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ABSTRACT4

Aims: This paper examines the abilities of past cash flows and past earnings in predicting future5
operating cash flows of Nigerian Money deposit banks.6

Study Design: Ex-post facto design is used in conducting the study.7

Place and Duration of Study: The study sample contains 13 out of the 14 deposit money banks8
listed on the Nigerian Stock Exchange from 2011 to 2016.9

Methodology: Data were obtained from 13 listed deposit money bank annual report. This includes10
operational cash flows, average total assets, net income, total comprehensive income and other11
comprehensive income. Descriptive statistics, Pearson correlation and OLS regression techniques12
were conducted to analyze the data..13

Results: The results revealed that past earnings has ability in predicting future operating cash flows14
than past cash flows. In addition the study reveals that disaggregation of earnings into net income and15
other comprehensive income generate superior explanatory power compared to total comprehensive16
income with regard to predicting future operating cash flows.17

Conclusion: Overall, this study provides evidence on the usefulness of earnings computed under18
IFRS to predict future cash flows of quoted deposit money banks in Nigeria. This results may be19
relevant to practitioners, academics, standard setters,  policy makers and analysts. However, this20
result may not be applicable to other sectors of the Nigerian economy because deposit money banks21
have specific business characteristics and regulatory rules. Additional studies may consider other22
sectors of the Nigerian economy and the effect of company attributes on the forecasting abilities of23
past earnings and past cash flows.24

Key Words: Past cash flow, Past earnings, Future cash flow,  Prediction, Listed Money Deposit25
Banks, Nigeria26

27
1. INTRODUCTION28

29
The main objective of general purpose financial reporting is to provide financial information about the30
reporting entity that is useful to investors, lenders and other creditors in making investment, credit and31
similar resource allocation decisions [1]. It also enable users, to evaluate the reporting entity’s ability32
to generate future cash flows as part of their decision making process. Decisions by investors, lenders33
and other creditors about their investments, loans or other forms of credit depend on the returns that34
they expect and this in turn depend on their assessment of the amount, timing and uncertainty of35
future net cash inflows to the entity.  Consequently, existing and potential investors, lenders and other36
creditors need information to help them assess the prospects for future net cash inflows to an entity.37
In order to promote accrual accounting [1] emphasizes that accrual based earnings  rather than38
current cash flows are a superior predictor of future cash flows than current cash flow.39

40
This accounting phenomenon has engaged various researchers in finding out the real position - does41
accrual based earnings have a better ability in comparison to current cash flows, in predicting a42
company’s future cash flow? The results of the findings on the subject are varied and inconsistent.43
Some prior studies (such as [2], [3], [4], [5], [6], [7], [8]) document that historical earnings have more44
predictive ability than operating cash flows. Others ( such as [9], [10], [11], [12], [13], [14], [15], [16],45
[17]) reveal that historical operating cash flows are superior to historical earnings in forecasting46
future operating cash flows. Yet, [18] and [19] find no evident differences between these two types of47
accounting information in predicting future operating cash flows. However, most of these studies are48
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evidences from developed economies with not many studies on developing countries. Moreover, only49
few studies considers the contribution of net income, comprehensive income and other50
comprehensive income in the prediction of future cash flows (such as ]20]).51

52
Consequently, this paper adds to previous literature by examining the abilities of past cash flow and53
past earnings in predicting future cash flow of Nigerian Money deposit banks. In examining the54
predictive ability of current earnings, the specific contributions of net income, other comprehensive55
income and total comprehensive income were examined because they are key to discussing financial56
reporting under IFRS, since Nigeria adopted IFRS in 2012. To our knowledge, this is the first study57
documenting how effectively current cash flows, net income, other comprehensive income and total58
comprehensive income under IFRS, predict future cash flows. Disclosed accounting information is59
expected to be useful and relevant in influencing the process of making economic decisions. This60
study will provide Nigerian investors, creditors, analysts and other financial statement users with61
empirical evidence on beneficial role of earnings or cash flows for future cash flows prediction. This62
study is also relevant to academics, accountancy professional bodies and standard setters.63

64
The research hypotheses developed for the study are posited as follows:65
Ho1: Past cash flows have significant ability in predicting future operating cash flows of quoted deposit66
money banks in Nigeria.67
Ho2: Past net income have significant ability in predicting future operating cash flows of quoted deposit68
money banks in Nigeria.69
Ho3: Past total comprehensive income have significant ability predicting future operating cash flows of70
quoted deposit money banks in Nigeria.71
Ho4: Past net income and other comprehensive income have superior predictive ability than past cash72
flows in predicting future operating cash flows of quoted deposit money banks in Nigeria.73

