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ABSTRACT

Debt capacity is a fraction of the debt ratio and also the maximum ability of a company to
create financial debt or the amount of debt that a company can create in its financing
sources, which is defined in such a way that the company does not experience financial
problems in terms of cash and does not fail to repay debts, which has a significant impact
on the financing of the company; therefore, the purpose of the present study is to find out
how cash holding can affect the company's debt capacity and what effect financial
constraints have on this relationship. The present study is applied and from a
methodological perspective, the correlation is of a causal (post-event) type. The statistical
population of the research was all companies listed on the Tehran Stock Exchange, and
using the systematic exclusion sampling method, 141 companies were selected as the
research sample and were studied over a 10-year period between 2014 and 2023. The
results of testing the research hypotheses showed that there is a direct and significant
relationship between cash holdings and debt capacity (with an effect coefficient of 0.79).
Also, financial constraints have a reducing moderating role on the relationship between
cash holdings and debt capacity (with an effect coefficient of 0.33). Finally, the results of
this study are mainly limited to the context of emerging markets, including Iran, in terms of
generalizability. The results also showed that the preference of companies to use internal
resources (cash) over debt and issuing new shares can partly explain the findings of the
positive relationship between cash holdings and debt capacity, as well as the reducing role
of financial constraints on this relationship..

1. Introduction

Debt capacity is defined as a fraction of the debt ratio, as
well as the maximum ability of the company to create
financial debt or the amount of debt that the company can
create in its sources of financing, in such a way that it does
not suffer from financial problems and deficits in
repayment of debts in terms of cash. Determining the
optimal debt capacity and maintaining excess debt capacity
to meet unforeseen future financial needs is one of the
constant concerns of company managers. By anticipating
the maximum debt capacity in each investment
opportunity, investors can design their own financing plan
and start their activities with the least probability of being
unable to repay the debts. When a company uses debt, it is
obligated to repay The principal and interest of the debt are
at maturity, which exposes it to the risk of default or
bankruptcy. Therefore, the purpose of this study is to
investigate the effect of financial constraints on the
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relationship between cash holdings and debt capacity of
companies. Therefore, the hypotheses of the present study
are as follows:

H1: There is a positive and significant relationship
between cash holdings and the company's debt capacity.
H2: Financial constraints affect the relationship between
cash holdings and the debt capacity of the firm.

2. Methods and Materials

The present study is applied and methodologically it is a
causal correlation (post-event). The statistical population
studied in this study is all companies listed in the Tehran
Stock Exchange and the period under review is from 2014
to 2023. In this study, the systematic elimination method
was used to reach the sample, and 141 Firms were selected
as the research sample. Data analysis was done using the
combined data method and the data panel approach and
using Eviews 12 software to test the hypotheses.
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3. Findings

The results of testing the research hypotheses showed
that there is a direct and significant relationship between
cash holdings and debt capacity. Also, financial constraint
has a decreasing moderating role on the relationship
between cash holdings and debt capacity. In fact, with the
introduction of financial constraints on the relationship
between cash holdings and debt capacity, the intensity of
this relationship will decrease.

4. Discussion and Conclusion

Various issues at the level inside and outside the
company affect their business, and these risks should be
predicted and measures should be considered for their
adverse effects on the company's business operations. In
efficient and perfect markets, and in theories and
theoretical foundations, it is acknowledged that the
financial policy of a company, including its debt structure
and capacity, has no effect on its investment decision,
however, in the real world with imperfect markets,
financial policy and investment decisions are significantly
interrelated, because the inherent problems of agency,
related to the level of debt, create incentives to invest too
much or capital. It creates low transition. The value of a
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business is defined by its existing assets along with growth
opportunities. Companies may retain their debt capacity to
take advantage of future investment opportunities.
Companies with lower internal budgets are running out of
debt capacity rather than maintaining it, making them
unable to stop with more inbound funds, retaining a
portion of their debt capacity, allowing them to take
advantage of opportunities investments. Tighter companies
are less likely to hedge and may not engage in risk
management at all, as the financial needs for investment
outweigh hedge concerns; financially constrained
companies are effectively at risk and must be protected.
Less productive and higher-capitalized companies can use
their free debt capacity at times of expansion.
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Table 1. Descriptive statistics of research variables

