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 In recent years, corporate governance has been proposed as an effective approach for 

improving performance, and various experimental results show that good corporate 
governance leads to increased quality of the company's operations. The main aim of the 

present study also examines the impact of corporate governance on cash flow and 

financing policies of firms listed in Tehran stock exchange during 2008-2012. The 
assessment of corporate governance is based on transparency and disclosure rankings, 

and the assessment criteria of company policies include financing, cash holdings and 

financial leverage. A panel of inquiry to test hypotheses using data from 135 companies 
through a combination of time-series and cross-section data has been performed. The 

results indicate that corporate governance has a positive relationship with cash flow and 

financial leverage variables (as a measure of financing policy) and it has a negative 
correlation with cash holding variable (as a measure of financing policy). 
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INTRODUCTION 

 

 Undoubtedly; Industrial Revolution, the rise of corporations and the separation of ownership from 

management were the most important worldwide developments during the eighteenth century. 

 Before, commercial economic activities were conducted in the form of personal property and the separation 

of ownership from management was not discussed. As a result, companies became aggregation places for 

corporation of interests of beneficiaries, including shareholders, managers, creditors, employees and other 

beneficiaries; and thereafter, an organized financial market became created in most countries. 

 As it is impossible to gather all the beneficiaries and shareholders on companies, thus managers took the job 

as their agents, and were responsible to answer beneficiaries' needs along with accessible sources. 

 Shareholders and stakeholders demand the maximum benefit of the company and not necessarily aligned 

with the interests of executives, who earn the maximum bonus. It is the point which arise interest conflicts. As a 

respect to corporate governance mechanism, companies' managers attempt to impose diverse policies to increase 

and improve the profitability and performance of their own organization. To achieve the main goals of an 

organization, it is necessary to follow the financing policy, which usually is possible with cash and debt 

holdings to stabilize the cash flow and to support their financial needs. Based on the above, and upon the 

importance of numerous researches on the impact and benefits of corporate governance; in this study, we sought 

to clarify the relationship between corporate governance, stability of cash flow and financing policies. 

 

2-Theoretical Principles: 

2.1 Corporate Governance: 

 The term "Corporate Governance" is defined as "different methods of organizations and committees, 

according to their ideological preferences". In Iran, this term originally takes root from accounting circles and is 

also evolving in other disciplines. Corporate Governance creates an appropriate framework for the conduct and 

management of effective, efficient and accurate business, to maximize shareholders interests. This system is 

created and enhanced to protect and safeguard the rights and interests of all investors and shareholders of the 

company, and to reduce interest conflicts between shareholders and managers. According to Tehran Stock 
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Exchange, Corporate Governance is a way to lead and manage the procedures for operation's conduct by the 

board of directors and senior management. This can affect the Board action as follows: 

A) Formulating corporate goals 

B) Conducting daily business 

C) Performing accountability towards shareholders and other stakeholders' interests 

D) Directing corporate activities and behaviors with the general expectation that managers' safe manner is 

consistent to the laws and regulations. 

E) Protecting the interests of investors 

 

2-2 - Financing Policy: 

 In this study, we will use the two most common methods of financing policy. These two methods are 

financial leverage and cash holdings. The following is a brief description of the deal stated. Financial Leverage: 

financial leverage; which increases the probability of bankruptcy and corporate leverage is expected to reduce 

financial risk, and to hold more cash. On the other hand, since the leverage ratio, is a factor of determining a 

company's ability to issue new debt, if the refund of expenses financed becomes high, it provides greater 

financial flexibility. The result may keep less cash. Cash holdings:  the amount reported in the balance sheet 

period of the final cash, is named held cash or cash holdings. In efficient capital markets, there is no reason to 

maintain liquidity in companies.  In addition, company's capital market frictions describe why an external 

financing company is not selected as an alternative choice for internal financing. Conservation literature 

emphasizes on two motivations to maintain cash liquidity: 

A) Transactions cost motivations 

B) The precautionary motivation  

 This implies that the transaction costs motive to raise external funds, fixed and variable costs associated.  

 The unit cost implies that there is an optimal level of cash and this will help a company to keep costs as a 

shield. In contrast, precautionary motives focus on information asymmetry, agency costs, liabilities and 

expenses before investing opportunities. If you choose the wrong external financing costs or expenses or 

financial difficulties, the company will accumulate cash deals to deal with unforeseen cash deficits, and support 

finance projects having present positive value. 

