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FINANCIAL ECONOMICS | RESEARCH ARTICLE

Value of cash and accounting conservatism: The 
role of audit quality and firm growth
Abbas Ali Daryaei1, Yasin Fattahi1, Ramazan Hasani1 and Hamed Sadeqi1

Abstract:  The primary aim of the present research was to fill the significant gap 
in the accounting literature, which is widely acknowledged, regarding the 
association between conservative accounting and the value of cash, particularly 
in emerging Islamic stock markets. By using a sample including all the firms 
listed on the Tehran Stock Exchange from 2008 to 2017, we regress the value 
of cash on accounting conservatism with regard to the moderator role of audit 
quality (audit tenure, audit opinion, audit size, and earnings management as 
proxies for audit quality). Generally, the findings not only confirm a positive 
relationship between accounting conservatism and cash value in the absence of 
audit quality but also suggest that ignoring the important role of audit quality 
mechanism can result in wrong conclusions concerning the effect of accounting 
conservatism on cash value, especially in developing countries such as Iran, 
due to concentrated government and institutional ownership structures. This 
cross-sectional analysis based on firm growth leads to the conclusion that 
analysis regarding the relationship between accounting conservatism and cash 
value must be taken into account by highlighting the impact of macroeconomic 
variables and political economy. Furthermore, the findings of the current study 
suggest that the application of monitoring and controlling theories calls for 
more inquiry.
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1. Introduction
The current research attempts to clarify the role of audit quality and firm growth either as 
corporate governance mechanisms or firm value factors affecting the relationship between 
accounting conservatism and the cash value. For reasons related to either higher levels of cash- 
flow sensitivity or high financing costs, many firms accept a conservative approach to cashholding 
policies (Bernstein, 1994). Based on Aghaei et al.’s study (Aghaei et al., 2010) Iranian firms that 
hold large amounts of cash are increasingly unlikely to invest in projects or distribute them to 
shareholders, but the greater potential for incorrect use of CEOs raises questions about the 
practice of increasing cash value by holding large amounts of cash.

The conservatism principle recognizes expenses and liabilities as soon as possible when there 
is uncertainty about the outcome, but only recognizes revenues and assets when they are 
assured of being received. Thus, the accounting conservatism principle leads to enhanced value 
of firm cash flow (Louis et al., 2012). This practice, which is known as asymmetric timing, has 
a conservative impact on earnings. Conservative accounting system can mitigate the agency 
problem between the manager and shareholders of a firm, which arises from information 
asymmetry (Lee, 2014). Consequently, the conservative accounting structure is considered as 
both helpful in decreasing agency problems and increasing company performance by reducing 
the possibility for lower value of cash in firms linked to decisions made causing problems of 
overinvestment (Louis et al., 2012). In this study, we will study the issue that companies that 
accept conservatism are less likely to be involved in overinvestment activity owing to the timely 
recognition of losses restricting the amount of discretionary cash flow by managers. Also, when 
conservative accounting structures are utilized, stockholders and the board are more likely to 
both detect unsuitable investment plans and to lobby for more appropriate management 
decisions (Louis et al., 2012; Watts, 2003).

The value of an additional dollar in cash holdings increases in accounting conservatism, sug-
gesting that accounting conservatism is associated with a more efficient use of cash holdings 
(Louis et al., 2012). The origin of many topics on cash value is asymmetric information. The value of 
firm cash holdings is lower in states with a higher degree of asymmetric information (Drobetz 
et al., 2010). Corporate cash value and asymmetric information are strongly interrelated. The 
information asymmetry aspect of agency theory constitutes a relevant risk and hinders principal- 
agent relationships. Cash can be a curse and a blessing; cash is more valuable for financially 
constrained firms than for unconstrained firms and less valuable for poorly governed firms than for 
well-governed firms (Dogru & Bulut, 2018). According to agency theory, prior research shows that, 
the abuse of cash by managers can, in turn, make investors consider cash as being of lower value. 
For example, Dittmar and Mahrt-Smith (2007) state that the value of cash holdings will be 
decreased by weak corporate governance. In other words, a higher level of audit quality would 
encourage managers to present high-quality financial reporting. Consequently, it will encourage 
owners to monitor and control.

