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Abstract

This study investigates the impact of earnings quality on the value
of excess cash holdings using a dataset of 95 French firms over
the period 2005-2020, totaling 1,520 firm-year observations.
Motivated by the inconsistent evidence on whether excess cash is
valued or discounted by investors, this research explores whether
the quality of financial reporting can explain such differences in
valuation. Our empirical findings demonstrate a strong positive
relationship between high-quality accruals and the valuation
of excess liquidity. Specifically, firms with more reliable and
transparent earnings information experience a higher market
valuation of their excess cash, suggesting that investors associate
superior earnings quality with sound financial management and
efficient capital allocation. Unlike prior studies that mainly focus
on U.S. data or broader international samples, this paper provides
novel evidence from the French market, highlighting the critical
role of earnings quality in shaping investor perceptions of
corporate liquidity.
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1. INTRODUCTION

earnings, specifically the extent to which they
truly reflect the company’s economic reality, is

In a globalized financial environment where investor
decisions are heavily influenced by firms’ disclosed
financial information, the quality of accounting
earnings has become a crucial indicator of corporate
performance and future prospects (Khatib et al.,
2022). The increasing reliance on transparent and
accurate financial statements to assess a company’s
financial health has underscored the importance of
how accounting data is reported and interpreted
(Vitkova et al., 2024).

At the core of this assessment, financial
statements, particularly the balance sheet and
the income statement, serve as fundamental tools
for evaluating a company’s profitability, solvency,
operational efficiency, and overall financial
condition. These statements provide investors with
essential insights into a firm’s revenue streams,
asset management, and its ability to meet short-
and long-term financial obligations (Vitkova et al.,
2024). However, the quality of these accounting
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increasingly scrutinized by analysts and investors
alike. Accounting earnings should provide
an unbiased representation of a company’s financial
performance. However, the flexibility inherent
in accounting principles allows for managerial
discretion in financial reporting, which can
sometimes obscure the true economic situation of
the firm (Shittu & Onifade, 2023).

Among the various components that comprise
financial statements, one of the most closely
examined and debated is excess liquidity, defined as
cash reserves held by the firm that exceed its
immediate operational needs. While excess liquidity
can serve as a buffer against financial downturns
and ensure operational stability, it is often perceived
through a dual lens: as both an asset and a potential
indicator of underutilized resources. On one hand,
abundant liquidity signals financial strength and
risk mitigation, suggesting that the company has
ample resources to pursue new investment
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opportunities, repay debt, or return capital to
shareholders. On the other hand, excessive liquidity,
especially when not effectively deployed or invested,
may raise concerns about inefficiency in capital
allocation. Investors may question why a firm is
holding on to cash rather than channeling it into
productive ventures that could generate higher
returns. Consequently, the management and
valuation of excess liquidity have become focal
points for financial analysts and investors.
The manner in which excess liquidity is reported,
whether as a sign of fiscal prudence or missed
growth opportunities, can significantly affect
a company’s market valuation (Mercado et al., 2025).
This makes the transparency and reliability of
reported financial data, particularly concerning cash
reserves, critical in shaping investors’ perceptions.

Furthermore, how excess liquidity is
incorporated into a company’s broader financial
narrative, such as through earnings quality or
accrual accounting, has gained increasing
importance. Public disclosure of liquidity levels,
in combination with the company’s earnings
management practices, can send powerful signals to
the market about its financial strategy and future
performance. Thus, beyond the absolute amount of
cash reserves, the transparency of financial
reporting and the use of accounting methods
significantly influence how investors assess excess
liquidity (Akgiin & Memis Karatas, 2021). When
liquidity is accompanied by strong financial
disclosures and clearly defined strategies for its
utilization, it is more likely to be perceived
positively by investors.

Accrual accounting plays a vital role in
financial reporting by recognizing revenues and
expenses when they occur rather than when cash is
exchanged, offering a more accurate representation
of a company’s financial performance. The quality of
accruals, which adjust financial statements to reflect
economic transactions not immediately realized in
cash, is crucial in determining the reliability and
transparency of financial reporting (Ball, 2020).
Discretionary accruals those subject to management
judgment, are particularly significant in this context.
When firms engage in earnings management through
high discretionary accruals, they risk obscuring their
true financial position, potentially leading to
misstatements regarding excess liquidity.

For investors who rely on financial statements
to assess a company’s true financial health,
the transparency of accruals is essential. High levels
of discretionary accruals, indicating earnings
manipulation or financial engineering, raise
concerns about the reliability of reported results and
the efficiency with which the firm manages its
resources, including excess liquidity. Conversely,
lower levels of discretionary accruals, signifying
more reliable and transparent financial reporting,
enhance the perceived value of excess liquidity by
reassuring investors that the company’s resources
are effectively utilized and that reported earnings
accurately reflect financial reality.

