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Objective: The present study examines the impact of a company's
sustainability performance on related party transactions and firm-specific
risk.

Methodology: The statistical population and sample of this qualitative
study include 143 (1144 company-years) companies accepted and active in
the Tehran Stock Exchange during the years 2015-2022.

Findings: The research results indicate that with the increase in
sustainability performance, the level of related party transactions rises. This
is because a company's sustainability performance signifies its ability to
continue and sustain its business, which can enhance the trust of
shareholders, customers, suppliers, and other related institutions. This trust
can lead to increased cooperation and positive interactions with related
parties. Additionally, sustainability performance negatively affects firm-
specific risk, which may be attributed to various reasons, including
increased tolerance and resilience against market fluctuations, reduced
financial and operational risks, and the development of effective managerial
strategies that aid in adapting to changing market conditions.

Conclusion: Thus, this study provides significant findings that can assist in
improving companies' managerial and investment strategies.

Keywords: Sustainability Performance, Related Party Transactions, Firm-
Specific Risk.
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EXTENDED ABSTRACT
Introduction

In recent years, the significance of sustainability has markedly increased as organizations
encounter growing pressure to demonstrate their commitment to environmental, social, and governance
(ESG) issues (Almagtari, 2024; Imperiale et al., 2023). This heightened awareness has driven a substantial
rise in the adoption of sustainability reporting practices, with frameworks like the Global Reporting
Initiative (GRI) becoming widely recognized and implemented by thousands of organizations globally
(Papoutsi & Sodhi, 2020). Sustainability reporting serves as a crucial element of organizational
sustainability strategies, facilitating the communication of sustainability performance and progress to
stakeholders. By enhancing transparency, accountability, and trust through detailed disclosures of ESG
performance, sustainability reporting aids in risk management, cost savings, and the attainment of
competitive advantages. These advantages are achieved through the proactive identification and
mitigation of ESG-related risks, improved resource efficiency, and strengthened market positioning
(Madaleno & Vieira, 2020). Additionally, sustainability reporting fosters greater stakeholder engagement,
loyalty, and support, ultimately contributing to long-term value creation, innovation, resilience, and the
promotion of a more sustainable and inclusive global economy (Madaleno & Vieira, 2020).

Sustainability performance has become an integral component of corporate social responsibility
(CSR) strategies, with established guidelines from organizations such as the Sustainability Accounting
Standards Board (SASB) encouraging companies to disclose their ESG performance (Artiach et al., 2010).
As sustainability gains centrality in business operations and decision-making processes, understanding its
impact on related party transactions becomes essential for ensuring the long-term resilience and
adaptability of organizations. Related party transactions, which involve dealings with entities closely
associated with the company, inherently carry risks such as conflicts of interest and potential reputational
damage. Integrating sustainability considerations into these transactions can mitigate firm-specific risks
by promoting ethical behavior and adherence to ESG standards (Choi et al., 2022). Conversely, neglecting
sustainability or engaging in unethical practices within related party transactions can exacerbate risks,
including operational disruptions and negative stakeholder reactions. Effective management of
sustainability performance and related party transactions is therefore crucial for reducing risks and
enhancing long-term value creation, underscoring the interconnected nature of sustainability, transactional
integrity, and risk management (Choi et al., 2022). In corporate management, relationships with related
parties have always been a sensitive issue. One of the fundamental factors influencing these relationships
is the company's sustainability performance. A company's sustainability performance can enhance related
party transactions and reduce firm-specific risks by increasing the trust of shareholders and related
institutions, improving transparency and confidence in transactions, and attracting more investment. To
this end, the present study examines the impact of a company's sustainability performance on related party
transactions and firm-specific risk.

Methodology

This study employs a multiple regression model and utilizes panel data to analyze the relationship
between corporate sustainability performance, related party transactions, and firm-specific risk. The
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research is applied in nature, aiming to provide practical insights for investors, shareholders, stock
exchange management, and financial analysts. The study investigates the correlation between the
variables, classifying it as a quasi-experimental research. The data is based on the financial information
of companies listed on the Tehran Stock Exchange, spanning from 2015 to 2022. A stratified random
sampling method with a screening approach was used to select the sample, consisting of 143 companies
over 1,144 company-years. The selection criteria included: companies must have a fiscal year ending in
March, maintain consistent fiscal years and business activities throughout the study period, exclude
investment and financial intermediary companies such as leasing firms, insurance companies, holdings,
banks, and financial institutions, and ensure the availability of financial data for the period 2015 to 2022.

Two empirical models were constructed to test the hypotheses. The first model examines the
impact of corporate sustainability performance (CSP) on related party transactions (RPT), controlling for
company size, financial leverage, return on assets (ROA), market-to-book ratio (MTB), cash flow from
operations (CFO), company loss (LOSS), company age (AGE), and year and industry effects. The second
model assesses the effect of CSP on firm-specific risk (IDRisk), using the same set of control variables.
Sustainability performance was measured using a checklist developed by Amin et al. (2018), which
includes economic, governance, social, ethical, and environmental dimensions. Related party transactions
were quantified as the total monetary amounts of purchases, sales, other revenues, and expenses. Firm-
specific risk was derived using a regression-based approach, calculating the cumulative variance of
residuals over three years and taking the square root as a proxy for firm-specific risk. Control variables
included natural logarithm of total assets for company size, financial leverage ratio, ROA, MTB, CFO,
LOSS (dummy variable indicating whether a company reported a loss), and AGE (years since
establishment).

