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Abstract: They use various investments which require different finance methods to have close competition with the 
other firms. The present study seeks to examine the relationship between corporate governance mechanisms and 
overinvestment of IPO firms. The population of this study is composed of the firms listed on the Tehran Stock 
Exchange, which has been initially listed on the stock exchange. The sample constitutes of the listed firms from 
2005 to 2012. The collected data is analyzed by using the multivariate regression method. The findings reveal that 
there is a significant direct relationship between CEO ownership and the overinvestment of IPO firms. It is further 
found that CEO duality and overinvestment are directly associated.  
[Hamid Reza Ranjbar Jamal Abadi, Seyedh Arezoo Mozafari, Ftemeh Shirgholami. Investigating the percentage 
of ownership of the CEO and the size of the company with More financing for IPOs. Rep Opinion 
2017;9(10):73-78]. ISSN 1553-9873 (print); ISSN 2375-7205 (online). http://www.sciencepub.net/report. 13. 
doi:10.7537/marsroj091017.13. 
 
Keywords: directly associated, Overinvestment, Board Members, CEO ownership  

 
Introduction  

Corporate governance is a set of the controlling 
regulations, policies and guidelines which are aimed 
to help in achieving the organizational objectives. 
Those firms which have initially offered their stocks 
are defined as IPO firms. The overinvestment is a 
phenomenon in which the firms invest in various 
projects that are out of their financial ability and 
capacity. In terms of the relationship between 
corporate governance principles and the 
overinvestment strategy among IPO firms, it is found 
that it is popular to use this method for financing the 
firms which results in over finance. Internal corporate 
governance mechanisms might significantly decrease 
the overinvestment. The IPO firms confront with 
significant problems associated with over finance. 
However, CEO duality results in over finance in order 
to the overinvestment of the IPO firms. In addition, 
the top executives use the budgets of IPO firms to 
compensate the monetary deficiencies and tend to 
overinvest. By improving the power balance between 
the shareholders, the overinvestment decreases 
significantly. Generally, this study examines the role 
and the effect of corporate governance mechanisms on 
using the over finance strategies in IPO firms.  

As a result, this study examines the effect of 
corporate governance principles on using the over 
finance strategies of the IPO firms. The combination 
of shareholders of various firms is different. Part of 
firm's ownership is on the hand of minor shareholders 
and real parties. This group trusts on public 
information like released financial statements in order 

to supervise manager's performance. While the other 
part of firm's ownership is for major professional 
stakeholders who, in contrast to first group, access to 
internal valuable information about future 
perspectives, business strategies and long-time 
investment of firm through direct communication with 
firms' managers. 

In recent years, managers are encouraged to 
profit under voluntary management. Also it is 
proceeded to manage profit when the managers use 
judgment in financial statement and transaction in 
order to change financial statements used to mislead 
some of the bankers about economical performance of 
firm or to affect contractual profits. The managers are 
flexible in selecting audit policies to maximize their 
use. In order words, it seems that potential investors 
play an important role in this regard. When the 
motivation is high to manipulate profit, irresponsible 
managers and major potential investors have a weak 
role in reducing the abnormality of unusual accruals. 
When potential investors, like banks and pension 
fund, are the owners of firm, the manager will be 
limited to manage profit (Modares and et al, 1999). 
Theoretical Bases  

The corporate governance mainly targets the 
long-term life of the economic entity and aims to 
protect the interests of the shareholders in the 
management of the organization. The two objectives 
of the corporate governance are: mitigating the risk of 
the economic enterprises by improving and enhancing 
the transparency and responsiveness; and long-term 
efficiency of the organization through avoiding 
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dictator behaviors and non-responsibility of the 
executives (Hassas Yeganeh, 2009).  

Corporate governance is one of the vital 
components of successful businesses which has been 
widely used by the public. Institutional shareholding 
and its impact on making financial and managerial 
decisions are the issues that the firms might be 
confronted with. (Rahanama Roudposhti and Aslani, 
2008).  

