
CHAPTERV

C O N C L U S IO N  A N D  R E C O M M E N D A T IO N

T he purpose o f  this is to  investigate the im pacts o f  firm  characteristics on the 

increm ental inform ation content o f  cash flow s beyond  earnings. The cash  flow s exam ined  

in th is study com prise cash  flow s from  operating  activ ities (C FO ), cash  flow s from  

investing  activ ities (CFI), and cash flow s from  financing activ ities (CFF), w hich  are 

reported  by  the quarterly  cash flow s statem ents. The firm ’s characteristics involved  in this 

study are transito ry  o f  earnings, types o f  stock, and the C FI/C FF  ratio. The p resen t study 

also scrutin izes the jo in t im pacts o f  these factors. T he sam ple consists o f  com panies listed  

on the S tock E xchange o f  T hailand  excluding financial and insurance com panies due to the 

un ique o f  these businesses and  the ir special regulation. The firm s’ quarterly  financial 

statem ents are exam ined covering the first period  o f  1999 to the second period  o f  2001 

(exclud ing  firm s w ith  non-D ecem ber fiscal year end). T his study applies the event study 

m ethodo logy  that exam ines the abnorm al stock  returns o f  three days surrounding an 

announcem ent o f  the firm s’ quarterly  financial statem ents.

This chapter consists o f  conclusion o f  the results, lim itations o f  th is รณdy as w ell as 
d irections and recom m endations for filture research.



120

5.1 C o n c lu s io n  o f  R esu lts

T he regression  results o f  the association  betw een cum ulative abnorm al returns 

(C A R s) and unexpected  earnings and unexpected  cash flow s reveal th a t C FO  have 

increm ental in form ation  conten t beyond earnings as w ell as CFF. The m arket strongly  

reacts to  C FO  as w ell as CFF in a  positive sign. T here is no ev idence o f  add itional 

in form ation  con ten t o f  C FI over earnings. The results indicate that earn ings have low  

inform ation  con ten t w hen  its transitory  is high; how ever, the  increm ental in form ation  

conten t o f  cash  flow s over earnings is no t increase.

T he ev idence suggest that stock  types have no im pact on in form ation  con ten t o f  

earn ings and on increm ental in form ation content o f  cash flow s beyond  earnings.

T he resu lts support that C FI/C FF  ratio  has im pact on  the  increm ental in form ation  

con ten t o f  C FO  beyond  earnings. T he m arket is m ore likely react positive  (N egative) to 

C FO  (E arn ings) o f  the  firm s w ith  CFF>C FI.

Further, there  is no evidence o f  the jo in t im pact o f  earnings transito ry  and stock  

types as w ell as the  jo in t im pact o f  transito ry  o f  earnings and  the C FI/C FF  ratio  on  the 

in form ativeness o f  earnings and cash flows.

T he in form ativeness o f  earnings as w ell as all cash  flow s is affec ted  by  the jo in t 

im pact o f  stock  types and  C FI/C FF  ratio. The m arket is m ore  likely to  reac t positively  to 

earn ings as w ell as new  investm ents o f  the grow th  firm s w ith  C FI/C FF  ra tio  in  excess o f  1

relative to o ther firm s w hilst react opposite d irection  to CFO  and  CFF.
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In addition, the results indicate to the jo in t im pact o f  th ree factors on the 

inform ativeness o f  earnings and all cash  flows. T he m arket reaction  o f  earnings is m ore 

likely  positive for the grow th firm s w ith  a C FI/C FF ratio in excess o f  1 even earnings are 

high transitory . W hen earnings are h igh transitory, the increm ental inform ation con ten t o f  

all cash  flow s o f  the grow th firm s w ith  a C FI/C FF ratio in excess o f  1 are increase.

M oreover, the evidence is consisten t w ith  the existen t o f  industry im pacts on the 

increm ental inform ation content o f  cash flow s beyond earnings. T he increm ental 

in form ation  content o f  cash  flow s beyond earnings is increased  for com panies in the 

B uild ing  and F urnishing M aterials Industry, the P roperty  D evelopm ent Industry , as w ell as 

the A gribusiness industry.

