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Abstract

This research with a pathological investigation and by paying attention to the views of users,
seeks to identify the gap of expectations in financial reporting to know the areas of failure in
providing useful information for users to make decisions. The research was conducted with a
qualitative approach and the method of semi-structured interviews and examining qualitative
data through the Data Analysis Spiral. That's why, a total of 21 specialized interviews were
conducted with the main users of information. The results showed that the content of financial
reporting did not provide all the information necessary for economic decisions and it is not
enough to evaluate the management stewardship duties. Financial information due to features
such as incompleteness, being retrospective and outdated, complexity, change of format and
content, inaccurate judgments and estimates, and opaque relations of its components has little
usefulness. The suggested solution to reduce the expectations gap and improve usefulness is the
compilation of principles as a general guide for the disclosure of information in financial
statements which can be in the form of a revision in accounting standard number one in its
structure and content section or explanatory notes or be considered as a non-binding practice
guide.
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users. It can be said that there is widespread
dissatisfaction and growing discontent
among investors and firm managers
regarding financial reporting and its
relevance and usefulness. Many studies have
pointed out these dissatisfactions, which
prove a growing gap between market
indicators and financial information,
particularly, concerning reported firm
incomes, which do not necessarily reflect their
performance (Lev, 2018). One notable
solution to address this issue is to pay
attention to the perspectives and opinions of
financial reporting users and examine the
differences between their views and the
objectives of financial reporting currently
published for public purposes. This is referred
to as the expectations gap. The concept of the
expectations gap will be detrimental to
financial reporting because it creates a belief
among users that financial reporting and
auditing are insufficient and unsatisfactory.
Therefore, understanding the dimensions of
this issue is vital for accounting knowledge,
and neglecting or not addressing it will
undermine the value and credibility of
accounting and auditing over time. (Lee et al,
2009; Lee & Ali, 2008).

Therefore, the main objective of this research
is to investigate whether the set of financial
reports provided by a reporting entity meets
the information needs of wusers and
stakeholders  according to  theoretical
frameworks of financial reporting. What are
the expectations of users from financial
reporting? To what extent is there a gap in
these expectations or differences in
perspectives? And what solutions can be
proposed to improve the usefulness of
financial reporting information? In this
regard, the research attempts to examine and
analyze the topic of the expectations gap in
financial reporting with public purposes

using a qualitative approach and, if
available, provide solutions to bridge the
gaps and reduce expectations to enhance the

usefulness of accounting information.

Methods & Material

A review of relevant literature and previous
studies conducted on the topic indicates that
the predominant strategy in research in this
field is conducting survey studies (Reiner,
2020). The present study will also be
pioneering research in this regard and,
considering the nature of its objectives and
questions will be conducted as a cross-
sectional survey. Therefore, a qualitative
approach has been adopted in this research
to deeply evaluate participants' perspectives
and interests. Semi-structured interviews
have been used as the method for data
collection due to the nature and dimensions
of the research problem which is the
expectations gap in financial reporting.
Qualitative data which has been collected
through interviews is analyzed through
several stages, including note-taking and
creating text files, data coding, combining
the codes and reducing them to categories,
and eventually representing them in the
form of charts and tables. This process is
carried out through the Data Analysis Spiral
method, and MAXQDA 2020 software has
been used to assist in analyzing and
interpreting the interview data.

The research population consists of
financial reporting users and in analyzing
the difference in users' views and their
expectations gap, the main group of users
has been considered as the studied
community which includes shareholders
and creditors. To increase the credibility and
scientific accuracy of the questions asked,
three interviews were conducted with
experts and university faculty members
before starting the interviews. Then, a total
of 18 semi-structured specialized interviews
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were conducted with participants, with an
average interview time of 45 minutes.

Findings

Rarely is it possible for an investor to make
decisions regarding the purchase, sale, or
holding of an investment solely based on
financial reporting information. Participants
believe that financial statements only capture
numbers and figures quantitatively in
monetary units, which are prepared under the
influence of accounting rules and standards.
While they refer to other sources of
information for their decision-making, the
information is not found in financial
statements. From the perspective of
participants in the research, the purpose of
financial reporting and disclosure of financial
information by firms is compliance with laws,
regulations, and supervisory requirements.
They consider the dominance of such a view
on financial reporting as an obstacle to
understanding financial information.
Participants' expectations regarding assessing
management's stewardship duty as another
objective of financial reporting encompass a
wide spectrum that can sometimes be
attributed to  incomplete  regulatory
performance, incomplete deployment of
standards and current regulations, and even
unreasonable  expectations. From the
participants' perspective, published financial
information by companies has limited
usefulness due to characteristics such as
containing backward-looking and outdated
data, which although often published in large
volumes and mostly unnecessary, is also
deficient in some aspects. Alongside this
issue, providing information is complex and
changes in its format and content are not
compatible with environmental changes and
specific conditions of reporting companies;
relationships between different components
of information are not explicit and clear; and
the limitations, scope, and boundaries of

financial reporting have not been well
explained.

Conclusion & Results

Based on the findings of the research, it can
be said that financial reporting information
has unnecessarily become complex, and over
time, this situation has intensified. Investors
prefer to receive information in a clear,
simple, and explicit manner, where key
figures and numbers are described in plain
language. On the other hand, theoretical
frameworks of financial reporting state that
complex information should not be excluded
from financial statements solely because it
may be difficult to understand. Therefore, a
challenging situation arises for information
preparers who must strike a balance between
these two situations and it must be
acknowledged that achieving such a delicate
and sensitive balance in practice can be
difficult. On the other hand, according to
research findings, the gap in expectations of
users is often due to incomplete performance
of financial reporting. This means that
information preparers do not adhere to current
accounting regulations and standards as they
should. Therefore, proposed solutions to
reduce the expectations gap in financial
reporting can be related to the number one
accounting standard (presentation of financial
statements) both in terms of structure and
content of the information as well as
explanatory notes and disclosure methods. In
this regard, the International Accounting
Standards Board has proposed
recommendations in the form of a project

titled "Effective Communication Principles in

Financial Reporting". Proposed solutions
regarding the presentation of information
following the requirements of Standard No. 1
include changing the format of the income
statement and designing performance
evaluation indicators, proposing general
guidelines for information disclosure, and
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disclosing policy information, judgments, and
underlying  assumptions for preparing
information. The suggestions for mandatory
requirements on how to present and disclose
information in financial statements can be
considered in the form of a revision to
Accounting Standard No. 1, especially in the
sections on structure and content or
explanatory notes of that standard, or as a non-

mandatory practical guide titled "General
Principles of Information Disclosure" to
improve the usefulness of accounting
information. It can even be introduced as a
separate accounting standard or within the
theoretical framework of financial reporting
under the qualitative characteristics of useful
information.
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Figure 3: The dimensions of the users' expectations gap in financial reporting
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