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ABSTRACT 
 
This research – with the use of financial information of firms which have been accepted in Tehran Stoch 
exchange in 2004 – 2010 – studies the relation between the Financial reporting quality and investment 
efficiency. The main purpose of this research is the study of any significant relation between over or under 
investment and the quality index, such as accruals quality, and earning smoothingin industries which have been 
studied for improvement of its efficiency and its transactions improvement; so as to define the useful strategies 
in investment in the financial markets in order to achieve economic development and preserving of investment. 
This research has been accomplished for 182 firms in relation with 27 industrialization field during a period of 7 
years in Tehran Stock exchange. And the results showed that there is a significant relation between the level of 
financial reporting quality and the level of investment efficiency. In this matter the results obtained from 
analyzing and studying of datas indicating that accruals quality index has a positive relation and smooting index 
has a reverse conection with the investment efficiency index. Discussing the conection between independent 
variable index and dependent ones with low level investment leads us to a conclusion that earning smoothinghas 
a negative significant relation with under investment, and there is no relation between this fact and accruals 
quality index. With the statement of third thesis which analyses the relation between Financial report quality and 
over investment leads to this thesis that between earning smoothingthere is a significant relation and there is no 
relation between over – investment and accrual quality index.  
KEY WORD : Financial reporting quality , with emphasis on industry , over investment , under investment. 
 

INTRODUCTION 
 

By passing from industrialization age to information era, the importance of information has been 
emphasized in the progressed of decision. The growing importance of private firms such as investment market 
in improvement of the quality of goods and services result in undeniable role of information in more efficient 
function of financial markets specially in this section. The main purpose of development in private firms acrivity 
is growth of efficient function of financial establishment and improvement in source specialization. In order to 
achieve the goal the control of market functioning in finuncial investors is vital. In other hard, market 
functioning needs healthy competitive atmosphere .Of course there is no meaning for a healthy competition, 
without qualified information. The importance of information quality is so emphasized that in some democratic 
societies it has been regarded as a human right. Blur & Kaufman (2005) In other words the more qualified 
information sharing, the more intentional and consious taking decisions in both private or public units about 
supplying and spending more sources and the chance of money embezzled will be reduced.  

Vich Vanath and Kaufman(1999) Also, the revealing financial information helps investors to more 
efficient judging of firms. And there will be less ambiguity, and more intentional decisions. As a result, the 
capital will flow toward the most productive industries or markets, ultimately leads to investment imporement in 
market which by itself, it increase the growth and efficiency in the whole society. Investment improvement from 
one hand absorbs the people capitals and direct them to the productive financial fields; and on the other hand, it 
leads the capitals to the investment which is more profitable and less detrimental regarding the investors 
tendency to the profit-loss relation; And ultimately it leads to the more efficient specialization of sources. 
Considering the changes in the world which have been happening recently the countries, specially developed 
ones, are facing many threats. In order to solve the financial problems they need to find a solutioin for the more 
efficient use of their sources. One of the solution is development and improvement of irestment toward the 
efficient ones. Accounting with the task of informing with out any pre Judgment steps in a informative society; 
with the compilation of accounting standards plays a vital role in the growth of information quality and finally, 
increases the investment efficiency level. 
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Conceptual framework of research 
Numerous obtained researches such as Bushman & smit (2001) , Francis et al (2005) , Verdi (2006) , 