Non-quality profits lead to an abnormal allocation of resources from the perspective of investors. 
Financial statement quality will be improved by auditing, standards development, and some other 
instruments (Healy & Palepu, 2001). And this leads to a reduction in information asymmetries 
among stakeholders. The mentioned relationship can be explained from different viewpoints. First, 
high-quality disclosure leads to a reduction in information asymmetries among decision makers. 
Secondly, the disclosure of information publicly can prevent the distribution of inappropriate 
information (Shehata, 2014). In addition, improving information quality reduces the expected 
abnormal return. Information asymmetry between the board and investors is one of the reasons 
for earnings management. Reducing information asymmetry leads to information gap fulfillment 
process between managers and others. Also, this decreases managers’ ability with respect to 
earnings management. On the other hand, there is a negative and significant relationship between 
earnings management and accounting conservatism (Etemadi et al., 2012).
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In the current research, the impact of audit quality specific-indicators (as proxies: audit tenure, 
audit opinion, audit size, and earnings management) on cash value has been considered. Audit 
quality was recognized as the degree to which an audit report is free from deficiencies and 
distortions which can show themselves later on. The quality of an audit was measured in terms 
of an auditor’s ability to report financial distortions willingly and without bias. Recent research has 
shown that the audit quality in Iran is at a low level (Mahdavi & Namazi, 2017; Etemadi & Abdoli, 
2018). Alavi-Tabari and Haji-Moradkhani (2015) state that for increasing audit quality, we must do 
the following things; determine audit fees, revise the auditing instructions, develop ongoing 
professional education, publish and interpret challenging accounting standards, develop contin-
uous auditing. Audit quality and firm growth play key roles in agency relationship and cash-holding 
policies that further affect the value of cash.

According to Louis et al. (2012) and Lin et al. (2018) accounting conservatism in the form of 
asymmetrically timely gain and loss recognition, increase the value of a firm’s cash holdings. We 
will use Louis et al.’s work as a starting point to examine links among audit quality, firm growth, 
accounting conservatism, and cash value. The current research aimed to determine whether there 
is a positive relationship between accounting conservatism and cash value depending on the 
higher level of audit quality or lower level of audit quality and firm growth. Our results are useful 
for informing policymakers. Therefore, the present study sought to fill the investigational gap in 
examining the relationship between cash value and accounting conservatism as well as determin-
ing the effect of different auditing quality indexes on such relationships in the companies listed 
on TSE.

Section 2 introduces the theoretical background, presents our hypotheses, and reviews the 
related literature. Section 3 describes the data and explains our empirical methodology. Section 
4 reports our main empirical results. Finally, Sections 5 and 6 provide discussion and conclusion 
and limitation and future research respectively.

2. Background and hypotheses development

2.1. Accounting conservatism and cash value
Accountants traditionally expressed conservatism in this way, “anticipate no profits but anticipate 
all losses” (e.g., Bliss, 1924; Basu, 1997). Prior research suggests two alternative perspectives on 
the relationship between accounting conservatism and corporate governance. First, the contrac-
tual role of accounting leads to accounting conservatism (Watts & Zimmerman, 1986). Also, 
Ahmed and Duellman (2007) showed that accounting conservatism helps the board in resolving 
agency problems. Hence, bad corporate governance mechanism will require higher levels of 
conservative accounting. Second, the alternative perspective is that the relationship is positive in 
that good corporate governance mechanisms bring about better control in top levels of manage-
ment and thus will favor the utilizing of accounting conservatism (Buallay, 2019). Various corpo-
rate governance practices may imply different information environments. If conservative 
accounting is an instrument able to reduce agency problems, it is expected that a weak corporate 
governance structure will lead to a more important conservative accounting from the stake-
holder’s perspective.

It will be argued that firms accepting accounting conservatism practices are less likely to be 
involved in overinvestment of free cash flow. The managers utilize free cash flow for self-interest 
and for expanding management tenure (Muller-Kahle et al., 2014). This, more likely leads to 
investing in low-value projects. Consistent with our expectations, significant increase was found 
in compensation. This is also true with respect to increasing compensation by higher-level firm 
growth. Therefore, in this situation, we should look for a mechanism to mitigate agency problems 
between the managers and shareholders. One of the mechanisms is conservative accounting.
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The consensus among researchers is that accounting conservatism practices decrease the 
conflict of interest associated with the conflicting interests between the managers and other 
stakeholders. In other words, increasing cash value in the future. Therefore, this assertion will be 
examined through the following established hypothesis: 

H1. There is a positive and significant relationship between accounting conservatism and cash 
value.

