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Abstract

This study aimed to identify the dimensions of financial analysis and its advantages and how tefitefrom
it; in predicting stock prices by testing groupffancial ratios and find a model quantitativelyndae relied
upon to predict the price per share of the indalssector in the Amman Stock Exchange in order dip h
investors make rational decisions when they th@stment process. To achieve this purpose has lestadt
three financial ratios for a sample of 30 compaitigted their shares in the financial market, whéa¢a has
been relying on published financial statementstfoannual information.

These ratios have been analyzed using the methetatidtical known as a multiple regression to find best
model for the industrial sector of the financial riked, which includes group of ratios (Many Variat)leof
Finance in which they can predict the price of ktimccompanies listed on the Amman Stock Exchangthis
classification. Has been reached model for the dtrigiuwhere it appeared that the industry was adfidiy
several variables affect the share price of thisosds the ratio of market value to book value #mel percentage
of the book value per ordinary share and the stuthgluded that it can rely on a set of financidiosafor each
of the sectors (classified by the Palestine SeesriExchange) to predict the price of the arrowdgtalso
recommended increased attention to the financiéstents and transparency in the preparation auibdure
of the data and prepared according to internatianabunting standards, and it can an investorarlfinancial
analysis of the financial statements when makingstment decisions.

Keywords: Capital Asset Pricing Model (CAP.M), General Accting Accepted Principle (GAAP), Earnings
per Share (EPS), Book Value of share, Market Vafughare, Stock Price.

1- Introduction:

The financial markets play a role in terms of eaoiwactivity and function, whether in developingegnerging
countries, being a working tool to collect saviragel employ them in the form of liquid investmentstle
financial and monetary market. Usually investoystéravoid risk in their investments, through dsiécation of
investment portfolios components they own, everieedsr them to also convert a portion of theseestments
to the capital funds, as stipulated in the Capitset Pricing ModelGAP.M) and at the same time ensuring the
greatest possible return, as investing in secarttie right of ownership as is the case for owrsitogk or debt
such as bonds rights (Zubi, 2004, p18).

And financial analysis defines as a "processindir@ncial data available on the institution in arde obtain
such information used in making decisions and mlwating the performance of business and industtiieé past
and the present as well as in the diagnosis opaolylem exists, financial or operational and aptaté what will
be the situation in the future"(Karajeh and oth26€)2, p1)

Thus, the financial analysis includes the Intemgieh of Financial Statements published and undedstand
that is being prepared according to the rules aittiples defined in accordance with the generabaating
accepted principlesJAAP), with the help of other data further in the ligiftcertain considerations and specific
purposes, in order to evaluate a particular detisip the study of investment opportunity where thay
through it evaluation of financial and investmeetfprmance of the facility and then stand on thehtrand
predictability priced its shares, whether a compnslive assessment of all or part of a facility sashthe
analysis of liquidity or profitability assessment.

2- The Study Problem:

It's clear from the above that to maintain rights tbe stakeholders, particularly investors, exitiand
prospective, that requires the provision of confitkein the financial information contained in tleports and
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financial statements, so it came this study wdedk at the role of the financial analysis of ficél information
published in the financial statements for predigttock prices, and here, the main question oty is:

- What is the role of financial analysis of publiskd financial information in the financial statemens in
predicting prices Stock?

3- The study Importance

The importance of this study is looking at the msscof financial analysis for companies that aaditrg their
stocks in the financial market and because theigcthe financial market in any country reflecketeconomic
activity in it, so we find that there are econoraind political factors affect the behavior of inwest and the
performance of the financial market, so it comeslgtto confirm the importance of financial analyaisd its
role in predicting stock prices, which achievesatage in the development of the practice of actogrand
audit work, and thus achieve the quality of infotima in the financial market to me which is refledton the
decisions of investors and stock market movement.

4- The study hypothesis’s
4.1.There is a significant relationship between th@raf earnings per and stock price in the Ammastkst
Exchange (ASE).

4.2 There is significant relationship between théraf market value to book value and stock pricéhim
Amman Stock Exchange (ASE).

4.3.There is significant relationship between theorafi market stock price to EPS and stock pricéan t
Amman Stock Exchange (ASE).

5- Literature review:

5.1. Study (Zu’bi, 2000, entitled: "The impact of nacroeconomic factors on the general index of theatk
prices in Amman financial Market during the period 1978-1998.

