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Purpose: Prospective risk disclosure is a valuable component in analysts'
earnings forecasts due to its potential impact on firm value. Accordingly,
this study examines the influence of categories within the prospective risk
disclosure framework using structural equation modeling (SEM).
Methodology: The research was conducted using a questionnaire-based
survey, with the study population comprising capital market professionals
and academic faculty. Hypothesis testing was performed via structural
equation modeling using partial least squares (PLS) software. Confirmatory
factor analysis (CFA) based on partial least squares was employed to
validate the 29 primary variables and indicators of prospective risk
disclosure.

Findings: The SEM results indicate a well-fitted factor structure,
demonstrating significant relationships between second-order variables—
strategic disclosure, business disclosure, tone of prospective risk disclosure,
prospective financial risk disclosure, and prospective non-financial risk
disclosure—and their corresponding first-order variables. Furthermore,
significant causal relationships were found between the third-order variable
soft prospective risk disclosure and second-order variables (strategic
disclosure, business disclosure, tone of prospective risk disclosure), as well
as between the third-order variable hard prospective risk disclosure and
second-order variables (prospective financial risk disclosure, prospective
non-financial risk disclosure). Additionally, the analysis of the relationship
between the fourth-order variable prospective risk disclosure and third-
order variables (soft prospective risk disclosure, hard prospective risk
disclosure) revealed significant causal linkages.

Originality: This study not only expands the literature on prospective risk
disclosure but also enhances reporting practices, highlighting the
significance of the framework’s categories for stakeholders.
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Introduction

orporate annual reports typically
‘ provide retrospective  financial

disclosures but often lack sufficient
information regarding a company’s future
outlook. However, shareholders and
investors require long-term forecasts of
financial performance, as well as insights
into risks that may potentially impact the
company’s future operations (Layman et
al., 2024). In recent years, some of the most
influential accounting standard-setting
bodies have introduced regulatory
approaches to enhance the quality of
financial disclosures. Specifically, they
have focused on risk-related narratives and
forward-looking information in corporate
annual reports to help investors and other
professional stakeholders better understand
companies’ expected outcomes and
improve market efficiency (Abdelazim et
al., 2023). If "risk" is broadly defined as
both positive opportunities and negative
uncertainties that may affect corporate
performance, forward-looking risk
disclosure refers to any information
regarding opportunities, ambiguities, or
threats that could significantly influence a
company’s future results (Romano et al.,
2019). Empirical evidence from academia
suggests  that  forward-looking  risk
disclosure reduces the cost of capital,
improves resource allocation, mitigates
both information asymmetry and agency
conflicts, enhances financial transparency,
and increases market efficiency (Elgammal
et al, 2016). Forward-looking risk
disclosure provides early warning signals to
stakeholders. Despite the costs associated
with information production and potential
losses if risk-related data or strategic plans
are exploited by competitors or new market
entrants, such disclosures can ultimately
lower costs and increase revenues.
Specifically, more extensive forward-
looking risk disclosure improves a
company’s access to capital markets by
attracting more investors through reduced
information-gathering costs. This reduction

in information acquisition costs, in turn,
enhances stock liquidity and may lead to a
lower cost of capital (Xin, 2015). This study
endeavors to provide a comprehensive and
in-depth examination of forward-looking
risk disclosure. The validation of the
developed model appears to enhance the
robustness of the findings. Consequently,
within  Iran's  evolving  accounting
landscape, the formulation and
implementation of a coherent framework -
while building upon the valuable
contributions of prior research and
expanding the theoretical foundations -
proves essential for the generation and
assessment of forward-looking risk
information.

