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Firas N. Dahmash (Jordan), Huthaifa Al-Hazaima (Jordan),
Hashem Alshurafat (Jordan), Abdallah Bader Alzoubi (Jordan)

IMPACT OF EARNINGS
COMPONENTS ON FUTURE
PROFITABILITY OF BANKING
AND INSURANCE COMPANIES
IN JORDAN

Abstract

This study aimed to examine the impact of a firm’s total accruals and operating cash
flows on future profitability (one-year-ahead ROA) using a static model on unbalanced
panel data for all the (15) banks and (18) insurance companies listed on the Amman
Stock Exchange from 2002 to 2019. The final sample of the study, for analysis, consisted
of 280 observations taken from the banking sector and 410 observations from the in-
surance sector. The pooled sample of banks’ observations showed no significant impact
of a firm’s total accruals and operating cash flows on one-year-ahead ROA. This result
is consistent with previous studies’ results, which are still under debate, especially in
developed countries. The investors of the Jordanian banks are not counting on the ac-
crual earnings components, which are affected by the different estimation procedures
of GAAP and managerial discretion. The pooled sample of the insurance companies’
observations showed a significant impact of a firm’s total accruals and operating cash
flows on one-year-ahead ROA. The result showed a higher variable value of a firm’s
operating cash flow than the firmy’s total accruals for the pooled sample of insurance
companies. This result indicates a more incrementally negative relation between the
growth in operating assets and a one-year-ahead ROA in addition to the probable im-
pact of the lower rate of economic profits and the conservative bias in accounting.

Keywords total accruals, operating cash flows, earning
components, future ROA, emerging markets
JEL Classification M40, M41, M42, G22, G22

INTRODUCTION

During the past few decades, many studies have attempted to under-
stand accrual and cash flow effects on future earnings. Financial an-
alysts use accrual and cash flow components to predict future earn-
ings (Ou & Penman, 1989; Sloan, 1996). Accruals are defined in most
academic research (Sloan, 1996) as the change in non-cash working
capital less depreciation expense. However, Richardson et al. (2005, p.
445) have debated that “this definition of accruals omits many accru-
als and deferrals relating to non-current operating assets, non-current
operating liabilities, non-cash financial assets, and financial liabilities.”
Consequently, Richardson et al. (2005, p. 445) define accrual as “the
difference between accrual earnings and cash earnings.”

In his study, Sloan (1996) tested the differential persistence of the cur-
rent profitability components to explain future profitability. He re-
vealed that the persistence of the operating accruals was less than the
persistence of the operating cash flows for the earnings performance
of the next year. The finding of Sloan’s (1996) study was extended by
several recent studies that adopted total accruals’ components accord-

137



Banks and Bank Systems, Volume 18, Issue 2, 2023

ing to the suggestion that profitability affected by operating cash flows is more sustained in the next
period compared to profitability that is affected by either the operating accruals or the non-operating
accruals (Fairfield et al., 2003a, 2003b; Collins & Hribar, 2000; Xie, 2001). Barth et al. (1999) indicated
that accruals are more influenced by the estimation procedures of GAAP and managerial discretion,
therefore, it is expected that accruals and cash flows have different abnormal earnings forecast ability.

In terms of their business structures, accounts, and the estimating techniques of GAAP (Generally
Accepted Accounting Principles) and management discretion, banks and insurance companies rep-
resent two distinct financial industries. Compared to banks, insurance companies have greater dis-
cretion when evaluating policyholder reserves. Insurance companies estimate the amount of reserves
required to pay future claims using actuarial methods, and these projections can be affected by man-
agement assumptions. The assessment of policyholder reserves for insurance companies may have
an effect on the time and amount of premium payments and claim settlements, which may have an
influence on accruals and operating cash flows. On the other hand, since they are based on actual
customer balances, banks often have fewer restrictions when estimating deposits. Therefore, it is an-
ticipated that these variations will have an impact on the future profitability of both insurance and

banking companies.

1. LITERATURE REVIEW

AND HYPOTHESES

A wide accumulation of research investigated the
earnings information contents by focusing on the
main earnings components: the accruals and cash
flow components (Fairfield et al., 2003a, 2003b;
Mashoka, 2013; Oei et al., 2008; Omidian et al.,
2016; Richardson et al., 2005; Sloan, 1996). The
vast majority of these studies concluded that the
accruals components are less persistent than the
cash flow components (Ball et al., 2020; Gu et al,,
2018; Guo et al., 2017; Hanauer & Lauterbach, 2019;
Huang & Shu, 2014; Larson et al., 2018; Omidian
etal., 2016).

