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Abstract 
The objective of this research is the relationship examination of selected standards of performance (sale, 
operating income, net income etc.) and return of companies as the representative of their performance in 
explaining companies’ return. Therefore, 166 companies listed on the Tehran Stock Exchange were tested from 
2007 to 2011 in order to examine this issue. In this research, the adjusted coefficient of determination of 
regression models through panel data was used to test the hypotheses. Furthermore, the value relevance of 
selected standards of performance was examined in order to determine that which of the standards could best 
explain annual return. The result of this examination indicates that there is a significant relationship between 
selected standards of performance and return. 
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Introduction 
Today’s world is the world of information and 
someone is the winner who has access to greater and 
more relevant information. Ignoring this important 
issue can pose great danger in decision-makings. 
The weakness of information system weakens 
decision-making and in fact weakens managing 
affairs in most cases. In most organizations, the main 
part of managers’ decisions is somehow involved with 
financial information and due to the fact; financial 
information has a key role in most cases. The 
weakness of information system of the 
organization usually is accompanied with 
deficiency of accounting information system and 
inability in accessing appropriate and timely 
financial information in the development era of 
information technology is as much difficult as that we 
should not think of it (Mohammad Arab Maser Yazd, 
1994). Information should be relevant to users’ 
decision-making needs in order to be usable. If 
information can help users in evaluating past, 
present or future events or affect their economic 
decisions through confirmation or reformation of 

their past evaluations, it has the relevance quality. 
Financial reports are one of the most important 
sources of gathering information in a way that in the 
theoretical principles of accounting and financial 
reporting of most countries, it is mentioned that the 
overall objective of financial reporting is providing 
information that states financial traces of 
transactions, operations and effective events on the 
financial status as well as the results of operations of 
a profit-making unit and through this way it helps 
investors, financial facilities grantors and other 
extra-organizational users in judging and making 
decision. According to the fact that accounting 
information is of accrual types, accrual accounting 
tries to record the collection of transactions, events 
and cases which have consequences and criticism 
results for the enterprise during the period that 
transactions, events and cases have occurred 
instead of recording these traces in the periods 
that cash has been received and paid by the 
institute. Although the usefulness of accrual 
accounting in presenting financial status and 
reporting the results of the operations is 
undeniable, the need for relevant information to the 
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entrance and exit of cash is a fact that cannot be 
ignored. Regarding using accounting figures and 
information in order to evaluate the performance, 
these questions would be posed that in spite of 
faults in the information, how much the standards 
based on it are relevant. How will be the 
relationship between accounting information and 
performance standards based on them? If the 
performance standards are determined based on 
the accounting figures, to what extent they can 
predict the company’s return and help investors in 
their decision-making? 
The objective of conducting this research can be 
classified into three main sections including: 
 

1- The relationship examination between 
selected standards of performance (sale, 
operating income, net income etc.) and return of 
companies as the representative of their 
performance 
2- The comparison of relative ability of selected 
standards of performance in explaining return 
of companies 
3- The examination of increasing ability of 
selected variables of performance in improving 
the return evaluation model. 
 

Review of the literature 
Accounting standards of performance evaluation 
emphasize on the income and loss statement and 
balance sheet. In other words, one output cash flow 
can be reflected as a cost in the income and loss 
statement or as a capital asset in the balance sheet 
that its result is presenting different income and 
loss statement and balance sheet resulted from 
applying different procedures. Sale sum, operating 
income before tax and interest as well as 
depreciation, operating income before tax, income 
before tax, net income, comprehensive income and 
operating cash are considered among performance 
standards of accounting that will be explained as 
follows. 
Until now, research regarding accounting 
information and its relationship with different 
effective elements on the activity on the stock 
exchange, stocks and valuation, the value relevance 
of accounting information, standards based on the 
accounting information as well as the impact of 
accounting information and standards based on it on 
the prediction process and investors’ decision-
making has been conducted. Some samples of them 
in Iran and in the world will be presented: 
Tanweer and colleagues (2013) conducted 
research that in which they investigated the impact 
of past uncertainty in the developed and 
developing markets of Indonesia. Therefore, a 
sample of IPO companies from 2000 to 2008 was 
considered. The results indicated that the 
regression of the average market adjustment of 
IPO in Indonesia was approximately 53%. 