74
This paper is in four sections. Section one deals with the background of study and reviews the75
relevant literature on the subject matter.  The research methods adopted for the study are presented76
in section two while section three presents the main result. Finally, section four summarizes and77
concludes the study.78

79
80

1.1 Review of Related Literature81
82

In Nigeria, a major reform of accounting law took place with the adoption of the IFRS in 2012. IFRSs83
are the standards and interpretations developed or adopted by IASB. FRC of Nigeria is the body84
responsible for, among other things, developing and publishing accounting and financial reporting85
standards to be observed in the preparation of financial statement of public entities in Nigeria. FRC86
came into existence in 2011. The body responsible for setting accounting standards in Nigeria before87
2011 was NASB which was established in 1982. However, this body was abolished in 2011 through88
the Financial Reporting Council Act, 2011 which culminate in the establishment of FRC of Nigeria.89
The FRC issued a roadmap to adoption of IFRS in September 2010. Based on this Roadmap,90
Nigerian listed companies and significant public interest entities (“PIEs”) were required to comply with91
IFRS for periods ending after 1st January 2012. Other PIEs were required to comply for periods92
ending after 1st January 2013 and small and medium sized entities were required to comply for93
periods ending after 1st January 2014.94

95
Accounting regulation and enforcement are major determinants of the quality of financial reporting. [1]96
claimed that accrual accounting provides a better basis for assessing the entity’s past and future97
performance than information solely about cash receipts and payments during that period. Based on98
the importance of accrual accounting, the framework authorized accrual accounting to be used for the99
preparation and presentation of the financial statement. Accrual accounting depicts the effects of100
transactions on a reporting entity’s economic resources and obligations in the periods in which those101
effects occur, and not when cash receipts and payments are made. It recognizes revenues and102
expenses as they occur and not when the cash transaction takes place. Revenues might differ from103
the cash inflows because of unearned income and credit portion while expenses will differ from the104
cash out flows because of accrued and prepaid expenses. This result in a variance of net income105
from cash flows. Accrual accounting has been critized by scholars ([21], [22]), by arguing that accruals106
suffer from subjective judgments and manipulative tendencies. [21] argued that the subjectivity107
inherent in estimates embedded in accruals introduces noise that can have a negative impact on their108
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informational value. According to [22], executives may engage in self-serving earnings manipulation109
by reporting numbers based on distorted estimates, which has been shown to decrease the value110
relevance of earnings. It is also argued that under inflationary condition, accrual-basis accounting111
show a tendency of overstating profits and understating assets [23].112

113
The principle of cash accounting recognises only cash transactions, such as recording cash payments114
as expenses and cash receipts as income.  Cash accounting is more prudent than accrual accounting115
as it reports only actual cash transactions that occurred in a period and it does not anticipate cash116
flows. Cash accounting is arguably more objective than accrual accounting since it involves less117
subjective management judgments. In recent years there has been an increasing world-wide interest118
in cash flows reporting.  An entity’s liquidity, solvency, financial flexibility and risk can be assessed by119
investors, creditors and other users of financial statements through the cash flows statement. Cash120
flows include operating, financing and investing cash flows. Operating cash flows are net of cash121
inflows and outflows related to the core operations. The financing and investing cash flows are a122
function of operating cash flows since their level will determine the need for financing and future123
investments. Cash flows are involved in various economic decision contexts such as performance124
evaluation, monitoring evaluation and in a prediction function [24]. Cash flows prediction can help the125
financial statement users to assess how the firm’s current cash flows affect their future cash flows.126
There exists an exhaustive debate in financial literature on cash flows being more value relevant in127
relation to earnings.128

129
Positive accounting studies seek to establish theory to explain and predict accounting information130
[25]. The term positive accounting theory was propounded by [25]. They coined the term “positive”131
from economics to differentiate positive accounting researches that seeks to elucidate or predict132
accounting practice from other normative accounting researches. They suggested that the objective of133
accounting theory is to explain and predict accounting practices, that is, providing reasons for134
observed practice and predicting unobserved phenomena. This approach is most appropriate for this135
study as this research adopts the positivism paradigm to investigate the comparative abilities of136
earnings and operating cash flows information in predicting future operating cash flows.137

