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 The main purpose of this study is to investigate the effect of profit management on 
overinvestment in companies accepted in Tehran stock exchange. In order to measure 

profit management, discretionary accruals have been employed using modified version 

of Jones Model. The research population includes three selected industries of cement, 
basic metals, and automobile and spare parts manufacturing. Data was gathered after 

selecting the sample via selective method for the time period 1386-1390. To analyze the 

data and examine the hypotheses, linear regression model has been used on SPSS 20 
and Eviews 7.1. Findings show no significant relationship between profit management 

and overinvestment. Also the relationship was assessed based on type of industry and 

the effect was modified using linear regression model. Again findings showed no 
significant relationship and no significant change was made in the results. 
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INTRODUCTION 

 

 One of the goals of financial reporting is to present information that is useful for investors, creditors, and 

other users, either de facto or potential, in making decisions related to investment, crediting, and other critical 

issues. One important criterion used by the above-mentioned users for the company’s power of profit, predicting 

future profits and related risks, and assessing management performance is the current and past interest of the 

company. Interest itself consists of cash and discretionary accruals. The discretionary accruals are mostly under 

the manager’s control. Therefore, he can manipulate them in order to better presentation of the performance of 

the company and increase the predictability of future profits. Previously, researchers have studied companies’ 

use of discretionary accruals as a way to smooth income and affect earnings informativeness [1, 3, 7, 10, 15, 

24]. While firms that manipulate earnings may indicate a favorable outcome for investors, such 

misrepresentations could affect internal decision making and lead to suboptimal or inefficient investment 

decisions [16]. 

 One of the entries in financial statements is reporting the interest that is used as a criterion for assessing the 

performance and profitability of profit institutions. However, calculating the net interest of a profit institution is 

affected by accounting methods and estimations. Managers’ decision to use principles of realization, estimation, 

and prediction and also employing methods such as changing the method of assessing good availability, 

amortization of key money, current costs, and investment on research and development are some cases through 

which the managers can change the profit. Under such conditions, real interest is not in agreement with reported 

interest in financial statements and profit management has occurred. Schipper and Healy and Wahlen, 

conceptualize the earnings management as purposeful intervention in external financial reporting process, with 

the intention of obtaining some private gain that can occur at any stage of external disclosure. The earnings 

management derives from the epistemological agency theory, formalized by Jensen and Meckling [14], covered 

in the context of the linking mechanisms between principal and agent [9, 25, 12], which occurs in the presence 

of opportunistic behavior of the agent, which, according to Williamson, arises from the imperfection of it [27]. 

The motivations which guide the realization of earnings management, according to Schipper, are contractual, 
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regulatory or linked to the capital market. The earnings management can be effective through the manipulation 

of accounting choices or manipulation of operational activities [20]. 

 When the institutions manipulate the profit, they may show desired results to the investors. Such untrue 

presentation may affect internal decision making and lead to inefficient investment decisions [16]. In the recent 

years, with the increase in the fight against economic corruption on one hand, and the increase in the size and 

number of public companies and other users of accounting information on the other hand, it is expected that 

accountancy should improve its quality and discover the profit management employed by managers and impose 

pressure on them in profit managing. Therefore, with regards to what mentioned, conducting the present study to 

investigate the effect of profit management on investment decisions and overinvestment seems necessary. We 

hope that the results can improve investment decisions within the institute and the data presented for demanders 

to improve their investment decisions. Generally, with investigating the effect of profit management on profit 

quality and consequently on internal investment decisions, the present study seeks for the answer to the question 

whether or not managing the profit can affect the quality of profit and consequently over investment in a 

company. 

 

Research Background and Theoretical Concepts: 

Profit management: 

 Accounting profit is identified based on accrual basis. Using accrual basis usually changes the amount of 

reported operational profit with net cash currents resulted from operations and reporting a series of accruals in 

financial statements. Various definitions have been proposed for profit management on this base. In one 

definition, profit management is described as deliberate intervention in the process of financial reporting in 

order to take personal advantage for managers and stockholders [19]. According to Healy and Wahlen, profit 

management occurs when the manager uses his personal judgment for financial reporting to mislead some 

stockholders about real economic performance or to affect the results of contracts which depend on reported 

accounting items. Scott (2000) defines profit management as the authority of the company in choosing 

accounting methods and approaches to achieve some specific goals of the manager. It seems that profit 

management usually originates in managers’ use of information asymmetry of stockholders [23]. 

