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ABSTRACT. The purpose of the study is to provide evidence on the relationships between
various measures of cash flow and accrual earnings in predicting future cash flow. The
study used a multivariate model in Saudi Firms:

To achieve this purpose, the research is divided into four parts. The first part is a
review of the previous studies in USA and Australia. The second part exhibits the ability of
accrual earnings versus cash flows as predictors of future cash flows. Parts three and four
explain the definition of cash flow and earnings variables and the application of multivariate
prediction model for cash flow in Saudi firms.

One of the research's results shows that traditional measures of cash flow (i.e. net
income plus depreciation and amortization, and working capital from operations) is strongly
related to earnings, while the correlations between adjustments measures of cash flow and
earnings are low. The correlation between traditional cash flow measures and adjustment
cash flow measures are low . The empirical results indicate that the cash flows provide
better forecasts of future cash flows than earnings do, and the prediction model for cash flow
shows high predictive ability where R2 = 98.82%.

 




