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Abstract

The cash flow statement aids the management to ascertain the profitability and liquid-
ity position of a company. One can understand from the cash flow statement how ef-
ficiently the company is paying its obligation in various forms of liability and expense.
This study aimed to explore the ability of short-term accounting accruals to predict
cash flows. The sample included 77 Jordanian companies listed between 2006-2019.
Cash flows were measured by net operating cash flows, and short-term accounting
accruals were expressed as: change in account receivable, change in accounts payable,
change in inventories, and other accruals. The results demonstrated the ability of short-
term accounting accruals to predict future cash flows. The relationship between future
cash flows and the short-term accounting accruals was significant, except for its re-
lationship to the change in accounts payable. However, the findings indicate that the
size of the company has not moderated the relationship between accounting accruals
and operating cash flow. The study recommends using other accounting items besides
short-term accounting accruals, to improve their ability to predict future cash flows
and use of control variables that can increase the predictive power of the study model,
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INTRODUCTION
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Amman Arab University, Jordan. The statement of cash flow summarizes the amount of cash and cash
equivalents leaving and entering a firm. The cash flow statement meas-
ures how well a company manages its cash position, meaning how well
the company generates cash to fund its operating expenses and to pay
its debt obligations.

Proper cash management is possible if the cash flow statement is prop-
erly prepared. The management can prepare a forecast about several
inflows and outflows of cash so that it becomes very helpful for them
to make plans for the future. Since the cash flow statement presents
the cash position of a company at the time of making payment, it aids
to ascertain the liquidity position, the same is also applicable in the
case of profitability (Shubita, 2019). Cash flows from investing activ-
ities refer to the company’s ability to expand. When the outflows are

This is an Open Access article, large, it means that the firm can expand. The financing flows refer to

distributed under the terms of the the management’s ability to finance its activities, whether from inter-
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for which cash has not yet been exchanged. Accruals improve the quality of information on financial
statements by adding useful information about short-term credit extended to customers and upcoming
liabilities owed to lenders. A distinction should be made between long-term and short-term accounting
accruals. The criterion used to divide accruals to long- or short-term is the same as for any other liabil-
ity or asset. That is if accrual is to remain on the balance sheet for more than a year after the balance
sheet date, then it is classified as long-term accrual, otherwise, it is a short-term accrual. Accounting
accruals are among the items that have been relied on to improve models for forecasting future cash
flows. Accruals include all the elements that allow the transition from the cash basis to the accrual basis
(Dechow et al., 1998).

The cash flow prediction concept is important for both academics and professionals; it helps users of
financial statements to assess the financial risks, flexibility, and liquidity of a firm. Many studies gave
evidence that income can better predict future operating cash flows than current operating cash flows
(Nam et al., 2012; Kim & Kross, 2005; Dechow et al., 1998). The income information is supported for
several reasons. First, the matching between revenues and expenses to obtain accrual-based income
reflects the use of assets in generating revenue. Second, it is considered relevant in measuring the com-
pany’s performance because it avoids distortion of uncertain variations in cash flows in the perfor-
mance measurement process (Godfrey et al., 2003; Luc, 2018). On the other hand, Board and Day (1989),
Greenberg et al. (1986), and Efayena (2015) have affirmed the usefulness of accrual-based earnings for
predicting the company’s future operating cash flows.

The financial statement users focus on the expected future cash flows for making decisions because cash
flows are a good indicator of the company’s ability to fulfill its obligations and the extent of its ability to
provide returns to various parties. Furthermore, it is a good basis for determining the current value of
the company. In this case, the adequacy of the accounting information is determined by the extent of its
ability to predict future cash flows.

The study problem is that the adoption of the cash flow statement to conduct additional financial ana-
lyzes enhances the beneficiary’s ability to make a rational decision as it was prepared on a cash basis
and not on an accrual basis as in other statements, as the cash flow statement discloses the real liquidity
of the economic unit, which helps users of financial statements to measure the ability of the economic
unit has to fulfill its obligations from private sources, and whether it needs external financing. Thus, the
financial analysis based on the available financing instead of the list of cash flows gives enough time for
the economic unit to study the alternatives from the trend to high-cost financing sources.

Therefore, the study problem can focus also on that some financial ratios, such as the liquidity ratio, may
not be achieved in the foreseeable future. Therefore, the adoption of financial ratios that depend on the
cash basis provides financial information based on actual amounts that have been achieved during the
period, which reduces the uncertainty.

