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Abstract

This study aimed at investigating the influences of financial reports on rational investment decision-making in
Iraqi companies. Before this study, researchers focused on the role of financial reports in decision-making for
multinational companies. However, financial statements can play an important effect in Iraq’s stock exchange.
The researchers used a questionnaire to answer the research questions. The SPSS statistical program was used
to analyze the findings of the study. Furthermore, the factors that affect the actual use of financial reports in
the decision-making process showed a significant relationship between the level of education and the use of
financial statements. Today, it is possible to present financial reports in many ways. This makes it difficult to
compare the financial reports of organizations within the same geographical area to suit the report of investors.
The data that were collected and analyzed with the use of frequency tables the outcome being, the importance
of financial reports, relative analysis, and previous financial reports are correlated with investment decisions

positively. However, reasons used for financial reports are linked to investment decisions insignificantly.
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1. Introduction

Today, financial reporting in organizations has played an important role in circulation activity
and they are responsible for collection of duty in economic environments of countries. Many
decisions taken based on information obtained from the financial reporting and they are used
as a basis for decisions on the allocation of capital. Also, role of financial reports is effective
transfer of information to people outside of the organization in credible and timely manner (Ra-
malingegowda, Wang and Yu, 2013; Malo-Alain, Aldoseri and Melegy, 2021).

The investment decision refers to the decision made by investors or top-level management re-
garding the amount of capital to be allocated to investment opportunities. Investment decision
refers to the selection of the type of assets in which a company will invest its funds. Effective
capital allocation is relevant to investment analysis and decision-making(Atuilik and Salia,
2018). It involves the decision to invest the company’s capital in long-term assets. These deci-
sions are crucial to the company’s success because they determine its value by influencing its
growth, profitability, and risk. Capital budgeting decision may be defined as the firm’s decision
to invest its current funds most efficiently in long-term assets in anticipation of an expected
stream of benefits over several years. They are crucial because they influence the firm’s long-
term growth, affect the firm’s disk, require a substantial financial commitment, and are irrevers-
ible or reversible at a substantial loss and so on (M, 2018; Bhujel, 2020; Majeed, 2022).

Investment decisions are of the utmost importance, and extreme caution must be exercised be-
cause they involve vast, rare, and hard-earned resources, are irreversible, dangerous, and have
long-term ramifications that no investor would want to face if negative outcomes occurred.
To avoid irrationality in investing decision-making, investors must have a thorough compre-
hension of the cash flow statement, the value contributed statement, the income statement, the
price, earnings, value, and dividend per share as well as other pertinent financial data. Before
investment decisions are made, it must be remembered that the financial information prepared
by management must be evaluated by independent external auditors and properly analyzed by
competent financial specialists (Patrick, Agaregh Tavershima and Eje, 2017; Malo-Alain, Al-
doseri and Melegy, 2021).

1.1. Research Importance

Results from the present paper are significant on different beneficiaries, such as researchers,
academicians, and investors. The paper should help anyone who has interest in the field espe-
cially stakeholders due to making the reasonable investment decisions inside their enterprises.
This paper should serve local financial investors to look on analyzing company’s financial state-
ments to make a clear and wise decision, which likely brings more revenue to their invested
amount. Furthermore, it mobilizes resources for productive and huge investments, which will

lead to economic growth.
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1.2.  Research Objectives

This paper eager to achieve following objectives.

1. To determine the effect of financial reporting on investment making decisions.
2. To what extend do Iraqi investors rely on financial reports for their future invest-
ment.

1.3. Research Problems

Due to the fact investors moving toward investment in financial sectors, especially in Iraq, it is

important to acknowledge that:

1. To what extend do investors are relying on financial statement analysis to make
decision?

2. Are there any benefits of financial reporting?

3. Is there any relationship between financial reporting and investment decision?

1.4. Research Hypotheses

HO: null hypothesis, there is no relationship between financial reportig analysis and investment

decision.

HI: alternative hypothesis, there is positive and strong relationship between importance of

financial reports and investment decision.

H2: alternative hypothesis, there is positive and strong relationship between relative analysis

and investment decision.

H3: alternative hypothesis, there is positive and strong relationship between previous financial

reports and investment decision.

H4: there is a significant and positive relationship between reasnos of using financial reports

and profit maximization.

