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Studies examining whether annual reports and specifically narrative sections of 
annual reports are satisfying users’ needs is sparse. Following this dearth of 
literature and concerns raised by Mirshekary and Saudagaran (2005) and 
Mirshekary (2005) in regard to the dearth of reporting by Iranian companies at 
that time the paper explores whether the narrative section of Iranian companies’ 
annual reports satisfy the information requirements of financial analysts 
employed by institutional investors. The paper adopts stakeholder theory as the 
theoretical framework. The result provides mixed support to stakeholder theory, 
taking a group of stakeholders, that is, financial analysts as the basis. Most 
Iranian companies disclosed the required prospective information while the 
satisfaction of these financial analysts’ present information requirements was 
partial. In regard to analytical information, most companies did not provide those 
information items required by the financial analysts. 

 

1.0 Introduction 
 

Annual reports have been the centre of investigation by a large number of 

researchers. The reason behind such attention provided by researchers is the 

fact that annual reports act as statutory formal communication medium 

between business organisations and their interested parties (Stanton, Stanton 

and Pires, 2004; Santema, Hoekert, Van de Rijt and van Oijen, 2005). Annual 

reports are also the main medium that companies adopt to communicate 

corporate information to external stakeholders (Ahmed, 1994).  
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There are two main sections that comprise annual reports, that is, the 

voluntary section containing narrative information together with tables and 

graphs and secondly, the mandatory section, that is, financial statements 

section (Stanton, Stanton and Pires, 2004).The later section is prepared in 

accordance with the statute in most jurisdictions. On the contrary, the 

voluntary first section of annual reports contains twice the amount of 

information than the later financial statements section (Smith and Taffler, 

2000).  

 

The reason behind such abundance of information in the first section is due to 

the fact that the inclusion of information in this section is not governed by any 

regulation and hence information items are incorporated at the discretion of 

the management (Clatworthy and Jones, 2001). This narrative section of 

annual reports is of considerable value to its different user groups, such as, 

financial analysts and investors (Tiexiera, 2004; Barlett and Chandler, 1997; 

Mirshekary, 2005).  

 

Among these user-groups the significance of fulfilling the information 

requirements of financial analysts was stressed by Graham, Cannice and 

Sayre (2002). This is due to the fact that most financial analysts have a heavy 

influence on the ultimate market valuation of public firms and hence prudent 

executives can increase shareholder value by disclosing such information 

items required by these analysts in a clear and comprehensive manner 

(Graham, Cannice and Sayre, 2002). Analysts are also the influential and 

knowledgeable users of annual reports and their information requirements are 

same as their client investors (Ho and Wong, 2004). However, the supply of 

abundant information does not enhance the quality of reporting. Rather than 

engaging in information overload, information that are relevant should be 

reported (International Accounting Standards Board, 2006). Hence, those 

information items that satisfy shareholders’ requirements should be reported 

(Cook and Sutton, 1995; Joshi and Abdulla, 1994).  
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Mirshekary and Saudagaran (2005) reported concern of user groups of 

annual reports in Iran including bank loan officers, bank investment officers, 

auditors, tax officers, stock brokers, institutional investors and academics in 

1997 that their information requirements were not met by Iranian companies’ 

annual reports.  Mirshekary (1995) further confirmed this concern and stated 

that Iranian companies were not disclosing those information items required 

by bank investment officers, bank loan officers, corporate investors and stock 

brokers.  

 

Studies examining whether these annual reports and specifically narrative 

sections of annual reports are satisfying users’ needs is sparse. Following this 

dearth of literature and concerns raised by Mirshekary and Saudagaran 

(2005) and Mirshekary (2005) in regard to the dearth of reporting by Iranian 

companies at that time, the aim of this paper is to explore whether the 

narrative section of Iranian companies’ annual reports satisfy the information 

requirements of financial analysts employed by institutional investors.  