 

2-3-Literature:  

 Hassas Yeganeh et al, examining the relationship between corporate governance mechanisms and earnings 

management in firms listed in Tehran Stock Exchange, Found that there was no significant relationship between 

earnings management and the mechanisms such as: the number of board members, the number of outside 

directors and adequate segregation of duties of CEO, Chairman or a member of his board of directors, 

ownership structure and internal auditing. Rasaayian, Rahimi and Hanjari [1] studied the effect of internal 

governance mechanisms of corporate governance on cash holdings in the Tehran Stock Exchange. The results 

indicate that there is a significant negative relationship between the outside board members percentage and cash 

holdings in Tehran Stock Exchange, But there is no significant relationship between institutional investors and 

cash holdings. Goompers et al [4] found in a study that companies with good corporate governance, have the 

higher generated values rather than other companies and their financial statements reflect the evolution of 

accounting standards and metrics (such as rates of return on equity). Similarly, Brown and Kailer, Dournio and 

Kim [2]  found Similar results that on a good corporate governance, the company makes more profit,That this 

leads to an increase in stock prices and paid dividends to shareholders. Harford et al [3] tested the relationship 

between cash holdings and corporate governance structure. The results show that firms with greater local 

ownership and higher percentage of institutional ownership, have higher cash holdings; while larger companies 

with higher quality, higher corporate governance and more independent board, have less cash holdings. 

Subramanian and colleagues examined the relationship between the firm and the amount paid cash stored.  They 

show that firms with concentrated ownership and more diverse than they are, compared to firms with 

concentrated ownership have significantly lower cash holdings.  They stated further investigation because they 

have more relationships with other companies that are owned by various companies and industries, and their 

specific and investment opportunities keep less cash holdings. Yantoov [8] tested the relationship between 

corporate governance mechanisms, and its effect on firm value in the Singapore stock cash balance of payments. 

The companies studied with less effective corporate governance are more likely to keep cash.  Other results 

show that due to the flexibility and the conflict between managers and owners and agency theory, managers 

should be careful to save cash.  Moreover, firms with pyramidal ownership structure in opposite to one-owner 

companies focus less cash and have a higher market value.  

 

3-Methodology: 

 This research, is analytical and a subtitle of research applications of correlation.  The sample study consists 

of companies that meet the following criteria: 



288                                                                   Zahra Momeni Landi et al, 2014 

Advances in Environmental Biology, 8(19) Special 2014, Pages: 286-292 

1-Their financial year should end on 29 March. 

2-They have not changed their fiscal year during the study period. 

3-Its financial information  have been available since 2008 and regularly performed. 

4-they are not presented in the audited financial component Inc.   Capital   Investment and intermediaries, 

because they have not used the net asset value in their reports and their business practices are different from 

other businesses.  

 Spatial domain of the companies listed in Tehran Stock Exchange. Based on the following restrictions for 

the period 2008 to 2012, total 135 companies have these conditions and due to this, sampling is not conducted 

and all of the participants had been selected for this study. 

 

3-1-Hypotheses: 

Hypothesis 1- The relationship between corporate governance and operating cash flow is significant.  

 As a regard to two variables, including financial leverage and cash holdings to test and evaluate financing 

policies, therefore, the second hypothesis will be defined in the form of a main hypothesis and two subsidiary 

hypotheses, as follows:  

2. The main hypothesis of the relationship exists between corporate governance and finance policies.  

Hypothesis 2.1 There is a significant relationship between corporate governance and cash holdings.  

Hypothesis 2.2 There is a significant relationship between corporate governance and financial leverage. 

 

3-2-How to calculate the variables: 

 Independent variables: corporate governance: in this study, following Juan and his colleagues we assess the 

level of transparency and disclosure of corporate governance of the company.  The Securities and Exchange 

quarterly reports, ranking of listed companies on the stock are based on privileged information published by 

issuers.  The report ranks of all companies in 2008-2012 is used by 50 companies that have high scores, 

businesses who have been rated lower than 50,have been categorized as weak. The research model, to measure 

the level of disclosure, the following is a dummy variable for firms that score higher than 50 legal disclosure 

(good disclosure) which is considered as number 1,and other companies that disclose score less than 50 

(undesirable disclosure level) are assigned Zero. Dependent variables: the cash flow: The purpose of cash 

stream, which flows from operating cash flow presented in the financial statements of the companies, will be 

extracted.  So to calculate the changes, we follow this term: the amount of cash flow during the ending period 

minus the cash flow generated on first period and, the answer is divided to the beginning period cash flow to 

find the changes to come about.  

