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Abstract:

This study investigates the effect of operating cash flows and
leverage on financial reporting quality and investment -efficiency
Relationship, based upon a sample of 232 observations with data
covering the years 2013-2016 from 58 cross-section listed companies in
Egyptian Exchange after excluding Banks and financial services
companies due to the special nature of this sector. It has been concluded
that the financial reporting quality positively affects investment efficiency
in the Egyptian business environment. The results also indicate that the
operating cash flows and leverage adversely moderate the significance of
the financial reports quality and investment efficiency relationship. In
another words the higher the level of operating cash flows and / or the
level of leverage, the less the effect of financial reports quality on
investment efficiency. The results of the additional analysis indicate that
the significance of the effect of some control variables on investment
efficiency, such as ROA, sales and size, finally The results indicate that
the financial reporting quality reduces both over-investment and under-
investment, and the significance of the financial reporting quality and
investment efficiency relationship can be changed due to changing the
method of measuring the financial reports quality.

Keywords: financial reporting quality, investment efficiency, over-
investment, under-investment, operating cash flows, leverage, Egyptian
Exchange.
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Variables Entered/Removed”

Variables Variables
Model Entered Removed Method
1 PPE/TA, 1/TA, Enter
(?Rev —
?Rec)/TA

a. All requested variables entered.
b. Dependent Variable: TACC/TA

Model Summary”

Adjusted R Std. Error of the

Model R R Square Square Estimate Durbin-Watson

1 .166° .028 .015 .1063137 1.680

a. Predictors: (Constant), PPE/TA, 1/TA, (?Rev — ?Rec)/TA

b. Dependent Variable: TACC/TA

ANOVA®
Model Sum of Squares df Mean Square F Sig.
1 Regression .073 3 .024 2.164 .093?
Residual 2.577 228 .011
Total 2.650 231
a. Predictors: (Constant), PPE/TA, 1/TA, (?Rev — ?Rec)/TA
b. Dependent Variable: TACC/TA
Coefficients®
Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) .031 .012 2.678 .008

UTA -69387.799- 900705.638 -.005- -.077- .939 .988 1.012
(?Rev — ?Rec)/TA .038 .042 .060 911 .363 .984 1.016
PPE/TA -.081- .033 -.160- -2.444- .015 .990 1.010

a. Dependent Variable: TACC/TA
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Normal P-P Plot of Regression Standardized Residual
Dependent Variable: TACCITA
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Variables Entered/Removed”

Variables Variables
Model Entered Removed Method
1 RevGrowth® Enter

a. All requested variables entered.

b. Dependent Variable: Invest

Model Summaryb

Adjusted R Std. Error of the
Model R R Square Square Estimate Durbin-Watson
1 .036° .001 -.003- .0819512 1.785
a. Predictors: (Constant), RevGrowth
b. Dependent Variable: Invest
ANOVA"

Model Sum of Squares df Mean Square F Sig.
1 Regression .002 1 .002 .294 .588?

Residual 1.545 230 .007

Total 1.547 231

a. Predictors: (Constant), RevGrowth

b. Dependent Variable: Invest

oy




Coefficients?

Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) .029 .006 5.194 .000
RevGrowth .017 .032 .036 542 .588 1.000 1.000

a. Dependent Variable: Invest

Normal P-P Plot of Regression Standardized Residual

Dependent Variable: Invest

Expected Cum Prob

0.2

0.0

T T
0.2 04 08 08 1.0

Observed Cum Prob
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Main relation:

Variables Entered/Removed”

Variables Variables
Model Entered Removed Method
1 N.AFRQ? Enter

a. All requested variables entered.
b. Dependent Variable: N.A.InvEff

Model Summary”

Adjusted R Std. Error of the
Model R R Square Square Estimate Durbin-Watson
1 .208% .043 .039 .79543523 1.720

a. Predictors: (Constant), N.A.F,R,Q
b. Dependent Variable: N.A.InvEff
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ANOVAP