2. Literature Review

Financial reporting can be defined as the information of finance that is related of firms’ fi-
nancial performance and position (Berthilde et al., 2020). (Bhujel, 2020) supposed that the key
documents for any organizations for the investment decision making are financial statements.
Making an investment decision is determined by the quality of information achieved through
the different sources and it is determined in this research that is according to the investigates
that financial reports play a significant character in investment decision making and recom-
mends that there is no investment decision taken without the reflection of a company’s finan-
cial reports. Additionally, the financial reporting has some positive effects on users to make
investment decisions especially when they have the higher quality, so this leads to expand the
YVa
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corporation and giving back trusts to their investors (Roychowdhury, Shroff and Verdi, 2019).

M, J and I, (2018) stated that financial reporting has crucial impact on investment decision
making through Deposit Money Banks from Nigerians Zenith Bank Plc. The data of the study
was collected from the mentioned bank for the period 2009 to 2016. This study used Eviews
for analysis the data to both methods which are descriptive and Ordinary Least Square (OLS).
The outcomes found that the financial reports had a great and vital influence on decisions of
investment also the result showed that financial reporting encourage to deposit their money in
the Zenith bank in Nigeria.

Another study has been done by Suh, (2017) that reported effect of financial statements on
investment decisions making. The result investigated that investment can be reached a peak
through high quality of financial reporting also this research explained and enhanced man-
agement to prepare the financial reports on time to be assistance of the investors and see their
results of investment. Similarly, the study was carried out by Davern et al., (2019) indicated that
the financial reports are as a crucial tool for shares of investors in Australia. The findings of the
study showed that regulating Generally Accepted Accounting Principles (GAAP) are important
to organize financial reporting by the companies. This leads to have a treasure financial report-
ing which is provide confirmation to inform key decision makers. The result implied that it is

significant to have using the same standards and regulations in preparing financial reporting.

Correspondingly, the study was considered to measure the importance of financial reporting in
investment decision making. It found that most of the investment plans can be examined by fo-
cusing their financial reporting before making decisions because the financial reporting shows
that the financial health and how the companies work. Lastly, the scholar recommended certain
parts for additional studies to the upcoming scholars. The upcoming scholars should look on the
experiences of the accountants. Also, should focus on the influence of the elements other than
financial information in investment decision making. Also, with the adequately of time and help

the scholars may work their study on more than one big company (Samwel, 2014).

Another study is primarily dedicated on the crucial of financial reporting on the investment
decision making process. The researcher shows that financial reporting has a dynamic role in
investment decision making by the support of the data that are shown in the financial reporting.
Financial reporting helps investors to make investment decision before they decide to buy or
sell any shares from the corporation. Financial reporting is valuable for predicting company’s
working and it can be said that financial reporting delivers several details of a corporate such as,
truthful records of its profit and loss also concerning its assets and liabilities. It is supposed that
financial reporting are the crucial documents for all corporations for the investment decision

making. Investment decision making need the excellence information acquired by the several
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sources and the paper recommends that no investment decision should be taken without the

attention of the financial reporting is announced by the corporation (Bhujel, 2020).

An additional distinguished objective of another study is to determine the power of financial re-
porting on shareholders’ investment decision making in Nigeria. The paper used questionnaire
to bring about the opinion of shareholders concerning the significant of financial reporting for
investment decision making and also their sensitivity of the capability of the content of finan-
cial reporting. The importance of the preparation of good quality financial statements by the
directors of companies can never be over emphasized. Financial reports when appropriately or-
ganized can be used in making very good investment decisions, for However, with appropriate
study of the financial reports, the investor is able to make stronger and more assurance decision
(Kingsley Aderemi and DAVID General Manager, 2017).

3. Methodology
3.1. Data Collection

The methodology of the study is opinion survey basically used primary data that collected
through opinions and suggestions survey among Iraqi stakeholders to evaluate using the fi-
nancial reporting in making strategic investment decisions. Additionally, the questionnaire has
been prepared relied on the relevant literature of the study. Some pundits’ opinions have been

taken in formulating the survey.
3.2.  Variables Description

In order to demonstrate the research variables dependent and independent variables are ex-

plained as bellow:
3.2.1. Dependent Variable

Investment decision making (IDM) is considered as dependent variable, because it represents

the reaction of stakeholders in iraqi stock exchange market.
3.2.2. Independent Variables

Importance of financial reports (IFR), represents how financial reports in general are significant

for stakeholders in Iraqi stock exchange market to make an investment decision.

