INTERNATIONAL JOURNAL OF ACADEMIC

” MANAGEMENT
I ACADEMIC
c I N ‘ RESEARCH
SOCIETY
R E S E A R H ’ EXPLORING INTELLECTUAL CAPITAL
INTERNATIONAL A N D

JOURNAL OF ACADENIC
RESEARCHm Acnnuum:l&

MANAGEMENT SCIENCES 2 hrma ;
ISSN: 2225-8329

The Effect of Cash Flow Stability and Financial Policies on
Brand

Ghodratollah Talebnia, Fatemeh Fadaeiyan
To Link this Article: http://dx.doi.org/10.6007/1JARAFMS/v5-i3/1807 DOI:10.6007/IJARAFMS /v5-i3/1807

Received: 12 July 2015, Revised: 15 August 2015, Accepted: 29 August 2015

Published Online: 17 September 2015

In-Text Citation: (Talebnia & Fadaeiyan, 2015)

To Cite this Article: Talebnia, G., & Fadaeiyan, F. (2015). The Effect of Cash Flow Stability and Financial Policies
on Brand. International Journal of Academic Research in Accounting Finance and Management Sciences,
5(3), 196-208.

Copyright: © 2015 The Author(s)

Published by Human Resource Management Academic Research Society (www.hrmars.com)

This article is published under the Creative Commons Attribution (CC BY 4.0) license. Anyone may reproduce, distribute,
translate and create derivative works of this article (for both commercial and non-commercial purposes), subject to full
attribution to the original publication and authors. The full terms of this license may be seen

at: http://creativecommons.org/licences/by/4.0/legalcode

Vol. 5, No. 3, 2015, Pg. 196 - 208

http://hrmars.com/index.php/pages/detail /IJARAFMS JOURNAL HOMEPAGE

Full Terms & Conditions of access and use can be found at
http://hrmars.com/index.php/pages/detail/publication-ethics

196


http://creativecommons.org/licences/by/4.0/legalcode

INTERNATIONAL JOURNAL OF ACADEMIC

- MANAGEMENT
e I ACADEMIC
— c I N ‘ RESEARCH
P SOCIETY
R E S E A R H ’ EXPLORING INTELLECTUAL CAPITAL

INTERNATIONAL A N D

JOURNAL OF ACADENIC
IRESEIIREH|||At;r.nurmr=‘sIj ‘ > T

MANAGEMENT STIENCES &g w rs.com
= ISSN: 2225-8329

The Effect of Cash Flow Stability and Financial
Policies on Brand

Ghodratollah Talebnia', Fatemeh Fadaeiyan?
Tehran Science and Research Branch, Islamic Azad University, Tehran, Iran, 2Department of
Accounting, Tehran Science and Research Branch Islamic Azad University, Tehran, Iran
Email: fatemeh_fadaeiyan@yahoo.com

Abstract

In this paper, we determine the relationship between cash flow stability and financial policies
on brand of 124 companies listed on Tehran Stock Exchange during 2008-2014. The financial
policies consist of credit rating, financial leverage ratio, and cash assets ratio. The results of
this study indicated that cash flow stability and credit rating has a significant positive impact
on brand and financial leverage ratio has a significant negative impact on brand. However,
there was no relationship between cash assets ratio and brand. In other words, the increased
stability of cash flows and credit rating and the reduced financial leverage ratio positively
affect brand, but the increased or decreased cash assets ratio does not affect brand.
Keywords: Cash Flow Stability, Credit Rating, Financial Leverage Ratio, Cash Assets Ratio,
Brand

Introduction

Brand reputation is developed during years of activity. An unwise action may inflict
irreparable loss on a brand, with its negative impacts lasting for many years. On the other
hand, a wise action may considerably increase brand reputation within a short while. Today,
brand is the most important parameter in the valuation of companies and financial limitations
affect investment fluctuations (Rudanco, 2011). The interests of investors in an enterprise
include future interests, future cash flows, and payment of future cash interests accompanied
with high reputability of brand (Fernandez, 2001). Investors seek information on these
interests, among which future interests and future cash flows are attracting more attention.
To estimate future cash interests, they need information on brand, future interests, free cash
flow and debt of the companies.