McNichols and Stubben (2008) , Francis (2009) pointed this matter that there are relations between Financial 
reporting and investment efficiency. They believe that the growth of financial reporting quality could be 
considered as the source of some major influences like increasing investment efficiency. As it has been shown 
in the table, Financial reporting quality can reduce the possibility of taking the wrong choice through the 
reduction of informative non symmetry among the firm staff and stock holders and lenders, and the duputy 
expenses will go down which is the result of the in formative non symmetry (line 1&5) An idea which is got 
from this Hypothesis suggests 2 main factor for investment efficiency: First; The firm requires more capital 
during the investment opportunity for its financial needs, in this situation in a comprehensive market all projects 
with the positive pure present value should be financial – supplied, but in companies with cash flows problems, 
limitation of supplies results to restricting managers for financial supplies of potential projects. There fore the 
investors will be led to this decision that they have to invest their finance in other projects which, perhaps, they 
are not as suitable, useful and profitable as the present project. This matter results in increasing unfit selection, 
level of investors' expectation and obviously, the growth of investment risk, and financial supply expenses.(line 
1&2). Thus it leads to initiation of low level investments(line 3). Therefore, If financial reporting quality leads 
to reduction of reverse choice expenses, with reduction of outside financial supply, it can improve the 
investment efficiency(line 4).Second, even if the firm, decides to increase the capital, there is no guarantee 
about the correct investment. There are numerous thought expressing the idea that In accounting, financial 
reporting plays a critical role in readucing representative problems.Because of the different information level 
between managers and stockholders confront between owner and representative (line 5).Prevent investment 
efficiency. Because the managers prefer their ultimate facilities, they can choose investment opportunities that 
are not at for stockholders profit; This matter can result in overinvestment an informative non symmetry and 
coordination of stackholders and managers benefit doesn't work; In this case managers can use free cash flows 
and choose the pure negative present value projects so that this matter leads to over investment. (line 7) and it 
affects the investment efficiency; ofcourse, there are several case studies which predict the firm can invest under 
the limitation (line 7-1). If the investors have a chance to sense that managers can reach the opportunity to 
embezzle money, the expense of source will rise and the result is under investment (line 6-1) Lambert R. C. 
Leuz and R. E Verrecchia. There fore, If the financial reportinging quality reduces the agency problem.It can 
increase the investors ability for supervising on managers and choosing project and reducing the financial 
expenses which result in investment efficiency improvement(line 4). 

 
Diagram 1: Can Conceptual relations with investment 

 
 

 
 

 
 

 
 
 

 
 
 
 

 

 
 

 
 

 
 

Verdi's modified diagram (2006) which has been modified based an researchers idea from other 
available sources 

 
research prior studies:  
Hesarzadeh et al (2007), in a research entitled "the effect of free cash flows and limitation in financial 
providing on under or over investment" Found that free cash flows result in over investments but there is no 
significant relation between variable of limitation in financial supply and under investment.  
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Arab mazar yazdi (2009), in a research entitled "financial reportinging quality" which had received help from 
accrual quality index, pointed out that "In Iran, inspite of a slight negative relation between financial 
reportinging quality and over or under investment as investment unefficiency. Practically there is no significant 
solidarity among those variables.  
John Manual Lara, Beatriz García Osma, Fernando Penalua (2010) in their research entitled "studying the 
relation between accounting conservatism and investment efficiency" found that there is a possible relation 
among investment and conservative accounting and financial reportinging Quality.  
They say most of the firms which react conservatively, possibly they have over or under investors. Also with the 
analyzing the descerding conservative movement, there is a positive significant relation between accounting 
conservatism and profit. They also mentioned there is no proof expressing that less conservative companies 
invest in projects with high risk possibility.  
Feng Chen, and ole Christian Hope (2011) in a research entitled "Financial reportinging Quality and 
investment Efficiency of private firms in Emerging Markets" found that private firms have low quality financial 
reportinging. In other words the quality of financial reportings in companies with fewer investors or with more 
private investment is lower. Ofcourse it could be because of the little need of public inquiry about financial 
reportings of these companies. This matter has been reviewed that financial reportinging quality in private firms 
less results to investment efficiency.  
 
Research Hypothesis  

1. Financial reportinging quality is related to investment efficiency.  
1-1. Accrul quality is related to investment efficiency.  
1-2. Earning smoothing is related to investment efficiency.  
2.  Financial reporting quality is related to under investment.  