2.2. The effect of auditor tenure and audit size on the relationship between conservative 
accounting and cash value
Recent research asserts that auditor tenure has been a hot topic in auditing literature, particularly since 
the accounting scandals early in the 21st century. There are two viewpoints concerning the impact of 
audit tenure on accounting conservatism. First, the competence view: this refers to the prolongation of 
audit tenure which should allow the auditor to obtain more knowledge about the client’s activities. This 
brings about better service and audit quality (Azevedo & Costa, 2012). Increasing the audit quality as one 
of the proxies of the quality of accounting information leads to less information asymmetry (Brown et al., 
2004; Clinch et al., 2011). Greater asymmetric information between insiders and other stakeholders 
results in lower gains and greater losses and larger asymmetric recognition of gains and losses as 
reflected in present financial statements (Chi et al., 2009). In addition, asymmetric information leads to 
conservative accounting. Thus, we expect a positive influence of audit tenure on conservative 
accounting.

Second, the independence view: this refers to a longer relationship which leads to the auditor having 
greater proximity to clients, which negatively affects the quality of services provided. Regulators and the 
public have expressed concerns that prolongation of audit tenure may diminish auditor independence, 
objectivity, and thus audit quality. With regard to the first viewpoint, we predict a negative relationship 
between audit tenure and conservative accounting. Thus, modified impact of audit tenure on the 
relationship between accounting conservatism and cash value is predictable.

Also, there are two viewpoints regarding the impact of audit size on audit quality. Recent 
research has shown that there is a positive relationship between audit quality and audit size (e.g. 
Deltas & Doogar, 2004; Fuerman, 2006; Wang et al., 2014). On the other hand, many researchers 
have argued that “big audit firms” might not always provide higher audit quality compared to 
others (e.g., Salehi et al., 2008). Also, Knechel (2009) demonstrated that audit quality depends 
essentially on clients’ specific characteristics. Based on previous arguments it is clear that we 
cannot consider negative or positive impacts of audit size on conservative accounting. Thus, 
ambiguous influence of audit size on the relationship between accounting conservatism and 
cash value is approved. Therefore, our next hypotheses are established as follows: 

H2. The incentive effects of audit tenure increase (decrease) the positive influences of conservative 
accounting structure on cash value.

H3. The incentive effects of audit size increase (decrease) the positive influences of conservative 
accounting structure on cash value.

2.3. The effect of audit opinion on the relationship between conservative accounting and 
cash value
Audit opinion has been seen as an audit quality proxy (Blacconiere & DeFond, 1997; M. DeFond & 
Zhang, 2014). Recent research asserts that higher audit quality plays a key role in decreasing 
earnings management through accrual accounting and it may improve earnings quality (Lin & 
Hwang, 2010; Chen et al., 2011). We would most likely justify this negative association by 
increasing future litigation. Also, companies with a higher level of abnormal accruals experience 
worse stock return performance in the following period (Alhadab & Clacher, 2018). When we 
compare low and high-quality audit firms, high-quality auditors carry out scrutiny of financial 
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statements to prevent any litigation by other stakeholders (Hogan, 1997). Heninger (2001) asserts 
that the litigation risk is positively related to the increase of income abnormal accrual. Auditors, 
therefore, face a higher litigation risk if client undertake greater accrual earnings management. In 
comparison with good news, bad news leads to further fluctuations in earnings and returns. Given 
this argument, when analyzing earnings conservatism, utilizing a Basu (1997) regression, the 
differential bad news coefficient with respect to good news is abnormally inflated (Lara et al., 
2007). Thus, we predict a negative and significant relationship between earnings management and 
conservative accounting. This means that audit quality increases the positive influences of con-
servative accounting structure on cash value. Accordingly, the fourth hypothesis is expressed as 
follows: 

H4. The incentive effects of audit opinion increase the positive influences of conservative account-
ing structure on cash value.

2.4. The effect of earnings management on the relationship between conservative 
accounting and cash value
Managers can influence accounting conservatism (based on good news-bad news) through accrual 
and real activities. Lara et al. (2007) show that managers utilized the upward earnings manage-
ment, pre-bankruptcy. Also, they demonstrated that earnings management in distressed firms 
leads to a decrease in the accounting conservatism as a proxy of accounting information reliability. 
In other words, compensation (Meek et al., 2007; Almadi & Lazic, 2016), earnings smoothing 
(DeFond & Park, 1997; Li & Richie, 2016), reputation (Beyer & Dye, 2012; Gonzalez & Garcia- 
Meca, 2014), and bankruptcy (Habib et al., 2013; Campa & Camacho-Minano, 2015) are factors 
affecting earnings management. Based on the aforementioned incentives, we predict a reduction 
of accounting information reliability and conservative accounting (e.g., Lara et al., 2007; Etemadi 
et al., 2012). Thus, it seems earnings management diminishes conservative accounting and con-
sequently, leads to a reduction of the firms’ cash value. In sum, the above arguments will be tested 
empirically through the following hypothesis. 