1. LITERATURE REVIEW that both cash flows and earnings have the predic-

AND HYPOTHESES tive ability in predicting future cash flows in both
DEVELOPMENT countries. However, the results showed that cash

flows are a better predictor of future operating
cash flows than earnings in both countries. The
Al Sharawi (2021) examined the role of earnings study findings are in contrast to the assertion of
derived from accrual accounting in comparison the Financial Accounting Standards Board (FASB)
with cash flows in the prediction of future operat- and International Accounting Standards Board
ing cash flows of quoted non-financial companies (IASB) that earnings are a better predictor of fu-
in Egypt and Saudi Arabia. The results suggested ture cash flows.
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Machokoto and Areneke (2021) examined wheth-
er the operating cash flow sensitivity is asym-
metric using a sample of 745 companies from
African countries over the period from 2000 to
2015. The study affirmed that the asymmetry in
the cash flow from operating activities sensitivity
of cash and highlighted the severity of the impact
of financial constraints on corporate decisions in
emerging markets.

Ngatimo et al. (2021) determined the impact of
current ratio, financial leverage, and cash flow on
company market value in industrial companies in
Indonesia. Using documentation as a collection
technique, the findings were that cash flow had no
impact on company market value in the beverag-
es and food sector companies. On the other hand,
the current ratio and financial leverage had a pos-
itive impact on company market value. Pimentel
and Malacrida (2020) analyzed the informative
content of quarterly earnings. The results showed
that accounting earnings and accruals have incre-
mental information content over operating cash
flows in accessing future financial performance.

Senan (2019) examined the capability of current
income and operating cash flows and disaggrega-
tion of income to predict the future operating cash
flows. A direct association was found between
earnings and future cash flows. Further, it was
reached that the disaggregation of income into ac-
cruals has a greater information content of fore-
casting future operating cash flows, while disag-
gregated earnings into other accrual components
have decreased the predictive power. Frankel
and Sun (2018) wanted to understand the extent
to which cash-flow properties explain accruals.
Using the Dechow et al. (1998) model, a negative
relation was derived between accruals changes.
It was shown that the strength of the relation is
linked to a negative serial correlation in cash-flow
changes.

Ragab and Hani (2018) tested if the value content
of cash flows from operating activities varies be-
tween banks listed in Egypt and Lebanon. The
study used modified Ohlson’s model. It was found
that operating cash flows are positively and signif-
icantly related to stock prices and that earnings
had a higher information content than operating
cash flows. Jemaa et al. (2015) tested the account-
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ing earnings ability versus operating cash flows to
predict future operating cash flows in the Tunisian
context. The results showed that cash flows from
operating activities have the most forecasting ca-
pacity. On the other hand, for multi-year models,
earnings are the most relevant in terms of the fore-
casting ability of future cash flows. Mostafa and
Dixon (2013) examined the predictive ability to
operate cash flows and earnings and the impact of
extreme income on the predictive ability of cash
flow from operations in UK companies. The find-
ings showed that both cash flow from operating
activities and earnings have incremental informa-
tion content beyond each other.

Pouraghajan et al. (2012) evaluated the incremen-
tal and relative information content of cash flows
from operating activities and earnings in the list-
ed firms on the Tehran Stock Exchange. Moreover,
the study investigated the loss effect on the infor-
mation content of flows from operating activities
and earnings. The findings indicated that income
has more predictive ability than cash flows from
operating activities in explaining stock returns.
Arnedo et al. (2012) determined whether earnings
have information value beyond that provided by
isolated current operating cash flows for the pre-
diction of future operating cash flows using a sam-
ple of 4,397 Spanish firms.

Market prices reflect investor predictions about
future cash flows, which requires estimating fu-
ture profits based on current information. In this
regard, cash flows are the focus of attention of in-
vestors, who are more interested in the cash that
can be collected than the profits that can be real-
ized (Dechow, 1994). While there is an agreement
about the importance of forecasting cash flows,
there is a disagreement about the appropriate
method for predicting future cash flows and the
accounting information that can be a good indi-
cator of future cash flows. Accruals are among the
items that have been relied upon to improve mod-
els for forecasting future cash flows. Accruals are
expected to contribute to improving cash flows as
a measure of the company’s performance, despite
the application of the revenue recognition prin-
ciple and the matching principle (Beaver, 1998).
However, accruals allow part of the past and fu-
ture cash flows to be incorporated into profit,
thus solving the matching and timing problems.

http://dx.doi.org/10.21511/imf1.18(3).2021.13
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Therefore, adding the accounting accruals to the
forecasting models generates additional predictive
power of future cash flows (Guay & Sidhu, 2001).