 

2.0 Literature Review 
 

Information requirements of users of annual reports should be recognised by 

companies (Joshi and Abdulla, 1994; Cook and Sutton, 1995). Joshi and 

Abdulla (1994) conducted a survey of ‘sophisticated’ and ‘non-sophisticated’ 

investors residing in Bombay of India, to investigate the information 

considered significant by these investors. Here ‘sophisticated investors’ refers 

to professional chartered accountants-cum-investors and accounting 

teachers-cum-investors, and ‘non-sophisticated investors’ refers to other 

investors. It was found that both groups have attached high significance to 

value added statements and cash profit per share. At the time of this study 

Indian companies did not use to disclose these information items. Following 

their findings Joshi and Abdulla (1994) concluded that Indian companies were 

most likely unaware of information requirements of users or these companies 

were not attaching much emphasise on their investors’ information 

requirements.  
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A similar concern to Joshi and Abdulla (1994) of non-fulfilment of users’ 

information requirements in annual reports by Indian companies was raised 

by Chatterjee (2007). Chatterjee (2007) examined whether ‘financial 

highlights’ section of Indian companies’ annual reports fulfilled the information 

requirements of investors. The author stated that Indian companies were not 

disclosing those information items that were perceived to be significant by 

investors in this section of their 2003-2004 annual reports. The reason behind 

such non-disclosure as suggested by the author was either these companies 

were unaware of investors’ information requirements in annual reports or they 

were managing public impression by diverting the attention of users of their 

annual reports by disclosing favourable information items.  

 

Concern has been raised by Hooks, Coy and Davey (2002) in regard to New 

Zealand electricity companies’ not disclosing those information items 

considered important by various stakeholders. The authors examined the 

extent and quality of disclosure by New Zealand electricity retail and 

distribution companies in their 1998/99 annual reports, taking a disclosure 

index as the basis. The disclosure index was developed by a panel of 15 

stakeholders. The authors found that many voluntary disclosure items that 

were considered to be important by stakeholders were not disclosed by these 

companies.  

 

The information requirements of financial analysts including security analysts 

have been studied by various authors (Stagna,1976; Estep, 1987; Ho and 

Wong, 2004). Stagna (1976) criticised large industrial firms for not supplying 

those information items considered significant by Chartered Financial 

Analysts (CFAs). The authors ranked 79 information items by taking the 

significance level assigned by a sample of CFAs as the basis. Then, the 

author examined the annual reports for the fiscal periods ending from October 

31, 1972 through September 30, 1973 of 80 companies from the ‘Fortune 

1,000’ to investigate whether these annual reports contained those 

information that were considered significant by the respondents. The result 
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was that the published annual reports of large industrial firms were deficient in 

providing those information items considered significant by these CFAs.  

 

Estep (1987) suggested some of the information requirements of security 

analysts. The author opined that the main task of security analysts is to 

estimate the expected returns of the stocks. It is possible to get forecasts of 

expected return directly from financial forecasts. Required information for 

forecasting expected return is a forecast of return on equity (ROE), a forecast 

of growth in shareholders’ equity and a forecast of change in price/book ratio 

of stock (PB). Hence, to compute these ingredients, financial analysts require 

a list of information such as price/book value at the beginning and at the end 

of the period. 

 

Ho and Wong (2004) examined the usage and perceived usefulness of 

corporate annual reports by one major type of external users, that is, 

investment/financial analysts in Hong Kong. Analysts were chosen for this 

study since their information requirements are same as their client investors 

and they are considered to be more influential and knowledgeable users. 

Analysts considered financial statements in annual reports to be the most 

significant source of business information. These analysts further suggested 

that factors affecting future financial results, future prospects of the company, 

product market share, acquisition and disposal activities and information 

provided in China business review were the five most significant voluntary 

disclosure items to them.  

 

Mozier and Arnold (1984) classified investment analysts into two groups, that 

is, portfolio managers and information intermediaries to better understand 

their information requirements from companies. The authors compared and 

contrasted the procedures of equity share analysis of UK investment analysts 

who were portfolio managers with those who were information intermediaries. 

Analysts considered dividend yields, various financial ratios and the 

company’s net asset during their evaluation of companies’ performance. It 

was however found that, portfolio managers analysed companies in less 

depth than did information intermediaries. Both groups suggested the 
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inclusion of more geographical analysis of a company’s results in company’s 

accounts and more analysis of a company’s different lines of business. 

However, information intermediaries felt notably more strongly in favour of 

these additional disclosure items than did portfolio managers 

 

CPA Journal (1994) reported a study at Marquette University by assistant 

professor Carolyn A. Streuly. A survey was taken in this study of CFAs and 

508 responses were received reporting the level of usefulness of financial 

information contained in annual reports in making investment decisions. 53% 

of the respondents revealed that annual reports were adequate for making 

such decisions and three per cent indicated that annual reports contained 

excessive information. However, 44% perceived that more information such 

as, budgets for the next five years and forecasts of Earnings Per Share (EPS) 

needed to be disclosed in annual reports.  

