory emphasizes
companies using actions to convey information,
melding perceptions, and influencing decisions in
a landscape with information gaps (Karasek &
Bryant, 2012). As ESG investing grows, the
alignment between ESG actions and investor
preferences reflects signaling theory's core
principles in shaping perceptions and choices in
the business world (Vasudeva et al., 2018).

covers environmental

2.2 ESG Performance

ESG performance comprehensively evaluates how
companies handle environmental, social, and
Governance responsibilities (Li &
Polychronopoulos, 2020). These performances
encompass energy efficiency, employee well-
being, and ethical practices, resulting in an overall
score that reflects a company's ESG management
(Berg et al, 2019). Embracing ESG performance
provides proactive benefits as companies tackle
challenges like carbon emissions and labor
standards, improving their reputation and
reducing potential risks (Chen et al.,, 2022). Strong

ESG performance can enhance a company's brand
and attract conscious consumers and investors
who prioritize sustainability (Dimson et al., 2020).
ESG performance has broad investor appeal,
allowing easy comparisons across environmental,
social, and Governance dimensions. Organizations
like Bloomberg ESG Data Services, MSCI ESG
Research, and Sustainalytics use distinct criteria to
assess this performance (Avramov et al, 2022).
Performance scores offer insights into a company's
journey toward sustainable growth. Over time, ESG
performance has become pivotal for sustainable

strategies, risk ~ management, reputation
enhancement, and attracting  value-driven
investors  (Zumente & Lace, 2021). ESG
Performance  helps  firms  evaluate  and

communicate their ESG practices, assessing its
influence on financial prospects using qualitative
and quantitative metrics (Clementino & Perkins,
2021).

2.3 Earnings Management

Earnings  management  involves — companies
strategically optimizing their financial statements
to achieve specific goals (Zang, 2012). The reasons
for earnings management include meeting
expectations, skillfully managing stock prices,
optimizing tax planning, maintaining debt
covenant compliance, and creating smoother
earnings patterns (Stentman, 2022). Managers use
different accounting methods to make their profits
seem steadier, aiming to show good financial
health to investors and improve the company's
reputation (Yung & Root, 2019). Some methods are
legal and correct, but others need careful handling
to avoid misunderstandings (Demerjian et al,
2020). This happens often in companies whose
stocks are traded publicly, where investors want to
see earnings growing consistently, and where
managers often benefit when earnings are high
(Brown et al, 2015). Both investors and
government agencies need to understand this
because having correct financial statements is vital
for making smart investment choices and good
economic decisions. The methods can adjust how
they recognize revenue or discretionary expenses
(Cohen & Zarowin, 2010). When we think about a
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company's Environmental, Social, and Governance
(ESG) performance, it tells us how much they care
about being eco-friendly and ethical; earnings
management can play a significant role (Serafeim,
2020). When companies openly manage earnings
and follow ethical rules, it can help improve their
ESG performance (Sial et al., 2018). This means
their financial plans match their commitment to
responsibly doing business.

2.4 Tax Avoidance

Tax avoidance involves carefully managing
financial activities to effectively handle tax
obligations while operating within the legal
framework (Lietz, 2013). This practice is used by
both companies and individuals to responsibly
reduce their tax burdens while ensuring they follow
tax rules (Sikka, 2012). The main goal of tax
avoidance is to use resources efficiently while
staying within the bounds of tax laws (Bird & Davis-
Nozemack, 2018). For example, large companies
might create subsidiaries in areas with favorable
tax laws to manage profits and overall tax
responsibilities (Zucman, 2014). The reasons for tax
avoidance include making wise financial decisions,
staying competitive, and supporting sustainable
growth. Businesses aim to improve their financial
performance by handling taxes efficiently (Tang &
Firth, 2011). Although tax avoidance is legal, it can
sometimes spark conversations about its impact on
society and ethics, as it might affect government
revenue and public services. Supporters argue that
well-executed tax avoidance can stimulate
economic growth and job creation, indirectly
benefiting the public by boosting business
expansion (Bernanke, 2011). The importance of tax
avoidance has grown in the context of ESG
performance, especially in the "G" (Governance)
aspect. Companies' tax approaches are part of
their commitment to ethical Governance in ESG.
Businesses that are transparent about their tax
strategies and actively contribute to public finances
can improve their ESG performance, appealing to
investors who value ethical behavior and social
responsibility (Steurer, 2010). As awareness of the

overall effects of corporate actions grows, tax
avoidance practices are evaluated for their
financial outcomes and how well they align with
values and sustainability goals (Kovermann &
Velte, 2019).

2.5 Hypotheses Development

Recent research findings disclose the detailed
relationship between ESG performance and tax
avoidance behavior. Various studies show us how
a company's ESG performance could impact
whether it tends to use tax avoidance. For instance,
Juddoo et al. (2023) suggest that companies with
higher ESG performance exhibit lower levels of tax
avoidance, indicating a negative relationship
between ESG performance and tax avoidance.
Similarly, research by Carolina et al. (2023), Ismail
& Laksito (2020), and Aliyani & Hadiprajitno (2023)
shows that high ESG performance is associated
with a reduced risk of tax avoidance, emphasizing
the  negative relationship  between  ESG
performance and tax avoidance. On the other
hand, the relationship between ESG performance
and tax avoidance is not always apparent. Some
studies propose that higher ESG performance does
not necessarily deter tax avoidance practices,
implying a limited impact of ESG performance on
tax avoidance tendencies. Correia (2020) suggests
a positive relationship between high ESG
performance and tax avoidance, suggesting that
creditors might favor companies that engage in
high tax and ESG performance. Notably, the
findings by Montenegro (2021) indicate that there
might not be a significant relationship between
ESG performance and tax avoidance. These mixed
findings underscore the complexity of the
relationship, emphasizing the need for further
exploration to understand how ESG performance
and tax avoidance behavior interact.

H;: ESG Performance has a negative relationship
with tax avoidance

the context of the
ESG performance and

Furthermore, in
relationship  between
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accrual earnings management, there are research
findings by Wu & Abeysekera ( 2023), Seker &
Sengur (2021), Andriani & Arsjah (2022), Oktavianti
& Prayogo, (2022), Mohmed et al. (20219), Yoon et
al. (2019), Nagy et al. (2022) that suggest that
companies with higher ESG performance are less
likely to engage in accrual earnings management,
indicating a negative relationship between ESG
performance and accrual earnings management.
However, Agabna et al. (2023) imply that higher
ESG performance does not always ensure lower
accrual earnings management, suggesting no
significant relationship between ESG performance
and accrual earnings management. However,
findings are not always consistent. Goncalves et al.
(2021) indicate that this relationship might change
during economic crises or losses when companies
with high ESG performance could be more likely to
engage in  aggressive  accrual  earnings
management practices. These findings highlight
the varied relationship between ESG performance
and accrual earnings management practices,
suggesting a need for further exploration to
comprehend how ESG performance influences
accrual earnings management behavior entirely.