Model Sum of Squares df Mean Square F Sig.
1 Regression 6.605 1 6.605 10.439 .001?
Residual 145.525 230 .633
Total 152.130 231
a. Predictors: (Constant), N.A.F,R,Q
b. Dependent Variable: N.A.InvEff
Coefficients®
Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) -.430- .071 -6.044- .000
N.A.F,R,Q 232 .072 .208 3.231 .001 1.000 1.000

a. Dependent Variable: N.A.InvEff

Normal P-P Plot of Regression Standardized Residual
Dependent Variable: N.A.InvEff
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Moderator CFO:

Variables Entered/Removed®

N.AAFRQ,

CFO/ T.A

Variables Variables
Model Entered Removed Method
1 (CFO)*(F,R,Q), Enter
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Variables Entered/Removed”

Variables Variables
Model Entered Removed Method
1 (CFO)*(F,R,Q), Enter
N.AFRQ,
CFO/ T.A

a. All requested variables entered.
b. Dependent Variable: N.A.InvEff

Model Summaryb

Adjusted R Std. Error of the
Model R R Square Square Estimate Durbin-Watson
1 .260° .068 .055 78879029 1.712
a. Predictors: (Constant), (CFO)*(F,R,Q), N.A.F,R,Q, CFO/ T.A
b. Dependent Variable: N.A.InvEff
ANOVA"®
Model Sum of Squares df Mean Square F Sig.
1 Regression 10.270 3 3.423 5.502 .001°
Residual 141.859 228 .622
Total 152.130 231

a. Predictors: (Constant), (CFO)*(F,R,Q), N.A.F,R,Q, CFO/ T.A
b. Dependent Variable: N.A.InvEff

Coefficients®

Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) -.374- .082 -4.545- .000

N.A.F,.R,Q .231 .073 .208 3.176 .002 .953 1.049
CFO/T.A -1.362- .707 -.184- -1.927- .055 .450 2.223
(CFO)*(F,R,Q) -.962- .398 -.228- -2.414- .017 457 2.187

a. Dependent Variable: N.A.InvEff




Normal P-P Plot of Regression Standardized Residual

Dependent Variable: N.A.InvEff

0.6

049

Expected Cum Prob

0.2

Moderator LEV:

0o gl

Observed Cum Prob

(u‘) "g a:§

Variables Entered/Removed”

Variables Variables
Model Entered Removed Method
1 (Lev)*(F,R,Q), Enter
Lev/T.A,
N.A.F,R,Q

a. All requested variables entered.
b. Dependent Variable: N.A.InvEff

Model Summary”

Adjusted R Std. Error of the
Model R R Square Square Estimate Durbin-Watson
1 .364° .133 121 .76066991 1.672
a. Predictors: (Constant), (Lev)*(F,R,Q), Lev/IT.A, N.A.F,R,Q
b. Dependent Variable: N.A.InvEff
ANOVA®
Model Sum of Squares Df Mean Square F Sig.
1 Regression 20.205 3 6.735 11.640 .000%
Residual 131.925 228 579
Total 152.130 231
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ANOVA®

Normal P-P Plot of Regression Standardized Residual

Dependent Variable: N.AInvEff

Expected Cum Prob

L] 02 04 06 08
Observed Cum Prob

1y

Model Sum of Squares Df Mean Square F Sig.
1 Regression 20.205 3 6.735 11.640 .000?
Residual 131.925 228 579
Total 152.130 231
a. Predictors: (Constant), (Lev)*(F,R,Q), Lev/T.A, N.A.F,R,Q
b. Dependent Variable: N.A.InvEff
Coefficients?®
Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
(Constant) -.113- 120 -.939- .349
N.A.F,R,Q .749 127 .673 5.903 .000 .293 3.417
Lev/T.A -.843- .269 -.258- -3.129- .002 .559 1.790
(Lev)*(F,R,Q) -1.298- .268 -.628- -4.847- .000 .226 4.419
a. Dependent Variable: N.A.InvEff




