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ARTICLE INF ABSTRACT

The critical importance of water resources in the industrial
sector is widely recognized. Companies are increasingly
adopting optimal water management practices and disclosing
water-related information through comprehensive reports, which
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carry significant implications. This study investigates the
* Corresponding author: | interrelationship between corporate water reporting, financial
performance, and firm value among member companies of the

Hossein Fakhari Tehran Stock Exchange. Using a system of simultaneous

equations, data from 102 companies over a ten-year period
Faculty of Economics (2012-2021) were analyzed; these companies were selected
and Administrative through an elimination method. The findings indicate a positive

Sciences, University of | and reciprocal relationship between corporate water reporting
Mazandaran, Babolsar, | and asset returns, while no reciprocal relationship was observed
Iran. between corporate water reporting and equity returns.
Furthermore, the relationship between corporate water reporting
and firm value is one-sided, with water reporting exerting a
negative impact on firm value. These insights can help managers
develop more effective water resource management plans and
guide investors in constructing optimal portfolios.
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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. Several factors
contribute to this. First, water is necessary for life on Earth, is considered
a human right, and is one of the United Nations' sustainable development
goals. Its management has thus become a social and environmental issue.
Second, with the increasing global population, climate change, and
economic development, the need for fresh water and the effects of
shortages have become more apparent.

Furthermore, water is no longer considered a free commodity
available to the public. Due to economic growth, excessive water
consumption, and wastewater discharge in industrial production
processes, industrial managers can no longer take water availability for
granted. They must adopt better water resource management strategies,
as traditional methods are insufficient. To continue their activities,
industries must not only ensure access to water but also consider its
quality. They require more accurate data and more advanced
management strategies.

This research aims to bring attention to the importance of the issue
and introduce a new approach for researchers. Given Iran's need for more
efficient water management due to drought conditions and the absence of
previous studies on the consequences of corporate water reporting, this
study seeks to address a research gap. Specifically, the simultaneous
effect of disclosing water information on financial performance and
company value has not yet been explored in Iran. This research attempts
to fill this gap and contribute to existing knowledge. Accordingly, it
seeks to answer the question of whether a simultaneous relationship
exists between corporate water reporting, financial performance, and
company value. In this study, return on assets (ROA) and return on
equity (ROE) are used to evaluate financial performance, while the
natural logarithm of Tobin’s Q (LnQ) is used to measure company value.

2. Hypotheses

e H1: There is a reciprocal relationship between corporate water
reporting and the financial performance of the company.
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e H2: There is a reciprocal relationship between corporate water
reporting and company value.

3. Methods

This research is applied in terms of its purpose and descriptive in
terms of its data collection method. The data for this study was collected
through content analysis and archival research of companies listed on the
Tehran Stock Exchange. A total of 102 companies were selected over a
10-year period from 2012 to 2021, based on their involvement in water-
sensitive industries and their disclosure of water-related information in
their annual reports. A systematic elimination method was used, resulting
in 102 companies (1,020 company-years) being included in the study.

Corporate water reporting disclosure was measured using a checklist
developed by Asnad and Fakhari (2023), which consists of 41 items
grouped into seven indicators:

1. Water-related performance (14 components):

o Corporate performance: Metrics include the amount of water
withdrawn, water consumed, water discharged, wastewater quality, water
treatment, and reuse.

o Facility-related performance: Water-specific operational
performance related to industrial facilities.

o Data analysis: Metrics include hydrocarbon levels in discharged
water, water productivity, water use by life-cycle stages, deviation of
consumed water from standards, analyses of blue, green, and gray water,
water ratios relative to population data, and comparative year-over-year
water disclosures.

o Water targets: Established corporate water goals and
performance benchmarks.

2. Impacts (3 components):

o Environmental-Social-Governance (ESG) benefits

o Water pollution impact

o Penalties for water-related regulatory violations
3. Risks and opportunities (3 components):

o Risk management strategies

o Identification of water-related risks

o Opportunities for water management improvements
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4. Water governance (6 components):

O O 0O O o

o

Establishment of a corporate water policy
Board oversight of water policies

Employee education on water sustainability
Incentive programs for water-efficient practices
Stakeholder engagement strategies

Supplier collaboration and training

5. Strategy (7 components):

[0}

O O 0O 0O 0 ©O

Development of a water-related strategic plan

Capital expenditure (CAPEX) for water resource management
Operating expenditure (OPEX) for water initiatives

Use of scenario analysis in business strategy development
Water pricing mechanisms

Classification of products or services as low-water-impact
Actions promoting water stewardship within the company

6. Water regulations, rights, and restrictions (3 components):

o
(6]
(6]

Compliance with water-related regulatory standards
Corporate water rights policies
Water usage restrictions

7. Metrics (5 components):

[0}

OO 0O 0 o

Water stress disclosure

Water quality assessments

Water account reporting

Water accounting statements

Third-party verification and assurance of water information

4. Results

The level of corporate water reporting disclosure varied, ranging
from 0 to 23 components out of the possible 41 items in the checklist.
The highest level of disclosure observed was 23, with an average

disclosure score of 5.57 among the 102 companies analyzed.

The research findings suggest a positive relationship between
corporate water reporting and asset return. However, no reciprocal
relationship was observed between corporate water reporting and equity
return. Additionally, the relationship between corporate water reporting
and firm value was found to be one-sided, with corporate water reporting
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exerting a negative effect on firm value.

5. Discussion and Conclusion

This study contributes to the expansion of research in the field of
water information disclosure and environmental disclosure, both
theoretically and practically. The findings may serve to increase
companies' motivation to engage in corporate water reporting and attract
the attention of legislators and policymakers, potentially leading to
mandatory disclosure regulations.

From a managerial perspective, the results can help corporate leaders
develop more effective strategies for managing water resources. For
investors, understanding the financial implications of corporate water
reporting can inform portfolio selection and risk assessment strategies.

Ultimately, this research highlights the significance of water
disclosure and sustainable water management, emphasizing the need for
regulatory frameworks that encourage transparency in corporate water
reporting. Given Iran's challenges with water shortages, these findings
provide valuable insights for industries, policymakers, and investors
alike.

Keywords: Corporate water reporting, water accounting, water
management, financial performance, firm value.
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