 Financing policies in this study, assessing the company's financial policies, follows the two variables: 

A) Financial Leverage: The amount of debt purchased or received by a company's financial leverage to other 

services properties. To calculate the financial leverage, ratio of total debt to total assets will be used.  This ratio 

indicates the degree of reliance to finance the acquisition of assets.  This affects the amount of the debt and 

constant sources of funds (e.g, equity) are placed.  However, the value of this ratio indicates that the company's 

financial management has asked how much debt (e.g, bank loans and commercial paper) is used as a source of 

funding.  Financial leverage was calculated by dividing total assets on the ending period to total properties of 

ending period. This formula shows that the index structure of the capital and even the debt is used to finance the 

company properties.  

B) Cash Maintenance: the amount of money which companies yearly accounts in bank or available funds of 

their own company will save the so-called Cash Maintenance.  The research reports the balance sheet of the cash 

which was used to assess this variable.  

 

Control variables: 

 Size: theoretically, large and highly profitable firms are more likely to be profitable (less loss) in 

comparison to other companies. Thus, the company can have a direct impact on corporate financing policy. The 

firm size is measured by the natural logarithm of sales per firm, has been considered as a control variable. 

 Profitability: In various studies, loss and financial crisis are attributed on the performance of their 

managers. The profitability index is calculated by dividing net income to total taken assets as an indicator of 

performance managers can be detected. 

 

3-3-Research Model: 

 Model No. 1 based on the number of used sub-hypotheses:  

 
 In this model:  CFO  = Operating cash flow;  CG  = As corporate governance is the case that if you have 

good corporate governance the number one is used, otherwise number zero is adapted.  Log sale  = Natural log 

of sales at the end of the course (provided in the Income Statement), which represents the size of the company.  
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Pro  = Profit;  Cash  = Cash holdings at the end of the period.  Lev  = Indicates the ratio of debt to assets, it is 

now = Error (disturbing component) = Indicates Inc.  i  is in the course  t.  

 With regard to the second hypothesis as an offshoot of the main hypothesis, the hypothesis presented in this 

study is therefore to test the hypothesis of the second derivative of model number (2).  The model is as follows.  

 
In this model  Lev  is the company's financial leverage.  

The third hypothesis was also used to check the model number 3. 

 
 

4-Results Investigation: 

4-1- Descriptive Statistics: 

  
Table 1: Descriptive statistics. 

 Profitability  Natural logarithm 

of sales (firm size) 

 Debt to 

asset ratio 

 Cash held at the 

end of period 

 Cash flow  Statistical descriptions 

 0.16  12.6 0.68  46197 0.036  Mean 

0.14 12.49 0.7  11124 0.026  Middle 

 0.7  17.58  1.36  3032832  0.33  Maximum 

 0.04  9.15  0.16  104 0.0003  Minimum 

0.14 1.11  0.15  2028  0.03  Standard deviation 

 0.13 0.76  0.21  0.32  0.38  Skewness 

 1.78  1.12  1.89  1.23  1.22  Elongation 

 

 4-2- The static test: 

 To ensure non-spurious regression, followed by the results, the uncertainty, the static variables are tested.  

So for this goal Brytang tests were used which in it optimal breaks by Shwartzbyzyn criteria specified is 

determined and the null hypothesis, on this test is this that there is a unit root.  

 
Table 2: The results of the static variables in the intercept. 

 Symbol  Variable name  Computational 

statistics 

 Pause  p-value  The result 

 CFO  Operating cash flow  - 3.23  0  0.0000  Static 

 LOGSALE  Natural logarithm of sales 
(firm size) 

 - 3.72  0  0.0000  Static 

 PRO  Profitability   - 3.9  0  0.000  Static 

 CASH  Cash held at the end of 

period 

  - 3.56  0  0.0000  Static 

 LEV  Debt to asset ratio   - 3.87  0  0.0000  Static 

 Statistics tables at the 5% level =  - 3.07 

 

  As shown in Table (2) states of all variables, statistic computing the absolute value of statistic table at a 

significance level of 5% or greater and at the table with  p-value  Displayed, is less than 0.05, thus the null 

hypothesis is rejecting and the against hypothesis is accepted and therefore all variables in the model, the level-

static (stationary) respectively. 