 

There exist few studies encompassing the significance attached by various 

user groups of annual reports to this report and whether the information 

requirements of these users have been fulfilled in Islamic countries (Naser, 

Nuseibeh and Al-Hussaini, 2003; Mirshekary and Saudagran, 2005; 

Mirshekary, 2005; Al-Razeen and Karbhari, 2004; Abu-Nassar and 

Rutherford, 1996). Al-Razeen and Karbhari (2004) investigated the 

perceptions of five groups of external users of annual reports in Saudi Arabia, 

that is, individual investors, institutional investors, creditors, governmental 

officials and financial analysts to the significance of annual reports to them 

compared to other sources of corporate information, such as, interim reports, 

specialists’ advice, friend’s advice, newspapers and magazines, specialised 

publications, direct information from companies and market rumours. The 

result was these stakeholders’ perceived annual reports to be the most 

important source of information.  

 

Abu-Nassar and Rutherford (1996) investigated the perception of users of 

external financial reports towards these reports in Jordon possessing a 

moderately well-structured capital market. The authors administered 

questionnaires to institutional shareholders, bank loan officers, stockbrokers, 
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academics and individual shareholders in 1991. Income statement and 

balance sheet were read by all these five groups thoroughly. The directors’ 

report and statistical summary sections were also read heavily by all these 

groups. All of these groups agreed that the information disclosed by 

companies in Jordan were inadequate.  

 

Similar to Abu-Nassar and Rutherford (1996), Naser, Nuseibeh and Al-

Hussaini (2003) investigated the perception of different groups of users of 

financial information about corporate reporting in Kuwait, such as, institutional 

investors, individual investors, financial analysts, bank loan officers, 

government officials, auditors and stock market brokers. The respondents 

agreed that information contained in these annual reports were useful in 

making informed investment decisions and evaluating these companies’ 

performance. Voluntary disclosure items such as earnings per share and 

investments in shares and bonds were assigned high importance by these 

respondents.  

 

Studies investigating users’ perception of Iranian companies’ annual reports 

are sparse. Mirshekary and Saudagaran (2005) investigated the perceptions 

of Iranian user groups such as, bank loan officers, bank investment officers, 

auditors, tax officers, stock brokers, institutional investors, and academics in 

1997 regarding corporate annual reports. Majority of respondents indicated 

that they used annual reports and ranked it as the most important source of 

information. However, the respondents suggested the published annual 

reports were deficient in providing the required information items due to delay 

and lack of adequate information. The respondents ranked cost of goods sold, 

total revenue and breakdown of different sources of revenue, and the 

breakdown of operating income and extraordinary gains or losses as the top 

three important items required by them.   

 

In another study about Iran, Mirshekary (2005) measured the association 

between actual disclosure and the rankings provided by bank investment 

officers, bank loan officers, corporate investors and stock brokers to various 

information items. The result showed a low level of association, suggesting 
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that the information requirements of these user groups were not met by 

Iranian companies in their annual reports. These user groups were more 

interested in narrative sections of annual reports compared to the financial 

statements section.  

 

Based on the above literature review it can be stated that fulfilling information 

requirements of users of annual reports and specifically financial analysts 

have been emphasised by a large number of researchers (Stagna, 1976; 

Estep, 1987; Ho and Wong, 2004). It has been emphasised by Cook and 

Sutton (1995) that companies should disclose those information required by 

shareholders in a summary annual report rather than engaging in information 

overload. Concerns have been raised by a large number of researchers in 

regard to corporations not satisfying the information requirements of investors 

(Joshi and Abdulla, 1994; Chatterjee, 2007; Hooks, Coy and Davey, 2002). In 

Islamic country context, annual reports have been considered as significant 

by users including financial analysts in Saudi Arabia (Al-Razeen and Karbhari, 

2004) and its narrative section including directors’ report and statistical 

summary sections together with income statement and balance sheet are 

consulted by various user groups including institutional investors in Jordon 

(Abu-Nasser and Rutherford, 1996). In Kuwait users of annual reports 

including financial analysts assigned high significance to voluntary items in 

annual reports such as, earnings per share and investments in shares and 

bonds. Studies investigating the perception of Iranian companies’ annual 

report users to these reports are sparse. Concerns have been raised by 

Mirshekary and Saudagaran (2005) that in 1997 the information requirements 

of users of Iranian companies’ annual reports were not met by these 

companies. Mirshekary (2005) further confirmed this concern. Following these 

concerns the present study explores whether the narrative section of Iranian 

companies’ annual reports satisfy the information requirements of financial 

analysts at present.  
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3.0 Annual Reporting Regulation in Iran 
 

