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Abstract

This paper reviews the field of sustainability to develop insights into earnings management
studies and outline future research opportunities. We find that most previous studies use
integrated reports measured by three dimensions of social, economic and environmental
sustainability. These three dimensions are interrelated and communicate with each other to
formulate the definition of sustainability. And the sustainability report should provide a
balanced disclosure of sustainability performance, including both positive and negative
contribution. This paper offers an insightful analysis into sustainability disclosure to support
the analysis of IR benefits to balance the current literature that overlooks the benefits of IR.

Keywords: Integrated reporting, Sustainability, Earnings management, Literature review,
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1. Introduction

Each and every one can debate that ultimate target of any business is to make a profit for the
owners. The benefit of shareholders regularly has the lion's share of whatever the research in
management disciplines. In the last decades of accounting aeon, new arguments punch the
clock to override the frontiers of this debate. Among these arguments are the ones associated
with the environmental and social consequences of any business which turns the cards of
accounting literature to a whole new level of thinking. A paramount question in the relevant
literary works has come to light to identify what are the consequences of businesses activities
on humankind and environment. This issue and many others crack the glass to question firm's
capacity to contribute to the welfare of society and sustain the environment and its natural
resources. A front position of accounting in this arena of research is how the business reports
about its social and environmental performance .Terms such as corporate social responsibility
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(CSR), environmental accounting, and corporate governance has been keeping one's eyes on
in the accounting literature. These terms, in the thick of others, have been measured and
examined to grasp its determinants and its impacts on many aspects, such as financial
performance, earnings quality, access to finance and so forth. This has been achieved to
prove if its reward to companies to be more responsive to open doors for more efforts for the
welfare society and environment beyond just making profits. The proceeds of such literature
motivated the scholars to a significant concern related to the heart of this debate. That is, any
firm financial report must be comprehensive to cover all of its activities, strategies, financial
performance and so forth. In other words, the financial reporting of the company must reveal
what called the business model that explains how the firms create profit and its consequences
on the society and environment. The term integrated reporting has arrived to satisfy this call
by requiring company’s financial reporting system to be integrated into all aspects. By
undertaking this, researchers claimed that such reporting would include the indicators to the
firm's capability to sustain

In the long run, the appearance of corporate sustainability brain wave is principally associated
to the Brundtland report’s interpretation of “sustainable development” as “development that
meets the needs of the present without compromising the ability for future generations to
meet their needs” (WCED, 1987, p. 43). These arguments make the scenes for hot area in the
field of accounting research in the sustainability reporting. This is recognized especially after
the scandals of corporations such as Enron and WorldCom and after the collapse of financial
markets in 2008.

2. Literature Review

The pillars of expert accounting bodies and other international organizations have contributed
and take the oath for integrated reporting. These bodies, naming just a few, according to
Owen (2013, p.340) include, “World Business Council for Sustainable Development, the
World Resources Initiative, the United Nations Conference on Trade and Development
(UNCTAD), the Global Reporting Initiative (GRI), the International Corporate Governance
Network, the International Federation of Accountants (IFAC) and the International Integrated
Reporting Committee (I1IRC)".These bodies and organizations give a hand to the diffusion of
IR by putting the current map of financial reporting in question since such bodies and
organizations attempt to throw a spotlight on IR.

The interpretation alongside with the definition of IR yet has a notable room for debates. For
example, Dumay et al. (2016) observed through examining the literature related to IR that
there is an absence of crucial perception of IR. However, according to the IIRC, the
integrated reporting makes sense by IIRC (2013, p.1). “Organizations are using IR to
communicate a clear, concise, integrated story that explains how all of their resources are
creating value. IR is helping businesses to think holistically about their strategy and plans,
make informed decisions and manage key risks to build investor and stakeholder confidence
and improve future performance. It is shaped by a diverse coalition including business leaders
and investors to drive a global evolution in corporate reporting”.
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Scholars seek to conceptualize IR to present more cleared interpretation of IR. For instance,
Abeysekera (2013) contended that integrated reporting attempt to consolidate the mixture of
information regarding any entity activities in common principles with unified purposes. She
reported that the primary goal of integrated reporting is to assist stakeholders to evaluate
whether a company can generate and sustain its value over time.

