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Abstract

The company's ability to generate cash in the future is
the key for stakeholders to build expectations for the
company. Therefore, the choice of variables used in
modelling to predict future cash flows is the key to the
precision of predictive modelling. The Financial
Accounting Standard Board's recommendation states
that accrual-based information regarding company
value is a better basis for assessing a company's
historical and future performance than current-year
cash flow information. However, research regarding
predictors of future cash flows suggests otherwise. This
is due to the potential for asymmetric information from
financial reports that are prepared as financial
shenanigans. In this research, the ability of net profit
will be tested again to predict aggregate cash flow. The
choice of aggregate cash flow rather than operating cash
flow as in previous research is because net profit is
generated not only from operating activities but also
from investment activities and financing activities.
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1.

Introduction

The expectations of company stakeholders can be built by forecasting future cash flows

by utilizing the predictive nature of the information in financial reports. With this forecast,

stakeholders can measure the company's ability to generate cash for the company's
sustainability in the future. As explained by Stice, et al (2004), financial reports must be able
to be used to predict future cash flows, especially for creditors and investors. For creditors

and investors, optimal returns are of course the main goal of investing cash in the company
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On the other hand, Fernandez (2019) in his research stated that net profit is a predictor
which is presented based on accounting assumptions related to the recognition of company
expenses and income. Accounting policies that are applied inconsistently can result in
asymmetric information between management and stakeholders. Furthermore, Fernandez
(2019) also stated that cash flow is objective information that is presented without using any
assumptions. Thus, measuring company performance is more precise if using cash flow as a
single predictor. The use of net profit predictors can still be used but must pay attention to the
assumptions used in presenting the profit and loss information

Financial shenanigans as stated by Schilit (2002), is an action carried out to obscure the
company's financial reports and the company's financial condition. This action was carried
out by adopting accounting policies that were not applied consistently. These misstatements
are not only carried out to increase profits but also reduce profits by management's interests
towards stakeholders within the company. Furthermore, Schilit (2002) explains that financial
shenanigans are carried out by accelerating or slowing income recognition, delaying debt
recording and imposing expenses whose benefits will only occur in the future.

Comparative research on cash flow forecasting models by comparing profit and cash flow
predictors has been carried out before. Previous research conducted by Nouri (2020), Kim
(2020), and even research conducted several decades earlier by Kim and Kross (2002) and
Barth (1996), all used predictors of profit from normal activities as a proxy for predictors of
current-year operating profit. and cash flow from operational activities as a proxy for current-
year cash flow predictors. Therefore, this research needs to be developed by using aggregate
cash flows as a proxy for cash flows for the current year. The consideration for this
development is that profits from normal activities are not only generated from operational
activities but also from investment and funding activities.

Financial Accounting Standard Board in Statement of Financial Accounting Concept 1
stated that accrual-based information related to enterprise value is a better basis for assessing
a company’s historical and future performance than cash flow. Furthermore, Standard Board
in Statement of Financial Accounting Concept 1 stated that net income provides a better
projection of the company’s ability to generate cash expected to be earned in the future than
cash flow itself.

However, it cannot be denied that there is a potential bias of net income as a result of
asymmetric information due to inconsistent application of accounting policies. As explained
in agency theory (Cahyono, 2012), in the relationship between stakeholders and management
there is asymmetric information on company performances, mostly because the agent
(management) has more accurate information than the stakeholder. Based on asymmetric
information, the principal cannot assess the fact of company’s performance.

Sharawi (2021), who tested the predictive ability of net profit compared to operating cash
flow, concluded that cash flow-based information has a predictive ability for future cash flows
when compared with accrual-based information shown by net profit information. This
predictive ability even lasts for a forecasting period of up to 2 years into the future.

Noury, et al (2020) Current-year operating cash flow predictors are proven to have a
higher regression value than company profits. The operating cash flow predictor value is even
strong enough to predict up to 3 years in the future. The research model using current-year
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operating cash flow predictors with segregation of accrual components from profit is the best
model for predicting future operating cash flows.

As further research on the comparative test of predictive ability on future cash flow, this
study builds a research gap by using aggregate cash flow as a proxy for cash flow variables.
this variable is selected because earnings from normal activity which is used as a comparison
are not generated from operating activity alone but also from investment activities and
financing activities. The use of aggregated cash flow is expected to reduce bias in comparison
between earnings and cash flow. Referring to the description above, the hypothesis built in
this study can be described as follows: (1) Current cash flow is a better predictor of future cash
flow than earnings, and (2) Segregation of accrual and cash flow components in model
prediction can increase the predictive power of future cash flow.

