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Abstract

The present study is assessed the shareholders’ reaction to information content
disclosure of the integrated reporting framework under the interest conflicts through the
channel of expected return adjustment. The shareholders’ expected return is derived from
the capital assets pricing model. The interest conflict caused by agency problems has been
measured using the operating expenses to operating revenues ratio as a proxy of agency
cost. In addition, the information disclosure index corresponding to the content elements
under integrated reporting framework has been measured based on a relevant dimensions
checklist. The research population includes 144 firms listed in the Tehran Securities &
Exchange during March 2016 till March 2023. The multivariable panel regression models
based on firm-year observations focusing on post-event data were used to test research
hypotheses. The evidences showed that the agency cost arising from interest conflict
between managers and owners causes shareholders to demand higher expected returns.
However, firms' effort to disclose information related to content elements of the integrated
reporting framework will moderate the shareholders’ expected returns when agency
conflicts occur; Hence, the shareholders’ expected return decreases. These findings are
consistent with the signaling theory, according to which, although the increase in agency
conflicts is a warning sign for firms to demand higher returns from shareholders, but firms'
efforts to improve information disclosure aspects based on content elements in the
integrated reporting framework is a positive sign, meaning that shareholders can adjust
their return expectations.

Keywords: Shareholders' Expected Return, Signaling Theory, Agency Cost, Integrated Reporting.

Introduction important to assess its consequences in

In recent years, achieving high-quality
disclosure has focused on the integration
of financial and non-financial
information under an integrated reporting
approach. Considering the role of
integrated reporting in improving the
content of information disclosure, it is

the capital market. It is expected that
following the integrated framework as a
new reporting approach will create better
reports for stakeholders and improve
transparency and accountability in the
capital market. Since introducing the
integrated reporting framework, countries
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have shown a greater willingness to
follow this reporting approach. However,
due to the lack of acceptance and full
implementation of this approach in recent
years in Iran, only the movement towards
an integrated reporting framework can be
explored. Although there is some
empirical evidence about the improving
information environment with a focus on
new reporting approaches, the effect of
content elements disclosure according to
the integrated reporting framework on the
shareholders’ expectations in achieving
returns has not been addressed, especially
under agency problem risk between
providers and users of information. To
cover this research gap, the present study
has assessed the role of information
disclosure following the integrated
reporting framework in adjusting the
shareholders’ expected return considering
the occurrence of interest conflict risk. In
this regard, first, the effect of agency cost
arising from interest conflicts on
shareholders’ expected return has been
analyzed, and then, the impact of
information disclosure related to content
elements moving towards the integrated
reporting framework on the shareholders’
expected return under agency conflict
circumstances has been assessed.

Methods & Material

The shareholders’ expected return is
derived from the capital assets pricing
model. The interest conflict caused by
agency problems has been measured
using the ratio of operating expenses to
operating revenues as a proxy of agency
cost. In addition, the information
disclosure index corresponding to the
content elements under the integrated
reporting framework has been measured
based on a relevant dimensions checklist.
The research population includes 144
firms listed in the Tehran Securities &
Exchange from March 2016 to March
2023. The multivariable panel regression
models based on firm-year observations
focusing on post-event data were used to
test research hypotheses.

Findings

The evidence showed that the agency
cost arising from interest conflict
between managers and owners causes
shareholders to demand higher expected
returns. The occurrence of agency
conflicts is perceived as a risk criterion
by shareholders and leads to an increase
in the shareholders’ expected returns.
However, firms' efforts to disclose
information related to content elements
based on the integrated reporting
framework will moderate the
shareholders’ expected returns when
agency conflicts occur. It means that
following the information disclosure
procedure according to the integrated
reporting framework has restricted the
agency problems risk, and led to a
reduction in the shareholders’ expected
return under the occurrence of the interest
conflict by improving the information
environment and reducing information
asymmetry.

Conclusion

Even though shareholders expect to
achieve higher returns under agency
conflict occurrence, improving the
information  disclosure  level and
controlling the agency conflict risk by
moving towards integrated reporting
causes shareholders to adjust their
expectations about returns. Hence, the
shareholders’ expected return decreases.
These findings are consistent with the
signaling theory, according to which,
although the increase in agency conflicts
is a warning sign for firms to demand
higher returns from shareholders, firms'
efforts to improve information disclosure
aspects based on content elements in the
integrated reporting framework is a
positive sign, meaning that shareholders
can adjust their return expectations.
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Table 2: The Descriptive Statistics of Research Variable
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Table 3: The Frequency Distribution of Research Variables
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Table 4: The Descriptive Statistics of Integrated Reporting Elements
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Figure v: Disclosure Trend according to Content Elements of Integrated Reporting
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Table 5: Results of the 1% Research Regression Model
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Table 6: Results of the 2" Research Regression Model
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