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Abstract: The aim of this study is to verify capital structure on agency costs of free cash flow in companies listed in 
Tehran Stock Exchange. In the line of reach to this aim, it is explain three hypotheses and has tested by selecting 
130 companies among companies listed in Tehran Stock Exchange during 6 years, since 2009 to 2014. Present 
methodology is application in terms of end and is descriptive and correlational and it has used from combinatory 
regression and panel data models to test the hypothesis. The results of the statistical analysis of hypotheses show hat 
company agency costs is under the effect of financing costs (capital structure), so the main hypothesis was accepted. 
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Introduction 

Inflow and outflow of cash of a business unit is 
one of the most fundamental events that are the 
foundation of many of the decisions and judgments of 
investors and creditors about the unit. Investors and 
creditors tend to invest in companies that have high 
free cash flow. As a means of determining the measure 
of the debt and free cash flow is the flagship company 
financial flexibility. Free cash flow is defined as cash 
flows remaining after deducting the cash to invest in 
projects that evaluated positive net present value. 
These projects, long-term investment projects the 
present value of cash flows expected arrival of more 
than the present value of cash flows expected from 
their output. One of the key issues is whether the 
leverage in the financial management of the 
investment policy is effective? In financing theory, 
they affected investment decisions in transmission 
costs and market conditions due to the asymmetric and 
incomplete markets. In such markets, agency problems 
occur caused by conflicts between managers and 
shareholders to and the subsequent incentives is 
created to invest more or less. Such problems may 
represent a range of investments which would not be 
in the interests of shareholders. According to the 
literature leverage is expected to have a significant 
effect on agency costs of free cash flow. 
 
Research background 
Internal investigations 

Peikani (1391) investigate the relationship 
between free cash flow and cash flow from operating 
activities and earnings per share in the auto 
companies. The results showed that in this model the 
cash flow from operating activities per share (as a 
measure of cash) and earnings per share (as a measure 
of the market) there is a significant linear relationship. 

Yahiazadeh and colleagues (1392) examined the 
impact of growth opportunities in their free cash flow 
valuation. Based on result already on the market Iran 
could decide capital managers and investors to get 
good returns now to be effective and controlling 
shareholder actions, such as due to additional 
investment theory and the theory of the core can be 
effective. 

Yaghoubi, Masoud (1393) Effect of ownership, 
free cash flow and diversification strategy on company 
performance, the results also show that free cash flow 
in terms of severity, have the most positive impact on 
the performance of the company. 
 
External researches 

Nazir and Saita (2013) tested the effect of 
financial leverage on costs represent. The results of the 
panel regression model showed that the ratio of 
administrative costs and short-term debt has 
significant and negative relationship to total assets 
ratio of four, long term debt to total assets, total debt 
to total debt to total assets and liabilities of the 
contractual. 

Youdianti (2014), in a study using 150 samples 
investigate the effect of interest payments on the 
relationship between free cash flow and shareholder 
value. The results show that with 95 percent 
confidence, changes in free cash flows associated with 
significant changes in shareholder wealth. 

Khan and colleagues (2015) tested financial 
leverage effect on free cash flow agency problem. The 
results show that, leveraged free cash flow an 
important role in reducing agency problems by 
reducing free cash flow is under the control of 
managers. 
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Research hypothesis 
Main hypothesis: Financial leverage has a 

significant effect on agency cost of free cash flow. 
First hypothesis: the ratio of total debt to equity 

has a significant effect on agency cost of free cash 
flow. 

The second hypothesis: the ratio of long term 
debt to total debt representing fee-free cash flow is a 
significant impact. 
 
Statistical Society 

The population of this research includes the 
companies listed in Tehran during the years 1388 to 
1393 is in Tehran Stock. 
 
Method of investigation 

This research, in terms of classification research 
on objective, of applied research, experimental 
research, the method used to test the hypothesis and is 
correlational in terms of type. Also, in this study Also 

in this study, for reviewing the literature and literature 
review it is aggregated to use from library studies and 
information about the result of new variables through 
banks and ATMs, as well as management of the site 
belonging to the Stock Exchange. Also it is used from 
spss software version 22 and EViews version 8, for 
data analysis and hypothesis testing and regression 
model. 
 
Test research hypotheses 

The main hypothesis of this study is whether 
financial leverage significant effect on agency cost of 
free cash flow or not? And statistical hypothesis is 
expressed as follows: 

H1: Financial leverage has a significant effect on 
agency cost of free cash flow. 

The results of the model, to select the appropriate 
method of fitting combination regression model (Table 
4-9) are provided. 

 
 

Table 8-4 Selected results model to estimate the model 
Test type statistic amount Freedom degree Significant level 
Combining Chow test F Limer 7.430140 (645-129) 0.0000 
Hausman test impressionable Kaido 51.330652 5 0.0000 

 
 
It was carried out Fixed or random effects model 

test. In this model based on chi-square statistic and 
probability model with fixed effects (likely to 
statistics, less than the 5% level) is appropriate. 

