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A B S T R A C T K E Y W O R D S 

The research aims to measure the impact of free cash flow on 

the value of the Firm. This goal is achieved by identifying the 

concept of free cash flow and the concept of Firm value, based 

on the annual financial reports data for a sample of the (27) 

Iraqi companies listed on the Iraq Stock Exchange. B (15) 

companies from the banking sector, (8) companies from the 

industrial sector, and (4) companies from the insurance sector 

for the period from (2011-2020). 

 

 

For the purpose of measuring the free cash flow, the (Brigham & Houston, 2019) model was used, and 

the (Tobin s Q) model was used. t) and (F) test using both SPSS and AMOS. 

The research reached several results, the most important of which is that there is a statistically 

significant effect of free cash flow on the Firm's value. 

The most important thing recommended by the researcher is the need for companies listed in the Iraqi 

Stock Exchange to provide sufficient information about the free cash flow (FCF) and optional 

disclosure about it because this disclosure provides important information for all parties that have 

interests and objectives linked to the Firm, and helps them in making investment decisions related to 

the Firm as well. Study and analyze the financial data for making investment decisions in detail and 

follow the methods of evaluating investment projects (economic feasibility study) to prevent wrong 

(sub-optimal) investment decisions that result in huge irreversible losses. 
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Introduction 

Net cash from operating activities provides an indication of the Firm's ability to generate cash from its 

core activities, but analysts note that this figure. Insufficient, as the net cash provided by the operating 

activities is not taken into consideration with what companies must invest in new assets at the level of 

their current operations or expansion, and therefore it was necessary to have a quantitative measure 

that shows the Firm’s ability to exploit its money from operational activities through cash. The free 

cash flow was a feasible indicator as it provides an additional insight into the Firm's ability to generate 

cash from its main activities. It describes the net cash provided and the surplus by operating activities 

after adjusting for capital expenditures and cash dividends. 

Firm value is important to investors and shareholders. The management of the Firm seeks to maximize 

the value of the Firm as one of the strategic goals and to express its efficiency in asset management. 

The value of the Firm from the point of view of the shareholder is the total return obtained by the 

shareholder, which includes dividends and the increase in the share price, and it is defined as a measure 

of wealth, because it represents the amount of wealth generated by the business units of the owners or 

shareholders, because the main objective of the management of the Firm is to increase the wealth of 

shareholders . 

 

Research Importance 

It is hoped that this research will be of interest to those in charge of managing the stock market to the 

necessity of educating the importance of analyzing the impact of free cash flow on the decisions taken 

by managers because it is expected to provide important information that would enhance the value of 

the Firm and thus market efficiency and activate the movement of stock trading in it. . 

The success and continuity of companies and the maximization of their value in the long term is the 

first goal for investors, as well as being beneficial to many relevant parties and leads to the 

development of the economy in general. And the Firm’s success is an analysis of the effect of free 

flow and its use in creating new investments that reflect the efficiency of its investment decisions and 

for the purpose of organizing and directing investment in a way that serves the Firm’s interest away 

from the opportunistic behavior of corporate managers. This good analysis may contribute to reducing 

agency costs and increasing the Firm’s profits and value in the financial market. 

 

Research Problem 

Recently, many researchers have highlighted the search for variables that have a significant impact on 

the diversity of investment opportunities, and free cash flow was one of these variables that whenever 

there were free cash flows, this led to the search for the best investment decisions, which in turn will 

reflect on the value of the Firm from Through its competitiveness and the diversity of its business 

fields, the more investment opportunities increased and diversified, which led to a higher value of the 

Firm and a decrease in the risks surrounding the Firm, which is reflected in the value of the Firm. 

Therefore, the research problem can be represented by the following questions: 

• Is the presence of free cash flow reflected in the value of the Firm? 
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Research Aims 

The research seeks to achieve a set of goals, most notably the following: - 

 A statement of the concept of free cash flow, its types, importance and methods of measuring it. 

 Understand the concept, importance and methods of measuring the value of the Firm. 

 Test the impact of free cash flow on the value of the Firm. 

 

Research Hypothesis 

For the purpose of achieving the objectives of the research and answering the questions raised in the 

research problem, the following hypotheses were formulated: - 

• There is a statistically significant reflection of the free cash flow in the Firm's value. 

 

Community and Sample Research 

The research community consists of a sample of the (27) Iraqi commercial companies listed in the 

Iraqi Stock Exchange, represented by (15) companies from the banking sector, (8) companies from the 

industrial sector and (4) companies from the insurance sector for the period from (2011). -2020). By 

(270) views, this sector was chosen for its great importance for investments in it. 

