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Abstract

This thesis arises to inspect the usefulness of interim financial reports of the listed
corporations on the Palestine Exchange (PEX). It examines the impact of interim earnings per
share, operating cash flows per share and income components per share on the stock returns.
Moreover, it examines the impact of firm’s size and industry type on the relationship between
interim accounting variables (earnings per share, operating cash flow per share, and accruals per
share) and stock returns. Hence, this study uses interim financial reports of the industrial and
service listed corporations from 2018-2022. Descriptive statistics, correlation analysis, simple
linear regression and multiple linear regressions are utilized as statistical tests to test the
hypotheses. The findings of this study state that there is an insignificant impact of the interim
earnings per share, operating cash flow per share and income components per share on the stock
returns. There is no influence of (firm size and industry type) on the usefulness of the interim
earnings per share, operating cash flow per share and income components per share. Also, there
is a positive significant impact of accruals on stock returns. Finally, this study recommends that
stakeholders consider the interim financial statements as a tool for their decisions. For this point,
it is advised the listed companies enhance the quality of interim reporting. Also, the Palestine
Exchange should provide a financial analysis of these interim reports to maximize its role in

pricing stocks.

Keywords: Interim financial reports, earnings per share, operating cash flows per share, accruals

per share, stock return.
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Chapter One
Introduction

1.1 Introduction

A main objective of financial reports is to provide relevant information to those with an
interest in the reporting company (Magena et al., 2008). Companies report financial statements
demonstrating performance and position at a specific time for various all users. The internal
users are those who direct and control the company's operations and decide on its direction and

the external users are the financiers' society (Grigoras-Ichim & Morosan-Danila, 2016).

Interim Financial disclosure means a financial report that contains a complete set of financial
statements (IAS 1), or a set of condensed financial statements for an interim period that is shorter
than one fiscal year (IAS 34). The exercise of interim disclosure started in the 1830s when
railroad corporations in the United Kingdom were mandated to report semi-annual data. Now,
most countries around the world demand publicly listed companies to publish interim reports

(Kajtter et al., 2021).

In 1998, the International Accounting Standards Board (IASB) issued (IAS 34) on interim
financial reporting, which went into effect on July 1, 1999. The stated goal was *‘to prescribe the
minimum content of an interim report and to prescribe the principles for recognition and

measurement in financial statements presented for an interim period’” (IAS 34).

Interim reports offer timely data that assist the users to draw a decision. Users want to see
what is happening in those corporations, and interim disclosure provide them with the freshest

data rather than relying solely on historical data. Interim reports are essential to provide



important information for creditors and other stakeholders who need to assess the company's

ability to generate adequate cash flows and maintain liquidity (Joshi & Bremser, 2003).

Interim disclosures contain periods that are below a year. They meet financial statements
covering a three-month period (referred to as quarterly financial statements) and financial
statements covering a six-month period (referred to as semi-annual financial statements)
(Grigoras-Ichim & Morosan-Danila, 2016). Based on the above-mentioned debate, the thesis
arises to inspect the usefulness of interim reports by using the published data of the listed

corporations on the PEX.

1.2 Research problem

Palestine has adopted International Accounting Standards since 2005. This means that
corporations listed on the PEX must apply these standards. One of the important standards 1s IAS
34 “interim financial reporting”. Market-based accounting researches have shown that the
interim report published will influence on stock returns, (Kajitera et al., 2021; Qabajeh et al.,
2012). No evidence was conducted from the Palestinian companies about the impact of interim

financial data. For this reason, this thesis provides evidence from Palestine.
The research problem is formulated through the following main question:

What is the role of interim financial reports in interpreting share returns from the reality of

Palestinian industrial and service firms listed on the PEX?
Sub-questions are:

1. What is the impact of interim Earnings Per Share (EPS) on the stock returns?
2. What is the impact of interim Operating Cash Flows Per Share (OCFPS) on the stock

returns?



What is the impact of interim Income Components Per Share (OCFPS and Accruals per
Share) on the stock returns?

What is the impact of firm's size on the relationship between interim accounting variables
(EPS, OCFPS, Income Components Per Share) and stock returns?

What is the impact of industry type on the relationship between interim accounting

variables (EPS, OCFPS, Income Components Per Share) and stock returns?

1.3 Research objectives

The thesis comes to examine the role of interim financial reports in interpreting share

returns from the reality of Palestinian industrial and service firms listed on the PEX. Therefore,

the purpose of this thesis is to achieve the following sub-objectives:

1.

Testing the influence of interim Earnings Per Share (EPS) on the stock returns of the
Palestinian listed companies.

Identify the impact of interim Operating Cash Flows Per Share (OCFPS) on the stock
returns of the Palestinian listed companies.

Identify the impact of interim Income Components Per Share on the stock returns of the
Palestinian listed companies.

Identify the impact of firm's size on the relationship between interim accounting variables
(EPS, OCFPS, Income Components Per Share) and stock returns of the Palestinian listed
companies.

Identify the impact of industry type on the relationship between interim accounting
variables (EPS, OCFPS, Income Components Per Share) and stock returns of the

Palestinian listed companies.



1.4 Research hypotheses

The study seeks to examine the following main hypothesis:

There is a significant role of interim financial reports in interpreting share returns from the

reality of Palestinian industrial and service firms listed on the PEX.
Therefore, this thesis will prove or reject the following sub-hypotheses:

H1: There is a significant impact of interim Earnings Per Share (EPS) on the stock returns of the

listed companies on the Palestine Exchange.

H2: There is a significant impact of interim Operating Cash Flows Per Share (OCFPS) on the

stock returns of industrial and service listed companies on the Palestine Exchange.

H3: There is a significant impact of interim income components per share on the stock returns of

the listed companies on the Palestine Exchange.

H4: There is a significant impact of interim financial reports due to the variables (EPS, OCFPS,
Income Components Per Share) Through firm's size on the stock returns of industrial and service

listed companies on the Palestine Exchange.

HS5: There is a significant impact of interim financial reports due to the variables (EPS, OCFPS,
Income Components Per Share) Through industry type on the stock returns of industrial and

service listed companies on the Palestine Exchange.

Research importance

The interim disclosure communicates a set on data that assists users to make operational,

funding, or investment decisions in a timely manner. Users can. predict a firm’s performance



using interim data. Interim reports play a vital role as a source of frequent information for
investors (Majumder et al., 2012). Ismail and Chandler (2005) show that interim data assists
users in drawing rational decisions. According to Saini and Sharma (2019), the reliable and
timely interim financial reporting enhances the ability of different stakeholders to understand

corporate earnings, cash flows, liquidity and financial condition.

Based on the abovementioned discussion, this study is a rare one, because it considered the IAS
34 (Interim Financial Reporting). A significant contribution implemented about Palestine. For

instance, it examined the usefulness of interim data.



1.5 Research model

Independent Variables Dependent Variable

' Interim Financial Reports

H1
Earnings per share
Operating Cash H2
Flow Per Share >
Stock Returns
Income components: 7 H3
1. Operating Cash >
Flow Per Share
2. Accruals Per Share
/N /N
| H4 (M.V) He | |
B Firm Size [
| H5 (MLV) HS
i i e S b ‘ 3 Industry Type TS~ —~SO =~ |

Figure 1: conceptual model

Source: Prepared by the researcher



1.6 Operational definitions

This thesis contains many concepts, which are defined as follows:

Usefulness: is related to the extent to which it agrees to specific needs at any given time and how
it contributes to the resolution of a specific problem. The usefulness of information is determined

by its quality (Tsoncheva, 2014).

Interim Financial Reports: The International Accounting Standard No.34 defined an interim
financial report as a financial report that includes either a complete set or a summary of financial
data for an interim period. It defined an interim period as a period of preparing financial reports

that is less than a full fiscal year (AL-Shatnawi, 2017).