Regulatory framework governing the preparation of annual reports in Iran is 

as follows: 

 
(i) The Accounting profession and Accounting Standards 
The Accounting standards in Iran are pronounced by the Iranian Audit 

Organisation. The organisation is financially independent but affiliated to the 

Ministry of Economic Affairs and Finance. 1 These accounting standards are 

adapted from International Financial Reporting Standards (IFRSs) since 1997, 

modified taking Iranian taxation rules and custom into consideration.  

 

Iranian accounting standards are framed by the accounting standards setting 

committee of the Audit organisation. The accounting standards setting 

committee of the Audit organisation has nine members including five 

individuals in senior management position and members of the Board of 

Executive of the Audit Organisation, two representative from the Iranian 

Association of Certified Public Accountants (IACPA) (a professional 

accountancy body), one representative of the Security Exchange Agent 

Organisation and one representative from industry.  
 

The Iranian Institute of Certified Accountants (IICA) is another professional 

accountancy body established in 1972. The IICA contributes towards the 

training and education of accountants and auditors at different levels but does 

not have any representation in accounting/auditing standards setting 

committee of the audit organisation.  

 

(ii) Stock Exchange Regulation  
 

The significance of having a stock exchange and capital market in Iran was 

perceived in 1930s. This led to the formation of the Iranian stock exchange, 

                                                 
1 In 2003, in order to comply with the Article four (4) of the Third Economics, Social and Cultural 
Development Plan, the organisation’s by-laws were revised and as a result its present legal status is a 
State Owned Limited Company.  
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known as the Security Exchange Agent Organisation. The stock exchange 

requires each company to comply with accounting standards pronounced by 

the Audit Organisation. The Security Exchange Agent Organisation is a non-

governmental institute with legal and financial independence. The 

organisation is funded by service charges and admission fee collected from 

companies listed on the exchange together with revenues from other sources. 

As stated before, the organisation has representation in accounting standards 

setting process.  

 
(iii) Commercial Code 

 

The first Iranian commercial code was introduced in 1925 and has been 

amended twice since then. The first amendment took place in 1932 followed 

by a second amendment in 1968. The code is limited to minimum accounting 

and disclosure provisions. For example, articles 232-242 of the code require 

companies’ Board of Directors to prepare balance sheet and income 

statement at the end of each fiscal year. These reports should be 

accompanied by a director’s report explaining the company’s activities and 

affairs. The code emphasises on consistency in drawing accounts and 

evaluation methods across different accounting periods. The code is very 

limited and provides limited guidance in regard to corporate financial 

disclosures, measurement and evaluation methods. The code mandates 

mandatory audit of financial statements for joint-stock companies.  

 

The regulations mentioned above are in regard to the preparation of financial 

statements. The commercial code mandates the disclosure of director’s report 

for joint-stock companies, but does not specify the content of this report. 

Hence, it is voluntary for all Iranian companies to disclose any information in 

narrative section of their annual reports.  
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4.0 Theoretical Framework 
 
Following the aim of the paper, that is, to explore whether financial analysts’ 

information requirements have been satisfied in the narrative section of 

Iranian companies’ annual reports, the stakeholder theory has been 

considered to be appropriate.  

 

The ethical branch of stakeholder theory argues that organisations should 

treat all stakeholders fairly irrespective of their power. On the other hand, the 

managerial branch of this theory posits that company management is 

expected to meet the expectations of those stakeholders who are powerful 

than the others. The managerial branch states that the specific stakeholder 

group who has greater power is different across organisation. Such power 

may be related to control of limited resources including finance and labour, 

access to media, ability to take legislative action against the company or the 

ability to influence the goods and services consumed by the company 

(Deegan, 2006). The theory has both descriptive aspect and normative uses. 

The descriptive aspect explains present, past or future states of companies’ 

affairs and their stakeholders. On the other hand, normative uses of the 

theory explain and explore relationships, such as the relationship between 

stakeholder management and its effect on corporate performance (Donaldson 

and Preston, 1995).  

