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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

1. INTRODUCTION

In the last decade — first in international, leaéso in Hungarian literature —
several studies highlighted the difference betwisenmarket value and book value
of companies and the changes (first increase,dberease) in the related trends.

Examining the data relating to the period betwe®r8+1998 of more than
10,000 listed companies in the Unites States, Baultibert and Samek [2000]
found that the book value of the companies reptede®b% of their market value at
the beginning of the period in question, but tiguife decreased to 28% by its end.
They cite Microsoft as an outstanding example, witmarket value of USD 600 bn
and a book value of only USD 31.6 bn as at theafri®99.

Analysing data of a total of 14,643 listed companie three European
countries — Germany, Norway and the United Kingderfor the period between
1982-1996, King and Langli [1998] revealed a smadleerage deviation between
book values and market values. According to datsemted in their study, the
average value of the book value/share price (Bifiéx was 0.41 in Germany, 0.58
in Norway and 0.63 in the UK.

According to a study by Arce and Mora [2002], exaimy 22,436
observation units in eight European countries & phkriod between 1990-1998, the
average value of the BV{§fnhdex showed major differences in the individualtes.
The rate was the lowest in Germany at 0.559, byt afso be considered low in the
Netherlands (0.660) and in the UK (0.670). Increglsi higher index rates were
measured in Belgium (0.787), France (0.790), SaBB0) and Switzerland (0.892),
while Italian listed companies scored highest 888. This latter value indicates that
on average no significant deviation was found betwthe share prices and book
values of the companies.

According to data by Gornik, Tomaszewski and Jeonagz [2001] who
examined 77 listed companies in Poland between 1998, the average BV/P
index value of 0.61 may be considered rather lompmared to other European
countries.

A comparative study by Hellstrom [2006] on Czechd awedish listed
companies brought very interesting results in @sttwith former research. Dividing
the subject period 1994-2001 in two parts (199441&3d 1998-2001), he found
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that during the two cycles, the market value/boalkue (MV/BV) ratio decreased
from 0.74 to 0.57 in the case of the companiesdisin the Prague Stock Exchange,
while increased from 2.35 to 2.67 in the case & Hdompanies listed on the
Stockholm Stock Exchange. These data have two ipe@sdpects: first, the average
book value of the Czech companies (increasingly, daupetually) exceeded their
average market value; and second, the value ofintiex changed in opposite
directions in the two countries in the given period

According to a study by Brimble and Hodgson [2007] data relating to
Australian listed companies in the period betwe8n312001, the average value of
the BV/P rate is 0.80, showing that in line withrtaen European countries and in
contrast with research results respecting the b@ustralia there is no significant
discrepancy between the book value of companieshaidshare prices.

The above cited examples from international litematshow that there are
substantial differences between individual coustrieoncerning the deviation
between the market value and book value of compaai® that this deviation is the
strongest in the United States.

Comparable information relating to Hungarian comesanvas published in a
study by Juhasz [2004] on data between 1999-2@&aling that in line with
international average trends, the average markeefmok value (MV/BV) ratio
also decreased in the case of the examined Hungemimpanies, with an indicator
descending under 1.0 by 2002 (meaning that attitihhatthe book value of the firms
exceeded their market value). Since the above omedi study by Juhasz [2002],
data concerning the relation between the marketiegaland book values of
Hungarian companies have not been published UmBktyears ago, and even then
predominantly in stock exchange analysts’ reports.

In September 2008 Koranyi [2008a] wrote that congmaristed on the
Budapest Stock Exchange (BET) were actually wootinesvhat less than 150% of
their book values. Some of them were being trade2Da40% of their book value,
which means that their market values were sigmftigdower than their book values.
Koranyi cites OTP shares as an example, havingahawrket value equalling five
times their book value two years earlier, but digplg a share price/book value
(P/BV) index of only 216% at the time of the study.

In November 2008, Mési [2008] mentions the fact that the shares of A-

class companies are bought for less than the \ddltiee equity per share, which he
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evaluates as characteristic of the pessimisticatimat BET. According to Mézi
[2009a], the situation further deteriorated by Ma&009, with share prices at an
average of 70% of their book value. In autumn 2@®® trend was reversed: the
market value of companies exceeded their book valezssi [2009] makes note of
a 129% average P/BV index for A-class shares tradeBET.

On the basis of research results published in natenal literature,
information available on Hungarian companies and own random sampling
checks, | consider that a theoretical analysis g factors influencing the
discrepancies between the market values and bdoks/af companies as well as an
empirical research of the same subject performedaosample of Hungarian
companies might prove to be an interesting anduliseidy subject.

The aim of my research is to explore, by way of elwgd analysis, the
deviations between market values and book valuestlaa factors affecting their
development, in order to offer an explanation comog those deviation trends.
Accordingly, my research is prominently of an exptory and explanatory nature.

When identifying the factors which impact on thevidgons, | will lay
special focus on the aim, perception and methabdeofietermination of market value
and book value, and on the analysis of the issueadgnisability and inclusion in
the balance sheet.

Two groups of hypotheses will relate respectivelytite examination of the
value relevance of accounting data, and to theatien between market value and

book value. I will use multivariate statistical hetls to verify my hypotheses.

Research concluded on 31 March 2011.

11
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2. THEORETICAL FUNDAMENTALS

| shall begin the presentation of the theoreticaddamentals by delimiting
the subject matter of my research and by operdising the terminology used in the
dissertation. | will then proceed to the issue oblovalue, including its theoretical
accounting background, a detailed analysis of #wtofs influencing its evolution,
and the presentation of book value as calculatedcoordance with present day
Hungarian and international accounting standartie. dnalysis of market value will
follow, with a brief overview of its different defitions and the compilation of the
factors impacting on its variations. The section tbeoretical fundamentals is
concluded by an analysis of the deviations betwearket value and book value and
of their potential reasons, as well as the intrdidacof a proposed multipurpose

balance sheet model.

2.1. DELIMITATION OF THE FIELD OF RESEARCH AND DEFINITION S

In view of the fact that the chosen research stiligesituated on the meeting
point of several disciplines of economics, and les firesent research shall not be
able to cover all of the related issues, it is Beagy to precisely delimit its subject
matter.

The present research:

- applies an accounting-based approach to the subgter;

- presumes conformity with the principle of contiryit

- uses the definitions presented in the section @matienalisation of concepts
and operates within their framework;

- conducts an empirical analysis of a sample of congsaoperating in
Hungary; as a consequence already in the thedr&iimdamentals section, in
addition to other viewpoints published in relatido the issue, it
predominantly focuses on the characteristics of gduman accounting

regulations and economy.

12



A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

‘Market value’ and ‘book value’ are two fundamentahcepts related to the
subject matter of my research, also included intitie of this dissertation. It is

therefore necessary to provide an exact definicthose key terms first.

‘Market valué shall mean the market price of the company, thkies at
which the present owner of the company would sell @ buyer would acquire the
firm; that is, the price at which the transactioromd actually be concluded in
reality. In the case of listed companies tradingublic, this value is incorporated in
the share price: the market value of the companthiss equal to the daily price
quotation multiplied with the number of issued €sar

‘Book value shall mean the values registered in the balankees of the
company, showing the value of the wealth of thepammy in the double dimension of
the origin of the wealth and its role in the repoation process, at a given time. The
book value of a company as a whole shall meandhe\of its shareholders’ equity

as indicated in its balance sheet.

The definitions of both concepts essentially cqroesl to their counterparts
used in Hungarian and international literature. Tdedinitions also contain the
indicators related to the concepts. In the casearket value, this means the amount
for which the given company may be sold, the amauactuded in the sales
documents and, for listed companies, publicly amced in the form of the share
price. Accordingly, the indicator of the market walof the company shall be the
product of the share price and the number of shamethe case of the company’s
book value, the indicator shall be the value oféheity as indicated in the balance
sheet drawn up using different evaluation prin@pl®r the sake of comparability
with share prices, also the book value per shaak lsb determined.

Both concepts denote quantifiable and unequivoatd,das the interpretation
of the different numeric values should be identita everyone. Therefore no
dimensions (determined aspects or consideratiataled to these concepts should
be considered.

In addition to the above, | deem it necessary téindethe concept of
‘deviation’, as my research is aimed at the analg$ithe phenomenon of deviations

between the market values and book values of col@pan

13
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‘Deviation’ shall mean a quantified difference between values

The above definition of the concept already corstdis studied dimensions,
as it states that the research focuses on the matival meaning and aspect of the
concept. The indicator in this case shall be thantjfied value of the difference

and/or the ratio.

For all of the three concepts defined above, thebkes shall be measured
on a rating scale: as we are dealing with valugsessed in monetary value, it may
be established whether they are different or whiethe of them is higher or lower,
and their difference and ratio may be quantified.

It ensues from the nature of the research subjenting to analyse the data
contained in the account statements of companiewis a deviation between the
market value and book value (and other transactionglisplayed in their accounts,
as well as the effects of these) — that we mayestatblish any kind of typology, that
IS, we may not create categories globally illugtigathe common features of two or

more variables.

14
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2.2. BOOK VALUE

‘Book value’ is an accounting concept related te timancial statements of
companies. In order to get acquainted with the mngaand content of the concept as
well as the factors influencing it, we need to ifjaits background from the point of

view of accounting theory.

2.2.1. The concept and role of accounting

The concept of ‘accounting’ has undergone severaifications since its
introduction; “today it means the theory and piatiof the quantification,
monitoring and communication of wealth and its gjesi (Baricz [2008], p. 3.).

This formulation makes it clear that the accountawivity is articulated
around the wealth — and changes in the wealthcewipanies. Its role is to provide
information, as the result of practical activitypoat the wealth (economic resources
and claims), any changes therein, and any efféd¢teese changes.

Accounting, according to a definition by Chambers9d5], may be
considered as a kind of language system, subjestlistantial interest as a result of
its economic subject matter. This general intereseconomic data justifies the
existence of a set of symbols. Chambers’s appraschimplies that the main task of
accounting is to provide information.

This provision of information may target:

“first, outside stakeholders getting into contadthvthe company, to provide

a basis for their decisions and &t postevaluation;

- second, the company management, to support executimnagement
decisions and theex postevaluation;
- third, any individuals performing administrativeska within the framework

of the corporate processes, to support their w(Bkticz [2009], p. 17).

In order to ensure that accounting is able to perfibs role as a provider of
information in line with the users’ expectationisjsi necessary to display, monitor
and communicate on the wealth (economic resour@€laims) and its changes.

For the purposes of the present research, aspetased to outside

information provision, targeting external stakeleotdgetting into contact with the

15
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company shall be of outstanding importance, asbibek value of a company is
determined on the basis of the financial reportl e related balance sheet, drawn

up for these actors.

2.2.2. Stakeholder theories

Private individuals and legal entities enteringpiobntact with the company
and requesting information thereof represent devargerests in relation to the
company, and therefore their information needsadse different. The mapping of
these diverging interests and the information nespents of the different
stakeholders greatly contributes to the deternonati the objectives of the financial
report. And it is especially important to know thien of the financial report, because
it serves as a basis for the deduction of the ctsitf the values it contains.

Baricz [1999] provides a detailed overview of theedries formulated in
relation to the delimitation of the scope of stakdlrs. It was in the early 1960s that
a connection was first established between the dithe financial report and the
interests of stakeholders. Before that time, the aff the financial report was
deduced from the balance sheet aims, that is,ithe eelated to the review of the
wealth and the determination of the earnings. Hareby the 1950s it became
evident that these aims are not sufficient to @rpthe changes in the form and
content of the financial report and, within, theldo@e sheet. Later research
confirmed that changes in the form and contenheffinancial report may be traced
back to the changes in the stakeholders’ interasts to the evolution of their

capacity to assert their interests.

Among the traditional theories concerning the scopstakeholders, Baricz
[1999] highlights the ones relating to owners, sintbases and managemén.
deficiency of traditional theories is that theyl feo identify persons or groups of
persons whose interests should be taken into atdofinunit or basis theory), or
they strongly restrict the scope of stakeholdecsistng on the interests of individual

groups (cf. owner and management theory). The praiblem relating to all of these

! For further information on these theories, cf.i8af1999], pp. 10-11.
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interpretations is that in absence of a full magmhstakeholders, they are unable to
provide an explanation for the actual depth an@resiveness of financial reports in

practice.

In contrast with former theories, coalition thebepnsiders the company as a
coalition grouping together all the individuals dadal entities in direct contact with
the company. According to this interpretation, thh@nagement of the company
compiles the financial report for the other memhsrghe coalition, so that the aim
of the financial report is to fulfil the informanoneeds of the members of the
coalition, diverse as a result of their divergimgerests. All this entails numerous
difficulties in the course of the compilation ofetfinancial report, and is evidently
conditional on compromises. The aim of the finah@aort — and as a consequence,
the content of the data and values it contains anges depending on how the
interests of the stakeholders are concerted.

The scope of stakeholders comprises all individaats legal entities entering
into direct contact with the company: the ownehg treditors, the managers, the
employees, the market partners (suppliers and byyite state and the eventual
advocacy groups. The members of the different gngspmay overlap, but it is the
responsibility of the concerned person to resohet situation by deciding which

interest or need they consider as priority in tiver situation.

The most complex one of the above mentioned integesups — and one
playing an especially important role in relationtb@ subject matter of the present
research — is the group of owners. Owners may Hdferent objectives in investing
their mobile assets into a company. They may aequwnership in the firm so as to
enjoy a dividend on the income it produces andsesl They may be motivated by
the prospect of realising a profit by selling thsirare in the compariyin case its
value has increased. It also happens that investmienownership is not driven by
one of the above mentioned factors related to ircgeneration, but other economic

reasons (such as aspects connected to acquisitisales, more advantageous

2 For further details concerning coalition theory,Raricz [1999], pp. 11-19.

% Including other ways of extracting their share.
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conditions for production etc.) In the latter cdbe decision of the owner is not
based on accounting information; so the mappinghefinterests and information
needs of the coalition members necessitates thmieaton of the owners investing
with the aim to earn profits.

However, even this group of owners may not be dmmed homogeneous:
one needs to differentiate on the basis of theaelwand projected period of the
investment, as these factors determine their ister@and, consequently, their
information needs. Short-term investbssrive to maximise profit on the short term,
therefore they are interested in the full paymdnthe divisible earnings produced
and realised by the company. On the other handemninvesting in the long tefm
are also interested in the growth of the company ianthe prospect of realising
higher profits in future as a result of the withdia of the present profits. Owners
with higher shares are able to interfere with tperation of the company; on the
other hand, smaller shares are easier to sell, prghumably no substantial loss on
their value.

Owners’ interests are therefore varied, and sotle® information needs.
Nevertheless, the following pieces of informatiae aequested by each and every
owner:

- a profit and loss account, indicating the extentwdl developments in the
earnings produced and realised;

- information concerning dividends;

- information on the increases in the value of thewestments and its

evolution in time.

The next group of stakeholders is that of the ¢oesliwho provide financial
assets to the company for a limited period of timerder to earn an income from
interests. The main interest of creditors is the tompany repays the financial
assets made available to it within the deadline waitd the interest set out in the

contract. Therefore they will require informatioraimly on the future solvency of the

4 Called ‘investors’ by Ulbert [1990].
®‘Owners’ in Ulbert’s typology[1990].
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company and its willingness to pay. On the basipast information extracted from
accounting data, they try to draw conclusions camaog the future of the company.

Managers as stakeholders shall mean the group ohgeas employed to
perform the executive activities in the companye Tihterests of this group are
related to the maximisation of their earnings amdhe achievement of their career
goals. If their income is related to the profitépilof the company, they are
interested in maximising its past and future psofithis will at the same time
increase the contentment of owners, resulting ftbenhigher amount of dividend
they receive. To achieve their personal careersgoabnagers need to know the
position and potential of the company, and thdwrmation needs in this respect are
quite as diverging as in relation to other issuescerning, for example, the

management of the company or strategic or operdgeesion-making.

Employees are interested in the proper increaseenf salaries, as well as in
secure employment and continuously improving warkaonditions. To this end,
information needs of employees and their advocaoys cover the impacts of past
events interfering with their interests, and futtetated information affecting their

interests.

Market partners are interested in safe and long-teglations with the
company, therefore they need information about abquisition, sales and price
policies of the firm in the first place. In the easf cooperations of greater value,
they may also be interested to know the economd farancial position of the

company.

The state relates to the company predominanthutiiraaxes, and it seeks to
earn ever increasing tax revenues as a result eoflatier’'s increasing incomes.
Consequently, it needs information on the recedpthe company; at the same time
it is also interested in ensuring that the compeaspects the tax regulations and
calculates payable taxes accordingly.

On the basis of the above it may be established tthe stakeholders’

information needs extend to the past and futureditions of the company

19
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concerning financial position, its changes and iegs position. Among these
elements, accounting provides information on th&t,pasing the financial report as
its instrument. Coalition members need clear (ustdedable and transparent),
relevant, reliable (accurate, neutral, prudent anplete) and comparable

information® and the financial report needs to meet all thesdity requirements.

Coalition theory is adapted to explain the deptd amtensiveness of the
financial report in practice, so | will continueettanalysis of the financial report

along this line.

2.2.3. True and fair view

Accounting is responsible for providing informatiom coalition members,
according to their interests and needs. Howeves fteither able nor expected to
fully satisfy all the information need of every lstholder. The drawing up of a
financial report assumes compromises, as it ngaegssithe synthesis of the different
interests and the resolution of eventual confladtgiterest. It shall be the task of the
regulatof to decide which of the manifold stakeholder inséseshould be prioritised
in the financial report compiled for the coalitionembers. This decision bears
weight, as this choice determines the exact aimthef financial report and,
consequently, the values it will contain.

On the basis of the above detailed interests afodniration needs it may be
established that the financial report should shHwsvrtominal value of the company’s
wealth and equity (the financial position of themgany) as well as the value of the
divisible earnings achieved throughout the peritdte (earnings position of the

company) and changes in its financial posifion.

® For information requirements see Baricz [2009]1(n.
" For the necessity of regulation, see Bosnyak [RqD3L3.
8 See Baricz [1999], p. 27.
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The financial report should be conform to the polehy of accounting, and
it should provide a true and fair viéwf the above mentioned factors. To satisfy all
these requirements, the financial report shouldprese two sections: numbers and
text. The numeric part should always contain thari sheet and a profit and loss
account, which may be complemented by other stattsmkepending on the national
accounting rules, such as a cash flow statemeatstatement of changes in equity.
The textual part, called a ‘supplementary annex’nates’, contains explanations
and supplements to the data communicated in theenareection. These together
constitute the financial statement, a complex syste@hich as a whole is liable to
provide a true and fair view of the company’s fio@h position, of changes in
financial position and of its earnings position.

For the purposes of the present research, the wltlee company’s wealth
(economic resources and claims) and equity is tbst melevant of the information
presented in the financial report. These data aowiged in the balance sheet
constituting part of the financial statements, sy amalysis will subsequently

concentrate on this statement.

2.2.4. The principle of going concern

The aim of the balance sheet, determined as atresuhe prioritisation
between the interests of coalition members, willdeeisive in the choice of the
elements (and their values and forms) that will stibmte the balance values
describing the company’s wealth (economic resouraed claims) and, as a
consequence, the book value of the company.

In economy, situations occur which influence thienties established within
the interests of the coalition members and, thratlgh the content of the balance
sheet drawn up in the various situations. Suchvantenay be the discontinuation of
the company (or else restructurings which entael discontinuation of one of the
concerned companies). In such cases, priorityaerded to the determination of the

° This is the phrasing used in Hungarian accourpirgtice: as for its content, it is largely simitar
terminology used in international practice, andcitvers the quality requirements listed above

concerning the report.
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current value of the wealth in order to supportdlearance of accounts between the
owners, and the valuation is performed in the ligihthe principle of time value, at
balance sheet date prices.

To avoid the contorting effect of special econositaations, in my research |
presumed conformity with the principle of going cem of the company’s activity,
for this makes it possible to deduce the book vahetinterpret the different balance
sheet models purely along the lines of coaliticeotly.

The principle of going concern is deemed to preNahd when the company
wishes and is able to maintain its activity in tfereseeable futurf. In the
subsequent part of my dissertation, | will contintee discuss the theoretical
fundamentals with this presumption, and the balae®et theories presented in the

next subsection will also be based on this prircipl

2.2.5. Balance sheet theories

With the development of accounting, different madelppeared, which
reacted to new challenges by determining, on tiseshaf the priorities within the
stakeholders’ information needs, the primary ainthef compilation of the balance
sheet, and consequently by deciding what shouldobsidered as an element; thus
they formulated the activation and passivationedat and answered the questions
relating to valuation theory and structuration tlyed/aluation theory means the
whole set of valuation principles and the valuatipmocedures supporting their
practical achievement; structuration theory appitethe grouping of elements and to
the structural setup of the balance sheet. Theirmmsnodels, called ‘balance sheet
theories’ in literature, synthesised into one cehgrnon-contradictory system all of
the rules applicable to the compilation of the bata sheet which should be
respected to ensure that the balance sheet olgesBv as a priority may be
achieved'!

Research into balance sheet theories began eatiyeir2Oth century, but

relapsed after the 2nd World War, as the focusobanting research shifted to other

9 For a comparable interpretation, see e.g. Ba#i6g9], p. 21.

! For a systematic exposition of balance sheet ixgosee Baricz [1999], pp. 139-165.
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issues. In the 1960s, the determination of theiegsrserving as a basis for taxation
—and, as a result, the issue of balance sheai¢Beoattracted renewed attention. In
the 1970s, due to the worldwide appearance oftioflaand the elaboration of

coalition theory, research into balance sheet tbediaced new challenges; as a
result, balance sheet theory research extendedntlethe issues related to the
compilation of the balance sheet, to the analy$ishe relationship between the

balance sheet and the coalition members.

Balance sheet theories may be divided into two rgesnips: materialistic (or
classic) and realistic balance sheet theories. Mddistic balance sheet theories start
from one balance sheet aim each to deduce the ofilbalance sheet compilation
(activation and passivation criteria, valuationnpiples and procedures, structuring
of the balance sheet) which allow to reach the m@dnbalance sheet objective.
Realistic balance sheet theories, on the other hagapart from the stakeholders’
information needs to analyse the different possibieices in the compilation of the
balance sheet, and propose additions to the batdresd so as to be able to influence

the behaviour of coalition members.

Materialistic balance sheet theories were conceindtie second half of the
20th century. On the basis of their main elementise-balance sheet objective, the
activation and passivation criteria, the rules afuation and structuration — the
numerous balance sheet theories created in thadpeay be further broken down
into three groups: static, dynamic and organicri@asheet theories.

A common feature of static balance sheet theosdbat they prioritise the
value of the corporate wealth, and more exactlyvhiee of the equity, and they
either do not seek to determine the value of thairgs or they consider it as a
subordinate objective. According to these balarfoeets theories, the role of the
balance sheet is to determine and properly strectund present the company’s
wealth and, more precisely, the value of the equitynong static balance sheet
theories, the paradigm elaborated by Nicklisch nieey deemed as the most
significant, as it created the basis of the culyevdlid structuration system. For the
purpose of the compilation of the balance sheetebemmends the application of
the time value principle, although this theory daes yet offer detailed rules for the
compilation of balance sheets. Furthermore, mergfauld be made of Le Coutre’s

balance sheet concept which is situated somewhatendo the next subset of
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materialistic balance sheet theories, as its viaoaheory is already built on the
principle of realisation, although the main focssstill on the presentation of the
company’s capital structure.

The name and first coherent systematisation of mhymabalance sheet
theories was elaborated by Schmalenbach who, wresirty up his balance sheet
theory, departed from the fact that in the case @ompany that still exists and
wishes to maintain its activity, it is less impartao know how much its equity
would be worth in the case of an eventual liquaatiAccordingly, dynamic balance
sheet theories give priority to the determinatidrih@ earnings in comparison with
the exact establishment of the value of the wealtil the equity. As far as the
statements of the financial report are concernechnfalenbach stresses the
importance of the profit and loss account, and ubedbalance sheet as a tool to
determine the profit realised. His valuation thebuwlds on the realisation principle,
and he recommends the use of historical costsarv#fuation procedures. Another
prominent system is Kosiol's pagatoric balance shéeory, identical with
Schmalenbach’s dynamic theory in its fundamentals$ different in that it deduces
the results of the given period from the movemeftdunds. He also bases his
valuation on the realisation principle, and esgdbcian valuation procedures at
historical cost.

Organic balance sheet theories did not prioritessvben the determination of
the realistic wealth value and the calculationhwf value of the realistic profit: both
of these have an equal weight among the balancs shgectives. To achieve this,
they use a dual valuation in their valuation thedhat is, they recommend the
application of the time value principle and valoatiat current prices for the
establishment of the realistic value of the wealthile for the calculation of periodic
profit the model proposes the realisation princighel valuation at historical costs.
The most prominent representative of these balaheet theories is Schmidt, who
recommended compiling two separate balance sheethd balance sheet date: one
by the lines of the time value principle to estsiblthe realistic wealth value, and

another by the realisation principle to determime éxact profit.

Realistic balance sheet theories, the other majoupg of balance sheet
theories, made their appearance in accountingnasé&@am the 1960s. By this time,

researchers became aware that the key values ibalamce sheet — the wealth
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(economic resources and claims), including the tggaind the earnings — are not
sufficient to fully satisfy the coalition membemsiformation needs. For instance,
they are not in line with the needs of the owneishimg to trade with their share in
the company, who are mainly interested to know howch the elements in
possession of the company are worth from the pintew of their potential future
uses and prices, and how this affects the profitseogiven period.

Part of the research on realistic balance sheetig®intend, in continuation
of classic balance sheet theories, to deal wittptbegision of information within the
balance sheet, while another group thinks it péssibt of the balance sheet only.

Of the theories promoting the in-balance methoduyré oriented balance
sheet solutions may represent interest for theqa&rf the present research. These
concepts are based on the idea that beside papaogmesults, the stakeholders also
need information about the expected future devedops of the profit. They
consider that the balance sheet may also be drgmasung future prices, for the
determination of which the individual researchergppse different methodologies.
A common problem of future oriented balance sheatepts is that the prediction of
future profits brings an uncertain element to th&ation, which results in the fact
that the deduced value of the wealth (economicuregs and claims) and equity is
rather subjective.

Research going beyond classic balance sheet themmmesider that additional
information may be provided by way of supplementbafance sheets. Of these
theories | would like to highlight Heinen’s multigpose balance sheet theory, which
states that the information needs of the coalitteembers (and, as a consequence,
the balance sheet objectives) may not be simpliftad should be mapped out
precisely. Heinen regrouped the balance sheet tolgs¢ drawing up individual
balance sheet compilation rules, activation andigason criteria, and a valuation
and structuration theory for each of them. His nhogébased on a basic balance
sheet compiled at historical prices, showing thiee/af the realised profit and the
company assets at actualised historical prices Basic balance sheet would then be
supplemented by several further balance sheetsitamhipr different purposes, such
as the valuation of the sharésThis balance sheet theory reserves a great patenti

12 For details on this balance sheet model, see Hr886].
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for the purposes of the present study, so | wiltheoback to it after the detailed
analysis of the factors influencing the deviatiostveen the book value and the

market value of the companies.

During the description of balance sheet theoridsecame evident that when
discussing the compilation of a balance sheetethgra need to determine the
activation and passivation criteria adapted todbjective of the balance sheet, and
the valuation and structuration solutions to beliadp For the purposes of the
present study, the key factors are valuation themg activation and passivation
criteria, so | will concentrate on these in thédaing sections.

2.2.6. Valuation theory

Valuation theory concerns valuation principles grdcedures. ‘Valuation
principle’ expresses the theoretical interrelatidsetween the applied valuation
procedures and the value of the wealth, equity@ndt, and points out to which of
the above listed indicators the balance sheet gnambrity. ‘Valuation procedure’
means the method of valuation, the actual formttaactivity takes>

In order to understand the book value of a comparlink it essential to
know what are the objectives of and, consequeillg, values contained in the
company’s balance sheet. In this section | willotiég the valuation principles and
applicable valuation procedures corresponding ¢oirtdividual priorities, and show
what value the above principles and proceduretbattr to the wealth, the equity and
the profit in the balance sheet.

The realisation principle, and the historical cosbdel building on the
former, give priority to the establishment of theeame, and aim to determine a
profit which, if extracted from the company, wouihve the value of the wealth
(economic resources and claims) and the equityamggd. For this, the assets and
equity and liabilities of the company should beuaaéd at actualised historical
prices. Depending on the type of element, the h¢stb price may represent the

purchase price, the production cost or the nomiradlie. By the time of the

13 For details concerning valuation principles anocedures, see Baricz [1999], pp. 61-79.

26



A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

compilation of the balance sheet, the historicadeprs corrected through positive or
negative write-offs, in conformity with the changes value over time, and the
deduced actualised historical value will appedr@sk value in the balance sheet.

In the case of this valuation principle, the wedklsonomic resources and
claims) and equity figure in the balance sheehatr thominal value of the balance
sheet date, showing how much the assets at thesdispf the company (or facing
equity in the balance sheet) cost in the past amdrhuch they are worth at present,
at actualised historic prices. The value of theiegs in this case expresses the value
of the realised profit, as this is the earningaigakhich, if taken out of the company,
leaves the nominal value of the company’s equitthanged.

So the realisation principle subordinates the datmn of the value of the
wealth (economic resources and claims) and equoityhé establishment of the
divisible profit, which means that a balance sheampiled along the lines of
realisation principle should not be expected tonsttte real value of the wealth and
the equity at the balance sheet date.

An advantage of a balance sheet compiled on the ledisa realisation-
principle-based historical cost model is that thieegs serving as a basis for the
valuation of assets and equity and liabilities are,ithe majority of the cases,
documented historical prices. This should be deemedadvantage even if the
actualisation somewhat distorts the overall view, \arite-offs are based on
estimations. Another advantage of the applicatibthe valuation principle is that it
shows the value of the divisible profit, which &juired by coalition members; while
a disadvantage is that it does not take into adcinenneed, expressed by owners, to

determine the real value of the wealth and equdtgfahe balance sheet date.