Relative analysis (RA), means how often do the stakeholders uses financial ratios regarding to

understanding the listed companies financial performance and future expectations.

Previous financial reports (PFR), demonstrates the role of historical data in future estimations

regarding to every single company.
Reasons of using financial reports (RUFR), illustrates how maximizing profit and investment
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decision adequacy is importance for the stakeholders.

3.3. Data and Measurement

To gather reliable data and achieve research objectives, only 60 respondents have been found
and requested to fill the questionnaire due to the hardness of finding the real financial investors
in Iraq (Asia cell, Al Katem telecom company, ModernChemical Industries, Iraq for General
Transp, and Iraq for Seed Production) .SPSS-IBM software has been used for the sake of re-
search analysis. Firstly, alpha Cronbach test were implemented, to check the reliability of the

data, then the model summery and regression analysis used.
3.4. Model of The Study

The proposed model for this study is going to be

IDM =, + B,IFR + B, RA + B.PFR + B RUFR +e¢

Where: IDM = investment decision making, IFR = Importance of financial reports, RA = Rela-
tive analysis, PFR = Previous financial reports, RUFR = Reasons of using financial reports, 3,

= constant, B,.... B, = coefficient regression, € = error.

4. Data Analysis and Discussion

In this section, the demographic of the data will be described, and then the statistical indicators
would be analyzed based on the level of respondents. Finally, correlation between the variables

and regression would be assessed.

4.1. Demographic of The Study

Before to start analysing, it is important to understand some fundamental facts regard-
ing to the gathered data in term of gender, education, and area of their experience in
compared to their trade experiences. Male are engaged more than female in trading ex-
periences. In terms of education the most engagement have more than 10 years of trade
experience , except for the PhD group. Finally, the participant works in five main areas,
such as accounting, finance, economic, banking, and commerce.The accounting filed
has the most number of participants that have experiences. (Appendices)

4.2. Results and Data Analysis

4.2.1 Descriptive Statistics

In order to illustrate some descriptive information regarding to research variables, table

(1) demonstrate the mean and standard deviation for all 60 respondents of the study.

Table 1: Descriptive Statistics
Mean Std. Devision | N
IDM 5.4118 67339. 60
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IFR 5.4052 71947. 60
RA 5.4192 71941. 60
PFR 5.4178 77813. 60
RUFR 5.5828 74117. 60

Source: prepared by researchers using SPSS

All the variables have 60 observations which are already shown in Table 1. Mean and standard
deviation the study’s variables of importance are evident. The various statistics indicate that the
variables have different distributions.

4.2.2 Cronbach Alpha

Cronbach alpha test measures the internal consistency of the data, in other meaning it explains
how close a set of data are related. Normally, when the result of this test come up with 0.70 and

more, it proves that the collect data is reliable and would be able to depends on.

Table 2: Reliability Statistics

Cronbach’s Alpha N of items
934. 5

Source: prepared by researchers using SPSS

Looking at table 2, the result with 0.934 illustrates that collected data from the respondents are
reliable and valid.

4.2.3 Model Summary

In this section, the model summary would be examined. From the table 3, it was observed that,
the coefficient of determination for the regression as depicted by the R square value of 0.82
suggest that about 82 percent of the systematic variation of the dependent variable is accounted
for by the explanatory variable. The remaining 26 percent is caused by variable that are not

included in the model which is accounted for by the stochastic error term.

Table3: The Model Summary

Change Statistics

Adjusted R Std. Error of R Square .
Model R R Square Square the Estimate Change F Change dfl df2 Sig. F Change
1 908" 824. 811. 29241. 824. 64.472 4 55 000.

a. Predictors: (Constant), IFR, RA, PFR, RUFR

Source: prepared by researchers using SPSS

The F-statistics of 64.472 shows that the model of the study is well fitted; this can be confirmed
by the significant value of 0.0000 which shows that null hypothesis is rejected, this implies that
the model is fit, and it is reliable for the purpose of the study.