 

Statistical Methods and Prig 

To achieve the objectives of the research and to reach the results of the research sample, a set of 

statistical methods will be used, including statistical analysis such as linear regression, correlation 

coefficient, (t) test and (F) test, as well as using Path Analysis using the SPSS Statistical Package for 

Social Sciences, and statistical software AMOS. 

The effect of free cash flow on the Firm's value will be measured statistically by means of a regression 

model. 

 

Spatial and Temporal Boundaries 

The limits of the search are represented by the Iraqi private banks listed on the Iraq Stock Exchange 

and whose data are completed within the time period of the research, which extends from 2011 to 

2020. 

 

Research method and beneficiaries 

Some of these goals will be achieved on the theoretical side by relying on the inductive approach of 

previous studies and literature, books and relevant scientific references, and some of the goals will be 

achieved on the practical side by measuring the three research variables in a quantitative manner. 

Multiple destinations, including: 

1- Financial Market 

It is hoped that this research will be of interest to those in charge of managing the stock market to the 

necessity of educating the importance of analyzing the impact of free cash flow on the decisions taken 

by managers because it is expected to provide important information that would enhance the value of 

the Firm and thus market efficiency and activate the movement of stock trading in it. . 

2- Corporate management 

The management of companies can benefit from this research if they take into account that their 

success, continuity and maximizing their value is the first goal for investors, as well as being beneficial 
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to many relevant parties and the growth and development of the economy in general, and that one of 

the reasons for the Firm’s success is the efficiency of the decisions issued by it. 

3- Financial Analysts, Investors and Lenders 

These parties jointly seek to obtain the information necessary to rationalize their economic decisions. 

4- Subsequent researchers 

This research constitutes a modest addition to the scientific library in general and to the local library 

in particular, as to the knowledge of the researcher that this research is the first of its kind that seeks 

to study and analyze the impact of free cash flow on the efficiency of investment decisions and their 

reflection in the value of the Firm. 

 

Free cash flow concept 

The concept of free cash flow has appeared in the financial accounting literature under a variety of 

terms such as excess cash flow, extra cash flow, cash flow that can be distributed to shareholders, and 

cash flow that can be expendable by managers (12 Bhandari & Adams, 2017:), Jensen) ) The first to 

refer to the concept of free cash flow in 1986 and defined it as cash flow in excess of what is required 

to finance projects with a positive net present value (NPV (Na, 2018: 1)), and he defined (Trisna & 

Gayatri, 2019) free cash flow is the Firm's image of flows Cash available in the accounting period after 

deducting operating costs and expenses (Trisna & Gayatri, 2019:487), and (Qeshta, 2020) referred to 

the concept of free cash flow as the additional funds that can be exploited for investment purposes to 

generate future cash flows (Qeshta, 2020: 32) According to Kieso, free cash flow is the cash flow 

available from operating cash flows and this flow can be used to pay off debts, increase investment, 

purchase treasury shares, or increase liquidity (Eklesiawati &Novyarni,2020:4). 

(Nurdani & Rahmawati, 2020) believes that the free cash flow is the remaining cash that is distributed 

to investors (shareholders and creditors) after the Firm invests in the necessary fixed assets and 

working capital to maintain the continuity of operating activities (Nurdani & Rahmawati, 2020: 104). 

As defined (Sapuan et al, 2021), free cash flow is a measure of the Firm's ability to generate revenue 

(Sapuan et al, 2021:212) and (Putri & Azzahra, 2022) sees free cash flow as the money given to 

creditors or shareholders in the form of dividends Without affecting the Firm's growth rate (Putri & 

Azzahra, 2022:159). 

 

Uses of free cash flow 

Free cash flow can be used in the following expenditures (Al Kubaisi, 2016: 13) and (Alnawaiseh et 

al, 2017: 1): 

1. Payment of cash dividends to shareholders. 

2. Payment of debts and interest owed to creditors. 

3. Purchase of short-term investments for the purpose of trading in non-operating assets. 

4. Reducing the debts incurred by the Firm. 

5. Buy back shares. 

 

The importance of free cash flow 

Cash flow is of great importance to companies and users of financial statements that can be 

summarized as follows: 
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1- Checking creditworthiness 

Financial analysts and lenders are interested in the financial position of the Firm, specifically the Firm's 

credit efficiency and the level of liquidity through several financial indicators, the most important of 

which is the free cash flow index (Abbas, 2021: 24). Usually, the positive free cash flow is an 

indication that the Firm is able to meet its financial obligations. Free cash on the provision of internal 

financing to finance investment opportunities that will lead to the enhancement of shareholder wealth. 