H2: ESG Performance has a negative relationship
with accrual earnings management

Moreover, concerning the relationship
between ESG performance and real earnings
management practices, research by Nguyen
(2023) indicates that higher ESG performance is
associated with less involvement in real earnings
management. This points to a negative
relationship between ESG performance and real
earnings management. Similarly, Yoon et al. (2021)
reveal that companies with higher ESG
performance tend to be less likely to engage in real
earnings management practices, emphasizing a
negative relationship between ESG performance
and real earnings management. Additionally,
Adeneye and Kammoun (2022) suggest that lower
ESG performance has a significant positive
relationship with real earnings management,
indicating a negative relationship between ESG

performance and real earnings management.
However, Gavana et al. (2022) findings contradict
this pattern, showing that higher ESG performance
correlates with more involvement in real earnings
management. This suggests a positive relationship
between ESG performance and real earnings
management in this context. These research results
provide a detailed view of the relationship between
ESG performance and real earnings management
practices, revealing both negative and positive
relationships. Further investigation is necessary to
fully understand how ESG performance is related
to actual earnings management behavior.

H3: ESG performance has a negative relationship to
real earnings management.

3. RESEARCH METHODOLOGY

In this study, the research methodology employed
is a quantitative research approach. The sampling
strategy utilized is purposive sampling, while
secondary data serves as the method for data
collection. Data analysis is conducted using
regression analysis through EViews 12 software.

3.1 Population, Sample, and Data

This study procures data from secondary sources
based on company financial statements and ESG
performance scores provided by Thomson Eikon
Refinitiv. The chosen methodology involves the
implementation of purposive sampling, focusing
on the financial years covering from 2018 to 2022.
The study entails Indonesian companies listed on
the Indonesia Stock Exchange. At the same time, it
excludes those entities categorized within financial
sectors by IDX-IC, such as banks, financial services,
investment services, insurance, holdings, and
investment companies. Moreover, the exclusion
Criteria comprise companies that still need to
provide ESG scores as enabled by Thomson Eikon
Refinitiv.
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Table 1 Research Samples
Source: Processed by author

The total number of publicly listed companies on the Indonesia Stock

Exchange as of January 31, 2023 838

Subtracted

Publicly listed companies Financials Classification (Banks, Financing

Services, Investment Services, Insurance, and Holding & Investment

Companies 106

Companies lack ESG performance scores 672
60

Multiplied

Number of years (2018-2022) 5

Total research samples 300

3.2 Research Model

The research model to answer research problems
as well as test hypotheses 1, 2, and 3 are:
ESG; =1 BTDy + B, PROFIT;; + B3 SIZE;; +
B4 LEVGy + + &3 (M

ESGit =ﬁ1 AEMit + ﬁz PROFITM +,83 SIZElt +
ﬁ4_ LEVGlt + + Eit (2)

ESGy = B, REM;, + B2 PROFIT;; + B3 SIZE,, +
ﬁ4_ LEVGlt + + Eit (3)

ESG;; known as ESG Performance, is a
measure used to see how companies in Indonesia
are performing in terms of their environmental
sustainability, social responsibility, and corporate
governance practices. BT Dy, known as the Book-
Tax Difference, is a measure used to see how
companies in Indonesia manage discrepancies
between their financial reporting and tax reporting
information. It measures the variance between
financial statements prepared for accounting
purposes and those prepared for tax purposes,
indicating the level of tax avoidance by company i.
AEM; refers to the degree of earnings
management through accruals employed by the
company i. This AEM_it measure refers to the
model by Kothari et al. (2005). REM_CFO;; (real
earning management through abnormal cash flow
from operations) represents the extent of earnings
management through abnormal cash flow from

operations by company i. The REM_PROD;; (real
earning management through overproduction)
measures how much a company manipulates its
earnings by producing more than necessary. It
helps us understand the extent to which the
company engages in overproduction to increase
its reported earnings. REM_EXP;; (real earning
management through discretionary expenses)
measures the extent of earnings management
through discretionary expenses implemented by
the company i.

3.3 Variable Operationalization
3.3.1 ESG Performance

The Refinitiv ESG score, derived from their
methodology, indicates a company's
environmental, social, and Governance (ESG)
performance. Based on three pillars and ten
categories, the ESG pillar score is computed using
standardized,  industry-dependent  category
weights, expressed as percentages from 0 to 100.
This score is then translated into a grading scale
ranging from A+ (highest) to D- (lowest) to signify
ESG performance. This process involves data
collection from Thomson Reuters Eikon, evaluating
the company across environmental, social, and
Governance pillars, calculating  scores, and
mapping them to the grading scale. Here is the
equation model to measure the ESG Score by
Refinitiv (2022).
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ESGit = ﬁl EEmit + ﬁz EReSl't + 33 Elnnovit +
B4 Scom + Bs SHuman;, + B¢ SProduct;; +

,87 SWOTktit + 38 GSharl-t + Bg GCSR”_» +

B1o GMany, 4)

The equation represents a multi-
dimensional assessment framework for evaluating
the sustainability performance of companies. This
comprehensive model considers various aspects of
a company's operations over time, breaking them
into different pillars and categories. Each
component within the equation aligns with a
specific evaluation measure. For instance, EEmi
symbolizes the environmental score of a company
i emission category in year t, reflecting the
company's impact on the environment through
Similarly, ~ EResi  implies  the
environmental score of resource use for the same
company and year, measuring its resource
consumption patterns, while Elnnovi weighs the
company's innovation performance within the
environmental pillar.

Regarding the social aspect, Scom_it
captures the score of a company's community-
related initiatives, while SHuman; assesses its
compliance with human rights practices. SProducti
explores the evaluation of the company's product
responsibility efforts, and SWorkti: examines its
performance in terms of workforce-related factors.
The corporate governance dimension is also
intricately  considered.  GShar  reflects  the
company's score regarding shareholder-related
practices, GCSR;: evaluates its Corporate Social
Responsibility (CSR) strategy, and GMani: measures
its management quality within the corporate
governance structure.

emissions.

3.3.2 Tax Avoidance

Tax avoidance comprises various interpretations,
levels, and extents of development. Based on
Hanlon & Heitzman (2010), tax avoidance is
measured through diverse approaches, including
book-tax differences, effective tax rates (ETR), and
Cash Effective Tax Rate. For this research, the

measurement strategy adopted aligns with the
methodology Lisowsky (2010) and Frank et al.
(2009) proposed. This method centers on
leveraging book-tax differences from fiscal and
accounting income reported in  companies'
financial statements. This choice is founded in its
potential to capture the variations between
financial and tax reporting, thus clarifying potential
tax avoidance strategies.