Huang and Shu (2014) examine whether the pub-
lic-listing age affects future operating performance
in the Chinese context. Moreover, they investigate
whether accounting accruals components influ-
ence this impact. They found that public-listing
age has an incremental adverse effect on future
operating performance, and accruals components
play a role in post-issue underperformance. In a
similar study, Omidian et al. (2016) investigated
whether accounting accruals and earning manage-
ment influence the impact of public-listing age on
future operating performance in the Iranian con-
text. They revealed that, on average, public-listing
age and accruals directly affect future operating
earnings and that earning management indirectly
affects performance.
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Accruals indicate earnings management and
low financial reporting quality (Dechow et al.,
2010). For example, Ugwunta and Ugwuanyi
(2019) examine the relationship between ac-
counting conservatism and firm performance
in the Nigerian context using data from firms’
annual financial statements. Their findings
suggest that accounting conservatism positive-
ly affects firm performance. They indicate the
low financial reporting quality of the Nigerian
context and recommend the firms in the select-
ed context to report credible and free informa-
tion and bias. Jiang (2007) found that, in a fiscal
year, accrued earnings for poor-performance
stocks are less persistent in forecasting subse-
quent earnings than accrued earnings for mod-
erated-performance stocks. In addition, Jiang
(2007) found that a hedging strategy based on
accruals gains higher abnormal earnings fol-
lowing bad-news years.

Many researchers have visited this association; for
example, Fairfield et al. (2003a, 2003b) report that
the more moderate persistence of accruals relative
to cash earning should not be understood as an
indication of earnings management, instead, as an
indication that accruals are more highly associat-
ed with one-year ahead total assets than are cash
flows. Beneish and Vargus (2002) report that the
accrual mispricing observed in prior studies (e.g.,
Sloan, 1996) is because of the mispricing of earn-
ings-increasing accruals.

http://dx.doi.org/10.21511/bbs.18(2).2023.12



Hirshleifer et al. (2009) investigated whether the
firm-level accruals-stock returns association
spreads over the whole stock market. In contrast
to previous firm-level results, they found that ag-
gregated accruals are significant positive time-se-
ries indicators of aggregated stock returns.

In contradiction to the prior studies on the accru-
als and cash flow components, some researchers
provide empirical evidence that these components
are not of significant importance when predict-
ing future profitability or stock return. Pirveli
(2020) revealed that a current year’s earnings
persist within the following year’s earnings at a
range of less than 25%, while the dependence on
the current earnings allows predicting the fol-
lowing year’s earnings at a range of less than 20%.
Gongalves et al. (2020) revealed that the investors
are not counting on the accrual earnings’ compo-
nents and that accruals are unreliable predictors
of future shares returns.

Many prior empirical studies that have dealt with
firms’ financial indicators have concluded that an
association of two or more financial indicators
might be observed in different forms when exam-
ined in multiple contexts. Huang and Shu (2014)
classified their study’s sample into eleven sectors
and examined the association between accruals,
public-listing age, and future operating perfor-
mance among different sectors. Their study shows
mixed results; for example, in the agricultural
sector, the public-listing age positively affects fu-
ture return on net operating assets (RNOA), while
this impact is inversed for the construction sec-
tors. Mashoka (2013) examined the association be-
tween earnings and stock returns. Mashoka (2013)
found that the association between earnings and
stock returns is greater in the banking sector and
lower in the manufacturing sector. They also not-
ed that the association becomes weaker as the por-
tion of accruals increases in earnings.

The correlation between accrual components
and future earnings and returns is called accru-
al anomaly (Dang & Tran, 2019). Ball et al. (2016)
indicate that accruals are important in predicting
future profitability to the limit that even cash-
based operating profitability incorporates accru-
als in forecasting the cross-section of average re-
turns. Different studies have investigated the rela-
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tionship between accruals and the ability to pre-
dict profitability (future profitability) in the U.S
stock market, U.K but few in developing countries
(i.e., LaFond, 2005; Leippold & Lohre, 2012; Kim
et al., 2015). These studies indicated that accruals
play a significant role in predicting future profit-
ability. The relationship between accruals com-
ponents and future profitability has long proved
to negatively affect future earnings and returns
(Dang & Tran, 2019). Companies with high ac-
cruals and operating cash flow have lower returns
than those with lower accruals and operating cash
flow (Sloan, 1996; Dang & Tran, 2019). Gray et al.
(2018) found that the relationship between stock
returns, total accruals, and net operating asset is
negative.