Appropriate establishment of the corporate 
governance mechanisms results in the optimum 
allocation of the resources, protection of the 
stakeholders’ rights and growth of the sustainable 
development by attracting the investors. To achieve 
this objective, the officials and the policy makers 
should create the legal setting and monitoring agents 
and provide a secured environment for the economic 
and investment operations (Hosseini and Rahbari, 
2008). Reducing the finance costs is one way to create 
value. As a result, the quality of the corporate 
governance seems necessary for the costs of the debts 
(Ahmad Pour et al, 2010).  

Obviously, the investors aim to achieve the 
return which is determined to be appropriate for the 
investment goals. For the firms successful in creating 
value, the investors and the shareholders play a role 
and the stock price increases.  

There are some optimal methods help managers 
to increase sale or decrease voluntary costs in 
economical crisis called the ways of manipulating real 
activities like price reduction of product sale. A 
fundamental factor to test profit management in firms 
is to estimate voluntary factor and managers' comment 
to determine profit (Roychowdhurg, 2006). Profit 
quality is not clear and observable. Various definitions 
are stated in past studies, and there is no agreement on 
it. In the majority of audit researches, accruals are 
used to measure profit quality with regard to this 
argument that accruals are direct criteria of profit 
management and it is a factor that helps profit quality 
(Moradzadeh Fard and et al, 1999). 
Research Background  

The components of an enterprise might have 
determinant roles. The efficient and skillful managers 
have different efficiencies in comparison with the 
inefficient and weak managers. Corporate governance 
is a set of the relationships between the executives, 
board of directors, shareholders and other 
stakeholders who intend to create an appropriate 
structure for adjusting the objectives and determining 
the ways that these objectives are satisfied and the 
operations are controlled (Kashani Pour and Resayian, 
2009).  

Corporate governance also provides a structure 
by which the objectives are determined and the ways 
to achieve the goals are clearly identified (Alnajjar, 

2010). Different structures in the ownership system 
(including ownership and combination) have created 
diverse corporate governance systems affected by 
cultural, religious, legal, political and economic 
factors (Rahnama Roudposhti and Aslani, 2008).  

In a study about the impact of free cash flows 
and the finance limitations on the over-and-under 
investment, Tehrani and Hesar Zadeh (2009) found 
that the free cash flows resulting from the information 
asymmetry among the managers and shareholders 
results in the overinvestment. On the other hand, the 
limitations in the finance lead to under-investment. 
The authors used the financial information of the 
Tehran listed firms over a period from 2000 to 2006 to 
empirically examine the relationship between the free 
cash flows and the overinvestment. The association 
between the finance limitation and the under-
investment has been further investigated. The results 
of their study indicated that there is a significant 
relationship between free cash flows and 
overinvestment. In addition, no significant 
relationship is found between the financial limitations 
and under-investment.  

Ghanbari (2007) tested the relationship between 
the non-executive board members, internal auditors, 
information transparency and institutional investment 
with the firm performance over a period from 2003 to 
2005. They concluded that the non-executive board 
members have no effect on the performance. 
However, the internal auditing is found to have a 
direct relationship with the performance. This 
relationship, however, does not hold for the 
information transparency.  

Vakili Fard and Bavand Pour (2010) examined 
the relationship between corporate governance 
measures and the performance. They used institutional 
shareholders, blockholders, non-executive board 
members and the quality of the financial information 
as the mechanisms of the corporate governance. Using 
a sample composed of 94 firms for a five-year period 
from 2004 to 2008, it was found that the non-
executive members have significant and inverse 
relationship with the firm performance.  

Aghayi et al (2009) considered the corporate 
governance attributes and information content of the 
earnings of the Tehran listed firms. They examined 
the relationship between corporate governance 
attributes and information content of the earnings over 
a period from 2001 to 2007 for the firms listed on the 
Tehran Stock Exchange. Verdi (2006) showed that 
there is a stronger relationship between the quality of 
the financial reporting and under-investment of the 
financially distressed firms. The association between 
the reporting quality and overinvestment for the firms 
with huge amounts of cash is also found to be 
stronger. For the firms intending to have 
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overinvestment in business fields, the investment 
quality is found to be negatively associated with the 
investment.  

