NI ST ] &

63g-Ll> gLaULS a5 g 49

SOl glo 08 )0 dgw erudS 5 oW I oolatuw] WA doy CilugSS L

s Alie LSSl Glgie

Cash Holdings, Use of Debt and Dividend Structure of Family Firms
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Conclusion and Summary of Results

Agency theory establishes that conflicts can arise due
to the divergent interests of managers and atomistic
shareholders, the separation of ownership and control.
Family firms present a special case of concentrated
ownership, with extant research suggesting that family
members having a presence in management while holding
ownership shares mitigates these agency conflicts and
results in an efficient, profitable ownership structure.

Our theoretical model was developed to determine
the optimal time period over which net investment in a
family firm is economically warranted and the types of
investment that maximize the value of the firm. The goal
of the empirical analysis was to test three corollaries of
the model against non-family firms: Lower risk financial
policy of maintaining relatively higher percentages of cash
and lower dividends and long-term debt to total asset ratios.
The statistical analysis shows that family-owned companies
have less long-term debt and higher cash and equivalents.
This result holds after we control for firm characteristics.
Less debt and higher cash in family owned companies can
be seen as evidence of better alignment of shareholder
interests with management goals of increased share value
through risk reduction.
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