H5. The incentive effects of earnings management decrease the positive influences of conservative 
accounting structure on cash value.

Finally, based on the aforementioned argument, we assert that firms with higher growth could 
mitigate the positive relationship between accounting conservatism and cash value. Owing to 
these firms taking on high-risk investment projects they will mitigate the cash value in the future. 
Conceptual framework of current study is shown in Figure 1.

±H2 ±H3 

-H5 +H4 

+H1 Accounting 
conservatism 

Cash  
Value 

Audit         
size 

Audit      
tenure 

Earnings 
management 

Audit   
opinion  

Figure 1. Conceptual frame-
work of current research.
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Overall, the current study focused on the impact of accounting conservatism on a company’s 
increased cash value as well as the decisive role of the auditing process in decision-making and 
cash management. Since the auditing quality is expected to reduce the agency conflict and informa-
tion asymmetry among the managers and owners and improve the cash efficiency and its effective 
use through optimal allocation of cash resources and encouraging the companies, hence, the market 
attaches much more importance to the cash holdings of the companies with high-quality auditing 
reports. Therefore, directly examining the relationship between the company’s cash value and 
accounting conservatism, we can also better explain the mentioned relationship, making use of the 
role of different indexes of auditing quality.

3. Empirical models
Our sample consists of all firms listed (165 firms) on the Tehran Stock Exchange (TSE) between 
2008 and 2017. The data derives mainly from audited financial statements and annual board 
reports of the TSE, and Rahavard Novin software, excluding utilities and financial firms. 
Furthermore, we omitted observations with missing values on variables utilized in the current 
research. Table 1 presents the summary statistics of the variables. And Figure 4 shows cash 
value, accounting conservatism, and growth in the period 2008–2017. We utilized the one-way 
analysis of variance test (ANOVA) and Kruskal–Wallis test because of determining the differ-
ence between industrial sectors based on explanatory and control variables (see Table 1). 
Furthermore, correlation analysis has been demonstrated in Table 2. After data collection, 
stationarity and non-stationarity must be ensured to avoid false regression. Since the applied 
regression method is ordinary data, the ADF-Fisher tests were used. Results are shown in 
Table 3.

The model shown as Equation (1) is based on the prior literature research (Faulkender & Wang, 
2006; Louis et al., 2012; Lin et al., 2018). To examine H1, we estimate this equation without the 
interaction term. A significantly positive β1 indicates support for H1. 

CVi;t¼β0þβ1ACi;tþβ2SIZEi;tþβ3LEVi;tþβ4LOSSi;tþβ5ð
Y
S
Þi;tþβ6ð

K
S
Þ

i;t
þβ7ð

M
B
Þ

i;t

þβ8NCi;tþβ9FCFi;tþβ10DIVIDENTi;tþβ11NFi;tþβ12IEi;tþβ13ΔCi;tþεi;t

(1) 

To examine H2, we estimate Equation (2) with β3ATi;t � ACi;tthe interaction term. H2 is considered 
supported when β3 is significantly negative (positive). 

CVi;t¼β0þβ1ACi;tþβ2ATi;tþβ3AT � ACi;tþβ4SIZEi;tþβ5LEVi;tþβ6LOSSi;tþβ7ð
Y
S
Þi;tþβ8ð

K
S
Þ

i;t

þβ9ð
M
B
Þ

i;t
þβ10NCi;tþβ11FCFi;tþβ12DIVIDENTi;tþβ13NFi;tþβ14IEi;tþβ15ΔCi;tþεi;t

(2) 

To examine H3, we estimate Equation (3) with β3ASi;t � ACi;tthe interaction term. H3 is considered 
supported when β3 is significantly negative (positive). 

CVi;t¼β0þβ1ACi;tþβ2ASi;tþβ3AS � ACi;tþβ4SIZEi;tþβ5LEVi;tþβ6LOSSi;tþβ7ð
Y
S
Þi;tþβ8ð

K
S
Þ

i;t

þβ9ð
M
B
Þ

i;t
þβ10NCi;tþβ11FCFi;tþβ12DIVIDENTi;tþβ13NFi;tþβ14IEi;tþβ15ΔCi;tþεi;t

(3) 

To examine H4, we estimate Equation (4) with β3AOi;t � ACi;tthe interaction term. H4 is considered 
supported when β3 is significantly positive. 
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CVi;t¼β0þβ1ACi;tþβ2AOi;tþβ3AO � ACi;tþβ4SIZEi;tþβ5LEVi;tþβ6LOSSi;tþβ7ð
Y
S
Þi;tþβ8ð

K
S
Þ

i;t

þβ9ð
M
B
Þ

i;t
þβ10NCi;tþβ11FCFi;tþβ12DIVIDENTi;tþβ13NFi;tþβ14IEi;tþβ15ΔCi;tþεi;t

(4) 

To examine H5, we estimate Equation (5) with β3EMi;t � ACi;tthe interaction term. H5 is considered 
supported when β3 is significantly negative. 