However, Gray et al. (2018) believe that accruals
and net operating assets are important compo-
nents in providing useful and unique information
to predict future returns, which might indicate a
potentially positive impact on future profitabili-
ty. Dang and Tran (2019) argue that the negative
impact of accrual components on firm future
profitability is still debated, particularly in devel-
oped countries, including the U.K. Pincus et al.
(2007) found that the correlation between accru-
al components and future profitability is positive
in which accruals produce high rates of returns in
some specific country contexts. They found that
accruals anomaly varies based on the country con-
text. LaFond (2005) similarly found that accruals
positively affect the rate of returns in large capital
markets in specific countries. Leippold and Lohre
(2012) also found a significant positive relation-
ship between accruals’ components and the rate of
return. However, they justify the positive relation-
ship as anomalous due to mispricing issues.

Richardson et al. (2006) indicate that investors
highly value firms with high accruals due to their
impact on future profitability. Dechow and Dichev
(2002) found a positive relationship between the
quality of accruals and income sustainability,
which indicates that low cumulative earnings make
firms unstable. Along the same line, Richardson
et al. (2005) report that reliable accruals lead to
high-income sustainability. Fairfield et al. (2003ab)
argue that accrual is a fundamental component
of profit and growth. They believe that working
capital accruals, long-term accruals and total ac-
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cruals significantly affect net operating assets
and asset growth. Fairfield et al. (2003ab) found a
strong association between accruals components
and growth (future profitability). Wu and Fargher
(2007) found that the accrual components relat-
ed to changes in asset turnover are less persistent
compared to the cash flow components of earnings
in profitable firms in Australia. Gray et al. (2018)
suggest that the net operating asset significantly
modifies the accrual effects. They indicate that ac-
cruals significantly affect returns with a high net
operating asset, whereas the accrual effects do not
exist for returns with low net operating assets.

The banking sector in Jordan plays a vital role
in the country’s economy, serving as a key inter-
mediary between savers and borrowers. Jordan’s
banking industry consists of a mix of domestic
and foreign banks, offering a wide range of finan-
cial services to individuals, businesses, and the
government (Abuzayed, 2012). The sector has wit-
nessed significant growth and stability over the
years, supported by a sound regulatory framework
and prudent risk management practices. Research
on the banking sector in Jordan has explored var-
ious aspects, including financial performance,
risk management, and the impact of macroeco-
nomic factors on bank profitability (Taha et al.,
2023). However, limited attention has been given
to studying the specific earnings components and
their relationship with future profitability, which
makes this study significant in contributing to the
existing literature (Dahmash et al., 2021).

The insurance industry in Jordan has experienced
steady growth and development, providing a range
of insurance products and services to individuals
and businesses. Insurance companies in Jordan
operate under the supervision and regulation of
the Insurance Commission, ensuring compliance
with legal and financial requirements (AL-Rjoub,
2019). The sector encompasses various types of in-
surance, including life, property, health, and mo-
tor insurance. Despite the importance of the in-
surance industry in Jordan, research on the earn-
ings components and their influence on the future
profitability of insurance companies remains rel-
atively scarce. Therefore, investigating the impact
of earnings components on the profitability of in-
surance companies in Jordan can provide valuable
insights for industry practitioners, policymakers,
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and researchers, aiding in strategic decision-mak-
ing and enhancing the overall performance of the
sector (Ananzeh et al., 2022; Ananzeh et al., 2021).

Based on the reviewed prior research, this paper
adds another understanding of the impact of to-
tal accruals and operating cash flows on the future
profitability of the banks and insurance companies
in the long run for emerging market countries like
Jordan. This study covers all the Jordanian banks
and insurance companies listed on the Amman
Stock Exchange from 2002 to 2019. Thus, the fol-
lowing hypotheses are put forward:

HI: There is a positive impact of total accruals
and operating cash flows on the level of the
future firm return on assets of Jordanian
banks.