The time value principle and the revaluation mdalelt on it give priority to
the establishment of the wealth (economic resouwsoésclaims) and the equity, and
aim to compile a balance sheet which shows the vaale of the wealth and the
equity. For this, the assets and equity and ligdsli of the company should be
valuated at current, balance-sheet-date pricesase the valuation is performed at
balance-sheet-date prices, the assets and equityliabilities are valuated at
fictitious prices based on the actual prices attime of valuation. The valuation
should start from the prices corresponding to tlesumed market position

(replacement price or sales price), which shoulentlve corrected to take into
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account the technical state of the given assesidering the scale of prices available
on the market. In the case of unquantifiable asssiisequity and liabilities, the book
value shall mean the starting point, which shotlehtbe corrected with a view to
market conditions?

Thus, in case of application of this valuation pijrhe, wealth (economic
resources and claims) and equity are displayedarbalance sheet at their real value
of the balance sheet date, so their value showsviiat amount the assets at the
disposal of the company (or facing equity in théabee sheet) could be bought or
sold at current prices valid at the balance sha&t.dn this case, the value of the
earnings is fictitious, as it comprises, in additio the realised profit, the unrealised
effects of the appreciations or depreciations peréal during the compilation of the
balance sheet.

The time value principle thus subordinates the rdateation of the earnings
to the calculation of the real value of the weadthd the equity, although this
earnings, being fictitious, may not constitute ai®#or profit distribution.

An advantage of the balance sheet compiled on #ss of a revaluation
model based on the time value principle is thasdeks to satisfy the owners’
information needs relating to the real value of Weslth (economic resources and
claims) and the equity, although it uses curreigsrwhich are not underpinned by
actual transactions, so their validity may be csiet#. A disadvantage of the balance
sheet compiled along these lines is that the egsnincontains may not be used as a

basis for profit distribution, as it also comprisesealised profits from valuations.

The application of any of the above valuation pptes and procedures offers
choices concerning the valuation of elements. Testion arises if the lowest or the
highest of the available prices should be chosemnguthe compilation of the
balance sheet. Account taken of the fact that toalmembers are interested in the
safe operation of the company in the future, whidh entail profit production, it is
justifiable to follow the principle of prudent astation when drawing up the balance
sheet in order to create reserves. This princgpeasents that during the compilation
of the balance sheet, the values chosen for apiplicare the lowest ones in the case

1 For present price valuation procedure, see PHili@68].
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of assets, and the highest ones in the case ofyegpul liabilities. This entails the
introduction of two further principles: the lowestlue principle for assets and the

highest value principle for equity and liabilities.

2.2.7. Recognition of the elements of balance sheets

To understand the meaning of the company’s bookevat is important to
clarify, in addition to the issues related to vaioma theory described in the previous
section, what we consider as elements, in othedsyavhat should be included in the
balance sheet, which elements fulfil the critefibeing admitted?

The balance sheet is a document containing theegltsrat the company’s
disposal at a given time, in aggregated form, imetary value, partly as assets
(considering their roles in the reproduction pregeand partly as equity and
liabilities (according to their origins) (BariczQ@9], p. 33.).

In order for the philosophy of true and fair vieaw prevail (which is a
prerequisite towards balance sheets), the baldmeet should meet the following
requirements:

- the principle of accuracy,

- the principle of completeness,
- the principle of transparency,
- the principle of consistency,

- the principle of continuity®

Out of the above, the principles of accuracy anchmleteness apply to the
elements which may and should be included in tHanice sheet. The principle of
accuracy means that the elements displayed in alente sheet should be really
existing, retrievable and verifable, and that tebgpuld be valuated using principles
and procedures which are in line with accountindgesu The principle of

completeness demands that the balance sheet sbontdin every element that

'3 n this respect see further Bellinger-Vahl [1998], 52-57.
'8 For the detailed explanation of basic requiremeatserning the balance sheet, see Baricz [2009],
pp. 34-36.
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meets the activation and passivation criteria da@tezd on the basis of the aim of the
balance sheet.

Activation and passivation criteria mean the caodg of suitability for the
balance sheet, that is, the requirements thatitlesm g¢lement should satisfy so that it
may be activated as an asset or passivated ay equitliabilities. When examining
suitability for the balance sheet, we should defrarh the concept of ‘wealth’.

“Wealth means the totality of phenomena which atethe company’s
disposal at a given time, with contents identifeabbn the basis of their
characteristics, and which are measurable and eaogyomic content (value) for the
company” (Baricz [2009], p. 21.).

In the light of the above it may be established @ia element may, and
indeed should, be included in the balance sheahassset (in other words, such an
element is recognisable, suitable for presentatidhe balance sheet) if:

- it has been created as a result of past activityafpactivity which
ensues from processes of the concluded period iluiny be settled
later);

- itis at the company’s disposal at the balancetsiete,;

- it carries economic value, i.e. brings profit te tompany;

- it may be measured independently, its value mayeX@essed in
monetary value;

- it may be commercialised independently, i.e. may &eld
individually;

- itis used either directly or indirectly.

An element may, and indeed should, be includedhénbialance sheet as equity and
liabilities (in other words, such an element isogrtsable, suitable for presentation
in the balance sheet) if:

- it has been created as a result of past activityafoactivity which
ensues from processes of the concluded period iluiny be settled
later);

- it carries economic value, ileas corresponding assets or corresponds
to a liability that is reasonably secure;

- it may be measured independently, its value mayeX@essed in

monetary value;
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- its payment may be enforced towards the compamugir economic
or legal procedure¥.

The International Financial Reporting Standardscidles similar criteria as
requirements for presentation. On the basis ofFtlaenework, it may be stated that
an element may be recognised as an asset when:

- itis controlled by the company;
- itis the result of past events;
- itis probable future economic benefit will flow tioe entity;
- its cost or value can be reliably measured.
Comparably, an element may be recognised as étlyalhen:
- itis a present obligation of the company;
- itis arising from past events;
- its settlement is expected to result in an outflobam entity of
resources embodying economic benefits;
- its payable value can be reliably measured.
The Framework defines equity as the residual istarethe assets of the enterprise

after deducting all the liabilities.

The activation and passivation criteria formulatdubve seem to be evident
and unequivocal. However problems increasingly témdarise concerning their
application in practice, and the scope of elemegtsgnised in the balance sheet is
frequently criticised. These observations genei@lycern immaterial assets.

With the development of economy, new factors emendech provide
competition advantage to the given company. Ndiyréllowing the principle of
completeness, every element in possession of aawymwhich complies with the
presentation criteria should be included in theabed sheet. This also applies to
certain newly emerging or expanding factors whigtdnically did not use to appear
in the financial statements. However, in the cabdhese factors it should be
analysed in detail whether the given factor reafigets activation and passivation

criteria, i.e. if they should actually be presentécequently the problem with these

" For detailed information on activation and passivacriteria, see e.g. Baricz [1999], pp. 50-51,
and Baricz [2009], pp. 40 and 60-61.
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factors is that they are difficult to measure amexpress in monetary value, which
means that they may not be considered as elemadtpr@sented in the balance
sheet of the company. Obviously, the philosophgaziounting being based on a true
and fair view would be prejudiced if the balanceethcontained elements in respect
of which no proven and secure valuation methodst&ki

This problem is of vital importance for the purpesd the present study, so |
will come back to it when discussing the factorBuencing the deviation between

the book value and the market value of companies.

2.2.8.  Current practice

2.2.8.1. Hungarian accounting rules

The rules pertaining to accounting in Hungary aheé pillars of the
applicable balance sheet model are set out in Aof 2000 on Accounting. In the
light of the above described balance sheet modetsay be established that “our
accounting system is built on the further develophaé the classic dynamic balance
sheet theory” (Bosnyak [2003], p. 20.). Accordingthe determination of the
realised profit enjoys priority in the balance ghassuming business continuity,
therefore respecting valuation theory, a histoni@le model based on the principle
of realisation prevails.

When actualising historical prices, in the caseinofaterial and tangible
assets, it is possible to deduct a predetermingaedmtion as a result of the
amortisation during use. The Act on Accounting desg for a review at the end of
the accounting period based on the market vallaawsn at the time of drawing up
the balance sheet. In line with the principle aligence, when the market value is
permanently and significantly inferior to the boakue, accelerated depreciation or
loss in value should be accounted, depending otyfieeof asset; when, on the other
hand, the market value is permanently and sigmfigahigher, then — easing the
classic rigour of the principle of prudence — thet Allows to write back the

accelerated depreciation or loss of value previoastounted.

'8 For a similar argument, see Baricz [2008], p. 5.
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In addition to the above provisions aiming to ase historical value model
based on the principle of realisation, in the cake&ertain elements, the Act on
Accounting also contains valuation possibilitiesddhon the time value principle, so
that the elements in question may appear in thenbalsheet at their real value. Such
a possibility is the statement of value adjustméms; appreciation to market value
should be performed against the equity. In the chske revaluation of elements in
foreign currency according to the exchange ratel\al the balance sheet date, the
appreciation of assets and depreciation of liagdiserve the same purpose, but the
unrealised effect of this procedure on profit appea the periodic earnings of the
company, and the effect of the depreciation of tassed the appreciation of
liabilities likewise, only with an opposite effef@ecreasing the profit). For a certain
determined set of financial instruments, the Act Axccounting provides for the
possibility of valuation at fair value, which isag an assertion of the time value
principle, and is accounted partly against equétstlp against earnings.

On the basis of the above, it may be stated thathalance sheet compiled in
line with the provisions of the Act on Accountiripe book value of the company
fundamentally corresponds to the net wealth caledlaccording to the historical
value modef? consequently, the book value of the equity eqiaés actualised
historical value of the assets after deductionhef\value of outside funds. However
one must be aware for which elements the Act alltwesapplication of a valuation
procedure based on the time value theory, and \a@hafysing the book value of a
firm, it is advisable to consult the notes to theabce sheet to see whether the
company has taken advantage of the possibilityatoate at current prices, so as to

take this into account during the assessment ofdhes of its net wealth.
2.2.8.2. International Financial Reporting Standards
As a result of the legislative harmonisation follogy the accession of the

country to the European Union, the Act on Accoumtprovides that in respect of

consolidated financial statements of listed comggnifrom 1 January 2005,

9 For details on the concept of net wealth, see Balsf2003], pp. 20-21.
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International Financial Reporting Standards (IFRShall be obligatorily applied.
With regard to the fact that | seek to performéhegpirical study through the analysis
of Hungarian listed companies, | deem it necessanyescribe the contents of the
balance sheet compiled in line with IFRS and, cqusatly, of the book value of
companies.

The IFRS system is built on the coalition theoryg aecognising the fact that
a general purpose financial report is unable tasfya@ll stakeholder needs, it
prioritises the interests and information needa oértain chosen set of stakeholders:
investors, lenders and other creditors. Respectiatuation, the Framework
recognises that currently different combinations setveral valuation procedures
appear in the financial report; these are:

- historical cost (for which the asset was purchamsdtie liabilities was
recorded at the amount of proceeds received in amgeh for the
obligation);

- current cost (for which the asset could be purahasethe liability
could be settled at present);

- realisable (settlement) value (which could be sealifrom the selling
of the asset or expected to be paid to satisfylidi®lities in the
normal course of business);

- present value (the value of estimated future cashor outflow
discounted to present value).

At the same time the Framework states that the uneaent basis most
commonly adopted in financial statements is histdricost, although usually
combined with other valuation procedures. Accorllingn the balance sheet

compiled in application of IFRS, the historical tosodel based on the realisation

% The International Accounting Standards Committé&SC), operative between 1973-2001,
elaborated International Accounting Standards (IASR001, IASC was replaced by the International
Accounting Standards Board (IASB), which entailed modification of the name of the standard to
IFRS. The former IASs will remain valid, with analranged name, until amended or repealed. The
standard system is constituted of IAS and IFRSdsteds and their interpretations, drawn up by the
Standing Interpretations Committee (SIC) until 2@0® subsequently by the International Financial

Reporting Interpretations Committee (IFRIC) (Balétsl. [2006], p. 7.).
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principle, and the revaluation model based on ithe t/alue principle are present in
parallel.

IASB is now working on the revision of the Frametuothe result of this
lengthy work process will probably affect not oty issue of valuation but also that

of display, i.e. of recognition in the balance ghee

2.2.9.  Which way to go now? — Diverging views in valuation
theory

In the light of current practice, having got aceued with the contents of the
book value as appearing in the balance sheetwbrth mentioning that neither in
accounting science, nor in regulation (standarisatis there agreement between
experts on which valuation principle and procedsineuld preferably be used in

practice. Let us now analyse the differences irafii@oaches to that subject.

2.2.9.1. Diverging views in valuation theory on accounting gence

Staubus’s [2004] view, dating back to several desads best reflected in
current international practice. This approach iseldaon the idea that the main
objective of the financial report is to be usefal decision making. Among
stakeholders, it focuses on present and futureebblters whose interest (according
to Staubus [2004]) is mainly directed to the futw@vency of the company.
Considering that these investors make their datssan the basis of cash flow, they
are primarily interested in the cash flow of thenpany, based on expected future
developments. Obviously, this has an impact ontassed equity and liabilities,
which — according to this approach — should prélgrae valuated at market value.
Due to the specific nature of the individual assetsir effective market value could
only be known after their eventual outflow from tt@mpany; therefore this market
value should be made up for by different replacamalues. It is important that the
replacement values should be determined in a watythley reflect market conditions
and economic principles. Accordingly, Staubus [d0@®nsiders that several
different valuation procedures may appear in retato book values, depending on

which of them reflects best the market value reladethe outflow.
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Another view based on the time value principlepalgescribed by Staubus
[2004], was expressed by Chambers. Chambers [1B6Bdis on the idea that
accounting as a language system is responsibleoforeying information about the
company. In his approach the priority stakeholdmes the managers and owners
who, in Chambers’s opinion, request informationtbe financial position and the
current solvency of the company. To satisfy thieimation need, elements have to
be valuated at market value. According to Chambelements having a positive
effect on solvency (assets) need to be includethénbalance sheet at their net
realisable values; on the other hand, elementsnusital to solvency (equity and
liabilities) should be indicated at the value ofewentual settlement at present. The
main difference between this approach and Staubsidisat while the latter allows
the coexistence of different valuation procedureghie balance sheet, the former
only accepts one procedure.

Also Baricz [2008] supports the application of amugeneous valuation
procedure, arguing that mixed cost estimates cervasue relationships within the
balance sheet, which entails that the values awedain the statement fail to allow
fair comparison on the basis of the indicators ested by stakeholders. Baricz
[2008] considers that a balance sheet with elemaitgated in different ways in the
different lines does not reflect a clear and adeuvéew of the company’s position,
so such values may only be presented in the stateimié contains another set of
values based on a homogeneous valuation prindipke duplicating of the value sets
of the balance sheet is inevitable to allow diff¢ia@ion between values that are
comparatively secure (homogeneous) and those whaftain an element of
insecurity (mixed cost). Because of the double refiotensity, Baricz [2008]
considers this solution to be applicable only isecaf a restricted set of companies.
Furthermore he calls attention to the dangerssiuation where only the interests of

a limited scope of stakeholders are asserted iretipdatory process.

The three approaches outlined above also highlightee fact that
prioritisation within stakeholders’ interests plagywital role in the choice of values
contained in the balance sheet, and consequentligeirdevelopment of the book
value of the company. Actually, the designated riirés determine the aim of the
balance sheet, which defines the valuation thendypocedure necessary to achieve

these goals.
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2.2.9.2. Diverging views on fair value in standard generatia

As | already mentioned in the review of the presBfRS practice, the
revision of the Framework is under way, which vélso encompass, among other
things, the activation and passivation criteria d@ine valuation procedures to be
generally applied during balance sheet compilati@ancerning issues related to
valuation theory, two views are dominant among ddath developers: the fair value
approach and an alternative approach contestinfptheer.

Whittington [2008] describes both views in detdil:confine myself to
highlight their principal characteristics. Both apgches support valuation at current
prices: the difference is in the choice of the entrprices they prefer to use for the
valuation?

According to the fair value concept, the aim of fiancial report is to
effectively support economic decisions. Among stakeers, priority is accorded to
present and future investors, mainly oriented tolwathe forecast of future cash
flow. The primary requirement towards the financigbort is relevance. Reliability
is a less important requirement in this respecti tands to be replaced by the
criterion of faithful representation. According tiois view, accounting information
should reflect not the past but the future; pamhdactions have only a peripheral
relevance, in as much as they impact on the futieneelopments of cash flow.
Market prices provide an informative, not compapgafic estimate of cash flow, so
the convenient basis for valuation would be thevalue, defined as the market sales
price. The fair value approach assumes that mawketsgenerally complete and
efficient enough to ensure faithful representatigfithin the financial statements, the
balance sheet is considered to be the basic statethe earnings displayed in the
profit and loss account is consistent with the ¢gesnn the net asset values.

According to the alternative approach, in contrasth the above, the
financial report would aim not only to ensure usadgs but also to support account
settlement towards the present shareholders. nsodstrates clearly enough that

the group prioritised by this approach is thathaf present investors, whose reactions

21 On this subject see also Ronen’s [2008] study éniamthe above problem in relation to corporate

governance, and Turley [2008] on the former.
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to the financial statements impact on managemetisidas. This view considers it
important that the financial statements should él@ble, as it seeks to dissolve
information asymmetry in a world full of uncertaynfor the same reason, prudence
also plays a significant role by strengtheningatglity. Past transactions and events
are important not only for the purpose of accowttiament, but also because they
constitute inputs for the forecast of future calshvf consequently, past or present
cost may be a relevant basis for valuation. Therditive approach supposes that the
markets are neither perfect nor complete, so maokgortunities are company
specific. Accordingly, the financial statements chet reflect the financial
performance and situation of the firm as well, and way (specific to the company)
which throws light on its market opportunities. $hilew considers it possible, in
certain circumstances, that the changes in finasdisgation and the presentation of
the earnings may be more important in the finadcstatements than the balance
sheet, but the consistency between the statementthé given period and the
balance sheet should not be lost.

Whittington [2008] represents that the above déscrialternative view is not
yet fully elaborated: it does not constitute a cstesit model, but carries numerous
variable elements. In his opinion, the so-calleépiival value model’, already
published in academic literature, is a well-foundggproach which contains the
elements of this view. This approach does not sdghe imposition of a valuation
procedure for general use, but professes that aheation procedure to be chosen
should be adapted to the company’s management mogaying that it allows for
the use of several valuation procedures in parallel

It is evident from the description of the abovewsethat the difference lays
primarily in the choice of priorities among thelstholders, and consequently in the

identification of the aim of the balance sheet.

It would be interesting to perform a detailed asmyof the valuation
principles and procedures to be applied in futb,this might constitute the subject
matter of another individual research. Considetimagt it is necessary to know the
content of the book value as applied in currenttra in order to ensure a good
theoretical foundation to empirical research, Il wlispense with a more detailed

discussion of the possible trends in expected éuthanges.
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2.3. MARKET VALUE

2.3.1. Concepts and interpretations relating to the marketvalue

of companies

2.3.1.1. Market value and intrinsic value

Literature uses different concepts and interpretatirelating to the market
value of companies.

Pratt [1992] uses the term ‘fair market value’ whie defines as ‘the cash or
cash equivalent price at which asset would charagel$ between a willing buyer
and willing seller, neither being under a compuisio buy or sell and both having a
reasonable knowledge of the relevant facts’ (PE#02], p. 12.). An important
element of the definition is that the parties abdeaand willing to enter into the
transaction. Accordingly, fair market value représea price at which the transaction
is concluded or would be concluded at a given timehe given conditions. In
relation to this, Bélyacz [1995] calls the attentio the fact that a real market value
may only come into being as a result of a transadhat has actually been enacted,;
in all other cases it is nothing but an unfoundsitheate.

In connection with the notion of market value, eddo mention the concept
defined by Pratt as ‘investment’, ‘basic’ or ‘imtsic’ value. This means the amount
that the given investor considers as the “realttdal” value of the share. Several
methods are described in literature for the dediniof intrinsic value, such as the
Gordon model based on the estimation of futuredéinds; or another paradigm
which developed in parallel with the former, Milleand Modigliani’'s dividend
irrelevance model, laying dividends aside and cotraéing on investments instead,;
or even the continuous value concept taking nefitpas its starting point and

introducing free operating cash flow, which waselated by Weston and Copeland
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and further developed by Copeland, Koller and Muby dividing the time horizon
in two sectiong?

In case of an efficient stock market, the fair nearikalue (the price) of a
company corresponds exactly to its intrinsic valtlibis is only possible if the
enterprise represents the same subjective valuallfparties present on the market,
that is, their individual estimates as to the vahre identical: in this case the
subjective intrinsic value may become an objecti@g# market value. A sales
transaction enacted in such balanced conditionddamat entail any profit or loss to
either party. In absence of potential gains, howeweestment literature considers
that in such a case it is not justified to buy ell en the stock market. When the
market value is below the intrinsic value, purchasel in the opposite case, selling
may be considered as a reasonable decision. Hovivieisic value and the sales

decision should be constantly reassessed on tiedfasvailable informatiof®

In their work considered as the Bible of stock gsial Graham and Dodd
[1934] also draw attention to the difference betnv@drinsic value and market
value By intrinsic value they mean the values deterihioe the basis of facts — such
as assets, profit, dividend and forecasts — as sgob®o market prices based on
artificial manipulation or distorted by psychologi@ffects. They also stress the fact

that intrinsic value is not as evident and easyetiermine as market price.

In relation to the value of the enterprise, Bélydt292a] mentions three
dimensions of valueindividual, market and intrinsic value and stresses the
importance of their comparison. In his opinion, tfinsic value is the centre of
mobility of the on-market testing of the individuaestimation of value” (Bélyacz
[1992a], p. 7.). According to this approach, thbjsctive,ex anteestimate of value
Is ‘individual value’; theex post figure describing the “real” value is ‘intrinsic
value’; while the price appearing in the sales geantion is ‘market value’. Bélyacz

[1995] stresses that the estimation of intrinsici®anay be based on the cash flow of

2 For more details on the definition of intrinsiclv@, see e.g. Bélyacz [1995], Copeland—Koller—
Murrin [1999] and Damodaran [2005].
23 For more details, see Bélyacz [1992a], pp. 12ahd,Pratt [1992], p. 15.
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anticipated future yields, but the relationshiptioé latter with market value is far
from being clarified.

Like Pratt, Hitchner [2003] deduces market valuanirprice, defining the
market value of companies as the product of theeghidce and the number of issued
shares.

2.3.1.2. The concepts of wealth value and capital value

Bélyacz [1992a] also reveals that when analysirggualue of a company,
difference needs to be made betweenviégmlth valueand itscapital value These
two dimensions of value should be distinguishedmagt not supersede each other.

Wealth value means the value of the wealth elemehtbe enterprise. As
accounting uses this approach, its features haea bleveloped in detail in the
chapter on book value.

The capital value approach is based on the estmatithe revenue and cash
flow generated by the future operation of the eletsieThis is a future oriented
concept, considering the enterprise as an operagisigm and focusing on its future
opportunities. In the operation of the enterprBélyacz [1992a] regards wealth as
the passive factor and the human capital operatimg the active factor. In this
approach, capital value means the permanent cgpaicthe company to produce
income, which always depends on the quality ofnlamagement. Thus, capital value
is “determined by the human capital, intellectuabacity and entrepreneurship
within the company, as well as its market relaticesd the quality of its
management” (Bélyacz [1992a], p. 11.). This cleaHgws that capital value greatly
depends on the activity of the managers who opénateealth.

Also Ulbert [1994] discusses wealth value and edpitalue in detalil,
although he calls the latter the ‘yield value’ cept He considers that intrinsic value
Is a certain combination of wealth values and ehamialues, representing the centre
of mobility for market value from which it may ndiverge for a longer period. He
does not state whether it is the wealth value eryibld value concept which reflects
intrinsic value more faithfully; he considers thes® principles to be two different

yet equivalent ways to approach intrinsic valueth# same time he states that “no
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direct relationships have been revealed betwebpramarket value and wealth value
or market value and yield value” (Ulbert [1994], 4100.).

2.3.1.3. The concept of market value in the intrepretation 6 the

present study

Building on Pratt’s [1992] definition of fair markealue, by ‘market value’ |
mean in the present study the market price of timepany, that is, the value at which
the present owner of the company would sell andy&ibwould acquire the firm; the
price at which the transaction would actually beatoded in reality. In the case of
the listed companies trading in public which | ueéd in my research, this value is
incorporated in the share price: the market vaful@ company is thus equal to the
daily price quotation multiplied with the numberis$ued share.

In my empirical research | examined listed compgnas this is the type of
enterprise relating to the market value of whicforimation is publicly available.
Share prices indicate the prices applied for thepgae of sales transactions
performed at a given date, which provides researalues which relate to
transactions that have actually been carried out are not merely based on
estimations of the market value of the companies.

In the following sections | will examine market ieféncy, as well as share
prices and the factors influencing their developminsupport the description of the

theoretical background of the research.

2.3.2. The issue of market efficiency

In the case of a stock market functioning as agoedlsf competitive market,
the best indicator of a company’s value is the eslpaice® A perfectly competitive
market is a market with no entry and exit barrietsere the perfectly informed
players consider share prices as an external &satue prices are determined by the

balance of supply and demand and reflect the tptaliavailable information.

24 This phenomenon is also called ‘market capitdbsain literature.

%5 For more details see Bélyacz [1992a], p. 9.
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In Bélyacz’s [1995] view, on an efficient stock rkefr the market value and
the intrinsic value should be identical. Conseqyene may consider a market to be
efficient if the value of each of the securitiefleet at all times all the available
information that ensures the correspondence ofntaeket value and the intrinsic
value. If we consider a balance situation resulimthe identity of the market value
and the intrinsic value to be the prerequisitefb€iency, then very rarely could we
consider the market to be efficient, for the eglémae of market value and intrinsic

value prevail only on the average of a longer mkabtime.

Jaksity [1998] thinks that the yields achieved hyeistors indicate if the
market is efficient. On an efficient market theseai situation of balance, so it is
impossible to reach a yield that is higher thanaherage. However there are some
investors who consistently earn higher yields ttiae average (i.e. extra profit),
which points to the fact that the efficiency of tinarket is not faultless.

In Higgins’s [2000] opinion, the market may be ddesed efficient if prices
react to new information quickly, and the presenicgs fully reflect all the
information available in connection with the tradestrument® ¢’

An interesting idea in Higgins’s [2000] approactihiat “rather than being an
issue of black or white, market efficiency is maematter of shades of grey”,
meaning that a market may be more efficient or &ffisient. He also thinks that
account should be taken of the fact that marketieffcy is a matter of point of
view, perceived differently by actors in possessibdiffering pieces of information.

Accordingly, he distinguishes three forms of e#iuty: weak, semistrong
and strong. On a “weak” efficient market, all pasrket prices and data are fully
reflected in present securities prices. The “sewmgf’ form of efficiency asserts that

all publicly available information is fully refleetl in securities prices. In case of

% As far as the reaction of the market to new infation is concerned, Higgins [2000] cites a study
published in 1995 by Louis Ederington and Jae Ha kého think that regularly issued news change
prices within 10 seconds of their publication, d@mtbes not take more than 40 seconds for theaceff
to reach its full extent.

2 On the theory of efficient markets see also Boame—Marcus [2005], pp. 401-441, and
Damodaran [2006], pp. 111-150.
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“strong” market efficiency, all private and publicformation is fully reflected in
securities price&®

It is clear from the above that the assessmentaoken efficiency is far from
being homogeneous in literature; thus it is justifto examine how perfect and/or
efficient the markets should be considered accgrtbrthe views currently accepted

in economics.

In the last decades of the 20th century, neolibecahomics marked by the
names of Friedrich Hayek and Milton Friedman anthva stress on ‘free market’
and ‘laissez-faire’, replaced Keynesian economiosl decame dominant. The
paradigm, also known as ‘market fundamentalismhased on the idea that the only
solution that works for market competition is deragjon, privatisation and a non-
interventionist free markét.

As a result of the financial and economic crisi2008, in recent years the
efficacy of the neoliberal ideology seems to bellehged ever more frequently. In
Stiglitz’s [2009] view, the market is unable to wéamie itself and to efficiently
allocate resources; he states that the neolibeyalisre mistaken in their faith in the
‘invisible hand’, the hand being ‘invisible’ beca&ust does not exist at all. He
considers that other trends in modern economicrige@such as his own, the theory
of imperfect information) explain why the marketsléd to function as perfectly as
had been expected. His concept could be summabgestating that in cases of
imperfect or asymmetric information or imperfekrimarkets, the market balance
failed to establish itself in a Pareto efficientywao this he cites the recent financial
and economic crisis as an example. According tont#wiberal economic approach,
in such cases patience is required, as in the tangthe self-regulating market
mechanism will become operational and re-estatlédance. Stiglitz [2008Db], citing
Keynes, reacts to this view by arguing that we ocanmait for this to happen,

because “in the long run we are all dedd”.

%8 For details see Higgins [2000], pp. 168-172.
29 For more details see Berend [2004].
% For details on the lack of market efficiency, seg Stiglitz [2009], [2008b], [2008c].
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On the basis of the above ideas we may concluderabhy that views
prophesising the supreme perfection and efficien€ythe market seem to be
defeated. Nevertheless for the purposes of empirgsearch, share price may be
conveniently used in the analysis of the company&sket value, as it is based on
enacted transaction and consequently reflects teféeprices instead of uncertain

estimates.

2.3.3.  Share price: intrinsic vs. speculative value?

Barker [2001] stresses the need to differentiateséen types of share prices:
in his opinion these may reflect either fundamergtaht is, intrinsic) value or
speculative value. Fundamental value means theeval long-term capital
investment, while speculative value representsvtiee realisable on the short term
through speculative tradirig.

In his opinion, there is no guarantee that at amgrgminute, the share price
would reflect the fundamental value. Citing J. MeyKes, he states that in most cases
the speculative value prevails in share pricestterstock markets are driven by the
investors’ mood and rationality, and as a resuthaf speculative behaviour, market
value is bound to diverge from fundamental value.