Palestine Exchange (PEX): is a public shareholding firm founded in 1995 to promote
investment in Palestine. It has forty-nine listed corporations in five major economic sectors:

banking and finance, insurance, investments, industry, and services (Alsenawi and Banat, 2014).

Earnings Per Share (EPS): Earnings per share denotes the amount of money earned by each

share of common stock (Kieso et al., 2019).

Operating Cash Flows Per Share (OCFPS): Computed as net income added to depreciation
added to net working capital divided by the weighted average of common stocks outstanding

used to obtain earning per share (Consler et al., 2011).
Income Components: The components of income are operating cash flows and accruals.

Firm’s Size: Classification of companies according to their size (Yuliarti & Yanto, 2017). The

natural logarithm of a company's total assets is used to calculate its size (Belz et al., 2019).

Industry Type: In this thesis, the firm’s means service or industrial company.



Stock Price/ Returns: The calculation of annual share returns is the change in share prices in
current year plus dividends in the same year divided by closing share prices in the previous year

(Har and Ghafar, 2015).



Chapter Two

Theoretical Framework and Literature Review

Chapter two comes to present the theoretical background that is related to this thesis as well

as the discussion of the previous literature that supports the methodology of this thesis.

2.1 Theoretical Framework

This part of thesis comes to show many theoretical topics that explain the concepts that were

mentioned in thesis.

2.1.1 Interim Financial Reports

Preparing interim financial reports takes one to a few months (either quarterly, semi-
annual base or per month basis) (Albawwat et al., 2020). The purpose of these reports is to
provide users with the financial information they need to make operational, financing, or
investment choices in a timely manner (Basah, 2015). Stakeholders can forecast the firm’s future
performance using information from the interim financial statements (Mathuva, 2015).
Furthermore, interim financial statements can provide users with useful information about
business development directions and the seasonality of certain activities in addition to the
information that may be highlighted in the financial statements for the fiscal year (Grigoras-
Ichim & Morosan-Danila, 2016). Interim ﬁnanéial statements, unlike yearly financial statements,
do not need to be audited. Most countries, however, require that interim reports be reviewed. In
spite of being unaudited, it serves an important role in the economy's financial system by
meeting the critical informational needs of interested users by delivering timely information

(Alsharairi et al., 2015). According to the relevant literature on interim financial information,
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such information is continuously valuable for present and future capital providers in making
capital allocation decisions (Albawwat & Khairi, 2015). Furthermore, interim reports play a
significant function as a source of frequent informative feeds about business activities, providing
shareholders with signaling information regarding the risks and uncertainties connected with

cash flow reporting (AL-Shatnawi, 2017).
2.1.2 The Usefulness of Accounting Numbers

Users of financial statements need accounting numbers for contracting and valuation
purposes. Accounting information's valuation role is to resolve uncertainty regarding
organizations' future cash flows (Cascino, et al., 2021). Accounting standard setters split
accounting information's usefulness into two fundamental qualitative characteristics: relevance
and faithful representation (FASB 2010; IASB 2018). Relevance is defined as information's
ability to affect decision-making. If information is complete, neutral, and error-free, it is said to
be faithfully represented (Flostoiu, 2019). Van Helden (2016) assumed that the usefulness of
published data is determined by users’ wants. All stakeholders (e.g. investors, managers,
suppliers, regulatory authorities and labor unions) evaluate financial statements in order to make
rational decisions based on their areas of interest (Ergun, 2012). For potential investors, and
stock investment decisions must always be preceded by a review of accounting numbers that can
influence a stock's price (Chasanah & Sucipto, 2019). The financial statements numbers are an
essential instrument for decision-makers to assess the company's past and future performance,
including liquidity, profitability solvency and operational efficiency (Ergun, 2012). Accounting
numbers and stock returns received a lot of attention from academics and practitioners as a way
to measure and mitigate risk in both emerging and developed financial markets (Rahman & Liu

(2021).
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2.1.3 Stock Returns

Stock returns [R] indicator is used to evaluate a firms's stock performance. Today, each
firm tries to maximize its share returns (Natarajan et al., 2020). Many authors showed that stock
returns will be influenced by the published information. This information comes in different
forms such as annual data or interim or other information (Ross et al., 2010). Stock returns may
be defined as the amount of profit generated and projected by investors from an investment
during a specific time period and in the future (Endri et al., 2019). The more the demand for a
given firm's stocks, the higher the price and thus the better the returns, and vice versa (Kasmiati
& Santosa 2019). The share price determines the firm’s value for its shareholders. Stock returns
fluctuate depending on the financial performance of the firms. Only through the release of
financial statements can stakeholders learn about a company's financial performance (Too,
2017). Previous studies examined the EPS ratio as a predictor of stock returns and discovered a
significant association among them. The rule of thumb is that the higher the EPS, the greater the
investor returns (Endri et al., 2019; Shkeel, 2018). Earnings are constantly of interest to
stakeholders and are a significant aspect affecting investment decisions made by investors.
Khanna (2014) observed that earnings per share have a positive association with stock price,
implying that increasing earnings per share will attract more investors. Another factor
influencing stock returns is cash flow from operations (Ball et al., 2016). Operating cash flow is
a measure of day-to-day operations that determines if the firm can generate cash to repay debts
and sustain the firm's running capability. The greater the firm's operating cash flow, the greater
investor trust in the firm’s value, resulting in higher stock returns. Beyond accounting profits,

operating cash flows provide additional information (Kasmiati & Santosa, 2019; Kipngetich et
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al., 2021). Furthermore, firm’s size is regarded as a crucial factor in assessing an entity's
financial position. The larger the firm, the more appealing the investment is, and as a result, the
stock price is affected (Dang et al., 2018). Moreover, the larger size of the corporation is
undeniably preferable with regard to wealth and performance; therefore, it will give an incentive
for investors to drive stock prices to rise. The firm's size might represent how well the firm
manages its resources; with maximum resources, investors will be able to gain from their
investments. As a result, stock returns are affected by the firm's size (Adawiyah & Setiyawati,

2019).

2.1.4 Overview of International Accounting Standard (IAS) No. 34

International Financial Standards No. 34 (IAS 34) on interim financial reporting (IFR) issued
by the International Accounting Standards Board (IASB) in 1998 became effective on July 1,
1999. The objective of IAS 34 is to "prescribe the minimum content of an interim report as well
as the rules for recognition and measurement in financial statements provided for an interim
period." (IAS 34) defined interim financial reports as “a financial report that contains either a
complete or condensed set of financial statements for a period shorter than an entity’s full
financial year”. IAS 34 does not define entities that are entailed to provide interim financial
reports. The standard, however, encourages public firms to issue interim reports. Italso
encourages firms to adopt the same accounting rules in their interim financial reports that they do

in their annual financial statements.
2.1.5 Accounting Performance Measures

Accounting provides different performance measurement methods such as financial ratios,

comparative analysis, the Du Pont model, horizontal analysis and common size analysis (Latif et
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al., 2022). For a long time, managers generally employed accounting-based measures, sometimes
" known as financial measures, to evaluate the performance of the organization (Uyar, 2010). To
assess a company’s financial performance, financial analysis is utilized to measure its
profitability, leverage and operational efficiency. Operating income, cash flow from operations,
and total unit sales can all be used to measure a company's financial performance (Gharaibeh,
2015). Accounting-based financial measures, such as return-on-assets and return-on-equity and
earnings per share are extensively employed by investors, creditors, and managers to assess a
company's performance (Samiloglu et al., 2017). According to Siddik et al., (2017) EPS is the

most basic measure of a company’s performance.