The free cash flow of the Firm also allows the Firm to increase dividends to shareholders, develop new 

products, pay off debts and buy back shares (Mundia, 2016:1-2). 

 

2- Measuring financial performance 

Free cash flow represents one of the tools for measuring financial performance by clarifying the 

amount of cash owned by the Firm after the required operating assets have been developed (Tristiarini 

& Prawiwi, 2017: 184), the backbone of any Firm's performance is free cash flow. Free cash flow is 

used to evaluate and analyze the financial position The Firm’s internal financing is often backed by 

free cash flow and is the source for improving the Firm’s financial performance if used effectively in 

attracting investments can lead to massive growth of the Firm and increase the profitability of the Firm 

Lenders are always looking for companies with high cash flow as they assess the financial stability of 

the Firm Shareholders who are looking for a safe haven for their surplus funds are more likely to invest 

in companies with high cash flow Financial performance is used to assess the success of the Firm i. 

Komal et al, 2022:545). 

 

3- Investing in new assets 

Effective use of free cash flow will lead to managers making optimal investment decisions as managers 

use free cash flow on profitable (positive NPV) projects (Iskandar et al, 2012:76), and sometimes 

managers use free cash flow to purchase new assets ( Widyanti & Widyasari,2019:341). 

 

4- Attracting investors 

Investors consider companies that have a high free cash flow as more beneficial, that investors are 

always keen to invest in companies with high cash flows if they often evaluate the work of any Firm 

on the basis of two criteria The first criterion is the extent of financial flexibility that the Firm enjoys 

The second criterion How easy is it for the Firm to repay its loans, so free cash flow plays a key role 

in the investment decision-making process for investors, as it is one of the important indicators that 

investors rely on in evaluating companies’ performance, so many investors rely on free cash flow 

predictions and are interested in knowing how much Free cash flow in the Firm so that they can get a 

proper idea of the profits that they can get when investing in these companies (Ambreen & Aftab, 

2016:113), and therefore companies that have high free cash flow easily attract investors looking for 

effective opportunities to invest their surplus money Creditors and investors are keen to put money in 

companies with high free cash flow because it is more profitable (Ajmal et al, 2022). :183). 

 

5-Free cash flow is more suitable for administrative purposes 

The traditional profits that companies disclose in the financial statements contain items such as cash 

dividends, expansions, and contingency provisions, while free cash flow does not contain those items, 

so it is more suitable for administrative purposes (Al-Zayyat, 2014: 14). 
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The concept of Firm Value 

An important concept that investors consider when making an investment is Firm value. According to 

Sintyana and Artini 2019)), the higher the value of the Firm, the greater the return that the Firm's 

shareholders will receive. So the value of the Firm is very important to the investor. The high value of 

the Firm will make the market believe, not only in the Firm's performance but also in the Firm's future 

prospects (Sintyana and Artini,2019;7716). 

It is also defined as investors' perceptions of the Firm's level of success in managing its resources, 

which is reflected in the Firm's share price (Reschiwati et al, 2019:327). 

While (Husain et al, 2020) defined the Firm's value, the value of the Firm is an important concept for 

investors as a tool or indicator that is used to evaluate the Firm as a whole (Husain et al, 2020: 16). 

And (Utami & Hasan, 2021: 1250) defined it as the Firm's ability to provide maximum prosperity to 

shareholders if the Firm's stock prices increase. The researcher believes that the value of the Firm is 

an indicator for the investor to see the Firm's performance before deciding to invest in it. 

 

Factors That Help Enhance the Firm 

1) Social Responsibility 

 Disclosure of social responsibility can be interpreted as a form of corporate responsibility for the 

existence of social and environmental problems around the Firm, companies that disclose social 

responsibility optimally are able to bring about an increase in the value of the Firm. One of the benefits 

when implementing social responsibility disclosure, including increasing the Firm’s reputation, and 

consequently, the Firm’s sales will increase, meaning that the Firm will increase its demand by 

investors, and the Firm’s sales will also be admired by consumers. Therefore, if the Firm increases 

social responsibility disclosure, it will also increase the value of the Firm (Machmuddah et al. , 2020: 

632), and thus leads to an increase in the value of the Firm (Hafez, 2016:43). 

 

2) Hedging 

If the currency used in preparing the financial reports differs from the functional currency, then 

exchange rate fluctuations will affect the expected cash flows as a result on the value of the Firm. 

