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Measuring the impact of Financial Reporting Quality
on Investment Efficiency of Egyptian Companies

Abstract

The aim of this study is to measure the impact of financial reporting quality
(FRQ) on investment efficiency, in addition to investigating the factors affecting
the relation between them, specifically finance from banks, tax incentives to
earnings management and liquidity. Data were collected from the annual
financial reports for 41 non-financial companies listed in the Egyptian Exchange

(EGX) during the period from 1998 to 2013 with a total of 438 observations.

The study found a significant decrease in financial reporting quality for
Egyptian companies under investigation and an increase in the number of
companies with underinvestment compared to companies with overinvestment.
Additionally, the study found that the higher financial reporting quality, the
lower underinvestment and overinvestment. This effect continued when adjusting
financial reporting quality by finance from banks and tax incentives to earnings
management. Also, financial reporting quality, modified by liquidity, has the
same effect regarding the underinvestment, while the reverse was the case for

overinvestment.

According to these findings, there is a lack of supervisory or oversight role
of the accounting disclosure on management decisions, particularly investment
decisions in the Egyptian business environment due to the lower of financial
reports quality of companies listed on the Egyptian Exchange. They also can help
stakeholders, especially the Securities Exchange, chartered accountants, financial
analysts, investors and academics in increasing the ability to understand the
relation between accounting information quality and increase the efficiency of
investment decisions. They call, also, for more study on raising the quality of
financial reporting, increasing the efficiency of investment decisions and the
factors affecting the relation between them.

Key words: Financial reporting quality; investment efficiency; finance from
banks; tax incentives to earnings management; liquidity.
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Ml pa Al 50 8 DL cileUadll HAS) o maay (V) Jsam T adll AR e
e Und il S JaY1 cule Wadl) Ll 7 € Loy uyliall g Usd 4y 7Y Crly Ay £ L) Slsa
Al g8 g alasind iy ol Lassy /1Y Cals Ay BaLally 4ud iy Aaliadly SeYly Jsyully 5L
O L g dals Guulase diladlead Lee LaY duhall Gadai 3l e Leag yad il s, all
Lo g s & o ad gl JS Jals sylaa) Syl sae of ) L g Al e i)
el LSS bl jalaadl) 8 AWl (31591 daaysy 8 bagiall il ALl &l e jilss
Lcoblul)
Adlal) LS Baga (uld Cpdipa €. Y

g Laily Aallall L) sasa (el fiald) G 4l (35e PIOXY iise ) (uliie a0 Y
35215 .(Dechow et al. 2010) (bl 138 ¢hay dalud) cluhyall (e da il Gupliall (e 20al)
osbiial O Y Al (Y ALl )l saga el aals Gl e ASY (fialll aladial ey )
el aaly ebiie e D31 aladid oy )l sasa Guiloa IS any ol ey of 2al;
G O Jlain) (e JRlEN 3 ae L Ay Guplie aladind o) LeS (il agand AlS4) 50y e
Hope et al. 2012; ) adlll il saga Jubse e (53aY) Julsall Gary anliall aal miln
-(Chen etal. 2011

A ARl o Casad ALl Ll dlle 8 aiie s LSy AL Glua) e oy
Gliaiuy) lluas 3laiu) bl dyhaind oo Al Ll sasa ulal dabhide i
o lly (e ilyie g Lo s b Ganliall sda ajaat af ady ALY oYy d)laa)
S oelite 8 DU Ganliall popend iy Cogad Gl ) i) Al Jae lS 5l Gl )
L)l Basa e ey BN Lupliall odgd pana 2aly s
:persistence of accruals (laiuy) cililua 4y il £.Y.Y

Oe gllly Jaall Al 8 jallall gadll e ohall Jdaccruals Gliaiuy) cilblua Jias
O Blaiu) il Ayl (uld Ly Aduladll 8 accrual base Bliaiunl) gulul aks
:(Hope et al. 2012; Chen et al. 2011; Givoly et al. 2010) 45¥) dalaal) Dl

Oljt = ag + ajAccri.; + a,OCFiq + éjt ...... (1)

aay Jeednll Jaa ey O gl Gasy 3 alall Qe t S, Al Qe i of G
zol) il alasind &3 Al Jae 4S8l Al oyl 8 Al sda 5 axe dies ceDlgauY)
Jenill gy e e Bl g5 7Y e (ALY Slla ey ey ACCE (il U
S residuals )0l Jisi g oAbl 4 clsatll OCF cigdadall 4,06 culiaxil) 4ia Losnia
sV dles & error term Uasll as
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(oeliall 1aa Jda 8 ) i) sasa i lly) Bliain) il dp)aind (ul8 2
PPN INRE SR DY Crmsbad aaly elld iy AGL (V) ad) Dlaai¥) dales s dad PR (e
sas o 4S8 IS Al 558 A JBs sdgd (gylaall Calyai¥) alasiud §f Jhaed (s o WS
Capa iy 4dls @iy Y Aalia) . uldl) 1aa eha) 8 JsY1 Gaslul) Ll 85 ((Chen et al. 2011)
sSally uSally ALl oyl 535 g Wiyl e A1V dadipall all (465 Camy (V=) 3 Al A
ol Jull Qs 8 paial) e Jdia S .(Chen et al. 2011; Biddle et al. 2009)
.FRQ1 i Persistence

Dhse A i) lial) Ayl A eyea JS0 pSanll 8 el sl Gl 18 Saays
P s Lad Aphaia) B el e i o oS ) Basiiual) cilrial) b oSaall Sl
olie B 5o L) il J0 Lehaadle S Y Guplie (o adiad Y 4 haiul gld @llag
U ggass opasds Sy oLl 12 () eyl L (LaY adslis wipas (531) Aylaa) Glisiay) cillea
Hope et al. ) deuladl jules aaalys dlal) el jeritis cilesenal Lol Y S iay,
.(2012
:discretionary accruals 4,LEaY) slaiu) clbwa £.Y.Y

e dag Al jaliall 8 discretionary accruals iploa¥) @laaiud) ciblua Jhas
tdiladl o8 (i e HLEAY) AS,E B aadaidi a8 ey cAnlaall Aalil) (e Lgiad paal Bl
Glla oo Glluall o2 alidds . jualisll s3a an apaa3 3 Ligye ol Ay dsms 4dde (g Las
aaail Jilay il Y palie Jia Al nondiscretionary  accruals aploay) e Glaatuy)
.(Dechow and Dichev 2002) lgied spaai Ao 550 28,80 5)ly) apkiias ¥ Ml clgied
:(Kothari et al. 2005) 45Y1 Asleall A (e dplia¥) Sliaiu) cllua uld Sy

TAi; = ag + a1(1/Assets;.1) + a,ARevy, + azPPE;; + asROA; + &jt ........... 2

dan G @l Gph e lemld Sy Al (Bliaiuy) allua Jlaa) Jaa TA of daa
b el J5d AReV il 3l b Jsaa) dlea) Assets edgliaiall dpamll calaially Gyl
el DA (Slasally @YY clylaall) Al Jsa) Jic PPE )

s Jda 8 L) el sasa Ji ) Al Gliaiul) Glles e el Sy,
3 LS (V) (B lall oda ded om0 LS ¢ laatV) Alalae s Al DA (e (bl
.FRQ2 i DisACC aylls Jull Judall & siall 13 Jiiad g - i) IV (ubiall 3 e
:discretionary revenues 4,Laay) clay) £.¥.¥

ol Glilua b adgiall s 8 il onall e 58l 8 Alaal) claly) Qs
el Ay Wyl ) asdiall sf dadiyal) abnormal ikl s adll i, .receivables
Aylaay) Gyl wlé Ly . (Stubben 2010) Al wum 835 (aladil & ey iy 8
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Stubben 2010; McNichols and Stubben 2008; Dechow and ) 4&¥) ddabeall P&

:(Dichev 2002
AAR; = a9+ wyARevi + &t ... . ... (3)