Hla: There is a positive impact of total accruals
on the level of the future firm return on total
assets of Jordanian banks.

HIb: There is a positive impact of operating cash
flows on the level of the future firm return on
total assets of Jordanian banks.

H2: There is a positive impact of total accru-
als and operating cash flows on the level
of the future firm return on total assets of
Jordanian insurance companies.

H2a: There is a positive impact of total accruals
on the level of the future firm return on total
assets of Jordanian insurance companies.
H2b: There is a positive impact of operating cash
flows on the level of the future firm re-
turn on total assets of Jordanian insurance
companies.

2. METHODOLOGY

The study’s sample covered all banks and in-
surance companies listed on the Amman Stock
Exchange from 2002 to 2019. All the required data
for the study were extracted from the companies’
and Amman Stock Exchange websites. The sample
period was chosen according to the availability of
the required data.

http://dx.doi.org/10.21511/bbs.18(2).2023.12



The initial sample of the banks started with682
observations, and the initial sample of the insur-
ance companies started with 449 observations.
However, according to the selection process, the
final sample became 280 observations for banks,
and 410 for insurance companies. The final total
sample is 690 observations.

Table 1. Selected sample

¢ Insurance

Sector Banks
vears S | 2002-2019 : 2002-2019
The initial number of company : 286 : 449
Companies with delisted, i
. . 6 H 39
unavall‘aﬁb'le or missing data ) T
Final sample company 208 410

Note: Factors (variables) of this study and their measurement
are as follows: Return on total assets (ROA ).

Some previous studies in the same area tested the

differential persistence of accruals and cash flows

as independent variables and used future profitabil-
ity as a dependent variable, which was a one-year-
ahead operating income divided by one-year-ahead

total assets (Sloan, 1996; Fairfield et al., 2003ab). The

return on total assets variable (ROA) is widely used

in accounting research to measure a firm’s preset
operating performance, analyzing its profitabili-
ty and quantifying its financial performance. The

return on total assets variable (ROA) controls any
differences in the financial structure across firms,
and because of the changes in the asset state, as well

as the changes in the generated profits of the firms,
the return on total assets ratio can show signifi-
cant differences when it used for analyses through

time (Bettis & Mahajan, 1985; Habib & Victor, 1991;
Robin & Wiersema, 1995; Belkaoui, 1996 ). Fairfield

et al. (2003ab) state that there is a “question whether
the differential persistence of current operating ac-
cruals and cash flows is due to their differential rela-
tions to growth in invested capital, rather than to the

reversal of current operating accruals into one-year-
ahead earnings”. Accordingly, this study will adopt
the return on total assets variable (ROA :+1), which is

measured as the firm’s next year’s net income after
tax divided by its current year-end total assets.

2.1. Total accruals and operating
cash flows

Total earnings value (TEarn) contains the two
components of total accruals (TAccr,) and operat-
ing cash flows (OCF):

http://dx.doi.org/10.21511/bbs.18(2).2023.12
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TEarn, = TAccr, + OCF,. 1)
Richardson et al. (2005) developed a new definition
of total accruals compared to its classical definition
by adding the non-current operating accruals and
financial accruals, so this new definition includes
the firm’s operating, investing and financing activi-
ties. Therefore, total accruals component (TAccr,) of
total earnings for the current year-end (¢) (TEarnt)
is defined as the difference between total earnings
for the current year-end (t) (TEarn) and operating
cash flow for the current year-end (f) (OCF):

TAccr, =TEarn, — OCF,. )
Following the work of Sloan (1996) and Richardson
et al. (2005), total earnings value (TEarn) is de-
fined as a firm’s operating income after depreci-
ation. This procedure excludes all non-recurrent
items such as extraordinary items, discontinued
operations, special items and non-operating in-
come, taxes, and interest expenses.

