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ABSTRACT 
Determination of the quality of accounting information and its obtained results is desirable for 

investors, managers, legislators and authors of standards. Financial analyzers, managers and 
investors have paid much attention to the profitability reports of firms in recent years. Managers 

interest themselves in preserving the profit growth because their rewards are often dependent on 

the company's profit. Accounting profit and its elements are regarded as the information which is 
considered by people while making decision. The present research has examined the effect of 

financial reporting frequency on the profit quality in a five year time frame (2008-2012). The 

research sample includes 100 firms selected through the systematic removal method. To examine 
the profit quality, the criteria of profit prediction accuracy and profit reaction coefficient have 

been used while to analyze the information, the multi-variable regression method using 

combination data has been applied. The results of the research indicate that there is a positive 
and meaningful relation between the financial reporting frequency and profit prediction accuracy 

and there is no relation between financial reporting frequency and profit reaction coefficient.  
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INTRODUCTION 

 

 While the important role of financial statements in economics has been appreciated well, little attention has 

been given to how firms' reports frequency affects a company's shareholders decision making and actions. In 

addition, following the recent financial scandals confidence and trust of investors in the financial reporting 

system has weakened, and profit quality has appeared as an important factor in the determination of credit and 

reliability of the reported figures. In their decision making, investors in capital markets rely on the information 

that is expected reasonably to be authentic, understandable, timely, addressable and analyzable. The most 

authentic source of information for investors, creditors and other users of firms' information are reports offered 

by firms' managers, which are prepared at certain intervals and the public get informed of it (Safaeian and 

Sadeghi, 2009). Having occurred some financial scandals for a number of major and famous firms in the world 

at the beginning of the current century, which was followed by a decrease in the public trust towards firms 

financial information and reports, the demand for more information and with higher quality increased and led to 

higher demand for the promotion of quality of firms information. The mid-term financial report is often 

regarded as a fundamental basic for making economic decisions and provides an opportunity for such decisions 

to be made based on more timely information. In addition, shareholders as the most important group of financial 

statements users, seek their benefits in the profit information. Accounting profit is a sign which causes investors' 

beliefs and behavior to change. Therefore profit quality in the financial reporting may impact on investors' trust 

in financial markets (Nikoumaram and Fathi, 2011). The present research attempts to examine the effect of 

financial reporting frequency on the profit quality of the firms accepted in Tehran stock exchange.  

 

Theoretical foundations and proposition of hypotheses: 

2-1. Profit quality: 

 Shareholders as the most important group of financial statements users, seek their benefits in the profit 

information. Profit quality is regarded as one of the criteria for the improvement of financial reporting quality. 

Many studies showed that profit can be regarded as the criterion for profitability evaluation of firms' 

performance. Therefore the reported profit quality in financial reporting can affect investors' trust in financial 
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markets. The theory of profit quality was first proposed by financial analyzers and stock brokers because they 

felt that the reported profit didn’t show the profit power of a company as it had been imagined. They found that 

prediction of future profits based on the reported results is a difficult task. In addition, analyzers found that due 

to numerous weaknesses in the measurement of accounting information, analysis of financial statements of firms 

is a difficult task (Dastgir and Restegar, 2011). 

 The fundamental question is that why financial analyzers don’t use the net reported profit or the profit of 

each of the firm's stock (without adjustment) in their evaluation and are precautious in this regard. The answer is 

that to determine the value of a company, not only the profit quantity but also its quality must be noted. Profit 

quality is the same as potential basis for profit growth and the probability degree of future profits realization. In 

other words, the value of each stock doesn’t only depend on the profit of the stock in the present year; rather it 

depends on our expectations of the future of the firm and its power to make profit in the following years and 

also the confidence factor of future profits (Kordestani, et al, 2010). In this research, using the two 

characteristics of predictability and profit reaction coefficient, we examined the profit quality.  