 Copland regards managers’ relative ability to reduce or increase the profit as intervention in accounts. Titles 

such as “maximizers”, “minimizers”, or “smoothers” are used for those who intervene the accounts [6]. 

Degeorge et al. define profit management as a kind of manipulating the profit by the manager in order to 

achieve anticipated level of profit for certain decisions. He states that the main motivation for profit 

management is managing the notion of investors concerning a commercial institution [8]. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Diagram 1: Theoretical relationships of overinvestment and low-investment hypothesis. 

 

Concepts of overinvestment and low investment: 

 There are various factors leading to overinvestment and low investment on the part of the company. The 

present study intends to investigate the effect of profit management performed by managers. 
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 In this section, one theoretical hypothesis is presented concerning overinvestment and low investment. 

Financial supplement and investment decisions are not independent of each other in inefficient markets. In fact, 

some defects of capital market such as information asymmetry and agency costs can lead to overinvestment or 

low investment. Information asymmetry causes some contradictions between the main stockholders leading to 

the mentioned processes [18]. 

 Due to their limited responsibility, the stockholders are encouraged to invest on high-risk projects. On one 

hand, this tendency is due to the fact that high-risk projects provide them with more profits, and on the other 

hand, this is because even in the case of a huge damage, this damage concerns with the creditors not the 

investors. In this case, a well-known problem occurs called “assets transfer from the creditors to stockholders” 

which reduces stockholders’ ability to develop investment projects. Therefore, this transfer is one of the 

mechanisms leading to low investment [21]. 

 On one hand, the contradiction between stockholders and creditors can create low investment by 

intensifying moral hazard. With regard to the legal priority of creditors in the case of bankruptcy, the 

stockholders may find themselves in the risk that the creditors may take some parts of the created value. 

Therefore the stockholders tend to abandon projects with positive net current value whose positive net value is 

less than its depts. 

 On the other hand, creditors will try to avoid non-optimal investment. Furthermore, the contradiction 

between creditors and stockholders causes low investment due to the existence of available optimal choice [18]. 

Overinvestment may take place due to profit contradictions between the managers and stockholders. In the 

presence of information asymmetry, managers may take advantage of the free cash currents and use the projects 

with negative net value to increase their own profits, which leads to overinvestment [26]. 

Diagram 1 indicates these relationships. 

 

The model of measuring over- and under-investment: 

 In order to explain over- and under-investment, a model should be provided to show the optimal level of 

investment. Many researchers have used the model of growth opportunities for a company. In the present study, 

the model proposed by Biddle and Hilary was used to measure over- and under-investment, according to which 

the ratio of fixed assets change to MTB was used to measure growth opportunities. In addition, the variable 

"cash flow obtained from operations and growth of company" was also entered the model as control variables. 

 

A review of research background: 

 By studying the relationship between the company value and investment to investigate theories of 

overinvestment and low-investment, Morgado realized that there is an optimal level for investment. Companies 

which invest less than this level suffer from low-investment and companies which invest more than this level 

suffer from overinvestment. He also showed that companies which have more investment opportunities than 

others can keep their investment level to the optimal level more easily in comparison with other companies [18]. 

Guan et al. concluded that one of the reasons why companies perform profit management is that their debts are 

more than their capital [11]. 

 As the difference is more significant, managers employ more approaches to increase their profit. They also 

showed that managers of huge companies use fewer accruals to decrease their tags. Yoon and Miller studied the 

relationship between current cash resulted from operational activities and profit management in South Korea. 

Their findings showed that when operational performance of companies is low, the companies try to exaggerate 

their profit using techniques of profit management [28].  

 Peasnel et al. investigated profit management in England. Their study emphasized on the role of managers 

board, irresponsible managers, and auditing committee. Their findings showed that the number of irresponsible 

managers has a reverse relationship with the likeliness of unusual managements of accruals to avoid losses or 

reductions in profit. Also evidence showed that in the case of high profit management, there is no evidence 

showing that irresponsible managers reduce unusual accruals [19]. Verdi showed that the relationship between 

the quality of financial reporting and low-investment is more significant in companies which face with 

limitations in financial supplement. Also the relationship between the quality of financial reporting and 

overinvestment is more significant in companies with huge cash remaining [26]. Findings of McNichols and 

Stubben showed that profit management can affect internal decisions as well as target external sections. They 

realized that manipulating financial information leads to non-optimal investment decisions in a way that can be 

measured through the value of investing fixed assets [16]. Rath and Sun conducted a comprehensive study 

concerning profit management in Australia. They studied 4844 companies from 9 different industries during 

2000 to 2006. Their findings revealed that profit management is significantly performed in several industries in 

Australia. Also it was shown that companies which are small and less profitable are more likely to perform 

profit management [22]. 

