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Abstract

The purpose of this study is to identify a certain criterion of free cash flow that has the highest value content. To achieve this
purpose, using a multiple regression model, 11 commonly used free cash flow models were tested to examine the value content,
once in a sample of 180 firms listed in Tehran Stock Exchange during 2009 to 2019, and once separately in manufacturing industries
with high asset ratios. According to the results, 7 models out of 11 different models of free cash flow have valuable content and
confirm the research hypothesis that free cash flow has valuable content. Examining the results, it can be seen that Lehn and
Poulsen's (1989) model has the highest value content in the total level of listed companies and separately in industries with higher
asset ratios such as base metals, automotive, chemical, petroleum, and pharmaceutical products
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Introduction:

Because Jensen (1986)'s definition of free cash flow has non-objective (subjective) components; it allows analysts, researchers, and
managers to use their personal discretion in calculating a company's free cash flow. Thus, as long as a standardized measure of free
cash flow is agreed upon by academics and professionals, the free cash flow seems to be more appropriate for analysis, discussion,
and decision-making within the firm rather than for comparison between firms (Bhandari & Adams, 2017). Therefore, empirical
studies of the value content of different definitions of free cash flow is of great importance. If free cash flow has value content, it
could help investors make better decisions in their investments, and if it does not have valuable content, then investors would not
need to waste their time considering this criterion in their decision-making process. The study of the value content of different
definitions and criteria of free cash flow is to select and determine a specific criterion of free cash flow so that it can be more relevant
for users of accounting information to predict stock price changes. In addition, identifying a certain definition of free cash flow that
has the most valuable content can have major implications for accounting standard makers. The fact that all companies within a
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particular industry use a single method and definition to calculate free cash flow increases the comparability of accounting
information among companies in that industry. According to what has been said, the purpose of this study is to investigate the value
content of different models of free cash flow in Iranian companies.

Method and Data:

The research area is the companies listed on the Tehran Stock Exchange and the period is from 2009 to 2019. The purpose of this
study is to measure the value content of each model of free cash flow and select a model of free cash flow with the most valuable
content in the Iranian capital market as a whole and then separately in different industries. The widely used extractive models
include: 1) Lehn and Poulsen (1989), 2) Copland et al. (1991), 3) Richardson (2006), 4) Verdi (2006), 5) Cornett et al. (2012), 6)
Kieso et al. 2013), 7) Ross et al. (2013), 8) Palepu & Healy (2013), 9) Brealy et al. (2015), 10) Brigham and Houston (2016), and 11)
Bhandari & Adams (2017). After extracting the widely used free cash flow patterns, the value content of each pattern according to
Maksy's (2016) research is fitted using the share price changes in a regression model.

Findings:

The results show that the Lehn and Poulsen (1989) model has the highest value content in the total level of listed companies and
separately in high asset (higher company’s asset to total market asset ratio) industries such as base metals, automotive, chemical,
petroleum, and pharmaceutical products. This model is one of the oldest free cash flow calculation models and is measured based on
the operating profit, which is a very important item by investors and other users and market stakeholders. That is why it is better
known by the market and its value content has been proven in numerous studies. Also, this model is based on accruals and dividends,
the value of which has been proven many times in various studies in the Iranian market; Therefore, the level of general knowledge of
the Iranian market about the model of Lehn and Poulsen (1989) is probably explained based on such variables. Another reason for the
higher value content of this model is the ease of its calculation by participants in the capital market because they can easily calculate
the amount of free cash flow by examining the income statement of companies and direct their investment decisions accordingly.

Conclusion and Results:

According to the results, free cash flow patterns have value content, but these patterns have different value contents. Users of
financial information can use the results of this study to better predict stock price changes. Since the main purpose of financial
reporting is to provide useful information for decision-making, the results of the present study could improve the decision-making of
users of financial statements. Also, using the results of this research could increase the comparability of companies (in the stock
market and within the industry) and increase the quality of financial reporting.
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