BTD;, =
(Pretax Book Income;; — Es Taxable Income;;)

TASS;;

(5)

Where,
Estimated Taxable Income;; =
Current Tax Expense;;
Corporate Income Tax Rate ;;

(6)

This equation captures the variable BTDy,
which quantifies the extent of tax avoidance
strategies employed by companies i in year t.
Pretax Book Income signifies the earnings before
tax for companies i in year t. Furthermore, the
concept of estimated taxable income pertains to
the projected fiscal earnings derived from the
current tax expense of company i in year t, divided
by the corporate income tax rate applicable to
company i in a specific year.

3.3.3 Accrual Earnings Management

In our analysis, we embrace a well-established
approach for quantifying accrual earnings
management, as introduced by (Kothari et al,
2005). These equations aid in assessing
discretionary accruals attributed to managerial
decisions. These discretionary accruals are
deduced from the residual values derived from the
total accrual equation initially proposed by Jones
(1991). This methodology allows us to effectively
measure and evaluate the extent of earnings
management managed by management through
discretionary  accruals, building upon  the
foundational framework set by these distinguished
studies.
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1

The  _ g+ B + B AREVi
TASSit—1 1748841 2 TASSi—1
PPE; ROAj 7
iy it g,
Bs TASSit—1 Ba TASSit—1 i

Within this equation, _T4it _ outlines the

TASSit—1
total accruals regarding company i within a specific
year. This summation emerges through the
deduction of net income, representing net income
after expenditures, from operating cash flow,
marking the cash inflow and outflow. The fraction
is then attained by dividing this outcome by the
company's total asset value in the preceding year
(TASS;—1). This equation is a framework for
capturing the company's financial views shifts. The

1 . .
term q1e—— implies the total asset value from the
it—1

last year, which denotes a temporal lag while
comprising assets from the past vyear. It
encourages us to evaluate the impact of preceding

assets on current financial performance.
Meanwhile, the variable _AREVit uncovers

TASSit—1
the engagement between a company's revenue
deviations and the total asset value from the
previous year. This attribute enables an elaborate
review of the coherence between revenue shifts
and the comprehensive asset value. The variable

PPE; . ,
—— illustrates the part of a company's assets
TASSit—1

evolving from fixed matters such as buildings and
equipment (net fixed assets) regarding the prior
year's total assets. This element yields insights into
the proportion of fixed assets relative to the

inclusive asset base, thus emphasizing the
company's asset pattern. _Rodic  signifies the

TASSit-1
ability of a company's assets to produce earnings
or profits each year. This metric examines the ratio
of the company's return on assets to its total assets
from the previous year, disclosing the efficacy of
asset utilization in generating earnings. Lastly, &;
means the residual value from regression analysis,
including the extent of adjustments or
discretionary accruals the company implements to
manage earnings.

3.3.4 Real Earnings Management

To assess the extent of
management, we use a
Roychowdhury  (2006) that measures real
discretionary  earnings. These  discretionary
adjustments signal managerial interventions in the

natural earnings
methodology by

domain of actual earnings. Real earnings
management  comprises  three  distinctive
disclosures, which revolve around managing

abnormal cash flow from operations resulting from
accelerated sales, escalated production costs, and
intervening discretionary expenses.

CFOx = B (—=2

it + _REV+

TASSit—1 TAssiH) B, (Tassa_1) +
B (LBEV, )4 ¢ (8)
3 TASSit—1 i
PROD;; _ 8 1 + B _REVi
TASSit—1 174551 2 TASSi—1

_AREVj¢ AREVit—1 9
A5 TASSi—1 + 5 TASSi—1 i
DISEXP 8 ( 1 )4 B REV ) 10)

t = + ( it-1) 4 ¢

TASSit—1 LM rassi s 2 M TASSi—1 t

Within the context of these equations, the

Croit_represents the operating cash flow of
TASSit—1

a company in Indonesia for a specific year t,
divided by the total assets from the previous year
t-1. This ratio provides insight into the efficiency of
cash generation and the previous year's asset base.

Similarly, PRODit represents the production costs
TASSit—1

of the company in Indonesia for a given year t,
divided by the total assets from the previous year
t-1. These production costs arise from integrating
the total cost of goods sold and inventory.

Furthermore, the variable -RISEXPit  \assires
TASSit—1

discretionary expenses incurred by the company in
Indonesia during year t relative to the total assets

from the previous year t-1. This metric gives insight
into the allocation of assets towards discretionary

term

expenses. The variable __ 1
TAS

Sit—1
lagged value of the company's total assets in
Indonesia from the previous year t-1 to the
particular year t. This aspect aids in assessing the
influence of past assets on the current financial

dynamics. REVIt jgnifies the total revenue
TASSi—1

symbolizes the
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generated by the company in Indonesia during
year t, divided by the total assets from the previous
year. This ratio provides an understanding of
revenue generation relative to the asset base.

Incorporating the change in revenue, AREVit=1
TASSjt—1

reflects the alteration in a company's revenue in
Indonesia from the year before last to the previous
year, divided by the company's total assets in the
previous year. This explains how revenue dynamics
h%\‘;e evolved within the asset context. Finally,

=L represents the total revenue generated by

TASSit—1
the company in Indonesia during the previous year
t-1, divided by the total assets from the same year.
This aspect provides insights into the revenue-to-
assets relationship of the previous year. Lastly, the
symbol g, frames fundamental discretionary
factors resulting from each variable obtained from
the regression analysis. It serves as an indicator of
real earnings management, which can be
attributed to various factors.

Roychowdhury (2006) initially employed
three  methods to assess real earnings
management. examining abnormalities in cash
flow from accelerated sales, increased production
costs, and discretionary expenses. However, recent
studies adopt an  alternative  approach,
consolidating these methods into a single measure
(Achleitner et al, 2014). While examining each
method individually provides detailed insights,
merging them offers a holistic perspective, similar
to maintaining a balance between details and
overall comprehension (Eng et al., 2019). This study
aligns with the view that utilizing a unified measure
is more effective than counting n solely on
individual ones. This strategy enhances our
capacity to comprehend REM more accurately.
Integrating diverse aspects of REM is pivotal for
achieving a comprehensive understanding (Chi et
al., 2011). The process of calculating the combined
REM measure involves specific steps. |Initially,
residuals from equations related to operational
cash flow, discretionary expenses, and production
costs are recalculated through a standardization
process (Ghaleb et al, 2020). Subsequently, the
standardized residuals from abnormal cash flow
and discretionary expense factors are multiplied by
-1 and combined with abnormal production factors

to produce the comprehensive REM measure
(Francis et al., 2016).

