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Highlights
e The goal of mutual funds is to achieve the highest return with the lowest risk.
e The reporting quality of investment companies affects mutual fund returns.
e The liquidity of earnings has a negative relationship with fund performance.
e Thetimeliness of earnings has a positive relationship with fund performance.

Abstract

Investment funds have an essential role in collecting small funds. They help to
minimize risk and obtain the highest return on investment through the diverse composition
of their portfolio. Therefore, it is crucial to understand the factors affecting these funds.
Investing in stocks is one of the most critical assets of funds, highlighting the need to address
the reporting quality of companies in their portfolio. This study aimed to investigate the
relationship between the quality of financial reporting of investment portfolio companies
and the fund's performance. Earnings liquidity, accruals quality, and earnings timeliness
were used to measure the quality of financial reporting. In addition, fund performance was
measured using Alpha Jensen's index. The research population included 50 investment
funds selected by quota method from 2016-2020. The research data were analyzed using
the generalized least squares method. The findings showed that the earnings liquidity and
timeliness of companies have a negative and positive relationship with fund performance,
respectively. These results indicate that timely financial report publication is crucial and
interest liquidity does not affect fund performance. This issue should be considered when
determining financial reporting policies.
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Introduction

The purpose of accounting as an information system is to provide
accurate, timely, and useful information to standard setters, stakeholders,
and investors. Accounting provide assurance to the reports produced by the
accounting profession, there liability and trust in the output of the
accounting system is of particular importance low quality Information
increases information risk and incorrect decision-making for stock holders,
and investors. On the other hand, with the complexity of societies, progress
in financial fields and the emergence of different financial instruments,
investment has gradually taken on a specialized form; in such
circumstances, not all members of society have the necessary skills and
expertise for investment. Funds as one of the most famous financial
intermediaries and strategies, tend to attract investors' savings through
advantages such as diversification, professional management, liquidity and
economies of scale. The primary goal of all investment funds is to
maximize the return on the assets under their controlled risk. A successful
fund is one that can simultaneously achieve higher returns while reducing
risk. Therefore, in this study, we examine the relationship between
accounting information quality as a measure of information risk and fund
returns with the ultramodern performance evaluation criterion (Jensen's
alpha) as a measure of return. The study aimed to investigate the
relationship between the quality of financial reporting of investigate
portfolio companies and the fund’s performance.

Research indicators & Hypotheses

To examine the earnings quality of investment companies in a fund's
portfolio, we have used three indicators: earnings liquidity, accrual quality,
and earnings timeliness. Earnings liquidity: According to this criterion,
the higher the cash component of profit compared to its accrual component,
the higher the quality. The reason for this is that cash flows are more
objective and less likely to be manipulated by management. Hence, it has
a higher confirmatory value in the set of qualitative profit criteria (Schipper
and Vincent, 2003). So the first hypothesis is as follows: The liquidity of
investment portfolio companies' earnings has a positive and significant
relationship with the returns of investment funds.

Accruals quality refers to the rate at which accruals are converted into
future cash flows (Dechow and Dichev, 2002). They defined accruals
quality as that portion of working capital that could not be explained by
cash flows over time, thus, the second hypothesis of the study is as follow:
There is a positive and significant relationship between the quality of
accruals of investment portfolio companies and the returns of investment
funds.
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Timeliness is defined as the accessibility of accounting information to
users and stakeholders in decision-making before it loses its effectiveness
and becomes useless (Wermers, 2000 and Safarzadeh, 2013). Timeliness
is the difference between the time interval between the end of the financial
period and the date of the profit announcement. Thus, the third hypothesis
of the study is as follow: There is a positive and significant relationship
between earnings timeliness of investment portfolio companies and the
returns of investment funds.

Research Method & Models

The present research is considered to be applied in terms of purpose,
because it aims to apply the final rules and principles to solve real and
operational problems in the field of funds. The population of this study
includes mutual funds that have been selected based on the following
conditions:

- They were established before 2016 and were active until the end of 2020.