In this framework, the value of excess liquidity
is closely tied to the quality of accounting earnings.
When financial reports are transparent and
accurately depict a company’s economic reality,
investors, who perceive it as a resource that can be
effectively used for future growth, acquisitions, or
shareholder returns, view excess liquidity favorably.
However, when earnings are managed through high
accruals, the same liquidity may be seen as a liability
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or an indicator of inefficiency, thereby reducing its
perceived value. Thus, the relationship between
earnings quality and excess liquidity valuation
becomes particularly relevant in understanding how
financial markets respond to corporate cash
holdings (Denis & Wang, 2024).

Despite the growing body of literature on
earnings quality and cash holdings, few studies have
explicitly examined how the quality of reported
earnings shapes investors’ valuation of excess
liquidity. Prior research has largely focused either on
the determinants of cash holdings (e.g., agency
theory, precautionary motives) or on the valuation
effects of cash without considering the mediating
role of financial reporting quality. This omission
leaves an important empirical and theoretical gap
concerning how accounting transparency influences
market perceptions of corporate liquidity. Moreover,
most evidence comes from the U.S. or broad
international samples, often overlooking institutional
contexts such as France, where legal origins,
ownership concentration, and reporting standards
may differently shape investors’ interpretation of
financial information. Addressing this gap enhances
understanding of how earnings quality can mitigate
information asymmetry and influence liquidity
valuation in a civil-law setting. By integrating
earnings quality, signaling theory, and liquidity
valuation, this study contributes to the literature by
providing empirical evidence from the French
market, which has been relatively underexplored in
this context.

This study aims to explore the relationship
between accounting transparency, as measured
through accruals, value relevance, and the valuation
of excess liquidity. Specifically, it seeks to answer
the following research question:

RQ: How does the transparency of financial
reporting, as reflected in the level of discretionary
accruals, influence investors’ perceptions of
a company’s excess liquidity?

This paper makes several contributions to
the existing literature. First, it examines how
earnings quality, specifically the level of discretionary
accruals, impacts the market perception of
a company’s excess liquidity (Al-Haddad & Al-Ghoul,
2025). While prior research has focused on
the impact of earnings management on firm
valuation, few studies have explicitly investigated
how accruals affect liquidity valuation. By
addressing this gap, the study provides empirical
insights into how high-quality earnings characterized
by low discretionary accruals may signal efficient
liquidity management.

Second, the paper emphasizes accounting
transparency as a critical determinant of how
excess liquidity is valued by investors. Transparent
financial reporting reduces information asymmetry,
enabling investors to make more informed decisions
about a company’s financial health and future
prospects.

Third, the study focuses on the French
institutional and regulatory environment, which
presents distinctive conditions for analyzing
the interplay between earnings quality and excess
liquidity valuation. France’s civil law tradition,
rigorous investor protection measures, and
the mandatory adoption of International Financial
Reporting Standards (IFRS) for listed firms create
a unique setting in which accounting standards,
governance mechanisms, and reporting transparency
converge to shape market interpretation. Empirical
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evidence shows that, in the French -context,
mandatory IFRS adoption significantly improves
earnings quality by reducing discretionary accruals,
both in accruals-based and real earnings
management (Abdallah et al., 2024). Furthermore,
studies indicate that IFRS adoption enhances stock
liquidity and diminishes information asymmetry
effects that are mnotably strengthened when
combined with high audit quality (e.g., engagement
of Big 4 auditors), thereby reinforcing the reliability
of financial reporting. Lastly, the concentrated
ownership structure commonly found in French
firms tends to limit the effectiveness of board
independence as a governance mechanism,
amplifying the roles of reporting standards and
external audits in informing investor assessments.
This France-specific context deepens the empirical
relevance of our findings and provides valuable
implications for regulators, practitioners, and
scholars in similar legal-economic frameworks.

Based on a sample of French companies listed
between 2005 and 2020 on the SBF 120 index, this
study applies signaling theory to demonstrate how
firms use financial reports to communicate internal
characteristics to investors, thereby reducing
information asymmetry. The findings suggest that
high-quality accounting earnings characterized by
low discretionary accruals send positive signals to
the market, enhancing the perceived value of excess
liquidity. Conversely, high accruals indicate potential
earnings manipulation, leading investors to devalue
excess liquidity due to concerns about inefficient
resource management or financial distress.

The remainder of this article is structured
as follows. Section 2 presents the literature review
and develops the hypothesis. Section 3 outlines
the sample, data  collection, and model
specifications. Section 4 discusses the results, and
Section 5 concludes the paper.

2.LITERATURE REVIEW AND HYPOTHESIS
DEVELOPMENT

2.1. Earnings quality in the literature

Recent research has continued to underscore
the critical role of accruals in determining
the quality of earnings (Toumeh et al., 2020).
Earnings quality refers to the degree to which
reported earnings reflect the underlying economic
performance of a company, as opposed to being
influenced by accounting choices such as accruals
(Afiezan et al., 2020). A key finding in the literature
is that discretionary accruals, or those manipulated
by management, can degrade earnings quality by
inflating or deflating earnings based on managerial
objectives (Healy & Wahlen, 1999). In contrast, non-
discretionary accruals reflect business operations
and are thus considered more reliable.