Loy Jis ReV ¢l (3hsls cinal) gsenn a5 Gl Glilua i AR o &am

O (ombal) e a8 Al S lel) aga Jiad Allg) ALaal) oY) e udll g
et s LS (1) A sl o3 Aad oy apam a3 LS ¢ jlaady] dlalas s dad DA
.FRQ3 i DisRev 3yl Jull Jdaill & jsiall 136 Jiad sy . o) S8y J5Y) Gpliaall

Sl Ay bl e Uaal 8 (gpasa (mliss) yelah anly ALaaY) ) Gelie g
Jie) Blaainl) cllua jualic (o o LS L Aplaa¥) Gliaiul) cllaa el 5)ae L
Gliaiuy) Sl g L) (n ADle G & ey LY go € IS5 Lagii (<Dlginy]
Gy cchlain ] Ghhall oo 5aS J<8 Jadys Aplaal) byl gl elly ) Al L a)laay)
el s sl Ll ) b sally dagyy A0 clatie o lhall 6 gl (Y Dyl
Dol sasa (el Clud agd aa) Jid lly LY 85 8 lesad SISV 2 dgall Jiay o)
Jalasl) & el 13 Jia 2y .(Stubben 2010; McNichols and Stubben 2008) adlll
FRQ4 o)L Jdual
:FRQ Index dlall Wil 8asa (bl aanall jdigall €.¥.¢

s el (8 ARLLl A0 Gupliall Luead 0L U8l 3o ga (all panall 540l Jiay
send A Canadly AL bl 50 WS e o) (uld S g2 ALl lall saea e e
e e S aadind e il uatll 3 (51 elad) (8 el 58 aals Gulila & AN Gulial
Aplral) dagll lasgin o)licly Allall )Ll B (ull paaall el Gl s 32
Al A clsiall e aeie JSI standardized average
1A Lt )8l e lES uld ¢ Y

paxin Ay byl 5o LS (bl Aaall cluhall Lgiaad ) Gauliall e 80 aa g
Jae Agpaall @ISl dy)lina) ch)dll s LS uls & Biddle et al. (2009) il zeie L
i) G A5l A e B laina) il 30 LS (uld e agiall 13 a5y Al
Al sda 83850 o2 adgiall HLannd JEaY) amall s Agee L 8 A 38,00 Aldl)
JAaal)

A5 038 gl ayd pgun b anldll alad) 8 AN Al LEELY] ana Sy
ol e alae¥) Qe bl sae DA (e 36550 g payd (el 1Sy caaldl) alall
& salll) AV A e JeaaY) Jlea) 8 sl o (clalY) 8 sadll) (5aY L e oY)
Ll .(Chen et al. 2011; Biddle et al. 2009) 4, sai (ayd e Ipite ojlsicly (Jsa)
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Al Jsaa¥) 8 saal) chlEnu) g pene & Jial 40l Lime L 3 45500 Ledll L)
i g Al Jpaa) Cilagie 4ie begaaia yskailly ogad) ciliing Jaly) dlgh el lénuy)s
.(Chen et al. 2011; Biddle et al. 2009) Ja¥) L5k

CHLELY) dady Lima i (3 200 adgiall L JieY) aaall (e JS apa dayy
LY 3 il Laliely Lol aiy L] bl 30 6S (L8 (i) (uis 3 4ledl
saly) (e JS Sy Ll DlyE yiiey 43 25 (pas cadsial) Ll JY) aaall e dladl
Ol paiis cadsiall HWE JaY) asall e dledll b)) 850030 sa ¢ L]
sl LU i) aaal) (e Agdadl) chlanud) b gl s

oSy AR o2a (b Y gt 8 A Laylie y dad giall )Lt Aad i) dpuailly
sle by i (53 lasiV) z3sas ol AT oY) als sf clal) 5aL) o e calias o
Chen ) Jul Jall aaly salls piecewise linear regression tsiaia) jlasiV) ziga s ell
:(etal. 2011, Biddle et al. 2009
Investmenti; = ag + a;Negi.1 + a,%RevGrowth;; + asNeg*%RevGrowth;., + &

...... (4)
3 paal) CHLEW) £ e e Blie oy Adedll cblanu) Jie Investment of cua

Ll Jpad) Clasie 4ia lagiaia yshilly Caganl ciling Jad1 dl sk el ety 406l J gl
Al 8 Jsaa) Jlaals w5l mamyd e o ladl alall 8 @l JS (Jall ddsh i)y
oyliic s ey (sl (Galad) Alall & ) 6 ssidl saill Jane Jiey REVGTOWEh; g <Gl
=5t stia s Negig «t-1 alall U -2 alall cra lah¥) 3 ssindl saill Janal dysiall Aol
el Wl (1 ) Goladl pladl a1 s LS 1Y (V) 4l 32l indicator  variable
Al (i)

Al DA e JaY) Al chlanu s Al Jea) claey cljide dad a3 o3 g
Tdas yyslailly Cupadl culss dad Jalad a8 ety ALl 231580 daciall culaliniylly 4gaiall ol
Appadl lSal AL a8 e~ LadY) 2l

DA e INVEFF 3050l 4] ey 35 cdplain) clyhall 5 iS yuaia pyand 23 i @l aay
DL J5aY) anall e CibatV) ) il dad e Talaie) (e same ) clS 5l Caia
o Lagia A5V (e pana () CIGED wdli Gl e el A8l (£) o) Aabeal) b (adsial
INVEff = ) Ll (e cld @l s Ll canaan ally dlad) s el s,
S Ll Caan Ally gl J8lsal) cld Il s A6l de seadly (Underinvestment
O Al ADLe dlia 5S5 of (myiall g L (INVEFF = Overinvestment) i) salyy <l
Chen et al. 2011; Biddle ) L) 32l slein) pass (re JS5 bl ) lail 3a5a ¢ W)
(et al. 2009
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(A8, c)padal) €. ¢
g Laily lalal) )l sapa () JelSIL 2ga AL} il sl o Joill e Y

Basa yuie ) LAYl Aplina) chlhal s liS e 5% of o%ar A (a1 dalgal) nny

bl se S e Halall el (521 Jalsall oda Jia <l piia d8lia) iy Caguy JAgllall L)

Sl Al il 5o Wy ALl )il sasa G A iy o3 2 dsaill ) Ay Ldi)

o5 35 ALy chhll se S e L) e saga il adsl aasd) 1) Jseasll (mya

DAl (sda g sm 8 ISy AaLll bl ¢ g 8 Lgied Clus 385 Al clyiall 238 a3

bl Jae Ay peaal) ClS AN AW &N Caca ol yaiall o328 G luad da DU UL
Hope et al. 2013; Hope et al. 2012; ) 4aY) Glpeiall & il 238 cilich S

:(Chen et al. 2011; Biddle et al. 2009; Biddle et al. 2006

Jsa¥) Jeal bl 2iple sl gsboy 35 A8 ana Jiay :Size anall £.€0)

4,80 28 die il sl alall diplelll e sle sag ASHEN e Jia tAQE peall £.£.Y
sl g amge Jall alall s daaysl)

Tt DA (e 4uld Sy A sai elie Jiey tMB Ayl Legll ) A sul) dadl) £.6.7
-Market-t0-Book £L:SLaf/ (3gaat 4,y8al) dagall ) 48 gual) dandl)

JAa dand PAS (e 4nld 2y AED W )Y Gulie Jiay tROA Jsal e Silall €88
el Jlaa) e Lolel e 35l U

sk apadll ) o sle st AN gl Lunlie aal Jiey (LEV Ll dal)) £.5.0
Jsa¥) Jlaa) N JaY)

ed PR (e gy ctangibility dosdd) Jea) 4o Jias :TaNg Jsad) ke £.£.7
Jsay) Jaa) e L galal) 3l sl

sy Jaa) o dagudie 3,80 ol Gl aa)Y) e s)le sa :Cash duaall .6V

30 ulie sag KAl ol sl Al o gamll il Jiey :Slack gasll (i) £.6.A
Jea¥) Jlea) o Guiil) dad DA (e gy ¢ Sl

