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ABSTRACT 
Accounting earning is one of the main components of financial statements that is focused 

by many users and beneficiaries. Exclusive reliance on the reported earnings and the lack 

of attention to its quality can be misleading and cause to make incorrect economic and 

business decisions. So, earning quality is noticeable and important attribute and should 

always be considered with its affective factors. The purpose of this paper is to identify the 

impact of investment opportunity and managerial ownership on earning quality. Earnings 

quality is measured by features based on accounting data which include: accrual quality, 

earning persistence, earning predictability and earning smoothness. The empirical 

investigation is developed using as a sample 99 Iranian companies listed on Tehran Stock 

Exchange (STE), for a period of 6 years(2008- 2013).  The findings show that investment 

opportunity has a positive impact on earnings persistence and earnings predictability. 

Investment opportunity does not occur by itself, but it should be created or recognized by 

management. Investment opportunity is a result of management policies and leadership 

strategies. So, management has very important role in creation of investment opportunity. 

Therefore, this is expected result that good performance of management in creation of 

value and investment opportunity will cause to continuation of current earnings (earning 

persistence) and generation of expected future earnings (earning predictability) 

respectively. Also, managerial ownership has a negative impact on the quality of accruals 

and earnings predictability. There are two mutual views point about the impact of 

managerial ownership on earning quality. First viewpoint states that more amount of 

managerial ownership, due to more supervision of management on processes of preparing 

of financial statements, will result to have more qualified financial statement and reported 

earnings respectively. Second viewpoint states that more amount of managerial ownership 

prepare more opportunity for management to manage earnings according to their desires. 

Regarding to the findings of this study, second viewpoint is approved. Despite corporate 

governance theory, managerial ownership not even doesn't help to improve financial 

reporting quality, but affects negatively earning quality. This result reminds agency 

problems and conflict of interest between managers and shareholders again. Also, there is 

no significant relationship between investment opportunity and accrual quality and 

earning smoothness. neither,  the significant relation between managerial ownership and 

earning persistence and earning smoothness was not found. 
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INTRODUCTION 

 
The main goal of any enterprise is increase of profit and market value of the enterprise, and management 

(executive and board of directors) is responsible for achievement of this important goal. Accounting earning is 
one of the most important indicators that can be used to evaluate the enterprise and its management performance 
and also to evaluate the success or failure of the enterprise in achievement of objectives. Shareholders, creditors, 
lenders and investors use information content of accounting earning in assessment of the company and 
management performance, the profitability and forecasting of projected future profits. 

In this regard, paying more attention to earning quality is indispensable, because low quality of earning can 
be misleading or leads users of financial statement and any group of beneficiary to make incorrect economic and 
business decisions. This is particularly important and more sensible when the entity is faced with agency 
problems and information asymmetry. So improvement of earning quality and its components as well as its 
affective factors can enhance the reliability of financial statements that is one of the main objectives of financial 
reporting. 
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Financial reporting is not an end in itself, but is intended to provide information that is useful in making 
business and economic decisions, not to determine what those decisions should be. Financial statements are 
targeted to provide summarized and classified information about the financial position and performance of 
enterprise and its management (FASB's CON #1). Also, financial statements are the result of financial reporting 
system that should have appropriate level of quality and information content. 

 
2. Literature Review: 
2.1 Earning Quality: 

Accounting earning is one of the main components of financial statements and is broadly used in many 
economic assessments and making economic and business decisions. Investors, creditors, and other users often 
use reported earning and its components in various areas such as estimating of future cash flows or loan to an 
enterprise. According to the FASB’s CON#1, they may use earnings information to help them to (a) evaluate 
management’s performance, (b) estimate “earning power” or other amounts they perceive as “representative” of 
long-term earning ability of an enterprise, (c) predict future earnings, or (d) assess the risk of investing in or 
lending to an enterprise. However, accrual accounting provides measures of earnings rather than evaluations of 
management’s performance, estimates of “earning power,” predictions of earnings, assessments of risk, or 
confirmations or rejections of predictions or assessments. Investors, creditors, and other users of the information 
do their own evaluating, estimating, predicting, assessing, confirming, or rejecting. 

Based on the theoretical concepts of financial reporting, in order to have useful and helpful information, this 
information should be reliable and relevant and must show the consequences of economic events fairly. 
Reliability and relevancy are two important and main qualifications of financial statements. Improvement of 
earning quality will improve reliability of financial statements and enhance quality of financial reporting 
respectively. 