138
Prior studies such as ([2]; [9], [27], [18], [3], [10], [5], [12], [6], [7], [15], [19], [8], [17], ]28], [20]) have139
been conducted in both developed and developing nations to examine the abilities of past cash flows140
and past earnings in predicting future cash flows. However, their findings are inconsistent.141

142
[2], investigated the relationship between current earnings and current cash flows as an explanatory143
factor of future cash flows. The data used was taken from financial statements of 157 industrial144
companies for the year 1963 to 1982. To predict future cash flow, they used yearly lag as well as145
multiple lag periods of two to three years. Their findings indicate that current earning is a better146
predictor of future cash flow than current cash flows. In contrast, [9] examined the ability of earnings147
and five measures of cash flows to predict one- and two-year-ahead cash flows. They used samples148
of 324 firms for the period 1971 to 1981. The results found a weak evidence about earnings being a149
better signal for future cash flows as compared to cash flows variables. They discovered that150
traditional measures of cash flows were statistically superior predictors of future cash flows. [27]151
simulated the study of [9] on Australian data. Their sample comprises of 107 companies quoted on152
the Australian Stock Exchange using a time horizon of 1974 to 1985. They extended their study153
through an industry analysis. Their results were consistent with the evidence from [9]. However, the154
result indicated that the prediction power differed across various industries.155

156
[18] assessed the power of cash flows and earnings to predict future cash flows. The sample157
consisted of 4,415 companies and the study period comprised of 1988 to 1990. The simple regression158
analysis was employed for the analysis using current year cash flow from operations as dependent159
variable and net income and cash flows from operation for last one or two years as independent160
variables. The results suggested that neither past net income nor past cash flows from operations161
provide a better predictor of future cash flows. [3] examined the value relevance of earnings by testing162
the predictive ability of earnings and cash flows from operations. Earnings ability to predict future163
earnings and future cash flows from operations one through eight years ahead was tested using164
annual data of 50 firms for period spanning 1935 to 1987. [3] reported that the tests of the ability of165
earnings and cash flows to predict future cash flows from operations show that earnings, used alone166
and together with cash flows, are a significant predictor of future cash flow.167

168
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[10] investigated the capacity of earnings and reported cash flow measures to forecast one- and two-169
period ahead cash flows. They utilized companies listed on the New Zealand Stock Exchange during170
the period January 1989 to December 1992. Their sample contains fifty two firms for the period 1989-171
91 and forty firms for 1992. They used predictive models based on research methodology applied by172
[9].  The results provide evidence that cash flow is a better predictor of one- and two-period ahead173
than is earnings.174

175
[5] modelled operating cash flow  and accrual earnings using a sample of 1337 firms for the years176
1963 to 1992. Results reveal that earnings proxied by net income, is a better predictor of future177
operating cash flows than current operating cash flows. The difference varies with the operating cash178
cycle. Barth et al. (2001) built on this work by examining the role of earnings, cash flows and accruals179
components in predicting future operating cash flows. Using a sample of 10,164 firm-year180
observations from Compustat annual industrial and research files over the years 1987–1996. The181
models used several sets of explanatory variables including past earnings data, past cash flows data,182
aggregate accruals data; and disaggregated accruals data. To find out if the disaggregated accruals183
or aggregated accruals provide a better rationale for future cash flows. They discover that184
disaggregating accrual accounting into components (i.e change in accounts payable, change in185
accounts receivable, and change in inventory, amortization, depreciation, and other accruals)186
significantly enhances predictive ability of current earnings to forecast future operating cash flows and187
is better than current operating cash flows.188

189
[12] examined the relative predictive ability of earnings, cash flow from operations as reported in the190
cash flows statement, and two traditional measures of cash flows. Their sample includes 323191
companies listed on the Australian Stock Exchange between 1992 and 2004 (3,512 firm-years). The192
results provided evidence that reported cash flows from operations has more power in predicting193
future cash flows than earnings and traditional cash flows measures. Further, the predictability of both194
earnings and cash flows from operations significantly increases with firm size. However, the195
superiority of cash flows from operations to earnings in predicting future cash flows is robust across196
small, medium and large firms.197

198
[7] investigated the relative capability of current period cash flows and earnings, along with its199
components, to forecast the future cash flows from operations for a cross section companies listed on200
the Egyptian stock exchange. The study was for a period of eight years from 1999 to 2007. Multiple201
linear regression models using only past one year of earnings, operating cash flows, aggregated202
accruals and disaggregated accrual components as predictors and scaled by average total assets.203
The findings revealed that the ability of earnings were superior to operating cash flows when204
predicting one year-ahead operating cash flows.  The predictive ability was enhanced further when205
accruals were disaggregated as worked out by [6], into the major accruals components and combined206
with operating cash flows for one year.207