 In another study under the title of “Do Profit Management and Auditing Quality Affect Overinvestment of 

Chinese Companies?”, John Lenard and Yu studied how the quality of profits can affect investment decisions of 
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those Chinese companies which do not employ auditors of Big4. They employed profit management performed 

via discretionary accruals, using Jones’ Model, and used two criteria of auditor’s experience and significance of 

customer to assess the quality of auditing. Data analysis was done using a multivariable regression model and 

two logistic regression models. Their findings showed that discretionary accruals can be an important criterion 

for overinvestment of Chinese companies. Also in respect with auditing quality, it was concluded that the level 

of investment is higher in the group of significant customers in comparison with the group of non-significant 

customers. Also it was shown that companies with more-experienced auditors show more overinvestment [13]. 

 

Measuring the Variables and the Research Models: 

Assessing the variables: 

 Three types of variables have been used in this research. The depended variable is overinvestment done by 

companies. Profit management is the independent variable which determines overinvestment. In order to explain 

profit management, discretionary accruals are defined in this section. Also some descriptions are presented 

concerning control variables such as operational cash current, company growth, and development opportunities 

(investment opportunities). 

 

Overinvestment (depended variable): 

 This is said to the investment of the company (in fixed assets) more than the mean investment of industry. 

In this research, overinvestment is obtained from the following equation, and linear regression is used to 

calculate it [13]: 

INDINV it
= Investment of the company in fixed assets − industry mean 

IND_INVit = Optimized investment of the company per industry (overinvestment). 

 

Discretionary accruals (independent variable): 

 Profit management is defined as deliberate intervention in the process of financial reporting in order to 

achieve personal advantages for managers and stockholders. Accruals are divided into two groups of 

discretionary and non discretionary. Discretionary accruals are those which are more likely to be manipulated 

and managed. In this research, modified version of Jones’ pattern has been used to assess profit management. In 

the first step of this pattern, the relationship between the accruals during a specific period known as “occurrence 

period” with variables of sale, gross assets, and machinery and equipments is calculated as it follows:                                                                                                                   

(Equation 1) 

 

TAit

Ai(t−1)

= α1  
1

Ai t−1 
 + α2(

∆REVit − ∆RECit )

Ai t−1 
+ α3  

PPEit

Ai t−1 
 + εit  

 

Where TA indicates the accruals and can be determined as in the below:                                         (Equation 2) 

 

TAit = (ΔCAit - ΔCASHit) - (ΔDCLit - ΔSTDit) - DEPit 

 

 Also it can be calculated as difference of operational cash current and normal and usual profit (before 

unexpected items). Variables in equations 1 and 2 are as follows: 

 ΔCAit: the change in current assets of the current year compared with the previous year, ΔCASHit: the 

change in cash current of current year in comparison with the previous year, ΔDCLit: the change in debts of the 

current year compared with the previous year, ΔSTDit: the change in short-term allotment of long-term debts of 

the current year compared with the previous year, DEPit: the cost of amortization of tangible and intangible 

assets of the current year. Also Ai (t-1) indicates the total assets of the company in the previous year; ΔREVit 

shows the sale difference of the current year and previous year; PPEit indicates properties, machinery and gross 

equipments; εit is estimation error; and α1 α3 α2 specific parameters of the company. In order to prevent 

missing information relevancy, coefficients of every variable were estimated for a 6-year period and were 

implemented in the model. After estimating parameters of pattern (1), non-discretionary accruals (NDA) are 

calculated for the estimation period as it follows: 

NDAit = α1  
1

Ai t−1 
 + α2(

∆REVit − ∆RECit )

Ai t−1 
+ α3  

PPEit

Ai t−1 
 + 𝜀𝑖𝑡  

 In the above model, ΔRECit shows the change in net received accounts of current year in comparison with 

the previous year. In the last step, discretionary accruals (TAEM) are calculated as: 

TAEMit =
TAit

Ai(t−1)

− NDAit  
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Control variables: 

Investment opportunities or growth opportunities: 

 In this study, the ratio of market value to book value (MTB) was used to evaluate investment opportunities. 