 

Strenberg (1997) criticises the ethical branch of stakeholder theory. The 

author suggests that the stakeholder theory by requiring managers to balance 

the interest of various stakeholder groups may lead managers to violate their 

obligations to owners who employ them. The author also suggests that a 

business being a property of its owners is only accountable to them. The 

stakeholder theory by arguing that organisations are equally accountable to all 

stakeholders, may lead organisations being not accountable to anyone.  
 

Following the criticism of Sternberg (1997) the present study adopts the 

managerial branch of stakeholder theory. A similar view has been expressed 
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by Boesso and Kumar (2007). Boesso and Kumar (2007) suggested that 

companies will only voluntarily communicate those key performance 

indicators (KPIs) that are required by their principle stakeholders. Our study 

describes the status of narrative disclosure by Iranian companies and hence 

aligned to the descriptive aspect of the theory.  

 

Stakeholder theory has been applied by a large number of researchers in 

explaining voluntary disclosure by companies (see Roberts, 1992; 

Yongvanich and Guthrie 2005; Smith, Adhikari and Tondkar, 2005; Boesso 

and Kumar, 2007). Boesso and Kumar (2007) adopted stakeholder theory in 

explaining the drivers of voluntary disclosure by a sample of companies listed 

on the Milano-Mercato Ordinario (Italy) and the New York stock exchange. 

The sample included first 36 companies that have previously received awards 

for their quality of corporate communication including the Italian Award for the 

Financial Communication, the Italian Web Award for Social Reporting, the 

Investor Relations Magazine from the USA and the Corporate Conscience 

Award given by Social Accountability International. The other 36 companies in 

the sample were those who have not received such awards. The authors 

stated that investors’ information requirements were related to the volume of 

voluntary disclosure of these companies. The authors also found that the 

volume and quality of disclosure by these companies were related to 

emphasis provided by these companies on stakeholder engagement.  

 

Roberts (1992) investigated whether stakeholder theory can explain corporate 

social responsibility disclosure, by taking a sample of 130 major companies 

that were investigated in 1984, 1985 and 1986 by the Council on Economic 

Priorities (CEP). The authors found that their study provided strong evidence 

that stakeholder theory is appropriate in empirically analysing corporate social 

responsibility disclosure.  

 

Qu and Leung (2006) applied stakeholder theory in explaining the disclosure 

by a sample of Chinese companies in their 2003 annual reports’ corporate 

governance disclosure. The sample consisted of 120 Chinese listed 

companies. The authors found willingness of Chinese listed companies to 
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disclose corporate governance information in addition to those required to be 

disclosed by Chinese governmental agencies. The authors found these 

companies were disclosing information voluntarily in the regard to their 

stakeholders including shareholders and employees.  

 

Yongvanich and Guthrie (2005) conducted a content analysis of 2002 annual 

reports of a sample of Australian mining companies to assess their voluntary 

disclosure of both Intellectual Capital (IC) and non-economic performance 

information. The sample of companies consisted of those within top 100 

companies by market capitalisation belonging to energy and resource sectors, 

listed on Australian Stock Exchange (ASX) as at December 31, 2002. The 

authors suggested that their result reveals that the Australian mining 

companies only disclosed some of the environmental performance indicators, 

social performance indicators and information items under information 

technology, innovative processes and capacity and willingness-to-act sub-

categories. Hence their result provides partial support to stakeholder theory.  

 

Smith, Adhikari and Tondkar (2005) applied stakeholder theory in explaining 

differences in corporate social disclosure (CSD) among countries. The 

authors conducted content analysis of 1998 and 1999 annual reports of 32 

Norwegian/Danish companies and 26 US companies belonging to electric 

power generation industry. The authors found that large companies from 

Norway/Denmark disclosed a higher volume and quality of corporate social 

information compared to US companies. The reason behind such disclosure 

pattern as suggested by authors was due to firms belonging to countries that 

provide strong emphasis on social issues, such as Norway and Denmark 

have a stakeholder orientation compared to companies belonging to US that 

provide lesser emphasis on social issues.  

 

Similar to previous studies (Roberts, 1992; Yongvanich and Guthrie, 2005; 

Adhikari and Tondkar, 2005; Qu and Leung, 2006; Boesso and Kumar, 2007), 

the present study adopts stakeholder theory to explain the voluntary reporting 

by Iranian companies in their annual reports’ narrative section.  

