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Abstract

One of the most important goals of accounting is to provide useful information to anticipate economic events. In this regard, anticipation of stock market price has a specific importance. Therefore, finding variables to anticipate stock market price is one of the major issues set froth in the accounting research texts. In this study, the capability to anticipate book value per share, net profit, operating cash flow and investment was investigated as accounting information representative in relation to market price of companies' shares. Besides investigating the relation of each variable with the stock market price, the capability to combine those variables was investigated as well and the best model that could anticipate stock market price was selected.
Statistical society of this study consists of companies accepted on the stock exchange and the case under investigation includes 79 companies dealing with different industries from 2002 to 2007.
The results obtained showed that the four variables under study were correlated with the stock market price, but book value and accounting profit had a higher relevance.

As for the combined models, the model that includes book value of stock and accounting profit may best anticipate stock market price.

Keywords: Book Value per Share, Accounting Profit, Operating Cash Flow, Investment Cash Flow, Market Price
1. Introduction

Stock price fluctuation is an ordinary and routine problem in all stock exchanges. Stock price is influenced by different factors including intra and extra organizational factors and is fluctuated and changed by each of them in a different manner. Anticipation of price requires discovering behavioral patterns of stock price.
On the other hand, searching to find a superior index for company evaluation is one of the major characteristics of financial researches in the present age. Therefore, it is necessary to find an index by relying on which the value of a company may be assessed with a relatively reasonable confidence.

Efforts made by drafters of accounting standards aim at financial reporting and accounting system to supply the information needs of capital market. Therefore, evaluation of accounting information usefulness for stock assessment or accounting information relevance with company value has been highly addressed in the recent studies and has been set forth as a major pattern in financial accounting studies. 
In the recent studies, the roles of book value per share, operating cash flow, investment cash flow and accounting profit in stock assessment as well as the relevance of these variables with market price of company shares were highly addressed out of which Ohlson's Retained Profit Model may be pointed out. Experimental studies concerning the role and importance of book value per share, operating cash flow, investment cash flow and accounting standards in determining the market price of company shares began by providing models such as retained profit model. Through the experimental studies made in the US markets, the American researchers found that book value per share had a higher importance in explaining stock price as compared to profit.
Two reasons have been provided concerning the importance of book value per share which has been addressed in the recent decades and has been considered as a variable in some models such as Ohlson's Retained Profit Model. The first reason states that profit is constituted of several temporary figures such as unexpected items and therefore book value per share may be a better representative for estimating the future profits. The second reason explains that book value per share highly indicates company liquidation value.
The studies made so far indicate an increase in the roles of book value per share, operating cash flow, investment cash flow and accounting profit in stock assessment as well as the relevance of these variables to the market price of companies' shares.

2. Theoretical Fundamentals

Since the goal of accounting is to meet the information needs of investors to determine and measure their assets, it should report the information which is relevant to company value. According to the studies made in this regard, information such as profit, cash flows, dividend, etc. is relevant with company value and is provided by financial statements.
Usefulness and efficiency of accounting information and variables are investigated considering relevance characteristic. To make this characteristic operational, different concepts and models have been provided and extended studies have been made. A new concept set forth in this regard emphasizes on the relevance of accounting standards with company value. It investigates accounting information against company value using anticipation and explaining capabilities to specify their efficiency. The studies concerning the investigation of the relations between accounting variables and company value began by the study made by Ball and Brown (1968) and entered into a new stage by providing Ohlson's model (1965) and are now under progress and development. In this regard, some of them only emphasized on the information of profit and loss statement, some on balance sheet information, some on cash flow statement information and some on all the three financial statements. Current value of business firm and the price of each of its shares depend on the cash dividend distribution flow expected by stockholders. Thus, the future profits expected by most investors are a factor for predicting future cash dividend. Therefore, expected profit has a determinant role in pricing the shares of a business firm. Considering the objections made on profit and that it may not alone influence on the company value, additional information is needed for investigating the company value. The question arising in this connection is the role of cash flow (with an emphasis on operating cash flow) in relation to the company value. According to the studies made in this regard, cash and undertaken elements of profit provide different results in connection to the market value and unusual profits. Cash components of profit mitigate market value anticipation error.
On this basis, by the raise of cash flow statement and providing supplement information on profit and loss statement, most assessment models have tended to such financial statement and have used that as a relevant variable. Based on documentary accounting theory, share price depends on cash flow (and not on the reported profit).
Cash flow statements explain the reasons of change in cash fund and provide a summary of investment and financing activities of a firm in a certain period. They also provide useful information on the assessment of subjects such as financing policies of firms, dividend distribution policies, etc.
Profit is the basis of investors' decisions; yet, it is considered as an insufficient standard due to the following reasons:
a) Incomplete conformity of earnings and costs. Its measurement is considerably partial;