Many definitions of earning quality have been proposed, but there is no unique definition. Shipper and 
Vincent (2003) have defined earnings quality as the condition in which the earning is honestly and in relation to 
the economic events. In this term, honestly means that the measurements correctly reflect the consequences of 
economic events and financial transactions.  

Features of accounting earning can be classified into the following seven components assorted in two 
categories of characteristics as below: 

The first set of features based on accounting data, which include four components as: accruals quality, 
income persistence, earning predictability, earning smoothness. The second set of features based on market data 
consists of three components as: relevance, timeliness and conservatism of earnings. 

Features of earning quality which have investigated in this study are based on accounting data (the first 
categories). These features are considered as components of earning quality and dependent variables of this 
study and described briefly as below: 
 
Accruals Quality: 

Information about enterprise earnings and its components measured by accrual accounting generally 
provides a better indication of enterprise performance than information about current cash receipts and 
payments. Accrual accounting attempts to recognize that the buying, producing, selling, and other operations of 
an enterprise during a period, as well as other events that affect enterprise performance, often do not coincide 
with the cash receipts and payments of the period (FASB’s CON#1).  

Accruals quality as a measure of earnings quality is based on the viewpoint that earnings can be matched 
more closely into cash flow from operations. Accrual is obtained from difference between operating profit and 
operating cash flow. With considering the agency problem and information asymmetry and conflict of interest 
between managers and owners, managers are expected to manage and smooth accounting earning according to 
their interests. This is because of management is free in selection of accounting rules and accruals, especially 
voluntary accruals in preparation of financial statements and accounting earning respectively. Improvement of 
accruals quality helps earning quality to be better. Dechow et al. (2002) have shown that by increasing of 
accruals quality, earning quality also increases. 
 
Earning Persistence: 

Earning persistence is an important characteristic of earning and defined as continuation of current 
earnings. More earning persistence, more earning quality will bring out (Dastgir et al., 2013). Firms with more 
persistent earnings have a more ‘‘sustainable’’ earnings / cash flow stream. There is a constraint about 
persistence; persistence depends on the both firm’s fundamental performance and accounting measurement 
system. Disentangling the role of each factor is problematic. Also, persistence may be achieved in the short run 
by engaging in earnings management (Dechow et al., 2010). 



188 
 

 

Persistence and continuation of earnings may lead to generate expected future earning and make possible 
the forecasting of future earnings more accurately. Therefore, the quality of continuous and sustainable earning 
is better than inconsistent and volatile earnings (boulou et al., 2011). 

Peterson et al. (2013) show that the Consistency over time is positively associated with earnings quality, as 
proxies by earnings persistence, predictability, smoothness, accrual quality, and absolute discretionary accruals. 

Dastgir et al. (2012) show in their research about relationship between earning persistence, accruals quality 
and return on stocks that earning persistence has positive relationship with accruals quality. Also, more amount 
of accruals and less accruals quality cause to increase return on stock. 
 
Earning Predictability: 

Earning predictability is one of the mechanisms of earnings quality and is in close relation with the earning 
persistence. Fluctuation of earnings is known as the risk of accounting information. This risk is oriented from 
the lack of transparency and accuracy of accounting information. This risk factor makes the expectations and 
foreseeing of future earnings and stock returns to be vague (Kordestani et al., 2013). 

The ability of predicting of future earnings has an important role in usefulness and relevancy of accounting 
information, and more earning predictability will bring out more earning quality. Earning predictability is 
mostly known as the ability of last earnings in predicting of future earnings (Pope, 1995). Although investment 
and credit decisions reflect investors’ and creditors’ expectations about future enterprise performance, those 
expectations are commonly based at least partly on evaluations of past enterprise performance (FASB’s 
CON#1). 
 
Earning Smoothness: 

Earning smoothness is a desirable and important attribute of earning. Earning smoothness is better 
indication of an enterprise’s present and continuing ability to generate favorable cash flows than information 
limited to the financial effects of cash receipts and payments. Smoothness is an outcome of an accrual-based 
system and assumed to improve decision usefulness; it is not the ultimate goal of the system, and the concepts 
statements do not state that smoothness is necessarily a desirable property of earnings or an objective of the 
accruals process (Dechow et al., 2010). Also, smoothness is expected to reduce the risk of investment because 
deviation and fluctuation of earning is known as the risk of investment and credit decisions. 