2.1.6 Factor Affecting Stock Returns _ Accounting Performance Measures Specification

The stock market performs a vital role in developing the economy by encouraging capital
formation and sustaining economic grthh. Stock prices fluctuate on a daily basis in stock
markets (Al-Tamimi et al., 2011). Investors' stock returns are affected by changes in a company's
financial performance (Endri et al., 2019). However, many factors influence stock prices,
including internal ones such as a company's financial ratios (Banchuenvijit, 2016). It is critical to
understand the variables that affect stock returns utilizing information from the firm’s financial
reports. As a result, the necessary information will be able to guide investors in order to achieve
a steady return in the stock market (Wijaya, 2015). Earnings per share is a market ratio that is
frequently associated with stock returns. The higher the value of EPS, the higher the profit
provided to investors and the opportunity to increase the value of dividends distributed to
shareholders (Erzad and Erzad, 2017). According to Weygandt et al. (2010), profitability ratios
are measures of a company's income or operating success over a specific time period, which

drives stock price to increase. ROA is one of the most often utilized profitability ratios (Fathony
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et al, 2020). Cash flow provides useful information to decision makers such as firm liquidity and
solvency, indicating whether the company can pay dividends and meet its obligations (Mostafa,

2016).
2.1.7 Palestine Exchange

The (PEX) was established in 1995 as a private corporation to promote investment in
Palestine. Its original transaction session took place in February 1997. PEX became the second
Arab stock market owned by the private sector in 2010. The PEX operates under the supervision
of the Palestinian Capital Market Authority. 49 listed corporations are in this market. PEX has
five sectors: banks, insurance, investment, manufacturing, and services. Shares trade in Jordanian

dinars and US dollars (PEX Website, 2022).

2.2 Previous Studies

The study of Dissanayake and Kalainathan (2021) aimed to determine the effect of
financial information included in interim reports on stock returns of commercial listed banks in
Sri Lanka during the period (2016-2019). To conduct this study, the event study technique was
utilized. According to the results, stock prices responded to financial information included in

interim reports.

The study of Osazevbaru (2020) aimed to examine the usefulness of accounting
information (EPS and OCFPS) for the company’s performance. The data was gathered from the
published reports of 43 Nigerian listed firms from 2006 to 2017. To determine the statistical
significance between variables, GARCH Model was used. The findings demonstrated that EPS
and OCFPS had value relevance for the performance of firms and managerial decisions:

Therefore, it is advised that accounting information be prepared in compliance with existing
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rules and laws. In this situation, the accounting activities regulating authority shall guarantee

conformity with appropriate accounting standards.

The study of Saini and Sharma (2019) aimed to examine the usefulness of interim reports
by conducting the opinions of Indian investors. A survey methodology was used to conduct this
study. The findings show that investors consider the items reported in interim reports to be
significant in making their decisions. It revealed that interim reports are perceived as the second
most significant source of financial information after annual reports. Also, the results showed
that Indian investors dépended on interim financial reports to forecast next annual financial

results.

The study of Garang (2019) aimed to examine the relationship between annual and interim
reports on stock returns during the period (2012-2016). The sample consisted of 64 Nairobi-
listed firms. A descriptive design was utilized to explore the relationship between announced
earnings and share prices. According to the findings, announced earnings in both annual and

interim financial reports have a significant influence on share prices.

The study of AL-Shatnawi (2017) aimed to assess the quality of interim reports and their
impact on investors’ choices in compliance with IAS 34 from the perspective of users of
accounting numbers. A questionnaire with three components linked to the primary and
enhancing qualitative characteristics and interim report quality was developed. It was delivered
to 72 participants in a random sample. To assess the study hypotheses, the t-test was used. The
results demonstrated an influence of qualitative characteristics of accounting numbers on
the interim financial reporting quality. Moreover, the interim reports had an effect on decisions

taken by investors. This study recommended decision makers to take into consideration interim
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financial reports. Moreover, it recommended the preparers of interim reports to consider

qualitative characteristics of the accounting numbers.

The study of Oberholster et al., (2017) aimed to examine the usefulness of interim
reporting. Also, it investigated if the usefulness of interim reporting is greater than annual
financial reporting and if the usefulness of annual and interim reporting has evolved over time.
Data were gathered from Johannesburg corporations from 1999 to 2012. The Ohlson model was
used to assess the usefulness of financial information. The findings indicate that interim book
value of stock is value relevance, but interim earnings are not. Interim reporting seems to be
more useful than annual reporting. Over the sample period, the usefulness of interim and annual

financial information stayed relatively stable.

The study of Dang et al., (2017) aimed to examine the influence of accounting numbers
(EPS and firm’s size) on stock price of 274 Vietnamese listed firms during the period (2012~
2016). To test the hypotheses, E-views regression models were used. The findings demonstrated
that EPS has a positive influence on stock price, whereas firm size has a negative influence on
the relationship between EPS and stock returns. It is recommended investors consider EPS in

their stock investment decisions.

The study of Grigoras-Ichim and Morosan-Danila (2016) aimed to examine the
significance of interim disclosure for the company's position. The research method employed in
the study involves reviewing previous studies. The main findings demonstrated that accounting
information fidelity lies in accurately presenting interim financial reports that reflect the
company's actual situation and financial performance. Furthermore, interim reports can boost the

‘company's performance by enhancing connections and transparency with external stakeholders.
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Moreover, managers can early detect and minimize the bad effects of a firm's operations and

activities.

The study of Sulaiman and Ahmad (2016) aimed to demonstrate the impact of interim
reporting on investors' decisions. The review of interim financial information is essential for
providing investors with appropriate and timely information. The research utilizes various
methodologies, including questionnaires for investors, financial managers, and academics, as
well as interviews to discover how investors utilize interim reports. The hypotheses of the study
explore the positive effects of looking at interim reports on investors' decisions. The outcomes
indicate that investors should utilize interim reports to make informed decisions. Additionally, it
is recommended that external auditors review the interim financial reports to facilitate efficient

decision-making for future earnings.

The study of Asif, Arif and Akbar (2016) aimed to investigate the influence of accounting
numbers on stock prices. Hence, it investigated the influence of EPS and OCFPS on share prices.
The data was gathered form the annual and quarter reports of Pakistan listed firms. Ordinary
least square regression models were utilized to test the hypotheses. The findings demonstrated

that EPS and OCFPS have a significant impact on stock prices.

The study of Imam and Zamil (2014) aimed to determine the impact of information
inclﬁded in interim reports on share prices in Iraq. Multiple linear regressions were utilized to
conduct this paper. The results showed an insignificant effect of interim data on share prices.
Also, the paper concluded that the interim data will enhance the decision making process in the
Iraq Market. This study recommended promoting the importance of information included in

interim reports among investors.
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The study of Qabajeh et al, (2012) aimed to examine the impact of interim report
declarations on share prices during the 5 trading days before and 5 days after the declaration date
and the relationships among trading volume, profits and share prices of twenty industrial public
corporations listed on Amman stock Exchange. Data was collected from eighty interim financial
reports published in the second and third quarters of 2010 and 2011. For the analysis, several
regression models were used. The findings supported a positive relationship between the
declaration of interim reports and the share price on the day of the declaration. Also, share prices
and trading volume have a positive relationship. Moreover, the relationship between profits and

trading volume is insignificant.

The study of Mujumdar et al., (2012) aimed to examine the usefulness of interim reports.
The questionnaire survey approach is used to obtain responses from the participants. It showed
that the primary aim of financial reporting is considered to be providing information to assist
investors to make investment decisions. Interim financial reports are essential as a source of
recurrent information for investors. The study proves that interim reports are more beneficial
than annual reports. Furthermore, it was discovered that Bangladeshi investors depend on interim

reports to forecast upcoming annual results and EPS.