CVi;t¼β0þβ1ACi;tþβ2EMi;tþβ3EM � ACi;tþβ4SIZEi;tþβ5LEVi;tþβ6LOSSi;tþβ7ð
Y
S
Þi;tþβ8ð

K
S
Þ

i;t

þβ9ð
M
B
Þ

i;t
þβ10NCi;tþβ11FCFi;tþβ12DIVIDENTi;tþβ13NFi;tþβ14ΔCi;tþεi;t

(5) 

The mentioned variable definitions are listed in Table 6, panel A.

This study uses the conditional conservative accounting measurement model by Ball and 
Shivakumar (2005), namely Asymmetric Accrual to Cash-Flow. 

ACCi;t¼β0þβ1DCFOi;tþβ2CFOi;tþβ3DCFOi;t�CFOi;tþεi;t (6) 

The mentioned variable definitions are listed in Table 6, panel B. EM is accrual-based earnings 
management. We estimated discretionary accruals using the performance adjusted modified 
Jones (1991) model as proposed by DeFond and Jiambalvo (1994) and Kothari et al. (2005). In 
the model, total accruals are regressed on the difference between change in revenue and change 
in receivables, gross property, plant, and equipment, and return on assets. The model used for the 
estimation is: 

Table 3. Null: Unit root (assume common Unit root test)
A. ADF-Fisher B. Levin, Lin & Chu

Variables t-statistics t-statistics

CV 921.568*** −20.557***

AC 850.597*** −11.082***

AT 483.289*** −43.063***

AS - -

AO - -

EM 1066.591*** −82.306***

SIZE 634.254*** −10.169***

LEV 653.029*** −6.279***

LOSS - -

YS 766.035*** −8.804***

KS 731.714*** −7.804***

BM 433.990*** −11.061***

NCA 435.936*** −19.334***

FCF 971.481*** −21.619***

DIV 984.192*** −69.450***

IE 858.531*** −16.344***

∆C 928.737*** −30.010***

All variables are as defined in the Table 6. 
*** p < 0.001 
** p < 0.01 
* p < 0.05 
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ACCi;t

Ai;t� 1
¼α0þα1

1
Ai;t� 1

� �

þα2
ΔREVi;t� ΔRECi;t

Ai;t� 1

� �

þα3
PPEi;t

Ai;t� 1

� �

þα4ROAi;tþεi;t (7) 

The model (7) residual refers to the earnings management proxy. Also, the components of EM 
variables definitions are listed in Table 6, panel C.

4. Findings
Table 4 presents results from a panel data regression analysis comparing conservative accounting 
practices across firms with and without audit quality proxies. Based on the first model, first 
hypotheses results indicate that there is a positive and significant relationship between accounting 
conservatism and cash value (0.004, t-statistic = 2.05). In other words, firms with a high level of 
conservatism, can improve the firm’s cash value. This is of utmost importance for stockholders and 
managers. Both managers and shareholders expect that the higher conservative accounting 
practice, the higher the level of shareholder’s wealth. This can occur through investing in projects 
with high levels of profitability. Also, earlier research confirms the mentioned results (Louis et al., 
2012; Lee, 2014; Lin et al., 2018).

According to second hypothesis which predicted the audit tenure’s positive or negative 
possible effect on the relationship between accounting conservatism and cash value; the 
econometrics results show that audit tenure is negatively and significantly related to 
accounting conservatism; this means the negative and significant effect of AC*AT on cash 
value (−0.0068, t = −2.95). Thus, due to a poor corporate governance mechanism, increases in 
the audit tenure will prevent effective monitoring by auditors and it makes less use of 
accounting conservatism methods by firm managers and they participate in less risky pro-
jects for more cash holdings and this can lead to lack of the firm’s cash optimal uses for 
profitability in the future and in other words mitigation in value of cash and consequently the 
firms’ value decrease. Therefore, the key factor in decreasing the effect of auditor’s tenure on 
conservatism is the lack of main observance that was previously posed. In other words, less 
manager conservatism should be offset by appropriate corporate governance mechanism, 
and in this case with an increase in audit tenure as a weakness in corporate governance 
structure this issue is not realized. In other words, poor corporate governance reduces the 
positive relationship between conservatism and cash value.