4.2.4 Regression Analysis

To understand the influences of the independents variables on financial investment and deci-
sion making by traders on Iraqi stock exchange market, regression analysis have been used.
However, it is important firstly, to check the multicollinearity problem between the dependent

variables, which can be figure out in table 4 below.
YAY
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Both, variance inflation factor (VIF) and tolerance are used to determine multicollinearity prob-
lem between the explanatory variables. As far as the VIF values of (IFR, RA, PFR, and RUFR)
are lower than 10 or 5 either, the multicollinearity problem does not exist. Moving on the tol-
erance, which is equal to 1 divided by VIF, proves the non-existing multicollinearity problem.

This is because all the variables’ values are smaller than 0.1 or 0.2.

Table 4: Regression and Multicollinearity Diagnostics

Coefficients®
' ) Standar.ized Sig ) Collir}egrity
Unstandarized | Coefficients | Coefficients Ze- Correlations Statistics
Model 10-01- Partial Part Toler- VIF
B Std. Error Beta t der ance
1 | (Constant) 342. 323. 1.059 | 294.
IFR 285. 088. 304. 3.225 | 002. 818. 399. 182. 359. 2.782
RA 209. 085. 223. 2.456 | 017. 7717. 314. 139. 388. 2.578
PFR 286. 083. 331. 3.447 | 001. 822. 422. 195. 347. 2.881
RUFR 152. 086. 167. 1.760 | 084. 778. 231. 099. 353. 2.835
a. Dependent Variables: IDM

Source: prepared by researchers using SPSS

Hence, the volume of explanatories’ variables demonstrates based on the coefficient values,
after comparing their significant level with the p-value. IFR, RAN, and PFR significant values
are smaller than p-value 5%, which illustrate their positive significant effects on IDM in Iraqi
stock exchange market by (0.285, 0.209, and 0.286) respectively at significant level of 5%.
Meanwhile, RUFR shows its positive impact on the dependent variable at significant level of
10%, because of it is significant level of 0.84. To sum up, having the mentioned independent
variables for investors play a significant role on their investment decisions by different rate.
Based on the summary of the estimated regression, the research model could be written as:

Y = B0 + B1X1t + P2X2t + B3X3t + P4 X4t

IDM = B0 + B1IFRt + B2RAt + B3PFRt + f4RUFRt

IDM= 0.342 + 0.285 IFR+ 0.209 RA+ 0.286 PFR+ 0.152 RUFR

IDM=0.342 + 0.285 IFR+ 0.209 RA+ 0.286 PFR

Based on respondents’ point of view regarding to the role of financial statement on their in-
vestment decision, understanding and assessing previous financial reports are considered as
the most important element, which make their decision making easier. Then, the importance of
financial reports come as they rely on it because the valuable rule that it can play. Finally, the
relative analysis from other firms, particularly in the same field take a third place for guiding
their investment decision making. So, HO is rejected as there are relationships between the inde-
pendent variables and the dependent variable. Regarding to alternative hypothesis H1, H2, and
H3 are accepted due to their significant contributions on investment decision making, however,

H4 is accepted, but its influence is insignificant.
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5. Conclusion and Recommendation
5.1. Conclusion

Financial reports have a vital role in term of investors making investment decisions. Also,
financial reports have significant benefits to extent that they provide an image of financial sit-
uation of companies. On the other hand, investment decisions give an opportunity to more un-
derstanding of the companies’ economic position. This is only obtained upon achieving disag-
gregated knowledge and data of the basic of financial statement. As illustrated in the statistical
analysis results, investors in Irag-when making the investment decision should care much about
financial statements which showed not only high positive side but also negative side of the
business either profitable or not. Also, role of financial statements is a perfect way to transfer of
information to internal and external users of the bussiness entity in credible and timely manner.

These consequences indicate that each of importance of financial reports, relative analysis and
previous financial reports are positively correlated with investment decisions. However, rea-

sons using for financial reports are influenced in insignificantly in investment decisions .

financial statement brings more revenues to investors and increase their level of profit. Further-
more, it will help economic growth in Iraq because the Iraqi investors may be able to make the
fair decision based on the reported information that they get form the financial reports. Based
on the used some sample of previous research and undertook systematic review of the meth-
odologies, numerous conclusions can be generated on influence financial reports on rational

investment decisions in Iragq.
5.2. Recommendation
Depend on the findings and outcomes of the study listed the following recommendations:

o The financial reports prepared externally gives more adequate view of financial
information and financial status of the firm.