Keynes identifies future uncertainty and liquidag two features of stock
markets leading to speculative behaviour. Thesefawtors, according to Keynes’s
theory, generate a speculative bubble. The keyrfeaif the first factor, the future
uncertainty factor, is that it is determined by theestors’ perception of the present
stock market values. In Keynes’s opinion, on th&daf present information, market

investors form generally accepted beliefs (expemta) regarding the uncertain

%1 In relation to this, mention should be made of thet that literature differentiates between the
categories of investor and speculator. For detads, e.g. Jaksity [1998], pp. 388-389., or Graham-—
Dodd [1934], pp. 50-56.
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future, assuming that the present situation remanthanged. In addition, there is
the aspect of liquidity in the backgrou?fd.

To illustrate the relevance of Keynes’s theory,K&af2001] cites the internet
bubble of the late 1990s when the rise in shareepriwas incorporated into the
investors’ expectations, leading to an increaselemand and, consequently, to

further price rally, until the bubble finally burstt>?

2.3.4. Factors influencing the development of share prices

2.3.4.1. On the development of share prices

Market value is always the result of a consensuglwhssumes that the
transacting parties need to adjust their individeslimates; furthermore, several
other factors influence the development of marlate. Bélyacz [1992a] (p. 12)
considers that “market value always depends on riimmentary individual
preferences and caprices of the participants of hginess transaction, on the
psychological climate of organised stock marketsthe volatility of business trends,
on political circumstances, on the general trentl®anomic development, and
several similar factors”. In addition, the curreotume of market sales also directly

impacts on the evolution of market value.

According to Pratt [1992], individual estimates &ased, in addition to the
value of the company’s assets, on information comnog the expected future profit
and dividend and on projected future growth ratee $ubjective value estimated on
the basis of these pieces of information are necigdifferent for each market
player, for in addition to the differences in thestimates of future data, there may
also be a variation in their willingness to takeks, their position concerning

taxation, and the synergies of the share with thigier interests.

32 Examining the reasons for deviations of shareegricom analyst forecasts, also Graham and Dodd
[1934] (pp. 20—22) reach a comparable view. Inrtlaginion, the reasons for the deviation are the
erroneous starting data, future uncertainty andrthiéonal behaviour of the market.

% For further details, see Barker [2001], pp. 5-10.
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In Tompa’'s [1995] opinion in addition to the boo&lwe of the wealth, the
market value of companies is influenced by theenirmarket value of the wealth
and also by yield value. More precisely, the shmree is scarcely influenced by the
wealth value; much more substantially by the calimd yield value which depends
on the after-tax profit and the business perspestof the company.

He thinks that the development of share pricesflaenced mostly by public
information such as the equity capital of the comypahe nominal value and issue
price of listed shares, the evolution of the praitd profitability data of the
company, the amount of payable and expected dididand the value of the P/E
indicator calculated as the fraction of the sharieepand the after-tax earnings,
quantifying the return on equity. Furthermore, Hagiations in share prices are also
influenced by other factors such as demand andigugtpck exchange turnover and
liquidity, the appearance of large-scale investsisck exchange speculation, and the

confidence or lack of confidence in the shares.

Similarly, also Bélyacz [1995] stresses that numgractors impact on share
prices. They may be deprecated as a result ofrlastach as general shortage of
capital, limited access to the market, unsatisfgctmanagement competence,
restrictions on global competitiveness, or a situmtvhere a substantial number of

owners simultaneously seek to get rid of their ebar

Barker [2001] highlights that valuation on finaricimarkets is always
relative, as the investor assesses the yield affeyene given investment in the light
of the yields realisable through other possibleegtments. This emphasises the fact

that all valuation is relative, and nothing maydssessed in itself only.

In Rappaport’s [2002] view, share price is the @etindicator of market
expectations concerning future performance. He @grs stock exchange valuation
as a process which departs from data relating eocate planning and performance
assessment, then proceeds through reports anthetdtetowards the assessment by
the stock market of the information communicatedhi® market players; it is as a
result of this process that share price is formegflecting the expectations

concerning the future performance of the company.péculiar feature of
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Rappaport’s theory is the idea that share pricesjrn, influence the performance of
the company; as a result, he draws up stock exehaaigation as a cyclic proce¥s.

Also Damodaran [2006] is of the opinion that therke& value of the
company reflects market expectations concerning ftliare cash flow of the
company and its ability to earn profit.

2.3.4.2. Different approaches to share valuation

Woolridge and Gray [2003] explain that there ame¢happroaches to share
valuation, each of them tracing back the develognoérshare prices to different
factors, and presenting different ideas as foréhaionship between share price (as
market value) on the one hand, and intrinsic valuéhe other hand.

According to the technical analysis, share priaesifluenced on the short
term by changes in market psychology and in supply demand. Consequently,
according to this approach, the movements in shmrees would be driven
exclusively by psychological, technical and cosractors, and as a result there
would be no necessary relationship between share and intrinsic value.

Fundamental analysis holds that the value drivérshare prices are profit
and dividend; thus, share price is determined bypitesent and future operation and
financial performance of the company. Accordingthes philosophy, share price
conforms to intrinsic value on the long run, andliemately identical with value.

Modern portfolio theory declares that risk and netan equity are the drivers
of the evolution of share prices. This philosopbysiders the market to be efficient,
where all information is quickly incorporated inpoices and, as a result, the share
price always equals the intrinsic value. Accorditwy this view, no over- or

undervalued shares may ever eXist.

% For details, see Rappaport [2002], p. 118.
% For details, see Woolridge—Gray [2003], pp. 155%1.
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2.3.4.3. Classification of the factors influencing share prtes

After a systematic review of the approaches pubtisin academic literature,
I think that factors influencing share prices may dassified as described in the

following sections.

Corporate data and forecasts

As we could see above, the development of shate9rs influenced, among
other things, by the value of the wealth of the pany. However, it was stated that
this influence is minor. A more influential factes the capital or yield value,
meaning a subjective estimate concerning the waltlee future profit and dividend.
These future expectations also imply an assessmkrhe competence of the
company management, for human capital governingdngpany’s wealth is of vital
importance from the point of view of yield values.

In relation to the above, | need to mention thatoahews about the
investment plans of companies bear upon the ewolutif share prices, as they
influence future expectations.

It is a popular idea among investors that the stegkhange forecasts
variations in the companies’ results. This idebédsed on the view that share prices
are determined by the forecast of earnings anddeind data: according to this
scenario, share prices are able to forecast thel@mwent of the earnings, supposing
that the estimates concerning the earnings anddafids proved to accurately
approximate later actual values. Reacting to tesmption, Lovas [2010c] declares
that experience contradicts this idea, as in hisiop they show that the market is
not able to do more than reflect present earnirgga,dand even that only in an

optimal case.
Business environment
In addition to (and actually through) the ability the company to earn

profits, its environment also bears on the develmpmof share prices. Such

influencing factors may be the characteristic fezgwof global, national and sectoral
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economy, the trends in economic development, thelugen of the situation
regarding competitiveness, and general politics.

Also Bodie, Kane and Marcus [2005] draw attentionttie fact that by
affecting future profitability, macroeconomic anécworal circumstances greatly
influence the share prices of a company. Regarthieganalysis of the business
environment, they stress that the broader enviromntbe special features of the
global and national economy, as well as the immediavironment such as sectoral
characteristics, should equally be given considamat

Thus, the stock market and share prices refleceto@omic situation. Lovas
[2009g] demonstrates that this also holds truetlier labour market situation. He
argues that experience from the last 60 years shivatsa stable rise in share prices
necessitates a robust labour market. This is exgdaby the fact that the restoration
of labour market stability (i.e. the decrease oémaployment) necessitates a rise in
economic activity, which also contributes to a iisshare prices.

Within the effects of politics on the stock exchangovas [2010b] examined
the influence of elections. Citing a research madée United States concerning the
period between 1833-2004, he states that market®rpe best in the years
preceding presidential elections; also significasés are registered in the years of
the elections; while in the first year after, amgm in the first half of the presidential
term, share prices only rise in a much more modashion. However this
phenomenon was not described in relation to thegduan stock market; fallbacks

following parliamentary elections always had intd¢ronal reasons.

Psychological and other factors

The development of share prices is influenced, dditeon to those stated
above, by various psychological and other factbeshnical analysis considers that
in the short term, these are the only factors shape share prices. Such factors may
be, among others, the stock exchange climate, wblkeiteon of supply and demand,
the volume of the transaction, the appearancergéiacale investors, speculation, as
well as confidence in the stock markets, the cqutiie national economy, the sector
or the given company.

Koller, Goedhart and Wessels [2005] stress the tfadt the market tends to

overreact to information such as negative news taboompany managers or faulty
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construction found in a minor product of the compagven if it is only one of a

range of more important good quality produtsThey draw attention to the
opportunities offered by cycles in case of sectdra cyclic operation, which may
affect the effectiveness of the company, and caressty may also impact on share
prices.

Damodaran [2006] proposes a theory on behaviourgnée, which
essentially analyses the investors’ irrational lvéha using psychological models.
The major sign of irrational behaviour is the apté of investors to overreact certain
information, and to buy and sell in herds. This @ebur may cause significant
deviation between share prices and their actuahsit value, which may also lead
to bubble formatiori’

Share prices are also influenced by such otherofacias investor
manipulation and speculation. An example of thikdwsour is presented by Lovas
[2009i], while Kostolany [1990] cites several.

Damodaran [2006] shares another interesting obsenvashare prices
significantly rise in January, due to the tradirapits of institutional investors. who
(for reasons related to taxation) sell those inmesits at the end of the year which
have lost price over the year, thus realising ties,| and begin to buy again in the

first days of the new yedf.

2.3.4.4. Graham and Dodd on share prices

Graham and Dodd [1934] assembled several factfiteencing share prices

in the following figure, showing how the differeglements build up share price.

% Also De Bondt and Thaler [1985] analyse the agétaf the market to overreact.
3" For more information on the theory of behaviotiiménce, see Damodaran [2006], pp. 130-131.
% About the ‘January effect’, see Damodaran [20@§], 139-141. The same study also contains

observation data on the ‘weekend effect’.
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Among factors influencing share prices, Graham dbddd [1934]
differentiate between general market factors addszidual factors. Individual factors
comprise investor and speculative effects, the éorimeing fact-based while the
latter containing elements deterring from factyalit

Intrinsic value factor is considered to be a faabbrpartial and indirect
influence. Partial because it shapes the valuehafesprice in concurrence with
purely speculative factors; and indirect becausexierts influence through the
intermediary of individuals’ opinions and decisioiifey compare markets to voting
machines registering the choices, based partlyabonal arguments and partly on
feelings, of innumerable market players.

Because of its uncertainty, they classify futurdugafactor as both an
investment factor and a speculative factor.

They call the third large group of individual fato'speculative market
factors’, containing, besides technical elementgrious manipulative and

psychological component§.

“0 For details, see Graham—Dodd [1934], pp. 23-26.

53



A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

2.4. POSSIBLE EXPLANATIONS FOR DEVIATIONS BETWEEN MARKET

VALUE AND BOOK VALUE

2.4.1. Explanation of the deviation by items missing fromthe

book value

2.4.1.1. Review of the missing items

Certain studies having researched into this subgegiain the deviations
between market value and book value by certainceities of the accounting
system. These approaches depart from the factthbatharacteristics of economy

have changed, and examine the issue from the viewpbvalue creation.

Boulton, Libert and Samek [2000] explain that therl of business has
changed, market competition has been transfornmetitree companies need to adapt
to this*! To illustrate this, they use the results of thoim research which found that
in the period between 1978 and 1998, the ratio éetvmbook value and market value
decreased from 95% to 28%. They cite Microsoftraguastanding example, with a
market value of USD 600 bn and a book value of ds8D 31.3 bn at the end of
1999.

For the operation of companies and value creatidferent and new asset
types are needed compared to what had been safficigprevious decades. Such
key assets are, among others, buyers, brands,iengpptmployees, licences and
ideas. These assets of an immaterial fypeecessitate a different kind of
management and measurement than those used pigVidlis their opinion, the

balance sheet of a company (and, as a consequiénd®mok value) should also

“! Similarly, Eckstein [2004] draws attention to #xpansion of knowledge-based companies.

42| call these factors ‘of an immaterial type’ so t@s differentiate them from the concept of
‘immaterial assets’ used in accounting.

3 Among others, Eckstein [2004] as well as Barbet &track [2005] stress the relative increase and

the importance of assets of an immaterial type.
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contain these factors, as a successful combinafitimese has the potential to create
the greatest value for the shareholders.

Boulton, Libert and Samek [2000] classify assets five categories:

- Physical assets: land, building, equipment andkstace. assets of a
tangible form.

- Financial assets: Financial instruments, claimgesiments, relations
with owners and creditors, i.e. factors that deteerthe financial
position of a company.

-  Employees and suppliers as an asset. each eleméahe cupply
chain, i.e. the members of the chain of value ayeat

- Buyers as an asset: also including the market ioaktof the
company.

- Organisational assets: the broadest category, ¢eimgpstructural and
intellectual assets such as leadership, strategsporate culture,
different values, systems, processes, innovatiyaaty, brands and
knowledge.

The above categories of assets contain those wdpplear in the balance
sheet, but also items that may not be presentettieénbalance sheet, and which
consequently are not taken into account for theqsaes of the book value.

In the authors’ opinion strategy, i.e. finding tbptimal combination of the
above assets, would be the key factor in the sacad value creation of a company.

For a better understanding of the assets, they amorated the following
basic principles:

- Assets may be materialised or of an immaterial.type

- Assets may be defined as sources of future value.

- Assets may be owned or not owned, controlled orcootrolled by
the company.

- Each asset has an output, which may be mapped.

- Each asset has a life cycle.

- Assets need to be managed in order to be able#becvalue.

- Assets have inside and outside sources of valus;dhtside relations

are also considered as assets.
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If we compare these basic principles with the oateapplicable to the
recognition of the elements in the balance sheetdéscribed in Chapter 2.2), we
experience deviations on several points; as atrésulay be established that not all
of the asset categories determined by the abov®@umay be included in the

balance sheet.

From the study described above, we may see thegiptoaches the market
value of a company primarily from the point of vie# value creation. It assumes
that market value is determined by factors playangole in the company’s value
creation. Furthermore, it fails to analyse the ofiye of the balance sheet and,
consequently, to establish what kind of value bealke represents.

We could enumerate a great number of studies baisetis approach. The
individual researchers make up different categoofethe items not included in the
balance sheets, which they identify as intellectaapital, mental capital or
immaterial property; yet the basic idea behindrthesearch is the same. For the sake

of comparison, | shall enumerate some examplegstématisatiort?

Maritan and Schnatterly [2002] stress the impodared assets of an
immaterial type and use these to explain the dewviatbetween market value and
book value. According to their approach, thesetassiean immaterial type include
technologic resources and facilities such as actatedi knowledge, ability and
reputation, as well as management systems suchoblsiep and processes,
communication mechanisms and compensation system.

In their empirical study they examined 195 comparaetive in technology-
intensive sectors in 65 units composed of 3 congzaaach, these units containing
enterprises active in the same industry, with lcaverage and high market
value/book value ratios respectively. They werentggyto find out which factors of an
immaterial type are different in the companies viit, average and high indicators
(i.e. differences between their market and bookies). The result of their research
showed that although the examined companies pursuadchnology-intensive
activity, the companies with high indicators werfedent from the ones with lower

“4 For the description of further systematisatioes, s.g. Juhasz [2004], pp. 80-84.
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indicators not in factors related to technologyt butheir management systems.
Companies with high MV/BV ratios were significantlglimited from the ones with
medium and low indicators by their stronger consgétems and by their detailed
strategic reports on the use of their resourcesadildies. However, there were no
significant differences between companies with mediand low indicators — not

even in their management systems.

Sveiby [2001] identifies the difference betweenrshprice and net book
value as an intangible asset, which he breaks dmim three categories. He
considers that external structure, internal stmectand the competence of the
personnel are the components of intangible as€etspetence includes the skills
and know-how the employees possess; at the saradttimma source of internal and
external structure. The preservation of the intestaucture is the task of the
management and support staff: consequently thesgoay comprises related factors
such as organizational culture, patents, modelsirastrative and IT systems. The
external structure consists of, e.g., brands, tredlks, image and the relations with

customers and suppliers.

Herbaly-Téth [2004] describes Stewart's system,ssifging intellectual
capital — in a manner comparable to Sveiby — inedhicategories. Stewart
differentiates between human capital, organisatioapital and social (or customer)
capital. Human capital is the intellectual capiélthe individuals constituting the
organisation, such as the employees’ skills, mtitwa knowledge, professional
competence, experience, know-how etc. Organisdtizagatal includes factors like
process quality, corporate culture, the capitaéieht in the organisation’s structure,
information systems, databases etc. The categorsoofal (or customer) capital
comprises customer relations, brands, trademdrksydlue of, and the opportunities

inherent in, the customer bate.

For the purpose of the categorisation of intellactaapital, Picot and
Scheuble [1998] draw attention to a well-known maglaborated by the Swedish

“5 For a comparable approach, see Picot-Scheubl8] 298 Gyokér—@si [2004].
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company Scandia. Also this model uses intelleatapital to explain the deviations
between market value and book value, and simil@rlthe previous approaches, it
breaks it down into three units. It differentiaté®tween customer capital,
organisational capital and human capital. Custooagital represents the customer
base, customer relations and customer potentigjar@sational capital should be
made up of processes, culture and innovation. Téments of human capital are

deemed to be fundamental value, relationship vahaepotential value.

2.4.1.2. Analysis of the recognisability of the items missig from
the balance sheet

We could see above that although different reseascinave elaborated
different classifications concerning the items tloeysidered as missing from the
book value, yet the items of the differing clagsifions were more or less the same.

Following the principle of completeness, every edamin possession of a
company which complies with the recognition créeshould be included in the
balance sheet. Certainly, this also applies tacertewly emerging or, as a result of
economic changes, expanding factors which histibyickd not use to appear in the
balance sheet. However, in the case of these fadtshould be analysed in detalil
whether the given factor really meets the recognitiriteria described in Chapter
2.2.

In the following section, | will examine the misginems (based on Stewart’s

classification) to establish if they may be consédierecognisable or not.

The category identified as ‘human capital’ by Stdwaomprises the
intellectual capital of the individuals constitudinthe organisation, such as the
employees’ skills, motivation, knowledge, professibcompetence and experience.
These factors do not meet the recognition criterdnch stipulates that the assets
should be owned or controlled by the company, dsal their measurement may be
problematic. In connection with these factors, tes saying goes, “the assets walk
home in the evening”. This expression is a goagsithtion of the lack of ownership
or control.

Factors called ‘organisational capital’ include nedats connected to the

company such as process quality, corporate cultime,capital inherent in the
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organisation’s structure, information systems, basas. Out of these factors, those
which are properly documented (or even legally gutad) could represent a value
for others if they possessed them and if their emloould be precisely determined
using some methodology (such as, perhaps, infoomagtystems and databases);
these could perhaps be included in the balancd,sdldeugh the eventual problems
related to their measurement may challenge thewgmition. The assertion of the

philosophy of true and fair view might be endanddrg the inclusion in the balance

sheet of factors regarding which no accepted viainaechniques exist. On the other
hand, certain factors embedded in and inseparatae the companies may not be
presented in the balance sheet because they mdenmded independently, and in
lack of a market, may not be measured easily. Sactors are, among others,

corporate culture, processes and the organisatsbnisture.

In Stewart's systematisation, the category of $o@a customer) capital
comprises customer relations, brands, trademdrksydlue of, and the opportunities
inherent in, the customer base. Among these factorae may already be presented
in the balance sheet: an example of this mighthieettademark. Also brand name
may appear in the balance sheet in certain cases,case of a sales transaction. In
the case of an own brand, the situation is moreptexn as in absence of an active
market, measurement may present difficulties. S¢waethods exist to determine
the value of a brand, but these are only estimstiand the inclusion of the resulting
values in the balance sheet would risk to comprertiie philosophy that accounting
needs to present a true and fair view. Concerniagtomer relations and the
customer base, the most important issue is to s@dlye terms of contract and to
overcome the difficulties of measurement. It maggen that these factors meet the

recognition criteria.

Consequently, it becomes clear that certain faateleted to value creation
could conceivably be presented in the balance shiestever, we need to stress that
even factors satisfying all other recognition regoients may only be presented in
the balance sheet if they possess accepted measuramd valuation methods, as
the lack of these would jeopardise the assertiothefphilosophy that accounting
needs to present a true and fair view. In mosts;abe main reason for the given
elements not being considered as recognisableeisattk of reliable measurement

techniques.
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We need to mention here that in case of a buyantsé#ction, the impact of
the value creation factors missed from the balamets (upon the assumption that
they influence market value through future expémta) actually do appear in the
value of goodwill, and is consequently presentethenbalance sheet. As a result of
the enacted sales transaction, it presents noculifes anymore to measure or
valuate goodwill (i.e. the extra value paid for esfed future profits) and badwill or
negative goodwill (the non-recognised spread todadised in future as profit), as
these factors are already linked to an actual & and, as a result, possess a
value recognisable in the balance sheet.

Nevertheless we should bear in mind that the vabfiegodwill and badwill
may also contain other factors: these are the sall@t incorporate the difference
between the book value and the market value, arsli@s, are influenced by other
factors which — through or in addition to the dlibf the company to earn profits in
future — have an impact on the development of theket price. These impacts will

be analysed in detail in Chapter 2.4.4.

2.4.2. Analysis of the deviation through the market valudjook

value ratio

Literature on investment analysis sometimes uses itldicator ‘market
value/book value of the equity’ (P/BV) to examiha share is under- or overvalued.

In order to compare companies’ shares, Damodar@@6]2tried to find out
what factors may lead to the deviation betweenirtdécators showing the market
value and book value of companies’ equities. Thenrfector in this respect is the
difference in return on equity (ROE), but also eliinces in expected growth rate,
dividend payout ratio and risk levéfSA higher ROE results in a higher equity P/BV
rate, while a lower yield leads to a lower P/BVus’

6 Similarly, Hellstrom [2006] thinks that profitahif, dividend payout policy and expected return
play the most important role in the developmerthefP/BV indicator.
“" For details see Damodaran [2006], pp. 550-581.

60



A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

This deduction shows that the main factor influagdhe deviation between
companies’ market values and book values is profits may be traced back to the
view that the market value of a company is prinyadiétermined by the yield value,
or in other words, by the expectations concernhng future profitability and cash

flows of the company.

2.4.3. Research into the value relevance of accounting dat

Research into the transformation of the economy #el expansion of
knowledge-based companies outlined, among othgr8ohlton, Libert and Samek
[2000], make mention of an increase of the devmabetween the market value and
book value of companies, and explain it with ac¢mgndeficiencies. As a result of
this idea, several studies have recently analysed¢viations between market value
and book value and the value relevance of accaymatta. These studies aimed to
find out if the relationship between share pricastlee one hand and book value or
profits on the other hand has really weakened tgcen

According to Thinggaard and Damkier’s [2008] ddfon of value relevance,
information gained from the financial statementvedue relevant if there is a
statistical correlation between the accountingrimiation and the market value or the
earnings'®

Let us now review the results of a few studies eomiag the changes in the
deviation between companies’ market values and bealkes, and the value

relevance of accounting data.

King and Langli [1998] used the data pertainingtite 1982-1996 time
period of a total of 14,643 listed companies frohreé European countries,
Germany, Norway and the United Kingdom, to analysedeviation between book
value and market value as well as the value remvar accounting data (the book

value of the equity and the earnings per share).

“8 The other studies | am going to present here wsevgarable interpretation of the concept of value

relevance.
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According to data presented in their study, theraye value of the book
value/share price (BV/P) index was 0.41 in Germ&%3 in Norway and 0.63 in the
UK. Concerning the value relevance of accountinta dhey stated that both the
book value and the earnings per share were infggnit relationship with the share
price. Concerning the difference between the exadticountries, they found that
book value was more relevant in Germany and Norwadngreas earnings per share

was the more relevant factor in the UK.

According to data by Gornik, Tomaszewski and Jeonagz [2001] who
examined 77 listed companies in Poland between 1998, the average BV/P
index value of 0.61 may be considered rather lommared to other European
countries.

Analysing the book value and the value relevancehef earnings, they
concluded that both showed a significant and str@hationship with share prices.
From the two factors inspected, the explanatoryesaif book value proved to be
superior. Concerning the correlation of the twolamptory variables they found that
their correlation was weak, thus they rejectedpbssibility of multicollinearity. In
case of loss-making companies, however, the exfganaalue of the book value

was limitedly significant; nevertheless, this wtl the only explanatory variable.

According to a study by Arce and Mora [2002], exaimy 22,436
observation units in eight European countries & briod between 1990-1998, the
average value of the BV¢nhdex showed major differences in the individualtes.
The rate was the lowest in Germany at 0.559, byt afso be considered low in the
Netherlands (0.660) and in the UK (0.670). Increglsi higher index rates were
measured in Belgium (0.787), France (0.790), S&aBB0) and Switzerland (0.892),
while Italian listed companies scored highest &98. The latter value represents
that on the average, there was no substantialegiaocy between the share prices
and book values of companies.

Along with the rate of book value and market valthey also studied the
value relevance of accounting data (the earnindsla book value of equity). Their
research justified the value relevance of accogndiata. Dividing the sample into
two subgroups, they also found that in countrieegishe continental accounting

system, where credit institutions play a more inguar role, the book value was
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more relevant, having a stronger relationship witle share price; whereas in
England and the Netherlands, where the capital ebglays a more important role
in the financing policy of companies, earnings #re more relevant indicator.

Among the countries using the continental systeranée is an exception with a
stronger relationship between the earnings andltiaee price. The results obtained
for Belgium and Italy were not significant.

Dontoh, Radhakrishnan and Ronen [2004] studied dtrength of the
relationship between share prices and accountitey @arnings and the book value
of equity) along with the business activity, analgsdata of companies based in the
United States for the period between 1983—-2000,famdd that the strength of the
relationship decreased due to an increase in fommation-based business activity.
Quoting Grossman, non-information-based businesgtgaefers to share acquiring
and selling transactions the cause of which isrelated to the payouts of the share,
but instead, for example, to reallocation of cdgietween industrial branches, risk
preferences, liquidity needs, unanticipated invesinopportunities etc.

According to their view, non-information-based lmess activity drives share
prices apart from the real (intrinsic) value of tkhare, thus weakening the
relationship between share prices and accountitay da

Their research has shown that non-information-basesiness activity is
inversely proportional to the strength of the rielaship (R) between share prices
and accounting information. Consequently, in pafaliith the increase in the rate of
non-information-based business activity, a decreas&l be observed in the strength
of the relationship between share prices and ad¢twumformation. Their study has
also shown that this applies especially to commamwigh high market value/book
value rates. On this basis they concluded thaage ©f companies with a significant
difference between market value and book valueddwease in the strength of the
relationship between the share price and the a¢icmguimformation is mainly due to
non-information-based business activity, ratherntha the inadequacy of the
accounting data.

Based on their survey results, they concluded tthatactual decrease in the
value relevance of the accounting data may notsbsti@ng as suggested by the

changes in the relationship.
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A comparative study by Hellstrom [2006] on Czechd @wedish listed
companies analysed the alterations of the markaef@ook value rate, and brought
very interesting results in contrast with formesearch. Dividing the subject period
1994-2001 in two parts (1994-1997 and 1998-20@ fptand that during the two
cycles, the market value/book value (MV/BV) ratiecceased from 0.74 to 0.57 in
the case of the companies listed on the Pragud &xachange, while increased from
2.35 to 2.67 in the case of the companies listethenStockholm Stock Exchange.
These data have two peculiar aspects: first, trexage book value of the Czech
companies (increasingly, but perpetually) excedtied average market value; and
second, the value of the index changed in oppdsiéetions in the two countries in
the given period.

Concerning the statistical connection between aubog data and share
prices, Hellstrom found that the value relevance@founting data is lower in the
Czech transition economy than in the well develofeedish economy. According
to his results, the value relevance increases asctuntry progresses in the

procedure of transition.

According to a study by Brimble and Hodgson [2007] data relating to
Australian listed companies in the period betwe8n3t2001, the average value of
the BV/P rate is 0.80, showing that in line withrtaen European countries and in
contrast with research results respecting the b@ustralia there is no significant
discrepancy between the book value of companieshaidshare prices.

Furthermore, their study examined if the valuevatee of the earnings had
decreased during the concerned period. They fotiad ih Australia the value
relevance of the earnings had not decreased, an@ghar as the alteration of share
prices is concerned, the book value (the relevaheenich had not decreased either)
plays a less important role than the earnings, aateks important role than in the
United States. They concluded that the observedgehes not a decrease in the value
relevance of the accounting data, but rather arease in the complexity of the

economical environment.

Thinggaard and Damkier [2008] analysed data of Sagompanies for the
period between 1983-2001 to establish whether #hgevrelevance of accounting

data had decreased in that period. The results gshatvthe value relevance of
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accounting did not decrease but remained uncharl, for the smaller and the
larger companies.

Comparing their results with other similar analyséisey came to the
conclusion that the data they revealed were conforthe results of other European
studies which also refuted statements, based oa ffatn the United States,

concerning the decreasing value relevance.

The above cited examples from international lilgatshow that there are
substantial differences between individual coustrieoncerning the deviation
between the market value and book value of compaai@ that this deviation is the
strongest in the United States. Results concemmabge relevance also show great
variety. The most remarkable difference emergewdsst results from Europe and
from the United States: in the case of Europe,arebers did not observe a decrease
in the value relevance of accounting data; howeley did so in the case of the
United States. The other difference observed wad th countries using the
continental accounting system, the book value, ed®in countries using the Anglo-
Saxon system, earnings possessed more explanaesr goncerning share prices.
We need to stress the results of the survey ontCezempanies which show that the

value relevance of accounting data is lower inditeon economies.

2.4.4. A possible explanation for the deviation: The diveging
objectives and perspectives of book value and markealue

In Chapter 2.2, | discussed the issue of compamiesk value in detail. On
the basis of the information given in that chaptiérmay be established that
according to present accounting rules, the boolevaf a company (i.e. the value of
its equity as indicated in the balance sheet) iminaetermined using a historical
cost model founded basically on the realisatioma@yple, presuming business
continuity. Thus most items appear in the balateesat their actualised historical
value.

