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Abstract
Conflict of interests usually occurs between management and

shareholders on dividend and more severely in firms with significant
free cash flow. If free cash flow is invested efficiently, stock return will
be increase. This study investigates the effect of corporate governance ,
as an adjusting factor of agency issue, on the relation between free cash
flow and stock return. The sample consists of 112 firms listed in Tehran
Stock Exchange for the period from 2006 to 2013. The results show that
institutional ownership and ownership concentration have respectively
significant negative and significant positive effects on relation between
free cash flow and stock return. Also, the results show that the board
independence has no significant effect on relation between free cash
flow and stock return. Generally results indicate that good corporate
governance can decrease agency costs of free cash flow.
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