Furthermore, the existence of such high quantity 
had a positive relationship with market risk and a 
negative relationship with the past profitability. 
Beisland and Hamberg (2013) showed that the 
relevance of accounting information is affected by 
the investment ability in valued sources. Data was 
collected from Sweden markets. They also showed 
that companies involved in industries with higher 
investment showed many changes at the relevance 
level. Thus, relevance can be affected by the 
dominant economic status. 
El-Sayed Ebad (2012) conducted research with the 
objective of examination and comparison of 
relative and increasing relevance of a 
comprehensive collection of performance 
standards of company based on the accounting 
information. Regression models were used to 
examine the relevance. The results of the empirical 
tests indicated that relative and increasing 
relevance increases income. Additionally, it was 
cleared that all the performance standards have a 
higher relative and increasing value relationship 
than operating cash flow. 
Abiodun (2012) examined the relevance of 
accounting information in Nigeria and investigated 
the logarithmic regression models and descriptive 
statistics for the analysis of this interaction from 
1999 to 2000. Forty companies in different 
economic sectors were selected as the sample. The 
results showed that income is more relevant than 
the books value. Furthermore, based on the values 
of companies in Nigeria, the information of stocks 
has more balance. Therefore, the relevant 
information is useful in the evaluation of past, 
present and future events as well as making-
decision for investment. 
Devalle and colleagues (2010) evaluated the 
question that whether the introduction of IFRS 
results in the increase of relevance of accounting 
information or not. For this purpose, 3721 
companies listed on the European Stock Exchanges 
were investigated. The results showed that the 
relevance has been increased due to this factor. 
Therefore, they showed the impact of income on 
the joint price due to this factor in Germany, 
France and England, while the impact of books 
value (except for England) was decreasing. Saghfi 
and Gholamzadeh (2012) in their research 
investigated the relevance of historical accounting 
information to the decisions of financial security 
using historical data from 2004 to 2010 of 100 
companies listed on the Tehran Stock Exchange. 
The findings showed that the main part of 
accounting study variables is the most important 
accounting variable in the companies’ financial 
security decisions that decision-makers take them 
into account in the time of financial security. 
Mehrani, Gheyomi and Moradi (2012) investigated 
the relationship between institutional ownership 
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and the relevance of the value of accounting 
information. For this purpose, based on the Olsen’s 
model, the relationship of income of per share and 
market value was used as an index of income and 
loss statement information and the relationship of 
book value of per share and market value was used 
as an index of balance sheet information. The 
results indicated that there are significant 
relationships between institutional ownership and 
the institutional ownership focus with the 
relevance of accounting information value, but the 
direction of theses relationships is different. 
Tehrani and colleagues (2011) in this research 
examined the evaluation of the performance of 
investment companies on the Tehran Stock 
Exchange from 2004 to 2009 that had active 
portfolio investment. After data collection and 
testing the hypotheses, it became clear that the 
control of systematic risk level in the market in 
these companies is better than the level of 
standard deviation than their portfolio return. 
Furthermore, combined regression analysis test 
manifested the positive significant impact of the 
value of the portfolio transactions of these 
companies o their return among the research 
indices. 
Ahadianpoor (2011) examined the relationship 
among different indices of performance evaluation 
with the created value of shareholders in the 
development and value companies according to 
the companies’ size from 2003 to 2009 in the 
productive companies, which were active on the 
Tehran Stock Exchange. The results of testing 
hypotheses indicated that in the development 
companies, refined economic value added is 66% 
and in the value companies, market value added is 
38% that has the highest explaining power of the 
changes of shareholders’ created value. 
Pooyanfar and colleagues (2010) in their analysis 
compared the impact of accounting and economic 
standards in the performance evaluation of cement 
and petrochemical companies on the Tehran stock 
exchange from 1999 to 2008 using Bootstrapping 
Regression. The results indicated the superiority of 
economic standards in comparison with 
accounting standards and insufficiency of 
accounting standards in the evaluation of 
companies’ performance. 
Saghfi and Baghomian (2009) examined the value 
relationship of accounting information from the 
standpoint of measurement and behavior. The 
results of the research based on the traditional 
measurement method, the value relationship of 
accounting information indicated its decrease 
among companies listed on the Tehran Stock 
Exchange from 1999 to 2008. Furthermore, the 
findings of the additional test of the research that 
in that the value relationship of accounting 
information was evaluated using the correlation 