Regarding the third hypothesis which predicted the positive or negative possible effect of 
audit size on the relationship between accounting conservatism and cash value; the results 
indicated the negative effect of audit size on accounting conservatism, which indicates that 
the negative and significant effect of AC*AS on cash value (−0.0107, t = −4.45). As mentioned 
earlier, conservatism can mitigate the agency costs by reducing the conflict of interests 
between managers and stockholders. In Iran, the Audit Organization is known as big and 
monopoly audit firms and its negative effect on audit quality has been considered in many of 
the related studies (Hassas Yeganeh & Azinfar, 2010). Mahdavi and Daryaei (2017) discussed 
the monopoly relations regarding Iran’s audit market, and this monopoly as an audit quality 
decreasing factor comes to mind. So, due to governmental ownership and unresponsiveness 
to professional associations, Iranian audit firms considered the level of audit quality that was 
based on political relations (e.g., Hassas Yeganeh & Azinfar, 2010). A decrease in audit quality 
which means lack of conservatism monitoring mechanisms, indicates that the relationship 
between conservatism and cash value is mitigated by the moderator role of audit size.

Based on the fourth hypothesis which predicted the audit tenure’s positive possible effect 
on the relationship between accounting conservatism and cash value, the econometric results 
of this hypothesis (model 4) indicated audit opinion as an important factor of corporate 
governance that actually is a powerful instrument used to control and monitor the behavior 
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Table 4. Regression result for specified hypotheses
Variable Model(1) Model(2) Model(3) Model(4) Model(5) Overall
AC 0.0041** 

(0.0020)
0.0046** 
(0.0022)

0.0021* 
(0.0013)

0.0038** 
(0.0015)

0.0095** 
(0.0041)

0.0016* 
(0.0010)

AT 0.0002 
(0.0004)

−0.0012* 
(0.0007)

AS 0.0003 
(0.0013)

0.0011 
(0.0018)

AO −0.0009 
(0.0007)

−0.0021*** 
(0.0006)

EM −0.0095*** 
(0.0034)

−0.0061 
(0.0041)

AC×AT −0.0068*** 
(0.0023)

0.0098*** 
(0.0031)

AC×AS −0.0107*** 
(0.0024)

−0.0385*** 
(0.0063)

AC×AO 0.0050*** 
(0.0018)

−0.0061** 
(0.0027)

AC×EM 0.0053 
(0.0078)

0.0807*** 
(0.0176)

SIZE 0.0006* 
(0.0003)

0.0006 
(0.0004)

0.0005 
(0.0004)

0.0005 
(0.0003)

0.0002 
(0.0013)

0.0000 
(0.0003)

LEV −0.0034 
(0.0026)

−0.0063** 
(0.0031)

−0.0058** 
(0.0029)

−0.0060** 
(0.0024)

−0.0132*** 
(0.0050)

−0.0047 
(0.0032)

LOSS −0.0015** 
(0.0005)

−0.0006 
(0.0006)

−0.0005 
(0.0006)

−0.0005 
(0.0027)

0.0003 
(0.0014)

0.0012 
(0.0008)

YS 0.0026 
(0.0020)

0.0037 
(0.0028)

0.0040 
(0.0028)

0.0045 
(0.0027)

0.0102* 
(0.0055)

0.0008 
(0.0024)

KS −0.0001 
(0.0005)

−0.0008* 
(0.0005)

−0.0009* 
(0.0005)

−0.0007 
(0.0008)

0.0013 
(0.0022)

−0.0024** 
(0.0010)

BM 0.0003 
(0.0004)

0.0004 
(0.0005)

0.0004 
(0.0006)

0.0004** 
(0.0001)

0.0003 
(0.0004)

0.0001 
(0.0007)

NCA 0.0001 
(0.0016)

−0.0003 
(0.0012)

−0.0003 
(0.0013)

−0.0001 
(0.0011)

0.0012 
(0.0022)

−0.0018 
(0.0011)

FCF 0.0036*** 
(0.0009)

0.0013* 
(0.0007)

0.0010 
(0.0007)

0.0006 
(0.0014)

0.0051*** 
(0.0016)

0.0029 
(0.0019)

DIV −0.0047 
0.0056

0.0004 
(0.0048)

0.0004 
(0.0041)

0.0008 
(0.0046)

−0.0033 
(0.0119)

−0.0024 
(0.0049)

IE −0.0099*** 
(0.0019)

−0.0110*** 
(0.0013)

−0.0097*** 
(0.0012)

−0.0107*** 
(0.0032)

−0.0172** 
(0.0078)

−0.0098*** 
(0.0023)

∆C 0.0065** 
(0.0031)

0.0047** 
(0.0024)

