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Abstract

The purpose of this research was to investigate the effects of financial restatement on various investment inefficiencies with emphasis on the
role of financial constraints. In this study, Richardson (2006)'s model of investing expectations was used to measure investment inefficiencies
and categorize the sample member firms into over-invested or under-invested corporates. Also, the index defined by Kaplan-Zingales (1997)
was utilized to examine the financial constraints. The sample included 174 companies that were active over 6 years (2012-2017) in the Tehran
Stock Exchange. The results indicated that financial restatement could reduce the over-investment, while it exacerbated the under-investment
ones. On the other hand, the companies with over-investment might experience greater financing constraints after financial restatement. This
relationship was not significant for under-invested companies. Finally, the argument that financial restatement could affect investment
inefficiencies by indirectly affecting financing constraints was also not approved by any groups of the compaines.
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Introduction

From the perspective of investors, restatement news not only reflect the performance problems at the previous period, but also is a kind
of forecast of future problems for the company and its management. It causes investors to distrust in the management and reduce the
earnings quality (Akhgar & Dadejani, 2016) so that it can lead to financing constraints and thus prevent optimal investment decisions
and consequently investment inefficiency. Therefore, in this study, the effects of financial restatement on investment inefficiencies
were examined.

Method and Data

The sample included 174 companies listed on Tehran Stock Exchange (TSE), which were examined in the period of 2012-2017. The
study was conducted by using the panel data method. To measure the investment inefficiency, we used Equation 1, which was derived
from Richardson (2006)’s model of investment expectations:

Investit = Bo + P1 Growir1+ B2 Leverageit1 + Bz Cashit1+ BaLn (Age) i1+ Bs Ln (Size) it-1 + Ps Stock Returnit-1+ 7

Investit-1 + €it Eq. (1)

Also, the index defined by Kaplan-Zingales (1997) was applied to measure the financial constraints:
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After sorting the data for each variable, Model No. 1 was utilized to examine the relationship between the financial restatement and
financial constraints:

Logit E(FCit) = Bo+ P1 RESit+ B2 SIZEit+ Bs ROAi+ Ba GROWi,+B5 LEVi+1+f6 INSit+1+p7 First10it +
€it M. (1)

Finally, the following model (2) was used to investigate the role of financial constraints in the relationship between financial restatement
and types of investment inefficiencies:

INVit+1 - INVit1= yot+ yiRESit+ y2FCiteat y3SIZEi t+1+y4ROAi t+1+ysGROW i t+1 + y6LEVit+1 + y7INSit+1 + M. (2)
ysFirstl0it + €it '
Findings

After estimating Model 1, the coefficient of financial restatement was found to be significant for companies with over-investment at
the confidence level of 90%, but it was not significant for companies with under-investment. The coefficients of return on assets and
leverage were also significant in both categories of companies at 95% confidence level. According to McFadden's coefficient of
determination, the explanatory power of independent variables was greater in the group of companies with over-investment.

The estimation results of Model 2 showed that the coefficient of financial restatement was negative for both groups of companies. It
was significant for companies with over-investment and under-investment at the confidence levels of 95 and 90%, respectively.
However, considering that the probability of financial constraints was more than 5%, this variable was significant in none of the
categories of companies.

Conclusion and discussion

The results showed that financial restatement could reduce corporate over-investment, while it exacerbated corporate under-investment.
This result might be due to the fact that the financial restatement caused shareholders to focus more on the integrity of management
and accuracy of financial statements and demand for more reporting from managers. Thus, agency problems were reduced and
corporate investment efficiencies were improved by reducing over-investment.

The results also revealed that companies with over-investment might experience more financial constraints after financial restatement.
Of course, this relationship was not significant for companies with under-investment. Due to the increased probability of financial
constraints after financial restatement for companies with over-investment, these companies are advised to prepare their financial
statements more carefully in order to avoid financial constraints when dealing with suitable investment opportunities so that they do
not need to resubmit their financial statements.
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Table (2) Initial estimation of the model (The effect of financial restatement on investment inefficiencies)
|NVi,t+1— |NViv[.1=(10+ o1 RESivt‘F oy SIZEivtﬁ.l + 03 ROAthﬂ"’ oy GROWiYHl‘F s LEVi,t+1+ ' INSi,t+1+ o7 Firsthi,m+ Eit

A 5l faS (518 b e A5l e IS e
} N 3 R
Solsbias t &,k b Solsbas t &,k N L ke
PRRHEW! PRIRYEW
SRR Y/ A8 YelheYY f1/afas S#a -V/Yvan VOIOAY -Yy/£as c
-/-AFA -V/ge¥y /- YA- -FIOYYY SARATN Yak\s IYEYA ALY RES
SARTA ~VIYEAN AARSZ) -F/YY-¥ “[AYF Y/FAQY YIXEES OIAYYS SIZE
- ISATY —-/f. 58 VYIATY “YIYaNY ol RANA YVYYY -Yo/- - AQ ROA
-IYAYY VYA AN TIYATY N2 SIFVVA Y/-vas < IAYF- GROW
A RATA -Y/YYof AYOYA SVAISYEY [Ny -Y/favy VIV Y -VaUvYY LEV
“JA-0- “IYEVY VVOYAY Y/IAfQY AR —+IYAQ$ YIVYEE £+ Y INS
AR </AYY- VEAg-Y VIAYEY SIY0 - IOV UYYFY FIAPVE First10
ARATAREN Fo,bl ABY/\YEY F sl
e Jlez| e Jlez|
<[AVAA S B AVOA/+ S B S b e ls
ARTAIA ol hdaS el o 0 avde /s ol Sl o
YAYEY R PR VIOAYE Ogmils = Cpmrs9

calls IS a o ISLEV ces s i s as, # s GROW tla lls o556 ROA ¢S 5 sla slls IS o I SIZE ¢ b o, s &1, didosd 63lms iz RES e 51 56 C
sl g w e IS Bl b cr s Bt AP Do Brand B
Ao s Vo VL Ollelees (g slibelger s FITSELO ¢ g3l Ofyldalen (gl talewr s INS