2. Research Methods

This research is a panel data study that examines a sample of financial reports from 24
companies for 12 years. Sample selection in this research was chosen using the purposive
sampling method. This method is carried out by establishing previously established criteria
for sampling. The criteria taken for this research are as follows: (1) The company has been
listed on the Indonesian stock exchange, (2) Listed on the Indonesian Stock Exchange during
the test period 2009 - 2021, and (3) The financial reports reported by the company are complete
for the period 2009-2021.

The research model uses a linear regression model. The selected independent variables
will be regressed in the Common Effect Model, Fixed Effect Model and Random Effect Model.
Those models will be tested in the Chow Test, Haussmann Test, and Lagrange Multiplier Test
to select the best regression model.

The regression model used in this research can be described as follows.

Model I: CFit+1 = ao+ azEit +axCFit + et

Information :

CFit+1 = Cash flow of company i in year t+1

Edit = Profit from normal activities i in year t

CFit = Cash flow of company i in year t

do = Constant coefficient

a2 = independent variable coefficient

e = nuisance variable

Model II: CF it+1 = aot+ anCFit + axAARit + asAOA it + asAAPit + asATPit + asDEPit
+ a7ADEFTAXit + et

Information :

CFitn = Cash flow of company I in year t+1

ao = Constant coefficient

ax to az = Independent variable coefficient

CFit = Cash flow of company i in year t

AARit = Change in Receivables of company i in year t

AOA it = Changes in Other Assets of the company i in year t

AAPit = Change in debt of company i in year t

ATPit = Change in Tax Payable of the company i in year t

DEPit = Depreciation company i in year t
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ADEFTAXit = Change in deferred tax of company i in year t

et = nuisance variable

The hypotheses to be tested in this research are as follows.
a. Hypothesis I
e Hj = Current year cash flow is a better predictor than earnings from the current
year for predicting future cash flow
e Hoy = Current year cash flow is not a better predictor than earnings from the
current year for predicting future cash flow
b. Hypothesis I
e H; = Segregation of accrual and cash components will increase the predictive
power of future cash flows compared to a forecasting model without
segregation of accrual components.
e Ho = Segregation of accrual and cash components will not increase the
predictive power of future cash flows compared to a forecasting model without
segregation of accrual components.

3. Research and Discussion
The population of this research is banking companies listed on the Indonesian Stock
Exchange. The research sample was selected using a purposive sampling method with criteria
to obtain the desired results. By using the criteria as stated in Table 4.1, the sample selected
was a data sample of 288 financial reports.
Table 1. Sample Selection Criteria

Criteria Amount
Banks registered on the Indonesia Stock Exchange 47 companies

Registered during the test period (2009-2021) 30 companies
Complete Financial Reports (2009-2021) 24 companies
Test Period (12 years) 288 mples

3.1. Descriptive Statistics

Statistical description analysis is used to describe the character of each variable used in
this research. The results of descriptive statistics will provide an overview of the distribution
of sample data from each variable which can be determined by looking at the maximum and
minimum values for each variable, the mean (average) of the sample in the population, and
the standard deviation which shows the distribution of the sample relative to the average. The
results of the descriptive analysis in this research can be seen in Table 2
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Table 2. Descriptive Statistics (in million rupiahs)

Variable Obs Mean Max Min 5td. Dev
Cash Flow ) 288 2,206,150 83,541,419 (65,116,261) 12,677,818
Earning 288 3,470,463 34,413,825 (6,483,084) 6,851,842
Cash Flow 288 1,608,479 60,680,446 (65,116,261) 10,831,797
AAR 288 (14,928,980) 15,673,002 (144,655,145) 26,512,334
A QA 288 (143,758) 23,311,139 (11,728,077) 1,861,670
AAP 288 46,451,835 1,337,265,181 (19,854,435) 167,244,181
ATP 288 (4,525) 1,763,913 (4,798,538) 359,531
DEP 288 336,018 3,933,691 (385,243) 537,304
A DEFTAX 288 17,117 5,691,852 (1,659,280) 642,909

Source: Data Processing Results

Descriptive statistics of all variables are described by the Mean, Maximum, Minimum and
standard deviation values of each variable. The mean which has a positive value is recorded
for the aggregate cash flow, earnings, Change in debt, Depreciation and Change in deferred
tax. The negative mean is only recorded by the variables Change in receivables and Change
in other assets. The largest standard deviation is recorded for the Change in debt variable and
the smallest standard deviation is recorded for the tax change payable.
3.2. Regression Results
Research Model I

Table 3. T-test and F-test results

Uraian CEM FEM REM
CF (uji t) 0.001] 0.427| 0.001
Earnings (ujit)| 0.292( 0.088( 0.291
Prob>F 0.0045| 0.8989| 0.0041
R squared 0.0372| 0.0117| 0.0372