208
[15] evaluated the relative predictive ability of current accrual earnings and current operating cash209
flows for the prediction of future operating cash flows. The sample consisted of sixty eight service and210
seventy seven industrial shareholding companies listed on the Amman Stock Exchange (ASE) in211
Jordan for the period 2000 to 2009. Pooled OLS and fixed effect regressions were used to analyse212
the data. The results revealed that the predictive ability of operating cash flows is more significant213
than that of earnings for forecasting future operating cash flows for one- to three year ahead forecast214
horizon. It was found that such predictive ability is stronger for companies reporting positive operating215
cash flows, companies with short operating cycle, and large companies.216

217
[19], examined the capacity of accruals to forecast future cash flows using shareholders industrial218
firms found on the Amman Stock Exchange, Jordan from 2005-2011. The study sample included 66219
companies and the number of observations was 419 company-years. The study expose that both220
current operating cash flows and the earnings have forecasting ability for the future operating cash221
flow within Jordan. On the other hand, these findings did not reveal any superior forecasting ability for222
future operating cash flow, to the current operating cash flows nor for the current aggregate earnings.223

224
[16] explored the role of past accrual based earnings and past operating cash flows  in the prediction225
of future operating cash flows of quoted non-financial companies in Nigeria. A sample of 40 quoted226
non-financial companies in the Nigeria Stock Exchange was used over the period 2001 to 2013.227
Employing the OLS method, the results suggested that cash flows are a better predictor of future228
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operating cash flows than past earnings, although both past cash flows and earnings have predictive229
ability in predicting future operating cash flows.230

231
[8] explored the comparative predictive ability of earnings and operating cash flows variables on future232
operating cash flows within Ghana. They utilized panel data from listed companies on the Ghana233
Stock Exchange (GSE) from 2002 to 2012. They utilized Ordinary Least Squares (OLS) method in234
developing regression models. They employed current operating cash flows as a proxy for future cash235
flows Results from the findings revealed that earnings and operating cash flows are significant in236
predicting future operating cash flows but have different predictive powers. They found that earnings237
are better predictors of future operating cash flows than historical operating cash flows.238

239
[17] explored the ability of operating cash flow and earnings in predicting future cash flow from240
operations. A sample of 26 Indian companies listed in Bombay stock exchange from 2002 to 2014241
was utilized. OLS was used to explore the estimated regression model. The findings revealed that242
models of cash flows from operations have more predictive power than models of earnings. [28]243
investigated the relationship between earnings and cash flow in estimating future cash flow of banks244
in Nigeria. Data was obtained from financial statements of 21 commercial banks during the period245
2004-2013. The least square regression analysis was used to design the models and estimate the246
corresponding parameters. This result revealed that past earnings has significant impact on future247
operating cash flow of firms in Nigeria. It was observed that a positive relationship exist between past248
earnings and future operating cash flow of banks in Nigeria.249

[20] tested the ability of earnings computed under IFRS to predict future cash flows while examining250
the relative costs and benefits of IFRS adoption in the European Union. The study considers the251
contribution of net income, total comprehensive income and other comprehensive income to the252
usefulness of earnings to predict cash flows. Using samples from Continental European banks, the253
results shows that IFRS improve the ability of net income to predict future cash flows. They also found254
that comprehensive income, too, provides relevant information to predict future cash flows, although255
with a measurement error which is higher than that in net income for greater lags of time.256

257
In summary, the empirical evidences reviewed relating to the prediction of future cash flows by using258
past earnings and cash flows as predictors provides mixed results.259