Exo et exia (2012) investigated the measures of 
the internal corporate governance and their 
relationship with the financial issues of IPO firms 
over a period from 2006 to 2010. They selected 372 
firms as the sample. The overinvestment of IPO firms 
in the Chinese capital market is considered as one of 
the significant issues. They concluded that 
overinvestment has a negative effect on the firm 
performance and negatively impacts the long-term 
return on investment. In addition, the measures of the 
internal governance are effective in avoiding the 
overinvestment. The findings revealed that CEO 
duality results in the overinvestment. It was also 
found that when the CEO compensation is excessive, 
the overinvestment of IPO firms is being motivated 
and this is popular among the privatized firms rather 
than the public ones.  

Pincel and et al (2000) studied the profit 
management in England. In this study, the focus was 
on the role of irresponsible managers and audit 
commission in board of directors. The results 
indicated that the number of irresponsible managers 
has a reverse relationship with the probability of 
management of abnormal accruals in order to avoid 
reporting loss or profit reduction. More investigations 
show that this relationship is limited to the firm 
having separate corporate governance and controlling 
more decisions. 

Shelifer and Winsi (1986) noted that all the 
stakeholders benefit from the supervision of a major 
stakeholder because there is no cost for this 
supervision, and also the major shareholders are 
motivated enough to supervise actively on profit 
management. 

Chung, Firth and Kim (2002) investigated the 
potential control and management of profit resulted 
from lost opportunity, and found that potential 
investors avoid to be included in management of 
accruals for smoothing profit in order to reach to the 
optimal profit level. 

Que (2003) studied the relationship between 
potential investors and profit management in 
Australian firms. The results indicated that the 
relationship between potential investors and profit 
management is nonlinear and concave. It means that 
first, increases in profit management causes 
shareholders' ownership till it reaches to maximize 
level then starts to decrease. 
Research Methodology  

This is an applied study using descriptive 
methods to implement the research steps. In terms of 
the relationship between the variables, the present 
study is a correlation study, because its findings might 

be practically employed. The type of the data has been 
measured quantitatively and the required information 
has been collected from the verified databases of the 
Tehran Stock Exchange.  
Hypotheses Development 

The research hypotheses are classified into four 
categories:  

1. There is a significant relationship between 
CEO ownership and overinvestment of IPO firms.  

2. There is a significant relationship between 
CEO duality and overinvestment of IPO firms.  
Population and Sample 

The population of this study is composed of the 
firms listed on the Tehran Stock Exchange. To 
determine the sample, the firms with the following 
criteria have been selected:  

a) There should be no change of the fiscal year 
from 2005 to 2012. 

b) The required information should be 
available.  

c) There should be no transaction stop for more 
than 70 days.  

d) The firms should have been subscribed since 
2005.  
Data Collection  

Using the information on the financial statements 
and the reports of the Tehran Stock Exchange, the 
required data has been gathered and analyzed by 
Rahavard-e-Novin, Dena Sahm and Tadbir Pardaz 
software.  

The required information is exploited from the 
financial statements represented by the Tehran listed 
firms. The notes to the financial statement and the 
income statement are used to collect the information 
about the variables. The financial information of IPO 
firms is represented by using the financial statements.  
Data Analysis Method 

The data is described by using descriptive 
statistics and the hypotheses are analyzed by 
multivariate regression methods. The collected data is 
analyzed by EXCEL and EVIEWS software.  

The following model is used to analyze the data 
and test the hypotheses:  
OIt+ 1= α0+   α1Stockt +  α2Lpayt +  α3SIZEt +  
α4Dirpt  + α5Dirsizet +  α6Zt  + α7Epst  + α8Controlt  
 + € 

CEO ownership, CEO duality, firm size and the 
percentage of the non-executive members are 
considered as the independent variables. The 
dependent variable is defined as the finance through 
overinvestment.  