Therefore, hedging helps reduce fluctuations in the expected cash flows resulting from changing 

exchange rates and increases the value of the Firm (2018:134), Gupta Alam&), as well as helping to 

reduce expected tax liabilities, mitigate underinvestment, reduce costs associated with borrowing, 

increase the Firm's borrowing capacity, reduce agency costs and reduce conflicts of interest Hedging 

strategies allow companies to mitigate the above-mentioned frictions and thus enhance Firm value ( 

Nova et al, 2015:8), hedging will increase the value of the Firm because it sends a signal to investors 

that the Firm's cash flows are guaranteed in the future (Nguyen, 2015:4). 

 

3) Working Capital 

Working capital is described as the lifeblood of the Firm and is the current assets minus the current 

liabilities. Current assets generate the majority of cash for companies while current liabilities constitute 

the largest source of short-term cash flows for companies. Corporate managers have to be diligent in 

managing working capital in an optimal manner (Cumbie & Donnellan, 2017: 138), working capital 

management affects profitability and risks as well as its impact on the value of the Firm through the 

policy adopted by the Firm in managing working capital, (Altaf , 2018:121), and we note from the 
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above that effective capital management leads to an increase in the value of the Firm, and poor working 

capital management may lead to a decrease in profitability and thus reduce the value of the Firm. 

 

4) Intellectual Capital 

Intellectual capital is one of the intangible assets and resources that companies invest to create value 

through new product and service innovations (Madani et al, 2015: 739), and (Berzkalne & Zelgalve, 

2014) confirmed that intellectual capital is the intangible safety cushion in the Firm ( Berzkalne & 

Zelgalve, 2014:888) Intellectual capital has a positive impact on the economic and financial 

performance of the Firm, and the increase in intellectual capital is linked to an increase in the return 

on assets over time that helps improve the Firm’s performance. As a result, it has a positive relationship 

with the Firm’s value. Strong value of the Firm (Ni, et al, 2021: 728). 

 

5) Research and Development 

Research and development investments play an important role in enhancing Firm value. Companies 

invest in research and development in order to improve the quality and attractiveness of their main 

products (Kim et al, 2018:1). Companies with high investments in research and development are 

profitable and successful as research and development enhances innovation capacity and generates 

Intangible capital that is attractive to shareholders as it reflects an image of better financial 

performance and enhances their confidence in the Firm's profitability, which will be reflected in the 

Firm's value (Lin & Zhu, 2018: 424). We note from the above that research and development can 

enhance the value of the Firm through innovative ability and enhance investor confidence in 

profitability, because research and development investments increase the future profitability of 

companies, which positively affects the value of the Firm. 

 

Methods for measuring research variables 

Free Cash Flow Measurement Using a Model (Brigham & Houston, 2019) 

The free cash flow according to this model is defined as the amount of cash that can be withdrawn 

without harming the company's ability to work and produce future cash flow. The free cash flow is 

calculated according to the following equation: 

FCF=EBIT(1-T)+DE-CAPEX+∆WC 

It represents: 

FCF = Free Cash Flow 

EBIT = Profit before interest and taxes 

(1-T) = (1- tax rate) 

DE = extinction and amortization 

CAPEX = capital expenditure 

ΔWC = change in net working capital 

If the result of the previous equation is positive, the positive free cash flow indicates that the company 

is generating more than enough cash to finance the current investments in fixed assets and working 

capital, and on the contrary, if the result of the previous equation is negative, negative free cash flow 

indicates that the company is not It has enough internal funds to finance investments in fixed assets 

and working capital, which will be considered in the practical side of the research (Brigham & 

Houston, 2019:81). 
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Measuring a company's value using Tobin's Q scale 

James Tobin's, a Nobel Prize winner in economics, introduced this measure in 1969 to predict a 

company's market value and future performance, which is one of the most widely accepted models. 

The advantage of Tobin's Q formula is that it has a high estimation accuracy as it does not require 

estimating the market value of the liabilities. And preferred shares and that it is based on estimating 

the replacement value of assets on the basis of the book value, and that the combined market value of 

all companies in the stock market must be equal to the cost of market value divided by the cost of 

replacing assets. The equation below reflects this model. (Ali, 2021: 107) 

𝐓𝐨𝐛𝐢𝐧’𝐬 𝐐 =
total market value + total book value liabilities

 total  book value of assets
 

 

 

Research hypothesis test results 

Hypothesis "There is a statistically significant effect of free cash flow on the value of the 

company" 

To test this hypothesis, the following "linear regression" model was formulated: 

𝑭𝑽𝒊𝒕 = 𝒃𝟎 + 𝒃𝟏𝑭𝑪𝑭𝒊𝒕 + it  

Using the SPSS statistical program, the results were as follows  :-  

Table (7) Summary of Hypothesis Test Form 

Model Summaryb 

Model R R Square Adjusted R Square 
Std. Error of the 

Estimate 

1 .133a .018 .014 .998 

a. Predictors: (Constant), FCF 

b. Dependent Variable: FV 

The table above shows the model summary above that the correlation value ((R) between the variables 

amounted to 0.133, and the coefficient of determination R Square was 0.018, and the standard 

deviation of the estimation error Std. Error of the Estimate was 998.0 and the lower this type of error, 

the better Statistically speaking. 