We should also stress that the balance sheet nipgamain elements which
meet the recognition criteria. Consequently, boakue is only constituted by

elements owned or controlled by the company, regsulfrom past events and
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producing an expected profit in the future, whichynbbe measured reliably, for it is
the only way to ensure the assertion of the phgbgothat accounting needs to
present a true and fair view.

Also the objective of accounting needs to be tak@o account when
analysing the developments of the book value, sspfovides the explanation for
the book value being just what it is. Through theimediary of the balance sheet,
accounting provides information to stakeholdersualtbe current financial position
of the company. Naturally it is impossible to sigtithe information needs of all
coalition members, so priority should be establisheong the individual interests.
As a result, in current accounting practice the afrdetermining the earnings enjoys
priority, and the calculation of the values of wkgkeconomic resources and claims)

and equity are subordinated to this objective.

The market value of companies was analysed in €h&p8. According to
the statements of that chapter it may be estaldigihet the evolution of the market
value of a company — i.e. the share price — isigrfted by numerous factors.

Assuming an efficient market, the share price ot$lethe expectations
regarding the future performance of the companyaddition to the impacts related
to the business environment and other factorsytheket players’ expectations are
also based on the book value and profitability ddtdne company. As a result, also
research into value relevance has shown that shaoes are in significant
relationship with book value and earnings, respebti This also highlights the fact
that wealth value and yield together shape the etakiue of the company.

Examining the issue of market efficiency, we codeld that many
economists and researchers confirmed that the tgeraf the market is not fully
efficient. Investors frequently act irrationallydashow speculative behaviour. As a
result, share prices are also influenced by psychodl factors as well as by current
supply and demand. Research also shows that anreasiwe fact that the strength of
the relationship between share price and book @aleievalue relevance) decreased
in the United States may be the expansion of saflbencing factors, in other

words, of non-information-based business activity.

This summary reveals that substantial differenceast doetween the aim,

approach, way of determination and influencing destof book value and market
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value. Book value provides information about his@r evidence; market value
substantiates future expectations. Book value semts the value of the wealth of
the company; market value is the result of the chd wealth value, yield value
and several other factors. The balance sheet afdhmpany, and consequently book
value, seeks to satisfy the information needs efttitality of stakeholders, whereas
share price (i.e. market value) examines the vafuthe company purely from the
point of view of the present owners and future stges.

| consider that the differences in the objectiverspective and influencing
factors provide satisfactory explanation for thgidigons between market value and
book value. In my empirical research, | wish tot ey hypotheses based on this

assumption.
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2.5. SUGGESTION FOR THE SATISFACTION OF A BROADER SCOPE OF

INFORMATION NEEDS

In the previous chapter it was made clear that badiue and market value
have different aims. The financial report provide®rmation to all stakeholders of
the company, while market value specially targetesent owners and future
investors.

Accounting is unable to satisfy all information deef each and every
coalition member at the same time, within one sngdport: there is a need to
prioritise. Keeping the principle of business couatiy in mind, in the typical report
the priority today goes to the determination of thgult, the calculation of the values
of wealth (economic resoursec and claims) and ydueing secondary objectives
only.

Thanks to the development of information systentsthes date it would
actually be possible (not only in theory, but alsgractice) to satisfy the coalition
members’ information needs in parallel. As a pdss#plution, | would like to
highlight Heinen’s multipurpose balance sheet thethis balance sheet model states
that the information needs of the coalition memb@sd, as a consequence, the
balance sheet objectives) may not be simplified should be mapped out precisely.
Heinen regrouped the balance sheet objectives,inigawp individual balance sheet
compilation rules, activation and passivation cidte and a valuation and
structuration theory for each of them. His modebased on a basic balance sheet
compiled at historical cost, showing the valueh# tealised profit and the company
assets at actualised historical cost. This basikanba sheet would then be
supplemented by several further balance sheetsitamripr different purposes, such
as the valuation of the shar®s.

The detailed analysis of this issue may not bergited within the framework
of this study — it might rather constitute the ®abjmatter of another research.
However, the subject matter of the present reseaaghired an enumeration of the

possibilities opened up by this balance sheet thednich at the same time provided

“9 For details on this balance sheet model, see Héir#86].
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an explanation for the fact that the balance shemlel applied at present fails to
reflect the market value of the company.
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3. RESEARCH HYPOTHESES

When setting up my hypotheses, | built on the statés made as a result of
the overview of relevant academic literature.

In the framework of the research into the deviatetween book value and
market value, | considered it necessary to tesvahae relevance of accounting data.
In doing so | intended to observe the strengthhefrelationship between the book
value of equity and earnings on the one hand, &adesprices on the other hand.
Understanding the existence, direction and streofjithese relationships not only
provides valuable information for comparison witle results of former international
research, but also serves as a starting poinh&wérification of further hypotheses
and for the analysis of the factors determining desiation between the market
values and book values of companies. The firstetimgotheses relate to the value

relevance of accounting data.

Hypothesis 1: A positive relationship exists betwee company’s book value and

market value.

Hypothesis 2. A positive relationship exists betwe company’s earnings and

market value.

Hypothesis 3: The value relevance of book valudiigher than the value relevance

of earnings.

The remaining hypotheses aim to examine the faciofisiencing the
deviation between market value and book value. Wbenulating these hypotheses,
| intended to highlight that these two values sedféerent purposes, and as a
consequence also their methods of determinatiortt@ndcope of the factors directly
influencing their development need to be differehhis necessarily leads to a
deviation between the two values. The innovativéunea of these hypotheses
primarily lies in the fact that they set up a caasd effect relationship between the
above described characteristics and the deviateiwden market value and book

value. In connection with the above, | formulated tollowing three hypotheses:
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Hypothesis 4: A deviation exists between marketueabnd book value because

market value is not determined on the basis of wealalue.

Hypothesis 5: A deviation exists between marketueabnd book value because
market value depends on factors such as expectatiooncerning the ability of the
company to earn profits in the future; the charactstics of the given country and
region; global and macroeconomic trends; industrial/cles; and other influences

of a psychological nature.

Hypothesis 6: A deviation exists between marketugabnd book value because
there is a difference between the factors influengi book value and those

determining market value.

In my draft PhD dissertation a seventh hypothesis imcluded in addition to
the six described above; but considering certasenlations made on the occasion
of the defence of the draft dissertation, | embedten hypothesis 6. The content of
that hypothesis was not distinctly delimited frohe tstatement of hypothesis 6,

which made it possible and necessary to contradivib hypotheses.
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4. VERIFICATION OF THE HYPOTHESES

4.1. STATISTICAL POPULATION ANALYSED IN THE RESEARCH

4.1.1. Population, observation unit

In my research | consider as population the tgtalftHungarian companies
in case of which there is a deviation between ntar&kie and book value, in other
words, where the phenomenon | wish to analyse scdine conclusions | shall draw
will apply to this set of companies.

The observation units of the present research blealhe companies issuing
shares listed at the Budapest Stock Exchange (fadiei: “stock exchange®™ The
observation units are the companies themselvetheaslata used for the analysis
were obtained from their published reports andestants and (regarding major
events in the company’s history) from their extdaoary notifications to the stock
exchange and the investors. | limited the set afganies analysed in this research to
listed companies because of the availability inrtbhase of market prices based on
actual transactions implying an effective changéha ownership. Consequently, in
the case of these companies it is possible to wbdbe difference between market
value and book value because in addition to bodkeyalso market value is known;
whereas in the case of most unlisted companiesofthreership structure of which
remains unchanged) only the book value is knowd,tha market value may only be
established by way of estimations.

However, the units of analysis are not identicahwvtine observation units, for
in this case | made my observations about the ohigéhalysis in an indirect manner.
The units of analysis examined in this study shalthe phenomena occurring in the
observed companies: that is, the individual maviates and book values, as well as
the values of the factors influencing their dewaas.

% Except for financial enterprises, because owinth&ir specificities, the obtained result would not

be adequately comparable.
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4.1.2. Sampling, set of companies examined

Resulting from the nature of the research, the rarnab observation units
(i.e. of listed companies) was low enough for méé¢oable to avoid sampling and
conduct my research by covering the data obtaimethe totality of the observation
units.

The research covers the five-year period betwe®b 28d 2009. At this date,
apart from financial enterprises, there were 30 games in Hungary of which the
shares were traded on the spot market the Budapest Stock Exchange all along
these five years. Due to the low number of obs@amainits, | attempted to expand
the scope of companies examined in this researcobsidering the eventual use of
two samples. | asked myself how far the number lmdeovation units could be
increased if, on top of the companies issuing distbares all along the period
between 20052009, | also involved in my reseahzh det of companies whose
shares were listed in at least 3 years within tkearened five-year period. Such a
three-year period could consist in the first ot see years of the five-year period
in question. | found 4 companies having issuedeshisted on the stock exchange in
20052007 and a further 3 whose shares were tradtoe period between 2007—-
2009. However, the number of elements in eithetheée groups failed to reach a
level which would have justified their consideratioespecially in view of the
problems related to the shortness of the threetymarperiods.

Further examining the 30 companies having issusddishares during the
five-year period, | also found that four of themldd to compile a report in
accordance with the rules set out in the Intermafi¢-inancial Reporting Standards.
Considering that the accounting rules applied haveearing on the value of the
company’s equity (and thus on the book value)ought it important to ensure that
all of the examined population should be homogesemncerning the system of
applied accounting rule$;as a consequence, | excluded these four compfnies
the research.

*1 Our research shall not cover the futures market.
%2 This clearly refers to the homogeneity of the feavark only, not to identical choices in the items

and combinations applied.
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As a result, the total number of observation umigs 26. This fact might
challenge statistical stability if not taken intooper consideration during the

evaluation of the study results.
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4.2. DATA AND DATABASE USED FOR THE RESEARCH

4.2.1. Research period

During my research, | collected the data at onergidate and not over a
longer period; but | also studied the changes ose¢hvalues over time, using data
from the period between 2005 and 2009. The reasothé choice of this period is
that reports about the financial year 2010 wereyebtavailable at the date of data
collection, so | had to close the research peridtthi data relating to the financial
year 2009. | chose the financial year 2005 asttmtirsg point of the research period,
for from 1 January 2005 each listed company isgellito draw up an IFRS-conform
consolidated financial report, as a result of whiok book values of the observation
units may be considered homogeneous with respegbetbnancial reporting system.
The resulting five-year period is long enough besirate changes over time.

Although | collected data at one date in time,ghely is not cross-sectional,
as | paid special attention to changes over tinfeisTchanges over time have not
been observed by way of a longer-term (longitudin@search but based on
historical data; accordingly, my research may basmered to be of quasi-

longitudinal nature.

4.2.2. Methodology of data collection

In absence of available databases compiled duamgdr studies that | might
have used, my research is entirely based on prirdatg collection performed
through the analysis of the companies’ consolidatiedncial statements and
qguarterly and mid-year statements and by collecind assessing other published
corporate information. During the analysis of tlensolidated financial statements
and quarterly and mid-year statements | primariyisidered data from balance
sheets, statements of changes in equity and paafit loss accounts; in case of
companies where the factors causing the chandeesétdata over time could not be
clearly traced on the basis of these statemerdtsol relied on textual information
contained in the notes and flash reports. | algdl tke notes to ferret out the owner

structure of the companies.
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| determined the companies’ market value basednhtormation relating to
share prices published on the website of the Bustatock Exchang® On the
same site | also found data relating to the tradindpe individual periods, as well as
extraordinary notifications and other communicagiqrublished by companies in
addition to financial reports and flash reports.

In order to throw light on the factors influencinige deviation between
market value and book value, | also involved intp masearch the development of
certain global economic indicators which | will debe in detail in the section on
the verification of the related hypothesis.

During the planning of the research, | intendeduse questionnaires to
collect all required information not included imdincial statements, flash reports and
other forms of published data. The research woaictlbeen greatly supported by an
access to the reasons motivating share ownersytaabd sell. Knowing that this
population is difficult to identify and reach, Igsined to perform the data collection
through questionnaires with the help of stock brekdHowever after the first
interviews | had to face the fact that no relevifidrmation would be given out
concerning my subject in this way; consequentlhyadl ho abandon this method of
data collection.

| used Microsoft Office Excel 2007 to compile thetabase.

53 http://www.bet.hit
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4.3. STATISTICAL PROCEDURES USED DURING THE RESEARCH

| used multivariate statistical methods to verify hypotheses. The statistical
tests related to the created database were pedousiag PASW Statistics 18.0;
consequently, the supporting tables and graphkarmatinex are the outputs of this

software package.

During verification of the hypotheses related te thalue relevance of
accounting data, | tested the existence as wehaslirection, stability, strength and
nature of the relationship between book value ardiegs* on the one hand, and
market value on the other hand. | used correlatind regression analysis as a
method to examine the relationships between the@eabwentioned metric values. |
performed the same calculations not only for thality of the companies involved
in the research, but also for two subgroups inteckvih had divided the companies

according to their sizes, so as to observe if afigrdnces arise on this basis.

For the purpose of the other hypotheses, | analysexiseries and performed
trend estimations. To find the factors influencitigg deviations between market
value and book value, | examined the changes imidud&et value over time for each
company, then identified for each of them the mivhen a substantial deviation
could be observed in the changes of the two valhm$reviewed public information
in order to establish whether they offered adeqeaptanation for these differences
in value changes.

| used cross correlation analysis to reveal anyagaxce of the market value
and the book value. Cross correlation function aés/¢he direction and strength of
the relationship between two time series and trantity of information that the two
time series produce in comparison with each otihet, is, the eventual existence of
any forecasting relationship between the two. b alsed diagrams to compare the
variations in these two values, which made it guesto identify the periods in

which there was a significant deviation between @kelution of the market value

> | examined several categories of earnings: thaegaincluded in the calculations were earnings

before interest and taxes (EBIT), earnings befaxeg (EBT), and comprehensive earnings.
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and the book value of the individual companies.segbently, | collected detailed
information about each company for these identifiedods of time.

| also examined, through additional trend estinmtithe covariance of
certain indicators with market value and book veadunel their eventual forecasting
potential, identifying the indicators influencinglg one or both of the values. For
these calculations | also used the method of @oselation analysis.
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4.4. VERIFICATION OF THE ESTABLISHED HYPOTHESES

4.4.1. Verification of the hypotheses established in relain to the

value relevance of accounting data

The first three hypotheses were intended to exaitiieevalue relevance of
accounting data; in order to test the results,dlymed the direction and strength of
the relationship between the companies’ marketeydlook value and profit figure.

| calculated market values by multiplying the sharnees as at 31 December
of the specific years by the quantity of shareseciog the total equity capital, thus
receiving the companies’ total market value. Foe thurposes of this paper,
shareholders’ equity figures as at 31 December agpied as book values.

As regards profit figures, | extended the analysishe values of not only
one, but three profit categories, which enabled tmeexamine the impact of
individual profit categories on the relationshipsdar review. The profit categories
thus involved in the calculations included EBIT, EBnd comprehensive earnings.
In case of the profit figures, calculations forindual companies were based on the
respective earnings of full financial years.

In the case of two observation units, the finangedr did not overlap with
the calendar year. In these cases | relied on b figures of the business years
belonging to the balance sheet date closest to &fmber, which enabled me to
analyse the respective earnings of full financedng for the companies concerned in
a fashion that ensured the largest possible ovédapeen the altered financial year
and the calendar year.

| examined the direction and strength of the retathips between the
presented values by calculating linear (“Pearsori)s and partial correlation
coefficients and verifying the significance level performing a two-sided test. |
accepted the correlation coefficient values thuseiked at the 1% statistical
significance level, however, | separately analysbd correlation coefficients
pointing to significance levels between 1% and S%dcount for the impact of the
small sample on the significance level. | deemetkdessary to determine the values

of the partial correlation coefficient because #liswed me to measure the strength
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of the relationship between two variables while leding the effect of the third
variable.

Since correlation calculation is extremely sensitie outliers, | looked for
possible outliers among end-of-year equity and etaskalue data by means of
boxplots. | set up a group for companies which riggbextreme values both in terms
of equity and market value, and proceeded to exarthiis group separately. As a
result, a group was formed of the companies postutjer values — which was
composed of companies with higher capital valuesvkile companies without
outliers remained in the group of companies reprtasg lower capital values. Since
| excluded outlier values pertaining to all datesler review for the sake of accurate
calculations, the resultant groups were not eptinelmogeneous. At the end of 2005
and 2006 the group of more highly capitalised camgmincluded 9 firms, of which
one company was transferred to the group of leggatised companies at the end of
2007, leaving the former group with 8 companiedoital. However, at the end of
2009 and 2010, respectively, along with the compidway dropped out previously
another company was added to the group of mordyhggipitalised firms, increasing
the number of firms constituting this group to kOline with the above, the group of
companies representing lower capitalisation waspos®d of 17 firms at the first
two dates under review, 18 companies at the er2DO7 and 16 companies at the
last two dates.

Consequently, besides examining the observations utmgether, | also
performed correlation calculations separately fathlgroups of the population under

review.

4.4.1.1. Verification of hypothesis 1

During the verification of hypothesis 1, | calc@dtthe Pearson’s correlation
coefficient and the partial correlation coefficiantorder to examine the existence,
direction and strength of the relationship betwimenbook value and market value of
individual companies. | calculated both types & ttorrelation coefficient for the
five balance sheet dates of the period under re\beth for the entire population and
separately for the two groups composed of compamnigls higher and lower
capitalisation. In calculating the partial corredat coefficient, data associated with

the individual profit categories represented theticdled variables both together and
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separately. The detailed result tables of the tatioms performed are included in
Annex 1.

Results for the entire population under review

Table 1 below sums up the correlation coefficiealues of the book value
and the market value calculated for the entire f[amn under review. The
significance level of the value highlighted in lighrey exceeded 1%, but remained
below 5%. All other correlation coefficient valugsdicated a significance level
below 1%.

In respect of the entire population involved we roagclude that there was a
statistically significant, strong positive relatgimp between the book value and the
market valu&® throughout the five years under review. This dié¢ated by the linear
Pearson’s correlation coefficient, which took a ippes value close to 1 on
31/12/2005 (0.990) and did not deviate from thikigasignificantly throughout the
subsequent years, either. On 31/12/2006, 31/12/280/42/2008 and 31/12/2009
this value stood at 0.993, 0.969, 0.977 and 0.9@gpectively. Each correlation

coefficient value indicated a significance leveDéb.

As regards partial correlation coefficients, thealues did not point to a
relationship of similar strength; in addition, thegnded to change rather
substantially over the review period. This notwiimgling, a positive, at least

medium-strong relationship was maintained in aflesa thus the controlled variables

%5 Correlation coefficient (r) values are generaiiferpreted as follows: the positive or negativensig
of the coefficient indicates the direction of tteationship, while its value shows the strengthhef
relationship. A value of r=1 implies a perfect pivs, equation-like, linear relationship; 8r&1
implies a strong positive association; €20.7 implies a medium positive association; widie<0.2
points to a weak positive association. A value=df points to the total lack of a linear relatioqsht
0.2<r<0 implies a weak negative association; —G#812 implies a medium negative association; —
1<r<-0.7 implies a strong negative association; whilelrpoints to a perfect negative, equation-like,
linear relationship. For further details about tiggical interpretation of correlation coefficiensee
for example Sajtos—Mitev [2007], p. 205.
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offered only a partial explanation to the strengttithe relationship between book
value and market value. The direction of the changetween specific years was
identical with that of the Pearson’s correlatioefticient and accordingly, the values
indicating the strength of the relationship inceshsbetween 31/12/2005 and
31/12/2006, decreased by 31/12/2007, and increagadth by 31/12/2008 before
declining once again by 31/12/2009. Two correlataefficient values differed
markedly from the others: the partial correlatioefficient value computed for
31/12/2008; firstly, when comprehensive earninggewapplied as a controlled
variable and secondly, when all profit categoriesravregarded, together, as a
controlled variable. Even the significance levdlederated in these cases.

The coefficient values proved different dependimgwhich profit category
was considered to be the controlled variable. Wg omnclude overall, that EBIT
and EBT exerted a greater impact on the relatignsgéiween book value and market
value than comprehensive earnings. This is reqoefir by the fact that the
difference between partial correlation coefficievdlues and linear correlation
coefficient values was statistically less significavhen comprehensive earnings
were considered to be the controlled variable raten EBIT or EBT.

Such changes in the results obtained may be atdiio the multicollinearity
existing between the variables because, of theviohakl profit categories, book
value proved to have the strongest relationshiph vEHBIT and the weakest
relationship with comprehensive earnings, althoagén the latter demonstrated a
fairly strong positive relationship. Due to the erdependence of the profit
categories, there was a strong positive relatignbbiween individual profit figures
as well, given that EBIT constitutes the determinemmponent of the other two
profit figures. The profitability of firms’ finanal management was largely
influenced by the efficiency of their business tyiin the given period, which is
reflected in the value of EBIT. For the most pé#ne values of the remaining profit
categories changed in function of the above figure as a result, the farther | moved
from EBIT, the less explanatory power profit categ® had over the strength of the
relationship between book value and market vallis & also reconfirmed by the
test result received; namely, that the strong,iBggmt positive relationship between
book value and EBT or comprehensive earnings tesignificance once | computed
the partial correlation coefficient for these vates while keeping EBIT as

controlled variable.
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In order to eliminate the effect of the multicoarity between the individual
profit categories, | computed the partial correlatcoefficient in such a way that all

three profit categories were included in the catah as controlled variables.

While keeping the comprehensive earnings varialdastant, with the
exception of 31/12/2008, there was a strong pasiationship between book value
and market value, with a significance level varyibgtween 0% and 1%. On
31/12/2005, 31/12/2006, 31/12/2007 and 31/12/2008 value of the partial
correlation coefficient was 0.769, 0.891, 0.818 an@93, respectively. The
coefficient computed for 31/12/2008 showed a sigaift difference: pointing to a
medium positive association, its value stood a®®.dnd even its significance level
deteriorated to 1.2%. This was the only date atctwhtomprehensive earnings
represented the profit category demonstrating theest relationship with book
value, which was also reflected by the value oftheial correlation coefficient.

As opposed to the rest of the dates under reviet, BBT included as a
controlled variable, only a medium positive relagship was detected between the
book value and the market value for 31/12/200531d2/2009; however, all partial
correlation coefficients indicated a significancevdl of 0%. On 31/12/2005,
31/12/2006, 31/12/2007, 31/12/2008 and 31/12/2B6%obrrelation coefficient value
was 0.600, 0.862, 0.715, 0.753 and 0.697, resmdygtiv

When | examined EBIT as the controlled variable tfee calculation of the
partial correlation coefficient, | observed a mediypositive relationship for
31/12/2007 as well. Accordingly, only two dates eaémed (31/12/2006 and
31/12/2008) at which a strong positive relationsested between the book value
and the market value, but even in these cases dh@lpcorrelation coefficient
indicated a significance level of 0—1%.

On 31/12/2005, 31/12/2006, 31/12/2007, 31/12/20088 81/12/2009 the
correlation coefficient value was 0.631, 0.87030,9.799 and 0.657, respectively.

Except for 31/12/2007, the partial correlation ¢oefnt values were very
similar to those received in the context of coméaIEBT. 31/12/2007 was the only
date at which EBIT had a closer relationship whke tarket value than with the

book value. This was the only date at which theiglacorrelation coefficient, which
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was computed with book value as a controlled véiammdicated a significant
relationship between market value and EBIT. Thitiésreason why EBIT has such a
high explanatory power in respect of the relatigm&etween book value and market
value.

During the 2007 financial year, the market valueao¥ast majority of the
companies under review increased substantially amdultaneously, EBIT also
surpassed, in most cases, the value recordeddqrévious year. While this parallel
increase may have exerted the above described irapdhe correlation coefficients,
it obviously does not imply a cause and effecttra@tship between the changes in

these two values.

After | excluded, one by one, the effect of eacbfiprcategory on the
relationship between the book value and the mar&kte, | computed the value of
the partial correlation coefficient while simultanesly controlling the values of the
three profit categories. The coefficient valuesstheceived showed clearly, without
the distorting effect of profits, the relationshiptween book value and market value.

Except for 31/12/2008, when they pointed to a mmdistrong positive
relationship, the resultant correlation coefficieatlues indicated a strong positive
relationship at all dates, with significance levedsying between 0% and 0.2%. On
31/12/2005, 31/12/2006, 31/12/2007, 31/12/2008 ahd2/2009 the correlation
coefficient value was 0.841, 0.901, 0.726, 0.604 @871, respectively.

The relationship became progressively stronger theecourse of the review
period, as indicated by the difference between vVh&ies of the correlation
coefficient computed for 31/12/2005 and 31/12/2008e values of the partial
correlation coefficient fell less and less behihdse of the Pearson’s correlation
coefficient and as a result, the linear and theigdazorrelation coefficients reached
nearly identical values by 31/12/2009. This suggélat the impact of the profit
variables on the relationship between book valud ararket value decreased
gradually during the review period.

This trend, however, faltered on 31/12/2007 and3tf2/2008, when the
strength of the controlled relationship decreasgalrest the backdrop of significant
changes in market values. By 31/12/2007 the maseie of many of the companies
under review (22 firms) rose sharply, while the pames concerned did not

experience changes of similar magnitude in thewkbealue. In the wake of the
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economic crisis, by 31/12/2008 25 companies unegew saw a steep fall in their
market value, but the deterioration was not reflédh their book value.

Based on the above we may conclude, overall, tlexetwas a significant,
strong positive relationship between book value amatket value for the entire
population involved in the review throughout theiesv period. While the strength
of this relationship weakened somewhat, it remaisigghificant even when profit

categories were included in the analysis as cdatteariables.

Table 1: The correlation coefficients of book valaamd market value for the entire

population

31/12/| 31/12/) 31/12/| 31/12/| 31/12/

Correlation coefficient 500t | 200¢ | 2007 | 200¢ | 200¢

Pearson's 0,99p 0,993 0,969 0,977 0,974
Partial (EBIT) 0,631 0,870 0,53p 0,799 0,6b7
Partial (EBT) 0,60 0,862 0,715 0,7%3 0,607

Partial (Comprehensive earnings) 0,469 0,891 0)81893],4),893
Partial (All three profit categories) 0,841 0,901 2®v{ 0,601| 0,971

Results received for the group of companies with gher capitalisation

The correlation coefficients of book value and nearkalue computed for the
companies with higher capitalisation are summednupable 2. The significance
level of the values highlighted in light grey exded 1%, but remained below 5%.
As regards the values highlighted in dark greyir thignificance level exceeded even
5%; therefore, these correlation coefficient valoesy not be considered significant
even at a 95% confidence level. All other correlatcoefficient values indicated a

significance level below 1%.

In respect of the group of companies with highepitedisation we may
conclude that there was a significant, strong pasrelationship between book value
and market value throughout the five years undeieve This is indicated by the
linear Pearson’s correlation coefficient, which Ko positive value close to 1 on
31/12/2005 (0.986) and did not deviate significafitbm this value throughout the
subsequent years, either. On 31/12/2006, 31/12/280/42/2008 and 31/12/2009
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this value stood at 0.990, 0.964, 0.969 and 0.9é8pectively. Each correlation
coefficient value indicated a significance leveDéb.

Comparing the linear correlation coefficients comeplufor this group of
companies to those received for the entire pomnatinder review reveals that the
relationship between the book value and marketevafithe more highly capitalised
companies was only slightly less strong (0.003-8).0ban the indicator values

received for the entire sample.

A review of the partial correlation coefficient uak suggests that there were
only five cases where the value of the coefficeoild be considered acceptable at a
significance level of 1%. In nine other cases tigmiicance level was higher than
1% but lower than 5%, thus the value of the pax@irelation coefficient would
have been acceptable at a confidence level of 9&%oof the described partial
correlation coefficient values indicated a strongsipve relationship. In the
remaining six cases the partial correlation cogffit values indicated a medium
positive association; however, given that the sicgnce level exceeded 5%, these
results cannot be considered significant.

In evaluating the results it is important to bearmind that the group of
companies with higher capital values included Vfery (only 8—-10) companies. The
small sample may have contributed to the factsbate of the correlation coefficient
values may not be considered significant.

The received partial correlation coefficient valuesre in line with the
corresponding values computed for the entire pajoumaAs was the case with the
Pearson’s correlation coefficients, the partialrelation coefficient values were
lower than the coefficient values computed for #mire population in all cases
where the controlled variable was a profit categ@wgice all profit categories were
controlled simultaneously, the partial correlatowefficient values computed for the
group of more highly capitalised companies excedtledcorresponding coefficient
values of the entire population, which suggests there was a closer relationship
between book value and market value in the groupmofe highly capitalised
companies than in the case of the entire population

The direction of the change in the values of theigdecorrelation coefficient
was identical with the direction of the changeha Pearson’s correlation coefficient

and with that observed in respect of the corratatioefficient values computed for
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the entire population. The coefficient values prbwlfferent depending on which
profit category was considered to be the controlladable. Even in this regard, the

values received corresponded to the results obdéovehe entire population.

When keeping the comprehensive earnings variabhstaot, there was a
strong positive relationship between book value enadket value at all dates under
review except 31/12/2008, but the significance llégk between 0% and 1% at two
dates only — 31/12/2006 and 31/12/2009 —, and &t28A005 and 31/12/2007 it
would have been acceptable only with the acceptahaé% significance level.

On 31/12/2005, 31/12/2006, 31/12/2007 and 31/1320@ value of the
partial correlation coefficient stood at 0.711,3680.796 and 0.894, respectively.
The coefficient computed for 31/12/2008 showedapunced difference: pointing
to a medium positive association, its value stodd0&68; however, with a
significance level of 20.4% it was not considerede significant. Given that while
controlling the other two profit variables and jatbfit variables together | could not
observe either a similar degree of weakening in ridationship or such a high
significance level, in all likelihood, the strongexplanatory power of the
comprehensive earnings over the relationship betvbeek value and market value
should not be considered existent. This assumpBoalso reconfirmed by the
deterioration of the significance level, to whichetsample’s small number of

elements may have contributed.

