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		Abstract

		Este trabajo analiza la definición de los flujos de caja de una firma (Flujo de caja libre y flujo de caja del accionista). Se examina la evidencia empírica de la literatura reciente y se presenta un análisis comparativo con la práctica corriente de incluir como flujos de caja ciertos montos que aparecen en el balance. Las diferencias son significativas.    

Analizamos la evidencia que se encuentra en la literatura reciente que muestra que los activos líquidos del Balance General (BG), llamados por algunos ”dividendos potenciales”, no contribuyen a la creación de valor y por tanto no deben ser incluidos en los flujos de caja. Esto refuerza argumentos discutidos por algunos autores acerca de la inconveniencia de añadir el cambio en activos líquidos a los flujos de caja para valoración de la firma. Tham y Vélez-Pareja (2004), Vélez-Pareja (1994, 1997, 1998, 1999, 2004a, 2004b y 2006) han afirmado que los activos líquidos que se encuentran en el BG no deben considerarse como flujos de caja. Por el otro lado, algunos autores muy respetados (Copeland, et al, 1995, 2000, Benninga et al. 1997, y Damodaran, 2004, Jensen, 1986, Brealey et al, 2003, Copeland y Weston, 1988, entre otros) defienden la idea de que el flujo de caja del accionista debe incluir los “dividendos potenciales”. Esta definición contradice abiertamente los conceptos básicos y esenciales de lo que es un flujo de caja y el concepto del valor del dinero en el tiempo. Pinkowitz, Williamson y Stulz, (2007) y Pinkowitz y Williamson (2002) presentan evidencia empírica sobre países desarrollados y emergentes donde se encuentra que hay una relación relativamente menor entre la tenencia de activos líquidos y la relación VM/VL o Q de Tobin.     

En este trabajo especificamos muy claramente qué debe ser incluido en los flujos de caja y las razones que nos asisten para ello.     

El debate central es la exclusión o inclusión de ciertas partidas en el capital de trabajo y la práctica arraigada que considera que algunos fondos que aparecen en el Balance General (efectivo en caja, inversiones temporales y similares) deben incluirse en el flujo de caja libre (FCL) y en el flujo de caja del accionista (FCA). En la misma línea de pensamiento, la idea es que los flujos de caja deben ser consistentes con los estados financieros. Con un ejemplo hipotético mostramos los hechos financieros implícitos que se reflejan en los estados financieros cuando se adopta una práctica como la mencionada, de incluir como parte de los flujos de caja partidas que aparecen en el Balance General.    

This work analyzes the definition of cash flows for valuation (free cash flow and cash flow to equity). We examine the empirical evidence in the recent literature and we present a comparative analysis between the current practice of including as cash flows amounts that belong to the Balance Sheet and the proposed approach to include only as cash flows those elements that in fact are cash flows and hence are not listed in the Balance Sheet. Differences are significant.     

We analyze the evidence reported in the literature that liquid assets items in the balance sheet (potential dividends) do not contribute to value creation and hence should not be included in the cash flows. This fact reinforces previous arguments on the inconvenience of adding the change in liquid assets as part of the cash flows for firm valuation. Tham and Vélez-Pareja (2004), Vélez-Pareja (1994, 1997, 1998, 1999, 2004a, 2004b y 2006)have asserted that liquid assets items found in the Balance Sheet (BS) should not be considered as cash flows for firm valuation. On the other hand, some respected authors (Copeland, et al, 1995, 2000, Benninga et al. 1997, and Damodaran, 2004, Jensen, 1986, Brealey et al, 2003, Copeland and Weston, 1988, among many others) support the idea that the CFE has to include potential dividends.  This definition openly contradict the essential and basic concepts of cash flow and time value of money. Pinkowitz, Williamson and Stulz, (2007) and Pinkowitz and Williamson (2002) present findings related to firms in developed and emerging countries where there is some minor relationship of cash holdings with the MV/BV ratio.     

In this work we specify very clearly what has to be included in those cash flows and the reasons why they should be included.    

The main issue is related to the inclusion or exclusion of some items in the working capital and the current practice to consider that funds that appear in the Balance Sheet (cash and market securities and the like) belong to the free cash flow FCF and the cash flow to equity CFE. In the same line of reasoning, the idea is that cash flows have to be consistent with financial statements. With a hypothetical example we show the implicit financial facts reflected in the financial statements behind the practice of including as cash flow items that appear in the Balance Sheet. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
			
		
	
	
		Note: Download is in Spanish.