There is a constraint about smoothness; it is difficult to disentangle smoothness of reported earnings that 
reflects smoothness of the (i) fundamental earnings process; (ii) accounting rules; and (iii) intentional earnings 
manipulation (Dechow et al., 2010). 
 
2.2 Investment Opportunities: 

Many factors affect earning quality. One of the factors that seems to affect earning quality is Investment 
opportunity. Indeed, Investment opportunities are the potential investment ability of any entity. In the other 
word, more investment ability, more investment opportunities entity has. Investment opportunity does not occur 
by itself, but it should be created or identified by management. Different types of investment opportunities may 
be resulted by different levels of the management. Some investment opportunities may be created by the top 
management of the entity such as board directors or executive managers. Some managerial decisions and 
strategies such as expansion of the entity and its market, or applying the effective financial policies and… can 
be defined as participating of management in creation of investment opportunities (Alinezhad Saroklaei et al., 
2013). 

Financial reporting, and especially financial statements, usually cannot and does not separate management 
performance from enterprise performance. Business enterprises are highly complex institutions, and their 
production and marketing processes are often long and intricate. Enterprise successes and failures are the result 
of the interaction of numerous factors and management ability and performance are contributing factors 
(FASB’s CON#1). 

So, it is clear that the role of management is very important in creation of investment opportunities and this 
matter may result in continuation of the current profits and generating the future profits and shareholders’ 
favorite return. Continuation of current earnings is called earning persistence and predictability of future 
earnings is called earning predictability. These two factors are two mechanisms of earning quality that seem to 
be affected positively by investment opportunities. In order to study this effect, the investment opportunity is 
considered as one of the independent variables. 
 
2.3 Managerial Ownership: 

The main goal of any enterprise is increase of profit and market value of the enterprise, and management 
(executive and board of directors) is responsible for achievement of this important goal. Financial reporting is 
expected to provide information about an enterprise’s financial performance during a period and about how 
management of an enterprise has discharged its stewardship responsibility to owners. Earning information is 
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commonly the focus for assessing management’s stewardship or accountability. Management, owners, and other 
users emphasize enterprise performance or profitability in describing how management has discharged its 
stewardship accountability (FASB’s CON#1). 

Managerial ownership is one of the mechanisms of corporate governance which is expected to have an 
important role in improvement of quality of financial reporting. Nowadays, shareholders are far from the 
company and this matter cause to develop the conflict of interest between owners and managers, and the result 
of this conflict is nothing but blemish of shareholder’s rights. In this condition, shareholders have no right 
unless to receive earning of their shares. 

Gardner et al. (2013) investigate the impact of operating leverage, managerial ownership and audit quality 
on corporate performance and show that audit quality has negative relation with performance. Also, there is no 
significant relationship between managerial ownership and performance.  

With reminding the problems of agency, conflict of interest between owners and managers, and information 
asymmetry, it is noteworthy that management due to their personal motives will always try to manage and 
smooth accounting earning, although these incentives probably are not accordant with the interests of 
shareholders. So, it is expected that management’s behaviors and amount of managerial ownership affect 
earning quality.     

There are two mutual views point about impact of managerial ownership on earning quality. The first 
viewpoint states that if managers be owners of the entity, then they are more motivated to monitor and protect 
the assets and interests of the entity (Mojtahedzade). Board of director’s role is very prominent in applying and 
implementation of corporate governance and consequently improvement of earning quality. Board of directors is 
expected to perform all administrative tasks, especially in preparation of qualified financial statements (Cohen et 
al., 2004). Therefore, it is expected to have more qualified financial statement with supervising on processes of 
preparation of financial statements such as selection of appropriate voluntary accruals and accounting rules, 
prevent from income management and income smoothing and etc., 

The second viewpoint states that more amount of managerial ownership will provide more opportunity for 
management to manage earnings according to their desires and interests. 'Vafeas(1998) states that the greater 
managerial ownership provides opportunity for management to do widely purposive and opportunistic actions in 
order to achieve their targeted aims. In order to evaluate the effect of managerial ownership on earning quality, 
managerial ownership is considered as another independent variables of this study.  

