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The effect of earnings quality and family ownership on cash holding: with
application on companies listed on the Egyptian Stock Market

Abstract

The aim of this research is to study the effect of earnings quality and family
ownership on cash holding in companies listed on the Egyptian Stock Market. To
achieve this objective, the researcher derived the hypotheses of the research by
reviewing the previous studies on the effect of earnings quality on cash holding,
as well as, the previous studies on the effect of family ownership on cash holding.
To test the hypotheses, an empirical study has been conducted using sample data
of 60 companies listed on the Egyptian Stock Market during the period from 2014
to 2018. Half of the companies included in the sample belong to family companies
and the other half to non-family companies.

Using the multiple regression analysis and measuring the cash holding by two
indicators; the first one was the ratio of cash and cash equivalents to total assets,
and the second indicator was the ratio of cash and cash equivalent to total assets
without cash and cash equivalent, in addition to calculate the absolute value of
discretionary accrual as an inverse measure of the earnings quality through the
modified Jones model, the study found that the results of the regression model
according to the two indicators are very close. The study found that there is a
positive and significant effect of the discretionary accrual on the cash holding, this
means that there is an adverse and significant effect of earnings quality on cash
holding. This in turn indicates accepting the first research hypothesis. The study
found that there is a positive and significant effect of family ownership on cash
holding. This means that family companies hold a greater amount of cash than
non-family companies, and in turn indicates accepting the second research
hypothesis, this result was supported by conducting t test for the difference
between the cash holding in family companies and the cash holding in non-family
companies. The study also found that the company size, the degree of leverage,
and net working capital have an adverse and significant effect on the cash holding,
whereas cash flows from operating activities have a positive and significant effect
on the cash holding, while and the ROA has no significant effect on the cash
holding.
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Descriptive Statistics

N | Minimum | Maximum Mean Std. Deviation
CASH1 240 | .000300 432800 .06478667 | .066478945
CASH2 240 | .000300 .763100 .07593667 | .095955746
DAC 240 | .000776 .632146 .08850540 | .100097963
FAMILY 240 | .000000 [ 1.000000 | .50000000 | .501044933
SIZE 240 | 6.932941 | 10.983507 | 8.69620697 | .837502078
LEV 240 | .004621 1.949584 | .45996423 | .257731572
NWC 240 | -.898205 731072 16671973 | .220151228
CFO 240 | -.431802 469332 .03481518 | .121291276
ROA 240 | -.478700 482800 .04987792 | .123377134
Valid N (listwise) | 240
Al cpiial ddaa gl cliilbaay)
Regression (CASH;) Js¥) sdipall iy ssmiall asiy) Jalas geilis

Variables Entered/Removed?

Variables Variables
Model Entered Removed Method
1 ROA, DAC,
FAMILY,
SIZE, NWC, | Enter
LEV, CFQ"
a. Dependent Variable: CASH1
b. All requested variables entered.
Model Summary
Adjusted R | Std. Error of
Model R R Square Square the Estimate
1 4922 242 219 .058734914
Yoy
Yoy a gy 2l daal yall 5 danlaal) dlae
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a. Predictors: (Constant), ROA, DAC, FAMILY, SIZE, NWC,

LEV, CFO
ANOVA?
Sum of Mean
Model Squares df Square F Sig.
Coefficients®
Unstandardized |Standardized
Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. | Tolerance VIF
1 (Constant)| .257 .045 5.673 | .000
DAC .089 .039 134 2.272 |.024 .936 1.068
FAMILY | .023 .008 A73 2.908 | .004 .925 1.082
1 Regression 256 7 .037| 10.597 .000°
Residual .800 232 .003
Total 1.056 239

a. Dependent Variable: CASH1
b. Predictors: (Constant), ROA, DAC, FAMILY, SIZE, NWC, LEV, CFO
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SIZE
LEV
NWC
CFO
ROA

-.022-

-.044-

-.056-
152
.031

.005
.019
.021
.040
.044

r )ul,g.d

-.273-

-171-

-.187-
276
.058
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-4.037- | .000
-2.360- | .019
-2.702- | .007
3.798 | .000

713 | .476

712
.620
.684
.616
496

1.404
1.612
1.461
1.622
2.016

a. Dependent Variable: CASH1

Regression (CASH;) AUl jdigall g asaial) jfasi¥) Judas
Variables Entered/Removed?
Variables Variables

Model Entered Removed Method
1 ROA, DAC,

FAMILY,

SIZE, NWC, -| Enter

LEV, CFQ"
a. Dependent Variable: CASH2
b. All requested variables entered.

Model Summary
Adjusted R | Std. Error of
Model R R Square Square the Estimate
1 4832 233 210 .085284626
a. Predictors: (Constant), ROA, DAC, FAMILY, SIZE, NWC,
LEV, CFO
ANOVA?®
Sum of
Model Squares df Mean Square F Sig.
1 Regression 513 7 .073| 10.079| .000°
Residual 1.687 232 .007
Total 2.201 239
Yoy
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a. Dependent Variable: CASH2
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b. Predictors: (Constant), ROA, DAC, FAMILY, SIZE, NWC, LEV, CFO

Coefficients?

Unstandardized |Standardized
Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. | Tolerance VIF
1 (Constant) | .353 .066 5.371 | .000
DAC 145 .057 151 2.545 | .012 .936 1.068
FAMILY .031 .011 .160 2.668 | .008 .925 1.082
SIZE -.032- .008 -277- -4.063- | .000 712 1.404
LEV -.057- .027 -.153- -2.100- | .037 .620 1.612
NWC -.076- .030 -174- -2.502-| .013 .684 1.461
CFO 224 .058 .284 3.874 | .000 .616 1.622
ROA .026 .063 .034 417 677 496 2.016

a. Dependent Variable: CASH2

Method

(CASH,) Luiill Jg¥) jdsal) bl o Cpbaugia o AUt LSS

M1: mean of FAMILY
M2: mean of NON FAMILY
Difference: 1 - |

Descriptive Statistics

Sample N Mean StDev SE Mean
FAMILY 120 0.0785 0.0764 0.0070
NON FAMILY 120 0.0510 0.0515 0.0047

Estimation for Difference
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95% Lower Bound

Difference for Difference
0.02752 0.01362
Test
Null hypothesis Ho: M1-HM2=0
Alternative hypothesis  Hj: py -2 >0
T-Value DF P-Value
3.27 208 0.001

(CASH,) Laill JEN jisall Gubadd o Gubaagia o 580t LA
Method

M1: mean of FAMILY
M2: mean of NON FAMILY
Difference: p1 - 1z

Estimation for Difference

95% Lower Bound
Difference for Difference
0.0376 0.0175

Descriptive Statistics

Sample N Mean StDev SE Mean
FAMILY 120 0.095 0.118 0.011
NON FAMILY 120 0.0571  0.0623 0.0057

Test

Null hypothesis Ho: M1-M2=0
Alternative hypothesis Hj: p; - g, >0
T-Value DF P-Value

3.09 180 0.001
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