As opposed to the rest of the dates under revieth, RBT controlled, only a
medium positive relationship was detected betweamk lvalue and market value on
31/12/2005 and on 31/12/2007; however, with sigaifice levels of 22.2% and
12.1%, these partial correlation coefficients waog significant. Even the partial
correlation coefficient values, which had indicagedtrong positive association in
previous years, showed higher than desirable sigimfe levels between 1% and
5%. On 31/12/2005, 31/12/2006, 31/12/2007, 31/1@82@&nd 31/12/2009 the
correlation coefficient value was 0.486, 0.81340,80.747 and 0.705, respectively.

When | examined EBIT as a controlled variable fog tomputation of the
partial correlation coefficient, | found that thesaciation was medium positive on

31/12/2009 as well; however, at 5.4%, the signifezalevel was, once again, higher
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than desirable. At 19.6%, the significance leveltloé coefficient computed for

31/12/2005 surpassed this value, while the levalbdished for 31/12/2007 was even
higher, 32.5%. Based on these data, the partiatledion coefficients computed for
the above dates may not be considered significentthe case of this partial

correlation coefficient, there were only two da{84/12/2006 and 31/12/2008) at
which a strong positive relationship existed betwbeok value and market value,
but even these coefficient values were borderlineeptable only, indicating a

significance level of 1% and 1.2%. On 31/12/2003/13/2006, 31/12/2007,

31/12/2008 and 31/12/2009 the correlation coefficialue was 0.511, 0.832, 0.438,
0.786 and 0.658, respectively.

The partial correlation coefficient values | reasvafter having controlled
the three profit categories simultaneously appedcede very similar to those
computed for the entire population under revieve, dmly difference being that the
coefficients computed for this group pointed tdighsly stronger relationship at all
dates. Moreover, there was a difference in sigaifoe levels, since in the case of
these companies only the coefficients computed3fb12/2006 and 31/12/2009
showed a significance level close to 0%. | receigesignificance level above 1%
pertaining to the coefficient defined for 31/12/80@Gnd values close to 5% for
31/12/2007 and 31/12/2008. Accordingly, the cotrefacoefficients computed for
these dates could have been acceptable only atnfdeonce level of 95%.
Nonetheless, given the small number of elementthengroup, | reviewed these
computed results as well.

The values of the partial correlation coefficientlicated a strong positive
relationship at all dates. On 31/12/2005, 31/1262081/12/2007, 31/12/2008 and
31/12/2009 the correlation coefficient value wa808, 0.961, 0.881, 0.767 and
0.981, respectively.

The relationship became progressively stronger thescourse of the review
period, as indicated by the difference between Vh&ies of the correlation
coefficient computed for 31/12/2005 and 31/12/2008e values of the partial
correlation coefficient fell less and less behihdse of the Pearson’s correlation
coefficient and as a result, by 31/12/2009 theigladorrelation coefficient value
exceeded that of the linear correlation coefficidritis suggests that the impact of

the profit variables on the relationship betweerokbwalue and market value
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gradually dissipated during the review period, dryd31/12/2009 it points to a
correlation partially suppressed by the profit ahles.

This trend, however, faltered on 31/12/2007 and3@f12/2008, when the
strength of the controlled relationship decreasgairest the backdrop of significant
changes in market values. Although the declingH® group was not as pronounced
as that observed for the entire population, it treel same underlying reasons. By
31/12/2007, a half of the reviewed companies sahap increase in their market
value, but they did not experience changes of suagnitude in their book value. All
companies were hit by the effects of the economigs; which deteriorated their
market value significantly by 31/12/2008; this, lewer, was not reflected in book
value.

Based on the above we may conclude, on the whbbd, there was a
significant, strong positive relationship betweba book value and the market value
throughout the review period in the case of comgmnvith higher capitalisation,
although the strength and the significance of thlationship weakened somewhat
once the profit categories were included in theymmaas controlled variables. The
small number of elements may have contributed tchsdevelopments in the

significance levels.

Table 2: The correlation coefficients of book valaamd market value for the

companies with higher capitalisation

31/12/| 31/12/| 31/12/| 31/12/| 31/12/

Correlations coefficient 200t | 2006 | 2007 | 2005 | 200¢

Pearson's 0,98 0,990 0,964 0,969 0,968
Partial (EBIT) 0,514 0,832 0,438 0,786 0,6b38
Partial (EBT) 0,484 0,813 0,641 0,747 0,705

Partial (Comprehensive earnings) 0,411 0,856 0J79668(,40,894
Partial (All three profit catgories) | 0,903| 0,961 0,881 0,76[7 0,981

Results received for the group of companies with Wer capitalisation

The correlation coefficients of book value and nearkalue computed for the
companies with lower capitalisation are summed ugable 3. The significance
level of the value highlighted in light grey excedd1%, but remained below 5%.
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Since the significance level of the values highigghin dark grey exceeded 5%,
these correlation coefficient values may not besmmred significant. All other

correlation coefficient values indicated a sigrafice level below 1%.

In respect of the group of companies with lower itedipation we may
conclude that there was a significant, strong p@sitelationship between the book
value and the market value at four dates duringpttedd under review. The values
of the linear correlation coefficient approachee tlower bound of a strong
relationship (0.7) at a number of dates, and eveapped below this value on
31/12/2006; whereby at that point there was onlynadium strong positive
relationship between book value and market valugchvmay also be considered
significant.

On 31/12/2005 the value of the correlation coefftireached 0.738, which
resulted in a more pronounced difference in subeetgyears relative to the analyses
performed for the former group and for the entiapydation under review. On
31/12/2006, 31/12/2007, 31/12/2008 and 31/12/26B@9Malue stood at 0.696, 0.792,
0.852 and 0.719, respectively. All of these cotrefacoefficient values indicated a
significance level between 0% and 0.2%.

The values of the Pearson’s correlation coefficimarnputed for this group
were consistently lower than the linear correlatomefficient values computed for

both the entire population and for the group of pames with higher capitalisaton.

In some cases, partial correlation coefficient galindicated a stronger, in
other cases, a weaker relationship than the Peéarsmrrelation coefficient
computed for the corresponding dates; in additiimy tended to deviate
significantly from changes in the linear correlaticoefficient over the review
period. This notwithstanding, a positive, at leastdium-strong relationship was
maintained in all cases; thus the controlled vademboffered only a partial
explanation to the strength of the relationshipMeein book value and market value.

With the exception of 2008, the direction of theampes in the partial
correlation coefficient values between the specdiéites was identical with that of the
Pearson’s correlation coefficient and accordingg values indicating the strength
of the relationship decreased between 31/12/20@b 3Hri12/2006, increased by
31/12/2007, and increased further by 31/12/200&rketleclining once again by
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31/12/2009. Of the partial correlation coefficiemismputed for 31/12/2008, only
one coefficient mirrored these developments: thee@aomputed with controlled EBT.

| observed two cases where the value of the partalelation coefficient
could not be considered significant: these werevddaes computed for 31/12/2006
with EBT and comprehensive earnings, respectivaliuded in the calculation as
controlled variables. In these cases the coefficreflecting the strength of the
relationship took substantially lower values, pwigtto a significance level of 14.4%
and 8.4%, respectively. The significance level di&hed for 31/12/2009 while
keeping the three profit variables controlled sitawkously is 4.8%, but even that
may be considered acceptable only in the conteat35% confidence level.

The partial correlation coefficient values showedilar differences from the
corresponding values computed for the entire pajomdo the difference | observed
from the results of the Pearson’s correlation goeffit; i.e. at times overshooting
and occasionally undershooting the correspondihgega

The coefficient values proved different dependimgwhich profit category
was considered to be the controlled variable. We w@nclude overall that, as
opposed to the entire population where EBIT and ER&rted a more significant
impact on the relationship between book value aadkat value than comprehensive
earnings, in this group of companies | could ndedwrine such an impact with any
certainty.

Similarly to the group of companies with higher italpvalues, in evaluating
the results it is important to bear in mind thag tyroup of companies with lower
capital values is also composed of few (only 16-diBinesses. The small sample
may have contributed to the fact that some of threetation coefficient values may

not be considered significant.

While keeping the comprehensive earnings varialdastant, with the
exception of 31/12/2006, there was a strong pasrationship between book value
and market value, with significance levels varyibgtween 0% and 0.3%. On
31/12/2005, 31/12/2006, 31/12/2007, 31/12/2008 aid2/2009 the value of the
partial correlation coefficient stood at 0.736, 454 0.872, 0.867 and 0.715,
respectively. The coefficient value computed for/1212006 showed a marked
difference from the results received for the renmgrdates: pointing to a medium

positive association, it stood at 0.445 and, hawangignificance level of 8.4%, it
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could not be considered statistically significahitthis date comprehensive earnings
were in a significant, strong positive relationskgh book value, which was also
reflected by the value of the partial correlatioefficient.

The partial correlation coefficient values computiea 31/12/2005 and
31/12/2009 did not show a notable difference froose of the Pearson’s correlation
coefficient for the corresponding dates, which ssgg that comprehensive earnings
did not have a significant impact on the strengthhe relationship between book
value and market value. This is also reconfirmedHheyfact that | did not detect a
significant relationship between comprehensive iagmand book value as at the
above dates. By contrast, the partial correlatioeffecient values received for
31/12/2007 and 31/12/2008 were higher than thosethef linear correlation
coefficient computed for the corresponding datesjclv points to a partially

suppressed correlation.

The partial correlation coefficient values receivaaen EBT was used as the
controlled variable closely mirrored those obtairvelden comprehensive earnings
were considered to be the controlled variable.

The coefficient values computed for 31/12/2005 wdsmstical in both cases
under review. The value computed for 31/12/2006/¢@doto be not significant, as
was the case with the scenario when comprehensaveings were used as a
controlled variable. At this date EBT was also insignificant, strong positive
relationship with book value, which was reflecteud the value of the partial
correlation coefficient. By contrast, the partiatelation coefficient values received
for 31/12/2007 and 31/12/2008 were also higher thase of the linear correlation
coefficient computed for the same date, which sstgg@ partially suppressed
correlation.

The only deviation was observed in the case of ¢hefficient values
computed for 31/12/2009, as the partial correlatoefficient value in this case
dropped below that of the Pearson’s correlatiorffmient for the same date, which
suggests that EBT had a partial explanatory powesr dhe strength of the
relationship between book value and market value.

With the exception of the value computed for 312006 which indicated a
14.4% significance level, all partial correlatiooeficients pointed to significance
levels between 0% and 1%. On 31/12/2005, 31/12/28082/2007, 31/12/2008 and
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31/12/2009 the correlation coefficient value wag36, 0.382, 0.846, 0.860 and
0.654, respectively.

When | included EBIT as the controlled variabletlre calculation of the
partial correlation coefficient, | observed a mediypositive relationship for
31/12/2006 and 31/12/2009. As at the rest of thesdthere was a strong positive
relationship between the book value and the maskiete.

The partial correlation coefficient value computed31/12/2005 was higher
than that of the linear correlation coefficient fine same date, which indicates a
partially suppressed correlation. In the remainicagges the partial correlation
coefficient values received were lower than tho$ethe Pearson’s correlation
coefficient for the corresponding dates, which ssjg that EBIT had a partial
explanatory power over the strength of the relatgm between book value and
market value.

In this case each partial correlation coefficienticated a significance level
of 0-1%. On 31/12/2005, 31/12/2006, 31/12/2007123/R008 and 31/12/2009 the
correlation coefficient value was 0.857, 0.641,7Q,70.745 and 0.662, respectively.

When all three profit categories were controllechidianeously, the partial
correlation coefficient values received proved @ different from those computed
for the entire population and for the companiehvaigher capital values. Indeed, in
the case of this group, at the first three datesudlue of the partial correlation
coefficient exceeded, and at the last two datesdstoelow that of the linear
correlation coefficient. At the first three datdisis indicates a correlation partially
suppressed by the earnings variables, while atlasietwo dates it points to the
partial explanatory power of the profit categories.

The partial correlation coefficient values showaghtgicance levels of 0—1%
except for the last date under review, when the@tence of the coefficient value
would have been possible only at a confidence let€5%. As at the first three
dates there is a strong positive relationship betweook value and market value,
followed by a medium positive relationship at tlhsequent dates. On 31/12/2005,
31/12/2006, 31/12/2007, 31/12/2008 and 31/12/2B6%orrelation coefficient value
was 0.922, 0.826, 0.915, 0.685 and 0.556, resdygtiv
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As opposed to the results received for the entygufation and for the group
of companies with higher capital values, the stiiernd the relationship weakened in
the course of the review period, as indicated leydifference between the values of
the correlation coefficient computed for 31/12/2@0 for 31/12/2009, although we
should bear in mind that the coefficient value cateqd for the last date approached
the 5% significance level. The strength of the trefeship was weakened by the
economic crisis, which deteriorated the market @aignificantly by 31/12/2008;
this, however, was not reflected in book value.ofposed to companies with higher
capital values, this trend continued throughout®fad the majority of this group of
companies, which pushed down the partial correlatimefficient value even further.
It would be interesting to examine the correlatiatue as at 31/12/2010, as it would
reveal whether what we observe are effectivelylitgering effects of the crisis in

the case of companies with lower capitalisation.

Based on the above we may conclude, overall, tlexetwas a significant,
strong (and in one case, a medium strong) posigletionship between the book
value and the market value throughout the revieriogan the case of companies
with lower capital values, although the strengthd ahe significance of this
relationship weakened somewhat in certain casessaedgthened in other cases,

once the profit categories were included in thdyammaas controlled variables.

Table 3: The correlation coefficients of book valaamd market value for the

companies with lower capitalisation

31/12/) 31/12/| 31/12/| 31/12/| 31/12/

Correlation coefficient 200t | 2006 | 2007 | 2005 | 200¢

Pearson's 0,738 0,696 0,792 0,852 0,719
Partial (EBIT) 0,857 0,641 O,77L 0,745 0,6p2
Partial (EBT) 0,734 0,382 0,846 0,860 0,664

Partial (Comprehensive earnings) 0,436 0,445 0)872670,8,715
Partial (All three profit categories)| 0,922| 0,826 0,91% 0,685 0,5%6

In respect of the entire population and the grougpompanies with lower and
higher capitalisation alike, based on the resudtsited above we may conclude that
there was a significant, at least medium strongtigesrelationship between book
value and market value throughout the period umeeiew. This at least medium
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strong positive relationship was maintained evenemwlprofit categories were
included in the calculation as controlled variablaswever, the thus computed
partial correlation coefficient values did not peoto be significant in certain cases.
This problem arose in the case of groups compotadsmall number of elements;
the results of the calculations for the entire papon proved to be significant.

In the group of companies with higher capital valtiee partial correlation
coefficient values evolved similarly to those congalifor the entire population;
however, when all profit categories were controgtdultaneously, they indicated a
stronger relationship than the coefficient valuemputed for the entire population.
The relationship between book value and marketevajppeared to be less strong in
the group of companies with lower capitalisatioawever, the profit categories did
not have such a clear, partial explanatory powan tin the case of companies with
higher capitalisation. In the case of companie$ \Watver capital values, in addition
to the sharp decline in market values in 2008, ¢henomic crisis set off the
downturn observed in 2009 as well, which led tadhler erosion of the strength of
the relationship between book value and marketevafumong the companies with
higher capital values, however, this effect dissaddy 31/12/2009.

Based on the results received we may conclude, oally that there is a
positive relationship between a company’s book va& and its market value;

hypothesis 1, therefore, should be accepted.

4.4.1.2. Verification of hypothesis 2

During the verification of hypothesis 2, | calcédtboth Pearson’s and
partial correlation in order to examine the existendirection and strength of the
relationship between the earnings and the markaew individual companies. The
values of the three profit categories reviewedesting hypothesis 1 were separately
included in the calculations performed to deterntimeir relationship with market
value. | calculated both types of the correlatioefticient for the 5 financial years
and balance sheet dates of the period under rebietlv,for the entire population and
separately for the two groups of companies witthéigand lower capitalisation. In
determining the partial correlation coefficientg ttontrolled variable applied was the

book value. The detailed result tables of the testformed are included in Annex 2.
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Results for the entire population under review

Table 4 sums up the correlation coefficient valoéghe individual profit
categories and the market value calculated foettiee population. The significance
level of the values highlighted in light grey exded 1%, but remained below 5%.
Since the significance level of the values highieghin dark grey exceeded 5%,
these correlation coefficient values may not besmmred significant. All other

correlation coefficient values indicated a sigrafice level below 1%.

It holds true for the entire population involvedttihere was a significant,
strong positive relationship between all three iprecdtegories and the market value
throughout the five years under review. This igaated by the positive values of the
linear Pearson’s correlation coefficient, which eened close to 1 and did not
deviate markedly in function of the profit categamyolved in the calculation.

Over the period under review, the linear correlatimefficients changed in
the opposite direction between specific years tiese computed for book value
and market value. Accordingly, in the case of latké profit categories, the values
reflecting the strength of the association decrbdsan 31/12/2005 to 31/12/2006,
increased by 31/12/2007, declined again by 31/124hd increased once again by
31/12/2009. One correlation coefficient value def significantly from the others:
the Pearson’s correlation coefficient value comguter 31/12/2009, when the
relationship between comprehensive earnings ankanhaalue was tested. However,
this can be attributed to the fact that the corffitvalue computed for 31/12/2008
did not indicate such a sharp decline comparedh# grevious year than that
observed in the case of the other two profit caiego We may conclude, overall,
that the strength of the relationship between ntaxedue and all three profit
categories declined in the course of the revieviogenevertheless, the relationship
remained very strong and positive.

The linear correlation coefficient value computedthe relationship between
comprehensive earnings and market value stoo®86@n 31/12/2005, and did not
change markedly in the course of subsequent y&ans31/12/2006, 31/12/2007,
31/12/2008 and 31/12/2009 this value stood at 0.96882, 0.974 and 0.952,

respectively. Each correlation coefficient valudiaated a significance level of 0%.
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The linear correlation coefficient value computedthe relationship between
EBT and market value stood at 0.988 on 31/12/2868,did not change markedly in
the course of subsequent years, either. On 31/0&/281/12/2007, 31/12/2008 and
31/12/2009 this value stood at 0.973, 0.983, 0.85@ 0.968, respectively. Again,
each correlation coefficient value indicated a gigance level of 0%.

The Pearson’s correlation coefficient value comgufier the relationship
between EBIT and market value stood at 0.983 o0h232005, which did not change
markedly in the course of subsequent years, eitber.31/12/2006, 31/12/2007,
31/12/2008 and 31/12/2009 this value stood at Q.9/884, 0.934 and 0.960,
respectively. Again, each correlation coefficieatue indicated a significance level
of 0%.

As regards the partial correlation coefficients poed with book value as
the controlled variable, their values did not poiatsuch a strong relationship;
moreover, in several cases they were not evenfigsigni. That notwithstanding, a
positive, at least medium-strong relationship wasntained in all cases when the
coefficient value indicated a significance levellowe 1%. This implies that,
invariably, the book value controlled variable o&@ only a partial explanation to
the strength of the relationship between the regtewrofit category and market
value.

An examination of the relationship between compnehe earnings and
market value reveals that there were three dateghath the association may be
deemed significant. The variables had a mediummgtpmsitive relationship (0.626)
on 31/12/2005 and a strong positive relationshiB9® and 0.797) as at 31/12/2007
and 31/12/2009. At these dates the significanceldeindicated by the partial
correlation coefficients were around 0%. On 31/02&the value of the coefficient
was not significant, while even the coefficient ualcomputed for 31/12/2008 —
0.410 - indicated a significance level close to 5%.

The relationship between EBT and market value wgrgfecant at two dates
only. On 31/12/2007 the partial correlation coeéit stood at 0.853, indicating a
strong positive association, while on 31/12/208%dlue of 0.609 implied a medium
positive association. Both coefficients showedgaificance level close to 0%. At a

level of 1.2%, the coefficient indicating a mediustrong relationship (0.495)
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approached the bound of significance on 31/12/2@fficient values computed
for 31/12/2006 and 31/12/2008 were not significant.

The partial correlation coefficient computed fore thelationship between
market value and EBIT remained significant on 312027 only, having taken a
value of 0.789 at a significance level of 0%. Valwomputed for the rest of the

dates under review were not reliable.

There was only one date at which the partial cati@h coefficient values
computed for the entire population implied a sigaint relationship between the
individual profit categories and market value. THate was 31/12/2007 when, at a
0% significance level, a strong positive relatiapsivas detected for all profit
categories. At this point, a weakening could beeoled in the strong positive
relationship between the individual profit categsrand book value, which was also
reflected in the high values of the partial cortielacoefficient.

By contrast, the coefficients computed for 31/1R&RWere not significant in
either profit category, and took a negative valuall cases. For the majority of the
companies under review, the market values increisedghout both years, albeit to
a different degree. As regards comprehensive eggnione third of the companies
generated losses in 2006, while only three comgar@eorded a negative result for
2007. This fact may have contributed to the aboselbpments in the correlation
values and to the loss of significance in the aafsthe coefficients computed for
31/12/2006. The situation was similar in 2008 wiie® number of loss-generating
companies was remarkably high again, which haddaerae effect on the value and

significance of the correlation coefficients.

Based on the above we may conclude, overall, thexetwas a significant,
strong positive relationship throughout the reviesviod between the values of the
specific profit categories and market value in ttase of the entire population
involved in the analysis. This relationship, howeweeakened somewhat and lost its
significance in most cases when book value includethe analysis as a controlled

variable.
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Table 4: The correlation coefficients of profit ancharket value for the entire

population

Profit category Corre_la_tion 31/12/) 31/12/) 31/12/| 31/12/| 31/12/

coeficient 2005 | 2006 | 2007 | 2008 | 2009
EBIT Pearson's 0,988 0,994 0,984 0,934 0,960
Partial (book value) 0,126 -0,3Y7 0,789 0,d07 0,873
EBT Pearson's 0,988 0,943 0,983 0,950 0,968
Partial (book value) 0,496 -0,283 0,83 0,472 0,609
Comprehensive  |Pearson's 0,986 0,945 0,982 0,974 0,952
earnings Partial (book value) 0,62p -0,110 0,8p9 0,410 0,797

Results received for the group of companies with gher capitalisation

The correlation coefficients of individual profiategories and market value
computed for the companies with higher capitalisatire summed up in Table 5.
The significance level of the coefficients highligt in light grey exceeded 1%, but
remained below 5%. Since the significance levethef values highlighted in dark
grey exceeded 5%, these correlation coefficientg nod be considered significant.

All other correlation coefficient values indicatadignificance level below 1%.

It holds true for the group of companies with highapitalisation that there
was a significant, strong positive relationshipwesn all three profit categories and
the market value throughout the five years undeieve This is indicated by the
positive values of the linear Pearson’s correlatosfficient, which remained close
to 1 and did not deviate markedly in function o fbrofit category involved in the
calculation.

The direction of the coefficient values computed tlus group changed in
line with the linear correlation coefficients contgd for the entire population, and
even their values remained close to each other.r@fdts received for 31/12/2008
and 31/12/2009 were slightly lower than the coedfits computed for the entire
population; nevertheless, even this difference wa$ pronounced. We may
conclude, overall, that the strength of the refegiop between market value and all
three profit categories declined in the coursehefreview period; nevertheless, the

relationship remained very strong and positive.
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The linear correlation coefficient value computedthe relationship between
comprehensive earnings and market value stoo®84@n 31/12/2005 and declined
slightly by the end of the review period. On 31206, 31/12/2007, 31/12/2008 and
31/12/2009 this value stood at 0.964, 0.980, 0.86d 0.937, respectively. Each
correlation coefficient value indicated a significa level of 0%.

The linear correlation coefficient value establghfor the relationship
between EBT and market value stood at 0.987 on2ZA00D5, and barely changed
throughout the subsequent years. On 31/12/2006122007, 31/12/2008 and
31/12/2009 this value stood at 0.973, 0.981, 0.834d 0.958, respectively. Again,
each correlation coefficient value indicated a gigance level of 0%.

The Pearson’s correlation coefficient value comgufier the relationship
between market value and EBIT stood at 0.982 oth232005 and, as was the case
with the relationship between EBT and market vatlid,not change markedly over
the course of subsequent years, either. On 31/0@/281/12/2007, 31/12/2008 and
31/12/2009 this value stood at 0.974, 0.981, 0.&1d 0.951, respectively. Again,

each correlation coefficient value indicated a gigance level of 0%.

As regards the partial correlation coefficients poed with book value as
the controlled variable, their values did not immych a strong relationship;
moreover, the results obtained proved to be sicaniti in one case only. This was the
partial correlation coefficient value computed 81/12/2007 — 0.891 —, which
indicated a strong positive relationship betweemm@hensive earnings and market
value at a significance level of 0.7%. Two coeéitis indicated a strong positive
relationship with significance levels below 5%; réfere, these coefficient values
would have been acceptable at a 95% confidencé [Elvis was observed in the case
of the partial correlation coefficient computed tbe relationship between EBT and
market value, which stood at 0.832 on 31/12/200W the coefficient value of
comprehensive earnings and market value, whichOmg&3 on 31/12/2009. The rest
of the partial correlation coefficients did not icate a significant relationship
between the value of the individual profit categerand market value.

In examining the partial correlation coefficientsshould not be overlooked
that the number of elements included in the gro@s wxtremely low, which, in
addition to the factors described in respect ofttial population under review, may

have contributed to the deterioration of the sigatice level.
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Based on the above we may conclude, overall, thexetwas a significant,
strong positive relationship throughout the reviesviod between the values of the
individual profit categories and market value ie ttase of companies with higher
capital values. This relationship, however, weakersomewhat and lost its
significance in most cases when book value wasuded in the analysis as a

controlled variable.

Table 5: The correlation coefficients of profit ancharket value for the companies
with higher capitalisation

Profit category Corre!a_tion 31/12/) 31/12/) 31/12/| 31/12/| 31/12/
coefficient 2005 | 2006 | 2007 | 2008 | 2009
EBIT Pearson's 0,98 0,994 0,981 0,917 0,951
Partial (book value) 0,078 -0,407 0,7p0 0,d18 0,875
EBT Pearson's 0,98 0,943 0,981 0,934 0,958
Partial (book value) 0,511 -0,202 0,882 0,466 0,592
Comprehensive |Pearson's 0,984 0,964 0,980 0,967 0,937
earnings Partial (book value) 0,63p -0,064 0,81 0,417 0,783

Results received for the group of companies with Wer capitalisation

The correlation coefficients of individual profiategories and market value
computed for the companies with lower capitaligatioe summed up in Table 6. The
significance level of the value highlighted in lighrey exceeded 1%, but remained
below 5%. Since the significance level of the valdeghlighted in dark grey
exceeded 5%, these correlation coefficient valuag not be considered significant.

All other correlation coefficient values indicatadignificance level below 1%.

It holds true for the group of companies with lovwsapitalisation that, as
opposed to the results received for the entire ladpn and for the group of
companies with higher capital values, in this csge was no significant, strong
positive relationship throughout the five years emceview between all three profit
categories and market value. This is indicated iy values of the Pearson’s

correlation coefficient, which did not show a sigrant relationship at all dates and
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for all three profit categories, and even when tpegved to be significant, they
pointed to a weaker relationship.

The linear correlation coefficient value computedthe relationship between
comprehensive earnings and market value only prdeebtle significant, with a
significance level of 1%, on 31/12/2006 and 31/022, when it stood at 0.606 and
0.665, respectively, pointing to a medium positgsociation. Since the coefficient
values indicated a significance level of over 5%hatremaining dates, they were not
considered significant, and even a 95% confideesellwould not have made a
difference in this regard.

Similarly to the case described above, the linearetation coefficient value
computed for the relationship between EBT and ntavisdue only proved to be
significant, with a significance level of 1%, on/82/2006 and 31/12/2009, when its
respective values of 0.630 and 0.750 pointed tlmsec — initially a medium, then a
strong — positive relationship. Since the coeffitigalues indicated a significance
level of over 5% at the remaining dates, they weot considered significant, and
even a 95% confidence level would not have mad#éexehce in this regard.

Except for the value established for 31/12/200¢, earson’s correlation
coefficient computed for the relationship betwedsiTEand market value proved to
be significant and indicated a medium or a strorggitive relationship. On
31/12/2005, 31/12/2006, 31/12/2008 and 31/12/26B@9Malue stood at 0.696, 0.730,
0.729 and 0.737, respectively, pointing to a sigaiice level below 0.2%
throughout these periods.

The partial correlation coefficients computed wiblbok value as the
controlled variable were higher in one case, angetan four cases than the linear
correlation coefficient value established for therresponding dates. On one
occasion, the partial correlation coefficient tidneut to be significant while the
Pearson’s correlation coefficient computed for thitionship between the same
profit category and market value was not signifiaat the corresponding date.

There were two dates at which the partial corretatioefficient reflecting the
relationship between comprehensive earnings andenaalue had a significance
level below 1%. For the first time, this happened3d/12/2007, when the coefficient
took the value of —0.632, and the second time db232009, when it stood at 0.659.

At the former date the linear correlation coeffiti@vas not significant; thus this
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value, which implies a medium negative relationsmay not be compared to it;
nevertheless, the negative relationship should dresidered non-existent. At the
latter date the partial correlation coefficientualslightly undershoots that of the
Pearson’s correlation coefficient, which pointsthe partial explanatory power of
book value.

The partial correlation coefficient value, whichfleets the relationship
between EBT and market value, indicated an acckptatbue on 31/12/2009, when
it stood at 0.693 at a significance level of 0.4%is is slightly less than the value of
the Pearson’s correlation coefficient computedtias date, which suggests that the
book value has partial explanatory power. Similadythe coefficient computed for
the relationship between comprehensive earningsnaautket value, standing at —
0.552 on 31/12/2007, the coefficient indicated alion® strong negative relationship
in this case as well; however, with a value of 2.18€ significance level proved to
be higher than 1%. As at the remaining dates theesaof the partial correlation
coefficient were not significant.