REM,, = —CF0,+PROD;, — DISEXP,  (11)

3.3.5 Control Variables

This study employs three control variables:
profitability, size, and leverage. Profitability is
measured using the pretax return on assets,
calculated by dividing pretax income by total
assets. The formula involves taking the natural
logarithm of the total assets to determine size.
Additionally, leverage is assessed by dividing total
debt by total equity.

3.3.6 Data Analysis Technique

In the context of this research, data analysis
techniques incorporate a range of processes,
including descriptive statistics, model testing,
classical assumption testing, and hypothesis
testing. Descriptive  statistics are pivotal in
portraying underlying patterns, fluctuations within
the dataset, and connections among diverse
information points. After employing descriptive
statistics, subsequent stages involve conducting
additional assessments. Integrating a panel model
and classical assumption tests is applied to analyze
the data deeper, enhancing understanding and
validating conformity to specific assumptions. The
panel test method aids in selecting an appropriate
model, including options such as the ordinary least
square, fixed effect, and random effect models
(Ghozali & Ratmono, 2017). This requires
conducting examinations like the Chow test,
Lagrange multiplier test, and Hausman test. These
evaluations significantly affirm the chosen model's
robustness and reliability for analyzing panel data.
Subsequently, the classical assumption test is
carried out to confirm the execution of distinct
assumptions, embracing aspects such as the
absence of multicollinearity and heteroscedasticity.
The highest level of this process lies in the
hypothesis  testing  phase,  which  covers
assessments such as the F, coefficient, and partial
significance tests.
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4. RESULTS AND DISCUSSIONS
4.1 Descriptive Statistics

Descriptive  statistics ~ outline  key  data
characteristics, which include minimum and
maximum values, means, medians, and standard
deviations for each variable. Regarding the ESG
variable, it ranges from 0.03 to 0.86, with an
average ESG score of approximately 0.507. The

positive  mean  suggests  the  company
demonstrates a  relatively  positive  ESG
performance, indicating a commitment to

responsible and sustainable practices. Moving to
the BTD variable, the mean is approximately

-0.09112. This negative value suggests that the
fiscal profit is lower than the commercial profit,
indicating that companies tend to use tax
avoidance strategies. Transitioning to AEM, it has a
positive mean of 0.467474, indicating that the
company tends to enhance earnings through
accruals, adjusting financial figures to boost
reported earnings.  Similarly, REM_CFO,
REM_PROD, and REM_EXP all exhibit positive
means, each approximately around 0.154835,
0.392883, and 0.00670, respectively. These
findings suggest that management also employs
actual accounting practices to enhance reported
earnings.

Table 2 Descriptive Statistics
Source: Processed by author

Variable N Min Max Mean Median Std Deviasi
ESG 300 0,030000 0,8600000 0,50700 0,480000 0,193794
BTD 300 -1,002082 0,996303 -0,09112 0,002242 0,909192
AEM 300 -5,449014 1,7764140 0,46747 -0,039269 2933704
REM_CFO 300 -0,127442 1,1433890 0,15484 0,102871 0,195940
REM_PROD 300 -3,428371 5,4363980 0,39288 0,233658 1,075223
REM_EXP 300 -0,523598 0,1186220 0,00670 0,009078 0,059041
PROFITABILITY 300 -0,217276 0,7465150 0,09952 0,078022 0,122053
SIZE 300 0,0000000024  0,0000045  0,0000001  0,00000003 0,0000004
LEVERAGE 300 0,102823 1,9055630 0,501 0,485916 0,221436

4.2 Results of Panel Method and
Classical Assumption Test

First, we conducted the multicollinearity test and
found that the overall variables do not exhibit
multicollinearity issues. This suggests that each
variable can be considered independently in the
regression model. Second, the normality test
results using the Kolmogorov-Smirnov test indicate
that the p-value is less than alpha, leading us to
reject the null hypothesis. This provides evidence
that the overall dataset follows a normal
distribution. Third, based on the results of the
Breusch-Pagan test to assess the presence of
heteroscedasticity, the p-value from the overall
model exceeds 0.05. This indicates that
heteroscedasticity is not present in the overall
models. Additionally, the results of the panel
model tests for models 1, 2, and 3 all exhibit
probability values greater than 0.05 in the Chow

test. This suggests that the suitable regression
model to be considered is based on a standard
model writing that the first paragraph at the
beginning of a section or subsection is not
indented.

4.3 Results of Hypothesis Testing

In this section, we tested the hypothesis using
research model 1 to assess the relationship
between ESG (Environmental et al.) performance
and tax avoidance, as measured by book-tax
differences. The null hypothesis posited a
significant negative relationship between ESG
performance and tax avoidance, suggesting that
higher ESG performance would lead to lower tax
avoidance. Research by Fonseca (2020) and Yoon
et al. (2021) supports the finding that companies
with higher ESG performances are less likely to
avoid taxes. This relationship suggests that strong
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ESG performance can indicate ethical tax practices,
providing valuable insights for investors and
regulators. The results are presented in the table.
The results show that book-tax differences (BTD)
exhibit a negative coefficient and a p-value below
the alpha level. Therefore, our hypotheses are

accepted, indicating that companies with a strong
orientation toward ESG behavior also tend to
reduce their level of tax avoidance. These findings
align with earlier research by Yoon et al. (2021),
which employed book-tax differences to measure
tax avoidance.

Table 3 Hypothesis Testing Results ESG Performance with Tax Avoidance
Source: Processed by author

Hypothesis Coefficient  Std. Error  t-Statistic Prob

BTD - -0.025272 0.015966 -1.582845 0.0145
PROFITABILITY 0.334903 0.090864 3.685755 0.0003
SIZE + -97827.41 39020.22 -2.507095 0.0127
LEVERAGE + -0.101856 0.049995 -2.037322 0.0425
N 300

R-squared 0.295313

F-statistic 7.769914

Prob (F-statistic) 0.000006

For the second null hypothesis, we aimed
to determine a negative and significant
relationship between ESG (Environmental, Social,
and Governance) performance and accrual
earnings management. The hypothesis test results
revealed a negative coefficient and a p-value
below the alpha level, providing strong evidence
to support the acceptance of the null hypothesis.

This indicates that companies with higher ESG
performance are likelier to engage in accrual
earnings management practices. In other words,
ESG factors have a positive effect on reducing
accrual earnings management practices. These
findings align with earlier research led by Agabna
et al. (2023), Seker & Sengur (2021), Andriani &
Arsjah (2022), Oktavianti & Prayogo (2022) and
Yoon et al. (2021).