.CFOsale cilapdl ) dlial) 4l calaanl) 4 £.£.9

Ul aphll aypled &) PR e eles Sy :OperatingCycle Jseiall 550 €.£.)
Ay Ualaddl
OperatingCycle = [(AR/Sales)+(Inventory/COGS)]*360 .......... (5)

cOsraall Jidi Inventory «cilapdl Jiai sales ¢omll cilblua Jici AR ) s

cAe L) deloay) 4S8 (Jias COGS
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Glapall  Alal anlall 2ile ) o5liiely alua i :StAREY Clansall (g5linall Cahai¥l €.£.1)
Ll SO AT DA
Ghat) Glea PA e aed aaad Q5 :Stdlnvest Chliandl glmall hatyl €60 Y
(%) o) Aslaadly Chlain) dad Cuvns (lgin S AT A Ghlaiundl g5kl
alall 8 Jpa¥) Jla xnhall Syjleslll e syle sy :ASSEtSGrowth Jsa! sei £.6.Y
(t-2) Gl Ji alad) 8 Jea) Jlea) e (t-1) Gl
sl Altman (1968) (s el z3gaill Wada 4l S5 :ZSCONe oYL 5l (ulide €.6.) €
1Y) aled) DA e a5l ¢ LDEY L
Zscore = 0.012x1+0.14x2+0.033x3+0.006x3+0.006x4+0.999x5 .. (6)
Y Jic X2 (Jsa¥) Jea) o Loguia Jalad) JL) Gy i X1 of s
o Aaguia Cilpally Sl U8 FloY) Jid X3 (Jpal) Ja) o dasuda siatiaall
X5 cagadll Jaay A5l dadll ) ASL) (3 gial 48 o) daill Jidi X4 (Jpad) Jlaa)
Jea¥) Maa) o dasuie Glapd) Sicd
tAndail) zigail) .0
bl pmgyd e ayd JSY zdsad ol PIA e Gagudll Hlials Auhall Caan (38a5 S
) Akl 3l aladid K 43l elld ey bas e
tJgY) bl zdgadl) £.0.9
Vs ALy cahball se S e dgdla) il sasa S Gl z3sal 8 7 3sall) s Jidy
p A JSal = 3gall 1aa 22y L JVI sl las) ) Caagy
INVEffi 141 = ao + f1FRQi + prControls;; + &jy ........... (7)
058 o Lea cpllaaa) 32l 35 dplainn) il 3 aae e Jiay INVESF o Cas
InVEff = ) ) sy oK of o (InvEff = Underinvestment) [Liawy) (ai
il s e gl dal 2l sl Al el sasa Jiey FRQ (Overinvestment
Gl Ayl clysiall Jia Controlsedpleainy! chhall sl Guld 8 Leadiall day)Y)
a8 s e Ao gl Aalaall o3 eha) S cogud @D e Glall g3l A leana g
AL D o say dyleia) bl 3o S e JS Ll il iaia
Oo Jlay L ) sae el G 1Y Al G oy o sl 8 aaiiall Jaleall
Al dad By Aad 5S5 of pdisiall (e a3l LAY Baly) Al ) L) el A1
alasiad o gt alad) 8 Aliisd) crialls tH1 alad) 8 il snd) (56 of o)y ol
potential  Jaise e Jaad Gigas it o aclig A4l 58 3 gl Glpasiall @lily
.(Li and Wang 2010) 4dysiill lysialls sl jusiall o simultaneity bias
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f Al g igall) £.0.Y

)l sasa o A o @il e Josaill 5 uld zsad b zdsalll s Jiay
p A JSA =3l 1aa 2alyy L S sl las) ) Caagy gl Agylaia ) cull Al 50l
INVEff; 11 = oo + f1FRQ; ¢ + p2Bank; + fsFRQ*Bank;; + p,Controls;; + & ... (8)

o Japal) and il oyliiels abn o5 (g3ll5 il (g Jasaill e Jiax Bank of cus
{?)(Chen et al. 2011; Biddle et al. 2009) LNl Jleal ) sl o JaY) Jyshs
V) ki) 2 3salll G i)y LS g el Ly

Uaead) W plEll sagm g il OIS 13 4 Cum By sed dalaill 8 axdiall Jaleall Ll
O @dsiadl e ailh L) ol ASie o LW Gab AlSe (e JlE Sgd) e dysaill
Al dad fiz dad ()5S
Pl Sadatl) o dgall) £.0. ¥

B3 O AW e LY 8y Ll adlsall 1 uld ziga 8 z3salll 13 iy
zasalll 13a 22l LA Gampall Hlasl U Chagy o5 dplanay) bl sl Al il
Al g

INVESf; 141 = ag + 1FRQj¢ + SoTax + 53F9F§Q*Taxi,t + B.Controls;; + &

38K (ilpall dabian dm) A oliels b &5 (g5 Cilpall yatie e TaX of us

25 I il z3sall e )y LS gd el iy el ila ) (bl g 15

A8 Leadsi ihall e (A1 £l agas e a2l JalSIL iyl dalias dua) Hladiil &

D8 aae G @lldg (e Dlanll (e Aliasall Cilagsall Ay Jie A0 e lie s Vs daliadll

Jie oY okl ANy e i ol @lld of gyl JS ALl ol 4 Jaalil o3 Jie

53550 A Jiay ALl Qg Shae) el 3 lgie it Log Dol Yl daliad) L1 )58 allual) o3
LA Gl e al€ ) And Lay 45 )l6a las

) W plEl sasm g il OIS 13 4 Cam By sed dalaill 8 axdtidll Jeleall Ll

e 058 o i) (e 4ils LAY Bal) A sl LY (alls ASie (e Jl bl i

A ge 4aid i3

(JaY) Jisha ol pacd) sl (e Jaspail) Ao (bl e sl oa dypaill e a0y of oSy ©)
b (e gmgyme sa Lae Allal) oda b el Cabias oy L ASL) (3 ging bl Man) Lo gusia

et 5 LS ¢(pemdll) gl pppeall LN ok (asaall) Aagell dpgyall bl dila) 5 )
rilpall dalias da) (ila ) dsasll gpadl Gibuall dalias sy
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bl Akl zigadl) £.0.¢
3ol Alld) el sasa o AD o Al 1l zisa 4 zdeall 1 Jiay
p Al J<al = 3gall 1aa 3ahy i) (m ) Hlasl ) Caagy sAlls Ayl ) el al
INVEff; 1+1 = ap + f1FRQ;¢ + £ Liquidity;; + ,B)gFRQ* Liquidity;; + g,Controls;; +

Eiteoe.