Both moderators:

(V) a8 3ale

Variables Entered/Removed”

Variabl
Model

Entered

es

Variables

Removed

Meth

od

1 (CFO)*(F,R,Q),

LevIT.A,

N.AF,R,Q
CFO/ TA,
(Lev)*(F,R

Q)

Enter

a. All requested variables entered.
b. Dependent Variable: N.A.InvEff

Model Summary”

Adjusted R Std. Error of the
Model R R Square Square Estimate Durbin-Watson
1 4132 .170 152 74724927 1.660

a. Predictors: (Constant), (CFO)*(F,R,Q), Lev/T.A, N.A.F,R,Q, CFO/ T.A, (Lev)*(F,R,Q)
b. Dependent Variable: N.A.InvEff

ANOVA"®
Model Sum of Squares df Mean Square F Sig.
1 Regression 25.935 5 5.187 9.289 .000?
Residual 126.194 226 .558
Total 152.130 231
a. Predictors: (Constant), (CFO)*(F,R,Q), Lev/T.A, N.A.F,R,Q, CFO/ T.A, (Lev)*(F,R,Q)
b. Dependent Variable: N.A.InvEff
Coefficients®
Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) -.066- .123 -.537- .592
N.A.F,R,Q .784 125 .705 6.267 .000 .290 3.445
LeviT.A -.881- .266 -.270- -3.315- .001 .553 1.807
(Lev)*(F,R,Q) -1.424- .269 -.689- -5.290- .000 .216 4.627
CFO/T.A -1.207- .670 -.163- -1.801- .073 449 2.229
(CFO)*(F,R,Q) -1.195- .381 -.284- -3.139- .002 .450 2.225

1y




Coefficients?

Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics

Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) -.066- .123 -.537- .592

N.A.F,R,Q .784 125 .705 6.267 .000 .290 3.445

LeviT.A -.881- .266 -.270- -3.315- .001 .553 1.807

(Lev)*(F,R,Q) -1.424- .269 -.689- -5.290- .000 .216 4.627

CFO/T.A -1.207- .670 -.163- -1.801- .073 449 2.229

(CFO)*(F,R,Q) -1.195- .381 -.284- -3.139- .002 .450 2.225
a. Dependent Variable: N.A.InvEff

MNMormal P-P Plot of Regression Standardized Residual
i o Dependent Wariable: MN_.A.INvEF
§ 0.0
: oo o= Obsit—ved Cur:!;rob oe 1o
(A) 'é - ;
Controls
Model Summary”
Adjusted R Std. Error of the

Model R R Square Square Estimate Durbin-Watson

1 .316° .100 .067 78372133 1.778

a. Predictors: (Constant), Sales R., W.C., N.A.F,R,Q, CFO/ T.A, Size (log T.A) , LeVv/T.A,

E/ T.A, PPE/TA

b. Dependent Variable: N.A.InvEff

ANOVA"
Model Sum of Squares df Mean Square F Sig.
1 Regression 15.159 8 1.895 3.085 .003?
Residual 136.971 223 .614
Total 152.130 231

¢




ANOVAP

Model Sum of Squares df Mean Square F Sig.

1 Regression 15.159 8 1.895 3.085 .003%
Residual 136.971 223 .614
Total 152.130 231

a. Predictors: (Constant), Sales R., W.C., N.A.F,R,Q, CFO/ T.A, Size (log T.A), Lev/T.A, E/ T.A,

PPE/TA

b. Dependent Variable: N.A.InvEff

Coefficients?

Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) -2.086- .826 -2.527- .012
N.A.F.R,Q .223 .074 .200 3.019 .003 916 1.092
Size (log T.A) 165 .086 154 1.925 .056 630 1.587
CFO/T.A .138 .565 .019 .245 .807 .694 1.441
Lev/iT.A -.134- .255 -.041- -.525- .600 .660 1.514
W.C. .329 .288 114 1.140 .255 .406 2.461
PPE/TA .216 .308 .056 .703 .483 .627 1.596
E/TA -1.472- .612 -.187- -2.407- .017 671 1.490
Sales R. .344 117 .207 2.939 .004 .810 1.234

a. Dependent Variable: N.A.InvEff

Normal P-P Plot of Regression Standardized Residual

Dependent Variable: N.AInvEff
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(2) a8 3ale

SEN case (1-A): Overinv

Variables Entered/Removed”

Variables Variables
Model Entered Removed Method
1 N.AFRQ? Enter

a. All requested variables entered.

b. Dependent Variable: N.A.overlnv

Model Summary”

Adjusted R Std. Error of the
Model R R Square Square Estimate Durbin-Watson
1 .215° .046 .034 1.05200107 2.002
a. Predictors: (Constant), N.A.F,R,Q
b. Dependent Variable: N.A.overlnv
ANOVA®
Model Sum of Squares Df Mean Square F Sig.
1 Regression 4.346 1 4.346 3.927 .051%
Residual 89.643 81 1.107
Total 93.989 82
a. Predictors: (Constant), N.A.F,R,Q
b. Dependent Variable: N.A.overlnv
Coefficients®
Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) -.587- 161 -3.640- .000
N.A.F,R,Q .298 .150 .215 1.982 .050 1.000 1.000

a. Dependent Variable: N.A.overlnv

"




Normal P-P Plot of Regression Standardized Residual

Dependent Variable: N.A.overinv
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SEN case (1-B): Under Inv.

Variables Entered/Removed”

Variables Variables
Model Entered Removed Method
1 N.AF.RQ? Enter

a. All requested variables entered.

b. Dependent Variable: N.A.underlnv

Model Summaryb

Adjusted R Std. Error of the
Model R R Square Square Estimate Durbin-Watson
1 .180° .032 .026 .58938949 1.455
a. Predictors: (Constant), N.A.F,R,Q
b. Dependent Variable: N.A.underinv
ANOVA"®

Model Sum of Squares Df Mean Square F Sig.
1 Regression 1.710 1 1.710 4.924 .028?

Residual 51.065 147 .347

Total 52.775 148

a. Predictors: (Constant), N.A.F,R,Q
b. Dependent Variable: N.A.underlnv

1y




Coefficients?

Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) -.356- .065 -5.483- .000
N.A.F,R,Q .153 .069 .180 2.219 .028 1.000 1.000

a. Dependent Variable: N.A.underlnv

Normal P-P Plot of Regression Standardized Residual

Dependent Variable: N.A.underlnv
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Kothari model

Variables Entered/Removed”

Variables Variables
Model Entered Removed Method
1 ROA, PPE/TA, Enter
1/TA, ?Rev

a. All requested variables entered.

b. Dependent Variable: TACC/TA

TA




Model Summaryb

Adjusted R Std. Error of the
Model R R Square Square Estimate Durbin-Watson
1 4792 .229 .216 | .094865748786 1.787
3
a. Predictors: (Constant), ROA, PPE/TA, 1/TA, ?Rev
b. Dependent Variable: TACC/TA
ANOVA"®
Model Sum of Squares df Mean Square F Sig.
1 Regression .607 4 152 16.875 .000%
Residual 2.043 227 .009
Total 2.650 231
a. Predictors: (Constant), ROA, PPE/TA, 1/TA, ?Rev
b. Dependent Variable: TACC/TA
Coefficients®
Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) -.011- .012 -.969- .334

1/TA 699249.198 811393.046 .051 .862 .390 .969 1.032
?Rev .049 .037 .077 1.304 .194 .968 1.033
PPE/TA -.058- .030 -.115- -1.964- .051 .982 1.018
ROA 461 .062 443 7.476 .000 .967 1.035

a. Dependent Variable: TACC/TA

14




Normal P-P Plot of Regression Standardized Residual

Dependent Variable: TACCITA
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SEN case (2- Kothari)