The results of the model as well as the results of 
circumstantial evidence and assumptions of the 
classical regression are given in Table (4-10). 

 
 

Table 9-4: The results of tests hypotheses 
The dependent variable: agency cost of free cash flow 

Method: Panel generalized least squares with fixed effects 
Number of sections: 130 numbers of rounds: 6 The number of observations (balanced): 780 

Variations Signs Coefficients Standard error T statistic Significant level 
Intercept C 0.021611- 0.005241 4.123450- 0.0000 
Total ratio of debt-to-equity D/E 0.003383- 0.000589 5.743633- 0.0000 
ratio of Long-term debt to total debt LTDR 0.008172- 0.001693 4.826934- 0.0000 
Company size SIZE 0.003111- 0.001562 1.991854- 0.0466 
Returns PRFT 0.000002518- 0.000000425 5.924706- 0.0000 
Management property MGR 0.019011- 0.004728 4.020939- 0.0000 
F Fisher statistic 85.48146 F Fisher statistic possibility 0.000000 
Adjusted coefficient of determination 0.396661 Watson - camera statistic 1.605781 

 
 
 
It can be properly inferred about the agency cost 

of free cash flow based on the explanatory variable 
did. Adjusted coefficient of determination indicated 
that the variables have the potential to approximately 
66/39% of total agency cost of free cash flow to 

explain the changes. Durbin-Watson model (between 
5/1 to 5/2) showed that there is no correlation between 
the errors in your model and model good condition. In 
fact, errors models have independence. 
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The first sub-hypothesis test 
According to the results obtained from the model 

in the table (4-9), significantly changing the total debt-
to-equity ratio is equal to (0000/0) and is less than the 
level of error (05/0). As a result of this hypothesis is 
confirmed. In fact, the ratio of total debt to equity has 
a significant negative impact on free cash flow agency 
cost. 
 
The second sub-hypothesis test 

According to the results obtained from the model 
in the table (4-9), significant level of variable rate 
long-term debt to total debt equal to (0000/0) and 
below the level of error (05/0) is. As a result, this 
hypothesis is confirmed. In fact, the ratio of long-term 
debt to total debt has a significant negative impact on 
free cash flow agency cost. 
 
The main hypothesis testing 

The main hypothesis was studied to formulate 
and test hypotheses through a subsidiary. The results 
of the first and second sub-hypothesis, suggests that, 
financial leverage and significant negative impact on 
free cash flow agency cost. Therefore, the main 
hypothesis is accepted. 
 
Conclusion 
The first sub-theory analysis 

The aim of this study is to test the hypothesis that 
the ratio of total debt to equity has a significant effect 
on agency cost of free cash flow? 

F. Fisher statistics and probability models (less 
than 5% error level) show the significance of the 
regression model. 

Adjusted determination coefficient explains 
about 66/39 per cent changes of agency cost of free 
cash flow. 

According to the results obtained from the model 
in the table (4-10), significantly changing the total 
debt-to-equity ratio is equal to (0000/0) and below the 
level of error (05/0) and This variable coefficient is 
(003,383 / 0-); As a result, this hypothesis is 
confirmed. In fact, the ratio of total debt to equity has 
a significant negative impact on free cash flow agency 
cost. 
 
The second hypothesis analysis 

The aim of this study is the second sub-
hypothesis test whether the proportion of long term 
debt to total debt agency cost of free cash flow is a 
significant impact? 

F. Fisher statistics and probability models (less 
than 5% error level) show the significance of the 
regression model. 

Adjusted determination coefficient explains 
about 66/39 percent of free cash flow to the changes in 
agency costs. 

According to the results obtained from the model 
in the table (4-10), significant level of variable rate 
long-term debt to total debt equal to (0000/0) and 
below the level of error (05/0) and the value of this 
variable is (008,172 / 0-); As a result, the hypothesis is 
confirmed. In fact, the ratio of long-term debt to total 
debt has a significant negative impact on free cash 
flow agency costs. 
 
The main hypothesis analysis 

The main hypothesis was studied to formulate 
and test hypotheses through a subsidiary. The results 
of the first and second sub-hypothesis, suggests that 
capital structure on agency costs of free cash flow and 
significant negative impact. Therefore, the main 
hypothesis is accepted. 

To justify this relationship can be said with a 
decrease in cash flows available to manage debt, 
reducing agency costs of free cash flow, The 
relationship between managers and different from 
their relationship with shareholders, creditors, amount 
and date of payment of principal and interest of debt 
has been committed by managers, if they commit to a 
certain amount of income inequality in the finals of the 
preset time not to shareholders. So, they have more 
motivation to apply more supervision on management 
by increasing debt of creditors and as a result decrease 
agencies costs. So, based on agency’s theory literature 
and research results, using more from debt in 
company’s capital structure is defined as one of the 
ways of decreasing agency costs, because using more 
from debts in company’s capital structure is cause to 
decrease requirements to financial supplement through 
stock stakeholder right and this topic is cause to 
decrease opposition of revenue among managers and 
stakeholders. 
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