Given that volume of transactions in our capital market is not comparable to the
advanced countries and brand credit and cash flows are two fundamental factors in the
estimation of cash flows and the increased financial leverage ratio is an important factor in
the reduction of corporate investment (Chamanrouyan, 2009), special attention should be
paid to two variables of financial leverage and cash flows and their impact on financial
performance. As our capital market is too much younger than those of advanced countries,
the attraction of investors greatly matters to the managers. In line with this objective,
determination of relationships between such factors as the stability of cash flows, credit

197



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN ACCOUNTING, FINANCE AND
MANAGEMENT SCIENCES

Vol. 5, No. 3, 2015, E-ISSN: 2225-8329 © 2015 HRMARS

rating, financial leverage ratio, and cash assets ratio, as well as their impacts on brands may
pave the way for the achievement of the ultimate goal. Considering the importance of this
issue and insufficient research on brand, we decided to study the effect of stability of cash
flows and financial policies on brand. In this study we attempt to determine the relationship
between the stability of cash flows, credit rating, financial leverage ratio, cash assets ratio and
brand. Our first goal is to determine the effect of stability of cash flows and financial policies
on brand. Our second goal is to provide useful information to investors, creditors, financial
analysts, managers, owners, and other users.

Methodology of Research
The statistical population consists of the companies listed on Tehran Stock Exchange. The
inclusion requirements are as follows:

1. Companies who have been listed before 2008

2. Companies whose fiscal year end on March 20 (to increase comparability)

3. Companies which have not changed their fiscal year during the period under study
(2008-2014)

4. Companies whose financial information is accessible in variable definition part

5. Companies which are not a part of financial corporations such as banks, financial
institutions, investment companies and financial brokerage companies.

Given the above conditions, only 124 companies were qualified and included in the
statistical population. This study is a library research in that it uses the resources and financial
statements of the companies listed on the stock exchange. In terms of goal, this study is an
applied research with a comparative-inferential approach and uses regression analysis
method. In terms of data collection, this study is a descriptive-observation research with
correlation approach which investigates the correlation between variables. In terms of data
nature, this study is a quantitative research.

Research Variables and Measuring Method

The dependent variable in this study is Braper brand. Brand is an artificial variable which
is 1 if the mean assets return ratio of three consecutive years of the company is more than
the mean return of the concerned industry, and is 0 if otherwise. Company assets return ratio
is measured by dividing net profit of the current year by book value of total assets.

The independent variables of the research are as follows
Cash Flow Stability (CFSi:):
Cash flow stability is measured as follows (Chamanvar & Yan, 2009)

CFi,t _CFi‘t—l
CFS;, _  CF., (1)
Where:
CFS = cash flow stability of company iin yeart;
CF

it = Cash flow of company iin year t;

CFia 2 Cash flow of company iin year t-1.

Credit Rating (CreRatiz)
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To measure credit ratings of the companies, we collected the data on total adjustment
points. After computing the above formula, we determined a coefficient for each company.
Then we arranged the companies based on the coefficients and determined the ratings. The
companies whose ratings were below the average total index of the concerned industry were
classified as financially limited companies (Bronberg et al., 2009). Below is the method of
measuring total adjustment point of companies:

Total points of company = (EPS growth percentage x EPS growth coefficient) + (total
assets growth percentage x total assets growth coefficient) + (predictable profit margin
growth percentage x profit margin growth coefficient) (2)

(EPS growth coefficient + total assets growth coefficient + profit margin growth
percentage)x 100

Total adjustment point of company = ((total points x 1) + (1+EPS coverage percentage x
EPS coverage coefficient) + (EPS deviation mean x EPS deviation coefficient) x 100 (3)