Recent studies confirm the relationship
between high discretionary accruals and low
earnings quality. For instance, some researchers find
that earnings manipulation through accruals
remains a common practice, especially among firms
aiming to meet analyst expectations. Similarly,
Li (2020) reports that companies with higher
discretionary accruals are perceived as less
transparent and face greater challenges in capital
markets. High-quality earnings, on the other hand,
align with low discretionary accruals, which
improves investor confidence and results in more
accurate firm valuations.
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The level of accruals in financial statements is
influenced by multiple internal and external factors.
Firm size, financial distress, corporate governance,
and industry-specific factors all play a significant
role in determining accrual levels. Recent studies
continue to support earlier findings regarding
the effect of firm size on accruals. Some researchers
argue that larger firms, with more stable cash flows
and greater scrutiny from regulators, are likely to
have lower discretionary accruals, as they face
higher costs of earnings manipulation. Moreover,
companies in financial distress or with volatile cash
flows tend to engage in more aggressive earnings
management through higher accruals to smooth
earnings or meet financial covenants (Cohen &
Zarowin, 2010). The role of corporate governance
remains significant in moderating the level of
discretionary accruals. Strong governance
mechanisms, such as independent audit committees
and effective board oversight, reduce the likelihood
of accrual manipulation. Research by Chada and
Varadharajan (2024) supports this, showing that
firms with robust governance practices report lower
levels of discretionary accruals, leading to more
reliable financial statements.

Accruals, by their nature, introduce subjectivity
into financial statements, which can reduce financial
transparency. Transparency refers to the degree to
which financial information accurately reflects
a company’s economic condition without managerial
bias. Studies have shown that high discretionary
accruals can significantly reduce transparency,
as they introduce the possibility of earnings
manipulation, leading to information asymmetry
between managers and investors. Furthermore,
empirical research suggests that firms with higher
discretionary accruals experience a higher cost of
capital due to the increased perceived risk by
investors (Hribar et al., 2022).

Given the significant impact of accruals on
financial transparency, investor confidence, and
corporate valuation, it is essential to further explore
the link between accrual quality and the perception
of excess liquidity. In the next section, we develop
hypotheses regarding how discretionary accruals
influence the valuation of excess liquidity in firms
and its implications for investor decision-making.

Another component of earnings quality that is
no less important than accruals is the value
relevance of accounting information. The quality of
accounting earnings is essential in financial markets
as it shapes investors’ perceptions and decision-
making. A key component of earnings quality is
value relevance, which refers to the ability of
financial information to explain stock prices and
returns. At the same time, excess liquidity, defined
as cash holdings exceeding the necessary amount
for operational and investment needs, can be
interpreted either as a strategic asset or as
an indication of inefficient resource allocation. This
section explores the relationship between the value
relevance of earnings and the valuation of excess
liquidity, analyzing how financial reporting quality
impacts investors’ assessments of cash holdings.

Value relevance is a fundamental characteristic
of high-quality financial reporting. Studies by Ohlson
(1995) and Barth et al. (2001) emphasize that
earnings and book values should exhibit a strong
correlation with stock prices if they are truly
informative. The reliability and timeliness of
earnings information enhance its value relevance,
reducing information asymmetry.
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2.2.Earning quality and value of excess cash
holding

Excess liquidity, defined as cash or liquid assets
exceeding a company’'s immediate operational
needs, has been a subject of significant debate in
corporate finance literature (Sari & Sedana, 2020).
While it offers financial flexibility and serves as
a cushion against operational or financial risks, its
value depends on several factors, such as industry
characteristics, corporate governance, and prevailing
market conditions. Understanding excess liquidity is
crucial due to its dual nature: on one hand, it
can enhance a firm’s resilience and its ability to
seize growth opportunities; on the other, if not
properly utilized, it can signal inefficiency. This
literature review examines recent studies exploring
the relationship between excess liquidity and
firm value.

Understanding the relationship between
accruals and excess liquidity is essential because
accurate financial reporting (facilitated by
quality accruals) could significantly influence
how investors perceive a firm’s liquidity and its
utilization. This relationship ultimately impacts
the valuation of the firm’s excess liquidity.

The role of accruals in improving transparency
is particularly significant when firms hold excess
liquidity. Investors may view high levels of cash
reserves as either a strategic asset or a sign of
inefficiency. When accruals are high quality, they
provide investors with better insight into how
liquidity is being managed and whether it is being
allocated towards value-enhancing activities (Barth
et al., 2001). For example, firms with high-quality
accruals are better able to signal to investors that
they can deploy their excess liquidity for profitable
investments or strategic goals, thus increasing
the perceived value of their cash reserves (Chaurey
et al., 2024).

Accruals can have both positive and negative
effects on firm value, which is essential in
understanding how they might influence the value of
excess liquidity (Kothari et al., 2025). On the positive
side, accurate accruals help to reveal the firm’s true
financial condition, which may alleviate concerns
about excess liquidity being wasted or mismanaged.
Graham (2022) found that firms with reliable
accruals are more likely to have liquidity reserves
perceived as strategically deployed, which increases
investor confidence and improves their valuation.
The transparent depiction of operational performance
helps to align market perceptions with the firm’s
actual financial capacity, resulting in a more
favorable valuation of excess liquidity.