Research model I is intended to see the relative predictive ability between the two
independent variables, earnings from normal activity and aggregate cash flow for the current
year. This model is regressed into three regression models, Common Effect Model, Fixed
Effect Model and Random Effect Model. In the Common Effect Model, it can be seen that
earnings are partially significant with a t-test of 0.001 below the a value of 0.05. Meanwhile,
the aggregate cash flow variable is not partially significant with a t-test value of 0.292.
However, simultaneously these two variables are significant with the F test results with a
probability below the a value of 0.05 of 0.0045. The predictive power of the common effect
model is shown by the R squared value of 0.0372.

In the Fixed Effect Model, it can be seen that earnings are not partially significant with a
t-test of 0.088 above the a value of 0.05. Meanwhile, the aggregate cash flow variable is not
partially significant with a t-test value of 0.427. Furthermore, these two variables are also not
significant simultaneously for both variables with the F test results with a probability above
the a value of 0.05, namely 0.8989. The determination value for the Fixed Effect model is
0.0117. Meanwhile, the Random Effect Net Profit Model is partially significant with a t-test of
0.001 below the a value of 0.05. Meanwhile, the aggregate cash flow variable is not partially
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significant with a t-test value of 0.291. However, simultaneously the two variables with F test
results with a probability below the a value of 0.05 are 0.0041. The predictive power of the
Random effect model is shown by the R squared value of 0.0372.

To formulate the model chosen as a prediction model, regression models are tested in the
Chow test, Haussman test and Lagrange multiplier test. The results of these three tests can be
seen in Table 4.4 as follows.

Table 4. Regression Model Selection Test

Nilai Uji Chow |Uji Haussman | Uji LM
Prob>F 0898 | 00261 1

The Chow Test results can be seen to have an F-test value with a probability of 0.898 above
the a value of 0.05. The conclusion drawn from the Chow test is that the Common Effect Model
is better than the Fixed Effect Model. The Haussman test results can be seen to have an F-test
value with a probability of 0.0261 below the a value of 0.05. The conclusion drawn from the
Haussman Test is that the Fixed Effect Model is better than the Random Effect Model. The
Lagrange Multiplier results can be seen to have an F-test value with a probability of 1 above
the a value of 0.05. The conclusion drawn from the Lagrange Multiplier Test is that the
Common Effect Model is better than the Random Effect Model. Thus, the research model
chosen is a common effect model with the following equation.

*  CFw1=1,079,021 + 0.3585E; - 0.0728CF;

Research Model 11
Table 5. T-test and F-test results
Uraian CEM FEM REM
CF, 0.013 0.002| 0.012
AAR, 0.144 0.332| 0.143
AOA, 0.000 0.000| 0.000
AAP, 0.667 0.014| 0.e67
ATP; 0.022 0.486| 0.022
DEP; 0.569 0.647| 0.569
ADEFTAX,; 0.000 0.000| 0.000
Prob>F 0.0000 0.0000| 0.0041
R squared 0.1669 0.0563| 0.0372

Research model II is a further test aimed at obtaining conclusions regarding the impact
of accrual component segregation in future cash flow prediction models. This segregation of
accrual components involves the independent variables of Change in receivables, Change in
other assets, change in debt, change in tax payables, depreciation, and change in deferred
taxes.

In the Common Effect Model, significant independent variables can be identified
simultaneously to predict future cash flows. This significance can be seen by the F test value
which is below the a value of 0.05, namely 0.0000. Four variables are partially significant with
t-test values below the a value of 0.05. The cash flow variable for the current year recorded a
t-test value of 0.013. Change in other assets has a t-test value of 0.0000. Change in tax payable
recorded a test value of 0.022, while Change in deferred tax was partially significant with a t-
test value of 0.0000. The variables that are not partially significant include the change in
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receivables with a t-test value of 0.144, Change in debt with a t-test value of 0.667, and
depreciation with a t-test value of 0.569. The determination value of the common effect model
can be seen from the R-squared value of 0.1669.

In the Fixed Effect Model, significant independent variables can be identified
simultaneously to predict future cash flows. This significance can be seen by the F test value
which is below the a value of 0.05, namely 0.0000. Four variables are partially significant with
t-test values below the a value of 0.05. Cash flow for the current year recorded a t-test value
of 0.002. Change in other assets has a t-test value of 0.0000. Change in debt recorded a test
value of 0.014, while Change in deferred tax was partially significant with a t-test value of
0.0000. The variables that are not partially significant include change in receivables with a t-
test value of 0.332, tax change payable with a t-test value of 0.486, and depreciation with a t-
test value of 0.647. The determination value of the fixed effect model can be seen from the R-
squared value of 0.0563.