2-1. Accrul quality is related to under investment.  
2-2. Earning smoothing is related to under investment. 

3. Financial reporting quality is related to over investment.  
3-1.  Accrul quality is related to over investment.  
3-2. Earning smoothing is related to over investment. 
3-3.  

RESEARCH METHODOLOGY 
 

The present research belongs to quantity research in the atmosphere of financial market and it belongs 
to elaborative accounting research. From Time point of view, it is "past viewer" and post event. It is classified in 
a semi – experimental group. Also, this research, some how, is an elaborative solidarity research. From a 
epistemology view it is an experimental research. Its reasoning system is inductive and considering the kind of 
study it is librarian and functional, with regarding statistical analysis.  
 
Model presentation 

In this research, the regression test was used for making clear and predicting the effect of independent 
variable or dependent one.  
Regarding the main model of research as a replacement each financial reportinging quality index and each of the 
dependent with the interference control, the below relation is represented: 
Overinvi,t or Underinvi,t= α0+α1FQi,t-1+ α2Vfo I,t-1 +α3Dmsni,t-1+ εi,t 
 
Variables of research  

From a general view point, variables of this research are categorized in to the three groups:  
Primary Variables which all of them are available in the financial statements and attached notes of the firms 
accepted in Tehran stock exchange.  
Secondary variables which are calculated by math equations and primary variable placement; and special 
variables which are out come of linear models of accounting  financial research. 
  

Table 1 
presentation of variables and their calculatioin. 

B : Secondary variables: calculated variables by primary variables 
Investment efficiency Inv (FA+  LI + IA ) t-1-t/ avrage TA 

Annual revenue grown rate Grow Si– Si-t-1 / SI,t-1 
liabilities ratio Lev TD / TA 

The relation of cash to the average of assets Cash C / avrage TA   + SI 
Control variable of product market competition 

 
msn 
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C : Research models: independent variables and calculated dependent ones by accounting modes. 

Investment efficiency(dependent) 
 
 
Over-investment 
Under-investment 

Invi,t 
 
 
Overinv 
Underin 

ɤ0 + ɤ1Growi,t-1+∑øjControlj,i,t-1 + ᶷi,t 
 
 

i І ε i > 0 ε 

i І ε i < 0 ε -  
Accrural quality  Wc     α0+ α1 DCFOi,t-1+ α2 CFOi,t+ α3 DCFOi,t+1+ε 
Income smoothing  

ES 

 
Financial reporting quality FQi,t Wc + ES 
Regression model  α0+α1  FQi,t-1  + α2 Vfo I,t-1 +α3  DmsnI,t-1  + εi,t 

 
Statistical Society and statistical sample  

For acquiring provided financial statements based on Iran accounting standards on one hand, and 
considering the date of doing the present research (2010 – 2011) on the other; Its statistical society is all 
companies at least have been accepted from the beginning of 2004 in stock exchange, except banks, financial or 
credential institutes, other financial mediators not being money investors or mediators; or during (2004 – 2010) 
there must not change their activity or no financial year change. For comparable capability consideration, their 
financial period should be culminated in the end of March and their information should be available is stock 
exchange. With the observing above limitation in the main test 182 firms (1274 year – firm) existed in 27 
industries consist the statistical society of this research.  
 
Investment efficiency  

According to conceptual point of view investment efficiency can be measured as variasions of expected 
investment and it is shown with pure positive present value and of course we do this matter with a model which 
predicts investment as the function of growth chances. Therefore not only under investment (negative variations 
of expected investment) but also over investment (positive variasions of expected investment) are considered as 
inefficient investment. We follow, Richardson's(2006) model, in this present research to calculate the under or 
overinvestment of expected rate in the listed firms. 
  