However, poor-quality accruals can distort
financial reporting and create confusion about
the real liquidity needs of the firm. According
to Dechow et al. (2022), inaccurate or manipulated
accruals might signal potential financial distress or
inefficient liquidity management, which can lower
the perceived value of excess liquidity. If investors
cannot accurately assess how excess liquidity is
being utilized due to unreliable financial statements,
they might discount the firm’s cash holdings,
assuming that they are being wasted or not deployed
efficiently.

The relationship between accruals and excess
liquidity is further complicated by agency theory,
which addresses conflicts between managers and
shareholders. When firms hold excessive liquidity,
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managers may have the incentive to use it
inefficiently, which can increase agency costs
(Jensen & Meckling, 1976). However, high-quality
accruals mitigate these agency problems by
providing clearer financial signals to investors. Alia
et al. (2020) argue that firms with reliable accruals
reduce the information asymmetry between managers
and shareholders, which decreases the likelihood of
managers misappropriating excess liquidity.

In contrast, poor accrual management can
exacerbate agency problems by concealing how cash
reserves are being utilized, leading to investor
distrust and a lower market valuation of excess
liquidity. High-quality accruals reduce these agency
costs, ensuring that excess liquidity is viewed as
a resource being allocated efficiently to maximize
shareholder wealth, rather than being left idle or
misused.

The agency costs related to excess liquidity
remain a significant concern. Chen (2024) found that
firms with high liquidity are more likely to make
inefficient investments, which can reduce their long-
term value. This issue is particularly pronounced in
firms with weak governance structures, where
managers may make decisions that do not align with
shareholders’ interests, given their discretionary
control over cash reserves.

According to signaling theory (Spence, 1973),
companies use financial reports to convey their true
financial condition to the market. These signals are
particularly crucial in the context of excess liquidity,
as investors seek indicators of the company’s future
growth prospects, capital allocation strategies, and
overall financial health (Horton, 2021). High-quality
financial reporting, characterized by low discretionary
accruals, enhances transparency, reduces information
asymmetry, and provides a clearer picture of how
excess liquidity is managed. Conversely, high
accruals, often interpreted as evidence of earnings
management or financial manipulation, raise
doubts about a company’s financial integrity and
the efficiency of its liquidity management.

Bates et al. (2009) found that firms with excess
liquidity often face a liquidity discount, especially if
the cash is not deployed in growth opportunities.
More recent studies, like Xie et al. (2022), suggest

that high liquidity can signal inefficiency to
investors, particularly when the funds are not
utilized in capital expenditures or strategic

initiatives. Li (2020) further highlights how firms use
excess liquidity as a buffer against financial distress,
which proves especially valuable during economic
downturns or periods of uncertainty.

Wang (2022) argues that firms with strong
governance structures are better able to allocate
excess liquidity efficiently, leading to higher firm
value. For example, firms with independent boards
and active monitoring mechanisms tend to invest
their cash in growth opportunities or debt reduction
rather than wasteful projects. Conversely, weak
governance can lead to mismanagement of liquidity,
resulting in a value discount.

Kadima (2024) emphasizes that governance
structures play a critical role in preventing
the misuse of cash holdings. Their research suggests
that when firms have robust governance systems,
they are more likely to invest excess liquidity in
ways that benefit shareholders, such as paying
down debt or investing in profitable projects.
The presence of executive compensation schemes
tied to firm performance may also align
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management’s interests with those of shareholders,
reducing agency costs and enhancing firm value.
In the post-pandemic era, many firms have
accumulated unprecedented levels of excess
liquidity, partly as a response to the uncertain
economic environment. Research by Hagenberg et al.
(2021) shows that firms with higher liquidity have
been better able to navigate disruptions and
maintain stability during crises. At the same time,
however, excessive cash holdings are increasingly
seen as a potential sign of inefficiency in the market,
especially when firms are not using their cash to
invest in growth or shareholder returns. Finally,
recent studies underscore the role of liquidity
in mitigating financial distress. Chada and
Varadharajan (2024) suggest that firms with excess
liquidity are more resilient during financial crises or
economic downturns, as they are less likely to face
liquidity shortages. These firms can avoid expensive
and dilutive external financing, thereby enhancing
their value by signaling stability and reducing
financial risk.

Given the theoretical background and empirical
evidence from recent literature, it is reasonable to
hypothesize that the quality of accruals affects
the market valuation of excess liquidity. High-quality
accruals enhance the transparency of financial
reporting and reduce the risk of agency problems,
thereby improving investor confidence in how
excess liquidity is being managed. As a result, firms
with higher-quality accruals are expected to see
a higher market valuation of their excess liquidity,
compared to firms with lower-quality accruals. Thus,
we can formulate the following hypothesis:

HI1: There is a positive relationship between
the presence of good quality accruals and the value
of excess cash holdings.