0.0041* 
(0.0026)

0.0020* 
(0.0012)

−0.0053 
(0.0109)

0.0014 
(0.0014)

Adjusted 
R-squared

0.2926 0.2568 0.2683 0.2680 0.1419 0.1456

F-statistics 4.0825*** 4.2200*** 4.4170*** 4.4124*** 2.4671*** 11.2237***

Durbin 
Watson

2.1536 1.9255 1.9258 1.9315 1.8952 2.0303

All variables are as defined in the Table 6. 
*** p < 0.001 
** p < 0.01 
* p < 0.05 
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of management and enhance the relationship between conservatism and firm value (0.0050, 
t = 2.77). The findings of this hypothesis are consistent with Etemadi et al. (2012).

Based on the fifth hypothesis in this research, the reducer effect of earning management on the 
positive relationship between conservatism and firm’s value was not approved (0.0053, t = 0.06). 
Earning management is an instrument that can lead to a decline in conservatism (upward earning 
management) and can also increase it (downward earning management). Also, the accrual-based 
earnings management and real earning management can affect the results. Although many 
researchers focused on tradeoff between the accrual-based earnings management and real earn-
ings management (Oz & Yelkenci, 2018). However, in the current study a rational effect between 
AC*EM and cash value cannot be found, while earnings management had a downward effect on 
cash value (−0.0095, t = −2.79).

For a better explanation of the relationship between accounting conservatism and cash 
value, cross-section data was used during the period 2008–2017 (See Table 5). In 2008, 
higher-growth firms compared with low-growth firms showed that higher-growth is an effec-
tive factor for a negative and significant relation between conservatism and cash value. This 
issue was also repeated in 2010, 2011, 2014, 2015 and 2016. In other years, the positive and 
significant relation between accounting conservatism and cash value, such as the whole 
sample, has been confirmed during a period of over 10 years. Based on the current argument, 
the negative relationship between conservatism and cash value in the aforementioned years 
refers to the event of a financial crisis, higher—growth firms face less losses when applied 
less conservatively. Because they have gained the expected growth and investment their 
surplus financial resources are independent profitable projects with higher risk, which can 
ultimately lead to an increase in their cash value. In 2008, we faced a global financial crisis 
and in different periods of time, Iran’s economic situation was under the influence of inter-
national sanctions imposed by the United States. Every year, like in 2016, Iran’s economy has 
been relatively stable. The risk taking of firms with higher growth has led to an increase in 
their cash value. The cross-sectional analysis leads to the conclusion that analysis relating to 
the relationship between accounting conservatism and cash value must be carried out by the 
impact of macroeconomic variables and political economy. The comparison between the 
adjusted R2 of relationship between independent and control variables with the dependent 
variable in the analysis of panel and cross-sectional data also shows that in the long run the 
relationship decreases.

In other words, in the long run, the impact of accounting conservatism on cash value will be 
influenced by other factors; these factors have not been considered in the present research- 
specified model.

The factors affecting the relationship between accounting conservatism and cash value will 
be considered, including the macroeconomic factors, as well as the neutralizing effects of 
corporate governance dimensions on emerging markets such as Iran. Another interesting 
point in cross-sectional analysis is that higher-growth firms have higher adjusted R2 between 
independent and dependent variables. This means that the cash value of higher-growth firms 
can be expected to be more affected than accounting conservatism. Of course, this expecta-
tion is consistent with the views of corporate growth as higher-growth firms are more 
capable of converting financial resources which are more valuable. (For understanding the 
current argument, see Figures 2 and 3.)

5. Discussion and conclusion
The current research employed a sample consisting of all the firms listed on the Tehran Stock 
Exchange between 2008 and 2017, excluding financial industries, to analyze the roles of 
audit quality in the relationship between conservative accounting practices and cash holding 
value. This is a particularly meaningful issue in countries such as Iran. To the best of our 
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knowledge, this is the first attempt to document the relationships among accounting con-
servatism, cash value, and audit quality. The results show that there is a positive and 
significant relationship between accounting conservatism and cash value. The most common 
definition of conservatism is a distinct approach in profits and losses identify. This distinct 
encounter arises from the different recognition that is considered for profits and losses 
(Watts, 2003). Accounting conservatism with supervision simplification and better managing 
leads to mitigating the manager’s optimism in financial performance.

Table 6. Variable definition
Variable Definition and description
A: Variables for main Model

Accounting conservatism (AC) Conditional conservative accounting measurement 
model by Ball and Shivakumar (2005) (See Model 6);

Audit size (AS) a dummy variable equal to 1 if the Iran audit 
organization and 0 otherwise;

Audit opinion (AO) The type of audit opinion: (is equal to 1 if the qualified 
audit opinion, 0 otherwise);

Audit tenure (AT) refers to the length of the auditor-client relationship.

