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Abstract: The important role of financial accounting and corporate governance is to help financial users 

about forming their expectations related to companies’ future interest. Previous studies have shown financial 

accountant experts in audit committee have relationship with high quality of financial reporting in companies. The 

aim of this research is to study the effect of corporate governance and professional auditor on accuracy of 

predicting the shares return in selected industries listed in Tehran Stock Exchange during 2006 to 2013. The results 

of research show that corporate governance indexes on the amount of first estimation remains as accuracy of 

predicting shares return variable as dependent variable in second pattern is significant and it indicates that the 

effect of the percent of biggest ownership on dependent variable of predicting shares return error is negative and 

significant, it is recommended that to reduce predicting shares return error and as a result increasing the accuracy 

of predicting shares return, financial managements of Tehran Stock Exchange companies must apply policies based 

on increasing the percent of biggest shares ownership. The effect of corporate governance variable on dependent 

variable of error of predicting shares return is negative and significant and it is recommended to reduce error of 

predicting shares return and as a result increasing the accuracy of predicting shares return, financial 

managements of Tehran Stock Exchange companies should apply based on increasing the percent of shares 

governance ownership. 
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1- Introduction  

Discussion of corporate governance is great 

importance after the recent financial crisis. The role 

of corporate governance is important for several 

reasons. First of all, the establishment of corporate 

governance causes to use scarce resources in 

economic efficiently. Secondly, resources allocate 

toward efficient investments. Thirdly, corporate 

governance helps management to concentrate on 

improving firms’ performance. Fourthly, corporate 

governance helps managing director or the board of 

management to select best tool to control scarce 

resources. Fifthly, corporate governance forces 

institutions to accept rules.  

Based on this theory, delegation relationship is 

the contract between shareholders and the 

management of financial institution. Based on 

delegation theory, the board of directors ignores the 

management of shareholders for controlling the 

management of the firms. Therefore, the board of 

directors shows reaction directly to control company 

appropriately. Therefore, bad selection and moral 

hazard might be happened due to separating 

management from ownership and the board of 

management might maximize their interests against 

shareholders interests. Therefore, the mechanism 

should be applied to consider the shareholders’ 

interests. Making suitable corporate governance can 

remove interest differences.  

The role of auditing in accreditation to the 

information of companies’ interest about renewing 

presenting recent company’s interest and big 

companies’ bankruptcy is important considerably. 

The differences caused by auditing quality show 
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themselves as the difference in presented validity by 

auditors and interest quality of their clients. Since 

auditing quality has different criteria and it is 

invisible inherently, there is no any especial auditing 

which is considered as the index for it. Most of 

previous researches use auditor’s reputation as the 

index for auditing quality and have studied the 

relationship between reputation and interest quality. 

In addition, other researchers in addition to 

reputation express their assumption in a way that 

auditor industry specialization help the presented 

validity by auditor directly and the evidences indicate 

that especial auditor of industry presents more 

effectiveness auditing and structural changes in 

auditing companies toward accessing to industry 

specialization indicate that industry specialization 

plays important role in auditing quality.  

The purpose of this research is to study the 

effect of corporate governance and professional 

auditor on the accuracy of predicting shares return in 

selected industries listed in Tehran Stock Exchange 

during the period of 2006 to 2013. 

2- Theoretical framework 

2-1- Corporate governance 

For many years in the past, economists assume 

that all groups related to one shares company work 

for one common goal. However, in past thirty years 

many cases from conflicts of interest between groups 

and the way companies face to these conflicts have 

posed by economists. These issues are posed 

generally under the title of delegation theory in 

accounting. The relationship of delegation is contract 

which owner of work or owner selects agent by itself 

and concedes decision-making to them. In delegation 

relationships, the aim of owner is maximizing wealth 

and therefore, to access to this goal, they control the 

agents’ work and they evaluate their performance.  

Managements’ activities are limited or guided 

by some factors. These factors should be posed for 

more suitable corporate governance and companies 

consider rules and requirements in doing their duties 

and different institutions monitor on the benefit of 

activities of economic units. These factors contain 

many cases such as: board of management (The right 

to hire and fire and reward their managers), rules, 

worker agreements, market and even competition 

environment. Generally, the factors in above can be 

considered in two forms of external control 

mechanisms (like market) and internal control 

mechanisms (like board of management) (Karami, 

2008).  