3. RESEARCH METHODOLOGY

3.1. Sample and data collection

The initial sample consists of all French listed firms
from the Continuous Assisted Quotation (CAC)
All Tradable index during the period 2005-2020,
which totals 400 firms. Following prior literature,
we exclude financial firms (Standard Industrial

WCALL = Qop,i + ﬁlCFOt_l + ﬁzCFOt + B3CFOt+1 + Et

with:
WCA; = (ACA; — ACash;) — (ACL; — ASTD,) — Dept (2)

where,

e WCA, = working capital accruals;

e CA, = current assets;

e Cash; = cash equivalents;

e CL, = current liabilities;

¢ STD, = short-term debt;

e Dept = depreciation expense;

e A = variation between tand t - 1;

e CFO,_, = cash flow from operations at t - 1;

e CFO, = cash flow from operations at

e CF0;,, = cash flow from operations at t + 1;

e &, = accrual estimation error.

AQ;, = —oy;, is calculated over a five-year
window from t - 4 to t. The value of AQ;, shows that
the earnings are reliable.
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Classification (SIC) codes 6000-6999) and regulated
utilities (SIC codes 4900-4999) due to the specific
characteristics of the structure of their assets and
liabilities and the nature of their accruals (Houcine,
2017). As per Bond and Meghir (1994), we further
exclude firms that do not have sufficient data
for five consecutive years. After applying these
screening criteria, the final sample comprises
95 firms, representing a total of 1,239 firm-year
observations. These firms span a variety of
industries, including manufacturing, consumer
goods, energy, services, and technology, providing
broad and representative coverage of the French
listed market. Accounting and financial data are
collected from Worldscope.

3.2. Measures of the variables
3.2.1. Earnings quality measure
Accruals

To investigate the effect of earnings quality on
the value of excess cash, we consider an accounting-
based proxy, namely, accruals quality (AQ). We are
interested in AQ as a measure of the earnings
quality, as accruals are estimators of future cash
flows and provide information about the activities of
the company.

To estimate AQ, we use the measure derived
from Dechow and Dichev (2002) and modified by
McNichols (2002), which relies on evidence that
earnings that are more closely related to cash flows
are more desirable, and their model takes into
account the expected accruals given a specific cash
flow stream.

The Dechow and Dichev’'s (2002) model is
a regression of working capital accruals on lagged,
current, and future cash flows plus the change in
revenues and property, plant, and equipment (PPE).
The following model is estimated cross-sectionally
in each industry-year with a minimum of eight
observations per year in any industry (Mansali et al.,
2019) using ordinary least squares (OLS) regression.
Industry is defined according to Campbell’s (1996)
industry classification of 11 groups.

(1)
Value relevance measure

Value relevance (VR) is often measured using
regression models, with stock price (or stock
returns) as the dependent variable and financial
accounting figures (e.g., earnings, book value)
as independent variables. The most common
model used is Ohlson’s (1995) model, which is
expressed as:

P, = a + B, BVPS, + B,EPS, + &, (3)
where, P, =price return at time t EPS; = change
in earnings per share; BVPS,=book value
per share; a, B;, B, =regression coefficients; and
& = error term.

Alternatively, when using stock returns instead
of prices, the model is:
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R, = a + B AEPS, + B,BVPS, + ¢, (4)
where, R, = stock return at time t.

The higher the explanatory power (measured
by R? of these regressions, the more value-relevant
the accounting information is.

3.2.2. Value of excess cash

According to the study by Dittmar and Mahrt-Smith
(2007), excess cash is defined as cash reserves

Vie = Bo + BLEXCASH; ¢ + B2 AQ; + * EXCASH; ¢ + B3AQ;+ + BLEBIT; ¢+ + BsAEBIT;  + AEBIT; 11 + B71; ¢ + PsAl;,
+BoAlity1 + B1oDIVD; s + B11ADIVD; y + B12ADIVD; ¢ yq + B13AVipp1 + €5

where, EBIT — earnings before interest and taxes,

I — interest expenses, DIVD — dividend payout.
Following prior research (Arouri & Pijourlet,

2017), we measure V; as the market value of equity

Ln(Cashi't) = Yo t+y1SalesGrowth;; + y,Size;; + y3FCF; ¢ + y4NWC;; + ysIndustrySigma;, + y¢RD;; +

exceeding the amount necessary for operations and
investments. Opler et al. (1999) developed
an empirical model to estimate the optimal level of
liquidity a company requires for its operational
activities and investment opportunities. Later,
Ferrary (2010) proposed a regression model, similar
to that used by Sarhan et al. (2019), to assess
the value of excess liquidity. This model includes
control variables representing factors likely to affect
investors’ expectations regarding the use of excess
liquidity held.

(5)

plus the book value of total debt. EXCASH measures
the value of excess cash using the residuals
of the following model (Galbreath, 2016).