Table 4 Hypothesis Testing Results ESG Performance with Accrual Earnings Management
Source: Processed by author

Hypothesis Coefficient  Std. Error  t-Statistic Prob

AEM - -0.005571 0.003756 -1483178  0.0391
PROFITABILITY + 0.317690 0.090196 3.522201 0.0005
SIZE + -55643.50  29656.99 -1.876236  0.0616
LEVERAGE + -0.121397 0.051271 -2.367762  0.0185
N 300

R-squared 0.194383

F-statistic 7.686181

Prob (F-statistic) 0.000007
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The third hypothesis was tested to provide
evidence of a significant negative relationship
between ESG (Environmental, Social, and
Governance) performance and real earnings
management. Research Model 3 was employed to
observe and find coefficients and p-values to
address  this hypothesis. The results from
hypothesis testing indicate a negative coefficient
value and a probability value below the alpha level.
This suggests that companies that prioritize ESG
responsibilities and exhibit high ESG performance

are less involved in earnings management
practices through actual transactions, including
abnormal cash flow, production costs, and
discretionary expenses. The findings of this
research align with Nguyen (2023), indicating that
ESG practices can reduce the inclination towards
earnings management via absolute accounting
methods. This is attributed to their dedication to
financial  transparency,  ethical  accounting
practices, and a focus on long-term sustainability.

Table 5 Hypothesis Testing Results ESG Performance with Real Earnings Management
Source: Processed by author

Hypothesis Coefficient  Std. Error  t-Statistic Prob

REM - -0.009205 0.010084 -0912826  0.0214
PROFITABILITY + 0.313976 0.090459  3.470914 0.0006
SIZE + -56355.18 2972742 -1.895731 0.0590
LEVERAGE -0.116398 0.051769 -2.248394  0.0253
N 300

R-squared 0.290199

F-statistic 7.311726

Prob (F-statistic) 0.000013

5. CONCLUSIONS

This study explored the detailed relationships
between Environmental, Social, and Governance
(ESG) performance, earnings management, and
tax avoidance. The results clarify various aspects
within these domains and offer valuable insights
for companies, investors, and regulators striving to
navigate the evolving landscape of responsible
business practices. Our analysis unveiled a
significant negative correlation between ESG
performance and tax avoidance. This underscores
that businesses committed to ESG principles are
making positive contributions to society and the
environment and are likely to embrace elevated
accountability and ethical tax management
strategies. In accrual earnings management, our
findings showed a substantial negative relationship
between ESG performance and accrual earnings
management. Companies with higher ESG
performance scores were less inclined to engage
in accrual earnings management practices. This

suggests that companies prioritizing ESG factors
are more inclined to present their financial
statements in a manner that accurately reflects
their performance rather than resorting to accrual
adjustments for short-term financial gains.

Similarly, our research revealed a negative
relationship between ESG performance and real
earnings  management.  This  interpretation
underscores the alignment between presenting
financial statements accurately and ensuring
financial sustainability. Furthermore, investors and
stakeholders may have greater confidence in
companies with high ESG performance, as they are
less likely to engage in tax avoidance, accrual, and
real earnings management practices that could
compromise financial sustainability.

6. IMPLICATIONS AND LIMITATIONS
6.1 Implications

These findings have significant implications for
companies, investors, and regulators. They
emphasize the need for companies to adopt a
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holistic approach to ESG, recognizing its potential
impact on financial performance and tax and
earnings management practices. This is important
for companies and investors, as they can better
assess a company's overall financial health by
considering the interactions between ESG
performance and financial management.

For tax regulators and authorities, these
findings show the need to improve guidelines and
disclosure requirements to align with sustainable
business practices. In order to encourage
companies to improve their ESG (Environmental,
Social, and Governance) performance, including
tax governance and earnings management, the
Directorate General of Taxes (DJP) and the
Financial Services Authority (OJK) need to work
together to promote the implementation of ESG.
This includes tax governance and earnings
management, which can be realized through
implementing programs like the Tax Control
Framework (TCF) related to tax and earnings
management practices. This program integrates
ESG aspects, including tax governance and
earnings management, into the company's
financial reports and tax practices. In addition, it
would be very beneficial if companies, such as
corporate taxpayers, collaborate to achieve
voluntary tax compliance. This means building a
strong cooperative relationship between  tax
authorities and taxpayers, which, in the end, will
promote better tax practices and good tax
governance.

6.2 Limitations

This research has several limitations. Firstly, it is
confined to research objects derived from
secondary data rather than real-world practices.
Secondly, it relies on using ESG performances from
Refinitiv Eikon, accruals earnings management
measurements following Kothari et al. (2005), and
real earnings management in an aggregated form
rather than individually examining each of the
three methods. Future research endeavors should
consider qualitative research through case studies,
expand the scope of objects, encompass a broader
range of years, and employ diverse measures for

assessing ESG performances, accruals, and real
earnings management.

REFERENCES

[11  Achleitner, A. K, Glnther, N., Kaserer, C., &
Siciliano, G. (2014). Real earnings management and
accrual-based earnings management in family
firms. European Accounting Review, 23(3), 431-461.
https://doi.org/10.1080/09638180.2014.895620

[2] Adeneye, Y., & Kammoun, I. (2022). Real earnings

management and capital  structure:  Does
environmental, social and governance (ESG)
performance matter?. Cogent Business &
Management, 9(1), 2130134.

https://doi.org/10.1080/23311975.2022.2130134

[3] Alareeni, B. A, & Hamdan, A. (2020). ESG impact
on performance of US S&P  500-listed
firms. Corporate Governance: The International
Journal of Business in Society, 20(7), 1409-1428.
https://doi.org/10.1108/CG-06-2020-0258

[4] Aliyani, A. D, & Hadiprajitno, P. T. B. (2023).
Pengaruh  corporate  social  responsibility,
corporate  governance,  dan  karakteristik
perusahaan terhadap tax avoidance (studi empiris
pada perusahaan manufaktur yang terdaftar di
bursa efek Indonesia tahun 2017-
2021). Diponegoro Journal of Accounting, 12(3).
https://ejournal3.undip.ac.id/index.php/accountin
g/article/view/40179

[5] Andriani, N, & Arsjah, R. J. (2022). Pengaruh
intellectual capital dan ESG terhadap manajemen
laba yang dimoderasi oleh profitabilitas. Jurnal
Ekonomi Trisakti, 2(2), 595-610.
https://doi.org/10.25105/jet.v2i2.14646

[6] Agabna, S. M., Aga, M., & Jabari, H. N. (2023). Firm
performance, corporate social responsibility and
the impact of earnings management during
COVID-19: evidence from MENA
region. Sustainability, 15(2), 1485.
https://doi.org/https://doi.org/10.3390/5u1502148
5

[71 Avramov, D. Cheng, S., Lioui, A, & Tarelli, A.
(2022). Sustainable investing with ESG rating
uncertainty. Journal of Financial Economics, 145(2),
642-664.
https://doi.org/10.1016/j jfineco.2021.09.009

[8] Berg, F., Kolbel, J., & Rigobon, R. (2019). Aggregate
Confusion: The Divergence of ESG Ratings. Review
of Finance. Retrieved from
http://dx.doi.org/10.2139/ssrn.3438533

143


https://doi.org/10.1108/CG-06-2020-0258
http://dx.doi.org/10.2139/ssrn.3438533

Muhammad Hammam Al Hashfi / Beyond Sustainability... (2024) 131-147

(]

[12]

(14]

[16]

Bernanke, B. S. (20711). Promoting research and
development the goverment's role. /ssues in
Science and Technology, 27(4), 37-41.