o Owners must have sufficient skills to interpret the financial reports to use these
statements adequately. Also, the owners must be comfortable in suing financial reports;
thus, there is a need to expand interpretation skills for effective use.

o The financial reports must be prepared adequately so the information is updated
and reliable. Iraqi companies try to hire those people who have more experiences in
accountingfield.

o Iraqi governments try to force Iraqi companies to try for giving more details
about their financial reporting

o Iraqi companies try to hire those people who have more experiences in account-
ingfield.
o Iraqi governments try to force Iraqi companies to try giving more details about

their financial reporting because some of financial reporting need more information to
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help the investors in making their decision.

Reference

Berthilde, Mukamwiza et al. (2020) “Financial Statement Analysis and Investment Decision Making in
Commercial Banks: A Case of Bank of Kigali, Rwanda,” Journal of Financial Risk Management, 09(04),
pp. 355-376. Available at: https://doi.org/10.4236/JFRM.2020.94019.

Bhujel, S. (2020) “Role of Financial Statement in Investment Decision Making Process,” Journal of Bal-
kumari College, 9(1), pp. 105—108. Available at: https://doi.org/10.3126/JBKC.V911.30094.

Davern, M. et al. (2019) “Is Financial Reporting Still Useful? Australian Evidence,” Abacus, 55(1), pp.
237-272. Available at: https://doi.org/10.1111/ABAC.12152.

Kingsley Aderemi, A. and DAVID General Manager, I. (2017) “Journal of Internet Banking and Commerce
Special Issue: Mobile banking: A service provider perspective Edited By: Mihail N. Dudin FINANCIAL
REPORTS AND SHAREHOLDERS’ DECISION MAKING IN NIGERIA: ANY CONNECTEDNESS?,” Journal of
Internet Banking and Commerce, 22(S8). Available at: http://www.icommercecentral.com (Accessed:
August 12, 2022).

M, B.M. (2018) “FINANCIAL REPORTING QUALITY AND ITS EFFECT ON INVESTMENT DECISIONS BY NI-
GERIAN DEPOSIT MONEY BANKS,” European Journal of Accounting, Auditing and Finance Research,
6(4), pp. 23-34. Available at: www.eajournals.org (Accessed: August 10, 2022).

M, B.M., J, I.and |, O.1. (2018) “FINANCIAL REPORTING QUALITY AND ITS EFFECT ON INVESTMENT DE-
CISIONS BY NIGERIAN DEPOSIT MONEY BANKS,” European Journal of Accounting, Auditing and Finance
Research, 6(4), pp. 23—34. Available at: www.eajournals.org (Accessed: August 12, 2022).

Majeed, B.N. (2022) “The Effect of Macroeconomic Variables on Stock Exchange Market Performance:
Iraq Stock Exchange Market as an Example,” Journal of Kurdistani for Strategic Studies, (3), pp. 207-
228. Available at: https://doi.org/10.54809/JKSS.VI3.96.

Malo-Alain, A., Aldoseri, M.M. and Melegy, M.A.H. (2021) “Measuring the effect of international finan-
cial reporting standards on quality of accounting performance and efficiency of investment decisions,”
Accounting, 7(1), pp. 249-256. Available at: https://doi.org/10.5267/J.AC.2020.9.011.

Patrick, Z., Agaregh Tavershima, I. 1 and Eje, E.B. (2017) “Effect of Financial Information on Investment
Decision Making By Shareholders of Banks in Nigeria,” IOSR Journal of Economics and Finance, 8(3), pp.
20-31. Available at: https://doi.org/10.9790/5933-0803032031.

Ramalingegowda, S., Wang, C.S. and Yu, Y. (2013) “The Role of Financial Reporting Quality in Mitigating
the Constraining Effect of Dividend Policy on Investment Decisions,” The Accounting Review, 88(3), pp.
1007-1039. Available at: https://doi.org/10.2308/ACCR-50387.

Roychowdhury, S., Shroff, N. and Verdi, R.S. (2019) “The effects of financial reporting and disclosure on
corporate investment: A review,” Journal of Accounting and Economics, 68(2-3), p. 101246. Available
at: https://doi.org/10.1016/J.JACCEC0.2019.101246.