among financial variables and fundamental value 
indicated the lack of decrease trend in the value 
relationship in the same period. It also showed that 
the main reason of the observed decrease trend by 
the literature was the investors’ trading behavior, 
which cannot be related to the changes of 
fundamental value. 
 
Variables and models 
The first step for testing the hypotheses of this 
research is presenting an accurate and appropriate 
definition of variables that makes the 
measurability of the study characteristics possible 
in this research. The variables of the research are 
divided into independent and dependent variables. 
Return is the dependent variable in this research. 
Seven selected standards of performance form the 
independent variables that are sale, operating 
income before interest, depreciation and tax, 
operating income before tax, income before tax, 
net income, comprehensive income and net cash 
flow of operations. Brief definitions are provided for 
each of these variables: RETURNit: return of the 
company i for year t 
SALESit: total sale of the company i for year t 
EBITDAit: operating income before interest and 
depreciation and tax of the company i for year t 
OPINCit: operating income before ax f the company i 
for year t IBTAXit: income before tax of the company i 
for year t 
Nlit: net income of the company i for year t 
TClit: comprehensive income of the company i for 
year t OCFit: net operating cash flow of the company i 
for year t 
The calculations are conducted according to the 
following models: 
 

1- RETURNit=y0+y1 SALESit+εit 
2- RETURNit=y0+y1 EBITDit+εit 
3- RETURNit=y0+y1 OPINCit+εit 
4- RETURNit=y0+y1  IBTAXit+εit 
5- RETURNit=y0+y1 OCFit+εit 
6- RETURNit=y0+y1 NIit+εit 
7- RETURNit=y0+y1 TCIit+εit 

 
Methodology 
The present research is of ex-post facto research 
types. In this type of research, the objective is the 
examination of existing relationships among the 
variables and data, which is collected and analyzed 
from the environment that was existed, or from the 
past events that were done without researcher’s 
direct intervention. This research is of pseudo-
empirical types in the area of positive studies. 
According to the objective, this research is applied. 
The data of this research is quantitative that will 
be obtained from the Stock Exchange’s archive. 
This research is also a descriptive–correlative one 
according to the method of data analysis. 
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Hypotheses 
The hypotheses of this research are provided in two 
sections of main and sub-hypotheses as follows: 
 

1- The main hypothesis: selected standards of 
performance have relationship with return. 
1-1-The first sub-hypothesis: there is a 
significant relationship between sale and return. 
1-2 The second sub-hypothesis: there is a 
significant relationship among operating income 
before interest, depreciation and tax with return. 
1-3 The third sub-hypothesis: there is a 
significant relationship between operating 
income before tax and return. 
1-4 The fourth sub-hypothesis: there is a 
significant relationship between income before 
tax and return. 
1-5 The fifth sub-hypothesis: there is a 
significant relationship between net operating 
cash flow and return. 
1-6 The sixth sub-hypothesis: there is a significant 
relationship between net income and return. 
1-7 The seventh sub-hypothesis: there is a 
significant relationship between the information 
of comprehensive income and return. 
 

Statistical population and sample 
In this research, the statistical population is the all 
companies listed on the Tehran Stock Exchange 
except selected companies belonged to the 
industries of banks, credit institutes and the other 
financial entities, financial investments and the 
other financial reselling in five years from 2007 to 
2011. 
Among all the companies, 166 companies from 
those listed on the Tehran Stock exchange are 
selected through systematic exclusion method by 
applying the following limitations. 
 

