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The Quality of Accruals and the Prediction of Future Cash Flows in Japan
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Summary
This paper examines a relation between the quality of accruals defined by Dechow and Dichev (2002) and
the predictive ability of forecast models for future cash flows. The quality of accruals has relation to the
manager's estimation errors in cash flows included in accruals; hence it affects forecast errors with the mod-
els which depend on the role of accruals. This paper uses four forecast models. Three of them are based
on accrual components, and one includes only cash flows. The results show that, after controlling forecast
errors with the model based only on cash flows, the accrual quality is positively related to the predictive abil-
ity of the models including accruals. Thus, the quality of accruals has an effect on the role of accruals in

predicting future cash flows.
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(2)E=nS, (E: Fll&. n: 55 ERFI2EER)

(3)AR=aS; (AR : ZHHIE, o )

(4)AP=BP, (AP: X#BiE. P: AR, B:
)

(5)INV=y1 (1-1) Syry. (1-m) v, (INV = HEIE RE,
y1 ST % HEREEE A, v, - HEEE)

(6) A=AAR+AINV -AAP,

Z ORED T T, Barth et al (2000) 1 Dechow
etal (1998) ZEDWTKRD2)AKRTBKDO* %
viya - 70—FHEFLEERLTWSS),

(FIEEF N (Aggregate Earnings model))
(Barth et al, 2001, p.33, eq. (7)B WFeq.(8))
E[CFu]=Ery1 (1-1) n [B+y, (1-B) -By) (B~
Ee)-Byry:(1-m) 7 (Ee1-Evrp) (2)

(BRAEHEHBESEF NV (Cash Flow and Compo-
nents of Accruals model)? (Barth et al, 2001,

p.34, eq.(0)
E[CFu]=CF+[1-(1-B)yry.(1-7) a™']
AAR+(1-B) AINV-AAP, (3)
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AEHE AR A TR KRR LTFRIT S
HTHBEBL TS, AILRE,LSEHREIN TS
2%, WMEFVOFHESZEL L ZOFHIER
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(2) SEEIEFIVEHERE
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CROFEBRAC L > TRAHBOE 2HEET
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(NM1) FHIR : E[CFO,u]=E; (5)
(NM2) F#lla : E[CFO,..]=CFO, (6)
(TM1) #E= : CFO;n-E=ay (B-Eit) +
ay (B 1 Eipe) e, (7)
T : E[CFOin]=Ei+au (B Eip) +
8y (Eiy1~Eip) (8)
(TM2) #%ER : CFO,.i-CFO+AAP,=b;AAR;,
+byAINV  +bsOther; +5;, (9)

F#ls : E[CFO,..]=CFO;+b;AAR;+
byAINV,~AAP,+b;Other;. (10

FREEOERIZEBORERY T — ¥ 2 £ 12H#HEX
(TM1, TM2) O35 A—¥ ZHEL, #ESR
ToXF A =5 LEMBOERIZE > TFHRRX, LK
HoFxry o - 7u0—%2FllTs, THhiED
HBET, BRERA)OEEIIBVTOEEEOE
HIZEBOBRFF— 5 2 AT 5, FHllEE
(FE) OERIZKROEY TH 5,

FE;= [CFO;.1~E[CFO;1]] an
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(1) EBHOEHHEE

% 1 ®Panel AREROGERHIRTH L. R
AHEHEZRET S L, FHEOMSHE T
OTHERZ B /M EL o THY, BEFHEIID
WTIZAINV 258 /N 7245, OTHER /M S W%
EoTwh, L7zAo T, AWCIEEIZAAR,
AINV, AAPICX > THREN TS LEZ LT
LWTE D,

Panel BiZZ # @ Pearson R E R L T
Wb, R EZp L LT, WRICELRBRE T L
B %, (1)p(E, CFO) KU p(E, AWC) iTF B2
ETH5B—F. p(CFO, AWC) 3B EICEE k-
Twh, (2)p(E, CFOw) iZBEIZIETH D, pla
WC,, CFOu1) dFRMEIZTRRE Y (21%) HIET
5o (3)p(E, CFOn) RUp(AWC, CFO) 1A
BICETH29, Zhoofiiz, (DREBEL
THH. Dechow (1994), Finger (1994), Dechow
et al. (1998), Barth et al. (2001), DD%D#5 %
E—HT 5,