 

Predictability: 

 This feature is defined as the profit ability to predict itself. Predictability is one of the relational elements, 

and therefore is a favorite feature for those engaged in standardization. In addition, the feature is of importance 

for analyzers and is an essential element of valuation. This dimension of profit quality is focused on the time 

series features of profit and states that the upcoming year profit is predictable based on the current year's 

changes of profit (Fransis, et al, 2008a). Therefore the following hypothesis can be proposed: 

H1: The financial reporting frequency has a positive and meaningful effect on the prediction accuracy 

 

Profit reaction coefficient: 

 Profit reaction coefficient measures the unexpected market efficiency in response to the unexpected 

elements of the profit reported by the firm that has published the stock. In other words, profit reaction 

coefficient measures sensitivity of the market to announcement of the profit using the regression slope 

coefficient between abnormal efficiencies and unexpected profits (Fransis, et al, 2008b). Therefore the second 

hypothesis is proposed as follows: 

H2: The financial reporting frequency has a positive and meaningful effect on the profit reaction coefficient. 

 

Background of the research: 

 Hesari, et al (2013) in their study examined the effect of mid-term financial reporting frequency on the two 

main axes of fair and efficient resource allocation to the economic system, that are information asymmetry and 

shareowners' salary cost. The results of the research indicate that higher financial reporting frequency lowers 

information asymmetry and shareowners' salary cost. Shariatpanah, et al (2010) in their study examined a model 

to evaluate the effect of renewed offer for financial statements on the information content of profit. In this 

research the long term drop of information content of profit following renewal of offer for financial statements 

has been examined and a model was proposed to evaluate the effect of renewed offer for financial statements on 

the profit content. The results of the research indicate that firms, whose main reason for renewal of financial 

statements is to correct a fault at income identification, would have more drops in the information content of 

profit.  

 Noravesh, et al (2008) in their study examined the relation between the firm disclosure quality (including 

dependability and timeliness) and profit management. In the research, in order to measure the disclosure quality 

two criteria of timeliness and dependability have been used and the firms profit management has been realized 

using the adjusted model of Jones. The research findings showed that there was a negative meaningful relation 

between the firm disclosure quality and profit management. In addition, the research findings indicated that 

there was a negative meaningful relation between the firm disclosure timeliness and profit management. 

Schipper and Winsent (2003) examined the drop of information content of profit after the renewed offer. The 

results indicated that profit has a relatively lower information content following the renewed offer. For the firms 

that had renewed offer due to a fault modification in the identification of income and those experiencing high 

drop of the stock price in the date of renewed offer, drop of information content of profit has been more 

significant. In addition, the results indicated that the firms that changed the auditor and board members 

immediately after the renewed offer have suffered less information content drop.  

 In their studies, Youn and Miller (2002) examined the advantages of accounting information to predict the 

profit management behaviors in the firms offering profit and loss statements anew. They concluded that accruals 

are the key indices for manipulation of profit, which will result in the renewed profit report. Their results 

indicated that firms that reported high profits manipulating the financial statements confront relatively huge 

drop in their stock price following renewed financial reports.  
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3- Methodology of the research: 

The type of the method: 

 The present research method is of applied type in terms of objective, post-event type in terms of execution 

and correlation type when examining the relation between variables. In order to analyze the information, the 

single variable and multi variable linear regression method together with panel data method was used. Taking 

into consideration that the research information is of panel type, firstly the F test (Chav test) is conducted to 

select the estimation method out of the two solutions of Pooling and Panel. If the results of the test lead to 

selection of Panel method, Hausman test is conducted to select the data test method out of the two methods of 

constant effects and accidental effects. The mentioned procedure is used to estimate the models one by one. 

However, in order to be concise, only the final results of estimation of models are presented (Aflatooni and 

Nikbakht, 2010). 

 

The statistical society and sample: 

 In order to conduct the research, the firms accepted in Tehran stock exchange were considered as the 

statistical society and the statistical sample was extracted from firms having the following conditions: 

- In terms of increase of capability to compare, the end of their financial year must be Esfand each year. 

- Their membership record in stock exchange must begin from 2003 (considering the time realm of the 

research) 

- They shall be active in stock exchange during the mentioned financial period.  

- They mustn’t have any change of activity or financial year during these years. 

- Because of the special nature of the activity, they shouldn’t be known as the companies that are active in the 

investing industry and financial intermediation. 

- Their information shall be accessible for the hypothesis test. 

 Implementing the above conditions and using the systematic removal method, 100 firms were selected as 

the statistical society. 

 

The research models and variables: 

 In this regard, the criteria of profit quality were calculated first and the following multi variable regression 

equations were used to test the hypotheses. In what follows the research models will be introduced first and then 

the way variables are calculated are described. 