There were three dates at which the partial cdroglacoefficient reflecting
the relationship between EBIT and market value dawnificance level below 1%.
For the first time, this happened on 31/12/2005mtte coefficient took a value of
0.836, and subsequently on 31/12/2006 and on 2002/ when it stood at 0.683
and 0.684, respectively. At the first date the galof the partial correlation
coefficient surpassed that of the linear correfatomefficient computed for the
corresponding date, and indicated a strong positekationship and a 0%
significance level, which implies a correlation fly suppressed by the book
value. At this date the book value did not showgmiBcant relationship with the
value of either profit category, which explainssthiifference in the direction of the
partial correlation coefficient. At the two lattetates the partial correlation
coefficient value showed significance levels of%0.4nd 0.5%, respectively, and was
slightly lower than that of the Pearson’s correlatcoefficient, which points to the
partial explanatory power of book value. As at tmaining dates the values of the
partial correlation coefficient were not signifi¢an

In examining the partial correlation coefficientsshould not be overlooked
that the number of elements included in the gro@s wxtremely low, which, in
addition to the factors described in respect ofttial population under review, may

have contributed to the deterioration of the sigatice level.
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Based on the above we may conclude that, as oppogbkd results received
for the entire population and for the group of camps with higher capital values,
in the case of companies with lower capitalisatibe significant, strong positive
relationship between the individual profit categeriand market value was not
maintained throughout the five years under revi€his relationship weakened and
lost its significance in most cases once book vakas included as the controlled

variable.

Table 6: The correlation coefficients of profit ancharket value for the companies

with lower capitalisation

Profit category Corre!a_tion 31/12/) 31/12/) 31/12/| 31/12/| 31/12/
coefficient 2005 | 2006 | 2007 | 2008 | 2009
EBIT Pearson's 0,696 0,730 0,3b3 0,129 0,y37
Partial (book value) 0,83p 0,683 0,218 0,491 0,684
EBT Pearson's 0,456 0,630 0,2p5 0,448 0,750
Partial (book value) 0,451 -0,012 -0,552 0,329 0,693
Comprehensive |Pearson's 0,39 0,606 0,2p8 0,150 0,665
earnings Partial (book value) 0,380 -0,121 -0,632 0,341 0,659

In respect of the entire population and the grougpompanies with lower and
higher capitalisation alike, based on the resiétsittd above we may conclude that
there was a significant, at least medium strongtipesrelationship between the
values of the individual profit categories and tharket value throughout the period
under review. This association weakened and, eslpean the group of companies
with higher capital values, even lost its significa in most cases, once book value
was included as a controlled variable in the redear

The results of the calculations performed for theug of less capitalised
companies did not always indicate an acceptabla@fgignce level in respect of the
Pearson’s correlation coefficient either, and inugy the controlled variable
increased the number of these cases further. Coesty, in the case of this group
we may not conclude that there was a significalationship between the individual
profit categories and market value throughout thte¢ereview period.

It should not be overlooked, however, that the nendf elements included
in the population under review was rather low, whimay have contributed to the
deterioration of the significance level.
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Based on the results received we may not concludeyerall, that there is
a positive relationship between a company’s earnirsggand its market value;

hypothesis 2, therefore, must be rejected.

4.4.1.3. Verification of hypothesis 3

Upon testing the third hypothesis | examined whethwas the book value
or the profit figure that had a stronger relatiapstvith the market value in the
course of the review period. The application of timear regression calculation
method is very appropriate for this purpose. Upgos éstimation of the regression
coefficients, the standardised coefficients obthiae a result of the significance t-
test, i.e. thed weights, indicate which independent variable imedl in the analysis
has a greater relative weight; in other words, Wlooe has a greater explanatory
power over the dependent variable. However, as rédtiability of B weights
deteriorates in line with the increase in multicwhrity, regression calculation is
only applicable in the lack of a strong correlatlmetween the explanatory variables

involved in the research.

In the case of the entire population and the gr@upompanies with higher
capitalisation there was a significant, strong tsirelationship between the
examined explanatory variables, the book value thiedvalues of the individual
profit categories throughout the entire period un@eiew. Since the existence of
multicollinearity did not allow for the performancé a linear regression calculation,
in the case of these two groups | drew conclusimm the comparison of the results
of the calculations performed during the testinghef first two hypotheses.

In reviewing the Pearson’s correlation coefficiehtoncluded that, without
exception, it was the book value that proved toehawloser relationship with the
market value. This is reconfirmed by the fact tiathe case of the individual profit
categories, the partial correlation coefficientsnpoted with book value as the
controlled variable either proved to be not sigaifit, or their value was lower than
the corresponding values of the partial correlatcmefficient computed for the

relationship between book value and market value.
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As the multicollinearity problem did not arise ielation to companies with
lower capitalisation, regression calculation waasiele; the t-test of the constant
term, however, did not indicate an acceptable Bagmice level. In the case of this
group, neither was the significant relationshipn@stn the individual profit category
values and market value maintained at all datesemunelview. This leads to the
conclusion that it was the book value that hadranger relationship with market
value.

It should not be overlooked, however, that the neindf elements included
in the population under review was rather low, whimay have contributed to the

deterioration of the significance level.

Based on the results received we may conclude, os#y that the value
relevance of book value was greater than that of eaings; hypothesis 3,

therefore, should be accepted.

4.4.2. Hypotheses relating to the deviation between marketalue

and book value

To verify my hypotheses relating to the deviati@iveen market value and
book value, | effectuated trend estimations. | awied the examination separately
for each company.

To analyse time series, | used quarterly data sexavhere | had to use
variables relating to which no more frequent daerevavailable. Such variables
were book value and value of wealth (economic ressuand claims). In the case of
trend estimations where the values of the variablese available on a monthly
basis, | built up the time series from end-of-modéta to get a better understanding
of the trends.

Trend estimation requires stationary data seriesisequently | used the
variations in the values of the time series. In thge of variables determined in
absolute values, | used the difference from 1 efrtdie of the analysed value and its
previous value, which shows the rate of increasdecrease from one date to another
in the form of a decimal fraction. For variablesarpercentage form, | determined

the change in the examined value compared to tbeiqus date by substraction,
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which | subsequently also transformed into a detiin@&tion. The ensuing values
denoting change over time, spread around zero, ethdlae increases and decreases
between the different dates.

| used the method of cross correlation to dispkgitionships between time
series. Cross correlation makes it possible tstilte the correlation between two
time series, allowing not only to show the immeelieglationship, that is, the extent
of covariance, but also to observe forecasts dues.tWhen observing time series
based on quarterly data, the number of applied pbifiods was 8, meaning that |
sought to determine the forecast relationship betweariables for a period of 8
guarters. For time series based on monthly dagantimber of shifts analysed was
12, consequently | reviewed a yearly forecast gerio

To demonstrate my hypotheses relating to the dewmidbetween market
value and book value, in addition to trend estioreil also performed an individual
review of the companies. | drew up, for each comgmeparately, the movements of
market value, book value and balance sheet totat tme to identify the periods
with substantial differences between market value laook value. For all periods
with such outliers, | reviewed the major eventshe company’s history in order to
find the factors which might explain the substdrtreanges in the values.

4.4.2.1. Verification of hypothesis 4

To verify hypothesis 4, | used cross correlatiommalyse the relationship of
market value and book value with wealth (economsdurces and claims) value and
their mutual forecasting ability. Having regard tbe fact that information
concerning book value and wealth value was onlylava on a quarterly basis, |
used end-of-quarter data to build up the time serie

Similarly to the calculations performed to verityetprevious hypotheses, |
computed market value data as the product of tdeo&period closing share prices
and the number of shares covering the whole egeiyalling the entire market
value of the company. Just like in the case offtinener hypotheses, | used the end-
of-period equity values as input data for book eadund the end-of-period balance
sheet total values as input data for the valueoofpany wealth. To calculate and
illustrate cross correlation, for all of the thréedicators | used the changes

determined in the way described above.
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In cases where the company failed to draw up ateuyamreport and, as a
consequence, no information was available on tlyegnd the balance sheet total,
| replaced the missing value with the last inforimatavailable (i.e. with the value of
the previous quarter). As a result, in such caseshange in the concerned values
was 0% in the given quarters.

| analysed forecasts using 4 shifts, i.e. for agokof 2 years. The confidence
interval was [-0.5; 0.5]; | only accepted crossrelation values exceeding these
values. Annex 3 contains the result graphs of tegopmed cross correlation

analyses.

Results of the analysis of the relationship betwbeok value and wealth
value showed that in the case of 18 out of the @Gpanies analysed, there was a
relationship pointing to immediate covariance, ite cross correlation value showed
an acceptable relationship for period 0, i.e. &hifi-period.

For 6 companies, no coefficient value exceeding boendaries of the
confidence interval was recorded for either of shét periods. In these companies,
the equity value (showing book value) and the l=dasheet total (showing wealth
value) changed in opposite directions several tinfeghermore, | observed a
substantial and multidirectional variation in thalue of the liabilities during the
period under review, resulting in the fact that tness correlation analysis did not
point to a relationship between the book valuetaedvealth value.

| found two companies where, according to the comseelation analysis, the
wealth value forecasted the book value by 2 andattgrs, respectively. This was
due to the fact that these companies failed togseep quarterly report, so there was
no available information on the quarterly value®giiity and balance sheet total. As
a conseguence, every second data in the time stroeged a 0% variation, which
influenced cross correlation.

On the basis of the presented values we may comdlat a relationship
exists between book value and wealth value; neelts certain elements —

typically the variations in liabilities — may mogibr even screen this relationship.

The cross correlation analysis of market value aedlth value revealed in

the case of 21 companies that there was no retdtiprexceeding the boundaries of
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the confidence interval in the case of either timenediate or any of the shifted
coefficients.

| found covariance (i.e. O-period cross correldtion2 companies, due to an
increase in the registered capital. As a resulihisf capital increase, the values of
equity, the balance sheet total and the share poge at the same time, which was
reflected in the cross correlation value indicating relationship between the wealth
value and the market value. Due to the fact thattime series contained a small
number of observed dates, one such event was isuffior the cross correlation to
signal covariance.

In the case of 2 companies, | observed that thdthvealue forecasted the
market value by a quarter, but in one of the célsegelationship was negative. In
the company in the case of which | found a negatorecast relationship, the
decrease of the wealth value was caused by camthiction, then during the
following quarter the majority owner sold its shgrerhich resulted in an increase of
the market value. The other company began to expdied a highly successful
financial year (the success of which was also c&dlk in an increase of its wealth
value), and as a result of the acquisitions, itsketavalue rose accordingly. In both
cases, the increase in the market value was cdogea factor other than the
immediate effect of changes in the wealth value.

In the analysed population, only in the case of oompany did the wealth
value forecast the market value by two quarterspmtng to the cross correlation
analysis. In the case of this company | did noteoles a substantial change in the
balance sheet total which might have explainedébkalt of the cross correlation; as
a consequence, in the background of this resulisumme the effect of the small
number of elements of the analysed time series.

From the above, it is clear that there was no baationship between the
market value and the wealth value; their eventeldtionship was mainly due to
certain events in the companies’ histories. Thentsvédaving an impact on the
registered capital or, through the earnings, thatgef the company, also affected
the wealth value. The change in the market waseeittue to a change in the
registered capital or to other events in the comgaatory; as a consequence, the
observed relationship between market value andtivealue was due to a third

factor.
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On the basis of the obtained results we may conclad overall, that a
deviation exists between market value and book vatdubecause market value is
not determined on the basis of wealth value: consagntly, hypothesis 4 should

be accepted.

4.4.2.2. Verification of hypothesis 5 and 6

Hypothesis 5 and 6 are strongly interlinked, ay theek to analyse whether
certain factors are related to market value (hypsith5) and book value (hypothesis
6) respectively. After the review of the factors ntiened in the hypotheses, |

performed the verification of the two hypothesest]g.

As formulated in hypothesis 5, variations in therkea value are influenced
by expectations concerning the ability of the conypt earn profits in future. It is
however difficult to illustrate and quantify thepectations (a process indispensable
for empirical research), because it is a ratheanigible phenomenon interpreted
differently by the individual investors. At all evis, it may be established that the
evolution of expectations concerning the abilitytbé company to earn profits in
future is influenced by information made publicriglation to the given company.
Such information includes data displayed in theuahnmid-year and quarterly
financial reports as well as any published infoioratconcerning the future plans
and major transactions of the company.

Accordingly, | examined the impact of expectati@oesicerning the ability of
the company to earn profits in future on the evolutof market value by
individually mapping out all the events made publieor each company, |
represented in a diagram the variation of mark&tievand book value over time to
identify the periods with substantial differencestvieen market value and book
value. For all periods with such outliers, | revesivthe major (published) events in
the company’s history in order to find the factesich might explain the substantial
changes in the values through shaping expectationserning the ability of the

company to earn profits in future.

Further influencing factors identified in hypothesb include national

macroeconomy, regional economy, global economiedsgeindustrial specificities
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and other psychological influences. | used crossetaion analysis to test the
influence of the characteristics of the countrgioa, global economy and industry
on the evolution of market value. To be able tdqren these tests, to the determined
influencing factors | assigned indicators which rampiately illustrate the variations
in the factor under observation.

| first used the cross correlation analyses to waséther changes in the
indicators illustrating the individual factors werglated to variations in the market
value, and whether a forecast relationship exisigveen the two in either of the
directions. Subsequently | repeated the above guveaegarding the changes in the
observed indicators and the book value. To drawmp series, | used the variations
between the end-of-month data of the indicatordcutated with the method

described above.

The results of the individual analyses

To determine the impact of expectations concernting ability of the
company to earn profits in future on the evoluttdrmarket value, in the framework
of individual analyses | reviewed the periods wisemstantial deviation could be
observed in the changes in market value and bollevao identify these periods
with outlying changes, | represented the quartehnignges in market value and book
value in separate diagrams for each company. Tdgrains are presented in Annex
4. Subsequently | reviewed the published eventschwvhiad intervened in the
companies’ history in the chosen period in ordefind the factors which, through
shaping expectations, might have influenced thstamial changes in the values.

| examined a total of 77 periods with conspicuohanges, including some
periods when several major events had happeneteirhistory of the examined
company; however, | also encountered periods witimment changes in the values
when no event was published at all. Furthermorsheild not overlook the fact that
other influencing factors also had an impact onvrgations of market value, which
also influenced the deviations observed betweekehaalue and book value.

According to the most characteristic scenario, ohkek in the case of 13
companies, the increase in market value was prddaglexpansion, acquisition or a
capital increase relating to one of the subsidsaridowever in the case of 5

companies, similar events were followed by a desgea the market value, which
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may have been the result of some other influenfantpr. The sale or liquidation of
a subsidiary as well as the outsourcing of a dwisfi.e. the “narrowing” of the
company) resulted in the increase of the marketevdbr 3 companies, while
entailed its decrease in the case of another. Mipaéts may have varied according
to the investors’ favourable or unfavourable opmnam the subsidiary or the division.

The second most frequent transaction | observet@asring before changes
in share prices was dividend payout. In the cas@ cbmpanies, the market value
began to increase after the declaration of theddiw payout while the book value
remained unchanged; whereas in the one case wiedividend was paid partly to
the debit of the accumulated profit reserve, thekbwalue decreased. Two
companies lost market value after the publicatibthe general assembly’s decision
on dividend payout. Leaving the impacts of othatdes out of consideration, this
may be explained by the fact that the amount oftiielend may have fallen behind
the amounts of the payable dividend declared bgratbmpanies, which — for those
seeking short term profit — may have representetbfivation to sell/replace these
shares. Similarly, a notification of the fact ththe company shall not pay out
dividend from its current year earnings entailddlbin the market value.

The declaration of a dividend received from a gliasy was coupled with
the increase of market value in one case and itsedse in another; leaving the
impacts of other factors out of consideration, thsy be explained by the fact that
the amount of the dividend may have fallen behine amounts of the payable
dividend declared by other companies.

The third most frequent event was a change in ¢lgestered capital. In the
case of 6 companies, the market value rose at lzehigte than the book value
following the effectuated capital increase, whiler fone company, merely the
notification of an expected increase had the sdfeeteln the case of one company,
the capital increase coincided with a fall in mankalue, which may have been due
to other influencing factors, such as news of tiseebtedness of a subsidiary. One
company managed to effectuate a capital reductianway that it entailed only the
decrease of the book value, while the market vedosined unaffected.

Also share transactions were observed to frequeptgcede substantial
changes in market value. Increases in market \@toarred after share acquisitions
by persons having private information in the cals@ companies, and following the

sale of shares by such persons at 2 companies. &able changes in market value
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were observed in 4 companies after a share adquiditansaction by a plus-5%

owner, and in one company after a similar sharesséilansaction. | observed

acquisitions of own shares in 4 companies and sdilsame in 2 companies before a
rise in market value. In the case of the abovesteations implying sales of shares, it
Is possible that these sales were (partly) motd/atethe rise in the market value.

Falls in market value were preceded by sales ofeshhay well (privately)
informed persons in the case of 3 companies, ana Isjare purchase by such
persons in one company. In this latter case howeamother event occurred: an
expected lay-off was notified, which also might aaaffected the change in the
market value. In the case of 2 companies, theofalhe market value was preceded
by share sales by plus-5% owners, and in 3 otheshbre acquisitions by the same
kind of actors. In the case of the above transastimplying the purchase of shares,
it is possible that these acquisitions were (panthptivated by the decrease in the
market value.

In parallel with the decrease in its market valaee company issued an
extraordinary notification to confute news that feapeared in the press about the
circumstances of its purchase of its own sharesctimpany declared that their aim
in buying own shares was not to drive the sharésbthe stock exchange, but to
stop the fall in the prices.

Several companies issued news about winning newrnissions, concluding
new contracts or favourable modifications of thesgmxg partnership contracts of the
company. In the case of 6 companies, these ndidita were followed by an
increase in the market value; however, in anotbenpany, a decrease ensued. This
latter case occurred in 2008, at a time when argéef&l in the market values of
companies was an overall trend.

In the case of 3 companies, | found news about majestments or real
estate developments preceding increases in theketnzalues. A company received
state support as an incentive for investment duttiegexamined period, which also
resulted in a rise in the market value.

There is one example for a scenario where a comgaolred an expected
good annual earnings and an increase in the maaka¢ followed; and another for
the opposite case, i.e. the notification aboutgeeted slowdown in the growth of

the company was followed by a fall in the markdtea
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In the case of three companies, market value iseckafter, respectively, the
deblocking of previously barred employee shares, ttansformation of preferred
shares into equity shares, or the issuing of redétarpreferred liquidation shares.

Two companies were penalised by the Hungarian CongoeAuthority and
the European Commission, respectively: this wasvad in both cases by a fall in
the market value. The market value of a companyedsed after a litigation with an
unfavourable outcome; the market value of anothereased after the sales of a
litigated outstanding claim of a high amount.

| observed an increase in the market values ofndpemies and a decrease in
3 without the publication of any kind of notificati in the given period. In these
cases it is clear (and in the others, quite pra)abkt some other influencing factors
must (also) have played a role in the variationhéshare prices.

On the basis of the cases described above, we oralude, overall, that
numerous events and published pieces of informatibith affected expectations
concerning the ability of the companies to earrifgan future also had a resulting
impact on the evolution of their market valuestia analysed cases, the changes in
market value substantially differed from the vaoas of the book value, which
suggests that published information and eventsirar@porated into expectations
and, depending on the nature of the event, eithriofluence the evolution of the
market value but leave the book value intact, eiseamajor changes in the market

value which also appear as an immediate impattarbbok value.

The results of the cross correlation analyses

| also examined with the help of cross correlatmalyses what impact the
remaining enumerated influencing factors mentiomedypothesis 5, in addition to
expectations concerning the ability of the compémyearn profits in future, may
have had on the changes in market value and bdak.vBo be able to perform these
tests, to factors such as the characteristic featof the country, the region, the
global economy and the industry | assigned indisatghich appropriately illustrate
the variations in the factor under observation.

To establish the time series, also in the caséeflisted indicators | used
values of variations in end-of-month data, detesdinvith the method described

above.
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To illustrate the determined influencing factors,used the indicators
described below.

As an indicator of the macroeconomic specificitéshe country, | used the
consumer price index showing year on year charagesyell as the unemployment
rate and the 3-month reference yield of governnsmdurities. These data were
downloaded from the website of the Hungarian CéBiaak >°

As indicators reflecting the economic situationtbé region, |1 chose two
stock exchange indices. One of them was CETOP20,Cintral European Blue
Chip index, which reflects the performance of tlerRost capitalised and traded
Central European companies and serves as a redef@nimvestors interested in the
region. The index comprises shares from the Budal¢éasrsaw, Prague, Bratislava,
Ljubljana and Zagreb stock exchanges, with a lohisimultaneously 7 bonds per
stock exchange. | collected the end-of-month vabidhe index from the website of
the Budapest Stock ExchantfeThe other chosen stock exchange index was the
Dow Jones Emerging Markets Index denoted W5DOWhef Dow Jones index
group, comprising shares from emerging marketsudio Hungary, the Czech
Republic and Poland. | downloaded the index datefithe Yahoo! Financ®
website.

To illustrate changes in the global economy, | ufies variations in the
global prices of Brent oil and gold, as well as tstmck exchange indices. |
downloaded the Brent oil price per barrel from a 8Rup® webpage, and gold
prices from the World Gold Counflwebsite. One of the chosen stock exchange
indices was the Dow Jones Global Index denoted W/Ddd the Dow Jones index
group, which measures the performance of the glshate market and covers 95%
of the capitalisation of the stock markets all otbe world. The other stock
exchange index | analysed was DAX (Deutscher Akiietlex), comprising the

%8 http://ww.mnb.hi
5 http://www.bet.hit

%8 http://finance.yahoo.com

%9 http://production.investis.com/bp2/download/bresiilf . o

80 http://mww.gold.org/
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prices of the 30 most active shares of the greasgsital value on the Frankfurt
Stock Exchange. | downloaded the index values fiftmemyahoo! Financ¢d website.
Instead of industrial characteristics, | was abte d@xamine sectoral
specificities, which 1 illustrated by the Dow Jon&gctor Indexes. | used the
following indices:
« W5BSC (Dow Jones Emerging Markets Basic Materiatiek), with
observed companies active in the plastics andtiemicals industry.
*  W5UTI (Dow Jones Emerging Markets Utilities Indewjth observed
companies active in the electricity supply industry
« W5FIN (Dow Jones Emerging Markets Financials Indewjth
observed companies active in asset and portfolioag@ment and in
property management.
e W5CYC (Dow Jones Emerging Markets Consumer Serviodsx),
with observed companies active in hotel industny @ade.
e W5NCY (Dow Jones Emerging Markets Consumer Goodex)
with observed companies active in the textile amekelbage industry.
« W5ENE (Dow Jones Emerging Markets Oil & Gas Indexith an
observed company active in the petroleum and nlagasindustry.
e WS5HCR (Dow Jones Emerging Markets Health Care Ipdesth
observed companies active in the pharmaceuticaking
« W5IDU (Dow Jones Emerging Markets Industrials Indewith
observed companies active in the vehicle or machiaaufacturing
and security printing industry.
« WS5TEC (Dow Jones Emerging Markets Technology Index}h
observed companies active in the IT industry.
e WS5TLS (Dow Jones Emerging Markets Telecommunicatibmex),
with an observed company active in the telecomnation industry.
| downloaded the end-of-month values of the indifresn the Yahoo! Finanéé

website.

81 http://finance.yahoo.com

82 http://finance.yahoo.com
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To verify hypothesis 5, | used time series drawronphe basis of changes in
the end-of-month values of the market value anthefindicators. For the purposes
of the present study, | derived the variations arket value from the end-of-month
closing values of the share prices.

| analysed the observations concerning forecadts 14 shifts, i.e. for a year,
as a longer-term forecast result could not have loeasidered as realistic. Because
of the higher number of elements in the time seties confidence interval was |-
0.25; 0.25]; 1 only accepted coefficient valuesasding this threshold. As a result of
the analyses performed, | obtained 1081 diagramsrads correlations between
pairs, out of which 532 were relevant. However iBisuch a large quantity that |
shall be unable to present it within the limitstlois paper; the table containing the
accumulated results is included in Annex 5.

Reviewing the results of the cross correlation ys&d, we may establish that
there was only one company in the case of whichdm@nges of each of the
examined indicators influenced the market valutheeithe market value covaried
with changes in the indicators or the indicatoetasted the variations in the market
value. The market values of 3 companies revealedasionship with all but one of
the examined indicators, and 5 more companies waithbut two. The above
mentioned 9 companies comprised 5 out of the 6 waystalised enterprises.

| found 2 companies the market value of which diok show either
covariance, or any other relationship shifted metj with any of the examined
indicators. The market value of a further 2 comparmhanged in relation to the time
series of only one or two variables, respectivalyjong the examined indicators.
These four companies mentioned above were chaisserddry a low (>20%) ratio of
public ownership all through the examined perioag ¢he rate of the quantity of
their traded shares per year compared to the duaitshares covering the whole
equity capital also remained below this value. Tamaining 13 companies were
situated somewhere between the above describeceneedr concerning the
covariance with the examined indicators and theteel forecast capacity.

Regarding the indicators used for cross correlatmalyses, | observed
covariance in the selected elements of the DowsJorex group, as illustrated by
the cross correlation graphs and the diagram ineAré As a result, the companies’
market values which covaried with one of the indicghowed similar cross

correlation with the time series of the other irdias well.
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Among the indicators describing the macroecononpecHicities of the
country, the market values of 13 examined companaither covaried with the
consumer price index nor were anticipated by theatians of that index. | only
observed covariance in 2 companies; furthermorghéncase of 4 companies, the
evolution of the consumer price index forecasteddmanges in the market value, by
two months in the case of two of them, and by thmemths for the remaining two
companies. In some companies, the effect of chamgédse consumer price index
could be observed in the variations of the markdte several months later only:
after four months in the case of 5 companies, anyg six or ten months later for 2
others, respectively.

The cross correlation analysis between market vahgeunemployment rate
revealed a lack of relationship between the twoiakdes in the case of 18
companies. | observed covariance between theserdaat one company only;
additionally, changes in unemployment rate foreszhstariations in the market value
by three months in 1 company, by four months im&ganies and by six months in
4 companies. The market values of these 8 compaatilested by variations in the
unemployment rate, also showed cross correlatidim mvost of the time series of the
other indicators.

The analysis of the time series of market value @nithe reference yields of
government securities had similar results. In thsecof 16 companies no cross
correlation could be observed between the two kg Out of the remaining 10
companies, 8 showed negative covariance, 1 reveatedative forecast relationship
of two months, and 1 indicated a ten-month positixass correlation. This latter
relationship may not be considered valid becausedhef positive value of the
coefficient.

To illustrate the specificities of the region, kdstwo stock exchange indices
in this study. The market values of 8 companiegdatio show any relationship with
either CETOP20 or the Dow Jones Emerging MarketeXxnExcept for one of them,
these 8 companies were the same as the group qfacoes of which the market
values did not show any cross correlation withDlogv Jones Global Index either. In
the case of 14 companies, the market value covavidd CETOP20; while the
movements of the index forecasted changes in thi&kanaalue by one month for 1
company, five months for 2 companies, and six m®fih 1 company. In addition to

covariance, also a forecast relationship was olkservthe case of 7 companies. The
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market values covaried with the Dow Jones Emerdiharkets Index in 17
companies, while in the case of one company, theements of the index forecasted
changes in the market value by three months. Ino@panies, in addition to
covariance, also a forecast relationship of a marinof five months was observed.
The results of the analyses of the two indices weresistent: | observed similarities
in the set of companies concerned by relationshfpsovariance and forecast, as
well as in the length of the individual forecastipds.

Among the indicators reflecting the specificitiefstioe global economy, the
variations in Brent oil prices covaried with the nket values of 11 companies and
failed to influence them in the case of another Hdrecast relationships between
Brent oil prices and market values were observedaoone-month term in 2
companies, and on a two- and three-month term fwoth@&r 2 companies,
respectively.

The factor exerting the least influence on marketgs was the price of gold
on the global market: this indicator failed to raela connection with market value in
21 companies, and a covariance between the twogsanes could only be observed
in the remaining 5 companies.

Concerning the stock market indices selected tteaefglobal economic
trends, the market values of 18 companies showedriemce with the Dow Jones
Global Index; the market values of the remainingo&panies did not reveal any
cross correlation with this indicator. These comesiwere characterised by a low
ratio between the yearly quantity of their tradbdres and the total share capital. In
addition to covariance, the index under review dasted variations in the
companies’ market values by one month for 3 comgsgriy two months for another
3 companies, and by five months for 1 company. Tillas having a forecast
relationship with this indicator were, with one egtion, included in the group of
companies showing a relationship with a minimumalbfout two of the examined
indicators.

The cross correlation analysis of the time serfeth® market value and the
DAX index brought similar results. Only in a lowmber of companies (6) did | fail
to observe any relationship between the marketevahd the examined index; at the
same time, the market values of 16 firms covarigith whe index. As far as the
remaining 4 companies are concerned, their maraketeg were influenced by the

movements of the index with a one-, five- or nineath shift. In the case of 9
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companies the market value of which showed covegianith the index, a forecast
effect could also be observed. | could also egthbilhat the market values of those
companies which revealed a relationship with theXDiAdex also showed cross
correlation with the movements of the Dow Joned@ldndex.

| revealed significant overlaps between the Dowed3dBector Indexes used to
reflect industrial characteristics. The market ealushowing or lacking cross
correlation with the Dow Jones Emerging Marketselndnd the Dow Jones Global
Index behaved in a similar way in relation to threet series of the sector indices.
Furthermore, with the exception of 7 companiespiild be observed that whenever
the changes in the market value was connected thithmovements of one of the
sector indices, it also showed cross correlatioth whe variations of several other
sector indices. This is a result of the close mship between the observed
members of the Dow Jones index group, due to tbetfat in addition to sectoral
specificities, sector indices are also influencgdglobal economic trends. Only in
the case of 3 companies could | establish thattivariance of their market values
showed the strongest cross correlation coefficigth the variations of the sector
index to which the given company actually belong€mhnsequently, we may
establish that due to the strong relationship betwbe members of the Dow Jones
index group, the examined indices were unable fteatethe industrial/sectoral
specificities and their influence on the changesarket value.

We may conclude, overall, that the cross correlatinalyses proved to be
very useful in revealing certain interrelationstie variations of the market values
and the examined indicators; yet if we seek toguarfa more precise analysis of the
factors influencing market value, we need to ineoiiore indicators to be able to

illustrate the individual influencing factors undewriew.

