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Abstract:

This study aims to develop an empirical model explaining financial reporting quality using information from peer companies
listed on the Tehran Stock Exchange. This applied study adopts a descriptive—analytical and correlational design. The
statistical population consists of all firms listed on the Tehran Stock Exchange from 2013 to 2021, from which 140 firms were
selected using a systematic elimination method. Data were collected from audited financial statements and official databases
and analyzed using logistic regression in EViews10. The main independent variables included accrual quality, earnings
persistence, internal control weakness, and fraud, while control variables such as firm size, sales, market value, and stock
return volatility were incorporated into the model. At a 95% confidence level, results indicate that accrual quality has a
positive and significant effect on peer firm selection (p<0.05). Earnings persistence also shows a positive and significant
relationship with peer selection (p<0.05). However, internal control weakness and fraud exhibit no statistically significant
relationship with peer firm selection (p>0.05). Additionally, certain control variables such as firm size and sales demonstrate
significant positive effects, whereas others remain insignificant. The findings suggest that only specific dimensions of financial
reporting quality—particularly accrual quality and earnings persistence—play a decisive role in peer firm selection,
highlighting the importance of enhancing these attributes to improve investor decision-making and capital market efficiency.
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Extended Abstract

Introduction

Financial reporting quality has become a central concern in contemporary accounting and financial research due to its
critical role in enhancing transparency, reducing information asymmetry, and improving the efficiency of capital markets.
High-quality financial reporting enables investors, analysts, and other stakeholders to make more informed decisions by
providing reliable, relevant, and comparable information about firms’ financial performance and position. The literature
emphasizes that financial reporting quality is not merely an outcome of accounting processes but is influenced by a complex
set of institutional, governance, and informational factors (Amirazad et al., 2018; DeFond & Zhang, 2014). In this context, the
comparability of financial statements has been identified as a key qualitative characteristic that enhances the usefulness of
financial information by allowing stakeholders to evaluate similarities and differences across firms (Chen & Gong, 2019; Kim
etal., 2013).

One important yet underexplored dimension of financial reporting quality is its relationship with the selection of peer
firms. Peer firms, defined as companies with similar economic, operational, and industrial characteristics, play a crucial role
in various financial and managerial processes, including performance evaluation, executive compensation benchmarking, and
strategic decision-making (Albuquerque et al., 2013; Faulkender & Yang, 2013). The selection of appropriate peer firms
depends heavily on the availability and quality of financial information, as accurate comparisons require reliable and
comparable data. Previous studies suggest that firms with higher financial reporting quality are more likely to be included in
peer groups, as their information provides a more accurate basis for assessing economic similarity (Dierynck & Verriest, 2020).

Moreover, the determinants of financial reporting quality have been widely investigated in prior research. Factors such as
corporate governance mechanisms, including board composition and gender diversity, have been shown to enhance
monitoring effectiveness and improve reporting quality (Fernandez-Méndez & Pathan, 2022; Juwita, 2023). Similarly, the
disclosure of non-financial information and the adoption of integrated reporting practices contribute to greater transparency
and accountability, thereby improving the overall quality of financial reports (Jabarzadeh Kangerlouei et al., 2023; Muttakin
et al., 2020). At the same time, firm-specific characteristics such as accrual quality, earnings persistence, and internal control
effectiveness are critical indicators of reporting quality (Kashanipour et al., 2018; Naderi & Hajihah, 2018).

Recent technological advancements have also introduced new dimensions to financial reporting quality. The integration
of artificial intelligence, blockchain technology, and digital accounting systems has the potential to enhance the accuracy,
timeliness, and reliability of financial information (Armon Manesh & Pourkhorshid, 2025; Dasineh et al., 2025; Liao et al,,
2025). These technologies can reduce human error, detect anomalies, and improve the efficiency of auditing processes,
thereby contributing to higher-quality financial reporting (Sheikh, 2025). Furthermore, high-quality financial reporting has
been linked to important economic outcomes, such as reduced cost of capital and improved investment decision-making
(Jasim et al., 2025; Ojomo, 2025).

