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The Moderating Role of Presentation and Disclosure in Financial
Statements under IFRS 18 and its Effecton the Interpreting
Relationship between Earnings Management Practices and the
Accuracy of Financial Analysts’ Forecasts: Quantitative Models and an
Empirical Study on the Egyptian Stock Exchange
Abstract:

v Research Objective: The main objective of the research is to identify
earnings management practices through the misclassification of income
statement items, as well as the key factors influencing such practices
and the models used to measure them, as a basis for enhancing the
accuracy of financial analysts’ forecasts of future earnings and stock
prices of business enterprises. Furthermore, the study seeks to present
and analyze the accounting disclosure requirements in financial
statements under IFRS 18, which reorganizes the income statement in a
way that clearly distinguishes operating and non-operating income, and
obliges business entities to disclose Management-Defined Performance
Measures (MPMs) according to a clear and comparable methodology.
The research also aims to measure the adjusted impact of adopting this
standard on explaining the relationship between earnings management
practices, through misclassification of income statement items, and the
accuracy of financial analysts’ forecasts of earnings and stock prices.

v" Design and Methodology: The researcher conducted an empirical study
on a sample of 60 companies listed on the Egyptian Stock Exchange.
Data related to the study variables were collected and analyzed over a
five-year period from 2020 to 2024, yielding a total of 300 observations.
The study aims to measure the effect of earnings management practices
through the misclassification of income statement items on the accuracy
of financial analysts’ forecasts of earnings and stock prices, considering
the moderating role of IFRS 18, using the statistical analysis software
SPSS.
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v Research Results: The empirical study revealed a statistically
significant effect of earnings management practices, through the
misclassification of expense and revenue items in the income statement,
on the accuracy of analysts’ forecasts of future earnings, with a
coefficient of determination R2 of 23.96% for the model of the absolute
value of earnings forecast errors and 9.6% for the model of analysts’
earnings forecast dispersion. It was also found that these practices had
a statistically significant effect on the accuracy of financial analysts’
forecasts of stock prices, where the coefficient of determination R2
reached 8.59% for the model of the absolute value of analysts’ stock
price forecast errors and 26.91% for the model of analysts’ stock price
forecast dispersion. In addition, the results indicated a statistically
significant negative effect of presentation and disclosure in the financial
statements in accordance with IFRS 18 on earnings management
practices, through the misclassification of expense items R? 69.91% and
the misclassification of revenue items in the income statement R2
62.15%. Moreover, a statistically significant positive effect was found
for presentation and disclosure in the financial statements in accordance
with IFRS 18 on the accuracy of financial analysts’ forecasts of future
earnings and stock prices, using both the model of the absolute value of
earnings forecast errors and the model of earnings forecast dispersion.
Finally, the study showed a statistically significant effect of applying
IFRS 18 in reducing the negative impacts of earnings management
practices, through the misclassification of expense and revenue items in
the income statement, on the accuracy of financial analysts’ forecasts of
future earnings and stock prices of the firms under study.

v Originality and Contribution: This research contributes to the
extraction of the most important quantitative models for measuring
earnings management practices through the misclassification of
expenses and revenues in the income statement, as well as the key
models for measuring the accuracy of financial analysts’ forecasts of
future earnings and stock prices. It also highlights the moderating role of
adopting the disclosure and presentation requirements of IFRS 18 in
improving the quality of income statement presentation and disclosure,
and in enhancing the accuracy of operating earnings. Consequently, the
study provides evidence on how these requirements can mitigate the
negative impact of earnings management practices, through
misclassification of income statement items, on the accuracy of
analysts’ forecasts of future earnings and stock prices.

= Keywords: Earnings Management Practices, Misclassification of Income

Statement Items, International Financial Reporting Standard
(IFRS 18), Accuracy of Financial Analysts’ Forecasts.
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