L) Lo Al Gupiie Lagia e Sle sap Al ite Jie Liuidity of Cus
L) Axdlly Bl gymie Cp penll S as (Vo) A AL Aadb o ey ALl iyl
Gy S M, (Biddle et al. 2009) sas Jo legio juia JS 8 (bl Usd (padds sy
e Jie Ll 5ol (6 Cumy ol Llee ang Caagy (V) 8 ALl dadl)
Op ADL e gl BV Gia e (Aaga) AW Aaill) G mless) o ) Al ded))
.(Biddle et al. 2009) dyleiiuy) chlall 50y Allall )&l 53 5a

silie L) Ll sasa gl OIS 1Y 4 Cum oy sed dilaill L aadiid) Jeled) L
e Iy OIS 135 Binge Aa g Aad (0S5 O adsiall (e 4l L) all AEe (e Jli A paudly
s B B A (5S5 f pdsiall (pe a3l LAY Baly) Al

Aag V) Aol ilall Jh 8 Auhall Ghate Gn dxdgdl 3D (Y) Jsas gadl
coas il LAY deastiv)

Al cilysiia (e daBgial) ABdlad) 1(Y) Jeaa

FRQ p Underinvestment s Overinvestment
FRQ p1 - -
FRQ*Bank B3 - -
FRQ*Tax P + +
FRQ*Liquidity Jig + -

i) Jalas .o
i) ciplaay) o
Ayall i bea ) Slelany) (T) Jsia mas
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Aapdl) il Lhagl) clplaay) 1(¥) a8y Jsaa

N Mean 25% Median 75% Std. Dev. Minimum | Maximum
InvEff
(signed values) 347 0.000 | -0.350 | -0.087 0.268 0.996 -12.083 6.219
Underinvestment 206 0.053 0.016 0.038 0.055 0.114 0.001 1.503
Overinvestment 141 0.077 0.020 0.047 0.104 0.094 0.000 0.773
Underinvestment;,, 182 0.055 0.121 0.016 0.038 0.057 0.001 1.503
Overinvestmenty,, 128 0.079 0.097 0.021 0.048 0.105 0.000 0.773
Persistence
(signed values) 460 0.000 | -0.236 | -0.177 0.010 0.998 -9.236 6.895
DisAccr
(signed values) 391 0.000 | -0.179 | -0.037 0.107 0.995 -3.590 8.901
DiscRev
(signed values) 396 0.000 | -0.357 | -0.137 0.117 0.999 -1.626 13.991
FRQ1 460 0.000 | -0.010 0.177 0.236 0.998 -6.895 9.236
FRQ2 391 0.000 | -0.107 0.037 0.179 0.995 -8.901 3.590
FRQ3 396 0.000 | -0.083 0.096 0.251 0.703 -9.851 1.145
FRQ4 391 | -0.016 | -0.089 0.091 0.214 0.595 -4.588 4.224
Size (AssetsLog) 300 9.131 8.549 9.098 9.529 0.693 7.960 10.978
Assets
(Thousands) 461 5,797 338 1,364 3,735 12,361 0.000 94,952
Age (Log) 426 1.004 0.903 1.041 1.176 0.233 0.000 1.322
Age (Years) 426 | 11.270 8.000 | 11.000 | 15.000 4.438 1.000 21.000
MB 456 5.279 0.922 1.949 4.398 10.486 0.000 76.152
ROA 438 8.399 2.386 6.880 | 12.630 9.674 -39.167 47.057
LEV 438 0.117 0.009 0.059 0.175 0.140 0.000 0.736
Tang 438 0.303 0.106 0.302 0.448 0.215 0.000 0.873
Cash 438 0.129 0.033 0.090 0.187 0.124 0.000 0.668
Slack 438 5.348 0.118 0.396 1.357 35.635 0.001 569.768
CFOsale 434 0.184 0.036 0.149 0.304 0.470 -2.192 5.206
OperatingCycle 434 2.396 2.048 2.304 2.580 0.564 0.147 4.491
StdRev 400 7.989 7.423 7.895 8.538 0.781 5.532 10.101
Stdlnvest 352 0.046 0.008 0.019 0.050 0.087 0.000 0.799
AssetsGrowth 355 0.050 | -0.001 0.027 0.068 0.110 -0.344 0.756
Zscore 438 0.656 0.334 0.564 0.861 0.464 0.007 2.585
Bank 461 0.130 0.000 0.009 0.167 0.204 0.000 0.983
Tax 461 0.393 0.000 0.024 0.295 2.958 -5.173 49.028
Liquidity 438 0.013 | -0.102 0.010 0.134 0.206 -0.704 0.649

Lol 41l 4 e 5 ,Le InVESE, Underinvestment, Overinvestment, Persistence, DisAccr, DiscRev </ piial
Persistence, </ piidl oe 5 be 4 FRQL, FRQ2, FRQ3 </ piiclls leio piio S colua O¥oleo o doles JS
FRQ1, FRQ2, 4Gl &) piiall 4 jlinal) asdll b sic e 5 e FRQ4 _piialy  1— 9 ey s 220 DisAccr, DiscRev

Al FRQ3

feh Lo gy (V) dsas (s
1ALl LAl Se St Ay 0.4 .Y

DL 3al) @ld GlSHal dae il Loty saalde Yo7 L) (el Gld @lS)dll e &l
e ge (£09.FY) L) el iy Gl s 3al) el ABY) oda ag 3aalia V£
1aa gl Al Al cluhall e Lo 585 L gag ‘(v)(Zi CY) L) sal) b @l

G il A Laa Ja (e s ) Al claaliie arads e oLy conilly il s2a s a5 ()
i e oLy Can il 12a elya) (Saall Grag i L WY saly) cld GlS, ally L)
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ZVY. 08 b il o2a S il Chen et al. 2011 4u)y e daelill S il danilly § gaia gal
el e 7Y1.4)

&8 Ayl GIGA abee lgals Al COSE gl o @lld o))y cldil) aa) o 63
lebens Loa ¢ gmadall (gginnall o Aguad) i o5 (e ccanliall (alall Jagail) o lelpan (pall
L 30l Gl L) (ali cOISEL dcaye S
Adlal) LS Bagad duudlly 0. .Y

Lusie oS LS ctall (e i dad Ll il saead ADEN Lunlidl) dawgie &l
(6 sima it oy Gl g (v 0 ) T-) Al A FRQ4A Lla) )l 53 5m] pamall (uliiall
Lyl 23 e Wika o) oda cdlia) 2 L ala IS duhal) Jae IS0 AL lal 3asa
—) Alls G FRQL uidl haugia 40 <axly Chen et al. 2001 4wl 8 cABilad)) 4L
bugie O a4 ¢ ha ded FRQ4 5 FRQ2 (pusiall lavgie dad culS Laiy (vu0 )
Lo iy (o0 V1) Alall Auhall 8 dsase s Lae ST (400 V) Dnse dad panall (uliial)
358 DA Agyeadl AW 3hY) days 8 sadall Al e SN ALl )l sasa o)) GBa
el Joall 8 LeDliie (e 81 syl

le Sl dlyy bl 58 Pl Al )l sags juiie sk (V) @) JSG s
el abiall dad VI (V) a8y <G (e sy JFRQ4A AW )l 530l penall (uliall
osiall oladl 8 Bsale et of hany ol 4l LS Auhall 55 DA jaall e ALl )l 5asal
las Aumidie Cl€ Auhall Jae dppad) @Il AW pEl s of ey les ol Pl
o G bl i EL e ol Sl dsall oded (6 o adsial) ey LAubal 358 Jsh
(Ol e il 8 dad b bl et sy
Ayl 58 A Adlad) o Baga e ek (V) A JSG

FROAS

T T T T T T T T T T T T T T T
1992 2000 2001 2002 2003 2004 2005 2008 2007 2008 2009 2010 2011 20012 2013
t

Sl s Al gy SN sy <y Al s V1 gl el Gilay I claaliad)
3o LaS ) lSy ) 5 Lpma e Ae same Ayl SVl SUAN Gy Vg ¢ L) (s il
I 400 o2a ¢ L) adai ol .Biddle et al. 2009 4y Leiasl ) oo 401 1, . L)

.Biddle et al. 2009 .y culaaliag 45)lae cilaalia) 2ae alaasy



A5 01 e Allg (Yo Y) Gaes dulyy 8 Bas Al m00 ae Aol o200 (80
Lahyall sda Chedd Cua (Yo )Y VA4V e sl (DA Al B da s sade Adle e
G inall (e J il ALl Jae A Aglle 8 2LV sass of e Laads S
LSyl o3 Lyl Al 2 LY 551 cilles
A8, o patall Ausilly 0. ¥

ana o il 8 JouaY) sl Gulad e 4uld xie Size 49al aas i dually
Ciai OIS a8y ¢(Std. Dev.=12,361) il il (m 35S s dlin GlS a0, VAV ls i)
e sie Wl (Median =1,364) J8 5 apa ogale VY78 iy Jle () @) @lS,E) o3
Igas g ONLYY L GlGAD jee dangie aly g gl aae bl e quld vie Age 38,4
o ST e cld GlSHEN 38 Caial oIS 35 ((Std. Dev.= 4.438) Syl G Led s

aiple sl aladinly chlaa¥l JS s dy daugid) ae G (S8 (Median =11.000) das )