In the present study, the investment 
opportunities, earnings per share, control nature of the 
owner, the independent director's ratio and board size 
are used as the control variables.  
Findings  
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Based on the prior literature, the relationship 
between CEO ownership and overinvestment is 
expected to be positive and significant. The results of 

the first main hypothesis are provided in the table 
below.  

 

Model  
OIt+ 1= α0+   α1Stockt +  α2Lpayt +  α3SIZEt +  α4Dirpt  + α5Dirsizet +  α6Zt  + α7Epst  + 
α8Controlt  + € 

Regression level High growth opportunity firms  
Statistics  Coefficient  t statistic Sig. level 
Board size  -0.007262 -1.317931 0.0143 
Independent directors  -0.001043 -0.647821 0.0304 
Owner’s control  0.013180 1.579198 0.0426 
Earnings per share 0.000117 0.141793 0.0898 
Growth opportunity -2.09E-06 -1.244906 0.2390 
CEO duality  0.001857 0.860365 0.0079 
CEO ownership  0.001655 0.331189 0.0467 

F statistic 2.745514 
Sig. level 0.006319 
Durbin-Watson 2.139073 
Adj. R2 0.259886 
R2 0.468385 

 
Based on the findings about the hypotheses 

(shown in table 1-5), it is found that the significance 
level of the F statistic is 0.006319 which shows that 
the regression has the explanatory power.  
Testing the hypotheses 

The first hypothesis: There is a significant 
relationship between CEO ownership and 
overinvestment of IPO firms.  

The following model is developed to examine 
the first hypothesis:  
��� = �� + ����� + ����� + ����� + ����� + �����

+ ��� 
Wherein it;  
Ait- CEO ownership  
Eit- Earnings per share 
Fit- The owner’s control  
Git- The ratio of the independent directors 
Hit- Board size 

���- Error term 
The significance level of the ownership is 0.0467 

which is lower than 0.05, and it confirms the positive 
significant association between CEO ownership and 
the overinvestment. In addition, the R2 of the model is 
0.46 and indicates that about 46 percent of the 
changes in the dependent variable is explained by the 
independent and control variables. Durbin-Watson 
statistics for the firms with high growth opportunity 
and the ones with the low growth opportunity indicate 
that there is no autocorrelation between the variables.  

The second hypothesis: There is a significant 
relationship between CEO duality and overinvestment 
of IPO firms.  

The following model should be tested to 
examine the above hypothesis:  

 

��� = �� + ����� + ����� + ����� + ����� + ����� + ��� 
 
Wherein it;  
Bit- CEO duality  
Eit- Earnings per share 
Fit- The nature of the owner’s control  
Git- The ratio of the independent directors 
Hit- Board size 
���- Error term 
The significance level of CEO duality is 0.0079 

which is lower than 0.05, and it shows that CEO 
duality and overinvestment are positively associated. 
In addition, R2 of the model is 0.46 and confirms that 
the independent and control variables explain 46 
percent of the changes in the dependent variable.  

 

Discussion and Conclusion  
The present study seeks to examine the 

significance of corporate governance and its 
relationship with the overinvestment of the IPO firms. 
The most significant advantage of corporate 
governance is that successful corporate governance 
plays an essential role in mitigating the agency costs, 
expropriating the ownership of the shareholders and 
increasing the firm value. Undoubtedly, investment 
type and finance of the firms are the most important 
components of the capital structure. Therefore, 
providing an appropriate capital structure might result 
in suitable dividend policy, low tax costs and 
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incremental monitoring over the directors and the 
firms.  

As one of the controlling devices which monitor 
the directors, the board of the directors aligns the 
interests of the shareholders to have more control over 
the directors. The non-executive ratio is considered as 
one of the monitoring factors, because the lack of the 
executive role directs the tendency of the non-
executive members to monitor the other directors and 
board members.  
 
Suggestions  

Over finance and corporate governance have 
been much debated in different settings and play 
significant roles in increasing the firm value and 
improving the performance. Therefore, it seems 
necessary to pay special attention to these topics and 
conduct studies about these subjects. The following 
suggestions are provided for the future studies:  

1. The time limitations might change the results 
of the hypotheses and it is suggested to conduct a 
study in another time period in order to compare the 
findings with the present results.  