Book value of assets is an indicator of a company's assets in place and market value of assets is an indicator of 

both assets in place and company's growth opportunities. Therefore, MTB describes the combination of assets in 

place and growth opportunities. MTB ratio is usually more of one and the greater this ratio, the greater the 

growth opportunity will be [17]. The ration of market value of equity to its book value describes growth 

opportunities. The ratio of market value to book value is the most suitable variable as the indicator of investment 

opportunities. The ratio of market value to book value can be usually more than one and the higher this ratio, the 

greater the investment opportunities will be [2]. 

 In this study, the following equation represents growth opportunities (investment opportunities) in a 

company: 

investment opportunity =
marke t value  of  investments

 book  value  of  investments
  

 

Company's growth: 

 Growth opportunities represent company's potentiality in investment and profitability. If the general activity 

level of a business is a growing, the companies working on that industry need greater financial resources in 

order to expand their activities. In this study, the growth of the company is operated through the equation below: 

Growth =
 Natural logarithm of total assets at end of year

total assets at the beginning of the year
 

 

Operating cash flows: 

 The activities that generate income for the company are called company's operating activities. Cash flows 

from operating activities that are the results of cash transactions and economic events and are considered in 

determining operating profit are generally called operating cash flows. In this study, operating cash flow were 

obtained from cash flow statements of sample companies in operating activities and in the form of negative or 

positive net flows of operating activities. 

 

Research model: 

 In this research, McNichols and Stubben’s model (2008) has been used with partial changes in order to 

determine whether profit management affects overinvestment. In this model, the ratio of market value to office 

value has been used to assess investment opportunity [16]. The first hypothesis of the research has been 

examined using this model. 

Model 1: 

IND_INVit = α + β
1

TAEMit +β
2

IND_INVit−1 + β
3

MTBit−1 + β
4

CFit + β
5

GROWTHit + ε 

 Variables used in this model explain the factors affecting investment behavior of the company. These 

variables include independent variables of discretionary accruals and company’s industry-adjusted investment. 

With regards to the effects of other factors on investment, three secondary variables of investment opportunity, 

growth, and operating cash flows have been entered the model.  

 In order to determine the effect of the type of the industry, the mentioned model has been examined in 

terms of various industries. Type of industry is a qualitative variable. Qualitative variables usually show 

presence or absence of a qualification. A method for quantification of these variables is creating virtual variables 

taking codes of 0 and 1 depending on the case (0 for absence and 1 for presence). These virtual variables can be 

used as quantitative variables in regression model. However, the general principle should be considered that to 

show a qualitative quality with m states, m-1 virtual variables should be used. In this research, the variable of 

type of industry has 3 states (groups of industry); therefore, 2 virtual variables are considered as industry 

variables. 

 

Methodology: 

 Since the findings of the present study can be used by students, companies, and future scholars, this is an 

applied research with descriptive-analytic method. In terms of the nature of data, this study is a post-occurrence 

study. In this type of research, the researcher has no control over the data. Since this study tries to determine the 

relationships between profit management and overinvestment, it is a correlation study. The population consists 

of three industries of basic metals, cement, and automobile and spare-parts production including all companies 

registered in Tehran stock exchange until the end of 2010. Selection of these industries has been upon the 

market values obtained from market performance of the companies within the stock market. The reason for 

selecting companies accepted in stock market of Tehran is that access to financial statements of these companies 

is easier than non-member companies. Also due to the standards and regulations of the Stock Market of Iran, 

information of financial reporting of these companies is more homogeneous. The sample has been selected 
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considering the spatial and temporal domain of the research, using eliminative sampling method from the three 

industries of basic metals, cement, and automobile and spare-parts production by considering the following 

limitations and qualifications: 

1. Due to the necessity of information availability for the research period, the companies must be registered 

until the end of 2010. 

2. In order to have homogeneous data and to eliminate seasonal effects, their financial year must end with 

Esfand (March). 

3. They should have never changed their financial year during the period under study. 

4. In this research, archive method has been used for collecting data. 

 In order to gather required data for theoretical concepts section, academic journals, either Persian or 

English, have been used. In order to collect other required data, the information banks of stock market of 

Tehran, financial statements of the companies, and Tadbir Pardaz Software version 2.0.3.3 have been used. 