 

4.3 Test Results  F - Lymer: 

 The first diagnostic test in the cross-sectional data, time series, test  F -Lymer .  This test is determined to 

help all companies have an intercept or an intercept of each separate company.  

 The F - Lymer test is done, To determine which data fusion technique (pool) Or panel data (panel) is taken.  

The test statistic is calculated in F Circumstantial evidence. 

  
Table 3: F - Lymer Test Results  at 5%. 

 No. equation  F  Computational 

Lymer 

 p-value  Outcome 

 (1-3)  21  0.000  Hypothesis H0 Based on a compilation of data to be rejected. 

 (2-3)  23  0.000  Hypothesis H0 Based on a compilation of data to be rejected. 

 (3-3)  34  0.000  Hypothesis H0 Based on a compilation of data to be rejected. 

 

  Since the calculated  F  Lymer is more than computational statistical F , The null hypothesis is rejected and 

the larger table opposite hypothesis is accepted, or if the table with the significance level of P-value  Displayed 

is less than 0.05, thus rejecting the null hypothesis is accepted, which means that hypothesis of Consolidated 

data existence is rejected in favor of the panel data.  
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4-4- Hausman test results: 

 To determine whether fixed effects or random effects method to estimate, Hausman test is used.  

 

Table 4: Results of the Hausman test statistic to help   Calculation at 5%. 

 Statistics  
Computational 

 p-value  Outcome 

2.5  0. 768 
 Hypothesis  based on random effects method will not be accepted. 

7.41  0.000 
 Hypothesis  based on random effects method will not be accepted. 

5.98  0.000 
 Hypothesis  based on random effects method will not be accepted. 

 

  By comparing the statistics  Obtained for model (1) with parameter equal to 5.23, which was obtained 

by the table, it can be concluded that the method is suitable for estimating the model using random effects, 

because the null hypothesis can not be rejected. As a result of comparison the statistics  Obtained for model 

(2) and (3) a statistic obtained from Table equal to 5.23, it can be concluded that the appropriate method of 

estimating models number (2) and (3) is the "fixed effects" method, which can be assumed to exclude null 

hypothesis.  

 

4-4- Relationship between corporate governance and cash flow estimates using random effects: 

 
Table 5: Results of regression estimated cash flows using random effects. 

 The independent 

variable 

 Coefficient  t  Statistics   D.W  F 

Computational 

Methods  white 

F  

Computationa

l test  LM 

 Statistics  F 

Table 

 Intercept  0.23  4.67  
 

0.71 

 
1.89 

 
1.18 

 
1.97 

  
 

4.86 
 Corporate 

governance 

 0.18  4.12 

 Natural logarithm of 

sales  
(firm size) 

 0.109  2/2 

 Profitability  0.89  2.67 

 Debt to asset ratio  -0.19  - 2/2 

  

 The results presented in Table (5) in connection with the computational statistical T  Suggest that the 

coefficient of the independent variable is significant at the five percent level.  Statistics  Or adjusted 

coefficient of determination, equal to 0.71 indicates that 71% of the variability in the cash flow is explained by 

the independent variables.  Based on the results, the coefficient of each variable can be interpreted as a stretch 

like this: if corporate governance, good, cash flow will grow at a rate of 18/0 percent, the desirability of 

corporate governance, there is a significant and positive impact on the cash flow.  Followed by a percentage 

added to the natural logarithm of sales (firm size), then the cash flow will grow at a rate of 0.109 percent, with a 

rate of one percent increase in profitability, cash flow increases at a rate of 0.89 percent.  Financial leverage 

increases, the amount of one percent, a rate of 0.19 percent reduced cash flow, value and  t  Coefficient of 

corporate governance and cash flow equal to 4.12, which is the amount by which the second is larger, so the 

hypothesis  H0 that there is no relationship between these two variables is rejected, then the opposite hypothesis 

is accepted and that "there is a significant relationship between corporate governance and cash flow", will be 

accepted, so the first hypothesis of the study is approved.  