Moreover, Adams (2015) acknowledges that IR is a step to another horizon of financial
reporting. This is due to the nature of IR that liberalize from the mainstream accounting to
think how firm create value and sustain in the long term. By the same token, the fundamental
point is how to report about this value creation and sustainability. Owen (2013, p.340) argued
that ” IR provides information on financial and non-financial performance in a single
document, showing the relationship between financial and non-financial performance and
how these inter-related dimensions are creating or destroying value for shareholders and other
stakeholders”. Reimsbach et al. (2018) claimed that the assurance effect was weaker in the
case of integrated reporting compared to separate reporting

However, a question can be laid on the table to grasp what IR includes beyond the
contemporary and traditional financial reporting. The answer may be complicated and up for
discussion taking into account that the perception of what IR is debatable. But be that as it
may, Flower (2015) provides a critical review in the heart of 1IRC initiative and IR proposed
framework. He clarified that IR would include traditional financial statements, management
commentaries, governance and remuneration reports and sustainability reports. Beside this,
the global reporting initiative (GRI) provides guidelines for IR. These guidelines anticipate
companies’ reports to consolidate descriptions of business strategy purposes, the company
biography, the management plan, and a list of the main performance indicators. Based on
IIRC framework of IR, Flower (2015) developed a better understanding of IR by explaining
in details the framework of IR. He addressed six

Categories of capital covering the financial capital, manufactured capital, human capital,
intellectual capital, natural capital and social capital. He critiques this framework because the
barriers between the six capitals are foggy. For example, the workforce can be human or
intellectual. Also, some of these capitals not owned by the firm, for instance, the capital of
society which made the task to preserve the harmony between these capitals is critical. He
argued that the fundamental view of IR is how the organization creates value, through actions
performed, by measuring the rise in the capitals less the reduction in the same capitals.

Recent studies in IR such as (Dumay et al., 2016; Perego et al., 2016) by all means
acknowledge that IR still in early years which make the research possibilities in IR need the
qualitative approach, not the quantitative methods. Perego et al. (2016) pay attention to an
important aspect that the academics literary works shut eyes on the benefits of IR and
completely concentrated on the cost of IR. Indeed, they put a good word to support the
analysis of IR benefits to balance the current literature that overlooks the benefits of IR. More
than that, they made a valuable invitation to studies in a related field such as sustainability,
environmental, social and governance (ESG) because they will help IR development.
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In a different manner, Dumay et al. (2016) fought for IR to be the fate of corporate reporting
in the next years. They shed the light on some ideas to conclude that observing IR practice
will not be sufficient since the call to understand the IR is needed. At last (Dumay et al., 2016;
Perego et al., 2016) be of the same mind that there is no robust evidence regarding IR
benefits which makes research in such field just around the corner.

The term sustainability by all means interrelated with IR .In fact; some researchers, such as
Flower (2015) contended that sustainability reporting comes straight from shoulders of IR
since delivering such IR guarantee that companies sustain its capitals for future generations
that embody the idea of sustainability. Recently published papers show and tell that
sustainability reporting in the body of IR .For example, Abeysekera (2013) mentioned that
sustainability reporting is part of IR that measure sustainable performance in many
dimensions alongside with other aspects of IR. Adams (2015) claimed that IR is not merely to
report on sustainability. But also to include how firm create value and how it reports about
this value creation side by side with sustainability.

3. Sustainability Reporting

Dumay et al. (2016) argued consolidating the social, environmental and economic aspects in
the financial reporting drop the anchor over the last 25 years. The studies about the financial
reporting are uncountable. But be as it may, in the contemporary era, the financial reporting is
reconstructed, and more disclosures are escalated. Gray (2006) argued that social,
environmental and sustainability reporting is descending from the financial reporting model.
He perceived that this argument is not among the traditional mainstream accounting literature.
Strictly speaking, he contended that the ethical perspective of financial reporting is about the
outcomes of such reporting, not the reporting in the flesh. This means that the financial
reporting will influence the stakeholder choices about a particular entity which induce to
transferring funds to entities that economically outperformed other entities. He tried to
convey the perception that social, environmental and sustainability reporting strive to become
the alternative accountings to serve the whole society. Over and above, Abeysekera (2013)
argued that investors not only interested in the financial and non-financial information, but
they also crave to understand how their investment influences the environment and society in
overall. This boost the desire for increased sustainable performance which promotes the firms
to adjust how they utilize their sources and how they report on it. If the company missed
informing users about such information, it’s expected not to survive in the long run mainly
that highly rating companies in such issues drag more investor (Antol m et al., 2016).