This study aimed to know the effect of macroecomowariables on the Amman Financial Market Indexs ha
been using the standard model has been apprebiatesing the method of least squares (OLS). Wharitains

a form on each of the growth in GNP, and the irsterate, exchange rate, and growth in the monepglguglow
down the market index for the previous period Jalga independent, and the index as the dependeablea
and the study examined the stability of the funtpoeinter Amman Financial Market.

The study concluded that the Amman financial maniesponds to economic variables college is moral
significance (T) combined, but when examining ea@hable separately, it was shown that the varablgove,
except for the market index for the previous perimdaning that the dependent variable affectedsblyahavior

in the prior period.

5.2. Nassar 2001 study entitled: "Is precede stoghrices accounting profits in reversing the approprate
information to determine the value of the Firms?"

The study aimed to test whether stock prices peeeedounting profits in reversing the appropriaferimation
to determine the value of the firm in the ASE, asoed to determine the number of fiscal perioégxeding the
prices accounting profits, in the reverse of thédiimation, and to measure the improvement couldrttered on
the relationship returns profits when measured @sgmously.

As a result of close transactions in response asgidnearnings, the value expected, amounting t651@t the
breadth of a window measuring the return, we haaehed the highest value for the coefficient respqrofits
estimated 7.15, so when you enter returns thredque financial periods in the model, and therefitie study
concluded that stock prices precede in(averagerggmnto reverse the appropriate information tedatne the
value of the facility with three financial yearsdastock prices for the previous fiscal periodthis importance
of the prices of the current period, and can be tsgredict future profit entity.

5.3. Haddad 2003 study entitled: "The relationshipbetween stock prices and future accounting profits:
study applied to industrial companies Jordanian pulic shareholding"

The study aimed to test the relationship betweerentiaccounting earnings and stock returns wighdirrent
accounting earnings and the future accounting tsrofi industrial company’s listed public sharehotgin the
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Amman Stock Exchange, and this relationship wasnixed using multiple regression method. Where thdys
sample consisted of 25 industrial companies 1989,reached - listed on the Amman Stock Exchangegiur
the period between 1985 study to the existence i#lationship between profits current accounting #me
accounting profits future, and thus the existentcamformation content of earnings current accoumtamd the
future profits.

5.4. Study Ershaid, 2004 entitled: "The determinarg of stock prices in the Amman Stock Exchange"

The study aimed to identify the determinants otkstprices in the Amman Stock Exchange within therail
framework, and has been a focus on the nature eofdlationship between the index of stock priceshas
dependent variable in this market and the variabégsise congenital College for the period (19978)9
through the adoption of a mathematical model ardthie gradient method. Findings have shown by céenpu
and existence of spirits relationship with statistisignificance between the number of stock priaesthe
dependent variable and the following independentites: the index of industrial production, inftat, money
supply. And there are no statistical significaneéneen the index and all of the discount rate awti@nge rate.

6- Methodology :

To achieve the objectives of the study were usadriggive analytical method which can be definec asethod
of analysis based on sufficient and precise infeionaabout the phenomenon or a specific topic, dumihg the
period or periods of time information in order tbtain practical results have been interpreted ilajective
manner and in line with the data of actual phenamep study the variables that contribute to prietfie stock
price, relying on the descriptive approach in thespntation of the theoretical aspect of the samti/then using
the analytical method in practical application aoedduct the necessary tests.

6.1. Data Collection Methods:

l. Primary Sources

- Publications of the Amman Stock Exchange (ASE).

- Reports issued by companies that have been selest@dample for the study.

- Financial Statement by companies that have beentedl as a sample of a study.
1. Secondary Sources

- Books and scientific references dealing with thigiect of study.

- Researches in specialized journals and scientifimjals.

- Master thesis relevant to the subject of study.

6.2. The study Population The study population consists of all industrialmpanies listed on the Amman
Stock Exchange (ASE) and consisting of 78 comparégsstered in the market and practiced their @t/
until the year 2008.

6.3. The study Sample:
A Random sample among the companies composingnthestrial sector has been chosen for conductirg thi
study after omitting all companies who don’t mdwt following criteria:

1. To be among the registered companies and tradedustrial sector

2. Trading in the company stocks wasn’t suspendedrdeapto a decision made by the board of directors
of the market during the period from 2/1/20023il/12/2008

3. Trading in the company stocks wasn't interrupted] &s type of ownership wasn't transformed or
merged during the period from 2/1/2002 till 31/1008

4. Availability of sufficient data such as income staent, balance sheet in order to calculate financia
indicators and ratios that were used in the study

5. Availability of all monthly closing prices for theompanies stocks during the whole period in whireh t
study was conducted.