SasS SNsx e Sl oA O e Sk olas JUELIRNH
Kurtosis Skewness Standard Deviation Minimum Maximum Average Symbol Variable Name
2.94 -0.068 0.14 -0.31 038 0.003 DC B sl
Debt Capacity
5.38 1.66 0.045 0.002 0.19 0.045 Cash A azy Sl
Cash Holding
Sl Cudguze
1.16 0.40 0.49 0.0000 1.00 0.40 Kz
Financial Constraints
J)...u o}‘.\.?‘
2.93 0.50 1.78 11.57 19.61 15.24 SIZE )
Company Size
I,1s 00;
2.76 0.58 0.15 -0.10 0.54 0.16 ROA Lol 023t
Return on Assets
3.11 0.72 0.45 -0.32 1.52 039 Growth 9% )
Sales Growth
243 -0.60 33 2.83 4.18 3.69 AGE
Company AGE
0 e JHlatwl
2.89 -0.79 0.17 0.20 0.80 0.63 Boardind Independence of the
Board of Directors
467 1.61 1.16 0.42 3.84 0.69 RET o33k 25
Rate of Return
402 1.45 420 1.10 15.54 5.00 M/B S5,

Company Growth
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Table 3. The results of the heterogeneity of variance test

b o )L,T
Ogo5 Az 6)|au_;_u O}A)'T RIS
Test Result Significance Test Test Model
Level Statistic
Slodl 5429 pac Jsl Jowe
o=kl 0.0000 86.88 SR
Absence of Variance First Research
Heterogeneity Model
p3> J2e
ob)ly (Slweali 3525 ey
Existence of Variance 0.0000 88.18 Second
Heterogeneity Research
Model
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Table 2. Frequency distribution of the company's
financial limit variable

HA TRV 1 .
f 9,° t p) Sgl 2 as )
ercentage st
Frequency Frequency  Code Description
oyl Jbo cusgass
40.00 565 1 Has Financial
Constraints
.>)|Ai LSJLA [SERPEC
60.00 845 0 No Financial
Restrictions
100 1410 - S e
Total
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Table 4. Serial autocorrelation test results

5 o lailiwl wieg i 1l GUISG 51 solaiwl yioxen 4 gls

O3] 4 Sl sine s o3l ool EOUNES
Test Result Significance Level Test Statistic Test Model
ey (Fronos> 257 0.0000 24.40 S gl Jae
The Existence of Serial Autocorrelation First Research Model
The Existence of Serial Autocorrelation Second Research Model
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Table 5. Manai test (Levin, Lin and Chu) research variables

A 6)IQL'.M éla.w uﬁ"’)] o)LeT sles goe Loy rsLS

Result Significance Level Test Statistic Symbol Variable Name
ol Ul 0.0000 224211 DC C et

Debt Capacity
ol Ul 0.0000 -15.2267 Cash A dzy il

Cash Holding
ol Ul 0.0000 -12.0458 KZ le Susgazee

Financial Constraints

o RASRISIRY
Cewl ls 0.0000 -10.2875 SIZE

Company Size
o b ol)ls 003l
Cewl ble 0.0000 -8.72163 ROA i :

Return on Assets

ol BLe 0.0000 -8.63783 Growth 9% )

Sales Growth
Cewl ble 0.0000 -92.3819 AGE

Company AGE
sl blo 0.0000 -3.10681 Boardind opdecion Pt

Independence of the Board of Directors
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Rate of Return
sl blo 0.0000 12,1332 M/B S5

