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Objective: The purpose of this study was to investigate the bidirectional relationship
between forward-looking information disclosure and both profitability and firm value
in the annual reports of companies listed on the Tehran Stock Exchange from 2013 to
2023.

Methodology: This applied, descriptive, post-event study analyzed data from 178
firms selected through systematic elimination from all listed companies on the Tehran
Stock Exchange. The level of forward-looking information disclosure was measured
using content analysis of board activity reports, management discussion and analysis
(MD&A), and financial statement notes. Hypotheses were tested using a system of
simultaneous equations and two-stage least squares (2SLS) estimation with Excel and
EViews software.

Findings: The inferential results demonstrated a significant positive and reciprocal
relationship between forward-looking disclosure and profitability, measured by return
on sales (ROS). Similarly, the findings confirmed a two-way and significant
relationship between forward-looking disclosure and firm value, measured by Tobin’s
Q ratio. Higher levels of forward-looking disclosure were associated with enhanced
profitability and firm valuation, while more profitable and higher-valued companies
tended to disclose more forward-looking information.

Conclusion: The study highlights the crucial role of forward-looking information
disclosure in improving corporate transparency, investor confidence, and overall firm
value. It emphasizes the mutual reinforcement between disclosure quality and financial
performance, offering empirical evidence for policymakers and investors to enhance
disclosure standards and corporate communication practices.

Keywords: Forward-looking information disclosure, profitability, firm value,
simultaneous equations, annual reports.
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EXTENDED ABSTRACT
Introduction

Forward-looking information disclosure (FLID) has become one of the essential aspects of modern
corporate financial reporting, serving as a bridge between a firm’s current performance and its future
outlook. It provides investors, analysts, and regulators with a framework for understanding management
expectations, risk factors, and strategic goals that influence the firm’s long-term value creation (Aljifti et
al., 2013). As capital markets grow increasingly dynamic, investors require more than historical financial
data to make informed decisions. They seek transparent, predictive insights that reduce uncertainty and
enhance confidence in investment decisions (Kili¢ & Kuzey, 2018). Forward-looking statements—such as
forecasts, expected performance trends, and future investment plans—help meet these needs by offering
stakeholders a narrative that extends beyond static accounting information (Hassanein et al., 2019).

In emerging economies, the disclosure of forward-looking information is particularly critical.
Markets such as Iran’s, which are still evolving toward full transparency, often face limitations in
information symmetry and governance quality (Rahmani et al., 2020). Under such circumstances, forward-
looking reporting becomes a vital mechanism to reduce informational gaps between managers and
investors. Companies that voluntarily disclose predictive information are generally perceived as more
transparent and credible, leading to greater investor trust and improved market efficiency (Karismatulloh
& Puspawati, 2024). In this context, forward-looking disclosure can enhance corporate reputation, signal
effective governance, and attract long-term investment by communicating both optimism and
accountability (Choi et al., 2022).

The theoretical foundation for forward-looking disclosure rests on multiple perspectives. The
signaling theory posits that managers disclose predictive information to convey private knowledge about
the firm’s favorable prospects, thereby reducing information asymmetry (Kaffashpour et al., 2019). From
the resource-based view (RBV), disclosure serves as an intangible strategic asset that strengthens
organizational legitimacy and differentiates the firm from competitors (Puspayanti & Puspawati, 2024).
Meanwhile, agency theory explains FLID as a mechanism to mitigate conflicts between managers and
shareholders by reducing monitoring costs and aligning expectations (Kaffashpour Yazdi et al., 2021). These
frameworks collectively suggest that forward-looking reporting is not merely an informational activity
but a strategic communication tool that shapes investor perceptions and financial performance (Li et al.,
2023).