Variables Entered/Removed”

Variables Variables
Model Entered Removed Method
1 NA. FRQ Enter
(Kothari)

a. All requested variables entered.
b. Dependent Variable: NA.InvEff

Model Summaryb

Adjusted R Std. Error of the
Model R R Square Square Estimate Durbin-Watson
1 .257°% .066 .062 .78597738 1.731
a. Predictors: (Constant), NA. FRQ (Kothari)
b. Dependent Variable: NA.InvEff
ANOVA"®

Model Sum of Squares Df Mean Square F Sig.
1 Regression 10.045 1 10.045 16.260 .000?

Residual 142.085 230 .618

Total 152.130 231




ANOVAP

Model Sum of Squares Df Mean Square F Sig.
1 Regression 10.045 1 10.045 16.260 .000%
Residual 142.085 230 .618
Total 152.130 231
a. Predictors: (Constant), NA. FRQ (Kothari)
b. Dependent Variable: NA.InvEff
Coefficients®
Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) -.390- .071 -5.499- .000
NA. FRQ (Kothari) .289 .072 .257 4.032 .000 1.000 1.000

a. Dependent Variable: NA.InvEff

Normal P-P Plot of Regression Standardized Residual

Dependent Variable: NA.InvEff
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Variables Entered/Removed”

CFO/ T.A,
CFOt-1,
CFOt+1

Variables Variables
Model Entered Removed Method
1 ?Rev, PPE/TA, Enter
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Variables Entered/Removed”

Variables Variables
Model Entered Removed Method
1 ?Rev, PPE/TA, Enter
CFO/ T.A,
CFOt-1,
CFOt+1
a. All requested variables entered.
b. Dependent Variable: TACC/TA
ANOVA®
Model Sum of Squares df Mean Square F Sig.
1 Regression .455 5 .091 12.336 .000?
Residual .811 110 .007
Total 1.266 115
a. Predictors: (Constant), ?Rev, PPE/TA, CFO/ T.A, CFOt-1, CFOt+1
b. Dependent Variable: TACC/TA
Coefficients®
Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) .035 .013 2.640 .009
CFO/ T.A -.643- .091 -.599- -7.086- .000 .815 1.228
CFOt+1 .345 .087 .347 3.958 .000 .756 1.322
CFOt-1 .071 .075 .076 .948 .345 .904 1.106
PPE/TA -.080- .039 -.156- -2.043- .043 .993 1.008
?Rev .093 .040 .181 2.348 .021 .984 1.016

a. Dependent Variable: TACC/TA
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Normal P-P Plot of Regression Standardized Residual
Dependent Variable: TACCITA
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SEN case (2- Francis)

Variables Entered/Removed”

(1)
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Variables Variables
Model Entered Removed Method
1 NA. FRQ Enter
(Francis)

a. All requested variables entered.
b. Dependent Variable: NA.InvEff

Model Summaryb

Adjusted R Std. Error of the
Model R R Square Square Estimate Durbin-Watson
1 .063? .004 .000 .81337534 1.705
a. Predictors: (Constant), NA. FRQ (Francis)
b. Dependent Variable: NA.InvEff
ANOVA"

Model Sum of Squares Df Mean Square F Sig.
1 Regression .602 1 .602 910 .341%

Residual 151.502 229 .662

Total 152.103 230

a. Predictors: (Constant), NA. FRQ (Francis)
b. Dependent Variable: NA.InvEff
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Coefficients?

Unstandardized Coefficients

Standardized

Coefficients

Collinearity Statistics

Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) -.557- .061 -9.127- .000
NA. FRQ (Francis) .084 .088 .063 .954 .341 1.000 1.000

a. Dependent Variable: NA.InvEff

Normal P-P Plot of Regression Standardized Residual

Dependent Variable: NA.InvEff
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