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Implications of the cash component of earnings for

earnings persistence and stock returns
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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 UK. 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.

log S azut) ¥

slme S5 ggy b g ol plosl 5o 5 ladalyy (a8 Gddlee GolaBl Cunal g @B Cwd qgyluly male Ly ol gallie Gas
89 Julod g a3a ol A5 e B 1) llas b @15 ala e slocyled 4y Loy e Supws p¥BI (Sdas oF 33,5 35,8 o 8 Ol e
8 glagl e slete GOwd dw Jold Lodalyd Suis Gailpn Sap3e0 5 ad plea) ¥oI¥ B VAN ) B0l Boud Coeppd Slec S
bad mael A g2 (V9 o A sl oad ma3el gaB Jgg (¥ e obsT slagyliaile w5 Gais il 53 Olpuds () iagy

plyee B3l 8l

a2y Lesalyd a8 sladilsasy Ol 5o gylaly 33 Slatew gleciglis o3 wase Jla gyl Elecus 3l saal Cuws 4 mls
B 1y Sy S Gailgey) dee Sann ag S1 Vgl 5SS g pSan asly S Olgie dy Qg ) Lasalys i sailye g iyl

b Bl o5 ciztaws @ yluls 5390 @lls plye GBS 4 bgy o gais gladl o clias e a8l 33T 848 Loglyye 53 1) pye gola)

glie o Lo Sd st 0l i A5 gy oS puSion CtS Lo 50 pal 31 LB gty ¥y dags 2rul arltia WalS wmibly

e LS Gages MBIl dunlia a1y g5l 3
| ao
Cod b JolS ouds daz s dllie degd Sl ddlus daz )3 )l lawd g5 Lo o
ol SUS Lol clie Sl dieas b olyan (Uiolys JolB) 39

dwle SIS sl couds des,3 OVl (p Suds Gesiws Gy

4000 *

aiz e Ol i oKy 5



http://iranarze.ir/%D8%AC%D8%B3%D8%AA%D8%AC%D9%88/
http://iranarze.ir/implications+cash+component+earnings+persistence+stock+returns



