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The purpose of this research is to investigate the relationship between earnings quality and financial flexibility. Also, the
effect of some corporate governance mechanisms on this relationship is experimentally tested. Multivariate linear
regression was used to test the research hypothesis. The statistical population was 120 firms listed to the Tehran Stock
Exchange during 2012-2021 (1200 firm-year observations). The research results showed that there is a negative and
significant relationship between earnings quality and financial flexibility. In other words, as the earnings quality decreases,
firms must holding more cash to provide their financial resources. Also, the results showed that corporate governance
mechanisms such as the independence of the board of directors, the concentration of ownership and the audit committee
have a positive moderating effect on this relationship. These results show that when earnings quality decreases,
companies tend to hold cash less. Specifically, firms with low eatnings quality reduce firms' financial flexibility. Hence,
companies should provide high-quality earnings for greater financial flexibility. According to agency theory and positive
accounting theory, the low quality of earnings is the source of increasing sharecholders' concern about increasing
information asymmetry that may negatively affect the firm's financial flexibility. Conversely, higher earnings quality
reduces information asymmetry, which leads to higher financial flexibility. Based on the results, it can be said that
corporate governance can be successful in fighting financial crises and smoothing business operations.
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Table 1- Variables.
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Table 2- Results of descriptive statistics (quantitative).
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Table 3- Results of descriptive statistics (binary).

(ACO) g plis aios

(OCl) casdlo 3555 (BIND) o oo b S5t

Y\

0 1 0 1 0 1
%30 %70 %31 %69 %36 %64
360 840 372 828 432 768

sl

Jl 4o 03] gl -¥-¥

ol ol ¥ gl 53 o e 38 Dysm 503l 350 Smsh S b s (s Sy 5l eslial
i Il oy (yg03l il - F Jgazr
, Table 4- The results of the first research hypothesis test.
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Table 5- The results of the second research hypothesis test.
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Table 6- The results of the third hypothesis test of the research.
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Table 7- The results of the fourth research hypothesis test.
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Table 8- Summary of research results.

Ao )

e 355 e g ypivcilanil y die 5 Sy oy Sy CdeS 73l Ao b 1

Gl sba ]y (Jb g pdhdlanl g sgw b CudsS (m alal ) Wlgion 0 pie Sles Plirulipgs arz 8 2
DS e cote

Yi: Gl et b ) Jbe s pdhSlasil g sgw b CodS o alal, Wil oo oSl S 03 1p 9w 408 3
&S oo

Gty sbarl) Jle 6 piyllanl g o9 (ol CoS G Al Wlgie (o ples 40eS 0 Lo 4028 4

Jg o olid Cms g yoandls — 1 -0

: b s pliclanst 535w

o

[51] 5,148 oo 30 50 Sledb Q)LBrJ.oﬂAS[SO] :}_i,u»xéﬁ#ydb&ﬁﬂﬁ&:ob»qﬁrﬁ(EQ) 3 o CS
Mﬁ;\wﬁ@}jléﬁwéwbéﬁcjw cél&)’\blojwvxu:e\}é\jo\ﬁJAs—W&)LBJ:bq‘:}_...Oﬁl.;

S e i T SU Sl (5555 e

ol o e 52 s 93 8 e o5 S gn G2 555 5 e A s SRS 4 L IS5 gy g Sk R 55|
Sl G pdsiillan! 558 o0 o il wuswwj@.?@)u Lo D) G R 05 s A o0 SeS IS 8 4 o 555 0
(2 A g JMo Ll S, s e L85 48 0550 o iy TS5 pm L e (5055 st et Lol ol L Al
G Glaan 3a o (slaay 3o (o b (slaay 3o Asle) (Sl CAgSS 4 Loy po slaay 3 1alS (gl |y A a s el
O DA B S (658 el s e dily (Gl 4 Dkool5 58 55 1y A a5 Ll S, a8 U8 e slgiiy 5 (W)13655 . 5 S e
¥ Sl s T Sauled 05551 5 Palelas 0500 bl 03551 ) oo il () [52] S Jslaze | 4y 38 5 el s
b Hlaiml 3)lee b agalse (sl Il (g psilanil s a1y 355 (Sodds LES,a « blaml laopSil gl S o Slands
Olizedsl pude 5 S lablons (S0 (g S Szl pl 53555 51 6 L5 g0 a5 1) (S LSS ¢l ol 45 oo o o Janie
Al 5L (Sudd w a5 gl sbaania b ablis gl LaS)s gDl oSl gl s o 2l |y (g ol >