(2) DDEFILOHE

K2EREHBOBR 2R T H7-DIHHTS
HRRNA)DOEFRE TH %, Panel A K U Panel
Bid. EhENMBIRRY 7 — ¥ ROEXR T —
WF—F kI THE LB ROFSEERLT
B, tERREOPEEL 2 OBERETRL
TRDTWb, Panel Cid 77—V F—7 % HnT
BUE L7-%RTH D, tHIE White (1980) O F
BEZLoTROTWS, EEHT—NVF—FIT&
% Panel B& 77— V7 — % IZ & % Panel C D#f5E
BREWIED L T B, BHRRFIT—2I12L 5
Panel ADHEERBIT L DD EL BT b, —
5. R3Panel AN D HL o Twd, &
Panel i3 T, CFO. & CFOLDRBUTA R
IE. CFO.DBRBRARICAL Z->THED, 1
DPanel BOFERL—FLTw5b, THLHDHER
X, DDEBESLTEY, bFEOTF—FITH
7% DDEF VOB R SN

(3) RLEIBEOE & FRIERZEDRER

3 3 ®Panel A & Panel BiZid, HHIEEEC
Bl L 72 SRESID & FRIBZ OB ELTH
ZHRSIN TS, FRIREOTIHER EER
ZiZ. NM2TRRKICR > Twb—F, NMITi
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x1 ZTHOLRMETEECHEREY
Panel A: ZEOEAHKETE

£ FHE EREE RAE O PRE BME BEIK
CFO.: 00472 00622 06483 00473 08682 30124
CFO, 00477 00632 06483 00476 -08682 30124
CFO., 00480 00646 06839 00477 08105 30124
B, 00533 00427 05882 00498 04041 30124
AE, -00005 00272 05610 -00005 -09923 30124
AB.s 00000 00264 05610 -00003 -09923 30124
AWC, 00056 00506 08823 00032 -06472 30124
AAR, 00115 00535 09349 00052 07043 30124
AINV, 00036 00345 06994 00007 -03994 30124
AAP, 00067 00450 06513 00026 04519 30124
OTHER, -00028 00366 08833 -00018 06715 30124
Panel B: Pearson B /A% (BII% : 30124)

o4 CFO. CFO, CFOu E. AE, AE, AWC, AAR, AINV, AAP, OTHER,
CFO(H 1000
CFO, 0.320* 1.000
CFO.1 0.317* 0.334* 1.000
E, 0.488* 0.604* 0547* 1.000
AE, 0.070* 0.174* -0.109* 0.298* 1.000
AE.1 0.027* 0.068* 0.177* 0.141* -0.232* 1.000
AWC, 0.012 -0.740* 0.044* 0.090* 0.034* 0.034* 1.000
AAR, -0.014* -0225* -0.002 0.142* 0.170* 0.018 0.400* 1.000
AINV, -0.068* -0179* 0.029* 0.120* 0.059* 0.064* 0.325* 0.162* 1.000
AAP, -0.042* 0.122* 0011 0.103* 0.147* 0.000 -0.065* 0670* 0.345* 1.000
OTHER, 0.049* -0.376* 0050*% -0.069* -0076* -0.039* 0411* -0237* -0307* -0.166* 1.000

D*E1%KETHETHDZERRT, D, fi=EFFrvya - 70—-+AWC, CFO,: EXFvyv iz -7
O — = HEEAR - BEENE ARSI L& -AWC+ REFIBE X & - TIFE - EABE, AWC, - EEEARLEHA =
ARBERE -ABREHE -ARFMES -AENER &) - ARSRE-AEHEAS-A—FREFENEAS -2 —FHHEM
), AAR; : SEUBLEBIEA, ANV, : EEERINE, AAP, : STIBEMME, Other, ' Z0MDOEEEAFELHE

=AWC-AAR-AINV+AAP TH %, 3)ERREBETHPTHREETT 7L — 3T,

&2 HIHE - LB - REIDOEXRFY v 1 - JO-ORERBOERSH
AWCL(:ko+k1CFOi,t71+k2CFOi,g+k3CFOm+1+8m

ko ky ks Adj. R?
Panel A: BBIEZERIRERY] (13814h)
0.0299 0.1367 -0.8191 0.0849 0.775
(130.62) (91.97) (-445.95) (54.61)
Panel B: BER 7 —n (19%%)
0.0200 0.2202 -0.6968 0.1668 0.562
(13.68) (25.48) (-32.31) (20.50)
Panel C: 77— (30124%-4)
0.0214 0.2175 -0.7206 0.1725 0.681
(52.40) (35.63) (-98.14) (28.25)

Panel AR UPanel B® () MR OEHHE % ZOEERETHRL TROZETH 5,
Panel C® ( ) P3id White (1980) D tfETH 5,
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®3 HEBEBEOHE (SRESID) &FHBRE (FE) OERAtR
Panel A: SRESID
8 EIE HERE BAME Fp L B/ME B
SRESID 0.0155 0.0097 0.0812 0.0133 0.0012 13404
Panel B: FE
FE Ll R N rr gLl B/ME Bl
NM1 0.0331 0.0376 0.9009 0.0224 0.0000 13404
NM2 0.0444 0.0514 0.9402 0.0300 0.0000 13404
TM1 0.0393 0.0462 0.9884 0.0261 0.0000 13404
T™M2 0.0385 0.0450 0.8969 0.0257 0.0000 13404
Panel C: % FE £ FE (NM2) DR (BHl%k - 13404)

