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Extended Abstract

Introduction

Active investors are usually interested in the financial statements and make their
assessments of the fundamental value or wealth of the company based on it. On
the other hand, according to International Accounting Standards Board (1989), the
main purpose of financial reporting is to provide accounting information to
participants in the capital market so that they can use it for investment. Feltham
and Ohlson (1995) linked these two concepts by presenting the valuation model.
Feltham and Ohlson (1995) showed that the market value of the company is
related to the accounting data. The clean surplus theory examines the relationship
between the value of the company and the accounting data. This theory states that
if all the items affecting the equity (except for ownership exchanges) are reported
in the profit and loss statement of the relevant period. So, the company's market
value can be estimated using fundamental analysis of accounting data. Penman
and Zhu (2022) showed that the asset pricing model based on accounting data and
clean surplus theory can better explain cross-sectional stock returns. They believe
that accounting data based on clean surplus theory can be a fundamental factor in
explaining stock returns. Chehade and Prochéazka (2023) investigated the value
content of accounting information in the emerging Saudi Arabia market. The
results of their research showed that the value content of accounting information
prepared based on the clean surplus theory has increased after the adoption of
international financial reporting standards.
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The theory used stock valuation based on accounting data is the theory of clean
surplus. Also, Kahneman and Tversky (1979) provided evidence that expected
utility theory is not appropriate for investor decision making. Based on this, they
tried to present a theory that is more consistent with the real behavior of investors
when making decisions. They named this theory perspective. the value function
can also be determined based on the theory of prospect. Therefore, the purpose of
this study is to compare the explanatory power of the theory of clean surplus and
theory of prospect theory.

Literature Review

In the first theories of financial valuation, it is stated that the value of stock is
equal to the current value of all dividends or free cash flow. Feltham and Ohlson
(1995) showed that firm value is a function of accounting data. There are three
main assumptions in Ohlson's (1995) residual income valuation model. Prospect
theory was introduced by Kahneman and Tversky (1979).presented prospect
theory in order to measure investors' utility function and determine how investors
make decisions under conditions of uncertainty. In perspective theory, the
decision to gain profit or loss is made with respect to a reference point. Based on
this, the book value of stock can be considered as a reference point. The second
element of loss aversion refers to the fact that the feeling of dissatisfaction in
losses is more than the feeling of satisfaction in gaining profits. The third element
is the reduction of sensitivity, according to which the value function is convex in
loss conditions and concave in profit conditions. Finally, the fourth element
represents the probability weight. Based on this component, it is assumed that
people use the probability weight approach in the utility function. Based on these
four elements, it can be assumed that the value function of people is formed
through a reference point and the value function is the shape of S. Espinoza et al.,
(2020) by examining the role of perspective theory in the valuation of investment
decisions, concluded that the use of perspective theory in calculating the net
present value of investments improves the investment process. Wang et al., (2021)
showed that investors consider the effects of prospect theory when valuing stocks.
Hosseinpour et al., (2022) investigated the impact of prospect theory on the
relationship between liquidity risk and stock returns. The results of their research
showed that perspective theory has an effect on this relationship.

Research Methodology

Using a systematic method, 152 listed companies were selected as the research
sample. The research period is from 2009 to 2022. Research variables include
operating earnings, book value and market value. In this research, research
hypotheses were tested using multivariate regression and using panel data.

Results
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The results indicate that the power of explaining the operating earnings of per
share is greater in the theory of a clean surplus of the theory of prospect. Also, the
results of the research showed that the explanatory power of accrual items of
operating earnings of per share is greater in the theory of a clean surplus of the
theory of prospect. However, the explanatory power of cash items of operating
earnings of per share does not differ between the theory of a clean surplus and the
theory of prospect.

Discussion and Conclusion

One of the most challenging topics in financial and accounting literature is present
valuation models. Feltham and Ohlson (1995) showed that accounting data can be
used in valuation models by considering the clean surplus theory. The investors'
utility function is formed based on the traditional view and belief in the rationality
of investors' behavior based on the expected utility function. The use of this utility
function has led to the theory of clean surplus. On the other hand, with the
emergence of behavioral finance and the acceptance of irrational behavior in the
capital market, the value function was formed based on the perspective theory.
Based on this, in order to check investors' reaction to accounting data, two
functions of expected utility and value function can be used for stock pricing. In
general, the results of the research show that the clean surplus theory and the
perspective theory can be used to determine the share price, but the explanatory
power of the clean surplus theory is more than the perspective theory. Based on
the results of the research hypotheses, investors are suggested to use the clean
surplus theory, which has a higher explanatory power, to determine the share
price.
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