The accounting accruals are among the most im-
portant items that reflect future cash flows, as they
are adjustments to current cash flows - they are
either cash flows related to a past period (or peri-
ods), or they are cash flows related to a future peri-
od (or periods), and thus they are latent cash flows.
However, a distinction should be made between
long-term and short-term accounting accruals,
the latter being expected to be more suitable for
forecasting future cash flows, because they are re-
lated to operational processes, which represent the
main activity of the company, and are continuous
and recurring (Ragab & Hani, 2018).

The purpose of the study is to explore the ability
of short-term accounting accruals to predict fu-
ture operating cash flows. This study aims to ex-
plore the Jordanian industrial companies’ ability
to predict cash flows using short-term account-
ing accruals. It allows users, and especially in-
vestors, to understand the determinants of cash
flow. This study was conducted for evaluating the
predictive ability of future operating cash flows
by using accounting earnings and current cash
flows information.

Based on previous studies, it is possible to say that
accounting accruals have a significant impact on
tuture cash flows due to the relevance of this in-
formation and its confirmability and predictabil-
ity. Previous studies have indicated that the size
of firms is an additional factor influencing the in-
formation content of accruals and operating cash
flows. Investors can therefore put higher trust in
large firms. Charitou et al. (2000) showed that
cash flows have incremental information con-
tent beyond earnings in explaining security re-
turns, and that cash flows play a more vital role
in the marketplace when earnings are transitory.
Dimitropoulos et al. (2010) indicated that the role
of size is controversial due to unclear findings on
the nature of the effect of size on the association
between operating cash flows and accounting
accruals.

Therefore, the study hypotheses can be posited as
follows:

http://dx.doi.org/10.21511/imfi.18(3).2021.13

HI: Accounting accruals can predict the future
operating cash flow.
H2: 'The size of the company has a moderating ef-

fect on the relationship between accounting
accruals and operating cash flow.

2. METHODOLOGY

2.1. Empirical model

To test the hypotheses of the study, a statisti-
cal model was relied upon largely based on the
Arnedo et al. (2012) model, which distinguishes
between five components of accounting accruals,
where the result can be expressed by equation (1):

NI, = OCF, + AINV, + A4R, -
~AAP — AOCL, - DEP,

O

Therefore, operating cash flow can be calculated
using equation (2) as follows:

OCF, = NI, — AINV, - AAR, +
+AAP +AOCL, + DEP,

@)

where OCF, - operating cash flowsin a year (f);
NI, - net income in a year (t); AINV, - change
in inventory in a year (f); AAR, - changes in ac-
count receivable in a year (f); AAP, - changes in
accounts payable in a year (f); AOCL, - changes
in other current liabilities in a year (); DEP, - de-

preciation expense in a year ().

As shown from equation (2), operating cash flow
can be determined from net income, short term ac-
counting accruals (AINV, AAR, AAP, AOCL), and
long term accounting accruals (DEP). Therefore,
the study model will be in a multiple regression
form that relates future operating cash flow as a
dependent variable with net income and accruals’
five components as independent variables:

OCF,,, =a,+a,0CF, +a,NI, +
+o,AAR, + a,AINV, + o ;AAP, + ©)
+aDEP, +a,OTH,, + ¢,

where OCF,,, operating cash flows for

company (i) in year (t+1); OTH, - oth-
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er accounting accruals for company (i) in a
year (f), and it will be computed as follows:
OTH = NI —(CF + AAR + AINV + AAP — DEP);
a, - the equation constant; «,, @,, @, Q,,
o5, Qg, o, — variables coefficients; ¢, - mod-
el residuals, It is that part of the future operating
cash flows that cannot be explained from the inde-
pendent variables of the study model.

The paper provides several diagnostic checks for
the impact of size on the ability of accruals in pre-
dicting future cash flow.