Inv i,t = α0 + α1 Grow i , t – 1 + Ʃᴓcontrol j , i , t – 1 +εi , t 

 
Inv i , t : The net change of fixed assets; Long term investments and Intangible assets on lagged total assets of 
company in year t.  
Grow i , t – 1 = The rate of growth of yearly income for company i in year t – 1  
Control j , i , t – 1 : Control variable like:  
Levi , t – 1 : The whole liabilities on the whole assets for the company i in year t – 1 .  
Age i , t – 1 : The log of age (from the foundation) company i in year t – 1 .  
Cash i , t – 1 : The ratio of cash in additioin to short term investment to the average of assets in year t – 1  
Size i , t – 1 : The natural logarithm of value of stock market.  
Ret i , t – 1 : yearly return of bought or kept stocks each year. 
  

In this research we estimate the model of investment sectional in each industry each year. The sample 
contains yearly observation of the company with the available information for a period of (2004 – 2010). In this 
phase, we place all the primary variables and regression. We calculate the amount of α , then, the amount of the 
difference of two sides of the equation will be remained. Then, according to "the amount of remain" All the 
firms are devided into two main groups: under or over investment (considering the predicted level of investment) 
meaning the positive amount of mistake called over – investment and the negative – amounts are under 
investment. Will be multipled in (- 1) ; In a way we will see that the upper value represents the amount of under 
investment. On the other hand, It can be elaborated such a way that when the amount of under investment 
(negative amount); and calculated over-investment goes toward zero. The amount inefficiency reduces and the 
amount of investment efficiency increases.  
We uses the model of Dechow & Dechev (2002) which is presented as follow, to estimate the accoural quality 
with the emphasis on different industries; In which all the variables are compared to the total assets:  
 
∆WCi,t = α0 + α1CFOi,t-1 + α2CFOi,t + α3CFOi,t+1 +ε                               

 
WCi, t – 1 : current contribution assets – current liabilities – depreciation expenses. 
 CFO I , t/ 1 / I , t + 1 = Operating cash flows, for the company I in year t , t – 1 , t + 1 another variable is earning 
smoothing variable which means intentional reduction of profit fluctuation In a way that it normalize the profit 
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of company. This variable as an index for financial reporting quality as a deviation of operating profit criterion 
on criterion deviation of cash flow regarding the under – discussion industries in year t is obtained. For 
calculation of this variable, the model of Francis et al (2004) is used ; and it could be said such a way with the 
reduction of earning smoothing reporting quality will increase.  
 

 
 tCFOi

tprofitESi
,
,,




  

  (prof i,t) : Criterion deviation of operating profit during the years t, t – 4 .  
  (Cefo i,t) : Criterion deviation of operation cash flow during the years t , t – 4 . 
 
And the compoured model of financial reportinging quality regarding the model of Francis et al (2004) 
represented below in which the financial reportinging quality defined as FQ ; and the bigger FQ the better 
financial reportinging quality  
 
     FQ i,t = Wc + ES 

 
And in it both indexes of financial reportinging Quality added to each other.  

According to Bidel et al (2009) with control variable in regression model as a basic model for research 
which is mentioned below and for possible simultaneous biased among variables dependent or independent ones; 
the independent variable will be with drawn one period; the regression model is below: 

  
Over invi , t or Under inv i, t = α0 + α1 FQi , t – 1 + α2 VFO i , t + α3 Dmsn i ,t – 1 + ε i + t  
 
Since investment dependant variable is more or under the limit, FQ is considered as an index for financial 
reportinging Quality.  
VFO : standard deviation cash flows during year t to t – 1 .  
MSn : It's measured as follow:  
 

   

tSi

tSitSi
n

tSitSi
MSN

nj

j

,

1,,11,,
:
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S : The Sale of the Firm  
 
The bigger MSN, the higher level of competition in the market of product. (Lee Anderson 2006). D msn is a 
dummy variable. When 3/5 MSN is more than the average number of all of them each year it is defined as 1 
otherwise it is Zero.  
 