According to the abovementioned criteria, a randample has been chosen for this study comprisB@) (
industrial companies listed in the Amman Stock Exade. They are all following the Gregorian calendar
and their financial year ends up in thé'®f December of each year.
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6.4. The study Variables

6.4.1. Dependent Variablefrom the explain above we can notes that the dégr@rnvariable is thetock price
for each firm that have been selected in the staadgple.

6.4.2. Independent Variable the researchers have been selected (3) Indepewndenbles for this sector
(Industrial Sector) to measure their contributiorptedict the price per share, which was calculatdde ratios

of those variables and data entry on the compuigrusing the SPSS statistical at the level of fizanice 0.05

was calculated coefficient of Pearson correlatietwieen the dependent variable and all of the inuigret

variables.

6.5. Calculate the study variables:

A- Dependent Variable:the closing price for each facility was obtainedbtlgh annual time series of 6
(from 2002-2008) years for each company throughuahtrading bulletins published on the website of
the Amman Stock Exchange.

B- Independent Variable: these variables was calculated depend on the fimast@atements for the
companies as follow:

1- Earnings Per Share:

_ EAN
EPS = WOG oo 1)
When,
EPS: Earnings per Share.
EAIT: Earnings after Interest & Tax.
NOS: Numbers of Ordinary Stocks.
2- Market Value to Book Value:
MY
YAB.V = P TIRIETITEITITPrrooes (2)
When,
M.V: Market Value for Share
B.V: Book Value for Share
3- The Market Stock Price to EPS:
S.P
M -S-P\EPSITP'.S ............. 3)
When,

S.P: The Market Stock Price
EPS: Earnings per Share.

After we calculate these variables, we use the SBSStatistical method to each percentage coniibut
variables in predicting the price per share as asl|
- Pearson correlation coefficient to study the refahip between two variables.

- A (T) test to study the significance of each vaeatf the independent variables individually
in multiple linear regression models.

- Multiple linear regression analysis in order tadfima model generating Aceh linear relationship
dependent variable (stock price) between the inoldgmt variables affecting financial ratios
and using STEPWISE method.

- A (F) test to study the relationship between theetelent variable and the independent
variables together in a multiple linear regressiwdel.

7- The study Model:
7.1. Virtual Model: the Researchers put the Dependent Variable &pewe@ent Variable in the chart below to
assume the relationship between them.
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Earnings
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Market
Stock Price
to EPS

7.2. The Mathematical Model: The researchers put the variables of study in d@nmatical model to ease the
analysis the relationship between dependent & iaddent variable using the regression.

M.S.P=g, + B;* EPS+ By* (M.V\B.V) + B *(M.S.P\EPS) +.......... 4)

When,
M.S.P: The Market Stock Price.
EPS: Earnings per Share.
M.V: The Market Value for Share.
B.V: The Book Value for Share.

8- Data Analysis’ & Test Hypothesis:

The researchers have been selected (3) independeiatles for industrial companies to measure their
contribution to predict the price per share, aswated value ratios of those variables, and u#fiegprogram
(SPSS statistical) at the level of significances0@nd calculated coefficient of Pearson corretalietween the
dependent variable and all of the independent vlsaand the results were as shown in table (1)

Table (1) Correlation coefficients between dependérand independent variables for Industrial sector n
the (ASE).

Earnings Per 0.187 3.49 0. 215
Share

Market Value to 0.909 82.59 **0.000
Book Value

The Market
Stock Price to -0.348 12.10 **0.000
EPS

** Correlation is Significance at level Sig: 0.05

A comparison between the variables that have haamtified for this sector and between the actusllte of the
correlation coefficients that show the true relasioip between the dependent variable and the imdepé
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variables to verify the validity of hypotheses the sector mentioned in the light of the resultsvah by the
above table shows the following:

8.1. The ' Hypothesis

There is a significant relationship between the rap of earnings per and stock price in the Amman Sitk
Exchange (ASE).