. 
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5.0 Research Method 
 

The research method includes administration of survey questionnaires to a 

sample of financial analysts in Iran in May-June, 2007 to gain an insight into 

their information requirements from narrative section of Iranian companies’ 

annual reports. The questionnaire was at first drafted in English and then 

translated in Persian for distribution. Back translation of the questionnaire was 

not performed as two of the authors are conversant in both English and 

Persian. A copy of the questionnaire is provided in the Appendix. Then, 

annual reports for the year 2005-2006 of a sample of Iranian companies were 

examined to gain insight as to whether these annual reports contained those 

information items considered to be of top ranked by these financial analysts. 

In this case a checklist approach of availability/non-availability of three top 

ranked present, analytical and prospective information items respectively was 

adopted. 

 
Sample 

Invitation to participate in the survey was sent to all institutional investors 

listed in Iran. Only ten agreed to participate in the survey. The sample of 

participants consisted of all 60 financial analysts employed by these 

institutional investors. Top 50 Iranian companies’ by market capitalisation 

listed on the Iranian Stock Exchange as on 21st December 2005 have been 

selected to explore whether the narrative section of their reports contained 

those information items considered to be of top rank by financial analysts in 

this section. The rationale behind selecting top 50 companies was due to 

larger firms possess the expertise and resources to meet the diverse 

requirements of stakeholders (Ahmed, 1994). Market capitalisation as a 

representative of firm size has been adopted widely in previous literature (see, 

Beattie and Jones, 2000; Beattie and Jones, 2001). The reason behind 

selecting 50 companies was due to the limitation of obtaining ranking of other 

Iranian companies.  
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Development of the questionnaire 

 

All items of the questionnaire, has been adapted from previous studies by 

Joshi and Abdulla (1994), Stanga (1976); Graham, Cannice and Sayre 

(2002); Ho and Wong (2004) and Moizer and Arnold (1984). All of these 

information items were perceived to be significant by various user groups of 

annual reports, such as, investment analysts and investors in these studies. 

Hence, the appearance of these information items in the questionnaire has 

been considered appropriate. The last question of the questionnaire was 

open-ended to incorporate any other information item(s) that might be 

considered as significant by our respondents, but not on our list. The 

questionnaire was accompanied by an introductory letter to participants (see 

Appendix for the questionnaire).  

Data Analysis  
 

The proportions and ranks allocated by financial analysts for each item has 

been analysed using the frequencies tables in SPSS. Table 1 summarises the 

frequencies and ranks for each item. 

 

 

Table - 1 

Information Items Frequencies (%) RANK 

PRESENT INFORMATION 
Proposed dividend 23 (45.1) 1 

Past trend of dividends 10 (19.6) 2 

Trends in share prices in 
last 12 months 

10 (19.6) 5 

Reserves and surplus 10 (19.6) Not important 

Reported cash flow 10 (19.6) 3 

Reported earnings 29 (56.9) Not important 

Operating expenses 19 (37.3) Not important 

Loans and mortgages 17 (33.3) 8 

Pre-Interest profit 17 (33.3) Not important 

Pre-tax profit 10 (19.6) 6 

Profit after deducting 
interest and tax 

17 (33.3) 1 



 16

ANALYTICAL INFORMATION 

Dividend payout ratio 11 (21.6) 5 

Current market value per 
share 

13 (25.5) 5 

Return on equity 18 (35.3) 2 

Price-earnings ratio 11 (21.6) 
11 (21.6) 

3 

6 

Cash profit per share 13 (25.5) 4 

Debt equity ratio 28 (54.9) 7 

Earnings growth 30 (58.8) 1 

Product contribution 
margin 

18 (35.3) 9 

Aging of debtors balance 28 (54.9) Not important 

Geographical source of 
earnings 

21 (41.2) 8 

Name(s) of stock 
exchanges where securities 
are listed 

32 (62.7) Not important 

PROSPECTIVE INFORMATION 

Projected earnings for the 
next fiscal year 

31 (60.8) 1 

Projected sales for the next 
fiscal year 

23 (45.1) 3 

Planned capital 
expenditures for the next 
fiscal year 

34 (66.7) 4 

Planned research and 
development expenditures 
for the next fiscal year 

24 (47.1) 5 

Cash flow forecast 22 (43.1)  2 

 

 

6.0 RESULTS  
 
6.0.1 Response Rate 
 

51 filled-in questionnaires were received out of 60 distributed. This provided a 

response rate of 85%. The reason behind such a high response rate is due to 

the fact that questionnaires were distributed directly to the participants and 

collected from them by one of the researchers. Also, the agreement of the 
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institutional investors (employers) might have an effect on their employees’ 

(financial analysts) response rate.  