(1+EPS coverage coefficient + EPS deviation coefficient)

Financial Leverage Ratio (Levi:)

High financial leverage ratio indicates the increased ratio of debt to accumulated funds
and is likely to cause financial bankruptcy of the company. It indicates the reduction in cash
funds consequent upon debt increase. Companies with high cash holdings can cover these
assets with cash funds and reduce the debts. We measured financial leverage ratio (Levi:)
using the following formula:

Lev;: = book value of total debts — book value of total assets (4)

Cash Holdings (CashHoldings;)
Cash holdings are cash funds plus negotiable papers. The volume of cash holdings is
measured by the following formula:

Cash/Assetsi+ = Negotiable papers + Cash funds — Book value of total assets (5)
Control variables are as follows:

Sales Logarithm (Log (sales);t)

Si,t _Si,t—l

Log (sales),, _ S

(6)

Where:

SGi = Sale growth of company i in year t;
Sit= Net sales of company i in year t;
Sit-1 = Net sales of company i in year t-1.
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Finally, we measured sales growth rate logarithm for final computations
Growth Opportunities (M/Bit): growth opportunities are the ratio of market value to
book value of equities.

Annual Profitability (EBITDA:): EBITDA;:= Salesi: + ROAi++ ROE;+/ 3 (7)

Where:

Sales ratio: Sales;t, = company sales — Book value of total assets;

Return on assets ratio: ROA;: = net profit of current year — book value of total assets;
Return on equity ratio: ROE;, = net profit of current year — book value of equities.

General and Administrative Expenses Ratio (Adv/Salesi )

Adv/Sales;+= general and administrative expenses — cost price of sold goods (8)
Research and Development Expenses Ratio (R&D/Salesi):

R&D/Salesi: = Research and development expenses — sales amount 9)
Given the research variables, the research model is codified as follows:

Braperi:= ag + B1CFSi: + B2CreRati: + BsLevi: + BaCashHoldingsi: + BsLog (Sales)i
BsM/Bi+ + B7EBITDA; : + BsAdv/Salesi: + BoR&D/Salesi + €t 10)

Research Hypotheses

As mentioned in theoretical fundamental of the research, cash flow stability and
financial policies affects brand. Here, we present the hypotheses based on theoretical
fundamentals and research objectives:

Main Hypotheses
1. There is a significant relationship between cash flow stability and brand;
2. There is a significant relationship between financial policy and brand;

Secondary Hypotheses
3. There is a significant relationship between credit rating and brand;
4. There is a significant relationship between financial leverage and brand;
5. There is a significant relationship between cash holdings and brand.
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Results

Descriptive Statistics of the Research

Table 1

Descriptive Statistics of the Research

Brand

Cash flow
stability

Credit rating
Financial
leverage ratio
Cash assets ratio
Company sales
logarithm
Growth
opportunities
Annual
profitability
General and
administrative
expenses ratio
Research &
Development
expenses ratio

Mean | Maximum | Minimum | Standard

0.50
13
0.50
0.642
0.19

5.714

12.25

0.69

0.24

0.14

1
2.4

2.72
0.28
7.91

19.25

0.78

0.31

0.18

-0.67

0.0405
0.09
3.241

2.34

0.24

0.16

0.06

Deviation

123.39
0.24
0.00
0.258
25.24
0.187

12.57

1.05

0.55

0.65

Jark-
bera
Statistic
2548.24

1265.50
6408.35
5214.02
27.23
438.32

4340.6

52.30

7862.07

83.16

Jark-bera
Statistic

probability

0.00
0.00
0.00
0.00
0.00
0.00

0.00

0.00

0.00

0.00

The number of observations for each column is 744 (obtained from multiplying 124

companies by 6 fiscal years).

F-Limer test for selection of intercept is variable or constant.