291 g (S A8l s (g5 2 35l g0 530 | S8 5 S (6 Sl (65108 e e oS (glaaty 32 51 Wl 5 oo (S ¢l posdhe

Ol e S5 53 35 oS oS fuokas

a3 ool YUy 5Meles (slaasy 58 b sl 09m s Al3 0o | 25>

MKA (J'v’-"\"-t.} s;..»\ ol A:ijb BL L;-.AL..A‘ Q‘méﬁ J“)""L") U‘ﬁ\ o \Y’A? dLm )‘ c‘)}.@.]é JL> BL L;La)j,iSJ,iL.» .LQLA
Sl g pdulanl g bliae dte ;30 5wl CodS a8 das o gLis andllas (ol (el 03 S ool |y 58,5 CoaS> 5505kl

! Spending hypothesis 5 Transaction motive
2 positive accounting theory ¢ Agency motive
3 Theory of inventory management " Liquidity preference theory

4Precaution motive

Archive of SID.ir



Archive of SID.ir

3 pgeinn Slasl 31AL e 2alS aTy AN Lo (6 dicilani) cCanis s CodS 53 ol S Rl L aS Cosline Iyl o)l
53] 355 (St ) 03Ul o g ot Wl oo oS S o Sk 33,5 5 4 ez [y T 5 A8 55505 Sokaols S slatal
j\,)u,;;,;gjsms.uvuzi\}mb;,“;?a__sjmdu:.atsbg;uwlQ)Lasf.xpygc,?acspggu@ﬁ,bﬁ‘w&pﬂ
Og.aﬁjM)Jui.:b'é‘bﬁ)uJLAWUQJNFJHV.A&J)&&}&@@))L{:&‘Qﬁmt\s.\.hbdaui.&lsb‘ﬂ.\ﬁ

WS 58 a5 Gl le de iy Glual ol

LS\)))JBMJJJ‘);)L:B&LJJ\)Q\J{M}[SZ] J}»ﬁt‘;c ;MLM&W}‘;L;W‘ O)LES<=~LPWJ‘5~:U«JL %SASW‘

Y1 ¢

3

2ok U pgd (sldano 8 auld S g i V-0

&JJ}?}A h:)lt‘db‘b‘;lﬂ szi.o\.;dl.kau‘j.}fw(;ﬁswa .LLJ)\J.’L;S)&Q.:‘,S\? a.\....s&.bﬁ;‘ dﬁw}jbwb w\
J.Sgga‘Jﬁgb6}1.)%;_9&»“5Jyuﬁg%sufbu)‘jbésfﬁs%éb-)bwwowdid;ﬁj\&wmd\ J.SuA

S o ok (Jo gy Blanil ) s nly kS e S Ete sbar 55,0 CoeS slap 586 (ol b

Slr ke ble (Kl 2525 Soype0 9345 S oo g ey (Sinled (555 S s Sty e o 5 SUIG S
Oty CohS 48 b e Sl s il B b e nl s o ol (9315 SISl o gas wils 035 Lo
oy [34] UKo 5 ol Ja s ulios s 3 R i 0 (6, S I (5 poilansl b (558 it alasly 5 g
OB pde S L) CS,8 Slatar i g oS 4 555 e Sty SIS (655 p5ede b i )5S ol sl ool

s o L (S 0 G o 1y e (g pduilans] a8 (LISl w5 )l pde (s Sledb]

B3I 48 &S (5T mom |y o525 panass b shaol U ooy Bl 5 o 575 oSl 45t o 0L e 1 (e oS> Jl
b alasBlaal e Slasl 5 b Ja5 IS 5950 b K50 005 S e 3 [BA] dms B mlio 5 0S5 o s
BlS o S5 CoaSl rman S S8 o (6 plyblanil alaly 535w kS ey St Jaleh &) Sl (Kos 45 A5 b
IS o 55 e 5 gng oDyl 20l580 e 3§55 e Slos Il d5le ¢ eSl togd oy L 1) 35 Sk