Methodology

This study examines a forward-looking risk
disclosure model in corporate annual
reports to enhance financial reporting
quality. In terms of purpose, it is an applied
research study classified as descriptive
research. The proposed model is
quantitatively analyzed using a
correlational survey approach. Given its
reliance on historical data, this study adopts
a retrospective research design. The
required data are obtained from archival
sources, classifying the study as
documentary  research. = For  model
validation, a questionnaire-based approach
is employed. The study population
comprises capital market professionals,
including financial analysts, certified public
accountants, financial managers, and
academic faculty members. Simple random
sampling was used for participant selection,
with sample size determination based on
established formulas for structural equation
modeling. The data analysis was conducted
using partial least squares structural
equation modeling (PLS-SEM) with Smart
PLS software. The measurement model
included assessment of: Indicator reliability
(composite reliability and Cronbach's
alpha),  Convergent  validity, and
Discriminant validity. The structural model
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comprised: Path coefficients, Significance
levels, and Coefficient of determination
(R?) indices. These components were
systematically employed to test the study
hypotheses.

Results

Forward-looking risk disclosure is a vital
aspect of modern financial reporting. Given
the limitations of historical information in
financial statements, it plays a key role in
enhancing transparency and improving the
predictability of a company’s future
performance. The findings of this study
reveal that the hierarchical model of
forward-looking risk disclosure consists of
five main components—strategic
disclosure, business disclosure, risk
disclosure tone, financial risk disclosure,
and non-financial risk disclosure—which
are interconnected through significant
causal relationships at different levels. This
structure enables companies to
systematically and incrementally manage
and report their risks. A detailed analysis of
the statistical results indicates that, within
the domain of strategic disclosure, the
"corporate strategy" component ranks
highest,  underscoring  the  critical
importance of developing a comprehensive
and coherent strategy as the foundation for
risk management. This component plays a
pivotal role in determining how an
organization responds to risks and shapes
its future direction. Following this,
components related to business strategy,
strategy implementation, and opportunities
and challenges (in order of importance)
highlight the necessity of synergistic
execution across all managerial levels to
facilitate more accurate and reliable risk
disclosure. In the realm of business
disclosure, value creation and business
ethics emerge as key components,
emphasizing that companies must pay close
attention not only to financial aspects but
also to their ethical and social
responsibilities to ensure a credible and
dependable risk disclosure tone. The
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findings also stress that managing
disclosure tone—whether optimistic or
pessimistic—can help mitigate the risk of
information distortion, making reports more
understandable and  trustworthy  for
investors.

On the other hand, an analysis of financial
risk disclosure—such as interest rate risk,
liquidity risk, foreign exchange risk, default
risk, market risk, and reinvestment risk—
demonstrates that companies must adopt a
holistic approach to financial risks and
establish precise, well-coordinated controls
to mitigate their adverse effects. Similarly,
non-financial risk disclosure, including
environmental and operational risks, holds
significant importance. Given the far-
reaching impact of these risks on long-term
organizational performance, they must be
addressed alongside financial risks. A key
insight derived from the higher-level causal
relationships in the model is that soft risk
disclosure (encompassing human,
behavioral, and cultural components) and
hard risk disclosure (involving quantitative
and numerical risks) should be integrated
into risk management practices. This
integration enhances predictability and
leads to better managerial decision-making,
ultimately reducing the costs associated
with conflicts of interest and capital
financing.

Conclusions

From a practical standpoint, the findings of
this study provide companies with a critical
guideline: the first step in enhancing
forward-looking risk disclosure is to
strengthen  strategic  and  business
disclosure, thereby establishing a robust
framework for risk reporting. Subsequently,
companies should refine the tone and
language of disclosure to ensure that
reported information is not only
comprehensive but also clear, balanced, and
understandable. Finally, a holistic and
coordinated approach to managing both
financial and non-financial risks must be
implemented to ensure that the entire risk
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disclosure process is systematic and
effective. This hierarchical approach not
only improves the transparency and
reliability of financial reports but also helps
mitigate conflicts of interest between
managers and investors, thereby reducing
agency costs and financing expenses from
an economic perspective. By adopting this
model, companies can enhance market
confidence and strengthen their ability to
predict future performance.
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