Gah sy gy 4iay hyli) Chpaial) SW Gaiia gl clelan) Liad (V) dsaa pdy LS
cuilS ai clyriall B Wl (ROA e Slack uitias MB el dpally l€8l) ¢ La 5508
el aalgl e J8T ALl Lgalala
fylpil) B LSy Adlall L) Bagaa (o Al o Ll cd cfpiall Aty 0.4 .8

140 Ly

cJisall jolas Jeal (o« ¥e dlangie il 38 Bank sl ge Jysall il dually
GIGEN G Led Aliin A dsas ae ool o Jisall e alaieV) G e X5 Las
.(Std. Dev.= 0.204)

oo IS GIAT (s ay ml) ila (e +.TAY Alaugie il 2 Tax cihuall i L
Yoeo A ) G Jaall e Ayl gl s dyead) iS5 e diag jiall (il Ao
Slo gl cemll Glua vie 3480 e Al calall g1l JS am caa Glldg o(£9) 50k
(il (e e OIS lgie Gammg duball 558 (DA ild i 38 S8 dlia o LS A8,
Walsy) i i ¥ A 4l Al Q5180 8 Cilpual) dalasy dalal) saa ) Gl Gy ) dili)
AR il gl Al (8 Dpeal) Ol b Laly L Al a8 ml Al (%0
Asally Ll cilaaliaall DA e Load @iy e GV (S

Slo du Lo oY &l Tas s abugie oS 3 Liquidity dssd) eid dually,
saa ) e JS e alua 8 adieally Auhal) Jas dgpad) @lSHal & Agudl G (aleds)
Sllal dad) )l daal)
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(LY Julad) patall galal Jdatl) o, ¥

:\.ub.ﬂ\ Qb,)a.m OB Pearson Oy Jal.u‘)\ o lelea (i) d}h C_.Aﬁ

rapdl) Gyl Gy L) ABshuan 1(£) aby Jgaa

InvEff | FRQ1 | FRQ2 | FRQ3 | FRQ4 Bank Tax
InvEff 1
FRQ1 =243 1
FRQ2 =042 047 1
FRQ3 -024 076 .010 1
FRQ4 -174 6127 | 5937 | 588" 1
Bank -.021 .063 -077 -.027 -.006 1
Tax -.048 .010 .002 -017 .007 011 1
Liquidity -048 | 2157 .035 -.032 1217 | -127% | -.022
Size 022 [ -128 -.079 024 -.118 -105 | -.118
Age -087 | 1497 | .186" 045 | 200" 043 .070
MB .061 -045 | -301" -068 | -233" -.079 -.047
ROA 104 | -240 000 | -122°| -2137| -207 | -.072
LEV 1517 | -268™ -.026 031 | -152" -.084 -.027
Tang -057 | -148" | 177" 102" 074 -.023 .032
Cash .078 .057 .028 -.019 031 | -308"| -.066
Slack 044 019 -.006 -.026 -.011 .087 | -.018
CFOsales .058 -.042 128" -.042 .025 -.096" .009
OperatingCycle -063 | 1527 | -121 -071 -.023 -084 | -.013
StdRev 1307 | -2017 | -.1817 -080 | -.337" -.011 -.077
StdInvest 570 -1917 -.050 -061 | -1717 034 | -.025
AssetsGrowth 302 -.084 -.075 -086 | -.141" 098 | -.019
Zscore -.080 -.020 -.073 .051 -.030 1527 .089
Al ciysiia Cp Bl ) Adgiuan 1(£) Al Jod>
Liquidity Size Age MB ROA LEV Tang
Liquidity 1
Size -3477 1
Age 1497 | -264" 1
MB -1487 | 263" 014 1
ROA 4017 -105 | -.115" -.019 1
LEV -8137 | 3817 | -188"| .1767 | -224" 1
Tang -3107 | 2497 | -1227 -.087 .051 295" 1
Cash 7537 | -.146" 042 -050 | 4167 | -.2287 | -185"
Slack 1887 | -.149° -.048 -.023 .053 -081 | -195"
CFOsales .059 -.005 -.062 -042 | 1347 -.006 .015
OperatingCycle .033 -101 067 049 | -290-" | -150" | -567
StdRev -2657 | 7017 | -2747| 3207 | 156" 3547 | 318"
StdInvest -.012 .061 -002 | 2227 .070 .085| -.108"
AssetsGrowth .092 -.086 -101 .001 .100 -009 | -.169"
Zscore 093 | -.210" -.068 027 | 2627 -1217 | 242

-YY -



Al e cp BULY) Adshuan 1(£) o) Jaa i

Cash | Slack scalfei O%;glté”g StdRev | StdInvest éfg&ftsh
Cash 1
Slack 2227 1
CFOsales .092 .002 1
OperatingCycle -117 014 .010 1
StdRev -048 | -.010 .047 -385 " 1
StdInvest .070 104 .044 -011 | 1677 1
AssetsGrowth 135" 003 | .134" 054 | 163" 208" 1
Zscore 020 | -.1287 | -.120" -5447 | 182" -166" -.103

*. Correlation is significant at the 0.05 level (2-tailed).
**_Correlation is significant at the 0.01 level (2-tailed).

:L";\SI\ =i (£) s> Oy
A L) cfyil) e S g putiag Agdlall WY Baga ciyiia e LGV 0.Y.

ALy bl .S gyias Al )l sam Ghaie Gp LLEY) ADle (S5 A
Al ) sasa (bl Aag )Y Ganlial) (AR ClS S8 clggine 8 ol Lealadl 8 dglin
Gy Lo sag Adle ADle (Ll salyys i) jad) Ll Jisl) sl g ahaiVl;
Fualy dypasn Alad) LU A CalS a8y LAl A s2a ()65 o @ G U1 (il pa
-) FRQ4 aY) & (uyliall sanall bl Guliially (+.¥€¥—) FRQL J¥) (ulial
Chen  Jie Zilull cluhyal) il ae 385 Lo sy 2Auhall J¥1 Gail) Jsd acdy Lo sag o+ 1 VE
Al Ll il sl e Gilaiyl dle culs WS et al. 2011; Biddle et al. 2009
eias (402 Y)2) G Gajl B b Gepadl el sas il o dipel) ke g Al
cadll say Al jatiay (vor£A-) QAN (@l db 8 Gugyadl anall say Ayl
e G S8 DN gl oda sl ey Lo sag (v £A-) @bl (A eyl
.Chen et al. 2011; Biddle et al. 2009 Jis AgLull <l jall il
syl Cfyiiiag Adlal) Ul Baga Cipitia cp BalaN) 0. Y. Y

Csplially FRQ4A L) )&l 5358) gamall Guliiall (1 Lysinas e Bl ADe 250
Chen et al. Jie) Al cluhyal) =5 a3 ISy ALl )lEl saga (bl (a1 &
5 o8 a8 FRQ4A AW ylall sasad seadl bl duaillyy .(2011; Biddle et al. 2009
«OperatingCycle Slack (LEV (ROA (MB Size Bank <liic ae ddlu adle
ARl aluhall & ae B8y JSA @llyy Zscore <AssetsGrowth «Stdinvest «StdRev
&lyy «CFOsales «Cash <Tang <Age <Liquidity «Tax <sic ae daage ile 33 oIS Ly
AL ol Al e mlaty JS
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il i g A laliad¥) CIAY Be S gpsia (o DL 0.Y. Y

Cua Alildie ye (gAY Glprially Apldiu) bl s (g yitie G JalsyY) Adle culg
Jliy lyg Zscore «OperatingCycle «Tang (Age <l ae il Ale 4Dl sda cuils
13 S Liw .Chen et al. 2011; Biddle et al. 2009 i aglull cluhall &5l e 3éy
«StdRev CFOsales <Slack «Cash (LEV (ROA (MB s ao diage Al ALl
Chen et al. Jie 20l Cluhall il ae (et (S8 Sllas <AssetsGrowth «Stdlnvest
.2011; Biddle et al. 2009
:JY) Gl LAy Ay laiia) clal Selis Ao Adlal) o Wl Baga i) (uld 0. ¥

G ) Gl laals dplina) bl s e Rl Lyl sae S oly oS
Ay Llad) P
sy L) Al Be S o Alall sl Saga 51 Luld 0.v.)