In the Random Effect Model, significant independent variables can be identified
simultaneously to predict future cash flows. This significance can be seen by the F test value
which is below the a value of 0.05, namely 0.0041. Four variables are partially significant with
t-test values below the a value of 0.05. The cash flow variable for the current year recorded a
t-test value of 0.012. Change in other assets has a t-test value of 0.0000. Change in tax payable
recorded a test value of 0.022, while Change in deferred tax was partially significant with a t-
test value of 0.0000. The variables that are not partially significant include change in
receivables with a t-test value of 0.143, change in debt variable with a t-test value of 0.667, and
depreciation with a t-test value of 0.569. The determination value of the random effect model
can be seen from the R-squared value of 0.0372.

The three models above were tested on a set of test equipment, namely the Chow test,
Haussman test and Lagrange multiplier test. The results of these three tests can be seen in
Table 4.6 as follows.

Table 6. Regression Model Selection Test

Nilai Uji Chow |Uji Haussman |Uji LM
Prob>F 0.9811 0.3245 1

The Chow Test results can be seen to have an F-test value with a probability of 0.9811
above the a value of 0.05. The conclusion drawn from the Chow test is that the Common Effect
Model is better than the Fixed Effect Model. The Haussman test results can be seen to have an
F-test value with a probability of 0.3245 above the a value of 0.05. The conclusion drawn from
the Haussman Test is that the Random Effect Model is better than the Fixed Effect Model. The
Lagrange Multiplier results can be seen to have an F-test value with a probability of 1 above
the a value of 0.05. Conclusions drawn from the Lagrange Test Multiplier is a Common Effect
Model that is better than the Random Effect Model. Thus, the regression model chosen is the
Common Effect Model with the following equation.

*  CFu1=98.853.25 - 0.1721 CFt - - 0.0633 AARt- 1.9351 AOAt + 0.0079 AAPt -4.5955 ATPt
+1.3383 DEPt + 5.3379 DEFTAXt
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Hypothesis I

Earnings before extraordinary items have a t-test value of 0.001 where the t-test value is
below the alpha value of 0.05. Meanwhile, the current year cash flow variable has a t value of
0.292 above an alpha value of 0.05. Based on the results of the t-test, it can be seen that the net
profit variable before extraordinary items is partially significant, but on the other hand, the
cash flow variable for the current year is partially insignificant. Thus, a hypothesis that states
"Cash flow for the current year has an incremental ability to Profit for the year in predicting
future cash flows" cannot be accepted.

Hypothesis II

Research model II is a development of research model I by separating the accrual
components to be used as predictors in the prediction model. Incremental capability can be
demonstrated by comparing the coefficient of determination of each model. As is known, the
aggregate accrual model and the accrual segregation model have both been proven to be
simultaneously significant for predicting future cash flows, so both can be used as prediction
models.

Research model I using the variables net profit before extraordinary items and cash flow
for the current year is significant simultaneously with an F test value of 0.0000 and a coefficient
of determination of 0.0372. Meanwhile, research model II using the variables cash flow,
receivables, other assets payable, taxes payable, depreciation and deferred taxes has an F test
value of 0.0000 and a coefficient of determination of 0.1699. It is proven that the segregation
of accrual components can provide an incremental capacity of 0.1269. Thus, the third
hypothesis which states "The accrual component segregation model has incremental ability to
the aggregate accrual component model in predicting future cash flows" can be accepted.

4. Conclusion

This research is aimed at formulating the best prediction model for cash flow forecasting.
The controversy regarding the relative predictive ability of earnings to cash flows is retested
using aggregate future cash flows as the predicted variable. The incremental ability to earn to
aggregate cash flow for the current year can be seen with partial significance, while the
aggregate cash flow for the current year is not capable of being partially significant. The role
of accrual component segregation in the prediction model for future cash flows is consistent
with previous research. This segregation is proven to be able to increase the determination
value of the prediction model for future cash flows. This conclusion strengthens the indication
that the controlled banking industry environment with supervision from the Financial
Services Authority (Otoritas Jasa Keuangan) has an impact on the reliability of net profit
information even though it results from the accounting policies chosen by management. In
the future, to meet the need for cash flow forecasting, the reliability of financial reports needs
to be maintained. This reliability is created from consistency in the application of accounting
policies. Comparability of financial report information can be prepared horizontally or
vertically. Horizontal conditions are shown in the dynamics of the industry that is the object
of the research sample and vertically in the test period. If extraordinary conditions are found
within the test period, adjustments need to be made to avoid bias from these extraordinary
conditions
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