The operating cash flow or the cash flow from op-
erating for the current year end () (OCF) repre-
sents the other component of the total earnings
(TEarn). Therefore, the operating cash flow for the
current year-end () (OCF)) is defined as the differ-
ence between total earnings for the current year-
end (¢) (TEarn) and total accruals for the current
year-end (f) (TAccr):
OCF, =TEarn, —TAccr,. 3)

Many studies in the same area tested the differen-
tial persistence of accruals and cash flows as inde-
pendent variables and future or current earnings as
a dependent variable. These studies use dependent
and independent variables deflated by a measure
of contemporaneous invested capital (mainly total
assets) as a deflator to reduce any heteroscedastic-
ity. Accordingly, this paper follows these previous
studies by using total assets for the current year-
end (f) (TA) as a deflator for the three variables of
total earnings (TEarn,), total accruals (TAccr) and
operating cash flow (OCF) of the above equation
(2) (Sloan, 1996; Xie, 2001; Richardson et al., 2001;
Fairfield et al., 2003ab).

TAccr, _ TEarn, B OCF,
TA TA TA

14 4 t

)
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Operating cash flow deflated by total assets for the
current year-end (t) (OCF, / TA) is defined as the
difference between total earnings for the current
year-end (t) deflated by total assets for the current
year-end (t) (TEarn, /| TA) and total accruals de-
flated by total assets for the current year-end (¢).
Total accruals (TAccr)/ (TA) is also deflated by
total assets for the current year-end (f), and it is
defined as above (Omidian et al., 2016; Huang &
Shu, 2014; Mashoka, 2013; Huang & Lin, 2007;
Trejo-Pech et al., 2006; Teoh & Wong, 1998).

OCF, _ TEarn, B TAccr,
TA TA TA

t 1 3

®)

To simplify, the above equation (5) can be rewrit-
ten as follows:

DOCF, = DTEarn, — DTAccr,, (6)

where (DOCF) = Operating cash flow for the cur-
rent year-end (f) deflated by total assets for the
year-end (t); (DTEarn) = Total earnings for the
current year-end (f) deflated by total assets for the

current year-end (¢); (DTAccr ) = Total accruals for
the current year-end t deflated by total assets for
the current year-end (f).

2.2.The model of the study

In this study, the future profitability (ROA, ) will
be a function of the two variables of the total ac-
cruals (DTAccr) variable and the operations cash
flow (DOCF) variable. The panels data method
was adopted for the model of the study because it
minimized any possible collinearity between the
two independent variables of the study and in-
creased the degrees of freedom.

The regression equation of the study model is as
follows:

ROA.,, = B,, + BDTAccr, + p,DOCF, + &t, (7)

where (ROA, ) is the next year firm’s net income af-
ter tax divided by the current year-end total assets.
(DTAccr) is total accruals for the current year-end
t deflated by total assets for the current year-end
(t). (DOCF) is the operating cash flow deflated by
total assets for the current year-end (¢). (B, is the
slope of the model. (¢f) is the error term.
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3. RESULTS

Table 2 shows summary statistics for the pooled
sample of banks, N = 280. Data in Table 2 reveals
that the mean of the future profitability (ROA,,))
equals 1.468. The standard deviation value of 0.968
indicated a rational distribution of values for the
sample companies’ future profitability (ROA, )
variable. The future profitability (ROA,, ) variable
ranges from —0.211 to 7.844. Table 2 shows a very
low mean value for the total accruals (DTAccr)
variable, which is equal to 0.003 and ranges from
-0.239 to 0.774. The operating cash flow (DOCF)
variable mean is also low and equal to 0.019, rang-
ing from -0.790 to 0.258.

Table 2 also shows the summary statistics of the
insurance pooled sample N = 410. Table 2 reveals
that the mean of the future profitability (ROA,))
equals 2.280. The standard deviation value of
10.250 indicated various values for the future prof-
itability (ROA, ) variable. The future profitability
(ROA,,) variable ranges from the very low value
of -72.936 to the moderate value of 54.037. Table
2 shows a low mean value for the insurance com-
panies’ total accruals (DTAccr) variable, which
equals -0.014, indicating a decrease in income
by these total accruals. The variable ranges from
-0.894 to 0.315. The operating cash flow (DOCFt)
variable mean is much lower and equal to 0.034,
ranging from -0.747 to 0.404.