Research Findings  
Descriptive statistics  

The process of data in researches, usually is done in two levels: describing data and analyzing it. In the 
first level the under discussion society is described with expected parameters; and a scheme of situation is 
represented. The following table includes the section of descriptive statistics regarded to the combining datas in 
a time line series or sectional, which were prepared for theories of research test and 1274 obserrations for 
sample firms during 2004 – 2010 were reported.  

 Table2 
Descriptive Statistics 

Variables WC ES INV OVER INV UNDER INV 
Number 1274 1274 1274 1029 244 
average 0.022 2.993 4.618 0.268 0.170 

Standard deviation 0.444 17.395 1.262 0.211 0.168  
Variance 0.197 302.595 1.592 0.045 0.028 
Minimum -4.238 0.00 0.812 0.001  0.000  
Maximum 10.603 471.843 42.910 2.775 0.816  

 
In analytic statistics section, despite of descriptive analytic, the researcher tests his / her theories which 

leads to analytic findings of the subject which is under discussion. In this section; after the test, all the variables 
during a period of time (2004 – 2010) will be studied. We  compare the independent variables and dependent 
ones, To get the final and veliable results. From comparative final tests. Parametric tests need determined 
premises, and if these premises are not regarded, they can not be used.  
These premises in comparative tests are:  
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1 – Having normal distribution (this premise is evaluated in Kolamogrof – smirnof test.  
2 – Being independent of observations from each other (this premise is evaluated by Run test) Related variables 
should be measured by distant measurement and ofcourse, there is a equality of variasion premise which is 
always being neglected.  
 

Having normal distribution 
Table 3 

Kolmogorov-Smirnov test 
Variables WC ES INV OVER 

INV 
UNDER 

INV 
Vfo Msn 

Kolmogorov-Smirnov Z 5. 901 15.408 7.212 3.315 2.587 1.022  1.24  
Asymp. Sig. (2-tailed) 0.321  0.590  0.369 0.845 0.456  0.089  0.198  

 
Statistical supposition for the test of distribution of data is discussed as follow:  

Ho: Distribution of data is normal  
H1: distribution of data isnt' normal :  

According to this table, we will see that the amount of possibility is % 5 in related to all variables of research, 
and we strongly can claim that distribution of data is Normal and the supposition of H0 wont' be rejected .  
 

Being independent of observations from each other.  
Table 4 
Run test 

 WC ES INV OVER 
INV 

UNDER 
INV 

Vfo Msn 

Total Cases 1274 1274 1274 1029 244 1274 1274 
Z -19.675 -6.783 -17.097 -22.113 -8.981 -14.02 -5.634 

Asymp. Sig. (2-tailed) 0.268  0.69  0.876  0.245  0.752  0.080 0.230 
 

In all variables of the research the possibility is % 5 and we can be sure by % 95 that the variables posses 
the independent premise in observations. 

Table 5 
Solovariable test related to independent / dependent variable in a research 

 Variebles INV Over INV Under INV WC ES 
Investment efficiency Pearson Correlation 1 0.031  0.021 0.171(**)  0.551** 

Sig. (2-tailed) * 0.314 0.738 0.000 0.003 
Over-investment Pearson Correlation 0.031 1 .(a) 0.233* -0.226* 

Sig. (2-tailed) 0.314 * * 0.036 0.021 
Under- investment Pearson Correlation 0.021 .(a) 1 -0.323* -0.099 

Sig. (2-tailed) 0.738 * * 0.045 0.124 
Accrural quality Pearson Correlation 0.171(**) 0.233* -0.323* 1 0.346* 

Sig. (2-tailed) 0.000 0.036 0.045 * 0.024 
Earning smoothing Pearson Correlation 0.551** -0.226* -0.099 0.346* 1 