- The type of fund is in one of the equity, mixed or fixed income
investment groups.

- Information on the composition of the fund's assets during the period
under review has been announced on the fund's website (Fipiran.ir)
or Codal.

- It has an investment portfolio of stocks and has maintained an
investment in at least one company for at least one quarter.

In this study, the models of Dechow and Dichev (2002), and Cuton et
al. (2022) were used to examine the effect of quality of financial
reporting of investment portfolio.

Findings

The findings of first hypothesis show that earnings liquidity has a
negative and significant effect on Jensen's alpha as a measure of fund
performance (coefficient: -0.092 and sig level: 0.000). The reason for this
result could be the significant role of loss-making companies in investment
fund portfolios. Given this finding, the first hypothesis of the study is
rejected.
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The findings from the second hypothesis show that accrual quality,
which is a measure of the quality of accruals in the portfolio of investment
companies, does not have a significant relationship with Jensen's alpha as
a measure of fund performance (coefficient: -0.053 and sig level: 0.109).
Given this finding, the second hypothesis of the study is rejected.

The findings from the third hypothesis show that the timeliness of the
portfolio earnings of investee companies has a positive and significant
relationship with Jensen's alpha as a measure of fund performance
(coefficient: 0.580 and sig level: 0.000). Based on these findings, the third
hypothesis of the study is not rejected.

Discussion and Conclusion

Mutual funds as financial intermediary instruments are one of the
most prominent components of capital markets. These institutions, by
collecting investors' capital in a diversified portfolio, while benefiting
from the benefits of professional management, high liquidity leads to a
reduction in unsystematic risk. Each fund, in accordance with its
objectives, tries to achieve the highest return and bear the lowest risk. On
the other hand, the quality of financial reporting as an output of the
accounting information system plays an important role in maintaining
trust and survival of the profession. Many studies show that the quality
of financial reporting is effective on returns because low quality of
information as an information risk leads to inappropriate and misleading
decisions for stakeholders. In this study, the effect of financial reporting
quality of mutual fund portfolios on fund returns was examined. The
finding of the first hypothesis of the study showed that most of the
companies in the investment fund portfolios are loss-making. Although
they have positive cash flows, the relationship between earnings liquidity
and fund performance was significantly negative. Accordingly, what is
important in selecting companies in investment funds is the company's
cash flows, not their profitability. This could be an indication of the short-
term and speculative view of investment funds in obtaining returns,
which of course is also consistent with the rules and regulations of the
Tehran Stock Exchange Organization. This finding is consistent with the
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results of Islam et al. (2020) and is contrary to researches such as
Schipper and Vincent (2003) and Kelth and Worthy (2017), which show
a positive and significant relationship between cash flow and
performance.

The finding of second hypothesis of showed that the accruals quality of
mutual investment funds does not play an effective role in selecting
companies that are associated with positive returns for investment funds.
This issue could be due to the complex calculations in determining the
quality of accruals and the unstable economic environment of Iran, which
makes predictability and appropriate judgment difficult. This result is in
line with recent reflections by Colton et al. (2020) and contrary to the
results of studies such as Ann (2017); Shabani (2017); Peterson et al.
(2015); Feizollahi et al. (2021) and Foroughi et al. (2015), which state a
positive and significant relationship between earnings quality and accruals
quality.

The findings from the third hypothesis showed that the relationship
between earnings timeliness and fund performance was significantly
positive. One of the main reasons for this effect is that the timelier the
disclosure of financial statements, the fund manager can use his
analytical methods to buy or sell stocks that have performed well earlier
and acquire a higher percentage of a stock with a good future
performance. This finding is consistent with the results of previous
researches such as Francis et al. (2004); Wermers (2000); Norouzi et al.
(2014); and Safarzadeh, (2013).
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