Table (8) Hypothesis Test Variance 

ANOVA 

Model 
Sum of 

Squares 
Df Mean Square F Sig. 

1 

Regression 4.816 1 4.816 4.827 .029 

Residual 267.373 268 .998   

Total 272.189 269    

  The table above shows the variance above anova that the calculated F value is 4.827, which is greater 

than its tabular value calculated according to the degrees of freedom df (268.1), which is 3.84 at the 

level of significance of 5%, and that the level of significance of the test Sig amounted to 0.029, which 
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is less than the value of the accepted error in the social sciences The predetermined value of 0.05, 

which indicates the appropriateness of the statistical model used in the hypothesis test. 

Table (9) Regression function coefficients for the hypothesis 

Coefficientsa 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients t Sig. 

B Std. Error Beta 

1 
(Constant) .015 .061  .243 .808 

FCF .134 .061 .133 2.197 .029 

The most important thing shown in the above table is that the slope value of the regression equation 

amounted to 0.134, which shows the effect of the independent variable on the dependent variable (by 

parameter B), and the positive value of the coefficient indicates that there is a direct effect between the 

independent and dependent variables, or in other words that any increase in the independent variable 

(the flow Free cash) by one degree leads to an increase of 13.4% in the dependent variable (the value 

of the company) with the stability of all other independent variables and that the level of T-statistics 

morale reached 0.029, which is less than 0.05. . 

 

Conclusions 

1- Free cash flow is a positive indicator that the company is able to meet its financial obligations. The 

free cash flow also allows the company to increase dividends to shareholders, develop new products 

and repurchase shares, which will have positive effects in raising the value of the company. 

2- Free cash flow is one of the important indicators that investors and financial analysts rely on in 

evaluating companies' performance because it gives a clearer picture of the company's ability to 

make profits. 

3- The presence of free cash flow in the company allows the company to pursue investment 

opportunities that guarantee the wealth of shareholders and the value of the company. 

4- Investment decisions for companies One of the most basic decisions and important factors that 

determine the value of a company, investment decisions are efficient when they improve the value 

of the company and inefficient when there is either an increase in investment or a decrease in 

investment and reduce the value of the company. 

5- Inefficiency in the use of free cash flow leads to the creation of the agency problem because 

managers tend to use free cash flow to achieve their own benefits at the expense of shareholders' 

interests, which would reduce the value of the company. 

6- There are a number of factors that help in enhancing the value of the company, including the level 

of adoption of social issues, the amount of attention to intellectual capital, the quality of accounting 

information disclosure, the focus on research and development, as well as the extent to which the 

International Financial Reporting Standards (IFRS) has been adopted. 

7- There is a statistically significant effect of free cash flow on the company's value for Iraqi 

companies, the research sample, which is consistent with the results of a study, and it is consistent 

with the results of each of the studies (Al-Sahliyat, 2016.) 
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Recommendations 

1- Increased interest in the concept of free cash flow (FCF) by companies listed on the Iraqi Stock 

Exchange, as it is one of the modern and important measures of the financial performance of 

companies and an important tool for evaluation. Therefore, it is important to mention it in the 

published financial reports as other indicators. 

2- The necessity for companies listed in the Iraq Stock Exchange to monitor the level of free cash flow 

(FCF) because of its impact on the performance and value of the company. 

3- The Companies Control Board's evaluation of management decisions regarding free cash flow due 

to its importance in raising the value of the company. 

4- The necessity for companies listed on the Iraqi Stock Exchange to provide sufficient information 

about the free cash flow (FCF) and optional disclosure about it because this disclosure provides 

important information for all parties that have interests and objectives linked to the company, and 

helps them in making investment decisions related to the company. 

5- Studying and analyzing the financial data for making investment decisions in detail and following 

the methods of evaluating investment projects to prevent wrong investment decisions (suboptimal) 

that result in huge irreversible losses. 

6- Since the issue of the impact of free cash flow on the efficiency of investment decisions and their 

reflection on the value of the company needs more research and study, the researcher recommends, 

in this context, to conduct other specialized research that takes into account the following: 

A. The impact of free cash flow and the efficiency of investment decisions on the continuity of the 

company. 

B. B - The impact of free cash flow on the financial policies of companies. 

C. c- Free cash flow and profit management. 
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