One of the effective external control 

mechanisms on corporate governance which is very 

important is the emergence of institutional investors 

as the owner of capital. Based on Boosch definition 

(1998), institutional investors are big investors like 

banks, insurance companies, investment companies 

and etc. he expressed that institutional investors 

concede companies through collecting information 

and pricing management decisions implicitly and 

through controlling the way of companies’ acts 

correctly. In better words, institutional investors have 

resources to influence and control management and 

also whether institutional investors use their power to 

control or not, are the function of the amount of their 

ownerships (Chang and Kim, 2002).  

2-2- Auditing quality  

Although the auditor responsibilities in auditing 

quality are accepted as one of the auditing behavioral 

assumptions (Hasas Yegane, 2005), however, far less 

comprehensive and clear definition of audit quality 

that is acceptable to everyone has done. Perhaps, this 

situation can be justified with regard to the issue that 

auditors responsibilities in each period of time is 

describable in the form of public expectations, and 

also with regard to the issue that auditing quality is a 

concept which cannot observe directly (Lin et al, 

2009).  

2-3- Auditor expertise in the industry    

Auditors can create a kind of difference between 

themselves and other auditors due to the reason that 

they are looking forward to obtain expertise in 

handling active companies in the industry. The 

existence of this differentiation gives possibility to 

auditors to have two options of less price and high 

services quality (better disclosure quality) 

simultaneously instead of having one attractive 

option (less price for auditing) to attract the 

shareholders of public societies (Kimberly et al, 

2004: 39). 

2-4- Research background 

Abernati et al (2013) in an article entitled “the 

committee of financial auditing specialization and 

the characteristics of predicting interest by 

analyzers” have been dealt with to study this issue. 

The main findings of this study show that there is 

significant relationship between financial accounting 

specializations in auditing committee and predicting 

interest which is done by analyzers. In contrast, there 

is no any significant relationship between non-

financial accounting specializations (like controlling 

specializations) and the accuracy of prediction which 

is done by analyzers. these findings has dealt with 

better understanding the relationship between these 

two cases through determining the advantages of 

entering financial specializations in auditing 

committee.  

Almensir et al (2012) in an article entitled “the 

effect of corporate governance on the performance of 

banks of Jordan” have studied this issue. The indexes 
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of the board of management size, the combination of 

the board of management and external ownership 

consider as corporate governance indexes. The 

obtained results indicate that there is positive 

relationship between corporate governance indexes 

those mean the number of the board of management 

members and external ownership and the 

performance of banking system of Jordan. The board 

of management size and separating ownership from 

management has negative relationship with the 

performance of banking system of this country.  

Peni et al (2012) in their article examined the 

effect of corporate governance of banks on giving 

credit to deposit sector and the amount of doubtful 

receivable during the period of financial crisis. The 

results indicate that banks those have stronger 

corporate governance mechanisms to compare with 

other banks, their profitability indexes are also 

higher. Also, the effect of corporate governance on 

giving credits in deposit sector has been complex and 

it depends on the definition of crisis period. 

Although, banks those have stronger corporate 

governance to compare with others experience less 

amount of doubtful receivable. Banks with weaker 

corporate governance after the issue that deposit 

market reach to crisis, they reduce the deposit loans 

those are in danger.  

Tie (2011) has studied the effect of corporate 

governance on profitability of banks by theory 

agency and the statistics of 15 banks in the country 

of Malaysia. The indexes of return asset and shares 

return are considered as the indexes of profitability 

of banks. The estimated results indicate that 

independency of the board of directors and the kind 

of bank ownership has negative relationship with 

shares return.  

Karjalinen (2011) found that expertise in 

auditing partner industry in Finland has positive 

relationship with the quality of reported interest. He 

observed that the level of discretionary accruals in 

companies those are auditing by expertise partner is 

less than private companies. Therefore, the results 

indicate this claim that the expertise of auditing 

partner industry of one resource considers as 

differentiate in auditing quality.  