 
3.  Methodology: 
3.1purposes: 

According to the text and subject of present study, purposes are developed as below: 
a) Investing the impact of Investment opportunity on Earning Quality. 
Subsidiary purposes are designed according to the mechanisms of earning quality as below: 
Investing the impact of Investment opportunity on accruals quality 
Investing the impact of Investment opportunity on earning persistence 
Investing the impact of Investment opportunity on earning predictability 
Investing the impact of Investment opportunity on earning smoothness 
b) Investing the impact of Managerial Ownership on Earning Quality. 
Also subsidiary purposes of second main purpose are designed according to the mechanisms of earning 

quality as below: 
Investing the impact of Managerial Ownership on accruals quality 
Investing the impact of Managerial Ownership on earning persistence 
Investing the impact of Managerial Ownership on earning predictability 
Investing the impact of Managerial Ownership on earning smoothness 

 
3.2 The Population &Sample: 

This empirical investigation is developed using as a sample 99 Iranian companies listed on Tehran Stock 
Exchange (STE), for a period of 6 years (2008- 2013). In order to measure the independent, dependent and 
controller variables, information of market and financial statement of sample are used and multiple regression 
and Time Series analysis are applied to finding the possible relationship between variables. 
 
3.3 Hypothesis: 

According to the purposes of the study, two main hypotheses and eight subsidiary hypotheses are developed 
as below: 

H1. Investment opportunity affects earning quality. 
Subsidiary hypotheses are designed according to the mechanisms of earning quality as below: 
H1a.  Investment opportunity affects accruals quality 
H1b.  Investment opportunity affects earning persistence 
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H1c.  Investment opportunity affects earning predictability 
H1d.  Investment opportunity affects earning smoothness 
H2. Managerial ownership affects earning quality. 
Also subsidiary hypotheses of second main hypothesis are designed according to the mechanisms of earning 

quality as below: 
H2a. Managerial ownership affects accruals quality 
H2b. Managerial ownership affects earning persistence 
H2c. Managerial ownership affects earning predictability 
H2d. Managerial ownership affects earning smoothness 
 

3.4 Variables: 
3.4.1 Independent variables: 
Investment Opportunity (IO): 

Regards to the mentioned above, investment opportunity is considered as one of the independent variables 
of the study. In order to measure the IO, the following ratio is applied (sahaan, 2013). 

IO =          (1) 

Also, the market value of assets is measured as below: 
Assets Market Value = Assets Book Value + (Stock Market Value – Stock Book Value) 

 
Managerial Ownership (MO): 

Managerial Ownership is known as ratio of stocks that belong to managers to total stock amount (sahaan, 
2013). 

MO =          (2) 

 
3.4.2 Dependent variables: 

Earning quality is dependent variable of this study. As discussed above, earning quality is measured by its 
mechanisms and characteristics. The mechanisms which are studied in this research are accruals quality, earning 
persistence, earning predictability and finally earning smoothness.  
 
Accruals Quality (AQ): 

In order to measure Accruals quality, model of Dechow&Dichev (2002) is applied. In this model, total 
current accruals captured into last-period, current-period, and next-period cash flow from operation. This model 
is as below: 

 
Where: 

                  : Total current accruals in year t; 

 :  Total assets in year t–1; and 

                  : Cash flow from operations in year t; 
 
Large (small) values of standard deviation of estimated residual (σ ( ) correspond to lower (higher) 

accruals quality and earnings quality. 
 
Earning Persistence: 

To measure persistence, this study use Kormendi & Lipe (1987) model in which firm-level regressions of 
current earnings and previous year’s earnings is used to estimate the slope-coefficient estimates of earnings 
persistence by using the following equation: 

 
Earn j, t      : Net income before extraordinary items in year t; and 
Earn j, t−1 : Net income before extraordinary items in year t−1. 
 
Values of  close to one (or greater than one) indicate highly persistent earnings while values close to zero 

imply highly transitory earnings.  
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Earning Predictability: 
Francis et al. (2008) measure earnings predictability by using the square root of the estimated error-variance 

of earnings-persistence equation. This study is applied mentioned model as: 

                                                                                                 (5) 

Where: 
σ2 (vˆ j, t) Estimated-error variance is obtained from Equation (4). 

 
Earning Smoothness: 

To obtain smoothness, Bowen et al. (2003) measure earnings smoothness as the standard deviation of cash 
flow from operations divided by the standard deviation of earnings. This model is as:  

 
Where: 
σ                   :Standard deviation; 
CFO j, t       : Operating cash flows in year t (indirect approach); and 
Σ (Earn j, t): Net income before extraordinary items in year t. 
Ratios in excess of one indicate more variability in operating cash flows relative to the variability of 

earnings, which implies the use of accruals to smooth earnings. Thus, large (small) values of Smooth indicate 
more (less) earnings smoothness and low (high) earnings quality. 
 