Bird, R., & Davis-Nozemack, K. (2018). Tax
avoidance as a sustainability problem. Journal of
business ethics, 157, 1009-1025.
https://doi.org/10.1007/510551-016-3162-2

Boffo, R, & Patalano, R. (2020). ESG investing:
practices, progress and challenges. Editions OCDE,
Paris. Retrieved from
http://www.oecd.org/finance/ESG-Investing-
Practices-Progress-and-Challenges.pdf

Brown, L. D., Call, A. C,, Clement, M. B., & Sharp,
N. Y. (2015). Inside the "black box" of sell-side
financial  analysts.  Journal — of  Accounting
Research, 53(1), 1-47. https://doi.org/10.1111/1475-
679X.12067

Carolina, V., Gunawan, Y., & Tedya, R. Can ESG
performance moderate the effect of tax avoidance
on corporate risk?. Riset Akuntansi dan Keuangan
Indonesia, 8(1), 63-71.
https://doi.org/10.23917/reaksi.v8i1.21687

Chen, L, Msigwa, G., Yang, M., Osman, A. |, Fawzy,
S., Rooney, D. W., & Yap, P. S. (2022). Strategies to
achieve a carbon  neutral  society: a
review. Environmental Chemistry Letters, 20(4),

2277-2310.  https://doi.org/10.1007/510311-022-
01435-8
Chi, W., Lisic, L. L, & Pevzner, M. (2011). Is

enhanced audit quality associated with greater real
earnings management?. Accounting
horizons, 25(2), 315-335.
https://doi.org/10.2308/acch-10025

Clementino, E., & Perkins, R. (2021). How do
companies respond to environmental, social and
governance (ESG) ratings? Evidence from
ltaly. Journal of Business Ethics, 171(2), 379-397.
https://doi.org/10.1007/s10551-020-04441-4
Cohen, D. A., & Zarowin, P. (2010). Accrual-based
and real earnings management activities around
seasoned equity offerings. Journal of accounting
and Economics, 50(1), 2-19.
https://doi.org/10.1016/j.jacceco.2010.01.002
Connelly, B. L, Certo, S. T., Ireland, R. D., & Reutzel,
C. R. (2011). Signaling theory: A review and
assessment. Journal of management, 37(1), 39-67.
https://doi.org/10.1177/0149206310388419

Correia, A. D. F. D. S. (2020). ESG performance, tax
avoidance and external financing decisions in
Europe (Doctoral dissertation, Instituto Superior de
Economia e Gestao).
https://www.repository.utl.pt/handle/10400.5/208
817locale=en

[20]

[24]

[26]

Cucari, N., Esposito De Falco, S., & Orlando, B.
(2018). Diversity of Board of Directors and
Environmental Social Governance: Evidence from
ltalian Listed Companies. Corporate Social
Responsibility and Environmental Management,
25(3), 250-266. https://doi.org/10.1002/csr.1452
Daugaard, D., & Ding, A. (2022). Global drivers for
ESG performance: The body of
knowledge. Sustainability, 14(4), 2322.
https://doi.org/https://doi.org/10.3390/su1404232
2

Demerjian, P., Lewis-Western, M., & McVay, S.
(2020). How does intentional earnings smoothing
vary with  managerial ability?. Journal of
Accounting, Auditing & Finance, 35(2), 406-437.
https://doi.org/10.1177/0148558X17748405
Dimson, E., Marsh, P., & Staunton, M. (2020).
Divergent ESG ratings. The Journal of Portfolio
Management, 47(1), 75-87.
https://doi.org/10.3905/jpm.2020.1.175

Eng, L. L, Fang, H., Tian, X, Yu, T. R,, & Zhang, H.
(2019).  Financial ~crisis and real earnings
management in family firms: A comparison
between China and the United States. Journal of
International Financial Markets, Institutions and
Money, 59, 184-201.
https://doi.org/10.1016/j.intfin.2018.12.008

Fonseca, J. (2020). ESG investing: How corporate
tax avoidance affects corporate governance & ESG
analysis. lllinois Business Law Journal. Available at
SSRN: https://ssrn.com/abstract=3628879

Francis, B., Hasan, I., & Li, L. (2016). Abnormal real
operations, real earnings management, and
subsequent crashes in stock prices. Review of
Quantitative Finance and Accounting, 46, 217-260.
https://doi.org/10.1007/511156-014-0468-y

Frank, M. M., Lynch, L. J., & Rego, S. O. (2009). Tax
reporting aggressiveness and its relation to
aggressive financial reporting. The accounting
review, 84(2), 467-496.
https://doi.org/https://doi.org/10.2308/accr.2009.
84.2.467.

Gavana, G., Gottardo, P., & Moisello, A. M. (2022).
Related  party transactions and earnings
management: The moderating effect of ESG
performance. Sustainability, 14(10), 5823.
https://doi.org/10.3390/su14105823

Ghaleb, B. A. A, Kamardin, H., & Tabash, M. I.
(2020). Family ownership concentration and real
earnings management: Empirical evidence from an
emerging  market. Cogent  Economics &
Finance, 8(1), 1751488.
https.//doi.org/10.1080/23322039.2020.1751488

144


http://www.oecd.org/finance/ESG-Investing-
https://doi.org/10.1177/0149206310388419
http://www.repository.utl.pt/handle/10400.5/208

Muhammad Hammam Al Hashfi / Beyond Sustainability... (2024) 131-147

(30]

(34]

(37]

Ghozali, I, & Ratmono, D. (2017). Analisis
multivariat dan ekonometrika: teori, konsep, dan
aplikasi dengan eview 10 (Ed. 1, Cet. 2). Badan
Penerbit Universitas Diponegoro.