 

6.0.2 Profile of Financial Analysts  
 

Most of the respondents (37 out of 51) have an experience of more than 5 

years in investing in equity shares. Most of them also possess a Master 

degree or equivalent (35 out of 51) and 13 of them has a Bachelor degree or 

equivalent and 3 of them has a PhD or equivalent. Most of these respondents 

are qualified in commerce related discipline (42 out of 51). Most of the 

respondents (30 out of 51) are also associated with professional accounting 

associations. 16 of them are members in the Iranian Institute of Certified 

Accountants (IICA) and 14 of them are members of the Iranian Association of 

Certified Public Accountants (IACPA). All of the respondents agreed that they 

consider the narrative section of annual reports to be significant to them in 

taking investment decisions (27 providing very high significance, 20 providing 

high significance and only 4 providing moderate significance).  

 
6.0.3 Information Requirements of Financial Analysts 
The three top information items under the categories of present, analytical 

and prospective information respectively required by Iranian financial analysts 

in narrative sections of annual reports are as follows: 

 

 Present Information: Proposed Dividend; Profit after deducting interest 

and tax; Past trend of dividends.          

   

 Analytical information: Earnings growth; Return on equity; Price-earnings 

ratio. 

 

 Prospective Information: Projected earnings for the next fiscal year; Cash 

flow forecast; Projected sales for the next fiscal year.  
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6.0.4 Disclosure of required information by companies  
 

Table 2 provides the number and percentage of Iranian companies disclosing 

those information items required by Iranian financial analysts. 

 

Table 2: Disclosure by Iranian Companies 

 No. of companies 

disclosing 

Percentage of total 

PRESENT INFORMATION: 
Proposed Dividend 30 60% 

Profit after deducting 

interest and tax 

35 70% 

Past trend of dividends 11 22% 
ANALYTICAL INFORMATION:  
Earnings growth 17 34% 

Return on equity 19 38% 

Price-earnings ratio 10 20% 

PROSPECTIVE INFORMATION:  

Projected earnings for the 

next fiscal year 

48 96% 

Cash flow forecast 1 2% 

Projected sales for the next 

fiscal year 

48 96% 

 

 

7.0 Discussion and Conclusion 
 
Most of the companies disclosed proposed dividend and profit after deducting 

interest and tax. However, companies reporting past trend of dividends were 

sparse. The reason behind such a disclosure pattern can be attributed to the 

fact that information items such as, proposed dividend and profit after 

deducting interest and tax can be directly obtained from the present financial 

year’s financial statements. On the other hand, disclosing past trend of 
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dividends involves consultation of previous documents and hence companies 

might have lacked incentive to disclose such information. Another probable 

reason for not disclosing such information may also be attributed to the lack of 

knowledge of these companies about annual report users and specifically 

financial analysts’ information requirements.  

 

Number of Iranian companies disclosing analytical information was sparse. 

Return on equity was disclosed by 38% of companies, followed by earnings 

growth disclosed by 34% of them. Price-earnings ratio was only disclosed by 

20% of companies.  

 

Most of the Iranian companies disclosed prospective information, with 96% of 

companies disclosing projected earnings for the next fiscal year and projected 

sales for the next fiscal year. However, cash flow forecast was only disclosed 

by one company.  

 

Overall, our result provides mixed support to stakeholder theory, taking a 

group of stakeholders, that is, financial analysts as the basis. In regard to 

prospective information most companies disclosed those information items 

required by financial analysts providing high support for stakeholder theory. 

On the other hand, in regard to present information satisfaction of financial 

analysts’ information requirements was partial and hence the disclosure 

pattern of Iranian companies in this regard provides partial support for 

stakeholder theory. In regard to analytical information, most companies did 

not provide those information items required by investors and hence this 

disclosure pattern provides less support for stakeholder theory.  