 

4-5- To estimate the relationship between corporate governance and cash holdings with fixed effects: 

 
Table 6: Estimation results of fixed effects regressions of cash holdings. 

 StatisticsF  

Table 

F 

Computat

ional test 
LM 

F 

Computatio

nal Methods 
white 

DW 

 

 t Statistics  Coefficient The independent variable 

86/4 78/2 34/3  9/1 65/0  9/2 8/1 Intercept 

2 / 4- 61 / 0- Corporate governance 

3/2 17/0 Natural logarithm of sales  
( firm size ) 

 12.2 23/0 Profitability 

93 / 4- 21 / 0- Ratio of debt to assets are 

 



291                                                                   Zahra Momeni Landi et al, 2014 

Advances in Environmental Biology, 8(19) Special 2014, Pages: 286-292 

 The statistics table , or coefficient of determination adjusted, 0.65 to 0.65 indicates that the variability in 

the cash holdings is explained by the independent variables. Since all coefficients in the model are significant, 

so the coefficient of determination is high. So there is no problem of multi-collinearity in the model. As the 

results in Table 6 indicate that the absolute value of  t, Corporate governance index is equal to 2.4 larger than the 

amount by which the second is larger, so the hypothesis  H 0 that there is no relationship between the variables is 

rejected, as a result the opposite hypothesis is accepted and a significant relation between corporate governance 

and cash holdings is accepted, therefore, the second hypothesis of the study is approved. According to the 

results, variables and firm size has a positive impact on profitability and financial leverage has a negative impact 

on cash-holding lever.  

 

4-6- Using fixed effects method to estimate the relationship between corporate governance and financial 

leverage: 

 
Table 7: Results of regression to estimate the effects of financial leverage on fixed effects. 

The independent variable  Coefficient  t Statistics  F 

Computational 
Methods white 

Statistics F  

Table 

F 

Computational 
test LM 

DW 

Intercept 1.41 3.3 0.6

5 

0.42 4.86 98/0 86/1 

Corporate governance 0.23  4.5    

Natural logarithm of sales 
 ( firm size ) 

0.21 2.89   

Profitability 0.51 4.98   

Fund cash holdings at the end 

of the period 

- 0.23 -2.8   

 

 Results on Table (7) shows that  t value, Corporate governance on financial leverage ratio is equal to 4.5 

times the value in Table 2, which is larger, so the hypothesis  H 0 that there is no relationship between the 

variables is rejected, a result opposite hypothesis is accepted and the theory that there is a significant 

relationship between corporate governance and financial leverage will be accepted, so the third hypothesis of the 

study is approved. Variables also have a positive impact on firm size and profitability and cash flow have a 

negative impact on financial leverage their end.  

 

5-Conclusion: 

 This research was to examine the relationship between corporate governance, corporate finance deal with 

cash flow and cash policies. To assess the financing policies of the two variables we use cash holdings and 

financial leverage, and the research hypotheses are stated with regard to this issue.  

 The results show the impact of corporate governance on cash flow and financing policies, So as to increase 

transparency and disclosure of corporate cash flow in order to increase participation, reduce cash holdings in the 

companies as well as corporate financing policy through more usage of debts.  

5-1 - The relationship between corporate governance and cash holdings is positive, i.e., the desirability of 

corporate governance, and the company's cash flow will increase.  

5 -2 - the relationship between corporate governance and cash holdings is negative, i.e., the negative impact of 

corporate governance on cash holdings; and inversely corporate cash holdings decrease with the desirability of 

corporate governance.  

 

6-Research Suggestions: 

A) The Stock Exchange is recommended to focus on transparency and disclosure of corporate governance 

mechanisms in compiling rankings, and to pay too much attention to the role of vital factors such as 

transparency and disclosure rating companies. 

B)  Investors are recommended to pay more attention to the level of transparency and disclosure.  

C) In order to prove the effectiveness and transparency of corporate disclosure on other variables, it is 

recommended that practices and procedures may be developed so that transparency and disclosure companies 

have more effective role in the ranking of organizations. 

 

7- Suggestions for Future Research: 

A) Effect of other corporate governance mechanisms on cash flow.  

B) The effect of other mechanisms of corporate governance on financing policy.  

C) The research has been done on the 5-year period, the same study suggested that long periods of time such as 

15 or 12 years and compare its results with the results.  

D) Review the impact of corporate governance on financing methods and compare them with our results.  
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