b) Management authorities to select accounting standards may be manipulated;

c) The effect of factors such as liquidity, opportunities and goals of a company on decision making procedure.

Instead, cash flow is introduced as an index for anticipating dividend and company value. Balance sheet indicates the financial structure of a business firm in a period and shows profit and loss and financial performance for a period. Therefore, another financial statement is needed to provide cash fund management.
Since change of profit into cash fund is stated as the requirement for receipt of funds by creditors and stockholders, the International Accounting Standards Board believes that due to the relation between accounting goals and profit and cash flows, a report of cash flow should be provided in a complete series of financial statements for the market assessment of the success of a business unit in obtaining desirable cash flows and its effect on securities market.

Based on the above subjects, cash flow statement should contain the following information:

1. Cash flows related to current and main operations of a business unit;

2. Repetitious and/or accidental cash flows irrelevant to current activities that arise from unpredictable events or management tendency to keep the desirable atmosphere of company in the future;

3. Necessary cash flows for increasing operating assets and the cash funds and cash flows acquired from their sales that are not necessary for the future operations;

4. Cash funds received or paid due to the holders of securities or stockholders;

5. Payments of dividend and profit to investors by taking priorities like preferred stock into account.
The most important part to be provided in this statement is the cash flows acquired from operating activities since the life of a business firm depends on positive cash flows acquired from long term operating activities. In a negative cash flow, the business unit will not be able to supply its necessary cash fund from other resources. In fact, the ability of a business unit to acquire cash funds from financing activities mainly depends on its ability to acquire cash funds through operating activities. Therefore, investors are not interested to invest in those firms that are able to acquire sufficient cash fund from operations. Considering the above subjects, cash flows are considered as an information resource required by the users. But as profit has some shortcomings, cash flows may not be used alone and the entire financial statements should also be used for decision making.
3. Research History

In a study made by Berger et al. (1996) in US markets, he came to the conclusion that book value was more important in explaining the changes of stock price as compared to profit. Based on a test from Ohlson's model, Collinse and Maydew (1997) found that the combination of book value and earnings in 1953 to 1993 had not decreased, but it had slightly increased. They also found that the relevance of earnings had decreased and the relevance of book value had increased. Ballas and Hevas (2005) made their study by using the data of four countries including France, Germany, the Netherlands and UK and by using profit variables, undertaking items and book value in relation to the power of explaining stock market price for the investigated countries. Using the results of their study they found that profit and book value variables were applicable in the assessment of companies. El Shamy and Al-Qenae (2005) made a study on Kuwait market for a 20-year period ending on 2004. They reported 4 items as the findings of their study as follows: (1) Book value and earnings had considerable explaining power both individually and jointly, (2) The relevance characteristic of book value and earnings increased in the investigation period, (3) Relevance characteristic of earnings increased and relevance characteristic of book value decreased in the investigation period, (4) From 1990 in which the international standards were accepted in Kuwait, relevance of combining book value and earnings increased, relevance of profit increased and book value decreased. Burgstahler and Dichev (1997) found that book value had found a higher importance in explaining the stock price as compared to profit. Christian Tan (2004) shows that in non-critical companies, profit has higher information content in determining market value as compared to profit, and in bankrupt companies or in companies with poor performance, book value is more relevant to stock market value as compared to profit. A study was made by Dichev (1997) with the goal of investigating the relevance of accounting variables to the company value. Using his own model in that study, he investigated 4 variables including net profit, operating cash flows, profit before interest and tax deduction and a combination of profit and book value. The result showed that operating cash flows and net profit were more relevant in anticipating market value as compared to other variables. A study was made by Dichev (1997), in which they tested the role of book value as Ohlson's first model. They came to the conclusion that the stock assessment models based on profit and book value had a slightly better performance as compared to those assessment models merely based on the profit.
Research Hypotheses