2.2. Sample

The study sample includes all industrial firms list-
ed on the Amman Stock Exchange during the pe-
riod 2006-2019. The total number of listed indus-
trial companies on the Amman Stock Exchange
for the entire study period was 77 companies. The
study excludes insurance and financial firms be-
cause they are subject to special regulations. Data
required to compute all study variables as well as
control variables must be available for at least two
consecutive years to include the firm in the sta-
tistical analysis. Applying these criteria has result-
ed in excluding only 1 firm. The total number of
observations is 762. 18 observations that represent
outliers are excluded from the analysis.

3. RESULTS

The ordinary least squares method was used. It
was ensured that the regression conditions are met,
which are homoscedasticity, normality, lineari-
ty, and no autocorrelation using Durbin-Watson
test. The variance inflation factor was used to test

Table 1. Descriptive measures

for multicollinearity. To test the hypotheses, the
study utilized the following statistics: the adjusted
R?, F-statistic, and the t-statistic with its associated
p-values. The statistical analysis software package
(SPSS) version 22 was used.

Table 1 indicates descriptive measures for the
main variables of the study. The mean and median
values of current and future cash flows are higher
than the mean and median values of accrual in-
come, which indicates that accrual-related modifi-
cations (such as depreciation) decrease income but
do not decrease cash flows.

In addition, the mean values of earnings and oper-
ating cash are positive and the standard deviation
of earnings is lower than the standard deviation of
operating cash flows. These findings are consistent
with Aldebie (2011), and Dechow et al. (1998).

It is clear from the lower and upper limits that
there are positive and negative values for all the
explanatory variables, which means that there is
fluctuation in the variables of the study between
different periods and different companies.

It is also clear that the data distribution is expect-
ed to be close to the normal distribution for all
variables, due to the presence of convergence be-
tween the mean and the median for each variable;
returning to the standard deviation compared to
the range, it turns out that there is no significant
dispersion in the data.

The correlation coefficient matrix, as indicated
in Table 2, varies from —0.55 to 0.930. The vari-
ance inflation factor (VIF) was computed for the
two models. The VIF varies between 3.244 and

Measure Observations Mean Median Standard deviation Min Max
762 { 5,393,200 334,757 26,776,287 -446,020,000 310878000
S ,436,412 """" 408,'4‘1;37 "2673128; —45602000
N 7, 3s3ae32 75137 26029092 ~88821000
AR, 762 1825580 —4198 10556396 ~113506000
“AI.I‘\'I.\./“; SV SO 762 VOO S _120665 ‘‘‘‘‘‘‘‘ ow . 885436; —116544000
“AA'F;‘;” SV SO 762 SV S 96024 VO 23£i . 6690065 _9,5706287
“‘béﬁl;m SR S 762 OSSO S 2198413 ‘‘‘‘‘‘ 337553 . 800327'(‘)" §
OTHI SV SO 762 VOO S 630766 VO 24 ,‘1239754‘2‘ .
Sales‘( I 762 o 37244246 """" 8342;39 "10834051‘3 0 846891895
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Table 2. Correlation matrix

Variable | OCF, = NI, DAR, BINV, DAP, . DEP, . OTH, Sales,
OCF,,, i 0.798**% 1 0.782%* 0.056 0.062 0.068 0.71** 0.325%* 0.676**
e T S B e ™ R Mt e
e
e e R T St e

s 77 o e
ot T

0.363** 04817**”””

e

Note: * means significant at the 0.05 level; ** means significant at the 0.01 level.

4.518. Therefore, there is no multicollinearity in
the study regression models (Ahmed et al., 2021).
Table 2 indicates a strong and significant relation-
ship between current and future cash flow (0.798)
and between earnings and future cash flows
(0.782), which is an indication of the superiority of
current cash flows over current accruals income in
estimating future cash flows.

The results of the correlation are considered pre-
liminary and cannot be relied upon to issue a final
judgment about the hypotheses of the study, due
to the presence of certain levels of correlation be-
tween the explanatory variables that would affect
their relationships with the dependent variable.

4. DISCUSSION

The results of the analysis of variance of the
study model are based on the financial state-
ments of the Jordanian industrial companies.
Fisher test was significant at the level of 1%,
which necessarily means that the study model is
significant, so one of the regression coefficients
of this model is at least significant and differs
from zero fundamentally. Thus, there is a sta-
tistically significant relationship between the
dependent variable and at least one of the in-
dependent variables, and that at least one of the
independent variables contributes to explaining
the changes that affected the dependent varia-
ble during the study period.