Table 2. Descriptive analysis (2002—2019)

Sample of Banks
N =280

Variable { Mean Median Std.dev§ Min i Max
ROA, | 1468 = 1433 0968  -0211 = 7844
DTAccr, | 0003 = 0011 = 0072  —0.239 = 0774
DOCF, . 0019 0026 0083 —-0790 0258

The insurance sample
N =410

Variable . Mean Median Std.devi Min ©  Max
DTAcer, . 0894 = 0702
DOCF, . 0034 0041 0106 -0747 0404

Note: * (ROA,,,) is the next year firm’s net income after tax
divided by its current year-end total assets. (DTAccr,) is total
accruals for the current year-end (t) deflated by total assets
for the current year-end (t). (DOCF)) is the operating cash
flow for the current year-end (t) deflated by total assets for
the current year-end (t).

http://dx.doi.org/10.21511/bbs.18(2).2023.12



An analysis of multicollinearity between the to-
tal accruals (DTAccr) variable and the operations
cash flow (DOCF,) variable using the variance in-
flation factor (VIF) test was done for the banks
pooled sample and insurance pooled sample. The
test value was equal to 3.753 for the banks pooled
sample and 1.449 for the insurance pooled sample,
as shown in Table 3. According to Myers (1990),
there is no concern if the (VIP) test is less than 10,
so this test result means that there is no multicol-
linearity problem between the two independent
variables of the study for two pooled samples.

Table 3. Multicollinearity test results

Pooled Sample Banks . Insurance

Variance inflation factor value 3.753 1.449

The Hausman test was used to choose between the
fixed effect estimator model and the random effect
estimator model, which is more appropriate for
the model of this study. The results indicated that
this model should use the random effect estima-
tor model. Table 4 shows Hausman’s test results for
the two pooled samples.

Table 4. Hausman test

L . Chi-square
Hausman test | Chi-square : 9 : -
i . .. degrees of : Probability
summary results | statistic ‘
: freedom
Banks pooled 0 2 1
Sample i : :
Insurance pooled 0 5 1

sample

The model equation (7) above was estimated by
pooling all the data of the banks and the insur-
ance sectors.

Table 5 presents the regression analysis results of
the model estimation equation (7) for the banks
and insurance pooled samples. This paper follows
(White, 1980) by using unbalanced panel regres-
sion analysis, which is corrected for the potential
heteroscedasticity.

Table 5. Regression analysis results

Pooled Sample Banks Insurance
Years o} $200272019) 4 (2002-2019)
Observations No 082 ; 410
ConstantC 1457 . 0878
t-statistic 30.614 : 0.466

http://dx.doi.org/10.21511/bbs.18(2).2023.12

Banks and Bank Systems, Volume 18, Issue 2, 2023

Pooled Sample Banks Insurance
p-value 0.000 0.144
o, s e
t-statistic 0.226 2.765
pvalue ...082L . 0006
DOCR i 0582 ] s6181
t-statistic 0.774 4.715
N B 7 N -
RS 0886 0288
AdjRSq 0.410 0.237
N BT R B IR
Prob F-statistic 0.000 0.000

Note: * (ROA,,,) is the next year firm’s net income after tax
divided by its current year-end total assets. DTAccr, is total
accruals for the current year-end (t) deflated by total assets
for the current year-end (t). DOCF, is the operating cash flow
for the current year-end (t) deflated by total assets for the
current year-end (t).

4. RESULTS

Table 5 shows that a firm’s future profitability
(ROA,,) is not affected by the firm’s total accru-
als (DTAccr)) and the firm’s operating cash flow
(DOCF,) for the banks’ pooled sample. This result
looks close to the argument of Dang and Tran
(2019), who revealed that the relationship between
accrual components and future profitability has
long proved to have a negative impact on future
earnings and returns and that the negative impact
of accrual components on firm future profitabili-
ty is still debated, particularly in developed coun-
tries. This result is also similar to Gray et al. (2018),
who found that the relationship between stock re-
turns and each of total accruals and net operating
asset is negative. Further, Fairfield et al. (2003ab)
showed a negative effect for both the accrual com-
ponents and the cash flows from operations with a
one-year-ahead ROA. This is also consistent with
Pirveli (2020) and Gongalves et al. (2020), who ar-
gued that the accruals and cash flow components
are not of significant importance and not relia-
ble predictors when predicting future profitabili-
ty or stock return, and investors are not counting
on the accrual earnings’ components. Barth et al.
(1999) indicate that since accruals are more influ-
enced by the estimation procedures of GAAP and
managerial discretion, it is expected that accruals
and cash flows have different abnormal earnings
forecast ability. The regression analysis for the
banks pooled sample shown a moderate (Adjusted
R2) value of 41% for the model caused mainly by
other factors. Accordingly, the first main null hy-
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pothesis (HI) is rejected because there is no pos-
itive impact of total accruals and operating cash
flows on the level of the future firm return on as-
sets of Jordanian banks. Likewise, the first and
second sub-null hypotheses are rejected for the
same reason.