	
	

	
	
		
		
			
				
			
		
		Keywords: Cash flows, free cash flow, cash flow to equity, valuation, levered value, levered equity value, cash budget

	
	

	
    

    
	

	
	
		JEL Classification: M21, M40, M46, M41, G12, G31, J33

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Velez-Pareja,  Ignacio, Una vez más, la definición correcta de los flujos de caja de una firma: flujo de caja libre y flujo de caja del accionista. (Once More, the Correct Definition for the Cash Flows to Value a Firm: Free Cash Flow and Cash Flow to Equity) (October 28, 2007). Heuristica, N 14, Nov. 2007. pp 77-88,  Available at SSRN: https://ssrn.com/abstract=642781 or http://dx.doi.org/10.2139/ssrn.642781 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Ignacio Velez-Pareja (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Grupo Consultor CAV Capital Advisory & Valuation  ( email )

			

			
			
				
				
				
					Ave Miramar # 18-93 Apt 6A
Cartagena
Colombia
+573112333074 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://cashflow88.com/decisiones/decisiones.html
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research you’d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,396

			

		
		
		
			Abstract Views

			    7,026

		

		
		 
		
			Rank

			   25,856

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				       20 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Social Sciences Education eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Social Sciences Education eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           10,110

                                    

                                    
                                        PAPERS

                                           23,407

                                    

                                

                                
                            

                        

                    

                
	
                    Financial Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Financial Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,564

                                    

                                    
                                        PAPERS

                                           18,543

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Ross L. Watts at Massachusetts Institute of Technology (MIT) - Sloan School of Management

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Finance Educator: Courses, Cases & Teaching eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Finance Educator: Courses, Cases & Teaching eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,859

                                    

                                    
                                        PAPERS

                                            4,431

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Michael J. Schill at University of Virginia (UVA) - Darden School of Business, Stuart C. Gilson at Harvard Business School - Finance Unit

                                    

                                
                            

                        

                    

                
	
                    Corporate Finance: Valuation, Capital Budgeting & Investment Policy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Valuation, Capital Budgeting & Investment Policy eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,659

                                    

                                    
                                        PAPERS

                                           11,494

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        René M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Accounting Education eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Accounting Education eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,547

                                    

                                    
                                        PAPERS

                                            1,549

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Ross L. Watts at Massachusetts Institute of Technology (MIT) - Sloan School of Management

                                    

                                
                            

                        

                    

                
	
                    Managerial Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Managerial Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,160

                                    

                                    
                                        PAPERS

                                            4,366

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Ross L. Watts at Massachusetts Institute of Technology (MIT) - Sloan School of Management

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Construction of Free Cash Flows: A Pedagogical Note. Part I

                        
                            By
                                
                                
                                    
                                    Ignacio Velez-pareja
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Construction of Free Cash Flows: A Pedagogical Note. Part Ii

                        
                            By
                                
                                
                                    
                                    Ignacio Velez-pareja
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Value Creation and its Measurement: A Critical Look at EVA

                        
                            By
                                
                                
                                    
                                    Ignacio Velez-pareja
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Correct Definition for the Cash Flows to Value a Firm (Free Cash Flow and Cash Flow to Equity)

                            
                                By
                                    
                                    
                                        
                                        Ignacio Velez-pareja
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Correct Definition for the Cash Flows to Value a Firm (Free Cash Flow and Cash Flow to Equity) (Spanish Version)

                            
                                By
                                    
                                    
                                        
                                        Ignacio Velez-pareja
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Once More, the Correct Definition for the Cash Flows to Value a Firm (Free Cash Flow and Cash Flow to Equity)

                            
                                By
                                    
                                    
                                        
                                        Ignacio Velez-pareja
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Equivalence between Discounted Cash Flow (DCF) and Residual Income (Ri) (Su Tuong Duong Giua Dong Tien Chiet Khau Va Thu Nhap Rong)

                            
                                By
                                    
                                    
                                        
                                        Joseph Tham
                                         and 
                                    
                                        
                                        Tran Viet Thang
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Construction of Cash Flows Revisited

                            
                                By
                                    
                                    
                                        
                                        Ignacio Velez-pareja
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Economic Value Measurement: Investment Recovery and Value Added - Irva

                            
                                By
                                    
                                    
                                        
                                        Ignacio Velez-pareja
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.080 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