The study of Majed et al., (2012) aimed to examine the influence of interim reporting on
share prices. The sample was twenty industrial Jordanian listed firms. Multiple linear regressions
were utilized to conduct this paper. The outcomes revealed that interim reports have a significant

influence on stock returns.

The study of Ismail and Abdul Rahman (2012) aimed to assess the usefulness of
information contained in Malaysian interim reports regarding stock price performance. An event

study was used as a statistical method. The findings showed that the listed corporations have
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widely released information in interim reports in compliance with the standards. Nevertheless,
the study did not find a positive relation between the release of interim reports, the degree of
disclosure and the performance of the corporation‘s stock price. This study recommended

examining the effect of interim dividends announcements on stock prices.

The study of Baathkah (2011) aimed to investigate the effect of interim financial reports on
stock returns among 134 Saudi listed firms. The data was gathered from the quarter reports of
selected firms. An event study was used as a statistical method. The results of this study
demonstrated that stock returns aren’t affected by accounting information included in interim
reports. The study recommended reducing the usual term defined by the stock market for
publishing interim reports from 15 days to 10 days. Moreover, spread awareness of the

significance of accounting numbers in interim reports when making investment choices.

The study of Karunarathne and Rajapakse (2010) aimed to examine the accounting
information value relevance. It investigated the influence of firm’s size, EPS and OCFPS on
stock returns. The sample was composed of 100 Colombo-listed firms. T-test was utilized to test
the hypotheses. It demonstrated that size, EPS and OCFPS have a significant influence on stock
returns. Furthermore, this paper recommended policymakers impose stricter standards to

improve the usefulness of accounting numbers.

The study of Martani and Khairurizka (2009) aimed to investigate the usefulness of
interim financial information on stock returns. This study utilized operating cash flow and
company size as indicators of financial information. The required data was collected from the
interim reports of manufacturing Indonesian listed firms during the period (2003-2006). To
conduct the research multiple linear regressions were employed. According to the findings,

operating cash flows and size have a significant influence on stock returns.
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The study of Megena and Cirton (2007) aimed to provide an understanding of the
relevance of interim reporting to financial analysts for UK-listed corporations. A questionnaire
was distributed to financial analysts and finance managers to determine their view point of the
significance of interim reports. The findings show that there is a strong impact of interim reports

in drawing decisions.

The study of Ismail and Chandler (2005) aimed to determine professional investors'
opinions of the usage and usefulness of the company’s quarterly reports of Malaysian companies.
The questionnaire survey approach is used to obtain responses from the participants. The
outcomes showed that quarterly reports are utilized and useful. The study demonstrated that the
aim of quarterly reporting extends beyond predicting upcoming annual results. These reports are
also used to forecast performance beyond the present period and providing feedback on financial
performance compared with past predictions. According to this study, the usefulness of quarterly
reports depends varies according to the type of usefs. Furthermore, the results may be valuable to
decision makers in developing regulations on interim reporting aﬁd in providing opportunities for

additional studies on the issue. This study recommended other researchers to do more studies on

interim reporting in other countries.

Table 2.1: Summary of Previous Studies

NO. | Year | Author Name Objective Findings
1 2021 Dissanayake Determined the influence of | Stock prices responded to
and Kalainathan | interim financial information financial information

on stock returns included in interim reports.

2 2020 | Osazevbaru Examined the usefulness of | EPS and OCFPS have value
financial information (EPS relevance for the
and OCFPS) for the firm’s performance of companies
performance. and strategic decisions.

3 2019 | Garang Explored the relationship Announced earnings in both
between annual and interim | annual and interim financial




21

reports on stock returns

reports have a significant
influence on stock return.

4 2019 | Saini and Examined the usefulness of | The study revealed that
Sharma interim reports by interim reports are perceived
conducting the opinions of as the second significant
Indian investors. source of financial numbers
after annual reports.
5 2017 | Oberholster et Investigated if the usefulness | Interim financial reports
al., of interim financial seem to be more useful than
statements is greater than annual financial reports.
annual financial statements.

6 2017 | Dangetal,, Discussed the influence of EPS has a positive influence
accounting information (EPS | on stock price, whereas firm
and size) on stock price. size has a negative influence

on the relationship between
EPS and stock price.

7 2017 | AL-Shatnawi Assess the quality of interim | There is an influence of
financial reports and their qualitative characteristics of
impact on accounting numbers on
investor's decisions from the | the interim financial
perspective of a group of reporting quality.
accounting information users | Moreover, the interim reports
working in brokerage firms. | have an effect on decisions

taken by investors.

8 2016 | Sulaiman and To demonstrate the impact of | The outcomes indicate that

Ahmad interim reporting on investors should utilize
investors' decisions. interim reports to make
informed decisions.

9 2016 | Asif etal, Investigated the effect of EPS and OCFPS had a
accounting numbers on stock | significant influence on stock
returns. returns.

10 | 2016 | Grigoras-Ichim | To demonstrate the Interim reports can boost the

etal, significance of interim company's performance by
reports for the company's enhancing connections and
position. transparency with external

stakeholders.

11 | 2014 | Imam and Determined the effect of The paper concluded that the

Zamil information included in interim data will enhance
interim reports on share price | decision making process in
in Iraq. Iraq Market.

12 | 2012 | Qabajehetal, | Discussed the influence of The outcomes revealed a

interim reports declaration
on share prices during 5
trading days before and 5
days after the declaration

positive relationship between
the declaration of interim
reports and share prices on
the day of the declaration.
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date
13 | 2012 | Mujumdar et To explore the usefulness of | Interim financial reports are
al., interim reports from the essential as a source of
investors’ view point. recurrent information for
investors and are more
beneficial than annual
reports.

14 | 2012 | Majedetal., Explored the impact of Interim reports have a
interim reporting on stock positive significant impact of
price. interim financial reports on

stock returns.

15 | 2012 | Ismail and Assessed the wealth of The study did not find a

Abdul Rahman | information contained in positive relation between the
Malaysian quarterly financial | release of quarterly reports
reports regarding stock price | and the degree of disclosure
performance. and corporation stock price

performance.

16 | 2011 Baathkah Examined the influence of Stock returns doesn’t
interim financial reports on | affected by interim
stock return accounting information

17 | 2010 | Karunarathne Examined the accounting Company size, EPS and

and Rajapakse | information value relevance. | OCFPS had a significant

effect on stock price.

18 | 2009 Martani and Explored the usefulness of Operating cash flows and

Khairurizka interim financial information | firm’s size have a significant
on stock return. influence on stock returns.

19 | 2007 | Megena and To provide an understanding | Showed a strong impact of

Cirton of the relevance of interim interim reports in drawing
reporting to financial decisions.
analysts for UK-listed
corporations.

20 | 2005 | Ismail and Determined professional Quarterly financial reporting

Chandler investors' opinions of the is used to forecast

usage and usefulness of
the company’s quarterly
reports of Malaysian
companies.

performance for the present
period and providing
feedback on financial
performance compared with
past predictions.

Source: Prepared by the researcher
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2.3 Discussion the Results of Previous Studies

There is a conflict between previous studies, regarding the usefulness of interim financial
reports on stock returns. Dissanayake and Kalainathan (2021); Garang (2019); Saini and Sharma
(2019); Oberholster et al., (2017); AL—Shatnawi (2017); Grigoras-Ichim et al., (2016); Asif et
al., (2016); Imam and Zamil (2014); Qabajeh et al., (2012); Majed et al., (2012); Mujumdar et
al., (2012); Karunarathne and Rajapakse (2010); Martani and Khairurizka (2009); Megena and
Cirton (2007) and Ismail and Chandler (2005) found that interim financial reports have a
significant impact on stock returns. Whereas, Ismail and Abdul Rahman (2012) and Baathkah

(2011) found that these reports has a non-significant impact on stock returns.

