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An Analytic Study on Effect of Predictive Ability of Accruals and Cash
Flows on Predicted Earnings Quality

Ahmad Modarres
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Mohammad reza Abbaszadeh
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The purpose of this study is to investigate whether the earning component accuracy
in predicting themselves can lead into earning prediction and /or explain the earning
durability and the relation between earning and cash flows .The research hypothesis
suggest that there is a positive relationship between the prediction power of stronger
accruals and current cash flows and the prediction of future earning and earning
persistence. The research results show that (1) it is possible to predict future
earnings with minimum errors based on previous earning report. Also, including
either of cash or accrual items into the model improves the prediction. The results
also indicate that (V) there is a positive relationship between the earnings function
and prediction power of earning components and their stability .In other words, the
earning components which enjoy more stability and/or high quality can predict
earning in a more appropriate way .The finding of the study illuminated the fact that
the effect of cash flow item in prediction models is much more than the accrual item.
This is in concordance with Sloan (Y%47) who believes that earning return ability
which can be broken down into earning accrual item is less endurable than the cash
flow item: that is, items of cash flow components of current earnings are more stable
than the accrual components. Also, the results indicate that (Y)cash flows are more
powerful in predicting earnings so it is possible to predict cash flows based on
earnings and vice versa.

Key Words: Earning Component, Accrual Items, Operational, Cash Flow, Earning
Quality, Earning Persistence
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