260
2. METHODOLOGY261

262
Ex-post facto design is used in conducting this study. This design relies on previously generated data263
that will be used in exploring the relationship between accrual based earnings and cash flow of listed264
deposit money banks in Nigeria. As at 31st December 2016, Nigerian Stock Exchange had 14 money265
deposit banks that were quoted on the exchange. Due to the small population, the researcher adopts266
the study population as the sample size. However, a bank, Ecobank Transnational Incorporated, was267
eliminated because the reporting currency is dollars. The study sample therefore contains 13 deposit268
money banks listed on the Nigerian Stock Exchange from 2011 to 2016. The accounting data that is269
used must at least include one successive year. After applying the needed criteria, the study sample270
included 13 money deposit banks and the number of observations was 82 company-years. The data271
is obtained from the company financial statements, particularly the statement of comprehensive272
income and the statement of cash flows. The study uses [6] model to forecast the relationship that is273
found between earnings computed under IFRS and operating cash flows measures. It also274
investigated whether comprehensive income is a better predictor of future cash flows than net income.275
The comprehensive was disaggregated into net income and other comprehensive income in order to276
assess the specific contribution provided by the latter to the prediction of a firm’s future cash flow.277
Univariate and multiple linear regression model are developed to test the hypotheses using the278
ordinary least squares method. The regression model adopted is consistent with prior studies of [6]279
which takes the form of:280
Yt = a0 + a1Xt -1 + a2 X t-2 + …a i X t - i + ε281
Where Yt is the outcome or predicted variable for the current year t282
X t - i are the predictor variables,283
i is the number of years lagged from year t , which is one, two, or three years,284
a0 is the value of the outcome when the predictor is zero and285
ε captures error terms (the omitted factors).286
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Four models are formulated for the study. For the first model, the ability of past cash flows to predict287
future cash flows is tested (eqns.1-3).288
CFOt= b1+b1CFOt-1+ε ( one year lag)………………………………………................... 1289
CFOt= b1+b1CFOt-1+b2CFOt-2+ε (two year lag)………………………………………… 2290
CFOt= b1+b1CFOt-1+b2CFOt-2+b3CFOt-3+ε ( three year lag) …………………… … 3291
The second model is the net income accrual model (eqns.4-6). It tests the ability of net income to292
predict future cash flows. This is in line with the previous researches of [5] and [6] who found that293
earnings has the  ability to predict future cash flows. It is expected that since net income includes294
realised or very short-time realisable gains, it will be more statistically significant than comprehensive295
income for one lag of time [20].296
CFOt= b1+b1NIt-1+ε ( one year lag)…………………………………………………… 4297
CFOt= b1+b1NIt-1+b2NIt-2+ε ( two year lag)…………………………………………… 5298
CFOt= b1+b1NIt-1+b2NIt-2+b3NIt-3+ε ( three year lag)…………………………………… 6299

300
Model three tests the ability of comprehensive income in predicting future cash flows (eqns 7-9).  In301
line with the previous studies of [20], since comprehensive income we includes unrealised gains and302
losses, we expect comprehensive income to be more statistically significant for greater lags of time,303
as it which usually take a longer time to result in cash flows.304
CFOt= b1+b1TCIt-1+ε ( one year lag)…………………………………………………….. 7305
CFOt= b1+b1TCIt-1+b2TCIt-2+ε ( two year lag)………………………………………….. 8306
CFOt= b1+b1TCIt-1+b2TCIt-2+b3TCIt-3+ε ( three year lag)……………………………….. 9307
Lastly, in Model four, earnings is disaggregated into components of net income and other308
comprehensive income. Previous researchers (Barth et al., 2001) have found that  disaggregating309
earnings into components enhances the prediction of future performance.  The following model (eqns310
10-12) is formulated to achieve this.311
CFOt= b1+b1NIt-1+b2OCIt-1+ε ( one year lag) ……………………………………............ 10312
CFOt= b1+b1NIt-1+b2OCIt-1+b3NIt-2+b4OCIt-2+ε ( two year lag)…………………………. 11313
CFOt= b1+b1NIt-1+b2OCIt-1+b3NIt-2+b4OCIt-2+b5NIt-3+b6OCIt-3+ε ( three year lag)…….. 12314
Table 1 below presents the measurement of the variables.315

316
Table 1: Operationalization of variables317

318
Variable type Acronym Measurement Apriori
Dependent CFOt Current operating cash flow

Average Total Assets

Independent CFOt-1 Past operating cash flow
Average Total Assets

+

Independent NIt-1 Past Profor the Year
Average Total Assets

+

Independent OCIt-1 Past Other Comprehensive Income
Average Total Assets

+

Independent TCIt-1 Past Total Comprehensive Income
Average Total Assets

+

Scale Average Total
Assets

Total Assets at beginning of period +
Total Assets at the end of period

2

Source: Compiled by Researchers (2018)319

Data was analysed using descriptive statistics, Pearson correlation and OLS regression techniques.320
The descriptive statistics were used in data analysis to describe the research variables in terms of321
location and the dispersion of the data, it includes mean, standard deviation, minimum and maximum.322
Pearson correlation was employed to test for the presence of multicollinearity. To test the hypotheses,323
the study utilized F-statistic, Adjusted R2 and the t-statistic with their associated p-values.324

