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Objective: The present study aims to examine the relationship between
two important features of annual textual reports (tone and tone management)
and the company's cash holding level, as well as the moderating role of
conservatism in this relationship.

Method: This study includes a sample of 1080 observations from 120
companies listed on the Tehran Stock Exchange, covering the period from 2013
to 2021. The research hypotheses were tested using multiple regression analysis.

Results: The results showed a significant positive relationship between
tone and the level of cash holdings, while there is a significant negative
relationship between tone management and the level of cash holdings.
Additionally, conservatism can moderate the relationship between the tone
and tone management of the board of directors' activity report and the
company's cash holding level. Further analysis revealed that historical tone
management also has an inverse effect on the company's cash holding level.

Conclusion: Currently, users of financial and investment market information
rely not only on quantitative data but also on textual disclosures as a critical
source of supplementary information. Therefore, the emphasis on positively and
negatively charged words, manipulation of representations, and interpretations
in qualitative disclosures is of great importance. Moreover, conservatism can
strengthen the relationship between the tone of textual disclosures in the board
of directors' activity report and the level of cash holdings. On the other hand,
conservatism can weaken the relationship between tone management and the
level of cash holdings. This contributes to a deeper understanding of the literature
on market efficiency.
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Introduction

The aim of this study is to examine the relationship between two key characteristics of textual
annual reports (tone and tone management) in the board of directors' activity reports and the level
of corporate cash holdings. Conservatism is introduced as a moderating variable in the relationship
between tone and cash holdings, as well as between abnormal tone and cash holdings. In many
studies, conservatism mitigates risk by restricting managers' opportunistic behavior. Therefore, we
expect conservatism, through the cautious language used in qualitative disclosures, to moderate the
relationship between the tone and abnormal tone of board activity reports and the level of corporate
cash holdings.The contribution of this study lies in its first stage, where it extends financial
literature by incorporating linguistics into qualitative disclosure practices. Furthermore, it is evident
to users of qualitative information that focusing on board activity reports, which provide a general
overview of the company’s financial performance, risks, and growth opportunities, offers a more
comprehensive understanding of the company’s operations and outlook. Qualitative disclosures in
non-financial reports often address the company’s long-term goals and strategies, providing
valuable insights into competitive advantages, risk management strategies, and growth prospects.
This distinction between quantitative and qualitative reporting is essential since information users
rely on consistent and reliable data to form their forecasts. Emphasizing the enhancement of
qualitative report quality helps users assess a company's potential for sustainable growth.In the next
stage, we provide evidence linking two qualitative textual disclosure characteristics (tone and
abnormal tone) to corporate liquidity policies.

Method

This study includes a sample of 1080 observations from 120 companies listed on the Tehran
Stock Exchange, covering the period from 2013 to 2021. The research hypotheses were tested
using multiple regression analysis. For additional testing and robustness checks, one-year and
three-year lagged abnormal tone variables were employed to examine the relationship between
abnormal tone in board activity reports and the level of cash holdings. Most managers, adopting
an opportunistic approach to determining cash holding levels for personal gain and agency
conflicts, manipulate the tone of their textual disclosures in managerial reports. Inevitably, this
biased tone is applied in successive years to conceal or obscure personal benefits from previous
periods. Additionally, to ensure the robustness of the results and to address the possibility that
the tone employed in the board of directors' activity report in the context of Iran might be
entirely positive, lacking negative tones, or vice versa, the median of the absolute tone has been
used to calculate the tone. A dummy variable (assigned a value of one for above-median and
zero for below-median) was defined, and the first hypothesis of the study was re-estimated.

Results

The primary objective of this study is to examine the relationship between the tone and
abnormal tone of the board of directors' activity report and the company's liquidity policies, as
well as the moderating role of conservatism in this relationship.The results showed a significant
positive relationship between tone and the level of cash holdings, while there is a significant
negative relationship between tone management and the level of cash holdings. This indicates
that as the tone of textual disclosures in board activity reports increases (decreases), corporate
cash holdings also increase (decrease). Additionally, as the level of abnormal tone in board
activity reports increases (decreases), corporate cash holdings decrease (increase). Moreover,
conservatism moderates the relationship between tone and tone management in board activity
reports and the level of cash holdings. Specifically, conservatism weakens the relationship
between abnormal tone in board activity reports and cash holdings, while strengthening the
relationship between tone and cash holdings. Further analyses demonstrated that historical tone
management from three years and one year prior also has an inverse effect on the level of
corporate cash holdings.
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Conclusions

Currently, users of financial and investment market information rely not only on quantitative
data but also on textual disclosures as a critical source of supplementary information.
Therefore, the emphasis on positively and negatively charged words, manipulation of
representations, and interpretations in qualitative disclosures is of great importance. Moreover,
conservatism can strengthen the relationship between the tone of textual disclosures in the
board of directors' activity report and the level of cash holdings. On the other hand,
conservatism can weaken the relationship between tone management and the level of cash
holdings. This contributes to a deeper understanding of the literature on market efficiency.
Based on the study's findings and considering the economic implications of textual disclosures
on investor decisions—along with the fact that management's opportunistic approach in textual
disclosures can mislead users of qualitative reports—it is recommended that investors exercise
caution when analyzing and interpreting textual disclosures. While qualitative reports serve as
an additional source of information, investors should also recognize the potential for bias and
partiality in these disclosures. Therefore, they should account for patterns of deceptive textual
reporting. Moreover, given the significance of qualitative characteristics in textual disclosures
(tone and abnormal tone), it is recommended that standard setters and regulators prioritize the
development of clear guidelines and frameworks for standardizing qualitative report
disclosures.
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