An underlying issue here is how sustainability reflected. Scholars are discussing
sustainability to incorporate appropriate " dimensions " to reflect what we mean when we say,
for example, firm X is more sustainable than firm Y. For instance, Abeysekera (2013)
content that sustainability reporting is part of IR that measure sustainable performance in
six dimensions incorporate economic, environmental, labor activities, human rights, society,
and product responsibility. Amini and Bienstock (2014, p.16) submit a framework for
sustainability that includes five dimensions comprise of “level business application and
communication of sustainability activities/performance (such as, the strategies undertook to
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move closer to sustainability), the scope of organizational focus (such as, the company supply
chain incorporating suppliers and customers), sustainability-oriented innovation (such as,
how the firm combine the innovation with sustainability),
economic/ecological-environmental/equity social emphasis (mirror the degree to which an
organization embraces all aspects of sustainability, economic, ecological environmental and
equity-social), and compliance stance (reflects how well sustainability in the organization
shape the regulations and proactively complying with existing regulations)”. These levels
were combined with the sophistication of the organization, and each level alters across the
degree of sophistication.

To clear the way for deeper understanding what is sustainability reporting, terms associated
with the arena of sustainability reporting have kicking around in the recent decade. These
terms include, among others, corporate social responsibility (CSR), environmental accounting,
and the triple bottom line accounting (TBL). Dumay et al. (2016), acknowledged that terms
such as social responsibility, environmental accounting, corporate governance, sustainability
reporting and the triple bottom line accounting ways of thinking, perceive any accounting
entity as a reporting entity that operates not beyond a particular framework. Additionally,
they argued that sustainability grows to include the ecological and social justice.

With no strings attached, the related literature, such as (Owen, 2013; Aragon, 2013; Amini
and Bienstock, 2014; Montiel and Delgado, 2014; Antoln et al., 2016) made a consistent
argument that The TBL, as the measurement of sustainability, is the fundamental perspective
about sustainability. For example, Owen (2013) pointed the terms, sustainability accounting,
TBL and corporate social responsibility (CSR) used interchangeably. However, he explained
that the interpretation of sustainability based on the TBL is mainly due to the incorporation of
the economic dimension arguing that economic dimension brings down the curtain on long
established value creation to preserve firms capitals. Additionally, a considerable portion of
academics and scholars identified sustainability to be mirrored by the three dimensions and
they use the term TBL and sustainability reciprocally (Montiel and Delgado, 2014). Another
perspective sees that stakeholder recognized the measurement of corporate sustainability is
based on the three dimensions of TBL (Antol i et al., 2016).

The term TBL, in the first place, proposed by Elkington (1998) by describing TBL as the
social, economic and environmental sustainability. This three dimensions measure the
achievement of the company rather than the focus on economic sustainability only. These
three dimensions are interrelated and communicate with each other, and the company cannot
separate, for example, the economic dimension, from other dimensions.

