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4. Conclusions

The objective of the present paper was to thoroughly examine the persistence, pricing and economic significance of the
cash component of earnings. In so doing, we focused on a free cash flow measure that excludes all accruals associated with

investing or operating activities. This analysis was performed on U.K. listed companies from 1981 to 2013, and the decom-
position of the cash component of earnings consisted of three distinct categories of cash flows: a) changes in the cash balance
and short-term investments; b) cash distributed to debtholders; and c) cash distributed to equity holders.

The results from the persistence tests indicate that there are systematic differences in the persistence among the cash 
subcomponents of earnings and that the cash component of earnings cannot be treated as a homogeneous unit. First, 
although all three cash subcomponents represent an economically significant variation of the free cash flows, the cash flows 
attributable to equity holders have the highest persistence, which is in line with previous findings for the U.S. market 
(Dechow et al., 2008) because the extent to which managers in the U.S. and U.K. influence some actions of their firms, such as 
payout policy, is quite similar (Crossland & Hambrick, 2011). Second, in contrast to previous research from the U.S., we find 
that cash retained by the firm exhibits a different level of persistence than accruals. 
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