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Objective: This study aims to examine the impact of overall ESG performance and its
Environmental, Social, and Governance pillars on audit fee determination and to clarify
the role of each pillar in this relationship among firms listed on the Tehran Stock
Exchange.

Methodology: This applied correlational study uses panel data from companies listed on
the Tehran Stock Exchange over the period 2011-2023. Multiple regression models were
estimated using pooled and panel data approaches in EViews software. Audit fees and
abnormal audit fees were employed as dependent variables. The independent variables
included the overall ESG score and its Environmental, Social, and Governance
components. Control variables such as firm size, leverage, return on assets, auditor size,
board characteristics, and ownership structure were incorporated into the models.
Stationarity, Chow, Hausman, and Durbin—Watson tests were conducted to ensure the
robustness of the estimations.

Findings: The results indicate a significant negative relationship between ESG
performance and both measures of audit fees, suggesting that firms with stronger ESG
performance incur lower audit costs. The Governance pillar demonstrates a consistently
significant negative effect across both specifications, whereas the Environmental and
Social pillars exhibit significant effects only in certain models. Overall, the three ESG
pillars influence the relationship between ESG performance and audit pricing with
varying intensities.

Conclusion: Higher ESG performance is associated with lower perceived audit risk and
reduced audit fees. The prominent role of the Governance pillar underscores the
importance of effective oversight and internal control mechanisms in audit fee pricing.
Keywords: ESG Performance, Audit Fees, Environmental Pillar, Social Pillar,
Corporate Governance, Tehran Stock Exchange.
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EXTENDED ABSTRACT
Introduction

Over the past two decades, corporate reporting has undergone a profound transformation, shifting
from a narrow focus on financial performance toward a broader framework that incorporates
environmental, social, and governance (ESG) dimensions. The conceptual foundations of ESG reporting
reflect evolving societal expectations and institutional pressures, emphasizing transparency,
accountability, and sustainability as integral components of firm value creation (Eccles et al., 2020). A large
body of empirical evidence suggests that ESG performance is systematically associated with financial
outcomes, risk reduction, and firm valuation, indicating that sustainability-related practices are
economically consequential rather than merely symbolic (Friede et al., 2015).

Recent studies demonstrate that ESG disclosure enhances financial performance particularly in the
presence of ESG-oriented investors, who actively incorporate non-financial metrics into their decision-
making processes (Chen & Xie, 2022). Moreover, ESG engagement by shareholders has been shown to
reduce downside risk, thereby contributing to financial resilience (Hoepner et al., 2021). Firms with stronger
social capital and stakeholder trust appear to perform better during periods of crisis, reinforcing the view
that ESG functions as a risk-buffering mechanism (Lins et al., 2017). Empirical evidence from the COVID-
19 pandemic further confirms that firms with robust ESG profiles exhibited greater immunity to systemic
shocks (Ding et al., 2021).

The environmental pillar of ESG has attracted considerable scholarly attention. Research indicates
that lenders positively respond to strong environmental performance, reflecting reduced credit risk
perceptions (Du et al., 2017). Market participants also incorporate greenhouse gas emissions into firm
valuation models (Choi & Luo, 2021). Additionally, ESG performance has been linked to green
technological innovation and sustainable competitive advantage (Gao et al., 2025; Zhang, 2024). In the
Iranian context, environmental management criteria have been found to influence financial performance,
suggesting that sustainability considerations carry economic implications in emerging markets as well
(Jafarpoor Inallou et al., 2023).

The governance dimension of ESG plays a particularly critical role in shaping information quality
and internal control effectiveness. Voluntary ESG reporting can mitigate disagreements among rating
agencies and enhance informational transparency (Kimbrough et al., 2022). Institutional ownership and
blockholders are central to strengthening corporate governance mechanisms and disciplining managerial
opportunism (Edmans & Holderness, 2017). High-quality accountability reporting may serve as a credible
signal to the market, improving reputation and stakeholder confidence (Lys et al., 2015). Ethical culture
and sustainability-oriented leadership further reinforce governance structures within the ESG framework
(Zahari et al., 2024).

Within this evolving landscape, the implications of ESG performance for auditing and audit
pricing have become increasingly salient. Audit fees reflect auditors’ assessments of inherent risk, control
risk, operational complexity, and litigation exposure. Evidence from China indicates that higher ESG
performance is associated with lower audit fees, suggesting that auditors incorporate ESG-related
information into risk assessments (Song et al., 2023). The role of audit quality in the ESG—financial
performance nexus has also been documented (Magsoudi & Esmaeili, 2023). Furthermore, ESG information



is increasingly used in credit risk prediction models and rating systems (DoGAn et al., 2025; Yu, 2024).
These findings collectively suggest that ESG performance may influence audit pricing through both risk-
reduction and transparency-enhancement channels.