2. Future studies might be concentrated on 
examining the relationship between dividend policy 
and IPO firms.  

3. In the future studies, the production volume, 
size and performance might be considered as the 
control variables.  

 
Reference  
1. Corporate Governance Regulations ) ), (1386 ), 

adopted by the board of the Tehran Stock 
Exchange, Stock Exchange of information 
dissemination. 

2. Abzry, M., M. Ebrahimi, M., (1380 ), ( ( strategy 
of investment capital in the Stock Exchange ) ), 
Journal of Isfahan University. 1 and 2, pages 8 3. 

3. Ahmadpoor, A., Kashani -Poor, M., brave, MR. ( 
1389), ( ( examine the effect of corporate 
governance and audit quality on the cost of 
financing the debt) borrowing ( ( (, Reviews of 
Accounting and Auditing, Volume 17, Number 
62, p 0.17 to 32. 

4. Ahmed, Z and Navid, Hamid. (1391 ), ( ( 
percentage of shares offered in the IPO market 
and pending review of its strategy ) ), 
Conference on Financial Mathematics and 
Applications, University of. 

5. Asadi, Gholam Mohammad, Shapur buy, 
Ishmael. (1390 ), ( (the relationship between 
capital structure and ownership structure ) ), 
accounting knowledge, No. 4, p. 29-48. 

6. Badri, A. (1390 ), ( ( Corporate Governance 
Principles and Necessity ) ), Proceedings of the 
Corporate Governance. 

7. Tehrani, R. and hesarzade, Reza. ( 1388), ( ( 
impact free cash flows and limited capital funds 
over investment and less capital investment ) ), 
Accounting Research, No. III. 

8. Thaqafi, Ali, Bülow, G. and Mohammedan, MA. 
(1390 ), ( ( quality of accounting information, 
free cash flow and capital investments exceeded 
) ), Shiraz University Journal of Advances in 
Accounting, Volume III, Number II. 

9. Hosseini, Ali and Kharrazi, M.. ( ( Corporate 
governance: shareholder protection ) ). 
Proceedings of the Conference on Corporate 
Governance. 

10. The Stock Exchange ( 1384), ( ( Draft 
Regulations on Corporate Governance of Listed 
Companies in Tehran Stock Exchange ) ), 
Tehran. 

11. Zare, H., Talebi, S., and Seif Mohamed Hussein. 
( 1389), ( ( advanced inferential statistics ) ). 
Payam Noor University, Department of 
Educational Sciences. 

12. Kashani -Poor, M. and A. Rsayyan, (1388 ). 
Corporate governance and control ) ), Journal of 
Administrative Sciences and Economics, 
University of Isfahan, special accounting 
twentieth year, No. 3, pp. 149-162. 

13. Kurdistan, Najafi, G. (1387 ), ( ( Study of 
Determinants of Capital Structure: An 
experimental test of the theory of hierarchical 
static equilibrium theory ) ). Financial research, 
course 10, No. 25, pp. 73-90. 

14. Rezaei Shourak, M., Moin Uddin, and Alavi Rad 
Mahmoud Abbas. (1391 ) ( ( The relationship 
between corporate governance mechanisms and 
compression capital structure ) ), master's thesis, 
Science and Research Branch Yazd. 

15. Lecturer, Ahmad and Hsarzadh, R.. (1387 ), ( ( 
quality of financial reporting and the 
effectiveness of capital investments ) ), 
Exchange Quarterly, Number 1. 

16. MORADZADEH, M., Nazmi, M., Gholami, R., 
Farzan, H.. ) ) ( 1388) examine the relationship 
between institutional ownership of stock. 

17. Management of Profits in Listed Companies in 
Tehran Stock Exchange ( ( Journal of 
Accounting and Auditing, Tehran University, 
No. 55. 

18. Abor, Joshua and Biekpe, Nicholas, (2007), 
((Does Corporate Governance Affect the Capital 
Structure Decisions of Ghanaian SMEs?)), 
University of Stellenbosch Business School, 
South Africa. 