3.4.3 Controller Variables: 

The size of enterprise (SIZE), return on assets (ROA) and growth of enterprise (GROWTH) are three 
controller variables of this work. These variables are calculated as below: 
SIZE =                                                                                                          (7) 

ROA =                                                                                                        (8) 

GROWTH =                                                                              (9) 

 
4. Models & Findings: 

Results of hypothesis tests show that applied regression models are appropriate in Sig level of 0.05. The 
amounts of Durbin-Watson which all are in the scope of 1.5 – 2.5 show that there is no relationship between 
residual errors of models.  
 
4.1 Test of H1a.: 

Investment Opportunity affects accruals quality. Test of this hypothesis is done by the following model: 
 

 
 
Table 1: Coefficientsa, 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients 

T Sig. B Std. Error Beta 
 IO .286 .438 .069 .653 .515 

SIZE -.264 .016 -1.008 -16.317 .000 
GROW -.075 .143 -.030 -.524 .601 
ROA 1.527 3.077 .037 .496 .621 

a. Dependent Variable: LN_AQ 
b. Linear Regression through the Origin 

 
According to the Table.1, the Sig amount of investment opportunity (IO) is 0.515. Because of this amount 

which is greater than 0.05, So Investment opportunity doesn’t have any impact on accruals quality. 
 

4.2 Test of H1b: 
Investment opportunity affects earning persistence. Test of this hypothesis is done by the following model: 
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Table 2: Coefficientsa,b 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients 

T Sig. B Std. Error Beta 
 IO .070 .081 .251 1.874 .084 

SIZE -.008 .003 -.425 -2.349 .021 
ROA -.240 .608 -.087 -.395 .693 

a. Dependent Variable: PERS 
b. Linear Regression through the Origin 
 

 
According to the Table.2, Sig amount of investment opportunity (IO) is 0.084. Because of this amount 

which is smaller than 0.1, and regarding to positive sign of coefficient of investment opportunity, so in 

significance level of 0.1, Investment opportunity has positive impact on earning persistence. 
 

4.3 Test of H1c.: 

Investment opportunity affects earning predictability. Test of this hypothesis is done by the following 
model: 
 

 
 
Table 3: Coefficientsa,b 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients 

T Sig. B Std. Error Beta 
 (Constant) -3.763 1.767  -2.130 .036 

IO .224 .143 .250 2.171 .040 
SIZE .024 .065 .034 .371 .712 
ROA 2.164 1.000 .322 2.164 .033 
GROW -.047 .046 -.119 -1.030 .306 

a. Dependent Variable: LN_PRED 
b. Linear Regression through the Origin 

 
According to the Table.3, Sig amount of investment opportunity (IO) is 0.040. Because of this amount 

which is smaller than 0.05, and regarding to positive sign of coefficient of investment opportunity, So 

investment opportunity has positive impact on earning predictability. 
 
4.4 Test of H1d.: 

Investment opportunity affects earning smoothness. Test of this hypothesis is done by the following model 
and results are shown in Table.4. 
 

 
 
Table 4: Coefficientsa,b 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients 

T Sig. B Std. Error Beta 
 IO -.265 .411 -.198 -.644 .521 

SIZE .042 .015 .501 2.785 .006 
ROA -3.114 2.889 -.236 -1.078 .284 
GROW .084 .134 .105 .629 .531 

a. Dependent Variable: LN_SMOOTH 
b. Linear Regression through the Origin 

According to the Table.4, Sig amount of investment opportunity (IO) is 0.521. Because of this amount 
which is greater than 0.05, so investment opportunity doesn’t have any impact on earning smoothness. 

 
4.5 Test of H2a.: 

Managerial ownership affects accrual quality. Test of this hypothesis is done by this model: 
 

 
 
 
 



193 
 

 

Table 5: Coefficientsa,b 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients 

T Sig. B Std. Error Beta 
 MO -.008 .009 -.078 -1.913 .074 

SIZE -.238 .025 -.910 -9.706 .000 
GROW -.047 .132 -.019 -.358 .721 
ROA 2.916 2.244 .071 1.299 .197 

a. Dependent Variable: LN_AQ 
b. Linear Regression through the Origin 

 
According to the Table.5, Sig amount of managerial ownership (MO) is 0.074. Because of this amount 

which is smaller than 0.1, and regarding to negative sign of  coefficient of managerial ownership, so in 

significance level of 0.1, managerial ownership has negative impact on accrual quality. 
 