To give the main point, the reported literature showed that when we say sustainability,
primarily, we say three dimensions combine the economic, social and environmental
dimensions. Furthermore, a relative consensus has been developed on what sustainability
represents despite some controversial perspective here and there in what exactly
sustainability means. Be that as it may, to get ink for the understanding of sustainability
reporting, definitions of sustainability reporting have been formed to convey the perspective
of sustainability reporting. For instance, global reporting initiative has defined sustainability
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reporting as ‘‘the practice of measuring, disclosing, and being accountable to internal and
external stakeholders for organizational performance towards the goal of sustainable
development. A sustainability report should provide a balanced and reasonable representation
of the sustainability performance of the reporting organization, including both positive and
negative contributions’’. In like manner, Gray and Milne (2002, p.3) seek to conceptualize
sustainability reporting by characterizing it as a “complete and transparent statement about
the extent to which the organization had contributed to - or, more likely, diminished- the
sustainability of the planet....to have a detailed and complex analysis of the organization’s
interactions with ecological systems, resources, habitats, and societies, and interpret this in
the light of all other organizations’ past and present impacts on those same systems”.
Likewise, Daub (2007, p.76) developed a definition of sustainability reporting by arguing that
sustainability reporting is a report “must contain qualitative and quantitative information on
the extent to which the company has managed to improve its economic, environmental and
social effectiveness and efficiency in the reporting period and integrate these aspects in a
sustainability management system”.

4. Earning Management

Earnings are another name for the bottom line or net income. Earnings are important signs of
the Entities business performance. For instance, Francis et al. (2003) explained that earning
are more closely associated with stock prices than are cash flow, sale or other financial
statement data. There are numerous description of earning that are universally understood in
the academic and professional literature. Dechow et al. (2010) stated that earnings, in general,
can be connected to three categories, firstly is the properties of earnings, secondly investor
responsiveness to earnings and thirdly is the external indicators of earnings misstatement.
They recognized earnings management under the first category, the properties of earnings,
which represented earnings management among the main issue related to the concept of
earnings. Healy and Wahlen (1999, p.368) define earnings management as “Earnings
management occurs when managers use judgment in financial reporting and in structuring
transactions to alter financial reports to either mislead some stakeholders about the
underlying economic performance of the company or to influence contractual outcomes that
depend on reported accounting numbers”. Lee and Hwang (2019) highlighted that earnings
management has an impact on the sustainability of individual financial firms through the
reliability of financial statements. Chen and Hung (2020) documented that firm engage in
CSR reduce earnings management using CSR index proposed by Chen et al. (2003). Ayu et
al. (2020) revealed that more cost on environmental and social information disclosure can
generate greater opportunities for corporations. Obeng et al. (2020) highlighted that earnings
quality is significantly higher for IR firms than non-IR firms.

5. Problem Statement

At this point, the problem of the study, to some extent, cleared. That is, the academic works
in sustainability reporting are "few" as demonstrated by several scholars. This offers an
appealing field to study. Moreover, by lay eyes on the prior studies in conjunction with the
relative consensus on what sustainability describe, it appears that accounting literature has
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been questioning one or, in few situations, two dimensions of sustainability which give
directions to a gap in the associated literature meaningfulness to investigate by examining the
three dimensions together.

This paper provides a synthesis of sustainability and earnings management by exploring the
potential measure of Integrated report. It updates the recent achievements in the earnings
management literature from an accounting perspective and explores the proposed measure of
integrated report based on three dimensions of social, economic and environmental
sustainability.

Scholars, such as (Antolm et al., 2016; Gray, 2006) claimed that notable portion of the
studies that examined sustainability reporting have full-bodied the sustainability only on one
of the dimensions of sustainability, on a large scale the environmental dimension, and
overlooked the other aspects of corporate sustainability. The literature of sustainability
separates the environmental and social dimension from the economic dimension. The lack of
integration of all three dimension probably has handed over an inadequate perception about
sustainability (Antol m et al., 2016; Gray and Milne, 2002; Aras and Crowther, 2009). Over
and above, the empirical pieces of evidence on the advantages of sustainability still not
completely examined, see for instance Chelli and Gendron (2013), which describe another
gap call for an investigation. Finally, a necessity arises to understand what is the dimension
concentrated by companies and how the interaction, if any, between the three dimensions
occur. This study will contribute to the in circulation literature of sustainability reporting by,
to a certain degree, several points. First, by feast eyes on social, economic and environmental
dimensions as an integrated unit of information, it will convey a well-defined
conceptualization of sustainability for stakeholders to facilitate the interpretation of
performance made by a particular entity to sustain its value over time. Second, it will frame
up the diffusion of sustainability reporting among firms which, in turn, assist the
decision-making process to put one's finger on the need of posing more regulations to
improve sustainability reporting. Third, examining sustainability reporting supposed to make
the scene for enhancing integrated reporting by distinguishing what is missed in sustainability
reporting to compass the suitable status recommended by integrated reporting.