(6)

y7;DIVD; . + ygleverage; + yoCapex;; + €;;

where,

e Ln(Cash) is the natural logarithm of cash and
cash equivalents scaled by total assets;

e SalesGrowth is the sales growth over the past
3 years;

e Size is the logarithm of total assets;

e FCF is operating income minus interest and
taxes on total assets;

e NWC is current assets minus current liabilities
and cash scaled by total assets;

e Industry_Sigma is the industry average of
the standard deviation over the previous 10 years of
cash flow to total assets;

e Leverage is the ratio of total debt to total
assets;

e Capex is the ratio of capital expenditures to
total assets.

3.2.3. Control variables

We included several variables in our model to
control for factors that may influence the value
of excess cash holdings. Following (Arouri &
Pijourlet, 2017), we retained EBIT, I, DIVD, and net
assets (NA). Additionally, AX; and AX;,,; represent
the past one-year change and the future one-year
change in the variable AX;, respectively. All variables
are scaled by lagged total assets to prevent
the heteroscedasticity problem (Fonseka et al.,

2012), and consistent with prior studies, all
variables are winsorized at the 1st and
99th percentiles.

VIRTUS,

]
NTERPRESS

26

4. RESULTS AND DISCUSSIONS

4.1. Descriptive statistics

Table 1 presents descriptive statistics for key
variables used in the study, including dependent,
independent, and control variables. For the dependent
variable excess cash, the mean value is 0.049, with
a standard deviation of 0.0548, indicating that, on
average, firms hold a small amount of excess liquidity,
though some firms maintain negative excess cash,
suggesting potential financial constraints or inefficient
cash management. Regarding the independent
variable, accruals quality (AQ), the negative mean
value of -0.0421 suggests that, on average, firms report
negative accruals, which may indicate conservative
accounting practices or earnings management.
The standard deviation of 0.0362 shows that there is
some variation in accruals quality across firms.

For the control variable EBIT, the wide range
from -0.1142 to 40.404 and the high standard deviation
of 2.7126 reflect significant differences in firms’
profitability, with some firms generating substantial
earnings while others operate at a loss. Similarly,
the variable DIVD has a mean of 0.0175, with
a standard deviation of 0.0259, indicating that while
some firms distribute dividends regularly, others
either distribute very little or none at all, possibly
due to reinvestment strategies or financial constraints.

Overall, these statistics highlight substantial
variability across firms in terms of cash holdings,
earnings quality, profitability, and dividend policies,
which may have important implications for financial
decision-making and firm value.
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Table 1. Summary statistics

Variable N Min Max Mean Std. dev.
Vis 1519 0.0018 1.7897 0.2858 0.1261
CASH 1519 0 0.4567 0.13188 0.0636
EXCASH 1519 -0.1731 0.3032 0.049 0.0548
Independent variables
Accruals quality (AQ) [ 1519 -0.1749 [ -0.0036 -0.0421 0.0361
Value relevance (VR) [ 1519 0.0100 [ 1 0.8030 0.2473
Control variables
EBIT 1519 -0.1142 40.404 0.3625 2.7126
I 1519 0.0001 0.0400 0.0125 0.0157
DIVD 1519 0 0.3568 0.0175 0.0259
AEBIT, 1519 -0.1669 16.335 0.0001 1.4931
AEBIT,., 1519 -0.1638 40.297 -0.0001 0.1234
Al 1519 -0.0000 0.0010 0.0001 0.0001
Al 1519 -0.0001 0.0004 -0.0001 0.0005
ADIVD, 1519 -0.1840 0.1945 -0.0006 0.0172
ADIVD,,, 1519 -0.1840 0.1945 -0.0006 0.0172
ANA, 1519 0.2657 0.3232 0.0515 0.1587
ANA,., 1519 0.1969 0.5601 0.0657 0.1578
AVi 1519 -0.9854 0.1258 1.4298 0.4879

Note: See Table A.1 (Appendix) for variables’ definitions.
4.2. Pearson correlation matrix