Giese, G, Lee, L. E, Melas, D, Nagy, Z, &
Nishikawa, L. (2019). Foundations of ESG investing:

How ESG affects equity valuation, risk, and
performance. The  Journal — of  Portfolio
Management, 45(5), 69-83.

doi:10.3905/jpm.2019.45.5.069

Goncalves, T, Gaio, C, & Ferro, A (2027).
Corporate social responsibility and earnings
management: Moderating impact of economic
cycles and financial
performance. Sustainability, 13(17), 9969.
https://doi.org/10.3390/5u13179969

Hanlon, M., & Heitzman, S. (2010). A review of tax
research.  Journal of accounting and
Economics, 50(2-3), 127-178.

https://doi.org/10.1016/j,jacceco.2010.09.002
Hickman, L. E. (2020). Information asymmetry in
CSR reporting: publicly-traded versus privately-
held firms. Sustainability Accounting, Management
and Policy Journal, 17(1), 207-232.
https://doi.org/10.1108/SAMPJ-12-2018-0333
Huseynov, F., & Klamm, B. K. (2012). Tax avoidance,
tax management and  corporate  social
responsibility. Journal of Corporate Finance, 18(4),
804-827.
https://doi.org/10.1016/j.jcorpfin.2012.06.005

lsmail, W., & Laksito, H. (2020). Pengaruh lingkup
corporate sosial responsibility terhadap agresivitas
pajak (studi empiris pada perusahaan non
keuangan yang terdaftar di bursa efek Indonesia
tahun 2016-2018). Diponegoro  Journal — of
Accounting, 9(4).
https://ejournal3.undip.ac.id/index.php/accountin
g/article/view/29085

Jones, J. J. (1991). Earnings management during
import relief investigations. Journal of accounting
research, 29(2), 193-228.
https://doi.org/10.2307/2491047

Juddoo, K., Malki, I, Mathew, S., & Sivaprasad, S.
(2023). An impact investment strategy. Review of
Quantitative Finance and Accounting, 61(1), 177-
2. https://doi.org/10.1007/511156-023-01149-0
Karasek, R.A., & Bryant, P.C. (2012). Signaling
Theory: Past, Present, and Future. Academy of
Strategic Management Journal, 11, 91.

Kothari, S. P., Leone, A. J,, & Wasley, C. E. (2005).
Performance matched discretionary accrual
measures. Journal of accounting and

(43]

(45]

[49]

economics, 39(1), 163-197.
https://doi.org/10.1016/j.jacceco.2004.11.002
Kovermann, J., & Velte, P. (2019). The impact of

corporate  governance on  corporate  tax
avoidance—A literature review. Journal of
International ~ Accounting, Auditing and
Taxation, 36, 100270.

https://doi.org/10.1016/j.intaccaudtax.2019.100270
Lanis, R, & Richardson, G. (2018). Outside
directors,  corporate  social  responsibility
performance, and corporate tax aggressiveness:
An empirical analysis. Journal of Accounting,
Auditing & Finance, 33(2), 228-251.
https://doi.org/10.1177/0148558X16654834

Li, F., & Polychronopoulos, A. (2020). What a
difference an ESG ratings provider
makes. Research dffiliates, 24. Retrieved from
https://www.researchaffiliates.com/content/dam/r
a/publications/pdf/770-what-a-difference-an-
esg-ratings-provider-makes.pdf

Li, J, & Wu, D. (2020). Do corporate social
responsibility — engagements lead to  real
environmental, social, and governance
impact?. Management Science, 66(6), 2564-2588.
https://doi.org/10.1287/mnsc.2019.3324

Lietz, G. M. (2013). Tax avoidance vs. tax
aggressiveness: A unifying conceptual
framework.  Tax Aggressiveness: A Unifying
Conceptual  Framework. Retrieved from
https://ssrn.com/abstract=2363828 or
http://dx.doi.org/10.2139/ssrn.2363828

Lisowsky, P. (2010). Seeking shelter: Empirically
modeling tax shelters using financial statement
information. The Accounting Review, 85(5), 1693-
1720. https://doi.org/10.2308/accr.2010.85.5.1693
Mandiri Institute. (2022). Industry for tomorrow:
Towards ESG implementation in Indonesia.

Matos, P. (2020). ESG and responsible institutional
investing around the world: A critical review.
Retrieved from https://www.cfainstitute.org/

Flynn, A., & Grey, C. (2019). The link between CSR
and earnings quality: evidence from Egypt. Journal
of Accounting in Emerging Economies, 10(1), 1-20.
https://doi.org/10.1108/JAEE-10-2018-0109
Montenegro, T. M. (2021). Tax evasion, corporate
social responsibility and national governance: A
country-level study. Sustainability, 13(20), 11166.
https://doi.org/10.3390/5u132011166

Nagy, M., Valaskova, K., & Durana, P. (2022). The
effect of CSR policy on earnings management
behavior: Evidence from Visegrad Publicly listed
enterprises. Risks, 10(11), 203.
https://doi.org/10.3390/risks10110203

145


https://doi.org/10.2307/2491047
https://doi.org/10.1007/s11156-023-01149-0
https://www.researchaffiliates.com/content/dam/ra/publications/pdf/770-what-a-difference-an-esg-ratings-provider-makes.pdf
https://www.researchaffiliates.com/content/dam/ra/publications/pdf/770-what-a-difference-an-esg-ratings-provider-makes.pdf
https://www.researchaffiliates.com/content/dam/ra/publications/pdf/770-what-a-difference-an-esg-ratings-provider-makes.pdf
http://dx.doi.org/10.2139/ssrn.2363828
https://doi.org/10.2308/accr.2010.85.5.1693
http://www.cfainstitute.org/

Muhammad Hammam Al Hashfi / Beyond Sustainability... (2024) 131-147

(57]

(53]

[60]

Neifar, S., & Utz, S. (2019). The effect of earnings
management and tax aggressiveness  on
shareholder wealth and stock price crash risk of
German companies. Journal of Applied Accounting
Research, 20(1), 94-119.
https://doi.org/10.1108/JAAR-11-2016-0106

Nguyen, T. (2023). The relationship between
earnings management and corporate social
responsibility: The moderating effect of corporate
life cycle stages. Retrieved from
https://theses.ubn.ru.nl

Oktavianti, O., & Prayogo, E. (2022). Leverage, free
cash flow dan profitabilitas terhadap manajemen
laba  dengan  environmental, social and
governance (ESG) sebagai variabel
moderasi. Jurnal llmiah Manajemen, Ekonomi, &
Akuntansi (MEA), 6(3), 1654-1665.
https://doi.org/10.31955/mea.v6i3.2528

Fu, L., Boehe, D. M., & Orlitzky, M. O. (2022). Broad
or narrow stakeholder management? A signaling
theory perspective. Business & Society, 61(7), 1838-
1880. https://doi.org/10.1177/00076503211053018
Pastor, L., Stambaugh, R. F., & Taylor, L. A. (2021).
Sustainable investing in equilibrium. Journal of
financial economics, 142(2), 550-571.
https://doi.org/10.1016/j jfineco.2020.12.011.

Perez, L, Hunt, V., Samandari, H., Nuttall, R, &
Biniek, K. (2022). Does ESG really matter—and
why. McKinsey Quarterly, 59(2).