First Hypothesis: There is a significant relation between accounting profit and stock market price.
Second Hypothesis: There is a significant relation between book value per share and stock market price.
Third Hypothesis: There is a significant relation between the cash flow resulted from operating activities and stock market price.
Fourth Hypothesis: There is a significant relation between the cash flow resulted from investment activities and stock market price.
Fifth Hypothesis: Book value per share and accounting profit were more powerful in explaining stock market price as compared to cash flow resulted by operating and investment activities.
4. Research Method

This research is a descriptive research investigating the relevance of accounting information and variables such as accounting profit, book value per share, etc. In this research, the relation between independent and dependent variables was investigated using statistical methods such as simple and multiple linear regressions and correlation test. On the other hand, this research is of post-event type (use of previous data).
Research hypotheses test is conducted by using SPSS software. First, the intensity of the relation between dependent or independent variable and the type of relation are determined using Pierson Correlation Coefficient. After analyzing the correlation between the variables, the statistical hypotheses are investigated in the simple regression model with 5% error level.

Stock market price is the dependent variable of the research. Independent variables include accounting profit, book value per share, operating cash flow and cash flow of company investment. These variables and their related information were collected from different resources for a period of 5 years (2002 to 2007). Fifteen regression models were used to test the hypotheses and to select the best model to anticipate market price of companies' shares. Four models were for investigating the first four hypotheses and the remaining eleven methods were for investigating the fifth hypothesis.
4.1. Investigation of Balances & Validity of Research Hypotheses

Investigation of balances is an important part of regression analysis since it assists in discovering any inconsistency between the data and the suited model. Therefore, independence of balances, normality of errors and variance congeniality should be investigated in order to investigate fundamental assumptions of the regression. To investigate each of the aforesaid subjects, the following tests were made respectively:
Watson's Camera Statistic was used to investigate the independence of balances. If Watson's camera statistic is close to 2, we can accept the independence of balances. There are two ways to investigate the normality of errors. We can both use P-P-Plot diagram (histogram) and Kolmogorov-Smirnov test. If the observations in the P-P-Plot diagram are distributed around a straight line, the establishment of normality of errors may be accepted. Furthermore, if the Kolmogorov-Smirnov statistic is greater than 0.05, the establishment of normality of errors may be accepted as well. We use dispersion diagram of the standardized balances to investigate variance congeniality. The existence of symmetry around the zero line and lack of any trend in the aforesaid diagram indicate congenial variance.
4.2. Models Used for Testing the Hypotheses
Considering research variables and hypotheses, the following 15 regression models were used for statistical tests:
Model No. 1) 



Pit = α0 + β1Eit + εit
Model No. 2) 



Pit = α0 +  β1BVit + εit
Model No. 3) 



Pit = α0 + β1 OCFit + εit
Model No. 2) 



Pit = α0 + β1 ICFit + εit
Model No. 5 



Pit = α0 + β1 BVit + β2 Eit + εit
Model No. 6)



Pit = α0 + β1 BVit + β2 OCFit + εit
Model No. 7) 



Pit = α0 + β1 BVit + β2 ICFit + εit
Model No. 8) 



Pit = α0 + β1 Eit + β2 OCFit+ εit
Model No. 9) 



Pit = α0 + β1 Eit + β2 ICFit + εit
Model No. 10) 


Pit = α0 + β1 OCFit + β2 ICFit + εit
Model No. 11) 


Pit = α0 + β1 BVit + β2 OCFit + β3 ICFit + εit
Model No. 12) 


Pit = α0 + β1 Eit +β2 OCFit + β3 ICFit + εit
Model No. 13) 


Pit = α0 + β1 BVit + β2 Eit + β3 ICFit + εit
Model No. 14) 


Pit = α0 + β1 BVit + β2 Eit + β3 OCFit + εit
Model No. 15) 


Pit = α0 + β1 BVit + β2 Eit + β3 OCFit + β4 ICFit + εit
Where, 

BVit is Stock Book Value;

OCFit is Operating Cash Flow;

ICFit is Investment Cash Flow;
Pit is Stock Price;

a is a Constant Figure;

Eit is Accounting Profit;

εit is other information relevant to the value of stock i at the end of the year t; and,

β is independent variable coefficient in regression models.