Sig. (2-tailed) 0.003 0.021 0.124 0.024 * 
 
In table 5 , we deal with the result of Pearson test related to the independent variables of accounting 

conservatism, earning management, dependent variables of investment, under – investment and over investment 
in the whole 182 firms have been sampled; and the level of possibility was 90 % and 99 % .  
And the results with the following statistical premise were analyzed.  
        H0 = β = 0               No significant correlation  
        H1 = β ≠ 0               there is significant correlation  
Solo variable test related to independent and dependent variable of research:  
In this table Pearson's Correlation co–efficient between INV variable with OVER INV and UNDER INV 
variables equals to: % 31 and % 21 and the amount of possibility related to them, in order, are 0/314 and 0/738 
which is more significant in the error level of 0/1 which is placed in H0. Also, Pearson's Correlation coefficient 
between investment efficiency variable and ACC, WC, ES, in order, are 0/612 , 0/171 , 0/551 and the related 
possibility are 0/002 , 0/003 , 000/0 which is under the error level of 0/05 , is placed in H1.  
According to Pearson's Correlation coefficients and related possibility amount of under inv with the INV and ES 
variables indicating more possibility than the significant amount in % 5 error level with the certainity of % 95 
they can be placed in H0 Region.  
Also under investment variable with WC , ACC and ES with the error level of less than % 5 and the % 95 
certainity are placed in H1.  

According to Pearson's correlation – coefficients and the related possibility of under INV with INV and 
ES variables indicating the amount of possibility is more significant in the error level of % 5 with the certainity 
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of % 95 can be placed in H0 region. Also, the under investment variables with WC, ACC and ES with the error 
level of less than % 5 and certainity more than % 95 are placed in H1 Region.  

According to Pearson's correlation coefficients and the related possibility of WC variable with MS 
indicating that the possibility is more significant in the error level of % 10 with the certainity of % 90 they could 
be placed in H0 Region. Also, accruals quality variable with OVER INV, UNDER INV, ACC and ES with the 
error level of less than % 5 and the certainty of % 90, they can placed in H0 Region.  

Also, smoothing variable with OVER INV and WC with the error level of less than % 5 and certainity 
more than %95 with the INV variable with the % 99 certainty is placed in H1 Region.  
 

Studying and analyzing the hypothesizes:  
RESULT TEST 

 

Statistical assumption related to the research Hypothesis test is expressed as follow:  
H0 : Not existing the significant relation among variables  
H1: Existing the significant relation among variables  

The two preassumption about observations being normal and being independent as they were 
mentioned before; the preassumption of errors being independent and linear variables test are concerned. In this 
research the independent errors test has been evaluated by Durbin Watson which its results are presented in the 
tables of this section and they will be discussed. It's important to know if the statistics of Durbin – Watson is 
placed in the period of 1/5 – 2/5 : the non – correlation among errors are accepted, other wise Ho is rejected 
which it means the correlation among errors exist. 
The first basic Hypothesis: Financial reporting quality is related to investment efficiency.  
The first subordinate Hypothesis: The accruals quality is related to investment efficiency. 
 

Table 6 
The obtained results of multi variable regression among Accrural quality, investment efficiency and control 

variables 
Type of variable symbol Name of variable coefficience T-statistics Significant level 

Dependent variable Y INV Investment efficiency _ _ _ 
Fixed value α 14.254 3.496 0.182 

Independent variable X1 WC Accrural quality 0.845** 3.219 0.032 
Control variables Vfo The standard deviation of operating cash  flows 0.026 0.766 0.744 

Msn Product market competition 0.091 0.604 0.546 
 Durbin-watson 1.613 _ _ 
 F -statistics 6.554 _ 0.004 

R correlation coefficient 0.754 _ _ 
R Square Coefficient of determination 0.568 _ _ 

 