Company Growth

oW L&:).a.p.a O Lle ;uLu 9 0992

Dot slaaisl T

Sy on 0anlie O Jsoz ;0 sdeliiwsds mli 4 azg b

o, 0 5l 35S Sble el jo b ysin 5yl sxe o a5

(5l2) yoed Bl (305l S & Jgor
Table 6. The results of the F-Limer test (Chow)
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Test Result Significance Level Test Statistic Test Model
Acceptance of the Panel Data Model First Research Model
okl slaodls s8I Bl 0.0004 1.524 G393 Jas

Acceptance of the Panel Data Model

Second Research Model
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Table 7. Hausman test results

O3l 4z I 33l osbe] RISINES
Test Result Significance Level Test Statistic Test Model
T . . AR oAb
e Sl B ol 0.001 25.510 s Jol s
Constant Width Effects From The Origin First Research Model
Moo 51 By 2ol 1 0.015 18.817 SR33: p5o Jae
Constant Width Effects From The Origin Second Research Model
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Table 8. The result of the first research hypothesis test

DC, = By + B,Cash, + B.SIZE, + B:ROA, + B, Growth, + B.Age, + pB.Boarind, + B.RET, + B.M/B, + &,

B b bl e
Dependent Variable: Debt Capacity

VIF &, lolxs C“a“" T o)LoT 5, laitiwl glas ol o NN JUELONE
Significance Level T-Statistic Standard Error Coefficients Symbol Variable Name
. . .‘.‘ F
1.07 0.0000 228 0.034 0.79 Cash A azy bl
Cash Holding
.- B .‘ o
1.11 0.086 -1.71 0.004 -0.006 SIZE S5 5 o3l
Company Size
1.18 0.002 3.09 0.028 0.087 ROA Lol o23t
Return on Assets
1.25 0.72 2034 0.008 -0.002 Growth 92 )
Sales Growth
1.02 0.88 0.14 0.075 0.010 AGE
Company Age
1.01 0.050 1.96 0.022 0.043 Boardind Independence of the
Board of Directors
1.42 0.043 2.02 0.002 -0.004 RET o35k &5
Rate of Return
1.48 0.99 -0.007 0.0009 -0.00007 M/B
Company Growth
lass 5l 250
- 0.99 0.005 023 0.001 Width From the
Origin
0.31 N
Coefficient of Determination
2.08 09‘“""5 O*,9°
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3.4625 Fojbel
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Table 9. The result of the second hypothesis test of the research

DC, = B, + B, Cash, + B.KZ, + B:Cash, x KZ, + 3, 51ZE, + B:R0OA, + B.Growth, + B.Age, + B:Boarind, + .RET, + B..M/B, + &,

BN Codb i)y e
Dependent Variable: Debt Capacity

VIF 6)L>L.M éla.w T o)LoT o)‘J.JL.M:‘ é‘Ua} w‘l.»a oles )M ‘BL:
Significance Level T-Statistic Standard Error Coefficients Symbol Variable Name
157 0.0000 222 0.036 0.81 Cash i e b
Cash Holding
3.90 0.0001 3.93 0.008 0.033 KZ
Financial Constraints
2.17 0.011 2.54 0.13 0.33 Cashx KZ “}AL’J e
Interactive Coefficient
1.18 0.004 2.86 0.004 0.011 SIZE el
Company Size
b olyls 053l
1.55 0.0003 3.58 0.032 0.11 ROA ” ’
Return on Assets
1.28 0.81 022 0.008 -0.001 Growth 9% 5
Sales Growth
1.03 0.40 0.83 0.078 0.065 AGE
Company Age
1.03 0.068 1.82 0.022 0.040 Boardind Independence of the
Board of Directors
143 0.17 -1.36 0.002 -0.003 RET o33k 25
Rate of Return
2.14 0.095 1.66 0.001 0.001 M/B
Company Growth
. iy
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Width From the Origin
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