 

8.0  Limitation and Direction For Future Research  
 
The present research is limited to narrative section of annual reports. The 

study also considers only the information requirements of one group of 

stakeholders, that is, financial analysts. The study is also limited in sample 

size. Future studies are advised including other group of stakeholders and 
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financial statements section of annual reports as well. Investigating as to 

whether Iranian companies are aware of their stakeholders’ information 

requirements and specifically of financial analysts is also expected to be a 

good thesis.  
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APPENDIX: QUESTIONNAIRE SENT TO PARTICIPANTS 
 

PERCEPTION OF USERS ON NARRATIVE SECTION OF ANNUAL 
REPORTS 

Dear Sir/Madam, 

The project in which you are requested to take part investigates the 

information requirements of financial analysts from the narrative section of 

Iranian companies’ annual reports. We are sure that this study will further our 

knowledge in this area together with others. 

 

Your participation in this project is confidential and will be kept anonymous 

while writing the result of our survey. Please do not mention your name or 

contact details on the questionnaire. In that way you cannot be identified with 

the responses.  

 

Your participation in this project is voluntary. If you agree to participate it will 

take 10-15 minutes. It is not likely that this questionnaire will cause you 

distress, but if you face any negative effect, feel free to stop answering any 

further questions. 

 

We appreciate the time taken by you to complete the questionnaire. Please 

feel free to contact any of us in case you have further queries. The names and 

contact details of researchers and the questionnaire are attached. 

 

Regards 

 

Bikram Chatterjee 

Principal researcher 
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PERCEPTION OF USERS ON NARRATIVE SECTION OF ANNUAL 
REPORTS 

 

1. How many years of experience do you possess in regard to investment in 

equity shares? (Please circle one). 

1 yr or less  2 yrs  3 yrs  4 yrs  5 yrs or more 

2. What is your highest academic qualification? (Please circle one) 

(i) Diploma (High School) or lower 

(ii) Bachelor or equivalent 

(iii) Master or equivalent 

(iv) Ph.D. equivalent 

(v) Other (please specify) __________________ 

3. Is your qualification mentioned in q. 2 above is in Commerce or related 

area? (Please circle the appropriate answer). 

Yes / No. 

4. Are you a member of the Iranian Institute of Certified Accountants (IICA)? 

(Please circle the appropriate answer). 

Yes / No. 

5. Are you a member of the Iranian Association of Certified Public 

Accountants (IACPA)? (Please circle the appropriate answer). 

Yes / No. 

6. How useful do you find the narrative section of companies’ annual reports 

to take your investment decision? (Please circle the appropriate answer). 

Very High  High  Moderate  Low  Very Low 
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7. If your answer to question in 6 above is either a ‘low’ or ‘very low’, is it 

because of any or all of the following factor(s)? (Please circle). 

(i) It does not contain those information items that 

are relevant to take my investment decision. 

(ii) It is hard to understand. 

(iii) It does not contain sufficient details. 

(iv) It is not audited, so I do not believe it. 

(v) Others (please specify) 

 _________________________ 

 



 27

8. Which of the following information items would you consider to be 

significant for disclosure in narrative section of annual reports? Please rank 

each of the information items in order to significance.  

 

 

 

 

 

Serial No. Information Items RANK 

PRESENT INFORMATION 
1 Proposed dividend  

2 Past trend of dividends  

3 Trends in share prices in 
last 12 months 

 

4 Reserves and surplus  

5 Reported cash flow  

6 Reported earnings  

7 Operating expenses  

8 Loans and mortgages  

9 Pre-Interest profit  

10 Pre-tax profit  

11 Profit after deducting 
interest and tax 

 

ANALYTICAL INFORMATION 

1 Dividend payout ratio  

2 Current market value per 
share 

 

3 Return on equity  

4 Price-earnings ratio  

5 Cash profit per share  

6 Debt equity ratio  

7 Earnings growth  

8 Product contribution 
margin 

 

9 Aging of debtors balance  

10 Geographical source of 
earnings 

 

11 Name(s) of stock 
exchanges where securities 
are listed 
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PROSPECTIVE INFORMATION 

1 Projected earnings for the 
next fiscal year 

 

2 Projected sales for the next 
fiscal year 

 

3 Planned capital 
expenditures for the next 
fiscal year 

 

4 Planned research and 
development expenditures 
for the next fiscal year 

 

5 Cash flow forecast  

 

9. Please state any other information item(s) that you would like to observe in 

the narrative section.  

 

 

 

 

 

----------------------------------- 
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