2.4 Contribution of the Thesis
On the basis of previous literature, in Palestine, there are no studies about the usefulness
~of interim financial reports, so this thesis will be the first one. There is also a lack of previous
studies in other countries. Moreover, there have been no previous studies that examined the

impact of interim income components on stock returns.
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Chapter Three

Methodology

3.1 Introduction

This thesis follows quantitative market-based approach. The research questions will be
examined using econometric tests, depending on secondary data of publicly listed companies on
the PEX. This study utilized historical data to determine the impact of EPS, OCFPS and income

components per share as independent variables on stock returns as the dependent variable.

3.2 Data and Sample Selection

The population is 21 companies which represent all industrial and services companies listed
on Palestine Exchange, of which 11 are industrial companies and 10 are service companies.

The selected companies should match the following terms:
1- The company should be listed on the PEX.
2- The company share should be traded on the PEX.
3- The company should be listed before 2017 (Zahran and Karsh, 2016).

Table 3.1 in the appendix presents the companies that match the abovementioned three terms

of sample selection.

Based on the above terms, the sample consists of 67% of the population that was mentioned
(14 companies) in order to generalize the results - 8 industrial companies and 6 service

companies. All the necessary accounting data are gathered from the published interim reports for
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the last five years (2018-2022) of the respective companies which are listed on PEX. Those two

sectors were selected because they have the same characteristics.

3.3 Variables Measurement

The dependent and independent variables computed using the following equations:

1 — Dependent variable: stock Returns (R): Stock returns are the profits earned by investors who
invest in firms that issue stock (Nadyayani & Suarjaya, 2021). Fluctuations in stock prices over
time, or capital gains, are the two types of returns that shareholders get (Widagdo, 2020). Many
factors influence stock returns. Profitability of a firm is one of the most important factors. The
amount of dividend paid by a firm is determined by its profit, and the amount of this dividend
affects the price (Kasmiati, & Santosa, 2019). In this study, dividends are excluded from the

calculation of stock returns because Palestinian listed companies don’t distribute dividends

quarterly.
Pt—Pt-1 _ _ )
R = S (Adawiyah & Setiyawati, 2019).

Where: P; the share price at time t, P._; previous period’s price.
2 — Independent Variables:

A - Earnings Per Share (EPS): The Earnings per Share has a substantial impact on the stock
price. According to signaling theory, the firm's EPS in the financial statements provide investors
with the right news signals (Bustani et al., 2021). EPS is the level of net gains for shares that a
firm may obtain while carrying out its operations. The amount earned by ordinary shareholders

for each outstanding ordinary sheet is denoted by EPS (Rahmawati & Hadian, 2022).
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This variable will be computed using this formula:

. i ilable for sharehok
Earnings Per Share (EPS)= v ligemys aval dble Thr HUTEROR P (Tamuntuan, 2015).

number of shares outstnding

B - Operating Cash Flows Per Share (OCFPS): Operating cash flow is one of the most essential
amounts of cash in a company's accounts since it indicates the amount of cash generated by a
firm's core operations (Qaisi, 2020). OCF is an indicator of day-to-day operations that
determines if the company has the ability to generate cash that can be utilized to repay debts and

sustain the company’s operating capability (Kipngetich, 2021).

Operating Cash Flow

Operating Cash Flows Per Share (OCFPS) = (Osazevbaru, 2020).

Number of ordinary shares

C - Income Components: In this thesis, income components are operating cash flows and
accruals.
Income Components = Operating Cash Flow + Accruals

The accruals computed by using the following formula:

Acruals

Accruals Per Share (ACCPS) =

Number of ordinary shares

3 - Moderating Variables

A - Firm's size (FZ): The total value of a firm’s assets can be used to calculate its size. If the firm
has a large amount of assets, it is classified as a large firm. Investors want to invest in large firms
since they are thought to be more developed and capable of improving their performance (Bon &
Hartoko, 2022). Companies with a large amount of assets are expected to make large profits in

order to raise their stock value (Fachrudin & Thsan, 2021).
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FZ = Ln of Total Assets (Abeyrathna & Priyadarshana, 2019; Bon & Hartoko, 2022; Fachrudin

& Thsan, 2021).

Where: Ln is natural logarithm

B - Industry type (Dummy Variable)

The industry type variable is used to measure the impact of the company’s iindustry type

difference (industial vs service) on stock returns.

The industrial companies take the value 1 and the service companies take the value 2,

according to the PEX.

3.4 Research Models

Table 3.2 presents econometric models that will be used for testing the hypotheses of this thesis.

Table 3.2: Econometric models

Hypothesis Model

One Ri=ay + b (EPSy)

Two Ri=ait + b (OCFPSy)

Three R;=a; + b (OCFPSy) + ¢ (ACCPSy)
FOUR Using portfolios

Retesting hypotheses 1, 2 and three by
dividing a panel data into portfolios

according to firms’ size.
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Five Using portfolios

Examining the usefulness of EPS, OCFPS
and ACCPS by dividing the sample into
two sub-samples (Industrial companies’
portfolio and service companies’

portfolio).

Source: prepared by the researcher

3.5 The Statistical Methods

The statistical methods used in this thesis are as follows:

1. Descriptive statistics: Display characteristics of the sample, including the mean, standard
deviation, minimum and maximum variables.

2. Correlation matrix to find out the maximum degree of linear relationship that can be obtained
between two variables.

3. Variance Inflation Factor was utilized to test if the multicollinearity problem exits or not.

4. Simple linear regression and multiple linear regressions were used to test the hypotheses of

the study.
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Chapter Four

Empirical Results

4.1 Introduction

This chapter presents descriptive statistics of study variables, including independent,
dependent and Moderating Variables. Its purpose is to grasp the data characteristics. It explores
the direction and strength of relationships, ultimately culminating in ﬁ discussion of the statistical

outcomes of the study models.
4.2 Descriptive Statistic and Correlation Analysis

Table 4.1: Descriptive Statistics of Research Variables

Variablé N Mean St. Dev.
R 187 0.0122856 0.18163818
EPS 187 0.1588821 0.30293782
OCFPS 187 0.1208287 0.15990489
ACCPS 187 0.1382572 0.32856641
SIZE 187 17.7410722 1.23064616

Source: prepared by the researcher using SPSS.

Table 4.1 presents the descriptive statistics of study variables. Therefore, mean and
standard deviation were utilized for the panel data of 187 observations. The Mean represents the
average value of the series. The staﬁdard deviation represents the deviations of the observations
from the average value. The mean of stock returns (R) is 0.012285 and the standard deviation is

0.18163818. The mean of Earnings Per Share (EPS) is 0.1588821 and the standard deviation is
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0.30293782. The mean of Operating Cash Flows Per Share (OCFPS) is 0.1208287 and the
standard deviation is 0.15990489. The mean of Accruals Per Share (ACCPS) is 0.1382572 and
the standard deviation is 0.32856641. The mean of Size is 17.7410722 and the standard deviation

1s 1.23064616.
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Figure 2: Mean

Source: prepared by the researcher using SPSS.
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Figure 3: Standard Deviation

4.3 Correlation Matrix

Table 4.2: Correlation matrix (Pearson coefficients)

Correlation Matrix (Pearson Coefficients)

Variables R EPS OCFPS ACCPS SIZE
R 1

EPS 0.070 1

OCFPS -0.118 0.130 1

ACCPS 0.141 0.869" -0.175 1

SIZE -0.121 0.170° 0.394" 0.038 1

*_Correlation is significant at the 0.05 level (2-tailed), **. Correlation is significant at the 0.01 level (2-tailed).