Earnings management (EM) We use discretionary accruals to measure accounting 
earnings management based on the model (1);

Firm size (SIZE) Natural log of total asset;

Leverage (LEV) Defined as total debt divided by total assets;

LOSS is equal to 1 if net income is less than zero in the year 
t, 0 otherwise.

YS Yield divided sales;

KS PPE divided sales;

BM: Book-to-Market ratio (BM) Book value of common equity divided by market value 
of common equity;

NC Total assets subtracted cash;

Free Cash Flow (FCF) is Operating cash flow minus capital expenditures.

DIVIDENT is cash dividends;

Interest Expenses (IE) Interest expenses;

Cash value (CV) Cash and cash equivalent;

Growth Is the one year percent change in sales from in year 
t − 1 to year t.

B: Variables for Model (6)

Accrual (ACC) Where ACC is the total accruals in year t defined as 
earnings before extraordinary items and discontinued 
Operations minus operating cash flows (from 
continuing operations);

DCFO Dummy cash-flow operation, if 0, CFOit ≥ 0, and if 1,  
CFOit < 0;

CFO Cash flow from operation of company i in year t or 
Cash Flow for t period.

Table 6. C: Variables for Model (7)

Asset (A) Denotes the total assets in year t − 1;

Change sales (ΔREV) is the change in net sales from year t − 1 to year t;

(ΔREC) is the change in account receivables from period t-1 
to t;

Return-on-assets (ROA) Annual income before extraordinary items divided by 
beginning total assets;

Property, plant, and equipment (PPE) is the gross value of property, plant, and equipment.
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Based on the expectation of managers and shareholders, higher accounting conservatism 
causes an increase in the shareholder’s wealth. This can occur through investing in projects 
with high level of profitability. When corporate governance mechanism is weak, due to the 
increase in audit tenure we are faced with ineffective auditor monitoring and managers make 
less use of accounting conservatism methods and invest in low-level risk projects for more 
cash holdings which, in turn, can cause a lack of optimal use of cash in the firm cash optimal 
for future profitability, which means mitigation in the cash value chain ultimately decreases 
the value of the firm. According to the third hypothesis results, agency costs will be mitigated 
by conservatism. In Iran, the Audit Organization, as a monopoly audit firm, is an organization 
in which its negative effect on audit quality has been considered in many researches Figure 2 
and 3.

The result of cross-sectional analysis has shown that in the analysis of the relationship 
between accounting conservatism and cash value, the effects of macroeconomic variables 
and political economy analysis should be considered. In comparison with the adjusted R2 of 
relationship between independent and control variables with the dependent variable in the 
analysis of panel and cross-sectional data it was found that in the long run, this relationship 
will decrease. Our econometric results not only confirm a positive relationship between 
accounting conservatism and cash value in the absence of audit quality but also suggest 
that ignoring the important role of audit quality mechanism can result in wrong conclusions 
about the effect of accounting conservatism on cash value, especially in developing countries 

-1.19 

0.1 
Growth

Cash value

0.37

-0.18

Figure 2. Cash value tendency 
and firm growth.

Q1 Q2

Q3 Q4 

The mitigating impact on 
accounting conservatism

The enhancing impact on 
accounting conservatism

Figure 3. The firm growth and 
accounting conservatism.
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such as Iran in which a large percentage of firms are characterized by concentrated owner-
ship structures through the government Figure 4.

6. Limitations and future research
The audit quality framework was used in this investigation, as an important mechanism of 
corporate governance and a moderator variable for the relationship between cash value and 
accounting conservatism. Whereas all the mechanisms available in the field of corporate 
governance (for example, the structures of ownership and board of directors) may play 
important roles in cash value and the accounting conservatism concept, it is suggested 
that in future studies the effect of such mechanisms on the relationship between the cash 
value and accounting conservatism be examined. The lawmakers should create a new and 
effective law regarding the quality of auditing reports which will reinforce a large part of the 
corporate governance. The limitations of the present study include the lack of easy access to 
the information required to process and estimate the hypothesis tests. Additionally, there are 
unspecified factors in the companies that affect their future events; the lack of sufficient and 
reliable information in some companies can consecutively lead to their elimination.

Panel A: Abnormal return as a proxy of corporate cash value variable trend

Panel B: Accounting conservatism variable trend.

Panel C: Firm level growth.

Figure 4. Cash value, account-
ing conservatism and growth in 
the period 2008–2017.
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