15 ol Jle (6 pduBlanil 555w CuodS w Sote jgbay g das oo 4l OS5 4 6 e

jLﬁQ)L@.A 4Qj§ LLLJ.:;}A OJ._!.V\.A Q@)JALA &“J"L"“’. Lsusﬂ:.qs ‘Cj&a C,‘.:QLA)L“}-M U:Sjb&”sjfn %&SL} ‘O.ﬂjgo‘}))\.ﬁ

s (o 6 s dlan) 50 CokS e 0 4 ot 355 4y 5 4 45 dad e alS
&l

[1] Hamdan, A. (2020). The role of the audit committee in improving earnings quality: The case of industrial
companies in GCC. Journal of international studies, 13(2), 127-138.

[2]  Garcia-Teruel, P. J., Martinez-Solano, P., & Sanchez-Ballesta, J. P. (2009). Accruals quality and corporate cash
holdings. Accounting & finance, 49(1), 95-115.

[31 Vo, X. V., & Chu, T. K. H. (2019). Do foreign shareholders improve corporate earnings quality in emerging
markets?  Evidence  from  Vietnam.  Cogent economics and finance, 7(1), 1698940.
DOI:10.1080/23322039.2019.1698940

[4] Du, K., Huddart, S., Xue, L., & Zhang, Y. (2020). Using a hidden Markov model to measure earnings quality.
Journal of accounting and economics, 69(2—3), 101281.

[5] Farinha, J., & Moreira, J. A. (2007). Dividends and earnings quality: the missing link.
https://www.yumpu.com/en/document/view/6437999/dividends-and-earnings-quality-the-missing-link-fep-

[6]  Schipper, K., & Vincent, L. (2003). Earnings quality. Accounting horizons, 17, 97-110.

[71 Fama, E. F., & Jensen, M. C. (1983). Separation of ownership and control. The journal of law and economics,
26(2), 301-325.

[8] Bazaz, M. S., & Mashayekhi, B. (2010). The effects of corporate governance on earnings quality: Evidence from
Iran. Asian journal of business and accounting, 3(2), 71-100.

[91 Lambert, R. A. (2001). Contracting theory and accounting. Journal of accounting and economics, 32(1-3), 3-87.

[10] Aldamen, H., & Duncan, K. (2016). Does good corporate governance enhance accruals quality during financial
crises? Managerial auditing journal, 31(4/5), 434-457.

\e —\\7ZWJY'YQL&.\{UcYa)LA.:oAU}.}Gﬁ‘.}ﬁ&bdbﬂﬁb&l&lb/&}b} L

Archive of SID.ir



Archive of SID.ir

[11] Habib, A., & Jiang, H. (2015). Corporate governance and financial reporting quality in China: A survey of recent
evidence. Journal of international accounting, auditing and taxation, 24, 29-45.

[12] Chen, J.J., & Zhang, H. (2014). The impact of the corporate governance code on earnings management--Evidence
from Chinese listed companies. European financial management, 20(3), 596-632.

[13] Francis, J. R., Maydew, E. L., & Sparks, H. C. (1999). The role of Big 6 auditors in the credible reporting of
accruals. Auditing: a journal of practice & theory, 18(2), 17-34.

[14] Srinidhi, B. I. N., Gul, F. A., & Tsui, J. (2011). Female directors and earnings quality. Contemporary accounting
research, 28(5), 1610-1644.

[15] Bao, S. R., & Lewellyn, K. B. (2017). Ownership structure and earnings management in emerging markets—An

\\e institutionalized agency perspective. International business review, 26(5), 828-838.

[16] Bhattacharya, U., Daouk, H., & Welker, M. (2003). The world price of earnings opacity. The accounting review,
78(3), 641-678.

[17] Caramanis, C., & Spathis, C. (2006). Auditee and audit firm characteristics as determinants of audit qualifications:
Evidence from the Athens stock exchange. Managerial auditing journal, 21(9), 905-920.