Model (1)  

 
Model (2) 

 
 Profit reaction coefficient (ERC): Many of the conducted studies have examined the relation between 

efficiency as the dependent variable and profit as the independent variable using the regression model. The 

results of the studies conducted on the relation between efficiency and firms' profit introduce a special 

coefficient in the examination of regression of unexpected yearly profit as the independent variable and 

abnormal efficiency as the dependent variable. The results of the researches denote that the mentioned 

regression has a definite slope in the following linear relationship: 

 

Ri=A+B(Ei)+ei 

 where R indicates efficiency, E profit and e is a random distribution factor. In this linear relation, the slope 

of the curve or the independent variable coefficient, which is shown by B, is the profit reaction coefficient 

abbreviated by ERC (Benish and Wagos, 2002). 

 In some studies (like Penman's studies in 1992), ERC as the constant coefficient in the regression curve of 

efficiency has been used as a function of profit. However the factor is mostly considered as the constant 

coefficient of unexpected efficiency regression in terms of unexpected profit. As it is seen, recent models have 

attempted to examine the relations between unexpected profit and unexpected efficiency, which generally 

involve a more complicated analysis than the profit to efficiency examination itself. The recent definition of 

ERC has the advantage that the examination of practicable behavior of ERC will be fulfilled based on a richer 

content of theory. Otherwise, ERC would  only have been evaluated based on a very simple and primary 

approach of market reaction (Miechell, et al, 2003). 

FS variable: Variable of financial reports frequency (The number of mid-term reports issued by firms in a 

financial year) 

OCF variable: Ratio of net operational cash to the total assets at the end of a year 

SIZE variable: Natural logarithm of market value of shareowners salary at the end of a year 

LEV variable: Financial leverage ratio (ratio of total debts to total assets at the end of a year) 
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MFEit: Profit prediction accuracy: absolute value of the difference between the predicted profit and the real 

profit 

 The test results of the above models are presented in charts 2 and 3. 

 

4. The research findings: 

 To test the hypotheses, descriptive statistics of the dependent variable and independent variables are shown 

in the chart No. 1. The research independent variable is financial reports frequency and dependent variables are 

profit prediction accuracy and profit reaction coefficient (as the agents of profit quality). 

 
Chart No. 1: Descriptive statistics. 

title mean middle maximum minimum standard deviation 

SIZE 13.23526 13.23 17.24 10.03 1.290364 

P 4382.92 2541.5 42904 1287 5106.659 

BV 2113405 83971 4105946 192472 4511846 

EPS 615.1848 404.495 8449.07 -4002.61 1289.11 

A 615.1848 -0.08342 3.486467 -2.31531 0.893082 

OCF 0.36886 0.73 65.06 -199 13.74621 

MFEt+1 -1.04018 0 30.8 -233.55 14.8101 

FS 15.07 17 35 0 7.891873 

 

 The descriptive statistics were presented in the chart No. (1). In general, descriptive statistics indicate that 

selected sample has a high diversity. As an example, the descriptive statistics related to the firm size shows that 

the maximum and minimum of firm size is respectively 17.24 and 10.03 with a standard deviation of 1.2903. 

There is such a feature for other variables as well, which indicates the diversity of selected firms, and 

accordingly the sample results can be extended to the research society. The first hypothesis of the research 

examines the effect of financial reporting frequency on profit reaction coefficient. Results of the mentioned 

hypothesis test are presented in chart 2. 

 
Chart No. 2: Results of regression fitting of the first hypothesis model. 

Estimation time frame: 1387-1391 

 
Cross-section fixed (dummy variables) 

adjusted determination 
coefficient 

0.274359 

F statistic 34.2494 

Probability 0.000 

Durbin-Watson 
statistic 

2.08292 

explanatory variable coefficient standard deviation t statistic probability certainty level 

SIZE 0.030203 0.015379 -1.96388 0.0011 99% 

LEV 0.023135 0.086904 0.266209 0.7902 meaningless 

OCF 0.002282 0.002588 3.881825 0.0037 99% 

FS 0.005932 0.007187 0.825437 0.4095 meaningless 

C 0.473369 0.205504 2.303457 0.0217 95% 

 

 In accordance with statistic F and the related probability, it can be concluded that the regression equation is 

meaningful at the certainty level of 99%. The results of Durbin-Watson (lack of autocorrelation of error terms) 

for the model indicate the relative independence of data. 

