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Abstract

One purpose of accrual accounting is to mitigate the timing and matching problems inherent in cash flows. Cash
flows have timing and matching properties that impair their ability to measure performance. Net cash receipts and
payments can occur in periods that differ from the economic event (the timing or spreading problem), and cash
inflows and outflows from a given economic event might occur in different periods (the matching problem). The
economic role of accruals is to mitigate these timing and matching issues. These problems cause temporary
fluctuations in cash flows. Accruals smooth temporary timing fluctuations in operating cash flows and thus it is
expected to find a negative correlation between accruals and changes in cash flows. It is also expected that the
negative correlation between accruals and cash-flow changes grows as cash flow problems intensify because
accruals will increasingly counteract cash flow changes as a firm’s cash flows increasingly stray from desired
properties. According to Dechow et al. (1998), the negative serial correlation in cash flow changes shows the cash
flow timing and matching problem. The timing and matching problems of cash flows counteract each other. The
timing problem leads to a positive serial correlation in cash flow changes. While the matching problem leads to a
negative serial correlation in cash flow changes. According to Dechow et al. (1998) model, the serial correlation in
cash flow changes is a function of operating cash cycle and profit margin and the magnitude of negative serial
correlation in cash flow changes depends on the relative magnitude of the operating cash cycle and the profit margin.
The longer the operating cash cycle and the smaller the profit margin, the negative serial correlation in cash flow
changes is more severe. So it is expected that the negative correlation between accruals and cash-flow changes grow
as the negative serial correlation in cash flow changes is severe (longer operating cash cycle and smaller profit
margin). This study investigates the extent to which accruals are reconciled whit their ultimate purpose in mitigating
timing and matching problems inherent in cash flows. A sample of 153 firms listed in the Tehran Stock Exchange
(TSE),,is analyzed using panel data regression models. we observed that there is a negative correlation between
accruals and cash-flow changes and this negative correlation increases as the timing and matching problems of cash
flows become more severe. The results of this study show that accruals are used to mitigate timing and matching
problems of cash flow and firms listed in the Tehran Stock Exchange use accruals more when there are more
problems with cash flows.
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