Despite the extensive literature on financial reporting quality, limited attention has been given to its role in the selection
of peer firms, particularly in emerging markets. This gap is significant, as peer firm selection is a fundamental component of
financial analysis and corporate governance. Understanding how financial reporting quality influences this process can
provide valuable insights into the functioning of capital markets and the behavior of firms and investors. Therefore, this study

aims to develop an empirical model of financial reporting quality using information from peer companies listed on the Tehran
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Stock Exchange, with a focus on key indicators such as accrual quality, earnings persistence, internal control weakness, and
fraud.

Methods and Materials

This study adopts an applied research design with a descriptive—analytical and correlational approach. The statistical
population consists of all companies listed on the Tehran Stock Exchange over a specified period, from which a sample of
firms was selected using a systematic elimination method to ensure data availability and comparability. Data were collected
from audited financial statements, explanatory notes, and official financial databases.

The empirical analysis employs a logistic regression model to examine the relationship between financial reporting quality
indicators and the likelihood of a firm being selected as a peer company. The dependent variable is a binary indicator
reflecting whether a firm is identified as a peer firm. The main independent variables include accrual quality, earnings
persistence, internal control weakness, and fraud. Control variables such as firm size, sales, market value, managerial
compensation, and stock return volatility are also incorporated to account for firm-specific characteristics.

Accrual quality is measured using a modified accrual model, while earnings persistence is estimated through time-series
regression of earnings. Internal control weakness and fraud are operationalized as dummy variables based on disclosed
information. The analysis is conducted using econometric software, and statistical tests are performed to ensure the validity
and reliability of the model, including stationarity tests, correlation analysis, and goodness-of-fit measures.

Findings

The empirical results indicate that accrual quality has a positive and statistically significant effect on the likelihood of being
selected as a peer firm. Firms with higher-quality accruals are more likely to be included in peer groups, suggesting that
reliable and transparent financial information enhances comparability and facilitates the evaluation of economic similarity.

Similarly, earnings persistence is found to have a positive and significant relationship with peer firm selection. Firms with
stable and sustainable earnings are perceived as more reliable and are therefore more likely to be chosen as benchmarks for
comparison.

In contrast, internal control weakness does not exhibit a statistically significant relationship with peer firm selection. This
suggests that deficiencies in internal control systems may not directly influence the process of identifying comparable firms.
Likewise, the presence of fraud is not significantly associated with peer firm selection, indicating that this factor does not play
a decisive role in the selection process within the studied context.

Among the control variables, firm size and sales show positive and significant effects, implying that larger firms with higher
levels of economic activity are more likely to be selected as peers. Other control variables do not demonstrate significant
relationships with the dependent variable. Overall, the model exhibits satisfactory explanatory power and goodness of fit,
confirming the robustness of the findings.

Discussion and Conclusion

The findings of this study highlight the critical role of specific dimensions of financial reporting quality —particularly accrual
quality and earnings persistence—in the selection of peer firms. These results suggest that firms providing higher-quality
financial information are more likely to be perceived as reliable and comparable, thereby increasing their inclusion in peer
groups. This underscores the importance of enhancing the quality of financial reporting as a means of improving transparency

and comparability in capital markets.
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The lack of a significant relationship between internal control weakness and peer firm selection indicates that market
participants may prioritize observable performance indicators over underlying control mechanisms when identifying
comparable firms. Similarly, the insignificance of fraud suggests that the market may quickly incorporate such information
into prices, reducing its direct impact on peer selection decisions.

From a practical perspective, the results imply that firms seeking to enhance their position in peer comparisons should
focus on improving the quality and sustainability of their financial reporting. This can be achieved through the adoption of
robust accounting practices, effective governance mechanisms, and advanced technological tools.

In conclusion, this study contributes to the literature by providing empirical evidence on the relationship between financial
reporting quality and peer firm selection. It demonstrates that high-quality financial information plays a pivotal role not only
in decision-making and market efficiency but also in shaping the structure of comparative analysis in financial markets.
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