Source: prepared by the researcher using SPSS.

Table 4.2 shows the results of Pearson correlation (parametric test). The most common type of
analysis is correlation analysis, which is a useful tool for determining the measure of
correlation between dependent and independent variables. Its value varies from +1 to -1, with +1
representing a strong positive correlation and -1 being a completely negative linear correlation. It
demonstrates an insignificant positive relationship between EPS and stock returns and between
ACCPS and stock returns. In addition, it demonstrates insignificant negative relationship

between OCFPS and stock returns.
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4.4 Multicollinearity Test

Table 4.3: Variance Inflation Factors

Variable Coefficient VIF

C 0.000328 NA
ACCPS 0.001664 1.031407
OCFPS 0.007025 1.031407

Source: prepared by the researcher using SPSS.

The Variance Inflation Factor (VIF) is used to identify multicollinearity (Almumani &
Almazari, 2021). Table 4.3 displays the results of the (VIF). It shows that the VIF is less than 5.

This indicates that there is no multicollinearity between (ACCPS and OCFPS).

4.5 Hypotheses Testing

For the purpose of testing hypotheses, the SPSS output was used (Model Summary, ANOVA,

and Coefficients).

4.5.1 (Hypothesis one): The impact of interim EPS on stock returns

Rit=a +b (EPSlt)

Table 4.4: Model Summary (Hy)

Model R R Adj. R*

1 0.070 0.005 -0.001-

a. Predictors: (Constant), EPS

Source: prepared by the researcher using SPSS.
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Table 4.4 presents the model summary. There are two important pieces of information, which
are R and the adjusted R square. Coefficient R is the measure of relationship between dependent
variable and independent variable while adjusted R-Square value is used to determine how much
the independent variable can explain the dependent variable (Bintara & Tanjung, 2019). In this
case the R = 0.070. This shows a weak positive relationship while the adjusted R Square is
-0.001. This means that the EPS is able to describe stock returns amounting to 0.005 while

another 1s influenced by other variables.

Table 4.5: ANOVA test (H1)

Model SOS Df MS F Sig.

Reg. 0.030 1 0.030 0.904 0.343
1 Res. 6.107 185 0.033

Sum 6.137 186

Where: SOS = Sum of Squares, DF= Degree of Freedom, MS= Mean Square, Reg. =Regression, Res. = Residual.
Source: prepared by the researcher using SPSS.

Table 4.5 shows that the statistical approach employed to test the hypotheses is one-way
Analysis of Variance (ANOVA). In a regression analysis, the ANOVA test is used to measure
the effect of independent variables on the dependent variable (Zafar et al., 2010). The F test or
Analysis of Variance (ANOVA) analyzed whether EPS affects the Stock returns. The F-value is

0.904 at a significant level 0.343 > 0.05 Then, the EPS has no effect on the stock returns.
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Table 4.6: T-test (H1)

B Std. Error T Sig.
(Constant) 0.006 0.015 0.376 0.707
EPS 0.042 0.044 0.951 0.343

Source: prepared by the researcher using SPSS.

From the output results in Table 4.6, it can be formulated the equation of simple linear

regression model as follows:

R=0.006 + 0.042 EPS

The T-test is used to analyze whether the independent variables have a significant effect or
not on the dependent variable (Saputra, 2022). The significant level of EPS is 0.343 > 0.05. Then
hypothesis 1 is rejected. This means that there is an insignificant positive impact of EPS on stock

returns.

4.5.2 (Hypothesis Two): The impact of interim OCFPS on stock returns

Rit=a +b (OCFPS.t)

Table 4.7: Model Summary (H2)

Model R R’ Adj. R

2 0.118 0.014 0.009

Source: prepared by the researcher using SPSS.
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From table 4.7, R = 0.118. This shows a weak positive relationship while the adjusted R-

square is 0.009. This means that the OCFPS is able to describe stock returns amounting to 0.009

while another is influenced by other variables.

Table 4.8: ANOVA test (H2)

Model SOS Df MS F Sig.

Reg. 0.085 1 0.085 2.602 0.108
2 Res. 6.051 185 0.033

Sum 6.137 186

Source: prepared by the researcher using SPSS.

From table 4.8, the F test or Analysis of Variance (ANOVA) analyzed whether OCFPS

affects the Stock returns. The F-value is 2.602 at a significant level 0.108 > 0.05. Then, the

OCFPS has no effect on the stock returns.

Table 4.9: T- test (H2)

Model B Std. Error T Sig.
(Constant) 0.028 0.017 1.714 0.088
OCFPS -0.134- 0.083 -1.613- 0.108

Source: prepared by the researcher using SPSS.

From the output results in Table 4.9, it can be formulated the equation of simple linear

regression model as follows:

R=0.028 - 0.134 OCFPS
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The significant level of OCFPS is 0.108 > 0.05. Then, hypothesis 2 is rejected. This means

that there is an insignificant negative impact of OCFPS on stock returns.

4.5.3 (Hypothesis Three): The impact of interim income components (OCFPS and Accruals

per share) on stock returns.

Ri=a + b (OCFPS,) + ¢ (ACCPS;)

Table 4.10: Model Summary (H3)

Model R R Adj. R*

3 0.170 0.029 - 0.018

Source: prepared by the researcher using SPSS.

From table 4.10, the R =0.170. This shows a weak positive relationship among income
components (ACCPS and OCFPS) and stock returns while the adjusted R-square is 0.018. This
means that the ACCPS and OCFPS are able to describe stock returns amounting to 0.018 while

another is influenced by other variables.

Table 4.11: ANOVA test (H3)

Model SOS Df MS F Sig.

Reg. 0.177 2 0.088 2.727 0.068
3 Res. 5.960 184 0.032

Sum 6.137 186

Source: prepared by the researcher using SPSS.
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From table 4.11, the F test or Analysis of Variance (ANOVA) analyzed whether ACCPS
and OCFPS affects the Stock returns. The F-value is 2.727 at a significant level 0.068. Then, the

ACCPS and OCFPS combined have no effect on the stock returns.

Table 4.12: T-test (H3)

Model B Std. Error T Sig.
(Constant) 0.016 0.018 0.884 0.378
OCFPS -0.109- 0.084 -1.303- 0.194
ACCPS 0.069 0.041 1.681 0.094

Source: prepared by the researcher using SPSS.

From the output results in Table 4.12, it can be formulated the equation multiple

regression model as follows:

R=0.016 - 0.109 OCFPS + 0.069 ACCPS

The significant level of OCFPS is 0.194 > 0.05. This means that there is an insignificant
negative impact of OCFPS on stock returns. The significant level of ACCPS is 0.094> 0.05.
This means that there is an insignificant positive impact of ACCPS on stock returns. Therefore,
there is an insignificant impact of income components on stock returns; so, hypothesis 3 is

rejected.

4.5.3.1 More findings: Hypothesis 3/ testing the impact of accruals per share on stock

returns.




Table 4.13: Model Summary (H3.1)
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Model

R

Adj. R?

3.1

0.141

0.020

0.015

Source: prepared by the researcher using SPSS.

From table 4.13, the R =0.141. This shows a weak positive relationship while the adjusted R-

square is 0.015. This means that the ACCPS is able to describe stock returns amounting to 0.015

while another is influenced by other variables.

Table 4.14: ANOVA test (H3.1)

Model SOS Df MS F Sig.

Reg. 0.122 1 0.122 3.744 0.055
3.1 |[Res. 6.015 185 0.033

Sum 6.137 186

Source: prepared by the researcher using SPSS.