3. RESULTS AND DISCUSSION325

Table 1 presents the descriptive statistics of the data obtained for this study (minimum, maximum,326
mean and standard deviation). The cash flows values ranges from -79% to 28.07%, net income from -327
8.75% to 4.55%, other comprehensive income from -1.32% to 1.26% and total comprehensive income328
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from -8.79% to 13.7%. This shows that the minimum for all the variables are negative while the329
maximum are positive. The table reveals that cash flows are negative on the average (- 0.08%,-330
0.2%,- 0.42%) except for period  t-3 (2.65%), conversely the net income, other comprehensive331
income and total comprehensive income are all positive in mean (between 0.01% and 1.41%). This332
suggests that on the average, Nigerian banks report negative net cash flow and positive net and total333
comprehensive incomes. This means the quoted banks are not liquid but profitable on the average.334
The standard deviation for all the variables are positive, however the standard deviation of cash flow335
is higher than that of earnings. This suggests a higher variability in cash flows than earnings.336

Table 2: Descriptive Statistics

N Minimum Maximum Mean Std. Deviation
CFO 82 -.7900 .2807 -.0008 .1262
CFOt-1 68 -.7900 .2807 -.0020 .1324
CFOt-2 54 -.7900 .2807 -.0042 .1444
CFOt-3 40 -.2294 .2807 .0265 .0971
NIt-1 68 -.0875 .0455 .0118 .0195
NIt-2 54 -.0875 .0455 .0112 .0214
NIt-3 40 -.0875 .0455 .0083 .0237
OCIt-1 68 -.0132 .0126 .0006 .0032
OCIt-2 54 -.0132 .0126 .0001 .0032
OCIt-3 40 -.0132 .0126 .0002 .0036
TCIt-1 68 -.0879 .1370 .0141 .0249
TCIt-2 54 -.0879 .1370 .0135 .0277
TCIt-3 40 -.0879 .0442 .0082 .0241

Source: SPSS Output (2018)337
338

Table 2 shows the correlation matrix of past cash flows and current cash flows while table 3 presents339
the correlation matrix of current cash flows and accrued based earnings (net income, other340
comprehensive income and total comprehensive income). The correlation coefficient between current341
cash flows and future cash flows are considerably low between 0.055 and 0.195. The correlation342
coefficient between cash flows and net income is significantly higher than that of cash flows and total343
comprehensive income at period t -1 and t-2. This is due to the fact that total comprehensive income344
includes unrealized gains and losses. The correlation coefficients between cash flows and other345
comprehensive income are negative for period t-1 and t-2. This might be due to unrealized gains that346
negatively affects the resulting cash flows. The correlation between net income, other comprehensive347
income and total comprehensive income does not indicate any multicollinearity except for total348
comprehensive income and net income at t3(99%) which is above 90%.349

Table 2: Cash flow Model Correlation350

CFOt CFOt-1 CFOt-2 CFOt-3
CFOt 1
CFOt-1 0.055 1
CFOt-2 0.112 0.056 1
CFOt-3 0.159 0.195 0.027 1
Source: SPSS Output (2018)351

352
Table 3 Correlation matrix of Current Cash flow and Accrued Based Earnings353

354
CFOt NIt-1 NIt-2 NIt-3 OCIt-1 OCIt-2 OCIt

-3

TCIt-1 TCIt-2 TCIt-3

CFOt 1
NIt-1 0.30* 1
NIt-2 0.08 0.31* 1
NIt-3 0.17 0.35* 0.32* 1
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OCIt-1 -0.02 -0.01 -0.08 -0.48** 1
OCIt-2 -0.26 -0.11 0.01 -0.20 -0.19 1
OCIt-3 0.16 0.06 -0.11 0.03 0.21 -0.22 1
TCIt-1 0.18 0.80** 0.23 0.21 0.11 -0.09 0.05 1
TCIt-2 0.01 0.16 0.79** 0.23 -0.08 0.12 -

0.09
0.11 1

TCIt-3 0.20 0.36* 0.30 0.99** -0.44** -0.22 0.18 0.21 0.22 1
Source: SPSS Output (2018)355