For the verification of hypothesis 6, | used thearges determined on the
basis of the end-of-quarter values of the bookevaind of the indicators to produce
time series, having regard to the fact that | drdy quarterly data about book values.
In cases where the company failed to draw up atepmarreport, | replaced the
missing value with the last information available.(with the value of the previous
quarter). As a result, in such cases the chanfeiconcerned values was 0% in the

given quarters.
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| analysed the observation of forecasts with 6tshife. for a period of 1.5
years. The confidence interval was [-0.5; 0.5], &odly accepted cross correlation
values exceeding these values; however, for the sdkcomparability with the
results of the similar analysis regarding markelueal also made a note of
relationships showing lower coefficient values,ogasing that due to the lower
number of elements in this time series, the resméy not be considered fully
reliable. Here again, as a result of the perforgreds correlation analyses | obtained
so many graphs that their presentation would extieetmits of the present paper.

On the basis of these results we may conclude abbyvénat the evolution of
the book value did not reveal any relationship wifte variations in the indicators
under review. In the light of the fact that for aoma precise analysis of the
relationships, more indicators should be involvedllustrate the individual factors
influencing changes in the market value, it shislb e necessary to further examine
the relationship of these influencing factors wite book value.

Accepted and/or rejected hypotheses

On the basis of the individual analyses descrideave@, we may conclude
that numerous events and published pieces of idom which affected
expectations concerning the ability of the compsdeearn profits in future also had
a resulting impact on the evolution of their markalues. In the analysed cases, the
changes in market value substantially differed fibmen variations of the book value,
which suggests that published information and eveate incorporated into
expectations and, depending on the nature of tleateweither only influence the
evolution of the market value but leave the bodkieantact, or cause major changes
in the market value which also appear as an imnedigact in the book value.

The cross correlation analyses proved to be veeyulsn revealing certain
interrelations in the variations of the market eawand the examined indicators; yet
if we seek to perform a more precise analysis effdictors influencing market value,
we need to involve more indicators to be ableltgsitate the individual influencing
factors under review. As a result, it shall alsoneeessary to further examine the
relationship of these influencing factors with th@ok value. The timeframe of the

present research did not make it possible to irevivther indicators in the study.
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On the basis of the results of the performed analgs, we may conclude,
overall, that we do not need to reject either hypdtesis 5 or, consequently,
hypothesis 6; however, further research is necessam order to be able to fully

establish their validity.
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5. SUMMARY AND CONCLUSIONS

First | provided adequate theoretical fundamentalshe research: through
the review of pertaining academic literature, bffidrew up the major theoretical
approaches relating to the book value and markétevaf companies, then
enumerated different views on the deviations betwearket value and book value.

In Chapter 2.2, | discussed the issue of compaiiesk value in detail. On
the basis of the information given in that chaptiérmay be established that
according to present accounting rules, the boolevaf a company (i.e. the value of
its equity as indicated in the balance sheet) imimaetermined using a historical
cost model founded basically on the realisationgyple, presuming the principle of
going concern; yet values determined on the bddiseorevaluation model based on
the time value principle begin to appear in relatio a growing number of items.
Accordingly, in the balance sheet compiled in aggilon of IFRS, examined in the
framework of the empirical research, the historicalst model based on the
realisation principle and the revaluation modeldaasn the time value principle are
present in parallel.

We should also stress that the balance sheet nipgamain elements which
meet the recognition or presentation criteria. @qgagntly, book value is only
constituted by elements owned or controlled by dbmpany, resulting from past
events and producing an expected profit in theré&jtuwhich may be measured
reliably, for it is the only way to ensure the atisa of the philosophy that
accounting needs to present a true and fair view.

Also the aim of accounting needs to be taken intmant when analysing the
developments of the book value, as this providesettplanation for the book value
being just what it is. Through the intermediary tbé balance sheet, accounting
provides information to stakeholders about the emtrrfinancial position of the
company. Obviously it is impossible to satisfy theormation needs of all coalition
members, so priority should be established amoegindividual interests. As a
result, in current accounting practice the aim etedmining the result enjoys
priority, and the calculation of the values of wkaknd equity are subordinated to
this objective.
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The market value of companies was analysed in €h&p8. According to
the statements of that chapter it may be estaldighat the evolution of the market
value of a company — i.e. the share price — isigrfted by numerous factors.

Assuming an efficient market, the share price otflethe expectations
regarding the future performance of the companyaddition to the impacts related
to the business environment and other factorsptaket players’ expectations are
also based on the book value and earnings dataeotdmpany. As a result, also
research into value relevance has shown that sheoes are in significant
relationship with book value and earnings, respebti This also highlights the fact
that wealth value and yield together shape the etasdue of the company.

Examining the issue of market efficiency, we codeld that many
economists and researchers confirmed that the tgeraf the market is not fully
efficient. Investors frequently act irrationallydashow speculative behaviour. As a
result, share prices are also influenced by psychodl factors as well as by current
supply and demand. Research also shows that anréasthe fact that the strength
of the relationship between share price and bodkievdi.e. value relevance)
decreased in the United States may be the expanisuch influencing factors, in
other words, of non-information-based businesiyti

The facts described above reveal that substantiafehces exist between the
objective, approach, way of determination and eicing factors of book value and
market value. Book value provides information aldmstorical and current evidence;
market value substantiates future expectationstia@deffects of a number of other
factors. Book value may be deducted from the valuthe wealth of the company;
market value is the result of the impact of weahlue, yield value and several other
factors. The balance sheet of the company, andeqoesitly book value, seeks to
satisfy the information needs of the totality adlsgholders, whereas share price (i.e.
market value) examines the value of the companglpdrom the point of view of
the present owners and future investors. The éiffegs in the objective, perspective
and influencing factors provide satisfactory explion for the deviations between

market value and book value.

In the framework of the empirical research, | tdgteo groups of hypotheses.
The first group of hypotheses aimed to analysevtlae relevance of accounting

data; | intended to observe the strength of theticeiship between the book value of
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equity and the different profit categories on thee dnand, and share prices on the
other hand. Understanding the existence, direc@mhstrength of these relationships
not only provides valuable information for compariswith the results of former
international research, but also serves as argigsbint for the verification of further
hypotheses and for the analysis of the factorsi@niting the deviation between the
market values and book values of companies.

The remaining hypotheses aim to examine the faciofisiencing the
deviation between market value and book value. Wamemulating these hypotheses,
| intended to highlight that these two values sedféerent purposes, and as a
consequence also their methods of determinatiortrendcope of the factors directly
influencing their development need to be differehhis necessarily leads to a
deviation between the two values. The innovativéunea of these hypotheses
primarily lies in the fact that they set up a caasd effect relationship between the
above described characteristics and the deviateiwden market value and book

value.

| verified the established hypotheses on the sethefcompanies having
issued shares listed at the Budapest Stock Exchantiee period between 2005—
2009. Resulting from the low number of listed comipa, | was able to avoid
sampling and conduct a full research. It was airement towards each element of
the population under review that all through thamed period, their shares must
be listed on the stock exchange, and they showddape their financial reports in
accordance with the International Financial Repgrtstandards so as to ensure that
the population is homogeneous concerning the systeapplied accounting rules.
Due to their accounting specificities, no finana@akerprises were admitted into the
population under review. As a result, the total bemof observation units was 26.
This fact might challenge statistical stabilitynibt taken into proper consideration
during the evaluation of the study results.

During verification of the hypotheses related t@ thalue relevance of

accounting data, | tested the existence as wehaslirection, stability, strength and
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nature of the relationship between book value ardiegs® on the one hand, and
market value on the other hand. | used correlaind regression analysis as a
method to examine the relations between the aboestioned metric values. |
performed the same calculations not only for thality of the companies involved
in the research, but also for two subgroups intackvih had divided the companies
according to their sizes, so as to observe if afigrdnces arise on this basis.

For the purpose of the other hypotheses, | analysedseries and performed
trend estimations. | used cross correlation amalysireveal any covariance of the
market value and the book value with the wealthuealTo find the factors
influencing the deviations between market value bodk value, | examined the
changes in the market value over time for each emypthen identified for each of
them the periods when a substantial deviation cbeldbserved in the changes of
the two values, and reviewed public informationonder to establish whether they
offered adequate explanation for these differentesalue changes.

| also examined, through additional trend estinmtithe covariance of
certain indicators with market value and book vadumel their eventual forecasting
potential, identifying the indicators influencinglg one or both of the values. For
these calculations | also used the method of @oselation analysis.

During the verification of hypothesis 1, | calc@dtthe Pearson’s correlation
coefficient and the partial correlation coefficiantorder to examine the existence,
direction and strength of the relationship betweenbook value and market value of
individual companies. | calculated both types o torrelation coefficient for the
five balance sheet dates of the period under rewbeth for the entire population and
separately for the two groups composed of companigls higher and lower
capitalisation. In calculating the partial corredat coefficient, data associated with
the individual profit categories represented theticdled variables both together and
separately.

In respect of the entire population and the grougpompanies with lower and

higher capitalisation alike, based on the reseegshlts we may conclude that there

%3 | examined several categories of earnings: theesaincluded in the calculations were EBIT, EBT,

and comprehensive earnings.
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was a significant, at least medium strong positelationship between book value
and market value throughout the period under reviBws at least medium strong
positive relationship was maintained even whenipgategories were included in
the calculation as controlled variables; howevdre tthus computed partial
correlation coefficient values did not prove to $ignificant in certain cases. This
problem arose in the case of groups composed afal filumber of elements; the
results of the calculations for the entire popolagproved to be significant.

In the group of companies with higher capitalisatitbe partial correlation
coefficient values evolved similarly to those congalifor the entire population;
however, when all profit categories were controbgdultaneously, they indicated a
stronger relationship than the coefficient valuemputed for the entire population.
The relationship between book value and marketevajypeared to be less strong in
the group of companies with lower capitalisatioawever, the profit categories did
not have such a clear, partial explanatory powan tin the case of companies with
higher capitalisation. In the case of companie$ Watver capitalisation, in addition
to the sharp decline in market values in 2008, ¢benomic crisis set off the
downturn observed in 2009 as well, which led tadhler erosion of the strength of
the relationship between book value and marketevafumong the companies with
higher capitalisation, however, this effect dissgolaby 31/12/2009.

We may conclude, overall, that there is a positetionship between a
company’s book value and its market value; hypashds therefore, should be

accepted.

During the verification of hypothesis 2, | calceadt both Pearson’s and
partial correlation in order to examine the existendirection and strength of the
relationship between the earnings and the markaewa individual companies. The
values of the three profit categories reviewedesting hypothesis 1 were separately
included in the calculations performed to deterntimeir relationship with market
value. | calculated both types of the correlatioefticient for the 5 financial years
and balance sheet dates of the period under rebietlv,for the entire population and
separately for the two groups of companies witth@igand lower capitalisation. In
determining the partial correlation coefficientg ttontrolled variable applied was the

book value.
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In respect of the entire population and the groupompanies with lower and
higher capitalisation alike, based on the reseegshlts we may conclude that there
was a significant, at least medium strong positelationship between the values of
the individual profit categories and the marketueathroughout the period under
review. This association weakened and, especiallhé group of companies with
higher capitalisation, even lost its significanoemost cases, once book value was
included as a controlled variable in the research.

The results of the calculations performed for theug of less capitalised
companies did not always indicate an acceptablafgignce level in respect of the
Pearson’s correlation coefficient either, and inugy the controlled variable
increased the number of these cases further. Coestlyg, in the case of this group
we may not conclude that there was a significalatiomnship between the individual
profit categories and market value throughout titeéereview period.

It should not be overlooked, however, that the nendf elements included
in the population under review was rather low, whimay have contributed to the
deterioration of the significance level.

Based on the results received we may not concloderall, that there is a
positive relationship between a company’s earnargs$its market value; hypothesis

2, therefore, must be rejected.

Upon testing hypothesis 3, | examined whether & We book value or the
profit figure that had a stronger relationship witie market value in the course of
the review period.

In the case of the entire population and the gr@upompanies with higher
capitalisation there was a significant, strong thsirelationship between the
examined explanatory variables, the book value thiedvalues of the individual
profit categories throughout the entire period un@iew. Since the existence of
multicollinearity did not allow for the performancé a linear regression calculation,
in the case of these two groups | drew conclusimm the comparison of the results
of the calculations performed during the testinghef first two hypotheses.

In reviewing the Pearson’s correlation coefficiehtoncluded that, without
exception, it was the book value that proved toehawcloser relationship with the
market value. This is reconfirmed by the fact tiathe case of the individual profit

categories, the partial correlation coefficientanpoted with book value as the
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controlled variable either proved to be not sigmifit, or their value was lower than
the corresponding values of the partial correlatcmefficient computed for the
relationship between book value and market value.

As the multicollinearity problem did not arise ielation to companies with
lower capitalisation, regression calculation waasiele; the t-test of the constant
term, however, did not indicate an acceptable 8aarice level. In the case of this
group, neither was the significant relationshipn@stn the individual profit category
values and market value maintained at all dateemunelview. This leads to the
conclusion that it was the book value that hadranger relationship with market
value.

Once again however, it should not be overlookettttenumber of elements
included in the population under review was ratber, which may have contributed
to the deterioration of the significance level.

Based on the results received we may conclude,athvehat the value
relevance of book value was greater than that ofiegs; hypothesis 3, therefore,

should be accepted.

To verify hypothesis 4, | used cross correlatiommalyse the relationship of
market value and book value with wealth value drartmutual forecasting ability.
On the basis of the results of the performed aealysve may conclude that a
relationship exists between book value and wealifue; nevertheless certain
property elements — typically the variations irblisies — may modify or even screen
this relationship. The cross correlation analydi®wed that there is no basic
relationship between the market value and the Wweahlue; their eventual
relationship was mainly due to certain events emdbmpanies’ histories. The events
having an impact on the registered capital or,ughothe earnings, on the equity of
the company, also affected the wealth value. Trengé in the market value was
either due to a change in the registered capitabather events in the company
history; as a consequence, the observed relatpnskiween market value and
wealth value was due to a third factor.

On the basis of the obtained results we may coeclogerall, that a deviation
exists between market value and book value beaaasket value is not determined

on the basis of wealth value: consequently, hymishe should be accepted.
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Hypothesis 5 and 6 are strongly interlinked, ay theek to analyse whether
certain factors are related to market value (hypsith5) and book value (hypothesis
6) respectively; therefore | performed the verifica of the two hypotheses jointly.

As formulated in hypothesis 5, variations in therkeavalue are influenced
by expectations concerning the ability of the conyp# earn profits in future. It is
however difficult to illustrate and quantify thepectations (a process indispensable
for empirical research), because it is a ratheanigible phenomenon interpreted
differently by the individual investors. At all evis, it may be established that the
evolution of expectations concerning the abilitytbé company to earn profits in
future is influenced by information made publicrglation to the given company.
Such information includes data displayed in theuahnmid-year and quarterly
financial reports as well as any published infoioratconcerning the future plans
and major transactions of the company.

Accordingly, | examined the impact of expectati@oesicerning the ability of
the company to earn profits in future on the evolutof market value by
individually mapping out all the events made publieor each company, |
represented in a diagram the variation of mark&tievand book value over time to
identify the periods with substantial differencestvieen market value and book
value. For all periods with such outliers, | revemivthe major (published) events in
the company’s history in order to find the factesich might explain the substantial
changes in the values through shaping expectationserning the ability of the
company to earn profits in future.

On the basis of the individual analyses performedmay conclude, overall,
that numerous events and published pieces of iom which affected
expectations concerning the ability of the compsdeearn profits in future also had
a resulting impact on the evolution of their markalues. In the analysed cases, the
changes in market value substantially differed fibmen variations of the book value,
which suggests that published information and eveate incorporated into
expectations and, depending on the nature of tleateweither only influence the
evolution of the market value but leave the bodki@antact, or cause major changes
in the market value which also appear as an imnedigpact in the book value.

Further influencing factors identified in hypothesb include national
macroeconomy, regional economy, global economicdsge industrial specificities

and other psychological influences. | used crossetaion analysis to test the
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influence of the characteristics of the countrgioa, global economy and industry
on the evolution of market value. To be able tdqrer these tests, to the determined
influencing factors | assigned indicators which rampiately illustrate the variations
in the factor under observation.

| first used the cross correlation analyses to waséther changes in the
indicators illustrating the individual factors werglated to variations in the market
value, and whether a forecast relationship exisigveen the two in either of the
directions. Subsequently | repeated the above gwveeegarding the changes in the
observed indicators and the book value.

We may establish, overall, that the cross cor@iatinalyses proved to be
very useful in revealing certain interrelationstlre variations of the market values
and the examined indicators; yet if we seek toguarfa more precise analysis of the
factors influencing market value, we need to ineohiore indicators to be able to
illustrate the individual influencing factors undegview. The timeframe of the
present research did not make it possible to irevivther indicators in the study.

On the basis of the results of the cross correlatinalyses performed, we
may conclude that the evolution of the book valigk bt reveal any relationship
with the variations in the indicators under revidwthe light of the fact that for a
more precise analysis of the relationships, modkcators should be involved to
illustrate the individual factors influencing chasgin the market value, it shall also
be necessary to further examine the relationshipesge influencing factors with the
book value.

On the basis of the results of the analyses, we estgblish that we do not
need to reject either hypothesis 5 or, consequehyigothesis 6; however, further

research is necessary in order to be able to ésligblish their validity.

In continuation of the research, | deem it necgssar involve further
indicators reflecting the individual factors haviag impact on the development of
market value, in order to be able to perform a deapalysis of hypothesis 5 and 6.

A possible direction for subsequent research mythee extension of the
length of the period under review, and of the getampanies involved in the

research.
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ANNEXES
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ANNEX 1: RESULT TABLES OF THE CORRELATION COEFFICIENTS OF

