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ABSTRACT

The purpose of the present study is to investigfagerole of corporate governance and cash resowfctse
Information technology and Computer listed compsmie the Tehran Stock Exchange (TSE). The populatidudes 94
firms selected through systematic sampling. The datcollected from the audited financial statermeoft the firms
provided by TSE's website from 2008 to 2015. Irstkiudy the variables, debt reliance, ownershigenmation, board
independence, CEO duality and institutional ownigrshas been used to investigate corporate goveendrne results of
multiple linear regression analysis show that ther significant relationship between institutibaanership, Ownership
concentration, debt reliance and board in depergde#th cash holding. According to findings, thagtd is no a significant

relationship between CEO duality with cash holding.
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INTRODUCTION

Currently decision to determine the amount of caslerves in the company in one of the significastiés in the
finance literature has become. Although the cadtl ba the balance sheet, the asset is considerpdriamt for the
company, keeping too much of it can be a sign efficiency in resource allocation and impose lagests on
companies[5]. Two assumptions that have a sigmficapact on cash holdings discussion, Trade &bt and Pecking
order theory. Based on the Tradeoff theory, pgitihg optimal level of liquidity on the balancetleen benefits and
costs of holding cash are set [9]. Due to agen@blpms, managers may not use cash resources firnemttance
shareholder value.Currently one of the main factionproving resource management and economic effigieof
companies, corporate governance mechanisms thalveés/a set of relationships between the compangsagement,
board, shareholders and other interest groupséshishisms of corporate governance provides thetsteuthrough which
company objectives are set and supervising theopaéance is adversely achieve these goals is prdvitlee system by
establishing the necessary motivation in managensmt also provides effective monitoring, so conipamwill utilize
resources more efficiently. In this study, the rofecorporate governance in relation to the caddihg as an effective
factor in improving economic performance are diseds The aim of this study is to answer to questgrch as: What is

the relationship between cash holding and corpagateernance criteria? This study attempts to elteidhis subject,
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effective solution to provide efficient managemeftcompany resources and, consequently, increase/dlue of the
company.

Trade-Off Theory

Trade off theory argues that firms maximize theitues by considering the marginal costs and madrgieaefits
of holding cash. Under the assumption that managiensto maximize shareholder wealth, holding cash bear the
“cost-of carry”. This cost is related to the difence between the earnings from holding cash lamdnterest that firms
will pay to fund additional cash [8]. The benefisholding cash are based on two motives: transagtiinimization and
precautionary motives. In relation to the formerisi suggested that firms stockpile cash when tieg-costs and the
opportunity costs (related to cash deficits) arghbr [8, 16, 19] The precautionary motive, basedtlan effect of
asymmetric information on raising funds, suggebktt even if firms are able to raise funds from tapinarkets, they
might be reluctant to do so because of market sséfloe example if the market is under pricing thenped securities to be
issued).[17]Ascertain the prevalence of an optiteakl of cash where the marginal costs of cashtabermatch the
marginal costs of holding cash. [12]Argue that hrddcash serves to reduce the probability of fimandistress due to
unexpected losses. Such firms stockpile cash lasethey are in a better position to direct thessurces to investment
plans, even if it is hard to obtain funds. Markaperfections are more severe in emerging marketgpaced to developed
markets as well as bankruptcy related costs argfisignt in such markets, and hence trade-off theamn explain cash
holding decisions in these markets. For example,fitidings of [3] and Booth [1] support this argurhén emerging
market context.

The Pecking Order Theory

This theory suggests that there is no optimal levelash holdings for a firm. Based on asymmetrformation,
[14, 15] suggest that firms follow a pecking ordérfinancing to minimize costs related to inforneatiasymmetry. The
order starts with internal sources and firms wélé external sources, after the internal sourcesxrausted. [14]Proposes
that firms favors external funding by debt compai@eéquity issuance, since debt has lower inforomatiosts than equity
financing Cash can be seen as an outcome of tfeadif financing and investment decisions propdsethe hierarchal
pattern of financing [8, 12] claim that cash canused for financing investments to pay firm’s debd in turn stockpile
cash. [8] Also detect that firms with high levelazsh flows are those to distribute dividends, yjfm debt financing, and
as a result hoard cash. The previous literaturangae that information asymmetry is also importang might be more
severe in developing countries (see among oth8}s[4] Different financial factors, as determinaraf cash holdings,
have been used by empirical studies to reflect tteory. Recently, [3] employ leverage and profitgbas financial
variables that determine the decision to hold castaddition, [12] use size and cash flow to engailly analyses this
theory