The results showed that the correlation coefficittveen the two variables was (0.187) and valige9.215)
which isgreater than the significance level 0.05, which meaoseptingthe nihilism hypothesis nihilism and
therefore there iso statistically significant relationship between tla¢io of earnings per share and stock price
in the market securities , and has appeared wéatioreship of the value of Coefficient of deterntina R that
the independent variable is able to explain whet (&.49%) of the changes in the dependent variainié the
changes that have not been explained by this \arta@s reached (96.51%), which means that therethsss
independent variables affect the dependent variable

8.2. The 2° Hypothesis

There is significant relationship between the ratioof market value to book value and stock price inhe
Amman Stock Exchange (ASE).

The results showed that the correlation coefficlegtiveen the two variables was (0.909) and valig £S*
0.00) which islessthan the significance level 0.05, which meanscatgja of the nihilism hypothesis and
therefore it is There direct correlation significéetween the ratio of market value to book valug stock price
the stock market.

The Coefficient of determination {Rto the independent variable is able to explaimatcounted for (82.59%)
of the changes in the dependent variable is coresida high percentage, and the changes that havieera
explained by this variable has reached (17.41%j)¢lwhmeans that there are variables other indepéeraftact
the dependent variable.

8.3. The 3' Hypothesis
There is significant relationship between the ratioof market stock price to EPS and stock price in ta
Amman Stock Exchange (ASE).

The results showed that the correlation coefficiegitveen the two variables was (-0.348) and vaBig € *
0.00) which is less than the significance level50.@hich means rejection of the nihilism hypothesisl
therefore it is There direct correlation significéetween the ratio of market stock price to EP& stock price
in the Amman Stock Exchange (ASE).

The Coefficient of determination {Rto the independent variable is able to explaimatcounted for (12.10%)
of the changes in the dependent variable is coresida high percentage, and the changes that havieera
explained by this variable has reached (%87.90)¢clwhmeans that there are variables other indepéeraftect
the dependent variable.

8.4. Multiple Linear Regression Equation:
To find an equation describes the relationship betwthe dependent and the independent variabldsave
been introduced independent variables previoustheddependent to the computer in the statisticagnam
(SPSS) which appear only independent variablesatfiatting significant in the dependent variabled dave
been used way (STEPWISE) and that in the Multigleear Regression Equation, the results show that mo
Variables impact on stock prices in the stock migideethe industrial sector are:

- The Ratio of market Stock Price to EPS

- The Ratio of market value to Book Value
The total multi-correlation coefficient between ttiependent variable and the combination of thesmhlas
(0.996) and the value of the coefficient of detevation shows that the average Together, these émdiemt
variables able to explain what (99.1%) of the risglchanges in the dependent variable which isidened a
high percentage.
The changes that have not been explained reaci{@d®86) explained researchers to other independsiables
as previously stated (that there are multiple factdfected the share price). Through the restltheanalysis
of variance of the regression line shows that thlees of the test (1050.055 = F) and value (Sig09@), which
indicates the presence of a significant relationdhétween the stock price and the independent blasa
together.
Based on that, the researchers determined thenaliplinear regression model to calculate the Stedke in
the Amman Stock Exchange in the industrial sectdolows: (table 2)
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Table (2): Multiple Linear Regression Equation
The Expected Stock Price = a, + B,* (M.V\B.V) + B,*(M.S.P\EPS) + &
The Expected Stock Price=-1.870 + (1.7)*B, + (1.2)*B,
Value of T-Test -17.50 25.12 17.76
Value of Sig* 0.000* 0.000* 0.000*

9- The Results of Study:
After the analysis and testing of hypotheses teearchers reached the following conclusions:
a. The process of financial analysis is No longer tédito the quantitative content of the amount

shown by the figures published financial statememi$ exceeds the attention of the financial
analyst in the research behind these numbers cdrg@s.

b. To perform financial analysis process aspired retgiired the presence of multiple standards
to measure performance and to compare the rebalisite reached.

c. When analyzing the financial statements of any dithat can use a large number of financial
ratios which can be divided into groups and eadugrmeasure and examine a particular
phenomenon, depending on the purpose of the fiahanalysis process.

d. There are several parties can benefit from the ggo®f analysis when making financial
decisions from both inside or outside the firm wagyin terms of their respective interest the
results of the analysis.

e. Although the Amman Stock Exchange listed firmsraguired to have financial statements are
prepared in accordance with International Standardsalculators, but it is clear companies
does not do.

f. The above analysis is clear to the researchergtibes is direct ratios affect in predicting the
price stock share, so the recommended to the regarchers that take new ratios identify the
effects that are directly related to stock prices.
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