Despite the growing international literature, limited evidence exists regarding the differentiated
effects of ESG pillars on audit fees in emerging markets such as Iran. Institutional characteristics,
ownership structures, regulatory environments, and disclosure practices in such markets may shape how
auditors interpret ESG information. Moreover, auditors’ professional judgment and critical thinking
capacities influence how non-financial information is incorporated into audit risk assessments (Eskoo et
al., 2025). Accordingly, this study aims to examine the relationship between overall ESG performance, its
three pillars, and audit fee determination among companies listed on the Tehran Stock Exchange.

Methods and Materials

This study adopts an applied, correlational research design using panel data from companies listed
on the Tehran Stock Exchange over the period 2011-2023. The final sample consists of 1,385 firm-year
observations after applying data availability and screening criteria.

Two dependent variables are employed: the natural logarithm of audit fees (FEE) and abnormal
audit fees (ABFEE), estimated through a residual-based audit fee model. The key independent variables
include the overall ESG score and its three components—Environmental (E_SCORE), Social
(S_SCORE), and Governance (G_SCORE). Control variables encompass firm size, leverage, return on
assets, industry classification, firm age, state ownership, auditor size, board independence, board size,
largest shareholder ownership, liquidity, operational complexity, and other financial characteristics.

Ordinary least squares regression is applied under pooled and panel specifications. The Chow (F-
Limer) test is conducted to determine whether pooled or panel estimation is appropriate. The Hausman
test is subsequently employed to distinguish between fixed and random effects in panel models.
Stationarity is assessed using Phillips—Perron unit root tests. Multicollinearity diagnostics and Durbin—
Watson statistics are examined to ensure model validity and absence of autocorrelation.

Findings

The empirical results reveal a statistically significant and negative relationship between overall
ESG performance and both measures of audit fees. Specifically, ESG performance exhibits a negative
coefficient in explaining FEE and ABFEE, indicating that firms with stronger ESG profiles incur lower
audit costs and lower abnormal audit premiums.

Regarding the three pillars, the Governance score (G_SCORE) demonstrates a consistently
negative and statistically significant association with both FEE and ABFEE. The Environmental score
(E_SCORE) shows a significant negative relationship with normal audit fees but displays weaker or
marginal significance in the abnormal audit fee model. The Social score (S_SCORE) presents a significant
negative relationship with normal audit fees, though its association with abnormal fees is statistically
insignificant.

The overall model fit is satisfactory, with statistically significant F-statistics and adjusted R-
squared values indicating substantial explanatory power. Diagnostic tests confirm the absence of severe
multicollinearity and autocorrelation problems.

E-ISSN: 3041-8933


https://portal.issn.org/resource/ISSN/3041-8933

m) Sahraei et al. Dynamic Management and Business Analysis 5:2 (2026) 1-19

Discussion and Conclusion

The results suggest that ESG performance functions as a credible signal of reduced audit risk in
the Tehran Stock Exchange context. Firms with stronger ESG practices appear to exhibit lower operational
and reporting risks, which auditors incorporate into pricing decisions. The negative association between
ESG and audit fees supports the argument that sustainability-oriented practices enhance transparency and
strengthen internal controls, thereby reducing perceived audit effort.

The particularly strong effect of the Governance pillar highlights the centrality of oversight
mechanisms, board independence, ownership concentration, and internal control quality in shaping
auditors’ risk assessments. Effective governance structures likely mitigate agency conflicts and reduce the
likelihood of material misstatements, thereby lowering audit risk premiums.

The Environmental pillar’s significant impact on normal audit fees suggests that proactive
management of environmental risks reduces uncertainties related to regulatory penalties, contingent
liabilities, and reputational exposure. Meanwhile, the relatively weaker effect of the Social pillar may
reflect challenges in quantifying social initiatives and translating them into directly observable risk
metrics. Nonetheless, social responsibility initiatives contribute to reputational stability and stakeholder
trust, indirectly supporting financial stability.

Overall, the findings reinforce the view that ESG is not merely a reputational construct but a
substantive governance and risk-management mechanism. In emerging markets, where information
asymmetry and concentrated ownership structures are prevalent, ESG performance may play an even more
critical role in signaling credibility to external auditors and capital market participants.

In conclusion, this study provides evidence that higher ESG performance—particularly stronger
governance structures—is associated with lower audit fees in the Tehran Stock Exchange. The results
underscore the importance of integrating ESG considerations into audit risk assessment frameworks and

highlight the economic relevance of sustainability performance in emerging capital markets.
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