VE Sl (M9) (gl oslet esl oslod cons Tl e o a5 alyls Sy ote AS

3l xS ol Bl Lo glacs i gl 5 a5 AV A3l e I8 b s L slacs i Lé‘f.)i“ gl R2 ke
03 et dlely it Ol S ;m;c:.bj:).s s o paze (YL oy sasSlis oS Conl Ao ;3 AY o & sba
) Sl S ldie oS S 8wt s 53 a sl ddader Faslbl Jlasl 4 a5 b | a3l i oSl b slacs
el 5 Sreens s LU O Shasmed 5 D08 5 S 0 g bsliae oo 31 Oliabl 51 ey el 035 Jlslias S 313
355 0a3l 5 e T

sdme e 4 (5L el ) S (IS Lo s b glaiS il gl balles Gleas (bl 5 (Stans g 5 a5 L
L sl el lnesl (bl sy o 5l i (OIS le s b (S 12 (gl bl 0 bS5l wtes ol 51 S
5> Sl 0¥ s 53 5 5l et Ales Slyls 300 5 A3 IS (OLS) Slayje Bl bl s Lol e
A5l oSl e b slaes 1l gl e S J)}L—: 55 sk s 43,8 O 0 p’y ] =% S J)JL%
el 0l elizal (GLS) asilyeans oo Bl Il

(138 b 26 i o slac; o Bl Lo S1) K ol 3550 () s
Table (3) Final estimation of the model (The effect of financial restatement on investment inefficiencies)
it Firsthi‘t+1+ INS; t1+ 07 LEV i1t 0 GROW, 111+ 05 ROA tiat 04 SIZE; 111+ 03 RESi+ + a2 INVir1=ao+ a1 — INVj 41

(OLS &) gos dolas sla 3 olg 5,50 5 (GLS &) oty b3lai 5o 31) ol 3,50 »
A 5l S (618 e A5l 518 gl
. NS ) NE{J
Sl t 5,L] P &3l t 5,k P L ko
PRIRYEM IRIRY ]
-/-f0- Y/ 8f YelAeYY DALY SVAOY. VAISEYY -YV/fas- C
-/-AFA “V/EeY /- YA —FIOYYY 5 SRR g “Y/¥PAY I\ PEY —o /YA RES
Y-8 SVIYFAN \AREZ) -FI¥Y-F JoAY V/Yora TIFYY OIS SIZE
- IFAFY —[f.p5 VYIAYY SYIYONY “[-OVY —V/A50A VYIAYYS YO/ G ROA
“IYAYY V/-YA- AR TIYAEY <YV -/Yave Y/IAOAQ <JAYS- GROW
A RATA -YIYYOF AYOYA “VAISY s -/+1A -\/gays VV/VAOF —VUYVY LEV
SJA-0- YV VA/OYAY Y/AfQY AR RIS OIAAFY AR INS
- /q-Ye SAYY- VEAgeY VIAYEY - I¥POY AR oIFFOY FIAPVE First10
ARAVAREN F ol AOV/AYFY F ol
ofees Jlex=| e Il
ATV o S WVOAS o S S glaparls
<IYAOA o [ et g o wo /. sl LS pnd
YAYEY O gl s = Cpmrs9 VARAA O3l = Haoss

ROA tos 5 sla ol JS w I SIZE ¢ Jlo slac 5o 811 o (5lme ize RES diwe 31 o0 Cocnl do ;31 50 00 gllas gl 53 olabias sas0lis s TS
Aoss Ve Y Ohlelen (soltelgnr s FPStLO (sl Ol el (ool <ol INS ¢ 1s IS w0 oy JSLEV s s 555 as; 5 SGROW sl 15 o35L

Gl LU i Il o, o B a3l a8 Kl s sl asa Jlozsl 5 ol 4 a5

Slr 5 Ao 55 A0 Oluabl plavs 3 d 5l R (OISl j b glasS 13 gl Jbo sla ) so B e ite 55 o0 s
e U B as0lis o po ol e e | lsbins Ao 3 A0 Dliebl law 3t 5 2SS wle e b slacS S
hide Mﬁé&ﬁc}ij\mgﬁ‘ﬂ warg bcw! gl 8wl w &\)EbjltyﬁjxﬂJLA sl s Ll wass



AV aial, olols, aible LLGT voal slees Jlo Cos o 2d 5 ASTG L g li8wle LG ¢l 40 (PRPITSCP N IR T R
PRI A ERTA L AN 239 o A 2 SO 2L 21 tyf. S PRI B

)Jﬁé‘jcd}d}F;)bidw‘maﬁ;—jbMb&@&j&)‘ﬂd}‘.’gdﬁuﬂ LLSLAC»SJ& )J‘)é}\.lfd.:lﬂ]w &\)\Sb
el 03 5 Slsbme Sl esjls o/ 3 S Lldde a5 eS8 4

| (f) J)J@- Cj.:: “ cnu\.;a))'
(F) Waly — Jb Cusgdos 5 b G, s Bl Ao o Waily 6830 5,550 5 (F) s
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