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Abstract:

This study aims to study the cash flow and accrual
components of earnings in forecasting future earnings and
explaining current stock prices in Saudi stock market during
the period from 1998-2011. The study shows that the cash flow
and accrual components of current earnings, have incremental
ability to predict future earnings in the Saudi stock market. The
cash flow component is shown to have a predictive superiority
compared to the accrual component of earnings. The study also
reveals that both components of current earnings, cash flows
and accruals, have incremental power in explaining current
stock market prices, and this power is higher if the cash flow
component constitutes the larger part of the earnings. The
findings provide empirical evidence that investors, in taking
their investment decisions in the Saudi stock market,
differentiate between the two components of cash flows and
accruals.
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