Previous studies have emphasized the various determinants and outcomes of FLID. For instance,
company size, profitability, leverage, and board composition have been identified as significant predictors
of disclosure level (Choi et al., 2022; Karismatulloh & Puspawati, 2024). Firms with greater profitability and
stronger governance structures tend to disclose more forward-looking information to demonstrate
resilience and stability (Rahmani et al., 2020). Conversely, companies facing higher financial risk or
competitive uncertainty may disclose less, fearing negative market reactions (Fallahzadeh et al., 2019).
Beyond determinants, the outcomes of FLID are equally noteworthy: it enhances market liquidity,
improves investor sentiment, and increases firm value (Hassanein et al., 2019; Li et al., 2023).

In the Iranian context, the level of FLID remains inconsistent across industries and reporting
platforms. Research has shown that while some sectors, such as sugar and food processing, exhibit
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relatively high levels of disclosure, others—particularly machinery and equipment manufacturing—Iag
significantly behind (Aghaie Motealeghi et al., 2023). Additionally, the language and tone of disclosure vary,
with many firms adopting a cautious or neutral tone rather than a confident forward-looking stance. This
heterogeneity highlights the absence of standardized reporting guidelines and the need for systematic
evaluation models (Fotouhi Khankahdani et al., 2022). Furthermore, recent investigations in Iran have found
that FLID affects not only investor perception but also key financial indicators, including profitability,
cost of capital, and firm valuation (Masoudian et al., 2023; Taftiyan & Bazrafshan Poor, 2023).

From an empirical standpoint, the interaction between FLID, profitability, and firm value is
expected to be reciprocal rather than unidirectional. Companies with high profitability and strong financial
performance tend to disclose more future-oriented information as a signal of stability and confidence,
while increased transparency itself reinforces profitability through improved investor confidence and
access to capital (Eyshi Ravandi et al., 2024). Similarly, firms with higher market valuation—often
measured by Tobin’s Q—have stronger incentives to provide transparent forward-looking reports to
maintain or enhance their market position (Taftiyan, Mansuri Mohammad Abadi, et al., 2023). Therefore,
exploring these relationships using simultaneous equations models allows researchers to capture the
endogenous feedback mechanisms among disclosure, profitability, and value (Taftiyan, Noormohamadi, et
al., 2023).

Given this theoretical and empirical background, the present study investigates the simultaneous
relationship between forward-looking information disclosure, profitability (return on sales), and firm
value (Tobin’s Q) among companies listed on the Tehran Stock Exchange (TSE) over a ten-year period
(2013-2023). By employing the two-stage least squares (2SLS) method within a simultaneous equation
system, this study aims to provide robust evidence of the bidirectional interactions between these
variables.

Methods and Materials

This research adopts an applied, descriptive, and post-event design. The statistical population
comprises all firms listed on the Tehran Stock Exchange (TSE) from 2013 to 2023. After applying
systematic elimination criteria—including financial year consistency, data availability, and exclusion of
financial intermediaries—a total of 178 firms were selected as the final sample.

The level of forward-looking information disclosure was determined using content analysis of
three primary reporting sources: (1) the Board of Directors’ Activity Reports, (2) Management Discussion
and Analysis (MD&A) sections, and (3) the Notes to Financial Statements. A checklist of 1,000
disclosure-related keywords was developed based on prior domestic and international research. Each item
was coded using MAXQDA software, and aggregate disclosure scores were computed for each firm-year
observation.

Profitability was measured by the Return on Sales (ROS) ratio, calculated as operating profit
divided by sales revenue. Firm value was captured using Tobin’s Q, the ratio of market value to book
value of assets. Additional control variables included firm size (logarithm of total assets), leverage (debt-
to-equity ratio), growth rate of sales, liquidity (quick ratio), and firm age (years since listing).

The data were analyzed using a system of simultaneous equations estimated through the Two-
Stage Least Squares (2SLS) method via EViews and Excel software. Model validity was verified through
endogeneity testing (Hausman test) and multicollinearity diagnostics.