REVIEW OF LITERATURE

[18]Investigated the empirical determinants of cogte cash holdings for a sample of UK firms over period
1984-1999 They presented evidence of the significalation between managerial ownership and cadtings The
results also showed that the way in which manalgewaership exerts influence on cash holding denisidiffers between
firms with ultimate controllers and those that arielely-held. Growth options of firms, cash flowsguid assets, and

leverage and bank debt are important in determinagh holdings. In contrast, there was much legierge that larger
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firms hold less cash. Their analysis also sugge#itat unobserved firm heterogeneity and endogersitycrucial in
analyzing the cash structure of firms [6] exami@EOs' risk of termination, its determinants anceffect on firm value.
Using survival analysis, they found that the rikkesmination increases for about thirteen yearfsteedecreasing slightly
with CEO tenure; 82% of CEOs have tenure of lesm tthirteen years. They also found that tenureeames with
performance and compensation and decreases wititaring by the board. Changes in the risk of temtion did not
have a significant effect on firm value. [5]Exandnie role of this governing body in the accumolatdf cash reserves.
Using a sample of 597 French listed firms durin@ €007, they found that firms with boards deenwebéd effective
in mitigating agency problems that is, those apiminindependent directors and splitting chief exte@ officer and chair
positions accumulate less cash reserves than thikeless effective boards. Moreover, two-tier losamwere more
efficient in mitigating the agency costs of fresltdlow, leading to less corporate cash hoardimgs€ findings supported
the idea that agency conflicts influence cash mamemt policy and that effective boards of direcfalesy an important
disciplinary role in a concentrated ownership setfi’] Examined the relationship between corporgteernance
mechanisms and tax gap. Independence of the Bdaadity role of the CEO, institutional shareholdestate ownership,
existence of the internal audit, audit opinion, ridiag of the auditor and the transaction with edaparties were
considered as corporate governance mechanismseprésiaddition, firm size and the financial lexggare entered to the
model as control variables. The final sample ofigsis includes 110 firms for a period of 6 yearmsnfr2007 to 2012 and
the multiple regression method based on panel dat used to test the proposed research hypoth€hesresults
indicated that despite the existence of negatilaioaship of board independence, state ownershigit opinion, auditor
change and leverage had negative impact with th@dp; internal audit and size had positive impacthe tax gap. In
addition, there was no significant relationship agthe duality role of CEO, institutional shareteskland transactions of
related parties with the tax gap. [3]They invedggacorporate cash holdings in developing countriegarticular, they
looked into the effect of capital structure andididnd policy on cash holdings in Brazil, Russiadién and China and
compared their results with a control sample frdva US and the UK. Their sample contains 1992 fiamioss these
countries for the period 2002-2008. They employedrimental Variables analysis to control for tnelageneity of the
financial policies (cash holdings, capital struetuand dividend policy). Their results showed savielence that capital
structure and dividend policy affect cash holdinfisere are similarities between developed and deusl countries on
the factors determining corporate cash holdinge f@sults of their cross-country model providedderice thatcapital
structure, dividend policy, and firm size are impot factors in determining cash holdings. Finaltgir showed that firms
operating in countries with low shareholder pratechold more cash.[13]Using governance metricethas antitakeover
provisions and inside ownership, he found that dinvith weaker corporate governance structures gthave smaller
cash reserves. He found that there is only limagitlence that the presence of excess cash alterevédrall relation
between governance and profitability. In the USakig controlled managers choose to spend cash Iguickacquisitions
and capital expenditures, rather than hoard it.[Al¢stigated the determinants of corporate castliigs using panel data
for firms listed in Tehran stock exchange from 2@012007 to analyze the effect of financial repagtiguality on cash
holdings and used accrual quality as a proxy ddrfaial reporting quality. Their results suggest ttash holdings are
negatively affected by financial reporting qualitihis finding suggested firms with good accruallguéold lower cash
levels than firms with poor accrual quality. Theuks also showed that cash holdings are positiz#écted by the growth

opportunity, cash flows and liquid assets and neglgtaffected by size, debt maturity and opportyicost.
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Hypotheses
First hypothesis: There is a significant relationship between Instinal ownership and cash holdings
Second hypothesisthere is a significant relationship between ownigrsbncentration and Cash holdings.
Third hypothesis: there is a significant relationship between debance and cash holdings.
Fourth hypothesis:there is a significant relationship between CECQliluand cash holdings.
Fifth hypothesis there is a significant relationship between Bdadpendence and cash holdings.