According to table 6 the expected statistics amount in this test is 1/613 In this case, we can reject the H1 
Hypothesis which is indicating the correlation of errors. Also, the R Correlation coefficiency expresses the 
strength of relation between dependent variable and independent ones, regarding the number of 0/754 the servity 
of the relation is strong. Considering the obtained amount from f-test equals to 6/554 and its significance level 
0/004 we can say that the evaluate model of regression and the relation among variables with less than % 1 
and % 99 certainity, is significant. Also the amount of 0/568 in R2 calculation shows that %56 of charges in 
current model is confirmed by accruals quality and control variables; and according to those numbers in Table 
5-4 we can conclude that accruals quality has a positive significant relation with investment efficiency variable. 
In other words, by the growth of accruals quality, the investment efficiency will be increased. Therefore, we can 
say that accruals quality index and investment efficiency variable are placed in H1.  
The second subordinate Hypothesis: Earning smoothing is in relation with investment efficiency.  

 
Table7 

The obtained results of multi variable regression among Income smoothing, investment efficiency and control 
variables 

Type of variable symbol Name of variable coefficience T-statistics Significant level 
Dependent variable Y INV Investment efficiency _ _ _ 

Fixed value α 19.145 6.985 0.000 
Independent variable X1 ES Earning smoothing 0.436* -4.241 0.039 

Control variables Vfo The standard deviation of operating cash  flows 0.044 -1.336 0.182 
Msn Product market competition 0.042 0.872 0.245 

 Durbin-watson 1.813 _ _ 
 F -statistics 4.163 _ 0.027 

R correlation coefficient 0.532 _ _ 
R Square Coefficient of determination 0.283 _ _ 
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According to table 7 , the expected amount of this test is 1/813 ; therefore, we can reject the Hypothesis 
of H1 which expresses the correlation among errors. Also, R correlation coefficient shows the severity of the 
relation between dependant variable and independent ones. With regarding the number of 0/532 the severity of 
relation among them are strong. Considering the obtained amount from f-test equals to 4/163 and its significance 
level is %27 , it can be said that the evaluate model of regression and the relation among variables with less 
than % 5 and the certainity more than % 95 is significant. Also the amount of 0/283 in calculation R2 shows 
that %28 of changes are confirmed by earning smoothingvariable and control variables.And also, the earning 
smoothinghas a negative significant relation with investment efficiency variables; In other word with the growth 
of amount of income smoothing, the investment efficiency will decrease.So, it can be said that earning 
smoothingindex and investment efficiency variable are placed in H1 Region.  
 
The second basic Hypothesis: Financial reporting quality is related to under investment.  
The first subordinate Hypothesis: Accruals quality is related to under – investment.  

Table 8 
The obtained results from a multi variable regression among Accruals quality ,under investment and control 

variable 
Type of variable symbol Name of variable coefficience T-

statistics 
Significant 

level 
Dependent variable Y UNDER 

INV 
Under Investment _ _ _ 

Fixed value α -5.121 -0.532 0.595 
Independent 

variable 
X1 WC Accruals quality 0.075 1.005 0.098 

Control variables Vfo The standard deviation of operating cash  
flows 

-0.30 -1.615 0.107 

Msn Product market competition 0.004 0.082 0.934 
 Durbin-watson 1.631 _ _ 
 F -statistics 1.530 _ 0.452  

R correlation coefficient 0.202 _ _ 
R Square Coefficient of determination 0.040 _ _ 

 
According to the obtained numbers in Table 8 we can comperend idea that accruals quality has no significant 
relation with under investment variable.  
It can be said that accruals quality index and under investment variable are placed in H0.  
 

The second subordinate Hypothesis : earning smoothing is related to under – investment. 
 

Table 9 
The obtained results from a multi variable regression among earning smoothing, under-investment and control 

variable 
Type of variable symbol Name of variable coefficience T-

statistics 
Significant 

level 
Dependent variable Y UNDER 

INV 
Under Investment _ _ _ 

Fixed value α 3.261 1.294 0.200 
Independent 

variable 
X1 ES Earning smoothing 0.771** -4.157 0.078 

Control variables Vfo The standard deviation of operating cash  
flows 

0.863* -4.112 0.000 

Msn Product market competition 0.122 2.621 0.086 
 Durbin-watson 1.739 _ _ 
 F -statistics 7.963 _ 0.000 

R correlation coefficient 0.798 _ _ 
R Square Coefficient of determination 0.636 _ _ 

 
According to the obtained numbers in Table 8 we can comperend idea that earning smoothing has no 

significant relation with under investment variable. It can be said that earning smoothing index and under 
investment variable are placed in H0.  
 
