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Abstract

Sustainable earning can change the investor’s evaluation of cash value in the company, and institutional
investors can influence this evaluation by solving agency problems. The purpose of this study is to examine the
role of earning stability on the cash value relevance, taking into account the modifying role of the presence of
institutional shareholders. In this regard, the data of 142 companies listed in Tehran Stock Exchange during the
period from 2012 to 2021 were collected and analyzed using the method of systematic deletion. To test the
hypotheses, the multiple regression model was used in the form of panel data and with the fixed effects method.
The results showed that keeping cash has a positive relationship with the company's value, but earning stability
does not increase the value of cash in the company. Also, the results showed that institutional shareholders do
not strengthen the role of earning stability in the cash value relevance.

Keywords: Cash Holding Level, Cash Holding Relevance, Earning Quality, Earning Stability, Institutional
Shareholders.

Introduction: Companies try to maintain a certain amount of cash to deal with unexpected shortages of cash and
also to finance investments with positive net worth. Managers can pursue their personal interests at the cost of
losing the shareholders interests, and in this sense, keeping cash realizes the manager’s interests more than
shareholders. Companies with stable earnings have a lower risk of attracting investors for financing. In other
words, earning stability increases investors' confidence in predicting the value of future cash assets, and with the
decrease of investment risk, it is expected that the value of cash holding level will also decrease with the increase
of eaining stability. Institutional shareholders with sufficient knowledge and experience in related financial and
specialized fields supervise the company management, and this is the basis for aligning the interests of the
management with shareholders. However, self-interest hypothesis states that the presence of institutional
shareholders can also cause negative effects, such as the access of institutional shareholders to confidential
information, which will increase the asymmetry of information between them and retail shareholders.

Method and Data: The current research is applied in terms of purpose and correlational in nature. Multiple
linear regression method based on panel data was used to test the research hypotheses. The statistical population
includes 142 firms during the years 2012 to 2021.
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Findings: The results obtained from the first hypothesis showes that the shareholders value more than one unit
for keeping each unit of cash and pay special attention to the company financial flexibility. The test of the
second hypothesis showes that from the perspective of investors, earning stability does not increase cash value
relevance. It seems that factors such as opportunistic investors, government interference and weak information
efficiency of the market have caused this. The results of the third hypothesis showes that institutional
shareholders strengthen the role of earning stability on the cash value relevance. It seems that with the entry of
institutional shareholders, investors pay more attention to the role of more stable earnings in the cash value
relevance.

Conclusion and discussion: It seems that according to the conditions in the capital market of Iran, only the
existence of cash in the company is important for the investors. Therefore, it is suggested to the officials and
policy makers to increase the information efficiency of the market and then, based on the findings of the current
research and other complementary researches, design a mechanism to evaluate and disclose the earning quality,
the criteria of earning quality and introduce the top companies to investors in terms of earning quality. Also,
encouraging institutional shareholders to invest more widely in investable companies can have positive effects
on investors' more accurate assessment of the cash value.
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