The previous academic work put on the line a mixed bag of instruments to measure
sustainability reporting. Yet to measure sustainability performance, it is necessary to
acknowledge that very few studies have developed a widespread model for sustainability
performance. This passes the word that the measurement of sustainability performance is a
little bit challenging. However a study conduct by Ng and Rezaee (2015) is considered the
first study to develop a comprehensive model to measure sustainability performance.

Within the universe of industries, the brain wave of sustainability has, in many instances,
escalated quickly in business agendas as growing numbers of firms frequently acknowledge
sustainability in different countries. Market-based economy, corporate control is a crucial
perspective to stakeholders. Businesses, now and then, have a considerable volume of
stakeholders who own minor stakes and build their investment choices upon their
interpretation of information. This will be within the view by considering that firms have
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faith in their stakeholders to finance their projects. For these reasons, stakeholders have major
pressure on companies to disclose financial information side by side with non-financial
information to encompass all relevant features of their activities (Adams et al., 1998; Jensen
and Berg, 2011).

A\ Macrothll'lk International Journal of Accounting and Financial Reporting

The history of UK in the social and environmental aspect of sustainability can be traced from
more than a decade. Several accounting bodies in UK had a growing interest regarding
sustainability. For, instance, in 1991, the Association of Chartered Certified Accountants
(ACCA) announced the UK environmental reporting award. This award changed in 2001 to
be the sustainability reporting award. Birkin and Jergensen (1994) conducted a comparative
study to exhibit the environmental reporting in UK. They found that all sampled companies
in UK have issued a separate report for environmental concerns. Adams et al. (1998) found
that UK companies have very high information about social responsibility in their annual
reports by comparing to other countries as they strive to improve thoughts and credibility of
their business. (KPMG, 2015) report on corporate responsibility showed that the UK
amongst in the forefront counties in sustainability reporting and integrated reporting. For
instance, UK has compulsory corporate responsibility regulations. Also, more than 90% of
UK companies have consolidated corporate responsibility information in their annual reports
and more than 10% of these companies say they follow the integrated reporting approach
which includes sustainability reporting.

Lukomnik et. al. (2018) reports that 78 % of the S&P 500 issued a sustainability report for
the most recent reporting period, most with environmental and social performance metrics.

Hong and Andersen (2011) shows that more socially responsible firms have higher quality
accruals and less activity-based EM, both of which impact financial reporting quality. Chih et
al. (2008) document that with a greater commitment to CSR, the extent of earnings
smoothing is mitigated. They predict that a firm with CSR in mind tends not to smooth
earnings, and displays less interest in avoiding earnings losses and decreases. It is, however,
prone to engage in more earnings aggressiveness, but this tendency can be mitigated in a
country with strong legal enforcement. Shleifer (2004) interprets that earnings manipulation,
occurs less often in corporations with a strong commitment to social responsibility. Therefore,
we may predict that firms with a high degree of CSR may tend to smooth earnings to ensure
that reported earnings are more predictable. This is referred to as the predictable earnings
hypothesis because a CSR minded firm is inclined to smooth earnings. However,

6. Conclusion

The importance sustainability in accounting education has increased significantly over the
past years. However, the definition of sustainability and CSR are commonly and
interchangeably used in academic researches. This paper represents a novel contribution as it
is believed to constitute on the previous studies of integrated reports and earnings
management to draw the two literatures together within the context of a single paper. We
reviewed the definition and the use of sustainability and corporate social responsibility (CSR)
in previous studies, and we found that most of the previous studies focus on three dimensions
of sustainability related to social, economic and environmental factors. These three
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dimensions are interrelated and communicate with each other to formulate the definition of
sustainability. However, previous studies on sustainability and earning management have
concentrated on one dimension of sustainability. Therefore, this study frames future research
to empirically examine the efficiency of the three dimension of sustainability on earnings
management. The future scholars should also address the relationship of cost of disclosure,
earning administration, and the three dimensions of sustainability, with the firm economic
performance in the context of more than one industry.
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