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Highlights

e Financial statements adopt a retrospective approach, whereas market
stakeholders require forward-looking information.

e Earnings forecast reports and MD&A reports represent two alternative
approaches proposed for the disclosure of forward-looking financial
information.

e  Due to the shortcomings of earnings forecast reports, they have been replaced
by MD&A reports; however, the current presentation of MD&A reports also
faces several challenges.

e The manipulation of forward-looking reports, primarily resultin% from the
lack of effective oversight, constitutes the main deficiency in the current
reporting environment.

e Oversight and assurance of MD&A reports by independent auditors, the
imposition of penalties for significant deviations in reported information, and
the use of scenario-based disclosure of forward-looking information along
with the analysis of forecast deviations are the principal strategies for
improving the current situation and addressing existing shortcomings.

Abstract

Earnings forecast reports had long been used as the primary tool for
financial information disclosure in Iran’s capital market. Despite their
initial role in enhancing transparency, over time these reports encountered
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numerous issues such as earnings manipulation, excessive optimism in
estimates, and prolonged trading halts. These challenges undermined
investor confidence and prompted policymakers to replace earnings
forecasts with management discussion and analysing reports. The main
objective of this replacement was to improve disclosure quality and
provide a more comprehensive framework for analyzing corporate
performance and future prospects. This study examines the deficiencies
and challenges in the current practice of preParing management discussion
and analysing reports, offering strategies for their improvement. It also
compares the advantages and disadvantages of MD&A and earnings
forecast reports from the perspective of experts. The research employs the
classical grounded theory method and is based on interviews with 25
subject-matter experts. Data were coded and analyzed using Nvivo and
Excel software. The findings identify several weaknesses in the current
presentation of management discussion and analysing reports, including
ambiguity in accountability, the use of MD&A reports for particular
interests, and poor content quality .To address these shortcomings, the
study proposes appropriate strategies such as subjecting assurance on
MD&A reports, imposing penalties for deviations, employing scenario-
based forward-looking information, and analyzing deviations. The novelty
of this research lies in its specific focus on the challenges and shortcomings
of providing information beyond financial statements in the form of
management discussion and analysing reports. Unlike previous studies,
this paper uses the classical grounded theory approach to propose strategies
tailored to the unique conditions of Iran.

Keywords: Earnings forecast report, Management commentary report, Grounded
theory, Forward-looking information.
JEL classification: G14, M41, M4



Introduction

The financial information presented in financial statements is
inherently retrospective in nature and does not adequately meet the
needs of market stakeholders and users of financial information.
Accordingly, earnings forecast reports were developed to disclose
information regarding firms’ future conditions. Despite their initially
effective role in enhancing transparency, over time the forecasted
accounting earnings reported by firms were adjusted through the
application of various accounting methods, and the estimates and
assumptions underlying future earnings forecasts became
increasingly characterized by excessive optimism. The failure to
realize forecasted earnings resulted in the suspension of trading
symbols and the occurrence of prolonged trading halts in the capital
market. These issues undermined investor confidence and prompted
policymakers to eliminate earnings forecast reports and replace them
with MD&A. In this regard, beginning in 2017, the Securities and
Exchange Organization of Iran formally approved the mandatory
preparation of MD&A reports for companies listed on the stock
exchange (lranian Association of Certified Public Accountants,
2017). The primary objective of this substitution was to enhance
disclosure quality and to provide a more comprehensive framework
for analyzing corporate performance and future prospects. However,
MD&A reports have also faced shortcomings and challenges in their
preparation and presentation due to the extensive scope of the
information they contain, the interpretive nature of the disclosed
qualitative information, the increased complexity of monitoring
these reports arising from the nature of their content, and
stakeholders’ limited familiarity with such reports.

This study examines the existing shortcomings and challenges in the
current practice of preparing MD&A reports and proposes strategies
for their improvement. It also investigates the advantages and
limitations of both MD&A and earnings forecast reports from the
perspective of experts. Addressing these issues for the first time in
Iran, proposing strategies tailored to the identified shortcomings and
the country’s environmental conditions, employing the grounded
theory methodology, and incorporating expert opinions from various
specialized fields related to the subject constitute the distinctive
features of this research.



Methodology

The present study was designed with the aim of identifying the
existing shortcomings in the presentation of MD&A reports,
adopting the classical grounded theory approach. For data collection,
semi-structured interviews were conducted with 25 experts in fields
relevant to the research. The interviewees were selected through
purposive sampling, and sampling continued until theoretical
saturation was achieved.