356

3.1 Hypotheses Testing357
358

The study hypotheses will be tested in this section. Table 4 presents the results of the regression359
analysis carried out on the  cash flows model, while tables 5, 6 and 7 provides the result of the360
regression analysis on the accruals based earnings model. Table 4 highlights the regression results of361
lagged cash flows (1 year lag, 2 years lag, and 3 years lag) on future cash flows. The p-value for the362
F-Statistics for the lagged cash flows are 0.792, 0.683, 0.657 respectively. This shows that the cash363
flows model at all lags are not significant in explaining future cash flows. The Adjusted R2 are 0.053, -364
0.024  and -0.012 for 3 years lag, 2 years lag, and 1 year lag respectively. This means that the cash365
flows models explain about 5.3% of future operating cash flows for 1 year lag, -2.4% of future366
operating cash flows for 2 years lag and – 1.2% of future operating cash flows for 3 years lag. The367
coefficients on CFOt-1, CFOt-2 and CFOt- are all positive expect for CFOt-1 for 3 years lag that is368
negative. The T-statistic (and their P-values), for all the variables are not significant at 1% level, 5%369
level or 10% level. The Durbin Watson statistics under the cash flows model were all less than 2, this370
an indicates that the residuals of the cash flows regression model were independent and371
uncorrelated.372

373
Table 4: : Summary statistics of regression of past cash flows on future operating cash flows374

375
Three-year lag Two-year lag One-year lag

Intercept -1.461 -0.633 -0.288
p value (0.153) (0.530) (0.774)

CFOt-1 -0.145 0.340 0.447
p value (0.885) (0.735) (0.657)
CFOt-2 0.297 0.787 -
p value (0.768) (0.435) -
CFOt-3 0.968 - -
p value (0.340) - -

Adj R2 0.053 -0.024 -0.012
F-Statistics 0.346 0.38s4 0.199
Prob(F-Stat) (0.792) (0.683) (0.657)
Durbin-Watson 1.766 1.516 1.612
N 40 54 68

Source: SPSS Output (2018)376
377

The result on Table 5 reveals the regression results of lagged net income (1 year lag, 2 years lag, and378
3 years lag) on future cash flows. The Adjusted R2 for 3year lag, 2 year lag and 1 year lag are 0.462,379
0.394 and 0.076 respectively. This reveals that the model explains 46.2%, 39.4% and 7.6% of the380
future cash flows for 3year lag, 2 year lag and 1 year lag respectfully. The F-Statistics shows that they381
are all significant,  3 and 2 years lag at 1% level (p<0) and 1 year lag at 5% level (p<0.05). This382
means that net income for 3year lag, 2 year lag and 1 year lag are highly significant in explaining383
future cash flows. The 3 years lag has the highest predictive ability of 46.4%. The p-values (p=0.000)384
of the T-statistic of NIt-1 for  3year lag and 2 year lag are significant at 1% level, while the p- value385
(p=0.013) of NIt-1 for and 1 year lag is significant at 5% level. This confirms the validity of the findings386
of Dechow et al. (1998) and  Barth et al. (2001) who found that earnings has the  ability to predict387
future cash flows. The result is in line with our expectation that since net income includes very short-388
time realisable gains, it will be more statistically significant for one lag of time. This also suggests that389
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accounts prepared on net income basis are able to assist investors in predicting future cash flows of390
their investment over a one year horizon.391

Table 5: : Summary statistics of regression of past net income on future operating cash392
flows393

Three-year lag Two-year lag One-year lag
Intercept -4.861 -4.719 -1.592
p value (0.000) (0.000) (0.116)
NIt-1 5.790 5.989 2.559
p value (0.000) (0.000) (0.013)
NIt-2 0.011 -1.165 -
p value (0.992) (0.250) -
NIt-3 -0.663) - -
p value (0.512) - -

Adj R2 0.462 0.394 0.076
F-Statistics 12.185 18.205 6.547
Prob(F-Stat) (0.000) (0.000) (0.013)
Durbin-Watson 1.903 1.835 1.607
N 40 54 68

Source: SPSS Output (2018)394
395

Table 6 reports the summary of the Ordinary Least Squares regression analysis which tests that396
ability  of past total comprehensive income to predict the future operating cash flows.. The results397
show that the TCIt-1 for 3year lag and 2 year lag  are significant  at 5% ( p=0.018 and 0.031398
respectively) in predicting the variations in future operating cash flows (CFO). The Adjusted R2 values399
of 0.091, 0.098 and 0.018 for 3year lag, 2 year lag and 1 year lag respectively suggest that the past400
earnings lagged over the period of analysis can predict about 9.1%, 9.8% and 1.5% of the future401
operating cash flows of the listed money deposit banks. The p-value for the F-Statistics is significant402
at 10% level ( p=0.094) for the 3 year lag, significant at 5% level for the two year lag (p=0.027) and403
not significant (p=0.142) for the 1 year lag. This shows that the total comprehensive model are only404
significant in explaining future cash flow for 2 and 3 years lag.405