3- Research pattern 

Based on research and theoretical literature, the 

econometric model in below is used in this research: 

Dependent variable: DASP 

The accuracy of predicting shares return which 

is obtained by the difference of real amount and the 

amount of shares return estimation (the amount of 

estimation remains) 

𝑌 = 𝛼0+𝛼1Coverge + 𝛼2So + 𝛼3Size + 𝛼4EL
+ 𝛼5ROA + 𝛼6𝐷𝑃𝑆 + 𝛼7Loss
+ 𝛼8industries dummies
+ 𝛼9year + 𝜀 

In first equation, Y is the variable of shares 

return of the company.  

Then, with the use of extracting the amount of 

estimation remains as the variable of accuracy of 

predicting shares return, this variable is used in the 

second pattern as dependent variable and the pattern 

in below is estimated:  

DASP = 𝛼0+𝛼1Coverge + 𝛼2So + 𝛼3Size + 𝛼4EL
+ 𝛼5ROA + 𝛼6𝐷𝑃𝑆 + 𝛼7Loss
+ 𝛼8industries dummies
+ 𝛼9year + 𝜀 

Independent variable: 

The indexes of corporate governance: the total 

member of the board of management, the number of 

non-responsibilities, dual responsibilities of CEO. 

Specialist virtual variable auditor so: according 

to the issue that the expertise of auditor in different 

companies is different, in this research the virtual 

variable of zero and 1 to exist the expert, there are 

varieties of auditors depend on kind of expertise 

contain: financial accounting, financial non-

accounting and non-financial in auditing committee.  

Control variables:  

Company size (asset logarithm) Size, the ratio 

of debt to total asset EL, profitability index ROA, the 

index of interest of each share DPS, the index of 

company loss. 

4- Model estimation 

Based on the results of F Limer test and Hasman 

test, the model of research is estimated based on 

panel data method by fix effects. The amount of F 

regression which shows the power of model 

explanation is less than 0/01 for this statistical 

probability and it can be said that it is significant in 

confidence level of 99 percent and it is authentic. 

Also, observing the amount of Durbin-Watson 

statistic (1/84) is also confirmed the issue that there 

is no any disruption autocorrelation between 

components, because this amount is between 1/5 and 

2/5.  
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Table 1 

The results related to estimating the fix effects of research model (dependent variable: DASP (the error of 

predicting shares return)). 

 

 

 The results of model show that the effect of 

indexes of corporate governance on dependent 

variable of DASP (the error of predicting shares 

return) is significant end it indicates that the effect of 

total member of the board of management variable 

on dependent variable of DASP (the error of 

predicting shares return)in amount of 0/089621 is 

positive and significant and also the effect of 

corporate governance variable (the number of non-

responsibilities) on dependent variable of DASP (the 

error of predicting shares return)in amount of 

0/041072 is positive and in the level of 10 percent is 

significant. The effect of corporate governance 

indexes variable (dual responsibilities of the board of 

management) on dependent variable of DASP in 

amount of 0/205087 is positive and in the level of 10 

percent is significant. This shows that increasing the 

number of management in the board of directors 

creates kind of information asymmetric for shares 

that in light of this lack of transparency and a 

possible bribery, the risk and fluctuation of the 

company will eb increased and the error of predicting 

shares return will be increased and consequently, the 

accuracy of predicting shares return will be reduced.  

The results of research also indicate that the 

effect virtual independent variable specialist auditor 

on dependent variable of DASP in amount of 

0/272253 is negative and significant and it shows 

that with the existence of varieties of auditors 

depends on kind of specialist contains financial 

accounting, financial non-accounting and non-

financial in auditing committee, the probability of 

lack of information asymmetric for shares will be 

decreased that in the light of increasing auditing 

quality and transparency, risk and fluctuation of 

company will be reduced and the error of predicting 

shares return will be reduced and consequently, the 

accuracy predicting shares return will be increased.  

