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Objective: The present study aimed to trace the effect of financial reporting's readability
on the relationship between managers' opportunistic behaviors, including overconfidence,
smoothing and earnings management in the divergence of investors' opinions.

Method: To achieve the study's objectives, a sample of 124 listed firms in the stock
exchange was selected according to a systematic exclusion pattern, and it was collected for
10 years from 2013 to 2022. A linear multiple regression model was used to test the research
hypotheses. To measure the divergence of investors' opinions, Silva and Serqueira's (2021)
model and Jones adjusted model and earnings smoothing with the LCLE index and
overconfidence of managers with overinvestment model and Fog index were used to
measure the readability of financial reporting.

Results: The results of hypothesis testing indicated that earnings smoothing, earnings
management and managers' overconfidence increase the divergence of investors' beliefs in
the market. Moreover, the readability of financial reporting affects these relationships.

Conclusion: By improving the readability of financial reports, the result can be said that
artificial earnings management will be reduced as necessary and the divergence of beliefs
will be reduced. Also, by providing less complex financial statements, managers will have
to disclose all their opinions, thereby increasing the transparency of the information sent to
the market. In fact, by increasing the quality of information readability, financial reporting
can help to bridge the relationship between earnings management, profit smoothing and
overconfidence of managers with the investor confidence is impactful.
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Introduction

Investors' thoughts and beliefs about the future of the capital market can effectively affect the
price trend and the volume of market transactions. Investors' thoughts and beliefs refer to their
views about the future situation of the capital market. In classical economics, there is a belief that
human behavior is formed based on rational expectations. The concept of rational and rational
expectations is based on the assumption that different individuals and groups intelligently consider
and use all the available information that affects the outcome of their decisions. The basis of
decision-making by investors and capital market participants is the information published by
companies in the form of financial statements, and it is possible to fully benefit from this
information when it is timely, complete, accurate, and understandable to investors. On the other
hand, if this information is distributed unfairly, unequally, or in scientific terms, asymmetrically,
it can lead to different results and affect the capital market and investors. Therefore, any lack of
transparency in this information can disrupt the decision-making of shareholders and analysts in
the capital market and lead to a divergence of opinions between capitals Passed. Divergence of
opinions is a type of heterogeneity related to the investor in which investors' estimates of the asset's
value vary; in fact, a divergence of opinions deals with the investors' disagreement in the market
about the stocks of companies. The difference of opinion, which has been created due to the lack
of transparency in the information, will cause a difference in the level of investors' predictions of
the expected future returns. When the heterogeneity of investors' beliefs about the value of stocks
increases, stocks are bought by investors with a higher value, and this causes the stock price to
move away from the fundamental value, leading to the dispersion of opinions and opinions.
Among the opportunistic behaviors of managers include overtrust and smoothing and managing
earnings in the divergence of investors' opinions.

Method

In order to achieve the objectives of the research, a sample of 124 companies listed on the
Tehran Stock Exchange that were selected according to the systematic elimination model was
collected for 10 years between 2013 and 2022. A linear multiple regression model was used to
test the research hypotheses, which were tested using Eviews software version 12. To measure the
divergence of investors' beliefs following Salehi et al. (2023), the model of Silva and Cerquera
(2021) has been used to manage earnings, the adjusted Jones model, the smoothing of earnings
with the Eckel index, and the overconfidence of managers with the overinvestment model, as well
as the Fogg index, has been used to measure the readability of financial reporting.

Results

The results indicate that earnings smoothing, earnings management, and managers'
overconfidence increase the divergence of investors' opinions in the market. In addition, the
readability of financial reporting affects these relationships.

Conclusions

With the expansion of the capital market and the tendency to have companies that have the
conditions for admission to the stock exchange, and sometimes the emergence of factors whose
origin and manner of formation cannot be explained by using the logic, foundations and theories
available in the market, the study of behavioral financial sciences has been one of the necessities
of research in the field of the financial group. Among the important cases that can be In behavioral
financial sciences, it is referred to as the new issue of disagreements and opinions among investors
in the capital market and the issues that can intensify or reduce this factor. The opportunistic
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behavior of managers in managing and smoothing profits and their overconfidence can increase
the divergence of investors' opinions, and the readability of financial reporting also affects this
relationship. Divergence of ideas between capitals Investors refer to the desires, feelings,
optimism, and pessimism, and in fact, the investor's opinions and opinions about the final value of
an asset and the amount of return it can have in the future. In the behavioral financial literature, it
has been pointed out that the lack of information transparency exacerbates disagreements about
the value and return of a stock in the capital market, and the transparency of the reports issued by
the company is questioned. Agha will invest in the market by relying on his analysis thoughts and
beliefs. In the meantime, the thoughts and tendencies of the managers, which can be expressed in
various ways when presenting financial statements to the market, will intensify the disagreement
among investors about the company's value. The issue of readability of financial reports, which
has been discussed in the financial communities in recent years, is one of the critical issues in
investment decisions. It is the people in the market and analysts that if the text of the statements
presented to the market is less complex, investors will have a better analysis of these statements,
and it has sometimes been said that managers prefer complexity in these statements to hide the
facts. By improving the readability of financial reports, it can be said that artificial earnings
management will be reduced as necessary. The divergence of opinions will be reduced, and also
by presenting financial statements with less complexity, managers will be forced to disclose all
their opinions. This way, the information sent to the market will increase transparency. In fact, by
improving the quality of the information, the readability of financial reporting can pave the way
for earnings management. The divergence of investors' opinions affects managers' profits and
overconfidence. The current study provided evidence that the dishonesty of managers in
manipulating the profit figure and overconfidence in investments can exacerbate the differences
of beliefs and beliefs in the capital market, and in this regard, relying on the readability of financial
statements can be a problem.
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