19. AL-Najar, B, (2010), ((Revisiting THE Capital -
Structure Puzzel: UK Evidence)), THE Journal 
OF Risk Finance, VOL12, PP329-388. 



 Report and Opinion 2017;9(10)           http://www.sciencepub.net/report 

 

78 

20. Anderson, K., Deli, D., & Gillan, S. (2003). (( 
Boards of directores, Audit Committee, and the 
Information Content of earnings)), SSRN 
Working Paper. 

21. Biddle, G. and Hilary, G. (2006). ((Accounting 
quality and firm-level capital investment)). The 
Accounting Review, 81: 963-982. 

22. Brickley, J. Lease, R. and Smith, C. W. (1988), 
((Ownership structure and voting on anti- 
takeover amendments )), Journal af Financial 
Economics,20:267291. 

23. Chen, Yinghong, (2008). (( Voting power, 
control rents and corporate governance: An 
integrated analysis)), Department of Economics, 
School of Economics and Commercial Law, 
Goterborg University, ISSN 1651-4289. 

24. Cheng, Shijun, (2008). ((Board size and the 
variability of corporate performance)). Journal of 
Financial Economics. 87(1), 157-176. 

25. Drobetz, D., Schillhofer, A. and Zimmermann, 
H. (2004), ((Corporate Governance and Epected 
Stock Returns: Evidence from Germany)), 
European Financial Management, Vol. 10, No. 2, 
pp. 267-293. 

26. Hamid, M, Rene, M, Stulz, B. (2006). (( The 
economics of conflicts of interest in financial 
institutions)), Journal of Financial Economics, 
Volume 85, Issue 2, August 2007, Pages 267–
296. 

27. Jensen, M. C. (1986). ((Agency costs of free cash 
flow, corporate finance and takeovers)), 
American Economic Review, 76 (2): 323-329. 

28. Jensen, M. C., Meckling, W, (1976). ((Theory of 
the firm: managerial behavior, agency costs and 
capital structure)), Journal of Financial 
Economics 3 (4), 305–360. 

29. Jensen, m. (1993), (( Presidential Address: The 
modern industrial revolution, exit and Jones, J., 
1991. Earnings Management During Import 

Relief Investigations)). Journal of Accounting 
Research,29(2):193-223. 

30. Jiraporn, Pornsit., Chul Kim, Jang. and Sang, 
Young, ((Does Corporate Governance Affect 
Capital Structure?)), Journal of Financial 
Economics 120. 

31. Morgado, M and Pindado, J, (2003). ((The 
underinvestment and Financial Management, 9 
(2): 163-177. 

32. Colman, F, Baikepi, N. (2001). (( Composition of 
the Board of Directors and Firm Performance 
Dichotomy)), Journal of Financial 
Economics,107. 

33. Rechner, P and Dalton, D, (1991), ((CEO Duality 
and Organizational Performance)),12(2):155-161. 

34. Sykes, J. (2009), (( Minority shareholders and 
their rights)), London EC4M 7RD.  

35. Verdi, R. (2006). (( Financial reporting quality 
and investment efficiency. Unpublished PhD 
Dissertation, Faculties of the University of 
Pennsylvania in Partial Fulfillment)), OR 
Working paper, Available at SSRN: 
http://www.ssrn.com. 

36. Xin Xu, Yun Xia, (2012) (( Internal corporate 
governance and the use of IPO over-financing: 
Evidence from China)), China Journal of 
Accounting Research 5/. 

37. Yang, J., and Jiang, Y. (2008). (( Accounting 
information quality, free cash flow and 
overinvestment: A Chinese study)), The Business 
Review, 11(1): 159-166. 

38. Yermack, D., (1996). (( Higher market valuation 
of companies with a small board of directors)), 
Journal of Financial Economics 40, 185–211. 

39. Wen, Y., Rwegasira, K. and Bilderbeek, J. 
(2002), (( Corporate Governance and Capital 
Structure Decision of Chinese Listed 
Companies)), Corporate Governance 10: 75-83. 

 
 
 
10/23/2017 