Excel 2010 has been used for the purpose of data analysis and calculating the variables. Also in order to conduct 

he related statistical tests, SPSS 20 and Eviews 7.1 have been used.  

 In order to answer the research question, the following main hypothesis was proposed and examined: 

 Main hypothesis: there is a significant relationship between profit management and overinvestment in 

companies accepted in Stock Market of Tehran. 

 

Examining the Hypotheses And Findings: 

 In order to examine the main hypothesis, regression model has been used as in the following: 

IND_INVit = α + β
1

TAEMit +β
2

IND_INVit−1 + β
3

MTBit−1 + β
4

CFit + β
5

GROWTHit + ε 

 Since the method of using data in this hypothesis is combined data method, before implementing the main 

regression model, one of the models of fixed effects, common effects, or random effects, which is appropriate 

for the results of the test must be selected using Chaw Test or Hussmann Test; then, the main regression model 

can be estimated on this base. Results of Chaw and Hussmann tests for selecting the appropriate data are 

presented in Table 1. 

 
Table 1: Results of the tests for selecting the model for the main hypothesis. 

Test T-statistic Significance Final Model 

Chaw Test 1.753 0.137 Common Effects 

Hussmann Test 3.88 0.566 

 

 With regards to the above table, the model of common effects is selected for the main hypothesis. Results of 

the test upon common-effect model are presented in Table 2. 

 
Table 2: The pattern for estimating the main hypothesis. 

Variable Coefficient Std. Error t-Statistic Prob. 

TAEM 109.6683 1817.727 0.060333 0.9519 

INV-INV(t-1) 0.287847 0.038661 7.445333 0.0000 

MBT(t-1) -114.5915 2660.309 -0.043075 0.9657 

CF 0.304989 0.017915 17.02441 0.0000 

GROWTH 808062.7 982581.8 0.822387 0.4114 

C -844090.6 991244.9 -0.851546 0.3950 

R-squared 0.627877 Mean dependent var 264512.7 

Adjusted R-squared 0.623032 S.D. dependent var 1157930. 

S.E. of regression 710942.9 Akaike info criterion 29.80184 

Sum squared resid 1.94E+14 Schwarz criterion 29.86285 

Log likelihood -5805.358 Hannan-Quinn criter. 29.82602 

F-statistic 129.5834 Durbin-Watson stat 2.362681 

Prob (F-statistic) 0.000000 

 

 As it can be implied from table 2, the value of F-statistic and its corresponding significance are 129.58 and 

0.000, respectively. Therefore, the H0 hypothesis, non-significance of the whole model, is refused, and the 

estimated regression model is generally significant. As it is observed, the significance level for the independent 

variable (TAEM) is more than 5% (0.9519) and is not significant. Therefore, the main hypothesis is not 

confirmed. In other words, there is no significant relationship between profit management (using discretionary 

accruals) and overinvestment. The variable of the amount of overinvestment in the previous year, with regards 

to the t-statistic and its significance (0.000), has a direct relationship with overinvestment in the current year. 

Also among the control variables, the variable of operating cash flow has a significant positive relationship with 

overinvestment. It is apparent that high amounts of cash flow increase the probability of overinvestment. Also 

the determination coefficient in this model is 0.62 which means that 62% of the changes of the depended 
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variable made by other variables are explainable in the model. The statistic relating with Durbin-Watson which 

shows self-correlation among variables of the model is 2.36, which shows the absence of the problem of self-

correlation. Generally, if this statistic is between 1.5 and 2.5, it is appropriate and self-correlation does not exist.  

 With regards to the fact that the companies of the sample are from three industries, examining the 

hypothesis is also done upon modification of the effect of type of industry, and the results are presented in Table 

3. In this research, the variable of type of industry has 3 states (3 industrial groups); therefore, 2 virtual variables 

are considered as the variable of industry. 

 This model is also based on the model of common effects. As it can be observed, by modifying the type of 

industry, results of regression model almost did not change. The significance of the coefficients of type of 

industry is also more than 5 percent, showing no significant relationship. Therefore, it can be said that he type of 

industry has no significant effect on overinvestment. 

 
Table 3: The pattern of estimating the main hypothesis upon modifying the effect of industry. 