From table 4.14, the F test or Analysis of Variance (ANOVA) analyzed whether ACCPS

affects the Stock returns. The F-value is 3.744 at a significant level 0.055. Then, the ACCPS has

an effect on the stock returns.

Table 4.15: T-test (H3.1)

Model B Std. Error T Sig.
(Constant) 0.002 0.014 0.106 0.915
ACCPS 0.078 0.040 1.935 0.055

Source: prepared by the researcher using SPSS.
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From the output results in Table 4.15, it can be formulated the equation simple linear

regression model as follows:

R=0.002 + 0.078 ACCPS

The significant level of ACCPS is 0.055 = 0.05. This means that there is a significant

positive impact of ACCPS on stock returns.

4.5.4 (Hypothesis Four): The impact of Firm's size on the relationship between interim

accounting variables (EPS, OCFPS, Income Components Per Share) and stock returns.

1 examined the following sub-hypotheses.

4.5.4.1 The impact of firm size on the relationship between the EPS and stock returns

R=a0+a1EPS+a2FS

Table 4.16: Model Summary (H4.1)

Model R R’ Adj. R?

4.1 0.152 0.023 0.012

Source: prepared by the researcher using SPSS.

From table 4.16, the R =0.152. This shows a weak relationship while the adjusted R-

square 1s 0.012.

Table 4.17: AVOVA test (H4.1)

Model SOS Df MS F Sig.

4.1 |Reg. 0.141 2 0.071 2.168 0.117




40

Res.

5.995

184

0.033

Sum

6.137

186

Source: prepared by the researcher using SPSS.

From table 4.17, the F test or ANOVA analyzed whether FS affects the relationship

between interim EPS and stock returns. The F-value is 2.168 at a significant level 0.117. Thus,

the FZ has no effect on the relationship between interim EPS and stock returns.

Table 4.18: T-test (H4.1)

Model B Std. Error T Sig.
(Constant) 362 193 1.873 .063
EPS .056 .044 1.258 210
FS -.020- 011 -1.850- .066

Source: prepared by the researcher using SPSS.

From the output results in Table 4.18, it can be formulated the equation multiple

regression model as follows:

R =0.362+ 0.056 EPS - 0.020 FS

The significant level is 0.210> 0.05. This means that the FS has an insignificant impact on the

relationship between interim EPS and stock returns.

4.5.4.2 The impact of firm size on the relationship between the OCFPS and stock returns

R =ag+a; OCFPS +a; FS




Table 4.19: Model Summary (H4.2)
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Model

R

Adj. R?

4.2

0.143

0.020

0.010

Source: prepared by the researcher using SPSS.

From table 4.19, the R =0.143. This shows a weak relationship while the adjusted R-square is

0.010.

Table 4.20: ANOVA test (H4.2)

Model SOS Df MS F Sig.

Reg. 0.125 2 0.063 1.920 0.150
42 |Res. 6.011 184 0.033

Sum 6.137 186

Source: prepared by the researcher using SPSS.

From tﬁble 4.20, the F test or ANOVA analyzed whether FS affects the relationship

between interim EPS and stock returns. The F-value is 1.920 at a significant level .150. Then, the

FZ has no effect on the relationship between interim OCFPS and stock returns.

Table 4.21: T-test (H4.2)

Model

B

Std. Error T Sig.
(Constant) 0.255 0.204 1.247 0.214
OCFPS -0.094- 0.090 -1.046- 0.297
FS 0-.013- 0.012 -1.111- 0.268

Source: prepared by the researcher using SPSS.
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From the output results in Table 4.21, the equation multiple regression model can be

formulated as follows:

R =0.255 - 0.094 OCFPS - 0.013 FS

The significant level is 0.297>0.05. This means that the FS has an insignificant impact on the

relationship between interim OCFPS and stock returns.

4.5.4.3 The impact of firm size on the relationship between the income components per

share and stock returns

R = ay + a; OCFPS + a; ACCPS + a3 FS

Table 4.22: Model Summary (H4.3)

Model R ' R Adj. R?

4.3 .195° .038 .022

Source: prepared by the researcher using SPSS.

From table 4.22, the R =0.195. This shows a weak relationship while the adjusted R-square is
0.038.

Table 4.23: ANOVA test (H4.3)

Model SOS Df MS F Sig.

Reg. 0.233 3 0.078 2411 0.068
43 |Res. 5.903 183 0.032

Sum 6.137 186

Source: prepared by the researcher using SPSS.




43

From table 4.23, the F test or ANOVA analyzed whether FS affects the relationship
between interim ACCPS, OCFPS and stock returns. The F-value is 2.411 at a significant level
0.068. Then the FZ has no effect on the relationship between interim income components

(AACPS and OCFPS) and stock returns.

Table 4.24: T-test (H4.3)

Model B Std. Error T Sig.

(Constant) 0.285 0.204 1.399 0.164
OCFPS -0.060- 0.092 -0.653- 0.515
ACCPS 0.075 0.041 1.829 0.069
FS -0.016- 0.012 -1.326- 0.187

Source: prepared by the researcher using SPSS.

From the output results in Table 4.24, the equation multiple regression model can be

formulated as follows:

R =0.285 - 0.060 OCFPS +0.075 ACCPS - 0.016 FS

The significant levels are 0.515 and 0.069 > 0.05 for OCFPS and ACCPS respectively. This
means that the FS has insignificant impact on the relationship between interim income

components (OCFPS and ACCPS) and stock returns.

4.5.5 (Hypothesis Five): The impact of the (Industry type: industrial or service
corporations) on the relationship between interim accounting variables (EPS, OCFPS,

Income Components Per Share) and stock returns.

This hypothesis is examined by dividing the sample into two sub-samples (industry portfolio

and service portfolio). Presented below are the outcomes of the two sub-samples:
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4.5.5.1 The impact of interim accounting variables (EPS, OCFPS, Accruals Per Share) on

stock returns for industrial corporations.

Table 4.25: Model Summary (HS5.1)

Model

R

Adj. R?

5.1

0.140

0.019

-0.009-

Source: prepared by the researcher using SPSS.

From table 4.25, the R =0.140. This shows a weak positive relationship while the

adjusted R-square is .009.

Table 4.26: ANOVA test (HS.1)

Model SOS Df MS F Sig.

Reg. 0.079 3 0.026 0.688 0.561°
51 |[Res. 3.983 104 0.038

Sum 4.062 107

Source: prepared by the researcher using SPSS.

From table 4.26, the F test or ANOVA analyzed whether industry type (industrial) affects the
relationship between interim ACCPS, OCFPS, EPS and stock returns. The F-value is 0.688 at a
significant level 0.561. Then the industry type (industrial) has no effect on the relationship

between interim ACCPS, OCFPS, EPS and stock returns.

Table 4.27: T-test (H5.1)

Model B Std. Error T Sig.

(Constant) 0.014 0.027 0.519 0.605
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EPS -0.061- 0.130 -0.466- 0.642
OCFPS 0.020 0.144 0.142 0.887
ACCPS 0.116 0.124 0.932 0.353

Source: prepared by the researcher using SPSS.

From the output results in Table 4.27, the equation multiple regression model can be formulated

as follows:

R=0.014-0.061 EPS +0.020 OCFPS - 0.116 ACCPS

The significant levels are 0.642, 0.887 and 0.353> 0.05 for EPS, OCFPS and ACCPS
respectively. Thus EPS, OCFPS and ACCPS have an insignificant impact on stock returns. This
means that the industry type (industrial) has an insignificant impact on the relationship between

interim EPS, OCFPS and ACCPS on stock returns.

4.5.5.2 The impact of interim accounting variables (EPS, OCFPS, Accruals Per Share) on

stock returns for service corporations.