 The adjusted determination coefficient of the model indicates how independent variables are related to 

dependent variable (profit reaction coefficient). According to chart No.2 the adjusted determination coefficient 

of the model equals to 0.27. Therefore on average, 27 percent of the changes in the dependent variable are 

explained by this model. According to the test results of the model and the probability related to the variables, 

financial reporting frequency (FS) and financial leverage (LEV) variables have more than 0.05 of probability. 

Therefore these variables are not meaningful in the model at the certainty level of 95 percent while firm size 

(SIZE) and operational cash flow (OCF) have less than 0.01 of probability and therefore they are meaningful in 

the model at the certainty level of 99 percent. Firm size and operational cash flow being meaningful, one can 

claim that there is a meaningful relation between the firm size and operational cash flow on one side and profit 

reaction coefficient on the other side. However, variables financial reporting frequency and financial leverage 

having probability of more than 0.05, there is no meaningful relation between financial reporting frequency and 

financial leverage. Since financial reporting frequency is the main variable to confirm or reject the hypothesis, 

one can claim that financial reporting frequency doesn’t have any meaningful effect on profit reaction 

coefficient. Therefore according to the model results, the first hypothesis of the research wasn’t confirmed.   

 The second hypothesis of the research examines the effect of financial reporting frequency on the profit 

prediction accuracy. The results of the mentioned hypothesis test are shown in chart 3. 
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Chart No. 3: Results of regression fitting of the second hypothesis model. 

Estimation time frame: 1387-1391 

 
Cross-section fixed (dummy variables) 

adjusted determination 

coefficient 

0.399455 

F statistic 67.38229 

Probability 0.000 

Durbin-Watson 
statistic 

2.067082 

explanatory variable coefficient standard deviation t statistic probability certainty level 

FS 0.118669 0.10705 3.10854 0.0262 95% 

SIZE -0.34816 0.296437 -2.17447 0.0408 95% 

LEV -1.5805 1.79851 -0.87878 0.3799 meaningless 

OCF -0.03505 0.015153 -2.3134 0.0211 95% 

MFE 0.647999 0.323521 2.002959 0.0457 95% 

C 3.485962 3.454103 1.009223 0.3134 meaningless 

 

 In accordance with statistic F and the related probability, it can be concluded that the regression equation is 

meaningful at the certainty level of 99%. The results of Durbin-Watson (lack of autocorrelation of error terms) 

for the model indicate the relative independence of data. 

 The adjusted determination coefficient of the model indicates how independent variables are related to 

dependent variable (profit prediction accuracy). According to chart No.3 the adjusted determination coefficient 

of the model equals to 0.39. Therefore on average, 39 percent of the changes in the dependent variable are 

explained by this model. Variables financial reporting frequency (FS) and firm size (SIZE) and operational cash 

flow (OCF) and profit prediction accuracy (MFE) have less than 0.05 of probability. Therefore these variables 

are meaningful in the model at the certainty level of 95 percent while financial leverage (LEV) has more than 

0.05 of probability and therefore it is not meaningful in the model at the certainty level of 95 percent. Financial 

reporting frequency, firm size and operation cash flow being meaningful, one can claim that there is a 

meaningful relation between them and profit prediction accuracy. Since financial reporting frequency (FS) is the 

main variable, one can claim that there is a meaningful relation between financial reporting frequency and profit 

prediction accuracy. In addition, the sign of financial reporting frequency variable coefficient is positive in the 

model. Therefore the relation between financial reporting frequency and profit prediction accuracy is positive. 

As a result, the second hypothesis of the research was confirmed based on the model results. 

 

Discussion and conclusion: 

 Proposing a hypothesis stating the impact of financial reporting frequency on profit quality, the present 

research started and the hypothesis was tested using evaluation of the effect of financial reporting frequency 

variable on profit prediction accuracy and profit reaction coefficient. The results of the test of the hypotheses 

suggest that financial reporting frequency doesn’t have any meaningful relation with profit reaction coefficient, 

while it has a positive effect on profit prediction accuracy. 
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