Samwel, M. (2014) THE ROLE OF FINANCIAL INFORMATION IN INVESTMENT DECISION MAKING: A CASE
STUDY OF PSPF. MSc. Mzumbe University.

Suh, S.C. (2017) THE ROLE OF FINANCIAL STATEMENT IN THE INVESTMENT DECISIONS OF A MICRO
FINANCE INSTITUTION (MFI). Case Study Bamenda Police Cooperative Credit Union Limited, Yaounde
branch. Centria University of Applied Sciences.

YA



¥

>

il yla 09iaad§Sl § ailinndyeS ()5S

Appendices
1. Autocorrelation

To diagnose autocorrelation between the values of independent variables, Durbin-Watson test is used. If
the value of Durbin-Watson located between 1.5 and 2.5, it could be introduced that there is no autocor-

relation between the values of independent variable.

Tablel: Autocorrelation diagnosis

Model Summery”
Model R R Square Adjusted R Std. Error of Durbin- Wat-
Square the Estimate son
1 9082 824. 811. 29308. 2.367

a. Predictors: (Constant), RUFR, IFR, RA, PFR
b. Dependent Variable: IDM

Sources: Prepared by researchers using SPSS

It can be seen from above table that, Durbin-Watson test result is 2.367, which demonstrates that auto-
correlation problem for FURF, IFR, RAN, and PFR does not exist, because it located between 1.5 and
2.5.

2. Heteroscedasticity

Heteroskedasticity is when the variance of the residuals is not the same across a range of measured val-
ues. If there is heteroskedasticity, the population used in the regression has different variances, and the

results of the analysis may not be correct.

Table2: Heteroscedasticity Diagnosis

ANOVA®
Sum of

Model Squares df Mean Square F .Sig

1 Regression 058. 4 015. 932. 452°,

Residual 861. 55 01e6.
Total 919. 59

a. Dependent Variable: sqres
b. Predictors: (Constant), RUFR, IFR, RA, PFR

Sources: Prepared by researchers using SPSS

Due to ANOVA table 2 above, as the value of significant level is equal to 0.452, which is bigger than
critical p-value 5%, then heteroscedasticity problem does not exist.

3. Normality

By looking at below charts, it is noticeable that the collected data is normally distributed and there is no
problem with it.

Chart 1: Normality Test

YAV
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Sources: Prepared by researchers using SPSS
4. Reliability Test

Reliability test is used to provide a degree of confident that the gathered data is reliable, and the test
measures comes without error. For that purpose, interclass correlation coefficient is examined to check

reliability by assessing both single measures and average measures.

Table 3: Intraclass Correlation Coefficient

Confidence Interval 95% F Test with True Value 0
Intraclass | Lower | Upper
Correlation® B o un d| B o u n d| Value dfl df2 Sig
Single Measures 739 651. 817. 15.132 59 236 000.
Average Measures ~ 934°. 903. 957. 15.132 59 236 000.

.Two-way mixed effects model where people effects are random and measures effects are fixed
.a. The estimator is the same, whether the interaction effect is present or not

b. Type C intraclass correlation coefficients using a consistency definition. The between-measure variance is ex-
.cluded from the denominator variance

.c. This estimate is computed assuming the interaction effect is absent, because it is not estimable otherwise

Sources: Prepared by researchers using SPSS

In table 3, the value of interclass correlation for single measures and average measures demonstrate if
the data are stable or not. Both single and average measures with values of 0.739 and 0.934 respectively,

provide that the collected data are reliable for the purpose of the study, because they are bigger than 0.7.

5. Trade Experience & Gender
20 TradeExp
[ Less than 5 years
Il 5-10 years
More than 10 years
5 | I I I
Male Female
Gender Chart I:

Trade Experience and Gender
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6. Trade Experience and Education

12 TradeExp

[l Less than 5 years
Il 5-10 years

[ More than 10 years
10

Count
Py

High School Deploma Bachelor Master PhD

Education

Chart:2 Trade Ex-
perience and Education

Sources: Prepared by researchers using SPSS

7. Trade Experience and Area of Experties
20 TradeExp
[H Less than 5 years
[l 5-10 years
[ More than 10 years
15
€
=
6 10
5
. |
Accounting Finance Economic Banking Commerce
AreaE .
reane Chart 3: Trade Experience
and Area of Experties

Sources: Prepared by researchers using SPSS
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