Table 4.28: Model Summary (HS.2)

Model R R’ Adj. R

5.2 0.282 0.079 0.043

Source: prepared by the researcher using SPSS.

From table 4.28, the R =0.282. This shows a weak positive relationship while the adjusted R-

square is 0.043.




Table 4.29: ANOVA test (H5.2)
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Model SOS Df MS F Sig.

Reg. 0.160 3 0.053 2.158 0.100
5.2 |Res. 1.858 75 0.025

Sum 2018 78

Source: prepared by the researcher using SPSS.

From table 4.29, the F test or Analysis of Variance (ANOVA) analyzed whether industry type

(service) affects the relationship between interim ACCPS, OCFPS, EPS and stock returns. The

F-value is 2.158 at a significant level 0.10. Then the industry type (service) has no effect on the

relationship between interim AACPS, OCFPS, EPS and stock returns.

Table 4.30: T-test (HS.2)

Model B Std. Error T Sig.
(Constant) 0.017 0.025 0.678 0.500
EPS -0.394- 0.355 -1.112- 0.270
OCFPS -0.009- VO.21 1 -0.042- 0.967
ACCPS 0.224 0.192 1.171 0.245

Source: prepared by the researcher using SPSS.

From the output results in Table 4.30, the equation multiple regression model can be

formulated as follows:

R=0.017-0.394 EPS - 0.009 OCFPS + 0.224 ACCPS

The significant levels are 0.270, 0.967 and 0.245> 0.05 for EPS, OCFPS and ACCPS

respectively. Thus EPS, OCFPS and ACCPS have an insignificant impact on stock returns. This
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means that the industry type (service) has an insignificant impact on the relationship between

interim EPS, OCFPS and ACCPS on stock returns.

4.6 Discussion

This study revealed that there is an insignificant impact of the interim earnings per share
on the stock returns; so, this contrasts the beliefs of the studfes of Osazevbaru (2020); Dang et al.,
(2017); Asif et al., (2016); Karunarathne and Rajapakse (2010) and Martani and Khairurizka
(2009). There is an insignificant impact of the interim operating cash flows per share on the
stock returns; so, this is in contrast with the findings of the studies of Osazevbaru (2020); Asif et
al., (2016); Karunarathne and Rajapakse (2010) and Martani and Khairurizka (2009). There is no
influence of firm size on the usefulness of the interim (earnings per share, operating cash flow
per share and income components per share). This result in is contrast with the findings of the
study of Dang et al., (2017). However, this study is in line with the studies of Ismail and Abdul

Rahman (2012) and Baathkah (2011).
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Chapter Five:

Conclusion and Recommendations

5.1 Conclusion

The primary objective of this study is to investigate the usefulness of interim financial reports
of the Palestinian companies. The population is 21 companies which represent all industrial and
services companies listed on PEX. 8 industrial companies and 6 service companies were
selected. Data was collected from the published interim financial reports for the last five years
(2018-2022). Descriptive statistics, correlation analysis, simple linear regression and multiple

linear regressions were utilized to investigate the hypotheses of this thesis.

The result showed that the interim EPS, OCFPS and Income Components Per Share have an
insignificant impact on the stock returns. Moreover, there is no influence of (firm size and
industry type) on the usefulness of the interim EPS, OCFPS, and Income Components Per Share.
Moreover, the finding supports that there is a positive significant impact of accruals per share on
stock returns. The reason for the insignificant impact of interim EPS, OCFPS, and income
components per share on stock returns among Palestinian companies is that the Palestinian

Exchange market is inefficient.

5.2 Recommendations
Results from testing the hypotheses reflect that interim EPS, OCFPS and Income Components
Per Share for industrial and service sectors have an insignificant impact on stock returns

excludes (accruals per share). The study suggests the following recommendations:
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This thesis recommends the stakeholders consider the interim financial statements as a
tool for their decisions and that they use it as a tool for pricing stocks.

[ recommend that other researchers examine the role of other interim indicators in
explaining stock prices.

This thesis advises that other researchers write research papers that investigate interim
reporting in Palestine from different perspectives.

This study advises the listed companies to enhance the quality of interim reporting. Also,
the Palestine Exchange sﬁould provide financial analysis of these interim reports to

maximize it role in pricing stocks.
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Appendices
Table 3.1: Sample Selection
Did match the terms
Company Name Match the terms
NO. Industry Type Term1 | Term2 | Term 3
1 Birzeit Pharmaceuticals Industrial Yes Yes Yes Yes
2 Jerusalem Industrial Yes Yes Yes Yes
Pharmaceuticals
3 Jerusalern Clgarette Industrial Yes Yes Yes Yes
4 The Vegetable Oil Industrial Yes Yes Yes Yes
Industries
5 Palestine Poultry Industrial Yes Yes Yes Yes
6 Golden Wheat Mills Industrial Yes Yes Yes Yes
7 National Aluminum and Industrial Yes Yes Yes Yes
Profile
8 The National Carton Industrial Yes Yes Yes Yes
Industry
9 Arab Company for Paints Industrial No Yes No Yes
Products
10 Palestine Plastic Industrial No Yes No Yes
Industries
11 Beit Jala Pharmaceutical Industrial No Yes No Yes
12 Palestine Services Yes Yes Yes Yes
Telecommunications
13 Wata_mya Palestine Services Yes Yes Yes Yes
Mobile
Telecommunications
14 Tttt Bl Services Yes Yes Yes Yes
15 Ibn Sina Specialized Services No Yes No No
Hospital
16 Al Wil Towsrs Services No Yes No Yes
17 Palestinian Company for Services
Distribution & Logistics e EC Yes Ve
Services
18 The Arab Hotels Services No Yes No Yes
19 The Ramallah Summer Services Yes Yes Yes Yes
Resorts
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20 Nablus Surgical Center Services Yes Yes Yes Yes
21 Servi
Palagar for Real Estate ervices No Yes W Yes
Development &
Management

~ Source: prepared by the researcher using Palestine exchange website

Additional Test: Panel Data

This thesis comes to test the impact of interim accounting numbers on the stock returns of
the industrial and service listed corporations on the PEX. To enhance the results, this study
employed the most suitable regression models (Polled OLS model, or Random Effect Model, or
Fixed Effect Model). The Hausman test is used to determine which is the appropriate model that
should be adopted. The null and alternative hypotheses of Hausman test are:

H,: Random Effect Model is appropriate.
H,: Fixed effect model is appropriate.
If Sig. is less than 0.05, the suitable regression model is the Fixed Effect Model.

Table 1: Hausman Test for Model Selection
Test Outcomes Q’ Degree of Freedom Sig.

Cross-section random 11.497 3 0.0093

Source: prepared by the researcher using Eviews.

Table 1 shows the outcomes of Hausman Test for model selection. The value of Sig. is
less than 0.05. This indicates that the Fixed Effect Model is the suitable model for testing the

impact of independent variables on dependent variable.

Table 2: The Outcomes of Fixed Effect Regression Model

Independent Variables Coefficient |Standard Error T- Value Sig.
EPS -0.019997 0.095180 -0.210098 0.833
OCFPS -0.153349 0.094278 -1.626552 0.1050
IACCPS 0.128305 0.092947 1.380415 0.1686
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C | 0016040 | 0017948 | 0.893708 | 0.3723
Model specifications

R-squared 0.085314 Akaike info criterion -0.339851

Adjusted R-squared 0.029667 F-statistic 1.533139

Durbin-Watson stat 1.946585 Prob(F-statistic) 0.088011

Source: prepared by the researcher using Eviews.

Table 2 shows that there is no impact of interim EPS, OCFPS & Accrual per share on
stock returns of the listed corporations on the PEX based on fixed effect model. This outcome

proves the previous findings.
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