Tables 3 and 4 report the study model’s coeffi-
cient results. The independent variables can ex-
plain 69.3% of the variation of future cash flows.
This means that the explanatory variables rep-

http://dx.doi.org/10.21511/imfi.18(3).2021.13

resented in accounting accruals explain an es-
timated 69.3% of the changes that affected the
future net operating cash flows during the study
period, while the rest of the changes are due to
other factors and random errors.

In addition, F-test is significant, so H1I is accepted;
therefore, accounting accruals can predict the fu-
ture operating cash flow.

For the accrual components, only the change in
accounts payable is not significant but the other
variables (current operating cash flow, net income,
change in accounts receivable, change in invento-
ry, depreciation, and other accruals) have a strong
positive correlation with future cash flows. The
depreciation coeflicient was significant with a 90%
confidence level.

The results of estimating the study model also
showed that there is no significant relationship be-
tween the change in the accounts of suppliers and
creditors for the current period and the net oper-
ating cash flows for the next period. As for the re-
lationship of net operating cash flows for the next
period with other short-term accounting accruals,
it was significant, which means that the contribu-
tion of accounting accruals is long. The term for
the current period in forecasting the operating
cash flows for the coming period in the Jordanian
industrial companies is strong.

For H2, Table 4 indicates that company size
(sales) does not have incremental information
content over earnings accrual in predicting fu-
ture cash flows because there is no increase in
Adj R* and the control variable coefficient is not
significant.
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Table 3. Hypothesis 1

Variable Coefficient Error t Sig
Equation Constant 80 55 1.433 0.152
ocf, o:‘é77 ........... 0034 ............ 19957 0
N 0:584 0165 """"""" 2.92'5 """ 0.004
aMR, 0377 ........... 0072 ............ 5,27& """ 0
anv, o'.‘ﬁza """""" 0080 """"""" 2.795 """ 0.005
sap, 02604 o.os'é """ 0.971
DEP, 0.204 1689 0.092
oH, 0'.‘(;64 9.83"1'1 """ 0
R 0.695 0.693
Ftatistics » 287.184 » 0
VIF : 3.244 : Durbin-Watson : 2.151
Table 4. Hypothesis 2
Variable Coefficient Error t Sig
Equation Constant 61 57 1.066 0.287
o, 0.657 0.036 18.083 0
NG 0.441 0173 2.550 0.011
AMR, 0.365 0.072 5.064 0
aNv, 0.221 0.080 2772 0.006
anp, ~0.005 0.101 ~0.054 0.957
oEP, 0.091 0.143 0.636 0.525
oW, 0.671 0.068 9.925 0
sales, 0.015 0.010 1.501 0.134
R 0.696 Adj R? 0.693
Fstatisics 246.888 Sig. 0
vie 4318 Durbin-Watson 2.155

The compatibility of the results of this study with  factors explaining the cash flows. In addition to
the results of many previous studies can be traced paying attention to information about cash flows
back to the similarity concerning the uses of ac- and their estimates for Jordanian companies, the
counting information and concerning the main evidence for this is that Jordanian companies were
users of it, which resulted in the agreement of the preparing a statement of cash flows before 1998.

CONCLUSION

This paper aims to explore the accounting accruals’ ability to predict future cash flows. It included 762
observations from 2006 to 2019, which concern 77 Jordanian industrial firms. Cash flows have been
measured by cash flow from operating activities. In addition, accounting accruals have been expressed
by change of inventories, change of accounts payable, and change of accounts receivable.

The study focused to explore the extent to which short-term accounting accruals can predict cash flows (op-
erating cash flows), and the following are the most important conclusions and recommendations of the study.

The study results show that the change in accounts payable cannot predict the future cash flows because

the accounts payable turnover does not exceed one period and thus it can not be relied on explaining
the future cash flow variation. The informative content of accruals and operating cash flow is not a
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closed subject, since previous studies showed conflicting evidence and environment specificity for the
role played by each measure. The inconsistency of the findings of this study with the results of previous
studies can be attributed to the differences that exist between the Jordanian environment and other eco-
nomic environments about the uses of accounting information and the main users of it, which resulted
in different factors explaining cash flows.

The study recommends that these results require future studies. It is necessary to use other accounting
items to predict future cash flows, such as other long-term accounting accruals items, sales level, pur-
chases level, and using control variables that can increase the predictive power of the model used, such
as activity level, performance level, and financial leverage.
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