In the subsequent stage, data analysis was carried out using a three-
stage coding procedure, including open coding, axial coding, and
selective coding. For data analysis and coding, NVivo (Version 12)
and Microsoft Excel were utilized, facilitating rapid data retrieval.
Finally, to ensure the credibility of the findings, criteria such as fit,
workability, relevance, and modifiability—proposed in the
Glaserian approach as indicators of theoretical quality—were
applied.

Results

The findings of this study identify several deficiencies in the current

practice of presenting MD&A reports. The most significant

shortcomings are as follows:

1. Ambiguity in accountability: This refers to the current absence
of accountability for deviations in forecasts regarding a firm’s
future condition, as well as for inaccurate analyses and
misleading signals conveyed to the market and stakeholders
through MD&A reports.

2. Use of MD&A reports in pursuit of particular interests: This
issue pertains to the preparation and disclosure of information in
MD&A reports in line with the perspectives and interests of the
company’s board of directors. At present, due to the lack of
specific oversight over the information disclosed in MD&A
reports and the broad scope of information they contain,
corporate management can effectively transmit its intended
signals to the market through MD&A reports.

3. Weak content of MD&A reports: This means that, owing to the
absence of oversight over MD&A reports comparable to that
applied to financial statements reviewed by independent
auditors, MD&A reports of most firms are prepared and
presented in a repetitive and homogeneous manner, without



adherence to the framework and structure prescribed by the
Securities and Exchange Organization.

Subsequently, appropriate strategies for addressing the
shortcomings in the current practice of presenting MD&A
reports were identified based on experts’ perspectives. The most
important strategy is:

Assurance on MD&A reports by independent auditors: Based on
the analysis of the results, the most practical strategy—one that
addresses all three identified shortcomings in the current
reporting environment—is subjecting MD&A reports to
independent audit. At present, according to the auditing
guideline issued by the Securities and Exchange Organization in
2017 regarding auditors’ opinions on MD&A reports, such
reports are classified as “other information,” and the auditor’s
responsibility is limited to reading them, without providing any
form of assurance. However, in light of the findings of this study,
given the significant informational content of MD&A reports,
the low level of financial transparency in the Iranian capital
market, the decline in investor confidence in recent years, and
the lack of specialized training for market participants regarding
the interpretation and analysis of MD&A reports, it is necessary
to establish oversight over these reports. The most appropriate
option for reviewing and supervising MD&A reports is the
independent auditor.

Discussion

Among the views expressed by the interviewees, two distinct
perspectives emerge regarding the replacement of earnings forecast
reports with MD&A reports. Considering the advantages of MD&A
reports, their closer alignment with contemporary reporting
structures adopted in other countries, and the deficiencies observed
in earnings forecast reports—including the significant deviations
identified in these reports that led to the formation of unrealistic
expectations among shareholders, as well as the discretionary nature
of accounting earnings resulting from the use of alternative
accounting methods in areas such as depreciation, goodwill
measurement, and the recognition of research and development
expenditures as expenses, which are permitted under accounting
standards—it is reasonable to accept the view of those interviewees



who regard MD&A reports as more useful for the capital market than
earnings forecast reports.

Conclusions

Based on the findings of the study, MD&A reports are considered
more useful than earnings forecast reports from the perspective of
experts. However, in the current practice of presenting MD&A
reports, several shortcomings exist, the most significant of which is
the lack of oversight over these reports. This deficiency has resulted
in noncompliance with the guidelines governing the preparation and
presentation of MD&A reports, the absence of consistency and
uniformity in reporting practices, and consequently, the loss of
comparability. More importantly, it has facilitated the use of MD&A
reports to serve managerial interests.

To address these shortcomings, it is necessary to establish
appropriate infrastructures and to implement effective strategies in
order to achieve an (desirable) state in the presentation of MD&A
reports and to enhance the informational efficiency of the capital
market. The most important strategy proposed in this study is the
supervision and assurance on MD&A reports by independent
auditors. The most critical underlying infrastructure required is the
reform of macroeconomic conditions to create a competitive
environment, along with revisions to financial laws and regulations
aimed at directing capital toward productive activities and the capital
market. Through these measures, investment in the capital market
can become more attractive, encouraging users to demand high-
quality, reliable, and specialized financial information to achieve
appropriate returns. In turn, firms will be motivated to attract capital
by providing high-quality financial information.
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