[18] Gaio, C., & Raposo, C. (2014). Corporate governance and earnings quality: International evidence.
https://www.repository.utl.pt/handle/10400.5/24973

[19] Chen, C. J. P., & Jaggi, B. (2000). Association between independent non-executive directors, family control and
financial disclosures in Hong Kong. Journal of accounting and public policy, 19(4-5), 285-310.

[20] Jaggi, B., Leung, S., & Gul, F. (2009). Family control, board independence and earnings management: Evidence
based on Hong Kong firms. Journal of accounting and public policy, 28(4), 281-300.

[21] Arslan-Ayaydin, O., Florackis, C., & Ozkan, A. (2014). Financial flexibility, corporate investment and
performance: evidence from financial crises. Review of quantitative finance and accounting, 42, 211-250.

[22] Bolton, P., Wang, N., & Yang, J. (2019). Investment under uncertainty with financial constraints. Journal of
economic theory, 184, 104912. https://doi.org/10.1016/j.jet.2019.06.008

[23] Cherkasova, V., & Kuzmin, E. (2018). Financial flexibility as an investment efficiency factor in Asian companies.
Gadjah mada international journal of business, 20(2), 137-164.

[24] Denis, D. J., & McKeon, S. B. (2016). Proactive leverage increases and the value of financial flexibility. Journal
of applied corporate finance, 28(4), 17-28.

[25] Ferrando, A., Marchica, M. T., & Mura, R. (2017). Financial flexibility and investment ability across the Euro area
and the UK. European financial management, 23(1), 87-126.

[26] Shin, M., Kim, S., Shin, J., & Lee, J. (2018). Earnings quality effect on corporate excess cash holdings and their
marginal value. Emerging markets finance and trade, 54(4), 901-920.

[27] Bigelli, M., & Sanchez-Vidal, J. (2012). Cash holdings in private firms. Journal of banking & finance, 36(1), 26—
35.

[28] Kim, C. S., Mauer, D. C., & Sherman, A. E. (1998). The determinants of corporate liquidity: Theory and evidence.
Journal of financial and quantitative analysis, 33(3), 335-359.

[29] Opler, T., Pinkowitz, L., Stulz, R., & Williamson, R. (1999). The determinants and implications of corporate cash

}A_’w

o U

S

.Cf.:es‘:-o

4, holdings. Journal of financial economics, 52(1), 3-46.

\*'(3 [30] da Cruz, A. F., Kimura, H., & Sobreiro, V. A. (2019). What do we know about corporate cash holdings? A
-\ systematic analysis. Journal of corporate accounting & finance, 30(1), 77-143.

‘_%i [31] Myers, S. C., & Majluf, N. S. (1984). Corporate financing and investment decisions when firms have information
1 that investors do not have. Journal of financial economics, 13(2), 187-221.

—3, [32] Jenson, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, agency costs and ownership

= structure. Journal of financial economics, 3(4), 305-360.

)

[33] Easterbrook, F. H. (1984). Two agency-cost explanations of dividends. The american economic review, 74(4), 650—
659.

[34] Sun, Q., Yung, K., & Rahman, H. (2012). Earnings quality and corporate cash holdings. Accounting & finance,
52(2), 543-571.

[35] Dittmar, A., & Mahrt-Smith, J. (2007). Corporate governance and the value of cash holdings. Journal of financial
economics, 83(3), 599-634.

[36] Ozkan, A., & Ozkan, N. (2004). Corporate cash holdings: An empirical investigation of UK companies. Journal of
banking & finance, 28(9), 2103-2134.

[37] Easley, D., & O’hara, M. (2004). Information and the cost of capital. The journal of finance, 59(4), 1553-1583.

[38] Imeni, M., & Moshashaei, S. M. (2022). Investigating the effect of constraints on earnings management strategies
on the application of earnings classification shifting strategy. Empirical studies in financial accounting, 19(75),
203-236. DOI:10.22054/gjma.2022.67557.2375

[39] Imeni, M., Rahnama, F., Banimahd, B., & Nikoomaram, H. (2022). Justice shares and earnings quality: a political
economy perspective. Management accounting, 15(54), 1-20. DOI:10.30495/jma.2022.21072

[40] Arad, H., Imeni, M., & Salehpour, Z. (2023). Political connections, family ownership and earnings quality: some
evidence from Iran. International journal of finance & managerial accounting, 8(31), 103-116.
DOI:10.30495/ijfma.2023.21719