Pollman, E. (2019). Corporate social responsibility,
ESG, and compliance. Forthcoming, Cambridge
Handbook of Compliance (D. Daniel Sokol &
Benjamin van Roojj eds.), Loyola Law School, Los
Angeles Legal Studies Research Paper, (2019-35).
Retrieved from
https://scholarship.law.upenn.edu/faculty_scholars
hip/2568

Refinitiv. (2022). Refinitiv ESG Score Methodology.
Retrieved from https://blogs.cranfield.ac.uk/wp-
content/uploads/2021/05/refinitiv-esg-scores-
methodology-May22-1.pdf

Roychowdhury, S., Shroff, N., & Verdi, R. S. (2019).
The effects of financial reporting and disclosure on
corporate investment: A review. Journal of
Accounting and Economics, 68(2-3), 101246.
https://doi.org/10.1016/j.jacceco.2019.101246.
Roychowdhury, S. (2006). Earnings management
through real activities manipulation. Journal of
accounting and  economics, 42(3),  335-370.
https://doi.org/10.1016/j.jacceco.2006.01.002
Schaltegger, S., & Burritt, R. L. (2010). Sustainability
accounting for companies: Catchphrase or
decision support for business leaders?. Journal of

[63]

[71]

[72]

World Business, 45(4), 375-384.
https://doi.org/10.1016/}.jwb.2009.08.002.

Seker, Y., & Sengur, E. D. (2021). The impact of
environmental, social, and governance (ESG)
performance on financial reporting quality:
International evidence. Ekonomika, 100(2), 190-
212. doi: 10.15388/Ekon.2021.100.2.9.

Serafeim, G. (2020). Social-impact efforts that
create real value. Harvard Business Review, 98(5),
38-48. Retrieved from
https://hbr.org/2020/09/s0ocial-impact-efforts-
that-create-real-value

Sial, M. S., Chunmei, Z., Khan, T., & Nguyen, V. K.
(2018). Corporate social responsibility, — firm
performance and the moderating effect of
earnings management in Chinese firms. Asia-
Pacific Journal of Business Administration, 10(2/3),
184-199. https://doi.org/10.1108/APJBA-03-2018-
0051

Sikka, P. (2012). Smoke and mirrors: Corporate
social  responsibility and  tax  avoidance.
In Corporate Social Responsibility (pp. 53-84).
Routledge.
https://doi.org/10.1016/j.accfor.2010.05.002.
Stenman, A. (2022). Earnings management to
meet or beat analyst estimates. Abo Akadem
University.
https://www.doria.fi/bitstream/handle/10024/1859
90/stenman_anders.pdf?sequence=2&isAllowed=
y

Steurer, R. (2010). The role of governments in
corporate social responsibility:  Characterising
public policies on CSR in Europe. Policy
sciences, 43, 49-72. https://doi.org/10.1007/s11077 -
009-9084-4

Stuart, A. C, Fuller, S. H., Heron, N. M., & Riley, T.
J. (2022). Defining CSR disclosure quality: a review
and synthesis of the accounting literature. Journal
of Accounting Literature, 45(7), 1-47.
https://doi.org/10.1108/JAL-06-2022-0067

Tamara, D., & Budiman, F. (2022). New index ESG
leaders & investment decisions in Indonesia
relating to ESG principles. J Mgmt. &
Sustainability, 12, 64. doi:10.5539/jms.v12n1p64
Tang, T, & Firth, M. (2011). Can book-tax
differences capture earnings management and tax
management? Empirical evidence from China. The
International Journal of Accounting, 46(2), 175-204.
https://doi.org/10.1016/j.intacc.2011.04.005
Thomas, J., Yao, W., Zhang, F., & Zhu, W. (2022).
Meet, beat, and pollute. Review of Accounting
Studies, 27(3), 1038-1078.
https.//doi.org/10.1007/511142-022-09694-0

146


https://hbr.org/2020/09/social-impact-efforts-that-create-real-value
https://hbr.org/2020/09/social-impact-efforts-that-create-real-value
https://doi.org/10.1016/j.accfor.2010.05.002
http://www.doria.fi/bitstream/handle/10024/1859

Muhammad Hammam Al Hashfi / Beyond Sustainability... (2024) 131-147

[73]

[74]

[76]

[79]

(82]

Toumeh, A. A, Yahya, S, & Amran, A. (2020). The
impact of surplus free cash flow and stock market
segmentations on earnings management in

Jordan: Agency-and institutional-theory
perspectives. Management & Accounting Review
(MAR), 19(1), 169-

212 https://doi.org/10.1177/0972150920934069
Trisnowati, Y., Achsani, N. A., Sembel, R., & Andatj,
T. (2022). The effect of ESG score, financial
performance, and macroeconomics on  stock
returns  during the pandemic era in
Indonesia.  International  Journal —of  Energy
Economics and Policy, 12(4), 166-172.
https://doi.org/10.32479/ijeep.13212

Vasudeva, G., Nachum, L., & Say, G. D. (2018). A
signaling theory of institutional activism: How
Norway’s sovereign wealth fund investments affect
firms"  foreign  acquisitions.  Academy  of
Management Journal, 67(4), 1583-1611.
https://doi.org/10.5465/am;.2015.1141

Velte, P. (2017). Does ESG performance have an
impact on financial performance? Evidence from
Germany. Journal of global responsibility, 8(2), 169-
178. https://doi.org/10.1108/JGR-11-2016-0029

Wu, M., & Abeysekera, I. (2023). Financial reporting
quality of ESG firms listed in China. Plos one, 18(6),
e0284684.

https://doi.org/10.1371/journal pone.0284684
Yoon, B, Kim, B., & Lee, J. H. (2019). Is earnings
quality  associated  with  corporate  social
responsibility?  Evidence from the Korean
market. Sustainability, 17(15), 4116.
https://doi.org/10.3390/5u11154116

Yoon, B., Lee, J. H., & Cho, J. H. (2021). The effect
of ESG performance on tax avoidance—evidence
from Korea. Sustainability, 13(12), 6729.
https://doi.org/10.3390/5u13126729

Yung, K., & Root, A. (2019). Policy uncertainty and
earnings management: International
evidence. Journal of Business Research, 100, 255-
267. https://doi.org/10.1016/j jbusres.2019.03.058.
Zang, A. Y. (2012). Evidence on the trade-off
between real activities manipulation and accrual-
based earnings management. The accounting
review, 87(2), 675-703.
https://doi.org/10.2308/accr-10196

Zucman, G. (2014). Taxing across borders: Tracking
personal wealth and corporate profits. Journal of
economic perspectives, 28(4), 121-148.
https://doi.org/10.1257/jep.28.4.121

Zumente, |, & Lace, N. (2027). ESG rating—
necessity for  the investor or  the

company?. Sustainability, 13(16),
https://doi.org/10.3390/5u13168940

8940.

147


https://doi.org/10.2308/accr-10196