DATAAND METHODOLOGY

Population and Sample

The present research studies two types of indsstitie Information technology and Computer listechpanies

on the TSE. The sample comprises firms that meefalfowing conditions:
» Firms that have been listed in the stock exchamderé 2015;
» Firms whose financial year ends at the end of thieidn calendar;
» Firms that have no financial year changes;
» Firms that have been operating in TSE during thedef interest;
» Firms that have data available for the period tdrest;
e Investment companies are excluded.

Given these conditions, 94 firms were selectechagpte.

1) LNCASH;, = By + B,INSOWN; , + B,0WNCON; + BsDEBTRL; + B,BD — INDEP,, + BsDUALITY; , +
BeSIZE;, + B;OPCFL;, + BgDIV;, + BoMTBR; + ¢

VARIABLES

Independent Variables

In this study, the independent variables are delince, ownership concentration, board indepereleGEO
duality and institutional ownership.

CEO DUALITY: CEO duality leadership. This is a dichotomousalze that equals 1 if the CEO is also the

chair of the board, and 0 otherwise.

BD_INDEP: Board independence. It is the number of independé&erctors divided by the total number of

directors on the board.
INSOWN: institutional ownership.
OWNCON: ownership concentration

DEBTRL: debt reliance
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Dependent Variable
In this study, the dependent variable is Cash hgkli

CASH: cash holdings. It is the natural logarithm of casimet assets ratio; net assets are total agsstshsh and

marketable securities.
Control Variables

In this study, the dependent variables are firne,stividend, operating cash flow and Market-to-baako
(MTBR).

DIV: dividends. It is measured as the ratio of dividetodtotal assets.
SIZE: firm size. It is the natural logarithm of totales (in thousands of euros).

MTBR: market-to-book ratio. It is the ratio of (marketlwe of equity plus book value of liabilities) dieéd by

the book value of total assets.

OPCFL: operating cash flow.
Data Analysis

Multivariate regression analysis was applied ati¥esignificance level for testing the hypotheses.
Findings

Descriptive and inferential (multivariate regressanalyses) analyses are used for testing the hgpes of the

research.
Descriptive Statistics

The data is collected from 94 samples informatiechhology and Computer firms listed in Tehran Stock
Exchange for the period from 2010 to 2015. Tabfgdvides mean, median, standard deviation, maxinand, minimum

values for the research variables.

Table 1: Descriptive Statistics

N Minimum Maximum Mean Std. Deviation

LNCASH 470 .0000 8.1200 405723 4673825
INSOWN 470 .0080 .9000 .229330 .1646565
OWNCON 470 .0000 .9999 .320356 .3120553
DEBTRL 470 -.7225 .7048 .052731 .1018858
BDINDEP 470 .2000 .8000 .655334 .1556337
CEODUAL | 470 .0000 1.0000 .046809 .2114536
SIZE 470 9.9859 18.8173 12.999092 1.3721095
OPCFL 470 -.4085 .5793 .107977 .1330818
DIV 470 .0000 1.6192 .135597 .1663967
MTBR 470 |-9882.4129 53210.4520 | 797.973342| 2793.1324114

Inferential Statistics

In the regression model, the effect of the independvariables (CEO DUALITY, BD_INDEP, INSOWN,
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DEBTRL, OWNCON) on the Cash holdings of the sanfpims is examined. A multivariate linear regressioodel is
used at the 5% significance level for testing tlipdtheses. If there is no relationship betweenindependent variables
and the dependent variable, all the coefficientshi regression model must be equal to zero. Thascan test the
significance of the regression model, which ismfie@ne using F test. If the obtained F-statistiess than the Table value
of F at the 95% confidence level, the regressiodehavill be significant. The results of F-test gmovided in Table 2
(P<0.05).

Table 2: Analysis of Variance

Model Sum of Squareg DF Mean Square F Sig.
Regression 30.720 9 3.413 21.890 .000
1 |Residual 71.731 460 .156
Total 102.451 469

a. Dependent Variable: LNCASH

b. Predictors: (Constant), MTBR, DEBTROWNCON, INSOWN, DIV, OPCFL, CEODUA
BDINDEP, SIZE

The results of estimating the regression moddiebs significance level are provided in Table 3.