1- Their financial period should be ended on 
March 20th (end of Esfand). 
2- They should not change their fiscal year from 
2007 to 2011. 
3- The company should be listed on the Tehran 
Stock Exchange until the end of fiscal year of 
2006. 
4- Their information particularly their financial 
statements notes should be accessible. 
 

The method of testing hypotheses 
Adjusted coefficient of determination of regression 
models through panel data was used to test the 

hypotheses then the relevance of each of the seven 
selected standards of performance will be 
examined in order to specify that which of the 
standards best explain the annual return. 
 
Data analysis 
1- The main hypothesis: selected standards of 
performance have relationship with return. 
According to the fact in this research, seven 
standards of sale, operating income before interest, 
depreciation and tax, operating income before tax, 
income before tax, net income, comprehensive 
income and net cash flow of operations consist 
selected standards of performance. Therefore, the 
first main is tested through the seven sun-
hypotheses. 
2- The first sub-hypothesis: there is a significant 
relationship between sale and return. 
This hypothesis is suggested regarding the 
examination of relationship between sale and 
return and is tested using the following model: 
 

 
 
According to the composition of the data, first F-test 
(Chow test) is conducted in order to choose the 
estimation method of the model between Pooling and 
Panel. 
In this research, according to the model type, cross-
section and period fixed effects are tested. The 
following tables show the results of F-test for 
determining the appropriateness of the regression 
with the hypothesis. In the composite data, period 
and cross-section effects of data as well as their 
simultaneous effects are tested. According to the 
model of period fixed effects for each year, one y-
intercept and according to the model of cross-
section fixed effects for each company, one y-
intercept are provided. Now, we employ Chow test 
to see whether these y-intercepts are significant 
statistically or not. 
Therefore, H0 and H1 are suggested as follows: 
H0: all the y-intercepts are equal ↔ Pooled 
H1: y-intercepts are different ↔ period fixed effects 
model or cross-section one or both of them 
According to the statistic of Chow test, if the 
possibility of the model is smaller than 0.05, H0 

suggesting the equality of y-intercepts is rejected and 
the fixed effects model is preferable. 

 
The results of cross-section fixed effects 

 
Test cross-section fixed effects 

Effects Test Statistic d.f. Prob. 

Cross-section F 0.913006 -165,660 0.7604 

Cross-section Chi-square 170.0242 165 0.3781 
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The results of period fixed effects 
 

Redundant Fixed Effects Tests 

Test period fixed effects 

Effects Test Statistic d.f. Prob. 

Period F 14.37531 -4,821 0 

Period Chi-square 55.98312 4 0 

 
According to the statistic of Chow test regarding cross-
section fixed effects, its possibility is greater than 
0.05 and regarding period fixed effects, its 

possibility is smaller than 0.05. Therefore, H0 

suggesting the equality of y-intercept for the period 
fixed effects is rejected and period fixed effects 
model is preferable. 

The above test is used to examine the models one by 
one, but the results of the models are presented 
briefly. 
The results of testing the first hypothesis are 
presented in the following table. 
 

 
The analysis of the first sub-hypothesis 

 
 

 
Period fixed (dummy variables) 
Adjusted coefficient of 
determination 

0.157831 

F-statistic 30.09812 
Probability 0 
Durbin Watson statistic 1.722059 

 
Explanatory variable Coefficient t-statistic Probability Confidence level 

y-intercept 2.76E-07 1.614823 0.1067 insignificant 
Sale 24.07014 13.17714 0 99% 

 
According to F-statistic and its related probability, it 
can be concluded that the regression equation is 
significant at 99% confidence level. The results 
related to the Durbin-Watson statistic (lack of 
autocorrelation of error sentences) for the model 
indicate the relative independency of the data. 
Adjusted coefficient of determination of the model 
shows the relevance level of the independent with 
dependent variable (return). According to the 
above table, adjusted coefficient of determination 
of the model is 0.15. Therefore, this model explains 
averagely 15% of changes of the dependent variable. 
According to the probability related to the sale 
variable, which is lower than 0.01, therefore, this 
variable is significant at 99% confidence level. 
Furthermore, coefficient sign of this variable is 
positive in the model, it means that the relationship 
between the sale variable and return variable is 
positive. Consequently, there is a significant 
relationship between the sale variable and return 
variable. Thus, the first sub-hypothesis of the 
research is confirmed. 
 