406
Table 6: Summary statistics of regression of past total comprehensive income on future407
operating cash flows408

409
Three-year lag Two-year lag One-year lag

Intercept -2.480 -2.217 -0.995
p value (0.018) (0.031) (0.323)
TCIt-1 2.284 2.783 1.488
p value (0.028) (0.008) (0.142)
TCIt-2 0.277 -0.207 -
p value (0.783) (0.837) -
TCIt-3 0.690 - -
p value (0.495) - -

Adj R2 0.091 0.098 0.018
F-Statistics 2.299 3.877 2.213
Prob(F-Stat) (0.094) (0.027) (0.142)
Durbin-Watson 1.857 1.591 1.589
N 40 54 68

Source: SPSS Output (2018)410
411

Table 7 presents the summary of the Ordinary Least Squares regression, which disaggregates the412
TCI variable into NI and OCI. The Adjusted R2 is reported to be 0.46 this suggest that the past net413
income and other comprehensive income lagged over the period of analysis can predict about 46% of414
the  future operating cash flow of the listed money deposit banks. On the basis of T-statistic, only the415
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net income, NIt-1 for 1 year lag is positively significant  (0.000), others are  insignificant, The F-416
statistics reveals that the model is significant (p=0.000), this means that the net income together with417
the other comprehensive income  are significant in explaining future cash flows.418

Table 7: Summary statistics of regression of past net income and other comprehensive419
income on future operating cash flows420

Intercept NIt-1 NIt-2 NIt-3 OCIt-1 OCIt-2 OCIt-3
T Statistics -4.471 5.751 -0.239 -0.215 0.949 -0.844 0.527
p value (0.000) (0.000) (0.812) (0.831) (0.350) (0.405) (0.602)

Adj R2

F-Statistics
Prob(F-Stat)

0.460
6.529
(0.000)

Source: SPSS Output (2018)421
422

4. CONCLUSION423
424

In summary, the findings of this study confirms the hypotheses  that past net income have significant425
ability in predicting future operating cash flows of quoted deposit money banks in Nigeria. This finding426
is consistent with the assertion of [1] and other scholars ([5], [6], [7], [8]) that earnings provide a427
better indicator of future cash flows. It is also consistent with the studies of [20] that confirms the428
argument that net income which includes realised or very short-time realisable gains are more429
statistically significant for one lag of time.430

The findings of this study also confirms the hypotheses  that past total comprehensive income and its431
disaggregated components (NI and OCI) have significant ability in predicting future operating cash432
flows of quoted deposit money banks in Nigeria. This result is consistent with other studies that show433
that disaggregating earnings into components enhances the prediction of a firm’s future performance434
(e.g. [6], [20]). On the other hand, the hypothesis that past cash flows have significant ability in435
predicting future operating cash flows of quoted deposit money banks in Nigeria is not supported. This436
contradicts the previous work of [14], [15], [16] and [17].437

Overall, this study provides evidence on the usefulness of earnings computed under IFRS to predict438
future cash flows of quoted deposit money banks in Nigeria. This results may be relevant to439
practitioners, academics, standard setters,  policy makers and analysts. However, this result may not440
be applicable to other sectors of the Nigerian economy because deposit money banks have specific441
business characteristics and regulatory rules. Additional studies may consider other sectors of the442
Nigerian economy and the effect of company attributes on the forecasting abilities of past earnings443
and past cash flows.444
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537
1. Financial Reporting Council (FRC)538
2. International Accounting Standard Board (IASB)539
3. International Financial Accounting Standard (IFRS)540
4. Nigerian Accounting Standard Board (NASB)541

542
APPENDIX543
List of Sampled Money Deposit Banks544

1 Access Bank of Nigeria Plc
2 Diamond Bank Plc
3 First City Monument Bank Plc
4 Fidelity Bank Plc
5 First Bank Nigeria Plc
6 Guaranty Trust Bank Plc
7 Stanbic IBTC Bank Ltd
8 Sterling Bank Plc
9 United Bank for Africa Plc

10 Union Bank of Nigeria Plc
11 Unity Bank of Nigeria Plc
12 Wema Bank Plc
13 Zenith Bank Nigeria Plc
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