Table 3: The Results of Estimating the Regression dtlel

Model Unstandardized Coefficients Séig?f?ggﬁgd T Sig.
B Std. Error Beta
(Constant) .290 .206 1.409 .160
INSOWN 679 114 .239 5.947 .000
OWNCON 759 .061 .506 12.480 .000
DEBTRL 135 184 .029 731 465
1 BDINDEP -.349 125 -.116 -2.795 .005
CEODUAL .028 .093 .013 .302 763
SIZE -.004 .014 -.011 -271 .786
OPCFL 130 .140 .037 .929 .354
DIV -179 4112 -.064 -1.604 .109
MTBR -2.675E-6 .000 -.016 -.399 .690
a. Dependent Variable: LNCASH

Hypothesis 1

According to the first hypothesis, Institutional evship (INSOWN) is significantly associated withsh
holdings (LNCASH). Based on the results of multiate regression model Table 4, INSOWN has a begdficent of
0.679and p-value of 0.000. Therefore, there isifiogmt relationship between INSOWN and cash hajdifLNCASH) at
5% significance level.

Table 4: Results of Testing the First Hypothesis wh Multivariate Regression Analysis

Variable | Beta | Sig Result
INSOWN | 0.679| 0.0000 Accepte

=

Hypothesis 2

According to the second hypothesis, ownership aanaton (OWNCON) is significantly associated with
LNCASH. Based on the results of multivariate regi@s model Table 5, OWNCON has a beta coefficidr@.@59 and
p-value of 0.000. Therefore, there is a signifiaatationship between OWNCON and LNCASH at 5% digance level.
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Table 5: Testing the Second Hypothesis with Multivaate Regression Analysis

Variable Beta | Sig Result
OWNCON | 0.759| 0.000 Accepted

Hypothesis 3

According to the third hypothesis, debt ReliancERDIRL) is significantly associated with LNCASH. Bakon
the results of multivariate regression model TableDEBTRL has a beta coefficient of 0.135and p-gabf 0.465.
Therefore, there is a significant relationship betw DEBTRL and Management bonuses (LNCASH) at Sfftifgsiance

level.
Table 6: Testing the Third Hypothesis with Multivariate Regression Analysis
Variable | Beta | Sig Result
DEBTRL | 0.135| 0.465 Accepted
Hypothesis 4

According to the fourth hypothesis, CEO dualitysignificantly associated with LNCASH. Based on thsults
of multivariate regression model Table 7, CEO dudlias a beta coefficient of 0.028 and p-value .@68. Therefore;

there is no significant relationship between CE@Iidgand LNCASH at 5% significance level.

Table 7: Testing the Fourth Hypothesis with Multiveriate Regression Analysis

Variable Beta | Sig Result
CEO duality | 0.028| 0.763 Rejected

Hypothesis 5

According to the fourth hypothesis, Board indepenge(BDINDEP) is significantly associated with LNGHA.
Based on the results of multivariate regressionehddble 7, BDINDEP has a beta coefficient of -@&4d p-value of
0.005. Therefore; there is significant relationghéiween BDINDEP and LNCASH at 5% significance leve

Table 8: Testing the Fifth Hypothesis with Multivariate Regression Analysis

Variable Beta | Sig Result
BDINDEP | -0.349| 0.005 Accepted

Table 9: Model Summary’

Model R R Square AluEEd & sl Er_ror Gl Durbin-Watson
Square Estimate
1 .548 .300 .286 .3948882 1.649

a. Predictors: (ConstantiMTBR, DEBTRL, OWNCON, INSOWN, DIV, OPCF
CEODUAL, BDINDEP, SIZE
b. Dependent Variable: LNCASH

Table 10: One-Sample Kolmogorov-Smirnov Test

LNCASH
N 470
ab Mean 405723
Normal Paramete Std. Deviation | .4673825
_ lAbsolute 193
Most Extreme Differences Positive 135
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INegative -.193
Test Statistic 193
Asymp. Sig. (2-tailed) .000

a. Test distribution is Normal.
b. Calculated from data.
c. Lilliefors Significance Correction.

DISCUSSIONS

The present research examined the relationshipeeetfive variables (debt ratio, firm size, Earnistgbility and
accruals quality) and management bonuses of thmichband pharmaceutical firms listed in TehranctBxchange. The
results of multivariate regression rejected one tigpotheses of the research. The results of melfipkear regression
analysis show that there is a significant relatigmsbetween institutional ownership, Ownership a@rication, debt
reliance and board independence with cash holdkegording to findings, that there is no a significaelationship
between CEO duality with cash holding. But positoeefficient obtained from this variable, the catsincy of these
findings indicates the theoretical foundations.sTfioperty is also expected to highlight the rbkg torporate governance

is to reduce CEO behaviors opportunistic. Thisifigds consistent with results [5] does not match.
LIMITATION

The first limitation is related to the lack of ct#fged data in the database of TSE. Thereforerdbearchers were

forced to use the audited reports of the firmsdatta collection became a very time consuming pces
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