DV B3 e jlaail paldlly SO Ankill mdeall Guli &30 (0) s mas
Clye QU z3saill 138 shal &5 2y (B Jalaall aliagg) Aplaiind) chhall 50U e e 4l

SO el g il i) (sS Celad e Ay ) AL )l s anlie s e
JL@.L»:Y\ '531:\)'

(Aaeall R?) apant e alas a8 ) A laaiV) il o sy (0) Usas s
sy 0T.a I ZE9.Y G gl Al A1 a2 3lais V0N (I TV e G cangly
kel Ayl sl e Ly saly Als & Leadid) z3lall 4yl sl o) i b
oath Al 8 clalidl e iy e ae)ll Jeoalldy Gldiuy) et dlls 4 deadiul)
L)

Jelaall \gie ey llg) dpleia) ol 50U e ALl el sasa Y Ll U
il D) (o (e (L (1) ) puasll oo L) Ll g loasY) Ol 8 dlildie bl cul @ (B
ol 3ol Sl el e SN ) gan Akl )l saga g il o i Les Al
C) eeere Gas L) el Al e o) ) e A G AL A canglp
LS cdiglaal) () pms oy Jalihy) O alae Jilat il po el o34 G35+ LY 5oLyl dausilly 2 s
of LG 4l ) .Chen et al. 2011; Biddle et al. 2009 Jie ALl ilulal) mibs ae (365
B oMy ALl z bl 8 g (5 o) Aplaiin) il s iy ALl )l saga G AL
.Biddle et 2009 (s LS dual) ana mlids) ) 40 o3 (A 25m
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10 9Y) (Audail) z3gadll jlasi¥) Julad gilis :(0) ady Jga
INVEff; 41 = ap + f1FRQ;; + SnControls;; + &

Dependent Variable=Underinvestment | Dependent Variable=Overinvestment
1 2 3 4 5 6 7 8
FRQL1 | FRQ2 | FRQ3 | FRQ4 | FRQ1l | FRQ2 | FRQ3 | FRQ4
(Constant) B| .203* 213* .201* .203* -.097 -.101 -.152 -135
t 2.048 2.139 2.029 2.055 -.482 -535 -.835 -725
FRQ Bl -.001 -.008 -.001 -.004 -.010 .010 -.035 -.030
t -.219 -.978 -231 -.590 -.389 915 | -2.410 | -1.231
Size B| -02*| -019* -.02* -.02* 012 .006 .019 .022
t -2.22 | -2.141 | -2.195| -2.156 519 .254 .858 941
Age B| -.015 -.013 -.015 -.015 .048 .041 .040 .050
t -732 -.628 -.716 -.687 1.178 1.015 1.038 1.262
MB B| -.001 -.001 -.001 -.001 -.001 -.001 -.001 -.001
t| -1.194 | -1.113 | -1.231| -1.254 -.460 -717 -.809 -.489
ROA B .000 .000 .000 .000 .001 .001 .001 .001
T 244 215 453 122 .536 557 782 714
LEV B .008 .006 .009 .007 A77* 173 .190* 191*
T 161 121 .198 146 2.160 2.161 2.465 2.419
Tang B| -.023 -.020 -.023 -.023 -.069 -.083 -.052 -.050
T| -.809 -.680 -.795 -806 | -1.066 -1.26 -.813 -.753
Cash Bl -.002 .001 -.005 .003 -.094 -.091 -.056 -.079
T| -.046 .02 -114 063 | -1.191| -1171 -727 | -1.010
Slack B .000 .000 .000 .000 | -.007*| -007*| -.008* | -.007*
T| -.108 -.053 -.133 -167 | -2.853 | -2.901 | -3.319 | -2.979
CFOsale B| -.015 -.016 -.016 -.016 -.009 -011 -.014 -.009
T| -1.158 | -1.231 -1.17 -1.162 -846 | -1.042 | -1.290 -.804
OperatingCycle | B| -.004 -.007 -.003 -.004 -.013 -.013 -.009 -.012
T| -221 -.402 -.199 -.246 -.603 -.615 -.450 -.558
StdRev B .007 .006 .007 .006 -.002 .006 -.005 -011
T 734 592 719 672 -121 .285 -.262 -.508
StdInvest B| .254* .261* .252* .252* .995* .971* | 1.008* | 1.021*
T| 3.345 3.430 3.313 3.327 7.999 7.766 8.387 8.145
AssetsGrowth B .024 .026 .026 .027 372* .381* .335* .346*
T 526 .559 .566 581 3.665 3.750 3.388 3.389
Zscore B| -.004 -.006 -.003 -.004 .014 .020 .017 .010
T| -329 -.520 -.303 -.326 434 .617 553 321
R? .201 .206 201 202 .566 .569 592 573
Adjusted R 110 116 110 112 492 496 523 .500
Durbin-Watson 1.845 1.867 1.847 1.844 2.666 2.625 2.701 2.689
F 2.225 2.301 2.226 2.25 7.653 7.758 8.521 7.862
Sig. .008 .006 .008 .008 .000 .000 .000 .000
N 149 149 149 149 104 104 104 104

Oo IS Om ADLR) clS as V) ) g asatll AL A ) (ady Lads
Tang chsie ae Al Wle Ll glad) Jh 4 L) salys ldnd) als
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Stdlnvest (LEV (ROA huvia ae dinse 4Dl o2 cul€ WS «OperatingCycle
lahyal) 55 ae s ALl () gy aliiy) O lalae Jlas 3l ae (383 JSy @l AssetsGrowth
J<s CFOsale (MB il ysiia ae 4l Aal) o3a cilS Lty LAa) Ayl il pa g 48,0
ADLal) o3a il Mg Anlall G sus iy Dol EDLalas Jilat el Aabdl Chlulyal il ae ol
D e @l cul 2 Al cysid) 3l Wl g lagl dis 8 Cash il dwally 4l
LAl
() Gaudll las) oL v,y

DL Galti gyt Aallal) &l B3 G AMRD) (o) ey 43l Blaad) Jidaill e oLy
el o i e say ¢diatl) dae Aild (e pliag) da 8 Alle 3D Lénu) saly)s
Gl e clal) 8l sy sl pab e Jlil ) o Al El sass
Sag ol My JoY) Gl o Al e g Agpeaall Bl 3hsY) Aaye A sasal)
Ol Gatiy e 3ab) e JS Adlall el 3o o Al ADe
4 L) Al 5eliSy Adlall )l Saga C 4B Ll lgial) cpa Jugadl) i 0. ¢

P A g S IEVEN

LA 3elSy Lyl sags om ABLD e daid) e dpsall A oy oSa
Y] Lalall (DA e U (mpal lasls 4yl
1Ay L) Al Belisy Alal) L yEI Baga cu ABl) Ao @il pa Jusadll S 0.0

DU saga e lasily Galally BN a3l Bakd il (1) Jsia s
sl o Jysall yuiia Aila) e (B Jolaall aliags) dplain) bl 50 LS e e 4l
ey Dbl )l sasa e o Sldall Y1 L) S DMl (B, Jeladl) alicy)
A oda 8 alaiaY) Jlae Jiay 3 sa5 ADD LY (B Jalaall aliags) il o Jasaill

