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Abstract

According to the conflicts of interest between managers, stockholders and creditors, optimal decision
making using free cash flows (FCF) in productive investment opportunities is one of the important
firm financial decision. Increasing free cash flows in the company, leads to opportunistic behavior
from managers especially in the light of conflict of interests. However, dividend and debt policy
decision making can mitigate their effect. The aim of this paper is to investigate simultaneous
relationship between free cash flow, dividend policy and leverage of 120 listed companies in Tehran
stock exchange during 2007-2011. Three Stage Least Square Simultaneous Model (3SLS) is
incorporated to test the research hypotheses .Our findings show that firms with high leverage have
lower FCF, thus there is negative relationship between FCF and debt policy. Also, dividends have
negative relationship with debt.
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