FHEEE ER tfil (pf) zfE (pf)
FE(NM1)-FE(NM2) -0.0112 2041 (0.000) -35.62 (0.000)
FE(TM1)-FE(NM2) -0.0051 853 (0.000) -11.66 (0.000)
FE(TM2)-FE(NM2) -0.0059 9.94 (0.000) -13.32 (0.000)

I PHEORE, zEiE Wilcoxon DEFFILIEVREICBIT A HETETH 5,
SRESID R#EAHEEHOHEZEL, ROMBROEE (5,) OEEBRETH 5,

AWC,=ko+k;CFO;-1Hk:CFO; +lsCFO; 01 Heg,

FHEEFERNF vy 2 - 70—FHEF VL TOEY TH 5,

FE;=|CFOys1"E [CF Oi,m] |
(NM1) E[CFO;..1]=E;,
(NM2) E[CFO;:1]=CFO;
(TM1) E[CFO.t1]=E;+au(E;-Eiet) +85 (EierEirn)

(TM2) E[CFO.u1]1=CFO;+biAAR;+byAINV; ~AAP;+bsOther;,
SRESID R USFHIEF N - 85 2 — 21k, HEEOERIZEMOBRTIHEREIZL S,

B/NTH 5, Panel CTIE. FHEDRERT
Wilcoxon DFF BALIEAL R E T BT, NM2DOF
PEEIMBOEFT VI D BHABIIKRELS Zo T
bo THHDOFERIE, FRIETFVICRAHE Z/&
DALFEY, M TFHEEIE SR
ML TWh,

72 4 D Panel Ald. HFEFNVOTFHEREIZDN
T+ SRESID & @ Pearson #H B 4& 836 UF 12 Spear-
man JEMZHBEREMEZFR L TWVE, WThoOM
BRI b A R IEMHIC % o TV 5, Panel BICid,
FHlFRE% SRESID AR L - RAVREN T
%o % B. Panel BIZBI) 5 tfl1x White (1980)

DFFEIZL o TWbB, SRESIDDFEKIZ. wih
DEFMIBVWTHETHY., 1 %KETEREI
EEESNTVS, Z0XHIZ, ZhZROTFHH
#IISRESID L A B L EOMBRERELTBY . %
EHEBOEFBWIEX vy T a2 - 7 —TFHHF
FHEICR>TWwEEWVZ D,
FA4OERE, Fr v o - 7O0—FHIP LK
W2 > CTHEE 2RI BT, SRESID & Fiflla4
EOMENEHIIRELRLILITEFAL TS
LN, K& SRESIDIZREHICLS
Foyvia - 7o0—-FHPREZRRCBVTH
B, Z0 L) pRICBW TR, &5
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£4 HLEIFEHOHE (SRESID) &FRBE (FE) OBEE
Panel A: SRESID & FE oA BE4REL (BIHI%L © 13404)

FE Pearson B4R ¥ Spearman JEAZAE B R E
NM1 0.196* 0.180*
NM2 0.187* 0.168*
T™M1 0.154* 0.156*
T™M2 0.163* 0.158*

1% KETHFETHLHIEETRT,

Panel B: SRESID ~® FE O3 (BRI : 13404)

AL gH S?ﬁm R?
FE (NM1) 0.0214 0.7609 0.038
(27.77)* (14.19)*

FE(NM2) 0.0290 0.9947 0.035
(27.80) * (13.74)*

FE(TM1) 0.0278 0.7384 0.024
(33.71)* (1367)*

FE(TM2) 0.0268 0.7573 0.026
(3373)* (1394)*

[ IARFEFTERT,

{ )P White(1980) DtfEZRL, *1Z 1 %BAKETHETH LI EETFT,

HHAEZE I LA F vy Yo - 7O0—FHl L R
WHEIC R EEZOND, Thbh, R4DE
BOHRTIE. SRESID P RFEHRAAHICL S F
Yy va - 7a—FHICE 5 REHEA OZRENC
BEERIZLTVANIIOWTOHKATE %
W

ZZ T, £5 TR, FHEFIVICEATEH &
YAATENML, TML, TM2.. %9 THWNM2
EERBTAIEIZEST, Fyyv i 7JU—
FRCBITAREEAORE L BEHBOBE LD
BRZBBRT 5, F4 DX HIZ. SRESIDA 4D
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