Findings

Descriptive statistics indicated that the average sustainability performance score of the sampled
companies was relatively satisfactory, with the majority of companies demonstrating robust sustainability
practices. The size of the companies varied, with the natural logarithm of total assets averaging 4.915,
indicating that the selected companies were adequately large. Financial leverage averaged 0.575,
suggesting that approximately 57.5% of company assets were financed through debt. The average ROA
was 13.30%, reflecting the profitability relative to total assets. The market-to-book ratio averaged 5.935,
and cash flow from operations averaged 10.10. The mean firm-specific risk was 2.390, with a standard
deviation of 2.320, indicating variability in risk levels among the companies.

In testing Hypothesis 1, which posits that sustainability performance positively affects related
party transactions, the multiple regression analysis yielded significant results. The F-statistic at the 5%
significance level indicated that the model was statistically significant. The adjusted R-squared value of
0.41 suggested that 41% of the variation in related party transactions was explained by the independent
variables. The coefficient for sustainability performance (CSP) was 1.75 with a t-statistic of 8.02,
indicating a positive and significant relationship at the 1% level. This implies that higher sustainability
performance enhances the level of related party transactions, as companies with strong sustainability
practices are perceived as more reliable and trustworthy by stakeholders, thereby fostering increased
cooperation and positive interactions with related parties.



For Hypothesis 2, which hypothesizes that sustainability performance negatively affects firm-
specific risk, the regression analysis also supported the hypothesis. The F-statistic indicated that the model
was statistically significant at the 5% level, with an adjusted R-squared of 0.36, meaning that 36% of the
variation in firm-specific risk was explained by the model. The coefficient for CSP was -1.50 with a t-
statistic of -8.52, demonstrating a negative and significant relationship at the 1% level. This finding
suggests that improved sustainability performance is associated with reduced firm-specific risk, as
companies with better sustainability practices are more adept at managing and mitigating various
operational and reputational risks.

Discussion and Conclusion

The findings of this study reveal that corporate sustainability performance significantly influences
both related party transactions and firm-specific risk. Specifically, enhanced sustainability performance
leads to an increase in related party transactions, supported by stakeholder theory. Companies that
prioritize sustainability are likely to build greater trust and alignment of interests with related parties,
attracting partners who seek ethical engagements. This underscores the role of sustainability in fostering
collaboration and strengthening mutually beneficial relationships within stakeholder networks.
Additionally, the results align with the efficient market hypothesis, suggesting that companies with strong
sustainability performance engage more with related parties due to reduced information asymmetry, lower
transaction costs, and heightened trust. Sustainability efforts enhance transparency, communication, and
trust, facilitating smoother transactions and reinforcing reciprocal beneficial relationships.

Moreover, the study demonstrates that sustainability performance reduces firm-specific risk,
corroborating stakeholder theory and the concept of legitimacy. Companies that prioritize sustainability
are perceived as more trustworthy and accountable by stakeholders, leading to increased shareholder
support and a diminished perception of risk. From the legitimacy perspective, firms that align their
practices with societal expectations and norms enhance their legitimacy and credibility, thereby lowering
risk. These findings highlight the intricate interplay between sustainability performance, stakeholder
perceptions, and risk management, emphasizing the importance of considering stakeholder dynamics in
assessing a company's risk profile.

The implications of this research are multifaceted. Firstly, managers can leverage these insights to
inform strategic decision-making related to sustainability initiatives and interactions with related parties.
By prioritizing sustainability practices that enhance trust and cooperation with related parties, managers
can simultaneously reduce firm-specific risks and foster long-term value creation. Secondly, investors and
financial analysts can incorporate the study’s findings into their investment strategies and risk assessment
models. Evaluating companies based on their sustainability performance and its impact on related party
transactions can provide a more comprehensive understanding of their long-term financial performance
and risk exposure. Thirdly, policymakers and regulators can utilize these findings to develop policies and
regulations that promote sustainable business practices and mitigate firm-specific risks. Encouraging
companies to adopt sustainability initiatives that enhance transparency, accountability, and stakeholder
engagement can lead to a more resilient and trustworthy business environment. Lastly, stakeholders,
including customers, suppliers, and community members, can use the research outcomes to assess the
sustainability performance of the companies they interact with. Prioritizing partnerships with firms that
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demonstrate strong sustainability practices can lead to reduced transactional risks and strengthened long-
term relationships.

In conclusion, this study underscores the pivotal role of corporate sustainability performance in
enhancing related party transactions and mitigating firm-specific risk. By fostering trust, transparency,
and ethical behavior, sustainability initiatives facilitate more robust and cooperative relationships with
related parties while simultaneously reducing operational and reputational risks. These dual benefits
highlight the strategic importance of sustainability in contemporary corporate management, offering
valuable insights for managers, investors, policymakers, and stakeholders aiming to promote sustainable
and resilient business practices.
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