The results of research also indicate that the 

effect of controlling variable of company size (assets 

logarithm) on dependent variable of DASP (the error 

of predicting shares return) in amount of 2/716432 is 

negative and significant and it shows with the 

existence of increasing company’s assets, size and 

credit of the company will be increased that in the 

light of increasing this credit, risk and fluctuation of 

company is decreased and the error of predicting 

shares return is decreased and consequently, the 

accuracy of predicting shares return will be 

increased.  

The results of research also indicate that the 

effect of controlling variable of the ration of debt to 

total asset (financial leverage) on dependent variable 

of DASP (the error of predicting shares return) in 

amount of 0/302161 is negative and significant and it 

The name of variable Variable 

symbol 

Estimate 

coefficient 

The error 

of 

standard 

Statistic t p_Value 

Intercept  C 16.32880 4.010627 4.071384 0.0001 

Indexes of corporate governance (total 

member of the board of managements) 

X1 

0.089621 0.047652 1.880734 0.0612 

Indexes of corporate governance 

(number of non-responsibilities) X2 0.041072 0.031313 2.311641 0.0909 

Indexes of corporate governance (dual 

responsibilities of CEO) X3 0.205087 0.082968 2.471893 0.0141 

Virtual variable of specialist auditor 

(audit quality) X4 -0.272253 0.116207 -2.342829 0.0200 

The ratio of debt to total asset(financial 

leverage) X5 -0.302161 0.473766 -2.637786 0.0242 

Profitability index (ROA) X6 -1.205611 0.474749 -2.539469 0.0117 

Company size(asset logarithm) X7 -2.716432 0.617962 -4.395791 0.0000 

Company loss index (Loss) X8 0.181658 0.357389 2.228486 0.0195 

The index of the interest of each share 

DPS (working capital/ assets) X10 -2.492437 0.375717 -6.633814 0.0000 

F statistics :4.506050  Significance 

of F statistic  

0.000000 Determine 

coefficient 

0.569532 

Durbin-Watson test 1.846655  The number 

of 

observations 

305 Adjusted 

determine 

coefficient 

0.357615 
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shows that with the existence of financial leverages 

of company, risk of bankruptcy of the company will 

be increased that in the light of increasing this, risk 

and fluctuation of company is increased and the error 

of predicting shares return is increased and 

consequently, the accuracy of predicting shares 

return will be decreased.  

The results of research also indicate that the 

effect of controlling variable of profitability index 

ROA on dependent variable of DASP (the error of 

predicting shares return) in amount of 1/205611 is 

negative and significant and it shows that with the 

existence of increasing profitability index ROA, size 

and credit and persuading shareholders to company 

will be increased that in the light of increasing this 

credit, risk and fluctuation of the company will be 

decreased and the error of predicting shares return 

will be decreased and consequently, the accuracy of 

predicting shares return will be increased.  

The results of research indicate that the effect of 

controlling variable of index of interest of each share 

DPS on dependent variable of DASP in amount of 

2/492437 is negative and significant and it shows 

that with the existence of increasing the index of 

interest of each share DPS, size and credit and 

persuading shareholders to company will be 

increased that in the light of increasing this credit, 

risk and fluctuation of the company will be decreased 

and the error of predicting shares return will be 

decreased and consequently, the accuracy of 

predicting shares return will be increased.  

The results also indicate that the effect of 

controlling variable of company loss index on 

dependent variable of DASP in amount of 0/181658 

is positive and significant and it shows that with the 

existence of increasing company loss index, credit 

and persuading shareholders to company will be 

decreased that in the light of reducing this credit, risk 

and fluctuation of the company will be increased and 

the error of predicting shares return will be increased 

and consequently, the accuracy of predicting shares 

return will be decreased.  

5- Conclusion and Recommendations 

- According to the results, second model of 

research shows that the effect of corporate 

governance indexes Coverge on amount of 

remains of first estimation as the accuracy of 

predicting shares return variable as dependent 

variable in second pattern are significant and it 

indicates that the effect of the percent of biggest 

ownership on dependent variable of the error of 

predicting shares return is negative and 

significant, it is recommended that to reduce the 

error of predicting shares return and 

consequently, increasing the accuracy of 

predicting shares return, the financial 

managements of companies listed in Tehran 

Stock Exchange apply policy based on 

increasing the percentage of biggest shares 

ownership.  