Before testing HI, we checked for the absence

of the multicollinearity problem  between Variables _1(\)/1:())010?1212 Af)"gglsz
the independent variables. Table A.2 (see Appendix) EXCASH 10.00764) 0.752)
presents the Pearson correlation matrix between A 3.757%*
the variables used in the empirical regressions. Q (0.156)
We note that the coefficients vary between 0.001 (AQ * EXCASH) 9.420"*
and 0.6987. The average variance inflation factor (0.288) =
0.674*
(VIF) value was 1.39, well below the level of 10 VR (0.385)
(Neter, 1986), which allowed us to confirm - 1.533*
the absence of the multicollinearity problem. (VR * EXCASH) (0.917)
EBIT -0.00323 -0.00536
4.3. Ordinary least squares regression . é%%%i%l (_82(;23233
(0.0326) (0.149)
Table 2 presents OLS regression results examining DIVD 0.259* -0.951%**
the relationship between excess cash, accounting (0.146) (0.211)
quality (AQ), and value relevance (VR). The results AEBIT, '(%'%%g%fg (00'000193706)
indicate that excess cash alone does not have 0.0053%* 0.000998
a significant effect on firm value. However, when AEBIT,; (0.0020) (0.00462)
interacted with accounting quality, the impact Al -0.0390 -0.160
becomes strongly positive (9.420, p < 0.01), suggesting ' (0.0383) (0.199)
that firms with better financial reporting can | af, (8'8%;1) ('8-851;1;1)
use excess cash more efficiently. Similarly, L5335 3300
the interaction between value relevance and ADIVD, (0.463) (2.456)
excess cash is positive (1.533, p < 0.1), indicating ADIVD. 1.339%** 10.60%**
that firms with more informative financial ! (0.469) (1.931)
statements benefit more from excess cash | ay,, -0.239" -0.0241
holdings. These findings highlight the crucial role (()Oé(;lgzil (03)(1)?30)
of financial reporting in shaping the value of ANA, 0.524) {0.108)
corporate liquidity. ANA 0.5560%** 0.213%*
Regarding control variables, interest expenses ! (4.944) (0.0667)
(D has mixed effects, showing a positive and Constant 0.373** 0417
significant relationship in Model 1 but a negative 5 - 0.0101) 0.331)
L e . ! . servations 1.519 1.519
and significant impact in Model 2. This suggests that Number of identification
investment decisions might enhance firm value numbers (ID) 95 95
under certain conditions but could also signal R-squared 0.2400 0.2449
inefficiencies when excessive. Dividends (DIVD) Year/industry fixed effects |  YES YES
Note: The p-values are reported in parentheses. ***, **, * illustrate

show a weakly positive effect in Model 1 but turn
significantly negative in Model 2 (-0.951, p < 0.01),
implying that higher dividend payouts might limit
firms’ reinvestment capacity. Finally, future changes
in firm value (4V., are negatively significant in
both models, indicating that firms experiencing
declining value may struggle to leverage excess
cash effectively.

VIRTUS,

Table 2. Effect of earning quality on the value of
excess cash holding

the significance level of the variable at 1%, 5%, and 10%, respectively.

4.4. Robustness tests

]
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As a further robustness
whether the quality of
the degree of earnings smoothing, moderates
the relationship between excess cash holdings
and firm value. The analysis uses Tobin’s Q as
the dependent variable to capture market valuation.

check, we investigate
earnings, proxied by
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In this specification, we include the variable
Lissage, which represents earnings smoothing
computed using the Eckel (1981) index — the ratio
of the standard deviation of net income to that of
operating cash flows, both scaled by sales. Lower
values of the index reflect greater smoothing, and
therefore lower earnings quality.

The regression results show a negative and
statistically significant coefficient on Lissage
(-0.0532, p <0.10), indicating that firms exhibiting
more earnings smoothing tend to have lower market
valuations. This is consistent with the view that
earnings smoothing reflects reduced transparency
and credibility in financial reporting.

The coefficient on EXCASH is positive but not
statistically significant (0.252), suggesting that
excess cash on its own may not be consistently
valued by the market when ignoring earnings
quality. However, the interaction term between
Lissage and EXCASH is positive and statistically
significant (0.186, p < 0.05). This finding reveals
a key insight: the value that the market attributes
to excess cash holdings increases when earnings
are less smoothed, i.e.,, when earnings quality
is higher.

In other words, while smoothed earnings (low
quality) are associated with lower firm value overall,
the marginal value of excess cash becomes greater
when earnings are reported more transparently. This
suggests that earnings quality acts as a confidence
channel through which excess cash translates into
firm value. When investors trust the financial
reporting, they are more likely to believe that excess
liquidity will be used efficiently and not hoarded or
misused by management.

Table 3. Robustness analysis

Variables Tobin’Q
Lissage -0.0532
(0.0311)
0.252
EXCASH 0.175)
. R 0.186**
(Lissage * EXCASH) 0.0741)
-0.00513
EBIT (0.00982)
I 0.0898
(0.121)
9.038***
bivb 0.541)
0.0124
AEBIT; (0.00940)
-0.000287
AEBIT.: (0.00266)
-0.281%*
AL (0.135)
0.0584
Al 0.0703)
0.250
ADIVD: (1.857)
-0.508
ADIVD,., (1.887)
0.502%**
Constant 0.107)
Observations 1,514
Number of ID 95
Note: The p-values are reported in parentheses. ***, ** and *

illustrate the significance level of the variable at 1%, 5%, and
10%, respectively.

4.5. Discussion

This study demonstrates that high-quality
accounting earnings, reflected in low discretionary
accruals, positively influence investors’ valuation of

VIRTUS,
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excess liquidity in French-listed firms. Nevertheless,

some disputable issues deserve attention.
First, while a strong association is observed,
the direction of causality cannot be firmly

established. Firms with efficiently managed cash
holdings may inherently report higher-quality
earnings, suggesting potential endogeneity. Future
research could employ instrumental variables or
natural experiments to better address causality.

Second, the analysis is based on 95 French
firms from 2005 to 2020. Although representative
of the French market, the findings may not
generalize to countries with different legal,
governance, or market environments. Cross-country
or sector-specific studies could assess
the robustness of these results under alternative
institutional contexts.

