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M.A. Thesis:

Free cash flows representation costs and financial and
economic performance of the company

A representation theory that separates ownership and control among companies creates
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conflicts of interest between shareholders and corporate executives. Managers try to
maximize their wealth by minimizing the cost of different representation from the
oversight. Managers instead of distributing free cash flows between landlords tend to re-
invest in it. The excessive amount of free cash flows, internal failures and the loss of
corporate resources leads to representation costs. . The main objective of this research is to
investigate the relationship between free cash flows, representation costs and financial and
economic performance of companies admitted to the Tehran Stock Exchange. In this
regard, the information of 121 companies listed on the Tehran Stock Exchange for the
period of 2011-2012 with consideration of some features (847 companies-years) was
investigated. Independent variable of this research is free cash flow, cost of representation
and dependent variables, cost of representation and performance (return on equity, return
on equity, company value and return on equity). To analyze the data, the combined data
method was used and the hypotheses were tested using ordinary least squares regression.
The results of the hypotheses show that there is a significant relationship between free cash
flow and representation cost. In addition, there is a significant relationship between free
cash flow, representation costs and return on equity, return on assets and stock returns.
However, there was no significant relationship between free cash flows, cost of
representation and company value.