Archive of SID.ir



Archive of SID.ir

[41] Shemshad, A., & Imeni, M. (2022). Cash holding, firm value and performance under financial constraint: a case
study of the lIranian Capital Market. Innovation management and operational strategies, 2(4), 434-446.
DOI:10.22105/imo0s.2021.314356.1184

[42] Mahdavikho, V., Imeni, M., & Edalatpanah, S. A. (2022). Cash conversion cycle and current and future
performance: evidence from Iran’s Capital Market. Modern research in performance evaluation, 1(2), 80-92.
https://www.journal-mrpe.ir/article_153186.html

[43] Samadi Lorgani, M., & Imeni, M. (2013). The relationship between working capital management and cash holding
companies listed in Tehran Stock Exchange. Journal of management accounting and auditing knowledge, 2(5),
39-52. https://jmaak.srbiau.ac.ir/article_7434.html

[44] Dareyaei, A., & Imeni, M. (2023). Financial reporting readability and the cost of capital: emphasizing the
moderating role of financial reporting quality. Financial accounting knowledge, 10(1), 133-161. AR
DOI:10.30479/jfak.2022.16552.2949

[45] Latif, K., Bhatti, A. A., & Raheman, A. (2017). Earnings quality: A missing link between corporate governance
and firm value. Business & economic review, 9(2), 255-280.

[46] Watts, R. L., & Zimmerman, J. L. (1986). Positive accounting theory.
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=928677

[47]1 Akileng, G. (2014). The efficacy of corporate governance in reducing opportunistic accounting earnings
manipulations. Management, 5(24), 44-69.

[48] Karamanou, I, & Vafeas, N. (2005). The association between corporate boards, audit committees, and
management earnings forecasts: An empirical analysis. Journal of accounting research, 43(3), 453-486.

[49] Alves, S. (2014). The effect of board independence on the earnings quality: evidence from portuguese listed
companies. Australasian accounting, business and finance journal, 8(3), 23-44.

[50] Beasley, M. S. (1996). An empirical analysis of the relation between the board of director composition and
financial statement fraud. Accounting review, 71(4), 443-465.

[51] Pourali, M. R., Imeni, M., & Taherpour, G. R. (2013). The study of relationship between institutional shareholders
and firm cash conversion cycle (CCC): Evidence from Tehran Stock Exchange (TSE). International research
journal of applied and basic sciences, 4(9), 2735-2741.

[52] Ajinkya, B., Bhojraj, S., & Sengupta, P. (2005). The association between outside directors, institutional investors
and the properties of management earnings forecasts. Journal of accounting research, 43(3), 343-376.
https://doi.org/10.1111/j.1475-679x.2005.00174.x

[53] Chung, K. H., & Zhang, H. (2011). Corporate governance and institutional ownership. Journal of financial and
quantitative analysis, 46(1), 247-273.

[54] Sulaiman, N. A, Yasin, F. M., & Muhamad, R. (2018). Perspectives of audit quality: an analysis. Asian journal of
accounting perspectives, 11(1), 1-27.

[55] Ball, R., & Shivakumar, L. (2008). Earnings quality at initial public offerings. Journal of accounting and
economics, 45(2-3), 324-349.

[56] Leuz, C., & Verrecchia, R. E. (2000). The economic consequences of increased disclosure. Journal of accounting
research, 91-124.

[57] Baumol, W. J. (1952). The transactions demand for cash: An inventory theoretic approach. The quarterly journal
of economics, 66(4), 545-556.

[58] He, Z., & Wintoki, M. B. (2016). The cost of innovation: R&D and high cash holdings in US firms. Journal of
corporate finance, 41, 280-303.

[59] Pugliese, A., Minichilli, A., & Zattoni, A. (2014). Integrating agency and resource dependence theory: Firm
profitability, industry regulation, and board task performance. Journal of business research, 67(6), 1189-1200.

Vef=\\$ ldedo Ay uL:.w.{U ¥ O)LA-\;‘ ) 093 Gﬁ‘.}jgudbﬂﬁb A:Jul.hﬂ /ééu} é}ﬁ}\?\ﬁ

Archive of SID.ir