The hypotheses of F-Limer test
Ho: the intercepts of the model are equal — combined data model (Pool)

Hi: the intercepts of the model vary from case to case — constant effects model
Statistic F probability in F-Limer test is less than 5% for all hypotheses, so Ho is rejected
and Hj is confirmed. Constant effects model is confirmed for all five hypotheses. To compare
constant effect model with random effect model, we carried out Hausman test. Table 2

contains the results:
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Table 2

Hausman test for selection of constant and random effects model

Research Examination Statistic

hypotheses type value

Main hypothesis 1 | Chi-Square 0.150160
Test

Main hypothesis 2 | Chi-Square 0.695986
Test

Secondary Chi-Square 1.057238

hypothesis 1 Test

Secondary Chi-Square 1.03954

hypothesis 2 Test

Secondary Chi-Square 0.7931

hypothesis 3 Test

Degree of | Statistical
freedom probability
6 0.9277

8 0.7061

6 0.3575

6 0.3264

6 0.7241

Hausman Statistic probability value for both hypotheses is more than significance level of 5%,
so we had sufficient proof to reject the constant effects model. Therefore, we used random

effects model to test related hypotheses.

Research Hypotheses Test Results

First main hypothesis: There is a significant relationship between cash flow stability and

brand.

Table 3
First main hypothesis test results

Braperit = ao + B1CFSit + BsLog (Sales)t + BsM/Bit + B7EBITDAi+ + BsAdv/Salesi+ +

BoR&D/Salesis + €it

Variable

Constant number

Cash flow stability

Sales logarithm

Growth opportunities

Annual profitability

General and administrative expenses
ratio

Research & development expenses ratio
Coefficient of determination

Adjusted coefficient of determination
Durbin-Watson Statistic

Coefficients

25.247
0.24
0.19
0.099
0.17
0.0028

0.0014
0.37
0.29

Statistic t Sig.
3.0214 0.029
4.148 0.021
3.019 0.033
3.0373 0.047
4.21 0.031
0.59 0.91
1.024 0.64
Statistic F 41.024
Probability F 0.000
1.69

Durbin-Watson Statistic is 1.69 (between 1.5 and 2.5) which indicates the lack of
autocorrelation. Therefore, there is no obstacle to regression use. Statistic F probability in the
above table indicates that there is a significant linear relationship between research variables,
because statistic F probability is less than 5%. Statistic t for independent variable indicates
that there is a significant linear relationship between independent variable (cash flow
stability) and dependent variable (brand). This relationship is direct in error level of 5% (0.24).
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This coefficient indicates that the more cash flow stability, the stronger the brand. By
contrast, the less cash flow stability, the weaker the branch. In other words, there is a
significant positive relationship between these two variables. This relationship is also
significant for control variables of the research, except for general and administrative
expenses ratio and research and development expenses ratio which are not significantly
associated with brand. The adjusted coefficient of determination is 0.29, which indicates the
strength of model in explanation of associated variable changes. Independent and control
variables have explained 29% of brand changes.

Second Main Hypothesis Test

Financial policy has three indexes of credit rating, financial leverage ratio and cash
assets ratio, so we provided one secondary hypothesis for each index to investigate the
impact of each index on the brand independently:

Secondary hypothesis 1 derived from the main hypothesis 2: There is a significant
relationship between credit rating and brand.

Table 4

Test results of secondary hypothesis 1 derived from main hypothesis 2
Braperit = ao + B2CreRati+ + BsLog (Sales)i: + BsM/Bit+ + B7EBITDAi+ + BsAdv/Salesi: +
BoR&D/Salesit + €it

Variable Coefficients Statistic t Sig.
Constant number 31.17 3.38 0.011
Credit rating 0.19 3.181 0.031
Sales logarithm 0.21 3.112 0.037
Growth opportunities 0.10 .0313 0.049
Annual profitability 0.13 4.011 0.28
General and administrative expenses | 0.002 0.901 0.68
ratio