(Aaeall R?) aaa3 cDlelas ciia 38 V) Zag)¥) Jlaat¥) z3las of gy (1) dsas O
shs SO N 869 f Cangly Al AV sVl z 3l V.Y ) TA G sl
zolall 4yl 34l e laial) ol Alls & deddiusall & 3aill Ay pil) 5l gl ey L
) el 3 satll it il pe (365 IS @lldy o ldin¥) e Alls 8 deddiu)

Jalaall Lgie jumy llg) ApLaiinl) byl 8ol Adlall )Ml sasa cpn ARl Auallyy
e G S Gllyg ygine 0S5 Al Ll V) Al e g liagl A 4 Al D) culS s@ (B
) )z dgaill il il
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t AN Audail) zagaill jlasiy) Julat milii (1) ad) Jgaa
InvEffi,m =o0p*t ,BlFRQi’t + ﬂzBanki,t + ﬂgFRQ*Banki,t + ,BnCOntroIsi,t + it

Dependent Variable=Underinvestment | Dependent Variable=Overinvestment
1 2 3 4 5 6 7 8
FRQ1 | FRQ2 | FRQ3 | FRQ4 | FRQ1l | FRQ2 | FRQ3 | FRQ4
(Constant) B| .225* .205* .200* .213* -.165 -.139 -.148 -.136
t 2.192 2.056 2.006 2.128 -.813 -.720 -.803 -.723
FRQ B .001 -.003 -.001 -.003 -.020 .003 -.039 -.025
t 139 -372 -.315 -.355 -735 225 | -1.624 -.836
Bank B .005 -.001 -.002 .003 -.035 .008 -.018 -.003
t .196 -.063 -.070 121 -.705 .189 -.404 -.059
FRQ*Bank B| -.050 -.051 .019 -.062 275* .055 .005 -.026
t -.896 | -1..129 411 -.861 1.907 1.029 110 -.297
Size B| -022| -020* | -.020* | -.020* .018 .015 .019 .022
t| -2321 | -2201| -2.180 | -2.182 745 .588 .814 .889
Age B| -.019 -.013 -.015 -.016 .025 .027 .040 .053
t -.868 -.621 -.704 -735 .602 .631 1.021 1.282
MB B| -.001 -.001 -.001 -.001 -.002 -.001 -.001 -.001
t| -1.247 | -1.164 | -1.231| -1.243 -.978 -.939 -.892 -.433
ROA B .000 .000 .000 .000 .000 .001 .001 .001
t .328 293 454 .106 436 534 531 674
LEV B .000 .007 .007 .006 .182* 179* .183* 191*
t .000 135 143 127 2.213 2.188 2.308 2.353
Tang B| -.024 -.020 -.023 -.023 -.081 -.088 -.054 -.049
t -.819 -.692 -.786 -796 | -1.234 | -1.317 -.836 -.729
Cash B| -.013 -.003 -.006 -.001 -.073 -.079 -.063 -.081
t -.236 -.067 -114 -.019 -.893 -.972 -.787 -.984
Slack B .000 .000 .000 .000 | -.006* | -007*| -.008* | -.007*
t -.100 -.025 -.138 -126 | -2.749 | -2.876 | -2.970 | -2.645
CFOsale B| -.016 -.016 -.016 -.015 -.016 -.012 -.013 -.010
t| -1.211| -1.203 | -1.198 | -1.104 | -1.446| -1.120| -1.143 -.847
OperatingCycle | B| -.004 -.005 -.003 -.004 -.009 -.012 -.009 -.012
t -.239 -.284 -.203 -.238 -.423 -.587 -.443 -.560
StdRev B .007 .007 .007 .006 .002 .002 -.004 -.010
t 718 713 749 .620 .084 .079 -.205 -.463
Stdinvest B .255 .255* .254* .248* .983* .974* | 1.005* | 1.015*
t 3.342 3.339 3.312 3.252 7.902 7.701 8.078 7.859
AssetsGrowth B .023 .019 .024 027 .368* .388* .341* .342*
t 499 420 511 581 3.619 3.737 3.382 3.272
Zscore B -.004 -.004 -.004 -.003 .030 .027 .020 011
t -.373 -.392 -.332 -.276 .869 .785 .606 .315
R* .205 214 202 207 .584 575 593 573
Adjusted R 102 112 .098 104 .502 491 513 489
Durbin-Watson 1.841 1.868 1.844 1.849 2.668 2.647 2.701 2.695
F 1.993 2.094 1.947 2.010 7.102 6.844 7.376 6.792
Sig. .016 011 .019 .015 .000 .000 .000 .000
N 149 149 149 149 104 104 104 104

Ll sl Al Ll asa o AW e dadl e disall 5V Ll U

s Al LAl gLl b dBldie pe i) culS s (B Jabeall aliays) dyleiiny]
LIl sagad G (i) dadiad Ala 8 e Lo Wl deleall OIS L) (i
Wi .Chen et al. 2011; Biddle et al. 2009 (e Zalull byl 2505 ae 385 Lo 525 (FRQ3
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sasa] panall Guliall alasind Al 8 L Wle Jelad) 8 a8 Laiad) saly) gasd dpailly
)l cilS 3 Gl Y dila) L Aglal) cluhall 230 ae )l Lo sag (FRQ4A L)l
s dysinal aie apy as L JgY) adaill 3l Jl 3 oS LS cAplall g lag)) b dygee e
.(Biddle et al. 2009) duall aan joa ) 4% e B

Oe S O AL il ai B Gl o dsatll b AN Al chriall (ady Leds
Tang chsie ae Al 0l Apldl) glagd) dh 8 L) salyy L) al
Stdlnvest (LEV (ROA huia ae dnse 4Dl o2 culk WS «OperatingCycle
Glabyall 5 e s ALl G g Jalii)) EBlalae Jalat il ae 35 JSG U3y AssetsGrowth
AL oda culS Laiy (JsY) kil g isalll Jidat il pes Adlall Auhll il pay dall
iy Anla) Gluhall &3l ae palaiy JR4 @lldy Cash «CFOsale (MB & e 4l
S Ll J¥) el z 3 el Jilas il a3 A5 Y] Al (g Jali ) cBlelas Jilas
) il = 3satll Jad 8 2y s Lalie dABildie e culidle <l clS 8 Ayl i)
(Al il sl .6 .Y

Dl 23kl Apldll g la ) dh 3 dlaie oS5 A i) of Galdl dalaill (e a3
salyys L) (el gyies Al )l saga cp AD Jo @) e dysall S s )
adl yis canls ale sladl culd (S5 aly gl il 8 Lanses Adle ALl oda culS si ¢ jlaiY)
e 4Dle 23] FRQA bl )il 53sad aanall (bl e Lah slaie ) oSy Allal) oda b
OIS My gAY AN aplaal) il el 4 Eua oGl 0l L) (el g i
G aY a ey Losay o lana) salys LY el Als (e JS 8 Wl B3 deladl)
oati e O Al ol Basa o Adle A cwl a8 Gl e Jasall 5 laeY)
Agsina (S5 Al AL oda o V) ¢ lainnd) salyys L]

ool Basa G Adle ADle apag oaly Al SO Gl Jed S atld @l e ol
O Gty i) 3al) e ISy el e Jasadll il Aaaddl 40l
bl Belisy Atlal) il Saga o ABNaY o LY 50y L pal) adlgall 5 0.0

sl (e il Ll A laiiad)

sl ALl plEll sagm Gp A e ALY 8y Apal) adloall B oly oSa
SN LAl DA e Gl il Lol A yLeia) <l
RN B LSy Adlal) LBl Baga G ABMY o L) 5y Ay al) adlgad) 5 0.0,

140 Ly

oVl Bags e Jlasily paladly CEN Bkl 2 dsaill Galad 2305 (V) Jsas maan
eapall cquall e Aila) ae (B Jelead) aliagg) AWy bl s e e 4l
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sias Al ol sas e g sl Y1 dil) S AW ) (B, Jalaal) afiag)
sl o3 b aLaa¥) Jlae i 3 a5 (B3 Jalaal) 4biags) upeall sl