- Also according to the results of research which 

show the effect of the government ownership 

percentage variable on dependent variable of 

the error of predicting shares return is negative 

and significant and it is recommended to reduce 

the error of predicting shares return and 

consequently, increasing the accuracy of 

predicting shares return, the financial 

managements of companies listed in Tehran 

Stock Exchange apply policies based on 

increasing governmental shares ownership 

percentage.  

- Also according to the results of research which 

show the effect of independent variable of 

institutional ownership percentage on 

dependent variable of the error of predicting 

shares return is negative and significant, it is 

recommended to reduce the error of predicting 

shares return and consequently, increasing the 

accuracy of predicting shares return, the 

financial managements of companies listed in 

Tehran Stock Exchange apply policies based on 

increasing the shares institutional ownership 

percentage.  

- Also according to the results of research which 

show the effect of independent variable of 

managers ownership percentage on dependent 

variable of the error of predicting shares return 

is positive and significant, it is recommended to 

reduce the error of predicting shares return and 

consequently, increasing the accuracy of 

predicting shares return, the financial 

managements of companies listed in Tehran 

Stock Exchange apply policies based on 

reducing the shares managers ownership 

percentage.  

- Also according to the results of research which 

show the effect of independent variable of the 

number of managers in the board of directors on 

dependent variable of the error of predicting 

shares return is positive and significant, it is 

recommended to reduce the error of predicting 

shares return and consequently, increasing the 

accuracy of predicting shares return, the 

financial managements of companies listed in 

Tehran Stock Exchange apply policies based on 

reducing the number of managers in the board 

of directors. 

- Also according to the results of research 

indicate that the effect of independent variable 

of virtual variable of specialist auditor on 

dependent variable of the error of predicting 

shares return is negative and significant, it is 

recommended to reduce the error of predicting 
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shares return and consequently, increasing the 

accuracy of predicting shares return, the 

financial managements of companies listed in 

Tehran Stock Exchange apply policies based on 

increasing the number of shares specialist 

auditor.  

- Also according to the results of research which 

show the effect of controlling variable of 

company size (asset logarithm) on dependent 

variable of the error of predicting shares return 

is negative and significant, it is recommended 

to reduce the error of predicting shares return 

and consequently, increasing the accuracy of 

predicting shares return, the financial 

managements of companies listed in Tehran 

Stock Exchange apply policies based on 

increasing shares company size (asset 

logarithm).  

- Also according to the results of research which 

show the effect controlling variable of the ratio 

of debt to total asset EL on dependent variable 

of the error of predicting shares return is 

negative and significant, it is recommended to 

reduce the error of predicting shares return and 

consequently, increasing the accuracy of 

predicting shares return, the financial 

managements of companies listed in Tehran 

Stock Exchange apply policies based on 

reducing shares the ratio of debt to total asset.  

- Also according to the results of research which 

show the effect of controlling variable of 

profitability index ROA on dependent variable 

of the error of predicting shares return is 

negative and significant, it is recommended to 

reduce the error of predicting shares return and 

consequently, increasing the accuracy of 

predicting shares return, the financial 

managements of companies listed in Tehran 

Stock Exchange apply policies based on 

increasing the shares profitability index.  

- Also according to the results of research which 

show the effect of controlling variable of 

interest index of each share DPS on dependent 

variable of the error of predicting shares return 

is negative and significant, it is recommended 

to reduce the error of predicting shares return 

and consequently, increasing the accuracy of 

predicting shares return, the financial 

managements of companies listed in Tehran 

Stock Exchange apply policies based on 

increasing the shares interest index of each 

share.  

- Also according to the results of research which 

show the effect of controlling variable of 

company loss index on dependent variable of 

the error of predicting shares return is positive 

and significant, it is recommended to reduce the 

error of predicting shares return and 

consequently, increasing the accuracy of 

predicting shares return, the financial 

managements of companies listed in Tehran 

Stock Exchange apply policies based on 

reducing the shares company loss index.  
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