5.2 L im ita tio n s  o f  th is  s tu d y  a n d  d irec tio n s  fo r  fu tu re  re s e a rc h

T here  are som e lim itations o f  this study. T he first is due to  the tim e period involved
•ÿ

in the รณdy, w hich is rather short; only  10 quarters o f  data. The second lim itation  belongs to 

the expecta tion  m odel o f  earnings and cash flow s. This รณdy uses a sim ple random  w alk  

expecta tion  m odel due to  the unavailab ility  o f  inform ation used in o ther m odels, w hich  

m aybe superior, for exam ple the inform ation re la ting  o f  analysts forecasts, or the h istorical 

in form ation o f  quarterly  reported  cash flows.

T he p resen t รณdy leaves room  for ณ ณ re research. T he  future research  m ight extend 

the sm dy by exam ining financial and insurance com panies and m ight involve a longer tim e

period. T he ณ ณ re research  m ay apply  the o ther expectation  m odels o f  earnings and  cash
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flow s. Further, this study does no t cover the com ponents o f  each  cash  flow s that m igh t have 

specific in fluence on the inform ativeness o f  each  cash flow s as suggest by  prev ious study 

(L ivnat and  Z arow in, 1990). So, the future research  m ight take th is into a further 

investigation .

5.3 Im p lic a tio n  a n d  R ec o m m e n d a tio n s

T he im plication  o f  the p resen t study focuses on the academ ic research . T he findings 

o f  this study  indicate that the reported  cash flow s are useful in form ation in setting  stock 

prices. H ow ever, there m ight be som e in tervening factors affecting  to  the using  o f  cash 

flow s data relative to  earnings data in setting stock  prices tha t should  be the challenge for 

future research.

T he findings o f  the p resen t รณdy also have im plication  to the using  o f  financial 

sta tem ents in form ation to  set the stock  prices in  the SET tha t the  data from  the quarterly  

sta tem ents o f  cash flow s are used. The C FO  and CFF convey the additional useful 

in fo rm ation  beyond  earnings a lthough  the investors in the SET strongly  use earn ings in 

determ in ing  o f  stock prices.

W hen  earn ings are h igh transitory , the m arket react m ore  likely negative  

com parative  w ith  low  transitory. So, the (naive) investors should no t fixate on earnings, 

specifically  fo r the stocks in the property  developm ent that the investors should exam ine

C FO  and C FI in addition  to earnings in setting stock  prices.
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M oreover, the results suggest that the investors in the SET should  exam ine the  ratio 

o f  net cash  outflow s for investing activ ities to net cash inflow  from  financing  activ ities in 

using  o f  C FO  to determ ine the stock  prices due to the fact that C FO  o f  the firm s w ith 

C FF> C FI are m ore positively  reacted  than that o f  the firm s w ith  C FI>C FF. T he evidence 

also suggests that for the grow th firm s w ith  C FI/C FF ratio in excess o f  1, earnings o f  those 

firm s are reacted  m ore likely  positive w hilst C FO  and CFF are reacted  m ore likely negative 

than  the others. Further, the investor should exam ine the transito ry  o f  earnings, types o f  

stocks, and  the C FI/C FF ratio  all together w hen use earnings and cash  flow s in form ation to 

set the stock  prices.

A s a result, the evidence leads to a recom m endation  that the cash  flow s statem ents 

are im portan t and should be prepared  accurately  under the appropriate  basis. So, the 

prob lem s about preparing  o f  cash  flow s statem ent suggesting by  V orasak  T oom m anon 

(2001) should  be solved in order to p ro tect the m istake in m aking decision  o f  investors.

T he evidence also recom m ends that the (naive) investors should  no t fixate on 

earnings, specifically  w hen  earnings are high transitory. There are alternative data, such as 

cash flow s, that m ight be used in determ ining stock  prices. In addition , the findings o f  this 

รณdy m igh t be usefu l fo r investors at the SET to determ ine stock prices. H ow ever, 

exam in ing  the  factors o f  transitory  o f  earnings, firm  types, and the C FI/C FF ratio  all 

together m igh t facilitate to use earnings and cash flow s inform ation efficiently.
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