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Business combinations make it easier to transfer information between member
companies (groups) and therefore will reduce the information asymmetry. The
business combination is also able to create domestic capital markets that are a safe
way of financing so that they can mitigate the problem of information asymmetry
and dependence on externa financing. This study examines the effect of business
combination on the level of cash holdings in Tehran Stock Exchange during the
years 2007 to 2015. The Multiple linear regression was used to test research
hypotheses. The results showed that no significant relationship found between the
level of cash holdings in business combination companies in comparison
independent firms. The results of this study also show that cash holdings in
companies in diverse industries is than less diversified ones compared to other
business combinations. Other findings of this study showed that there is a significant
positive relationship between information asymmetry and cash holdings. Also
dependence on external financial resources and the level of cash holdings has no
significant relationship with each other.

Keywords: Level of Cash Holdings, Business Combinations, Internal Capital
Markets, Information Asymmetry, Dependence on External Financing.
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