The third basic Hypothesis: the financial reporting quality is related to over investment.  
The first subordinate Hypothesis: Accruals quality is related to the over investment. 
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Table 10 
The obtained results from a multi – variable regression among Accruals quality over investment and control 

variable 
Type of variable symbol Name of variable coefficience T-

statistics 
Significant 

level 
Dependent variable Y OVERINV Over Investment _ _ _ 

Fixed value α 103.544 11.024 0.215 
Independent 

variable 
X1 WC Accruals quality 0.106 0.212 0.99 

Control variables Vfo 
 

The standard deviation of operating cash  
flows 

0.0177 4.953 0.422 

Msn Product market competition 0.110 0.952 0.213 
 Durbin-watson 1.679 _ _ 
 F -statistics 1.163 _ 0.321 

R correlation coefficient 0.221 _ _ 
R Square Coefficient of determination 0.048 _ _ 

 
According to the obtained numbers in table 10 we can conclude that the accruals quality has no 

significant relation with over-investment variable and accruals quality index and over-investment variable are 
placed in H0.  
 

The second subordinate Hypothesis: earning smoothing is related to over investment. 
 

Table 11 
The obtained results from a multi – variable regression, among earning smoothing is over investment and 

control variable 
Type of variable symbol Name of variable coefficience T-

statistics 
Significant 

level 
Dependent variable Y OVERINV Over Investment _ _ _ 

Fixed value α -5.121 0.532 0.595 
Independent 

variable 
X1 ES Earning smoothing 0.675** -3.005 0.005 

Control variables Vfo 
 

The standard deviation of operating cash  
flows 

0.039 0.143 0.303 

Msn Product market competition 0.130* 2.406 0.013 
 F -statistics 9.116 _ 0.001 

R correlation coefficient 0.761 _ _ 
R Square Coefficient of determination 0.579 _ _ 

 
According to table 11 and expected Durbin Watson statistics amount H1 Hypothesis which is the 

representative of correlation of errors is rejected.  
Also the R correlation coefficient shows the severity of relation between dependent variable and 

independent variable, which is strong. According to the obtained amount from f-test we can say that the evaluate 
regression model and the relation among variables with less than %1 and the certainity more than % 99 is 
significant. Also R2 amount shows that %58 of changes is current model are canfirmed by smoothing and 
control variables. According to the obtained numbers in this table we can conclude that smoothing index has a 
negative significant relation with over investment variable and they are placed in H1 Region.  
 

DISCUSSION AND CONCLUSION 
 

This research, after describing variables with consideration of average, variation, criterion deviation of 
variables, regarding the financial year (2004 – 2010) tried testing all the theories of the research; and for the 
relation of independent and dependent variables used the Pearson's distance tests and linear regression. The 
obtained result expressed the positive significant relation between accruals quality variable with investment 
efficiency and the reverse relation between earning smoothing with investment efficiency; that the growth of 
financial reporting quality with the reduction of informative non-symmetry between the firm and investors and 
as a result the reduction of financial supply expenses from are hard and reduction of supervising expenses and 
the improvement of project choice on the other hand improve the investment efficiency with the reduction of 
investment opportunities in project with positive pure current value. And there is no significant evaluate relation, 
Also, the reverse relation between amount of earning smoothing and over-investment could be interpreted such 
a way that the growth in financial reporting quality leads to reduction of informative nonsymmetry between the 
firm and investors. This matter result in reduction of reverse choice expresses source consuming in activities 
which are more investment consumer that the expected level decrease. 
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