Research & development expenses | 0.0037 0.912 0.84
ratio

Coefficient of determination 0.317 Statistic F 51.54
Adjusted coefficient of determination | 0.231 Probability F 0.000
Durbin-Watson Statistic 1.80

Durbin-Watson Statistic is 1.80 (between 1.5 and 2.5) which indicates the lack of
autocorrelation. Therefore, there is no obstacle to regression use. Statistic F probability in the
above table indicates that there is a significant linear relationship between research variables,
because statistic F probability is less than 5%. Statistic t for independent variable indicates
that there is a significant linear relationship between independent variable (credit rating) and
dependent variable (brand). In other words, in the companies listed on Tehran Stock
Exchange, the more credit rating is close to 1 (the rating close to is a good point and the credit
rating close to 0 is a bad point for the company), the company is more likely to have a powerful
and reputable brand. The adjusted coefficient of determination is 0.23, which indicates the
strength of model in explanation of associated variable changes. Independent and control
variables have explained 23% of brand changes.
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Secondary hypothesis 2 derived from main hypothesis 2: There is a significant relationship
between financial leverage and brand.

Table 5
Test results of secondary hypothesis 2 derived from main hypothesis 2
Braperit= ao + BsLog (Sales)i: + BsM/Bit + B7EBITDA; : + BsAdv/Salesi: + BsR&D/Salesi: + €+

Variable Coefficients Statistic t Sig.
Constant number 21.11 3.022 0.012
Financial leverage 21-0. 33.5. 0240
Sales logarithm 0.27 3.41 0.031
Growth opportunities 0.13 9.23 0.041
Annual profitability 0.08 2.054 0.049
General and administrative expenses | 0.0014 0.81 0.21
ratio

Research & development expenses | 0.0017 0.73 0.37
ratio

Coefficient of determination 0.331 Statistic F 31.24
Adjusted coefficient of determination | 0.251 Probability F 0.000
Durbin-Watson Statistic 1.638

As you can see in the table above, Durbin-Watson Statistic is 1.638 (between 1.5 and
2.5) which indicates the lack of autocorrelation. Therefore, there is no obstacle to regression
use. Statistic F probability in the above table indicates that there is a significant linear
relationship between research variables. Statistic t for independent variable indicates that
there is an inverse linear relationship between independent variable (financial leverage ratio)
and dependent variable (brand). In other words, the less financial leverage ratio, the stronger
the brand. Also, there is a significant direct relationship between control variables and brand
in error level of 5%, except for general and administrative expenses ratio and research and
development expenses ratio. The adjusted coefficient of determination indicates that
variables of hypothesis 3 have explained 25% of financial performance changes.
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Secondary hypothesis 3 derived from main hypothesis 2: There is a significant relationship
between cash assets and brand.

Table 6

Test results of secondary hypothesis 3 derived from main hypothesis 2
Braperit = ao + BaCashHoldingsi: + BsLog (Sales)t + BsM/Bit + B7EBITDA;« + BsAdv/Salesi: +
BoR&D/Salesi + €it

Variable Coefficients Statistic t Sig.
Constant number 11.19 3.82 0.022
Cash assets 0.016 210.8 1080.
Sales logarithm 0.21 312.5 0.032
Growth opportunities 0.15 911.4 0.044
Annual profitability 0.11 3.871 0.038
General and administrative expenses 0.0021 0.891 0.16
ratio

Research & development expenses 0.0017 0.471 0.29
ratio

Coefficient of determination 0.331 F Statistic 31.24
Adjusted coefficient of determination  0.251 F Probability 0.000
Durbin-Watson Statistic 2.24

As you can see in the table above, Durbin-Watson Statistic is 2.24, which indicates the
lack of autocorrelation. Therefore, there is no obstacle to regression use. Statistic F
probability in the above table indicates that there is a significant linear relationship between
research variables. Statistic t for independent variable indicates that there is no significant
relationship between cash assets and brand. Also, there is a significant direct relationship
between control variables and brand in error level of 5% (except for general and
administrative expenses ratio and research and development expenses ratio). The adjusted
coefficient of determination indicates that variables of hypothesis 3 have explained 25% of
financial performance changes.