The first four models were used for statistical tests of the first four hypotheses and the remaining eleven models were used for statistical tests of the fifth hypothesis.

4.3. Selecting Sample Companies
Statistical society was specified based on the following criteria:

Necessary conditions for selecting the companies include the followings:

1) The companies that were members to stock exchange in 2002 to 2007;
2) The companies were selected whose fiscal year ended on March 19;

3) The companies that are members to financial intermediary industries, holdings (master companies) and banks are companies whose performances depend on the activities of other companies or are specifically different from other companies. Therefore, the said companies were omitted from the research sample.

4) The companies whose shares have been transacted in the first and last months of all the years of the research.

4.4. Research Findings

The information obtained from SPSS software for models Nos. 1 through 4, are provided in Table No. 1.
Table 1.The results of statistical analysis concerning the first four hypotheses

	Hypothesis
	R2
	P-Value
	K-S
	DW
	Coefficient
	Constant

	1
	0.61
	0.002
	0.074
	1.498
	1.821
	35791

	2
	0.286
	0.000
	0.061
	1.584
	3.784
	-140.63

	3
	0.183
	0.000
	0.054
	1.637
	1.912E-2
	35148.1

	4
	0.078
	0.024
	0.064
	1.568
	1.744E-2
	38374.3


As seen in the statistic, the P-Value obtained for the all the four hypotheses indicate a significant relation between the variables and stock exchange price. Therefore, all the first four hypotheses are confirmed considering the made analyses.
As for the fifth test, we should test the remaining eleven models and should then select the best model from among them to specify if the fifth hypothesis is accepted or rejected. After analyzing the above eleven models, the models were investigated in the next stage and those whose P-Values were greater than 0.05 were omitted. As the result of that, models Nos. 8, 9, 10, 11, 12, 13, 14, and 15 were omitted.
Finally, only three models remained (models Nos. 5, 6, and 7). To select the best model from among the three remaining models we investigated and compared the determination coefficient of the models and finally we selected the model with the highest determination coefficient. Therefore, model No. 5 was selected with a determination coefficient of 0.432. 

Determination coefficients of the remaining three models are compared in Table No. 2.

Table 2.Comparison of determination coefficients of the models

	Model
	No. 5
	No. 6
	No. 7

	Coefficient
	0.432
	0.397
	0.343


Therefore, model No. 5 may be introduced as the best model (considering research variables) for anticipating stock market price. Considering the performed analyses, book value per share and accounting profit are the most powerful variables to explain and anticipate stock market price.
5. Conclusion

The results obtained from this research are similar to the results of the researches made in other countries. Some of these researches include the studies made by Berger et al. (1996), Collinse and Maydew (1997), Ging and Long Lee (1998), Dichev et al. (1998), Ballas and Hevas (2005), El Shamy and Al-Qenae (2005), etc. Moreover, Christian tan (2004) concluded that in liquidated companies or in the companies with a poor performance, book value was more relevant as compared to profit.
The results of this research are also similar to the results of the following domestic researches: Saghafi and Talaneh (2006) who found that profit variable in profit conditions and book value variable in loss conditions could better indicate a company's situation, Roudneshin(2006), Dastgeer and Khodadadi (2007) and Saeedi and Ghaderi (2007).

Generally, the findings of this research are as follows:

Book value has the highest power to explain the market price of company shares.
2. Based on the results of analyses, it can be concluded that the entry of operating cash flow and investment cash flow variables may not have any significant effect on the explaining power of the model.

3. From among the fundamental financial statements, balance sheet and profit and loss statement as well as their last figures, i.e., book value per share and profit, have the highest power to anticipate the changes of market price of company shares and provide more relevant information for anticipating market price of companies' shares.

4. Considering the results of the research, it can be concluded that book value per share and profit may affect the determination of stock price, but since the best model in a combined condition may anticipate about 43% of the changes in the stock market price, it can be understood that other subjects may also influence on the stock market price besides the variables investigated in this research.
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