P Al g dgadll jasiV) Julad milid :(V) o) Jgaa
INVEffi 141 = ao + f1FRQi + foTaxis + f3FRQ*Taxi; + fnControls;; + &y

Dependent Variable=Underinvestment | Dependent Variable=Overinvestment
1 2 3 4 5 6 7 8
FRQ1 | FRQ2 | FRQ3 | FRQ4 | FRQ1 | FRQ2 | FRQ3 | FRQ4
(Constant) B| .222* .231* .198* .216* -.141 -.135 -.149 -.122
t 2.173 2.291 1.972 2.173 -.653 -.698 -.801 -.647
FRQ B .000 -.003 .000 -.001 -011 011 -.033 -.021
t .062 -.354 -111 -.153 -.402 1.037 | -1.557 - 772
Tax B .003 -.001 .001 .004 -.002 -.001 -.001 .001
t 872 -.583 .651 1.372 -.365 -211 -.194 .265
FRQ*Tax Bl -.012 -.022 -.006 -.027 011 .005 -.001 -.008
t -804 | -1.129 -535 | -1.322 .640 .909 -177 | -1.155
Size B| -.022*| -023*| -.019* | -.021* .016 .012 .019 .021
t| -2.331| -2.383| -2.106 | -2.325 .661 459 .837 .858
Age Bl -.018 -.015 -.015 -.016 .051 .046 .040 .041
t -.845 -.705 -.718 -.752 1.233 1.136 1.014 1.000
MB Bl -.001 -.001 -.001 -.001 -.001 -.001 -.001 -.001
t| -1.188 | -1.122 | -1.207 | -1.194 -.499 -.598 -.811 -.649
ROA B .000 .000 .000 .000 .001 .000 .001 .001
t 445 .367 497 .361 567 483 783 .839
LEV B 011 .012 .010 011 197* .195* .190* 176*
t 225 .240 201 222 2.243 2.323 2.436 2.190
Tang Bl -.025 -.017 -.025 -.023 -.067 -.088 -.052 -.050
t -.845 -.588 -.839 -789 | -1.024 | -1.327 -.804 -.749
Cash Bl -011 -.008 -.006 -.006 -.088 -.093 -.058 -.072
t -.205 -.168 -.124 -115 | -1.103 | -1.174 -.738 -.915
Slack B .000 .000 .000 .000 | -.006* | -.007*| -.007* | -.006*
t -.113 .049 -.139 -107 | -2.699 | -2.865 | -2.865| -2.547
CFOsale Bl -.016 -.018 -.015 -.016 -.011 -.012 -.014 -.014
t| -1.203 | -1.345| -1124 | -1.174 -982 | -1.069 | -1.248 | -1.189
OperatingCycle | B| -.005 -.009 -.003 -.005 -.012 -.013 -.009 -.011
t -.284 -513 -.188 -.279 -551 -.607 -.450 -.553
StdRev B .008 .009 .006 .007 -.003 .003 -.005 -.009
t 799 .870 682 .758 -.152 127 -.276 -.430
StdInvest B| .251* .251* 257* .258* | 1.000* .980* | 1.005* | 1.002*
t 3.283 3.279 3.339 3.395 7.952 7.771 8.244 7.881
AssetsGrowth B .020 .023 027 .023 .370* .389* .335* .329*
t 430 .507 587 502 3.586 3.764 3.330 3.174
Zscore Bl -.006 -.010 -.003 -.006 .019 .027 .018 .013
t -.543 -.810 -.275 -.490 561 792 .558 408
R’ .205 214 203 214 .568 574 593 579
Adjusted R? 102 112 .100 112 483 490 512 496
Durbin-Watson 1.833 1.870 1.847 1.855 2.675 2.636 2.708 2.707
F 1.992 2.103 1.966 2.094 6.661 6.820 7.356 6.963
Sig. .016 .010 .018 .010 .000 .000 .000 .000
N 149 149 149 149 104 104 104 104
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1&‘)5‘ ‘M‘ 533& Dlaady) Jalad LY :(A) eéJ Joia
INVEffi 11 = a0 + S1FRQi + S5 Liquidity;s + S3FRQ* Liquidity;; + S.Controls;; + &y

Dependent Variable=Underinvestment | Dependent Variable=Overinvestment
1 2 3 4 5 6 7 8
FRQ1 | FRQ2 | FRQ3 | FRQ4 | FRQ1 | FRQ2 | FRQ3 | FRQ4
(Constant) Bl .213* .214* .207* 221* -211 -.083 -.176 -.141
t 2.072 2.154 2.107 2.227 -.979 -433 -.962 -.745
FRQ B| -.004 -.009 -.002 -.008 .031 .012 | -.031* -.032
t -430 | -1.095 -498 | -1.031 .803 1.055 | -2.039 | -1.237
Liquidity B| -3104 | -2426 | -2823 -189 | -.154* | -194* | -203* | -.1898
t| -1.132 -.889 | -1.067 -691 | -1.863 | -2.211 | -2.611 | -2.359
FRQ* B .012 .036 .060 .063 .150 .028 -.123 -.022
Liquidity t 379 .661 1.900 1.520 1.461 .601 | -1.092 -.217
Size B| -.021*| -.020* | -.021* | -.022* .028 .006 .023 .022
t| -2228 | -2.221 | -2.343 | -2.433 1.075 .240 1.009 937
Age Bl -.016 -.010 -.018 -.014 .025 .040 041 .051
t -.752 -.458 -.875 -.687 .569 .986 1.069 1.271
MB B| -.001 -.001 -.001 -.001 -.001 -.001 -.001 -.001
t| -1.215| -1.136 | -1.354 | -1.450 -.655 -.568 -.689 -.519
ROA B .000 .000 .000 .001 .001 .001 .001 .001
t 322 491 916 .907 .750 .609 .853 .708
LEV B .010 .009 .018 .022 2328 2424 1466 2286
t 212 181 372 450 1.328 1.380 .824 1.295
Tang B| -.024 -.016 -.019 -.018 -.073 -.088 -.056 -.049
t -.817 -.551 -.657 -625 | -1.127 | -1.322 -.878 -.725
Cash Bl -.008 -.008 -.015 -.027 .087 .092 146 113
t -.146 -.163 -.317 -.504 .790 .843 1.380 1.044
Slack B .000 .000 .000 .000 | -.006* | -.007* | -.008* | -.007*
t -.104 .041 -.132 -131 | -2.626 | -2.927 | -3.496 | -2.961
CFOsale B| -.016 -.018 -.016 -.017 -.009 -011 -.013 -.009
t| -1.179 | -1.314 | -1182 | -1.310 -854 | -1.036 | -1.202 -.808
OperatingCycle | B| -.004 -.006 -.002 -.003 -.012 -.014 -.005 -.011
t -221 -372 -.137 -.160 -.603 -.670 -.236 -515
StdRev B .007 .006 .007 .007 -.003 .004 -.008 -.010
t 751 611 782 726 -171 .207 -419 -.485
StdInvest B| .251* .258* .284* .258* .980* 973* | 1.026* | 1.023*
t 3.271 3.379 3.678 3.412 7.902 7.752 8.467 8.101
AssetsGrowth B .021 .028 .016 .020 335 .393* .333* .343*
t 435 .603 .338 425 3.215 3.781 3.369 3.311
Zscore Bl -.004 -.006 -.004 -.005 .021 .022 .022 .011
t -.376 -.494 -374 -.409 .634 .653 704 .322
R’ .201 .209 222 216 576 571 .598 573
Adjusted R? .105 113 128 121 499 492 524 494
Durbin-Watson 1.842 1.866 1.908 1.877 2.748 2.628 2.686 2.682
F 2.082 2.175 2.353 2.275 7.401 7.243 8.080 7.294
Sig. .013 .009 .004 .006 .000 .000 .000 .000
N 149 149 149 149 104 104 104 104
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