Main hypothesis 2 test: There is a significant relationship between financial policy and brand.
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Table 7

Main hypothesis 2 test results
Braperit = oo + PB2CreRati+ + BslLevit + BsCashHoldingsi: + PBsLog (Sales): + BsM/Bit +
B,EBITDA;: + BsAdv/Salesi: + BsR&D/Salesi+ + €it

Variable Coefficients Statistic t Sig.
Constant number 2.057 2.822 0.031
Credit rating 0.19 3.181 0.031
Financial leverage ratio 21-0. 33-5. 0240
Cash assets ratio 0.017 210.9 170.0
Sales logarithm -0.227 2.512 0.02
Growth opportunities -0.118 8-5.01 0.041
Annual profitability 110 231.5 0.001
General and administrative expenses = 0.00019 0.247 0.81
ratio

Research and development expenses 0.00027 0.341 0.70
ratio

Coefficient of determination 0.381 F Statistic 51.34
Adjusted coefficient of determination 0.291 F Probability 0.000
Durbin-Watson Statistic 2.027

Durbin-Watson Statistic is 2.027, which indicates the lack of autocorrelation. Therefore,
there is no obstacle to regression use. Statistic F probability is less than 5%, which indicates
that there is a significant linear relationship between research variables because, Statistic t
for independent variable indicates that there is a linear relationship between independent
variables (except cash assets ratio) and dependent variable (brand). In other words, statistic
tin error level of 5% indicates that there is a significant inverse relationship between credit
rating variables and financial leverage. This correlation indicates that the companies with
lower debt and higher power to repay debts (credit rating close to 1) have more powerful
brand. This relationship is also significant for control variables. There is a significant
relationship between control variables and brand in error level of 5% (except for general
expenses ratio and research expenses ratio). The adjusted coefficient of determination is
0.29, which indicates that the independent and control variables have explained 29% of brand
changes.
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Table 8

A Summary of Research Hypotheses Test
Hypothesis Description of Hypothesis Result
Main Hypothesis | There is a significant relationship between cash flow | Confirmed -
1 stability and brand. Direct
Secondary There is a significant relationship between credit | Confirmed -
Hypothesis 1 rating and brand. Direct
Secondary There is a significant relationship between financial | Confirmed -
Hypothesis 2 leverage and brand. Inverse
Secondary There is a significant relationship between cash Rejected
Hypothesis 3 assets ratio and brand.
Main Hypothesis The.re is a significant relationship between financial Confirmed
2 policy and brand.

Conclusion and Recommendations

The results indicated that cash flow stability and financial policy significantly affected
brand. The companies listed on the Tehran Stock Exchange should pay a special attention to
cash flow stability as it has the highest impact on brand. To improve brand, it is recommended
that managers establish a supportive investment fund to stabilize cash flows. Also, companies
should adopt financial policies more accurately because there is a significant relationship
between financial policy, especially the indexes of financial leverage ratio and credit rating,
and brand. Debt control may improve brand reputation, so the managers should reduce debt
ratio and increase their ability to repay debts by adopting appropriate decisions for obtaining
operation incomes, which would enhance the reputation of company among customers and
other people concerned. Companies should fix a ceiling for financial leverage ratio so that the
increased debt does not increase financial leverage ratio. Keeping financial leverage ratio in
an optimal level improves brand. Also, credit rating is directly associated with brand, so it is
recommended that managers provide appropriate guarantee and after sale services and
improve the quality of products and services in order to enhance their financial, executive
and technical abilities. The increased credit rating would increase the ability to pay debts,
increase the satisfaction of contracting parties, enhance the ability to receive financial
facilities, and make brand more powerful.
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