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The Role of Working Capital Accruals on Earnings

Quality and Stock Return
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5. Summary and Conclusion

Within the academic literature, the consensus view is that investors and analysts have traditionally focused on
reported ‘bottom-line’ reported measures of income and typically ignored the decision-relevant information
contained with other financial statement items and disclosures. Although, ‘bottom-line’ income has important
information content, it cannot provide information about the quality of these earnings. Earnings quality is an
important predictor of a firm’s future returns and is heavily influenced by the use of discretionary and
nondiscretionary accruals by management.

Existing empirical accounting research has found a negative relationship between accruals and future stock
returns. Accruals play an important role in linking earnings surprises and returns. Increases in reported earnings
that are accompanied by high levels of accruals possibly should provide information about the level of earnings
quality. This present study builds on earlier work by Sloan (1996), Xie (2001) and Chan et al. (2006) and
provides empirical evidence using U.K. data that shows that accruals are associated with, and can also predict,
returns.
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