The second sub-hypothesis 
This hypothesis is suggested regarding the 
examination of existence of relationship among 

operating income before interest, depreciation and 
tax (EBITDA) and return and is tested using the 
following model: 
 

  
The adjusted coefficient of determination of the 
model indicates the relevance level of the 
independent with dependent variable (return). The 
adjusted coefficient of determination of the model is 
0.17. Therefore, this model explains averagely 17% 
of changes of the dependent variable. According to 
the probability related to the operating income 
before interest, depreciation and tax variable, 
which is lower than 0.01, therefore, this variable is 
significant at 99% confidence level in the model. 
Furthermore, coefficient sign of this variable is 
positive in the model, it means that the 
relationship among operating income before 
interest, depreciation and tax variable and return 
variable is positive. Consequently, there is a 
significant relationship among operating income 
before interest, depreciation and tax variable and 
return variable. Thus, the second sub-hypothesis of 
the research is confirmed. 
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The third sub-hypothesis 
This hypothesis is suggested regarding the 
examination of existence of relationship between 
operating income (OPINC) and return and is tested 
using the following model: 
 

  
The adjusted coefficient of determination of the 
model indicates the relevance level of the 
independent with dependent variable (return). The 
adjusted coefficient of determination of the model is 
0.17. Therefore, this model explains averagely 17% 
of changes of the dependent variable. According to 
the probability related to the operating income 
variable, which is lower than 0.01, therefore, this 
variable is significant at 99% confidence level in the 
model. Furthermore, coefficient sign of this 

variable is positive in the model, it means that the 
relationship between operating income variable 
and return variable is positive. Consequently, there 
is a significant relationship between operating 
variable and return variable. Thus, the third sub-
hypothesis of the research is confirmed. 
 
The fourth sub-hypothesis 
This hypothesis is suggested regarding the 
examination of existence of relationship between 
income before tax (IBTAX) and return and is tested 
using the following model: 
 

  
The adjusted coefficient of determination of the 
model indicates the relevance level of the 
independent with dependent variable (return). The 
adjusted coefficient of determination of the model is 
0.16. Therefore, this model explains averagely 16% 
of changes of the dependent variable. According to 
the probability related to the income before tax 
variable, which is lower than 0.01, therefore, this 
variable is significant at 99% confidence level in the 
model. Furthermore, coefficient sign of this 
variable is positive in the model, it means that the 
relationship between income before tax variable 

and return variable is positive. Consequently, there 
is a significant relationship between income before 
tax variable and return variable. Thus, the fourth 
sub-hypothesis of the research is confirmed. 
 
The fifth sub-hypothesis 
This hypothesis is suggested regarding the 
examination of existence of relationship among 
income before extraordinary items and stopped 
operation (OCF) with return and is tested using the 
following model: 
 

  

The adjusted coefficient of determination of the 
model indicates the relevance level of the 
independent with dependent variable (return). The 
adjusted coefficient of determination of the model is 
0.15. Therefore, this model explains averagely 15% 
of changes of the dependent variable. According to 
the probability related to the operating cash flow 
variable, which is lower than 0.01, therefore, this 
variable is significant at 99% confidence level in the 
model. Furthermore, coefficient sign of this 
variable is positive in the model, it means that the 
relationship between operating cash flow variable 
and return variable is positive. Consequently, there 
is a significant relationship between operating cash 
flow variable and return variable. Thus, the fifth sub-
hypothesis of the research is confirmed. 
 