Table 5 shows that a firm’s future profitability
(ROA,,) of the insurance companies’ pooled sam-
ple is positively affected by a firm’s total accruals
(DTAccr). This is consistent with previous studies
(e.g., LaFond, 2005; Pincus et al., 2007; Leippold
& Lohre, 2012), which found a significant positive
relationship between accruals’ components and
the rate of return and suggested that the impor-
tant role of the accrual components is due to mis-
pricing issue. The regression analysis of the insur-
ance companies’ pooled sample revealed a lower
value of the firm’s total accruals (DTAccr,) variable
equal to 33.463 compared to the significant vari-
able of the firm’s operating cash flow (DOCF) of
56.181. This result is consistent with the finding of
Sloan’s (1996) study, which showed that the per-
sistence of the operating accruals was less than
the persistence of the operating cash flows for the
earnings performance of the next year. This is also
consistent with several recent studies that adopt-
ed total accrual components according to the sug-
gestion that the profitability affected by operating
cash flows is more sustained in the next period
compared to profitability that is affected by ei-
ther operating accruals or non-operating accruals
(Ball et al., 2020; Gu et al., 2018; Guo et al., 2017;
Hanauer & Lauterbach, 2019; Huang & Shu, 2014;

Larson et al., 2018; Omidian et al., 2016). Based on
this result, the first sub-null hypothesis (H1a) is
accepted because total accruals positively affect
the level of the future firm return on assets of in-
surance companies.

The regression analysis of the pooled insurance
companies showed that a firm’s operating cash
flow (DOCF) positively affects the firm’s future
profitability (ROA, ). This result is consistent
with previous studies (e.g., Fairfield et al., 2003ab;
Collins and Hribar, 2000; Xie, 2001). This is also
consistent with Fairfield et al. (2003ab), who sug-
gested that the relative lower persistence of accru-
als compared to cash flows, as shown by Sloan
(1996), is an indication of a more incrementally
negative relationship between the growth in oper-
ating assets and a one-year-ahead ROA. They also
indicated that this relative lower persistence of ac-
cruals mostly results from the lower rate of eco-
nomic profits or conservative bias in accounting.
Accordingly, the second sub-null hypothesis (H1b)
is accepted because the operating cash flow posi-
tively affects the level of the future firm’s return on
assets of the insurance companies.

Table 5 shows a moderate predictability val-
ue (Adjusted R2) of 23.7% for the model. This is
consistent with Pirveli (2020), who revealed that
a current year’s earnings persist within the fol-
lowing year’s earnings at a range of less than 25%,
while the dependence on the current earnings al-
lows predicting the following year’s earnings at a
range of less than 20%.

CONCLUSION

This study aimed to investigate the impact of a firm’s total accruals and operating cash flow on (one-
year-ahead ROA) using a static model on unbalanced panel data for all the banks and insurance com-
panies listed on the Amman Stock Exchange from 2002 to 2019.

The pooled sample of banks showed no significant effect of a firm’s total accruals and operating cash
flows on one-year-ahead ROA. This result is similar to previous studies’ results, which are still under
debate, especially, in developed countries, and perhaps the investors of the Jordanian banks are not
counting on the accrual earnings’ components, and these accrual earnings’ components are affected by
the different estimation procedures of GAAP and managerial discretion.

However, the pooled sample of insurance companies showed a significant effect of a firm’s total accru-
als and operating cash flows on a one-year-ahead ROA. The results showed a higher variable value of a
firm’s operating cash flow than the firm’s total accruals for the pooled sample of insurance companies.
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This result indicates a more incrementally negative relationship between the growth in operating assets
and a one-year-ahead ROA, in addition to the probable effect of the lower rate of economic profits and
the conservative bias in accounting.

According to the study findings, some recommendations emerge. Accruals and cash flow components
are not always considered reliable predictors when predicting future profitability because investors
might not be counting on the accrual earnings components in addition to GAAP estimation procedures
and probable managerial discretion. Further research may include examining a firm’s total accruals and
operating cash flows against more than a year’s worth of ROI for other types of companies.
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