4.6 Test of H2b:  

Managerial ownership affects earning persistence. Test of this hypothesis is done by the following model: 
 

 
Results are shown in Table.6 
 

Table 6: Coefficientsa,b 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients 

t Sig. B Std. Error Beta 
 MO -6.938E-5 .002 -.010 -.039 .969 

SIZE -.006 .005 -.310 -1.144 .255 
GROW .011 .022 .065 .495 .622 

a. Dependent Variable: PERS 
b. Linear Regression through the Origin 

 
According to the Table.6, Sig amount of Managerial Ownership (MO) is 0.969. Because of this amount 

which is greater than 0.05, so managerial ownership doesn’t have any impact on earning persistence. 
 

4.7 Test of H2c.: 

Managerial ownership affects Earning predictability. Test of this hypothesis is done by the following 
model: 
 

 
 
Table 7: Coefficientsa,b 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients 

T Sig. B Std. Error Beta 
 MO -.005 .003 -.119 -1.992 .039 

SIZE -.091 .009 -.891 -10.625 .000 
GROW .071 .040 .073 1.797 .076 

a. Dependent Variable: LN_PRED 
b. Linear Regression through the Origin 

 
According to the Table.7, Sig amount of Managerial Ownership (MO) is 0.039. Because of this amount 

which is smaller than 0.05, and regarding to negative sign of  coefficient of managerial ownership, so 

managerial ownership has negative impact on earning predictability.  
 
4.8 Test of H2d.: 

Managerial ownership affects Earning smoothness. Testing of this hypothesis is done by the following 
model: 

               (8) 

 
Table 8: Coefficientsa,b 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients 

T Sig. B Std. Error Beta 
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 MO .000 .008 -.014 -.057 .954 
SIZE .037 .023 .442 1.615 .110 
GROW .051 .125 .064 .411 .682 
ROA -4.382 2.116 -.332 -2.070 .041 

a. Dependent Variable: LN_SMOOTH 
b. Linear Regression through the Origin 
 

 
According to the Table.8, Sig amount of Managerial Ownership (MO) is 0.954. Because of this amount 

which is greater than 0.05, so managerial ownership does not have any impact on earning smoothness. 
 
Summary of Findings: 
 
Table 9: Summery 

 Accruals quality Earning Persistence Earning predictability Earning Smoothness 
Investment Opportunity Rejected Accepted Accepted Rejected 
Managerial Ownership Accepted Rejected Accepted Rejected 

 
5. Discussion and Conclusion: 

Investment opportunity is as a result of management policies and leadership's strategies. Investment 
opportunity is potential ability of enterprise in investment. In the other word, more enterprise ability in 
investment, more investment opportunity will have. Investment opportunity does not occur by itself, but it 
should be created or recognized by management. So, management has very important role in creation of 
investment opportunity. Good performance of management in creation of value and investment opportunity will 
cause to continuation of current earnings and generation of expected future earnings respectively.  

Continuation of current earnings is known as earning persistence and probability of generation of expected 
future earnings is known as earning predictability. Earning persistence and earning predictability are two 
mechanisms of earning quality, which according to the findings of present study, both positively affected by 
investment opportunity. This result can be consistent with the market and value creation theories. It is logical 
thought that more enterprise success in creation of value and investment opportunity, more persistent and 
predictable earning will has. Also, there is no significant relationship between Investment opportunity and 
accruals quality and earning smoothness. 

Managerial ownership is one of the corporate governance mechanisms that is expected to affects positively 
financial reporting thorough conduct and control of management’s behaviors. There are two mutual views point 
about the impact of managerial ownership on earning quality. First viewpoint states that more amount of 
managerial ownership, due to more supervision of management on processes of preparing of financial 
statements, will result to have more qualified financial statement and reported earnings respectively. 

Second viewpoint states that more amount of managerial ownership prepare more opportunity for 
management to manage earnings according to their desires. Regarding to the findings of this study, second 
viewpoint is approved. Despite corporate governance theory, managerial ownership doesn’t help to improve 
financial reporting quality, and results show that more amount of managerial ownership affects negatively 
accruals quality and earning predictability and earning quality respectively. This result reminds agency 
problems and conflict of interest between managers and shareholders again. Also, there is no significant 
relationship between managerial ownership and earning persistence and earning smoothness. 
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