The sixth sub-hypothesis 
This hypothesis is suggested regarding the 
examination of existence of relationship between 
net income (NI) and return and is tested using the 
following model: 
 

  
The adjusted coefficient of determination of the 
model indicates the relevance level of the 
independent with dependent variable (return). The 
adjusted coefficient of determination of the model is 
0.17. Therefore, this model explains averagely 17% 
of changes of the dependent variable. According to 
the probability related to the net income variable, 
which is lower than 0.01, therefore, this variable is 
significant at 99% confidence level in the model. 
Furthermore, coefficient sign of this variable is 
positive in the model, it means that the relationship 
between net income variable and return variable is 
positive. Consequently, there is a significant 
relationship between net income variable and 
return variable. Thus, the sixth sub-hypothesis of 
the research is confirmed. 
 
The seventh sub-hypothesis 
This hypothesis is suggested regarding the 
examination of existence of relationship between 
comprehensive income (TCI) and return and is 
tested using the following model: 
 

  
The adjusted coefficient of determination of the 
model indicates the relevance level of the 
independent with dependent variable (return). The 
adjusted coefficient of determination of the model is 
0.17. Therefore, this model explains averagely 17% 
of changes of the dependent variable. According to 
the probability related to the comprehensive 
income variable, which is lower than 0.01, therefore, 
this variable is significant at 99% confidence level in 
the model. Furthermore, coefficient sign of this 
variable is positive in the model, it means that the 
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relationship between comprehensive income 
variable and return variable is positive. 
Consequently, there is a significant relationship 
between comprehensive income variable and 

return variable. Thus, the seventh sub-hypothesis of 
the research is confirmed. 
The summary of the results of testing the first main 
hypothesis 
 

 
 
Description 

Independent 
variable 

Dependent 
variable 

Test results Confidence level The
 relevanc
e level 
 of 
independent 
variable with the
 depende
nt 
one 

The first sub- 
hypothesis 

Sale Return Confirmed 99% 15% 

The second sub- 
hypothesis 

Operating income
 before 
interest, 
depreciation and 
tax 

Return Confirmed 99% 17% 

The third sub- 
hypothesis 

Operating 
income before 
tax 

Return Confirmed 99% 17% 

The fourth sub- 
hypothesis 

Income before 
tax 

Return Confirmed 99% 16% 

The fifth sub- 
hypothesis 

Net
 operatin
g 
cash flow 

Return Confirmed 99% 15% 

The sixth sub- 
hypothesis 

Net income Return Confirmed 99% 17% 

The seventh 
sub-hypothesis 

Comprehensive 
income 

Return Confirmed 99% 17% 

 
Conclusion 
The results of the research indicated that 
fundamental accounting variables extracted from 
the income and loss statement including sale, cash 
flow and comprehensive income etc. each of them 
can maximally explain 17% of the companies’ 
return. This issue demonstrates the inattention of 
capital market to the accounting variables. In this 
direction, some suggestions are offered as follows: 
It is suggested to the Stock Exchange Organization 
as the administrator of capital market that follows 
practical solutions in order to ensure the market 
and employ accounting information by the 
decision-makers of capital market. It is suggested 
to the investors that pay more attention to the 
items of financial statements and use the other 
components and variables such as non-financial 
variables like inflation, management of company 
etc. for completing their work. 
In most of the used regressions in this research, 
return is used as the dependent variable, but still it 
is not clear that if the share price was used as the 
dependent variable, how would be the results. Of 
course, for this purpose, it is necessary to define 
and make regression models based on the share 
price. In addition to the selected standards of 

performance of the present research, the variables 
of risk and distributive income of per share also 
can be added to the research and the impact of the 
other qualitative factors such as economic, political 
and social conditions related to the return should 
be examined by the future research. 
Change in the economic conditions in the study 
years might affect the results. Tehran Stock 
Exchange is also affected intensively by the 
economic and political conditions, because 
investors react to these changes. According to the 
limitation of statistical population to the 
companies listed on the Tehran Stock Exchange, 
we should be cautious concerning the 
generalization of the results to the other economic 
units. Among the natural limitations, we can 
mention the issue that different industries are not 
affected by the political conditions and economic 
changes and the impact of the factors is different 
on each industry. 
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