Findings

The empirical findings confirmed a statistically significant and positive bidirectional relationship
between forward-looking information disclosure and profitability. In the first equation, the coefficient of
FLID on ROS was 3.533 (p <0.001), indicating that firms with higher levels of forward-looking disclosure
achieved greater profitability. Conversely, in the second equation, the coefficient of ROS on FLID was
0.182 (p < 0.01), supporting the reciprocal effect—profitable firms are more inclined to disclose forward-
looking information. The model’s adjusted R? values were 0.785 and 0.812, respectively, suggesting that
over 78% of the variation in profitability and 81% of the variation in FLID were explained by the model
variables. The Durbin—Watson statistics (1.48 and 1.51) confirmed the absence of autocorrelation.

Regarding the second hypothesis, the results also demonstrated a significant two-way relationship
between FLID and firm value. In the first equation, the coefficient of FLID on Tobin’s Q was 11.204 (p
<0.001), confirming that greater forward-looking disclosure leads to higher firm valuation. In the second
equation, the coefficient of Tobin’s Q on FLID was 0.030 (p < 0.05), implying that firms with higher
market value tend to disclose more predictive information. Additional control variables—such as firm
size, leverage, and quick ratio—exhibited mixed effects. Firm size showed a negative influence on Tobin’s
Q but a positive effect on FLID, while leverage had a negative relationship with both dependent variables.

Overall, the results of both hypotheses validated the study’s central premise: forward-looking
disclosure, profitability, and firm value are interconnected through mutual reinforcement mechanisms.

Discussion and Conclusion

The findings of this study provide compelling evidence that forward-looking information
disclosure plays a crucial role in shaping both firm profitability and market valuation, while these financial
outcomes, in turn, motivate companies to disclose more predictive information. This reciprocal
relationship highlights the dynamic nature of corporate transparency, suggesting that firms view forward-
looking disclosure not merely as a compliance obligation but as a strategic instrument for signaling
strength and stability to the market.

From a theoretical perspective, the results support the assumptions of signaling theory and agency
theory. Firms with higher profitability and stronger governance mechanisms use disclosure as a signal of
credibility, operational efficiency, and growth potential. The act of sharing future-oriented data reduces
the information asymmetry between management and investors, fostering trust and lowering perceived
investment risk. Consequently, firms benefit from improved access to capital, reduced financing costs,
and enhanced investor loyalty.

The significant impact of FLID on firm value reinforces the argument that transparency is a key
determinant of market performance. Investors reward companies that provide comprehensive, consistent,
and reliable forward-looking disclosures by valuing them more favorably in the market. The positive effect
of Tobin’s Q on FLID also suggests that firms with higher valuation face greater scrutiny from regulators,
analysts, and stakeholders, which encourages continued transparency as a means of maintaining
legitimacy and competitive advantage.

Moreover, the bidirectional relationship between profitability and disclosure reflects the feedback
loop between financial performance and corporate communication. As firms grow more profitable, they

possess stronger incentives and resources to invest in enhanced reporting systems, investor relations
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activities, and sustainability initiatives. Simultaneously, transparent disclosure practices contribute to a
virtuous cycle of investor confidence and sustained profitability.

However, the study also underscores structural challenges in the Iranian market, such as
inconsistent reporting practices, limited regulatory enforcement, and varying disclosure quality across
industries. The relatively lower explanatory power in firm value models indicates that other institutional,
behavioral, or macroeconomic factors may influence how investors interpret forward-looking disclosures.

In conclusion, forward-looking information disclosure represents an integral component of
strategic financial reporting and investor communication. By providing predictive insights into a
company’s financial trajectory, strategic goals, and risk outlook, it strengthens market confidence,
enhances firm reputation, and supports value creation. The study’s empirical evidence emphasizes that
transparency is not only an ethical necessity but also an economic advantage that aligns managerial
accountability with shareholder interests.

Future research should further explore mediating variables such as corporate governance quality,
audit characteristics, or market sentiment, and examine longitudinal effects of disclosure on firm resilience
and innovation. Overall, this study contributes to the growing body of literature emphasizing that fostering
a culture of transparent and forward-looking reporting is essential for the sustainable development of
emerging capital markets like Iran’s.
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