Finally, the measurement of earnings quality
through discretionary accruals and excess liquidity
based on cash above operational needs has inherent
limitations. Alternative measures, including real
earnings management indicators or liquidity
adjusted for firm-specific investment opportunities,
could refine these insights. Moreover, investor
perception of excess liquidity may vary with
industry conditions, macroeconomic shocks, or firm
strategies not fully captured in this study. These
considerations suggest that while earnings quality
provides important signaling about liquidity, market
responses are context-dependent.

5. CONCLUSION

This study highlights the positive impact of earnings
quality on the valuation of excess cash holdings.
Our empirical results suggest that firms with high-
quality earnings are more likely to have their excess
cash perceived as a value-enhancing resource
rather than a potential source of agency conflicts.
Transparent and reliable financial reporting reduces
information asymmetry, reassures investors about
managerial intentions, and increases market
confidence in the efficient allocation of cash
reserves. These findings align with recent research
showing that financial statement quality is a key
determinant of how investors price corporate
liquidity, emphasizing the governance role of
accounting quality, especially in environments with
substantial cash holdings and high managerial
discretion.

Despite these contributions, the study has
some limitations. The analysis is based on 95 French
listed firms, which may limit the generalizability of
the results to other institutional or regulatory
contexts. Moreover, the measurement of earnings
quality through discretionary accruals and excess
liquidity based on cash above operational needs may
not capture all dimensions of these constructs.
Finally, while the study identifies a strong
association, the direction of causality between
earnings quality and liquidity valuation cannot be
definitively established.

Future research could address these limitations
by exploring the moderating role of country-level
governance mechanisms, audit quality, or
institutional factors in the relationship between
earnings quality and liquidity valuation. Another
promising direction involves investigating whether
the informativeness of earnings affects investor
reactions differently during periods of economic
uncertainty or liquidity shocks, such as those
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observed during the COVID-19 pandemic. Overall, this study underscores the importance
Furthermore, developing theoretical models that of accounting transparency and high-quality
integrate both financial reporting quality and cash financial reporting in shaping investor perceptions
policy decisions could enhance understanding of of corporate liquidity, offering valuable implications
optimal liquidity strategies under asymmetric for regulators, practitioners, and scholars in similar
information. institutional environments.
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APPENDIX

Table A.1. Variables’ definitions

Variable Definition Measure
Vit Firm'’s value Market capitalization + Total liabilities
AQ Accurals quality -
VR Value relevance -
Cash Cash held Cash and cash equivalents / Total assets
EXCASH Excess cash Actual cash - Predicted optimal cash
EBIT Earnings before interest and taxes Net result before interest and taxes
1 Interest expenses -
DIVD Dividend payout Dividend paid / Total assets
NA Net assets Assets total assets - Cash and cash equivalents
AX, Past 1-year change of variable X;, -
AX. Future 1-year change of variable X;,
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Table A.2. Pearson matrix

Variable AQ VR EBIT I DIVD AEBIT: AEBIT: AlL Al ADIVD: ADIVD:,1 ANA: ANA.., AVit
AQ 1.0000
VR 0.5795* 1.0000
EBIT 0.4652* 0.1258* 1.0000
I 0.3212* -0.2752* -0.4678* 1.0000
DIVD -0.0444 -0.0462 -0.0921* 0.0688* 1.0000
AEBIT: -0.0205 -0.0134 -0.0260 -0.0613* 0.1500* 1.0000
AEBIT:. -0.0392 -0.0130 -0.0264 0.0673* -0.0202 -0.0258 1.0000
Al -0.0180 0.0033 0.0103 0.0419 -0.0581* 0.0233 0.6501* 1.0000
Al 0.0088 -0.0718* 0.0097 0.0386 0.1026* 0.0831* -0.0580* -0.0897* 1.0000
ADIVD: -0.0181 -0.0201 -0.0135 0.0077* -0.0011 0.0021 0.2752* 0.2038* -0.0115 1.0000
ADIVD:.1 -0.0181 -0.0201 0.0077 -0.0135 0.0011 0.0021 0.2752* -0.2038* 0.0115 -0.2038* 1.0000
ANA: -0.0211 -0.0183 -0.0024 -0.0057 -0.0111 0.0050 0.1152* 0.2962* -0.0063 0.5533* -0.5533* 1.0000
ANAw1 0.0211 0.0183 0.0024 0.0057 0.0111* -0.0050 -0.1152* 0.2962* -0.0063 0.5533* -0.5533* 0.0258 1.0000
AVin 0.0205 0.0190 -0.0064 -0.0213 0.0322 -0.0221 0.1037* 0.0556 -0.2540* 0.0429 -0.0429 0.0338 0.0042 1.0000
VIF 1.67 1.39 1.65 1.08 1.07 1.26 1.06 1.52 1.13 1.2 1.57 1.18 1.04

Note: * Indicates statistical significance at the 10% thres

hold, which is statistical significance at the 5% level.
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