Variable Coefficient Std. Error t-Statistic Prob. 

TAEM 539.3632 1853.595 0.290982 0.7712 

INV-INV(t-1) 0.284524 0.038785 7.335902 0.0000 

MBT(t-1) 32.83453 2668.430 0.012305 0.9902 

CF 0.303832 0.017997 16.88247 0.0000 

GROWTH 835871.3 982981.6 0.850343 0.3957 

IND1 -121922.9 90928.96 -1.340858 0.1808 

IND2 -89368.32 93457.48 -0.956246 0.3396 

C -794569.7 992351.7 -0.800694 0.4238 

R-squared 0.629678 Mean dependent var 264512.7 

Adjusted R-squared 0.622892 S.D. dependent var 1157930. 

S.E. of regression 711074.3 Akaike info criterion 29.80724 

Sum squared resid 1.93E+14 Schwarz criterion 29.88860 

Log likelihood -5804.412 Hannan-Quinn criter. 29.83949 

F-statistic 92.79076 Durbin-Watson stat 2.368107 

Prob (F-statistic) 0.000000 

 

Discussion, Conclusion, and Recommendation: 

 This article examined the effect of profit management on overinvestment. In order to measure profit 

management, discretionary accruals have been employed using modified version of Jones Model. With regard to 

the outcome of regression model and the corresponding statistics, the main hypothesis is not accepted. In other 

words there is no significant relationship between profit management (using discretionary accruals) and 

overinvestment done by companies accepted in Tehran stock exchange. The variable of the amount of 

overinvestment in the previous year, with regards to the t-statistic and its significance, has a direct relationship 

with overinvestment in the current year. Because earnings may be aggressively managed through the use of 

discretionary accruals in order to enhance firm performance, and firm performance reflects the company’s 

ability to invest, we examine discretionary accruals as a factor in over-investment. In addition, factors affecting 

investment include considerations of the company’s growth, ability to generate cash flows, and the company’s 

investment opportunity as measured by the ratio of the market value of assets to their book value [16]. 

Discretionary accruals have also been studied for their effect on earnings quality represented by accounting 

conservatism. Also among the control variables, the variable of operating cash flow has a significant positive 

relationship with overinvestment. It is apparent that high amounts of cash flow increase the probability of 

overinvestment. With regards to the fact that the companies of the sample are from three industries, examining 

the hypothesis was also done upon modification of the effect of type of industry. Modifying the type of industry 

made no significant changes in the results of regression model. The significance of the coefficients of type of 

industry is more than 5 percent, showing no significant relationship with the depended variable. Therefore, it 

can be said that type of industry in companies listed in Tehran stock (Include: basic metals, cement, and 

automobile and spare-parts production) has no significant effect on overinvestment. Past information can be an 

appropriate base for future decision making. 

 In examining internal decision making, Biddle and Hilary and Biddle et al. studied accruals and found that 

higher quality accounting enhances investment efficiency, while measures of accounting quality are negatively 

related to investment for firms prone to over-investment [4,5]. The findings of McNichols and Stubben indicated 

that earnings  management  can  influence  internal decisions in  addition  to  targeting  external  parties – in 
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either situation,  earnings quality is  questioned. The authors found that the manipulation of financial 

information, as measured by the value of fixed asset investments, results in suboptimal investment decisions 

[13]. Thus, we contribute to the literature on the relationship between earnings management and internal 

investment decisions for companies listed in stock market of Tehran. Although the statistical results show that 

there is no significant relationship between profit management and overinvestment among companies listed in 

Tehran stock exchange, according to the previous studies and present theories, it is recommended to users of 

financial statements and companies in respect with investment to analyze the profit management performed by 

the managers before making any decision, and to select the companies with the least intervention and 

manipulation of the profit by the managers. 

 When considering investment decisions, company management will have expectations about the return 

provided by the investment, but they will also have expectations of future growth of the company based on 

information about revenues and earnings [16]. If information about growth is misreported, due to management 

of earnings, then the company may over-invest or under-invest. Consistent with McNichols and  Stubben 

(2008),  we  identify  excess  investment  as  investment  that  differs from  the  amount  that would be predicted 

given the firm’s investment opportunities. Also it is recommended that the stockholders and managers boards of 

the companies should prevent overinvestment, which shows a kind of inefficacy in investment, by creating more 

auditory operations. 
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