BOOK VALUE AND MARKET VALUE

Correlations

Control Variables Book value [Market value EBIT
31/12/2005 | 31/12/2005 2005
-none-? Book value Correlation 1,000 ,990 ,991
31/12/2005 Significance (2- ,000 ,000
tailed)
df 0 24 24
Market value Correlation ,990 1,000 ,983
31/12/2005 Significance (2- ,000 |. ,000
tailed)
df 24 0 24
EBIT 2005 Correlation ,991 ,983 1,000
Significance (2- ,000 ,000 |.
tailed)
df 24 24 0
[EBIT 2005 Book value Correlation 1,000 ,631
31/12/2005 Significance (2- ,001
tailed)
df 0 23
Market value Correlation ,631 1,000
31/12/2005 Significance (2- ,001 |.
tailed)
df 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book value [Market value
31/12/2006 | 31/12/2006 | EBIT 2006
-none-* Book value Correlation 1,000 ,993 ,988
31/12/2006 Significance (2- ,000 ,000
tailed)
df 0 24 24
Market value Correlation ,993 1,000 974
31/12/2006 Significance (2- ,000 |. ,000
tailed)
df 24 0 24
EBIT 2006 Correlation ,988 974 1,000
Significance (2- ,000 ,000 |.
tailed)
df 24 24 0
[EBIT 2006 Book value Correlation 1,000 ,870
31/12/2006 Significance (2- ,000
tailed)
df 0 23
Market value Correlation ,870 1,000
31/12/2006 Significance (2- ,000 |.
tailed)
df 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book value [Market value
31/12/2007 | 31/12/2007 | EBIT 2007
-none-* Book value Correlation 1,000 ,969 ,957
31/12/2007 Significance (2- ,000 ,000
tailed)
df 0 24 24
Market value Correlation ,969 1,000 ,984
31/12/2007 Significance (2- ,000 |. ,000
tailed)
df 24 0 24
EBIT 2007 Correlation ,957 ,984 1,000
Significance (2- ,000 ,000 |.
tailed)
df 24 24 0
[EBIT 2007 Book value Correlation 1,000 ,539
31/12/2007 Significance (2- ,005
tailed)
df 0 23
Market value Correlation ,539 1,000
31/12/2007 Significance (2- ,005 |.
tailed)
df 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book value [Market value
31/12/2008 | 31/12/2008 | EBIT 2008
-none-* Book value Correlation 1,000 977 ,956
31/12/2008 Significance (2- ,000 ,000
tailed)
df 0 24 24
Market value Correlation 977 1,000 ,934
31/12/2008 Significance (2- ,000 |. ,000
tailed)
df 24 0 24
EBIT 2008 Correlation ,956 ,934 1,000
Significance (2- ,000 ,000 |.
tailed)
df 24 24 0
[EBIT 2008 Book value Correlation 1,000 ,799
31/12/2008 Significance (2- ,000
tailed)
df 0 23
Market value Correlation , 799 1,000
31/12/2008 Significance (2- ,000 |.
tailed)
df 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book value [Market value
31/12/2009 | 31/12/2009 | EBIT 2009
-none-* Book value Correlation 1,000 974 ,962
31/12/2009 Significance (2- ,000 ,000
tailed)
df 0 24 24
Market value Correlation 974 1,000 ,960
31/12/2009 Significance (2- ,000 |. ,000
tailed)
df 24 0 24
EBIT 2009 Correlation ,962 ,960 1,000
Significance (2- ,000 ,000 |.
tailed)
df 24 24 0
[EBIT 2009 Book value Correlation 1,000 ,657
31/12/2009 Significance (2- ,000
tailed)
df 0 23
Market value Correlation ,657 1,000
31/12/2009 Significance (2- ,000 |.
tailed)
df 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market
value Book value
31/12/2005 [(31/12/2005 | EBT 2005
-none-* Market value Correlation 1,000 ,990 ,988
31/12/2005 Significance (2- ,000 ,000
tailed)
df 0 24 24
Book value Correlation ,990 1,000 ,986
31/12/2005 Significance (2- ,000 |. ,000
tailed)
df 24 0 24
EBT 2005 Correlation ,988 ,986 1,000
Significance (2- ,000 ,000 |.
tailed)
df 24 24 0
IEBT 2005 Market value Correlation 1,000 ,600
31/12/2005 Significance (2- ,002
tailed)
df 0 23
Book value Correlation ,600 1,000
31/12/2005 Significance (2- ,002 |.
tailed)
df 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market
value Book value
31/12/2006 (31/12/2006 | EBT 2006
-none-* Market value Correlation 1,000 ,993 ,973
31/12/2006 Significance (2- ,000 ,000
tailed)
df 0 24 24
Book value Correlation ,993 1,000 ,985
31/12/2006 Significance (2- ,000 |. ,000
tailed)
df 24 0 24
EBT 2006 Correlation ,973 ,985 1,000
Significance (2- ,000 ,000 |.
tailed)
df 24 24 0
IEBT 2006 Market value Correlation 1,000 ,862
31/12/2006 Significance (2- ,000
tailed)
df 0 23
Book value Correlation ,862 1,000
31/12/2006 Significance (2- ,000 |.
tailed)
df 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market
value Book value
31/12/2007 (31/12/2007 | EBT 2007
-none-* Market value Correlation 1,000 ,969 ,983
31/12/2007 Significance (2- ,000 ,000
tailed)
df 0 24 24
Book value Correlation ,969 1,000 ,941
31/12/2007 Significance (2- ,000 |. ,000
tailed)
df 24 0 24
EBT 2007 Correlation ,983 ,941 1,000
Significance (2- ,000 ,000 |.
tailed)
df 24 24 0
IEBT 2007 Market value Correlation 1,000 , 715
31/12/2007 Significance (2- ,000
tailed)
df 0 23
Book value Correlation , 715 1,000
31/12/2007 Significance (2- ,000 |.
tailed)
df 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market
value Book value
31/12/2008 (31/12/2008 | EBT 2008
-none-* Market value Correlation 1,000 977 ,950
31/12/2008 Significance (2- ,000 ,000
tailed)
df 0 24 24
Book value Correlation 977 1,000 ,954
31/12/2008 Significance (2- ,000 |. ,000
tailed)
df 24 0 24
EBT 2008 Correlation ,950 ,954 1,000
Significance (2- ,000 ,000 |.
tailed)
df 24 24 0
IEBT 2008 Market value Correlation 1,000 , 753
31/12/2008 Significance (2- ,000
tailed)
df 0 23
Book value Correlation , 753 1,000
31/12/2008 Significance (2- ,000 |.
tailed)
df 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market
value Book value
31/12/2009 (31/12/2009 | EBT 2009
-none-* Market value Correlation 1,000 974 ,968
31/12/2009 Significance (2- ,000 ,000
tailed)
df 0 24 24
Book value Correlation 974 1,000 ,949
31/12/2009 Significance (2- ,000 |. ,000
tailed)
df 24 0 24
EBT 2009 Correlation ,968 ,949 1,000
Significance (2- ,000 ,000 |.
tailed)
df 24 24 0
IEBT 2009 Market value Correlation 1,000 ,697
31/12/2009 Significance (2- ,000
tailed)
df 0 23
Book value Correlation ,697 1,000
31/12/2009 Significance (2- ,000 |.
tailed)
df 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Compr.
value Book value | earnings
31/12/2005 | 31/12/2005 2005
-none-* Market value Correlation 1,000 ,990 ,985
31/12/2005 Significance (2- ,000 ,000
tailed)
df 0 24 24
Book value Correlation ,990 1,000 ,975
31/12/2005 Significance (2- ,000 |. ,000
tailed)
df 24 0 24
Compr. earnings Correlation ,985 ,975 1,000
2005 Significance (2- ,000 ,000 |.
tailed)
df 24 24 0
Compr. earnings Market value Correlation 1,000 , 769
2005 31/12/2005 Significance (2- ,000
tailed)
df 0 23
Book value Correlation , 769 1,000
31/12/2005 Significance (2- ,000 |.
tailed)
df 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Compr.
value Book value | earnings
31/12/2006 | 31/12/2006 2006
-none-* Market value Correlation 1,000 ,993 ,965
31/12/2006 Significance (2- ,000 ,000
tailed)
df 0 24 24
Book value Correlation ,993 1,000 ,975
31/12/2006 Significance (2- ,000 |. ,000
tailed)
df 24 0 24
Compr. earnings Correlation ,965 ,975 1,000
2006 Significance (2- ,000 ,000 |.
tailed)
df 24 24 0
Compr. earnings Market value Correlation 1,000 ,891
2006 31/12/2006 Significance (2- ,000
tailed)
df 0 23
Book value Correlation ,891 1,000
31/12/2006 Significance (2- ,000 |.
tailed)
df 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Compr.
value Book value | earnings
31/12/2007 | 31/12/2007 2007
-none-* Market value Correlation 1,000 ,969 ,982
31/12/2007 Significance (2- ,000 ,000
tailed)
df 0 24 24
Book value Correlation ,969 1,000 ,929
31/12/2007 Significance (2- ,000 |. ,000
tailed)
df 24 0 24
Compr. earnings Correlation ,982 ,929 1,000
2007 Significance (2- ,000 ,000 |.
tailed)
df 24 24 0
Compr. earnings Market value Correlation 1,000 ,818
2007 31/12/2007 Significance (2- ,000
tailed)
df 0 23
Book value Correlation ,818 1,000
31/12/2007 Significance (2- ,000 |.
tailed)
df 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Compr.
value Book value | earnings
31/12/2008 | 31/12/2008 2008
-none-* Market value Correlation 1,000 977 974
31/12/2008 Significance (2- ,000 ,000
tailed)
df 0 24 24
Book value Correlation 977 1,000 ,979
31/12/2008 Significance (2- ,000 |. ,000
tailed)
df 24 0 24
Compr. earnings Correlation ,974 ,979 1,000
2008 Significance (2- ,000 ,000 |.
tailed)
df 24 24 0
Compr. earnings Market value Correlation 1,000 ,493
2008 31/12/2008 Significance (2- 012
tailed)
df 0 23
Book value Correlation ,493 1,000
31/12/2008 Significance (2- 012 |
tailed)
df 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Compr.
value Book value | earnings
31/12/2009 | 31/12/2009 2009
-none-* Market value Correlation 1,000 974 ,952
31/12/2009 Significance (2- ,000 ,000
tailed)
df 0 24 24
Book value Correlation 974 1,000 ,894
31/12/2009 Significance (2- ,000 |. ,000
tailed)
df 24 0 24
Compr. earnings Correlation ,952 ,894 1,000
2009 Significance (2- ,000 ,000 |.
tailed)
df 24 24 0
Compr. earnings Market value Correlation 1,000 ,893
2009 31/12/2009 Significance (2- ,000
tailed)
df 0 23
Book value Correlation ,893 1,000
31/12/2009 Significance (2- ,000 |.
tailed)
df 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book Market
value value Compr.
31/12/ 31/12/ EBIT EBT |earnings
2005 2005 2005 2005 2005
-none-? Book value Correlation 1,000 ,990 ,991 ,986 ,975
31/12/2005 Significance ,000 ,000 ,000 ,000
(2-tailed)
df 0 24 24 24 24
Market value Correlation ,990 1,000 ,983 ,988 ,985
31/12/2005 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 24 0 24 24 24
EBIT 2005 Correlation ,991 ,983 1,000 ,997 ,989
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 24 24 0 24 24
EBT 2005 Correlation ,986 ,988 ,997 1,000 ,997
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 24 24 24 0 24
Compr. Correlation ,975 ,985 ,989 ,997 1,000
earnings 2005  Sjgnificance ,000 ,000 ,000 ,000 |[.
(2-tailed)
df 24 24 24 24 0
EBIT 2005 & Book value Correlation 1,000 ,841
EBT2005&  31/12/2005 Significance 000
Compr. (2-tailed)
Jearnings 2005 df 0 21
Market value Correlation ,841 1,000
31/12/2005 Significance ,000 |.
(2-tailed)
df 21 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book Market
value value Compr.
31/12/ 31/12/ EBIT EBT |earnings
2006 2006 2006 2006 2006
-none-? Book value Correlation 1,000 ,993 ,988 ,985 ,975
31/12/2006 Significance ,000 ,000 ,000 ,000
(2-tailed)
df 0 24 24 24 24
Market value Correlation ,993 1,000 974 ,973 ,965
31/12/2006 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 24 0 24 24 24
EBIT 2006 Correlation ,988 974 1,000 ,999 ,994
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 24 24 0 24 24
EBT 2006 Correlation ,985 ,973 ,999 1,000 ,998
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 24 24 24 0 24
Compr. Correlation ,975 ,965 ,994 ,998 1,000
earnings 2006  Significance ,000 ,000 ,000 ,000 |[.
(2-tailed)
df 24 24 24 24 0
EBIT 2006 & Book value Correlation 1,000 ,901
EBT 2006 &  31/12/2006 Significance 000
Compr. (2-tailed)
Jearnings 2006 df 0 21
Market value Correlation ,901 1,000
31/12/2006 Significance ,000 |.
(2-tailed)
df 21 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book Market
value value Compr.
31/12/ 31/12/ EBIT EBT |earnings
2007 2007 2007 2007 2007
-none-? Book value Correlation 1,000 ,969 ,957 ,941 ,929
31/12/2007 Significance |- ,000 ,000 ,000 ,000
(2-tailed)
df 0 24 24 24 24
Market value Correlation ,969 1,000 ,984 ,983 ,982
31/12/2007 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 24 0 24 24 24
EBIT 2007 Correlation ,957 ,984 1,000 ,997 ,991
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 24 24 0 24 24
EBT 2007 Correlation ,941 ,983 ,997 1,000 ,998
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 24 24 24 0 24
Compr. Correlation ,929 ,982 ,991 ,998 1,000
earnings 2007  Significance ,000 ,000 ,000 ,000 |[.
(2-tailed)
df 24 24 24 24 0
EBIT 2007 & Book value Correlation 1,000 , 726
EBT 2007 &  31/12/2007 significance | 000
Compr. (2-tailed)
Jearnings 2007 df 0 21
Market value Correlation , 726 1,000
31/12/2007 Significance ,000 |.
(2-tailed)
df 21 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book Market
value value Compr.
31/12/ 31/12/ EBIT EBT |earnings
2008 2008 2008 2008 2008
-none-? Book value Correlation 1,000 977 ,956 ,954 ,979
31/12/2008 Significance ,000 ,000 ,000 ,000
(2-tailed)
df 0 24 24 24 24
Market value Correlation 977 1,000 ,934 ,950 974
31/12/2008 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 24 0 24 24 24
EBIT 2008 Correlation ,956 ,934 1,000 ,995 ,986
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 24 24 0 24 24
EBT 2008 Correlation ,954 ,950 ,995 1,000 ,992
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 24 24 24 0 24
Compr. Correlation ,979 ,974 ,986 ,992 1,000
earnings 2008  sjgnificance ,000 ,000 ,000 ,000 |[.
(2-tailed)
df 24 24 24 24 0
EBIT 2008 & Book value Correlation 1,000 ,601
EBT 2008 &  31/12/2008 Significance 002
Compr. (2-tailed)
Jearnings 2008 df 0 21
Market value Correlation ,601 1,000
31/12/2008 Significance ,002 |.
(2-tailed)
df 21 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book Market
value value Compr.
31/12/ 31/12/ EBIT EBT |earnings
2009 2009 2009 2009 2009
-none-? Book value Correlation 1,000 974 ,962 ,949 ,894
31/12/2009 Significance ,000 ,000 ,000 ,000
(2-tailed)
df 0 24 24 24 24
Market value Correlation 974 1,000 ,960 ,968 ,952
31/12/2009 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 24 0 24 24 24
EBIT 2009 Correlation ,962 ,960 1,000 ,994 ,961
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 24 24 0 24 24
EBT 2009 Correlation ,949 ,968 ,994 1,000 ,984
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 24 24 24 0 24
Compr. Correlation ,894 ,952 ,961 ,984 1,000
earnings 2009  sjgnificance ,000 ,000 ,000 ,000 |[.
(2-tailed)
df 24 24 24 24 0
EBIT 2009 & Book value Correlation 1,000 971
EBT 2009 &  31/12/2009 Significance 000
Compr. (2-tailed)
Jearnings 2009 df 0 21
Market value Correlation 971 1,000
31/12/2009 Significance ,000 |.
(2-tailed)
df 21 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book value [Market value
31/12/2005 | 31/12/2005 | EBIT 2005
-none-* Book value Correlation 1,000 ,986 ,994
31/12/2005 Significance (2- ,000 ,000
tailed)
df 0 7 7
Market value Correlation ,986 1,000 ,982
31/12/2005 Significance (2- ,000 |. ,000
tailed)
df 7 0 7
EBIT 2005 Correlation ,994 ,982 1,000
Significance (2- ,000 ,000 |.
tailed)
df 7 7 0
[EBIT 2005 Book value Correlation 1,000 511
31/12/2005 Significance (2- ,196
tailed)
df 0 6
Market value Correlation 511 1,000
31/12/2005 Significance (2- ,196 |.
tailed)
df 6 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book value [Market value
31/12/2006 | 31/12/2006 | EBIT 2006
-none-* Book value Correlation 1,000 ,990 ,991
31/12/2006 Significance (2- ,000 ,000
tailed)
df 0 7 7
Market value Correlation ,990 1,000 974
31/12/2006 Significance (2- ,000 |. ,000
tailed)
df 7 0 7
EBIT 2006 Correlation ,991 974 1,000
Significance (2- ,000 ,000 |.
tailed)
df 7 7 0
[EBIT 2006 Book value Correlation 1,000 ,832
31/12/2006 Significance (2- ,010
tailed)
df 0 6
Market value Correlation ,832 1,000
31/12/2006 Significance (2- ,010 .
tailed)
df 6 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book value [Market value
31/12/2007 | 31/12/2007 | EBIT 2007
-none-* Book value Correlation 1,000 ,964 ,958
31/12/2007 Significance (2- ,000 ,000
tailed)
df 0 6 6
Market value Correlation ,964 1,000 ,981
31/12/2007 Significance (2- ,000 |. ,000
tailed)
df 6 0 6
EBIT 2007 Correlation ,958 ,981 1,000
Significance (2- ,000 ,000 |.
tailed)
df 6 6 0
[EBIT 2007 Book value Correlation 1,000 ,438
31/12/2007 Significance (2- 325
tailed)
df 0 5
Market value Correlation ,438 1,000
31/12/2007 Significance (2- 325,
tailed)
df 5 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Book value [Market value
31/12/2008 | 31/12/2008 | EBIT 2008
-none-* Book value Correlation 1,000 ,969 ,945
31/12/2008 Significance (2- ,000 ,000
tailed)
df 0 8 8
Market value Correlation ,969 1,000 ,917
31/12/2008 Significance (2- ,000 |. ,000
tailed)
df 8 0 8
EBIT 2008 Correlation ,945 917 1,000
Significance (2- ,000 ,000 |.
tailed)
df 8 8 0
[EBIT 2008 Book value Correlation 1,000 ,786
31/12/2008 Significance (2- 012
tailed)
df 0 7
Market value Correlation , 786 1,000
31/12/2008 Significance (2- 0121,
tailed)
df 7 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Book value [Market value
31/12/2009 | 31/12/2009 | EBIT 2009
-none-* Book value Correlation 1,000 ,968 ,953
31/12/2009 Significance (2- ,000 ,000
tailed)
df 0 8 8
Market value Correlation ,968 1,000 ,951
31/12/2009 Significance (2- ,000 |. ,000
tailed)
df 8 0 8
EBIT 2009 Correlation ,953 ,951 1,000
Significance (2- ,000 ,000 |.
tailed)
df 8 8 0
[EBIT 2009 Book value Correlation 1,000 ,658
31/12/2009 Significance (2- ,054
tailed)
df 0 7
Market value Correlation ,658 1,000
31/12/2009 Significance (2- ,054 |.
tailed)
df 7 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market
value Book value
31/12/2005 [(31/12/2005 | EBT 2005
-none-* Market value Correlation 1,000 ,986 ,987
31/12/2005 Significance (2- ,000 ,000
tailed)
df 0 7 7
Book value Correlation ,986 1,000 ,987
31/12/2005 Significance (2- ,000 |. ,000
tailed)
df 7 0 7
EBT 2005 Correlation ,987 ,987 1,000
Significance (2- ,000 ,000 |.
tailed)
df 7 7 0
IEBT 2005 Market value Correlation 1,000 ,486
31/12/2005 Significance (2- 222
tailed)
df 0 6
Book value Correlation ,486 1,000
31/12/2005 Significance (2- 222 .
tailed)
df 6 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market
value Book value
31/12/2006 (31/12/2006 | EBT 2006
-none-* Market value Correlation 1,000 ,990 ,973
31/12/2006 Significance (2- ,000 ,000
tailed)
df 0 7 7
Book value Correlation ,990 1,000 ,987
31/12/2006 Significance (2- ,000 |. ,000
tailed)
df 7 0 7
EBT 2006 Correlation ,973 ,987 1,000
Significance (2- ,000 ,000 |.
tailed)
df 7 7 0
IEBT 2006 Market value Correlation 1,000 ,813
31/12/2006 Significance (2- 014
tailed)
df 0 6
Book value Correlation ,813 1,000
31/12/2006 Significance (2- 014 |.
tailed)
df 6 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market
value Book value
31/12/2007 (31/12/2007 | EBT 2007
-none-* Market value Correlation 1,000 ,964 ,981
31/12/2007 Significance (2- ,000 ,000
tailed)
df 0 6 6
Book value Correlation ,964 1,000 ,939
31/12/2007 Significance (2- ,000 |. ,001
tailed)
df 6 0 6
EBT 2007 Correlation ,981 ,939 1,000
Significance (2- ,000 ,001 |.
tailed)
df 6 6 0
IEBT 2007 Market value Correlation 1,000 ,641
31/12/2007 Significance (2- 121
tailed)
df 0 5
Book value Correlation ,641 1,000
31/12/2007 Significance (2- 121 |.
tailed)
df 5 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market
value Book value
31/12/2008 (31/12/2008 | EBT 2008
-none-* Market value Correlation 1,000 ,969 ,934
31/12/2008 Significance (2- ,000 ,000
tailed)
df 0 8 8
Book value Correlation ,969 1,000 ,940
31/12/2008 Significance (2- ,000 |. ,000
tailed)
df 8 0 8
EBT 2008 Correlation ,934 ,940 1,000
Significance (2- ,000 ,000 |.
tailed)
df 8 8 0
IEBT 2008 Market value Correlation 1,000 747
31/12/2008 Significance (2- 021
tailed)
df 0 7
Book value Correlation 747 1,000
31/12/2008 Significance (2- 021 |.
tailed)
df 7 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market
value Book value
31/12/2009 (31/12/2009 | EBT 2009
-none-* Market value Correlation 1,000 ,968 ,958
31/12/2009 Significance (2- ,000 ,000
tailed)
df 0 8 8
Book value Correlation ,968 1,000 ,936
31/12/2009 Significance (2- ,000 |. ,000
tailed)
df 8 0 8
EBT 2009 Correlation ,958 ,936 1,000
Significance (2- ,000 ,000 |.
tailed)
df 8 8 0
IEBT 2009 Market value Correlation 1,000 ,705
31/12/2009 Significance (2- 034
tailed)
df 0 7
Book value Correlation ,705 1,000
31/12/2009 Significance (2- ,034 .
tailed)
df 7 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market Compr.
value Book value | earnings
31/12/2005 | 31/12/2005 2005
-none-* Market value Correlation 1,000 ,986 ,984
31/12/2005 Significance (2- ,000 ,000
tailed)
df 0 7 7
Book value Correlation ,986 1,000 ,972
31/12/2005 Significance (2- ,000 |. ,000
tailed)
df 7 0 7
Compr. earnings Correlation ,984 ,972 1,000
2005 Significance (2- ,000 ,000 |.
tailed)
df 7 7 0
Compr. earnings Market value Correlation 1,000 711
2005 31/12/2005 Significance (2- ,048
tailed)
df 0 6
Book value Correlation , 711 1,000
31/12/2005 Significance (2- ,048 |.
tailed)
df 6 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market Compr.
value Book value | earnings
31/12/2006 | 31/12/2006 2006
-none-* Market value Correlation 1,000 ,990 ,964
31/12/2006 Significance (2- ,000 ,000
tailed)
df 0 7 7
Book value Correlation ,990 1,000 ,975
31/12/2006 Significance (2- ,000 |. ,000
tailed)
df 7 0 7
Compr. earnings Correlation ,964 ,975 1,000
2006 Significance (2- ,000 ,000 |.
tailed)
df 7 7 0
Compr. earnings Market value Correlation 1,000 ,856
2006 31/12/2006 Significance (2- ,007
tailed)
df 0 6
Book value Correlation ,856 1,000
31/12/2006 Significance (2- ,007 |.
tailed)
df 6 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market Compr.
value Book value | earnings
31/12/2007 | 31/12/2007 2007
-none-* Market value Correlation 1,000 ,964 ,980
31/12/2007 Significance (2- ,000 ,000
tailed)
df 0 6 6
Book value Correlation ,964 1,000 ,920
31/12/2007 Significance (2- ,000 |. ,001
tailed)
df 6 0 6
Compr. earnings Correlation ,980 ,920 1,000
2007 Significance (2- ,000 ,001 |[.
tailed)
df 6 6 0
Compr. earnings Market value Correlation 1,000 , 796
2007 31/12/2007 Significance (2- ,032
tailed)
df 0 5
Book value Correlation , 796 1,000
31/12/2007 Significance (2- ,032|.
tailed)
df 5 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market Compr.
value Book value | earnings
31/12/2008 | 31/12/2008 2008
-none-* Market value Correlation 1,000 ,969 ,967
31/12/2008 Significance (2- ,000 ,000
tailed)
df 0 8 8
Book value Correlation ,969 1,000 974
31/12/2008 Significance (2- ,000 |. ,000
tailed)
df 8 0 8
Compr. earnings Correlation ,967 ,974 1,000
2008 Significance (2- ,000 ,000 |.
tailed)
df 8 8 0
Compr. earnings Market value Correlation 1,000 ,468
2008 31/12/2008 Significance (2- ,204
tailed)
df 0 7
Book value Correlation ,468 1,000
31/12/2008 Significance (2- 204 |.
tailed)
df 7 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market Compr.
value Book value | earnings
31/12/2009 | 31/12/2009 2009
-none-* Market value Correlation 1,000 ,968 ,937
31/12/2009 Significance (2- ,000 ,000
tailed)
df 0 8 8
Book value Correlation ,968 1,000 ,867
31/12/2009 Significance (2- ,000 |. ,001
tailed)
df 8 0 8
Compr. earnings Correlation ,937 ,867 1,000
2009 Significance (2- ,000 ,001 |[.
tailed)
df 8 8 0
Compr. earnings Market value Correlation 1,000 ,894
2009 31/12/2009 Significance (2- ,001
tailed)
df 0 7
Book value Correlation ,894 1,000
31/12/2009 Significance (2- ,001 |
tailed)
df 7 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Book Market
value value Compr.
31/12/ 31/12/ EBIT EBT |earnings
2005 2005 2005 2005 2005
-none-? Book value Correlation 1,000 ,986 ,994 ,987 ,972
31/12/2005 Significance ,000 ,000 ,000 ,000
(2-tailed)
df 0 7 7 7 7
Market value Correlation ,986 1,000 ,982 ,987 ,984
31/12/2005 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 7 0 7 7 7
EBIT 2005 Correlation ,994 ,982 1,000 ,996 ,986
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 7 7 0 7 7
EBT 2005 Correlation ,987 ,987 ,996 1,000 ,997
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 7 7 7 0 7
Compr. Correlation ,972 ,984 ,986 ,997 1,000
earnings 2005  Sjgnificance ,000 ,000 ,000 ,000 |[.
(2-tailed)
df 7 7 7 7 0
EBIT 2005 & Book value Correlation 1,000 ,903
EBT2005&  31/12/2005 Significance 014
Compr. (2-tailed)
Jearnings 2005 df 0 4
Market value Correlation ,903 1,000
31/12/2005 Significance 014 |.
(2-tailed)
df 4 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Book Market
value value Compr.
31/12/ 31/12/ EBIT EBT |earnings
2006 2006 2006 2006 2006
-none-? Book value Correlation 1,000 ,990 ,991 ,987 ,975
31/12/2006 Significance ,000 ,000 ,000 ,000
(2-tailed)
df 0 7 7 7 7
Market value Correlation ,990 1,000 974 ,973 ,964
31/12/2006 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 7 0 7 7 7
EBIT 2006 Correlation ,991 974 1,000 ,999 ,993
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 7 7 0 7 7
EBT 2006 Correlation ,987 ,973 ,999 1,000 ,997
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 7 7 7 0 7
Compr. Correlation ,975 ,964 ,993 ,997 1,000
earnings 2006  Significance ,000 ,000 ,000 ,000 |[.
(2-tailed)
df 7 7 7 7 0
EBIT 2006 & Book value Correlation 1,000 ,961
EBT 2006 &  31/12/2006 Significance 002
Compr. (2-tailed)
Jearnings 2006 df 0 4
Market value Correlation ,961 1,000
31/12/2006 Significance ,002 |.
(2-tailed)
df 4 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Book Market
value value Compr.
31/12/ 31/12/ EBIT EBT |earnings
2007 2007 2007 2007 2007
-none-? Book value Correlation 1,000 ,964 ,958 ,939 ,920
31/12/2007 Significance ,000 ,000 ,001 ,001
(2-tailed)
df 0 6 6 6 6
Market value Correlation ,964 1,000 ,981 ,981 ,980
31/12/2007 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 6 0 6 6 6
EBIT 2007 Correlation ,958 ,981 1,000 ,997 ,989
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 6 6 0 6 6
EBT 2007 Correlation ,939 ,981 ,997 1,000 ,997
Significance ,001 ,000 ,000 |. ,000
(2-tailed)
df 6 6 6 0 6
Compr. Correlation ,920 ,980 ,989 ,997 1,000
earnings 2007  Significance ,001 ,000 ,000 ,000 |.
(2-tailed)
df 6 6 6 6 0
EBIT 2007 & Book value Correlation 1,000 ,881
EBT 2007 &  31/12/2007 Significance 048
Compr. (2-tailed)
Jearnings 2007 df 0 3
Market value Correlation ,881 1,000
31/12/2007 Significance ,048 |.
(2-tailed)
df 3 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Book Market
value value Compr.
31/12/ 31/12/ EBIT EBT |earnings
2008 2008 2008 2008 2008
-none-? Book value Correlation 1,000 ,969 ,945 ,940 974
31/12/2008 Significance ,000 ,000 ,000 ,000
(2-tailed)
df 0 8 8 8 8
Market value Correlation ,969 1,000 ,917 ,934 ,967
31/12/2008 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 8 0 8 8 8
EBIT 2008 Correlation ,945 ,917 1,000 ,996 ,984
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 8 8 0 8 8
EBT2008 Correlation ,940 ,934 ,996 1,000 ,989
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 8 8 8 0 8
Compr. Correlation ,974 ,967 ,984 ,989 1,000
earnings 2008  sjgnificance ,000 ,000 ,000 ,000 |[.
(2-tailed)
df 8 8 8 8 0
EBIT 2008 & Book value Correlation 1,000 , 767
EBT 2008 &  31/12/2008 Significance 044
Compr. (2-tailed)
Jearnings 2008 df 0 5
Market value Correlation , 767 1,000
31/12/2008 Significance ,044 |.
(2-tailed)
df 5 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Book Market
value value Compr.
31/12/ 31/12/ EBIT EBT |earnings
2009 2009 2009 2009 2009
-none-? Book value Correlation 1,000 ,968 ,953 ,936 ,867
31/12/2009 Significance ,000 ,000 ,000 ,001
(2-tailed)
df 0 8 8 8 8
Market value Correlation ,968 1,000 ,951 ,958 ,937
31/12/2009 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 8 0 8 8 8
EBIT 2009 Correlation ,953 ,951 1,000 ,994 ,955
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 8 8 0 8 8
EBT 2009 Correlation ,936 ,958 ,994 1,000 ,980
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 8 8 8 0 8
Compr. Correlation ,867 ,937 ,955 ,980 1,000
earnings 2009  sjgnificance ,001 ,000 ,000 ,000 |.
(2-tailed)
df 8 8 8 8 0
EBIT 2009 & Book value Correlation 1,000 ,981
EBT 2009 &  31/12/2009 Significance 000
Compr. (2-tailed)
Jearnings 2009 df 0 5
Market value Correlation ,981 1,000
31/12/2009 Significance ,000 |.
(2-tailed)
df 5 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Book value [Market value
31/12/2005 | 31/12/2005 | EBIT 2005
-none-* Book value Correlation 1,000 ,738 ,192
31/12/2005 Significance (2- ,001 460
tailed)
df 0 15 15
Market value Correlation ,738 1,000 ,696
31/12/2005 Significance (2- ,001 |. ,002
tailed)
df 15 0 15
EBIT 2005 Correlation ,192 ,696 1,000
Significance (2- ,460 ,002 |.
tailed)
df 15 15 0
[EBIT 2005 Book value Correlation 1,000 ,857
31/12/2005 Significance (2- ,000
tailed)
df 0 14
Market value Correlation ,857 1,000
31/12/2005 Significance (2- ,000 |.
tailed)
df 14 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Book value [Market value
31/12/2006 | 31/12/2006 | EBIT 2006
-none-* Book value Correlation 1,000 ,696 ,404
31/12/2006 Significance (2- ,002 ,107
tailed)
df 0 15 15
Market value Correlation ,696 1,000 ,730
31/12/2006 Significance (2- ,002 |. ,001
tailed)
df 15 0 15
EBIT 2006 Correlation ,404 ,730 1,000
Significance (2- ,107 ,001 |.
tailed)
df 15 15 0
[EBIT 2006 Book value Correlation 1,000 ,641
31/12/2006 Significance (2- ,007
tailed)
df 0 14
Market value Correlation ,641 1,000
31/12/2006 Significance (2- ,007 |.
tailed)
df 14 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Book value [Market value
31/12/2007 | 31/12/2007 | EBIT 2007
-none-* Book value Correlation 1,000 792 ,285
31/12/2007 Significance (2- ,000 252
tailed)
df 0 16 16
Market value Correlation ,792 1,000 ,353
31/12/2007 Significance (2- ,000 |. ,151
tailed)
df 16 0 16
EBIT 2007 Correlation ,285 ,353 1,000
Significance (2- ,252 , 151 |.
tailed)
df 16 16 0
[EBIT 2007 Book value Correlation 1,000 771
31/12/2007 Significance (2- ,000
tailed)
df 0 15
Market value Correlation 771 1,000
31/12/2007 Significance (2- ,000 |.
tailed)
df 15 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Book value [Market value
31/12/2008 | 31/12/2008 | EBIT 2008
-none-* Book value Correlation 1,000 ,852 ,619
31/12/2008 Significance (2- ,000 ,011
tailed)
df 0 14 14
Market value Correlation ,852 1,000 ,729
31/12/2008 Significance (2- ,000 |. ,001
tailed)
df 14 0 14
EBIT 2008 Correlation ,619 729 1,000
Significance (2- ,011 ,001 |.
tailed)
df 14 14 0
[EBIT 2008 Book value Correlation 1,000 ,745
31/12/2008 Significance (2- ,001
tailed)
df 0 13
Market value Correlation , 745 1,000
31/12/2008 Significance (2- ,001 |,
tailed)
df 13 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Book value [Market value
31/12/2009 | 31/12/2009 | EBIT 2009
-none-* Book value Correlation 1,000 ,719 427
31/12/2009 Significance (2- ,002 ,099
tailed)
df 0 14 14
Market value Correlation ,719 1,000 737
31/12/2009 Significance (2- ,002 |. ,001
tailed)
df 14 0 14
EBIT 2009 Correlation A27 137 1,000
Significance (2- ,099 ,001 |.
tailed)
df 14 14 0
[EBIT 2009 Book value Correlation 1,000 ,662
31/12/2009 Significance (2- ,007
tailed)
df 0 13
Market value Correlation ,662 1,000
31/12/2009 Significance (2- ,007 |.
tailed)
df 13 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market
value Book value
31/12/2005 [(31/12/2005 | EBT 2005
-none-* Market value Correlation 1,000 ,738 ,456
31/12/2005 Significance (2- ,001 ,066
tailed)
df 0 15 15
Book value Correlation , 738 1,000 ,216
31/12/2005 Significance (2- ,001 |. ,406
tailed)
df 15 0 15
EBT 2005 Correlation ,456 ,216 1,000
Significance (2- ,066 ,406 |.
tailed)
df 15 15 0
IEBT 2005 Market value Correlation 1,000 , 736
31/12/2005 Significance (2- ,001
tailed)
df 0 14
Book value Correlation , 736 1,000
31/12/2005 Significance (2- ,001 |.
tailed)
df 14 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market
value Book value
31/12/2006 (31/12/2006 | EBT 2006
-none-* Market value Correlation 1,000 ,696 ,630
31/12/2006 Significance (2- ,002 ,007
tailed)
df 0 15 15
Book value Correlation ,696 1,000 ,910
31/12/2006 Significance (2- ,002 |. ,000
tailed)
df 15 0 15
EBT 2006 Correlation ,630 ,910 1,000
Significance (2- ,007 ,000 |.
tailed)
df 15 15 0
IEBT 2006 Market value Correlation 1,000 ,382
31/12/2006 Significance (2- 144
tailed)
df 0 14
Book value Correlation ,382 1,000
31/12/2006 Significance (2- 144 |.
tailed)
df 14 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market
value Book value
31/12/2007 (31/12/2007 | EBT 2007
-none-* Market value Correlation 1,000 ,792 ,295
31/12/2007 Significance (2- ,000 235
tailed)
df 0 16 16
Book value Correlation , 792 1,000 ,684
31/12/2007 Significance (2- ,000 |. ,002
tailed)
df 16 0 16
EBT 2007 Correlation ,295 ,684 1,000
Significance (2- ,235 ,002 |.
tailed)
df 16 16 0
IEBT 2007 Market value Correlation 1,000 ,846
31/12/2007 Significance (2- ,000
tailed)
df 0 15
Book value Correlation ,846 1,000
31/12/2007 Significance (2- ,000 |.
tailed)
df 15 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market
value Book value
31/12/2008 (31/12/2008 | EBT 2008
-none-* Market value Correlation 1,000 ,852 ,248
31/12/2008 Significance (2- ,000 354
tailed)
df 0 14 14
Book value Correlation ,852 1,000 ,090
31/12/2008 Significance (2- ,000 |. 741
tailed)
df 14 0 14
EBT 2008 Correlation ,248 ,090 1,000
Significance (2- ,354 741 |
tailed)
df 14 14 0
IEBT 2008 Market value Correlation 1,000 ,860
31/12/2008 Significance (2- ,000
tailed)
df 0 13
Book value Correlation ,860 1,000
31/12/2008 Significance (2- ,000 |.
tailed)
df 13 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market
value Book value
31/12/2009 (31/12/2009 | EBT 2009
-none-* Market value Correlation 1,000 ,719 ,750
31/12/2009 Significance (2- ,002 ,001
tailed)
df 0 14 14
Book value Correlation , 719 1,000 ,442
31/12/2009 Significance (2- ,002 |. ,086
tailed)
df 14 0 14
EBT 2009 Correlation ,750 ,442 1,000
Significance (2- ,001 ,086 |.
tailed)
df 14 14 0
IEBT 2009 Market value Correlation 1,000 ,654
31/12/2009 Significance (2- ,008
tailed)
df 0 13
Book value Correlation ,654 1,000
31/12/2009 Significance (2- ,008 |.
tailed)
df 13 0

a. Cells contain zero-order (Pearson) correlations.

182



A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market Compr.
value Book value | earnings
31/12/2005 | 31/12/2005 2005
-none-* Market value Correlation 1,000 ,738 ,392
31/12/2005 Significance (2- ,001 119
tailed)
df 0 15 15
Book value Correlation , 738 1,000 ,185
31/12/2005 Significance (2- ,001 | AT7
tailed)
df 15 0 15
Compr. earnings Correlation ,392 ,185 1,000
2005 Significance (2- 119 A77 .
tailed)
df 15 15 0
Compr. earnings Market value Correlation 1,000 , 736
2005 31/12/2005 Significance (2- ,001
tailed)
df 0 14
Book value Correlation , 736 1,000
31/12/2005 Significance (2- ,001 |
tailed)
df 14 0

a. Cells contain zero-order (Pearson) correlations.
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A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market Compr.
value Book value | earnings
31/12/2006 | 31/12/2006 2006
-none-* Market value Correlation 1,000 ,696 ,606
31/12/2006 Significance (2- ,002 ,010
tailed)
df 0 15 15
Book value Correlation ,696 1,000 ,919
31/12/2006 Significance (2- ,002 |. ,000
tailed)
df 15 0 15
Compr. earnings Correlation ,606 ,919 1,000
2006 Significance (2- ,010 ,000 |.
tailed)
df 15 15 0
Compr. earnings Market value Correlation 1,000 ,445
2006 31/12/2006 Significance (2- ,084
tailed)
df 0 14
Book value Correlation ,445 1,000
31/12/2006 Significance (2- ,084 |.
tailed)
df 14 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Compr.
value Book value | earnings
31/12/2007 | 31/12/2007 2007
-none-* Market value Correlation 1,000 ,792 ,258
31/12/2007 Significance (2- ,000 ,301
tailed)
df 0 16 16
Book value Correlation , 792 1,000 ,682
31/12/2007 Significance (2- ,000 |. ,002
tailed)
df 16 0 16
Compr. earnings Correlation ,258 ,682 1,000
2007 Significance (2- ,301 ,002 |.
tailed)
df 16 16 0
Compr. earnings Market value Correlation 1,000 ,872
2007 31/12/2007 Significance (2- ,000
tailed)
df 0 15
Book value Correlation 872 1,000
31/12/2007 Significance (2- ,000 |.
tailed)
df 15 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Compr.
value Book value | earnings
31/12/2008 | 31/12/2008 2008
-none-* Market value Correlation 1,000 ,852 ,150
31/12/2008 Significance (2- ,000 579
tailed)
df 0 14 14
Book value Correlation ,852 1,000 -,033
31/12/2008 Significance (2- ,000 |. ,903
tailed)
df 14 0 14
Compr. earnings Correlation ,150 -,033 1,000
2008 Significance (2- 579 ,903 |,
tailed)
df 14 14 0
Compr. earnings Market value Correlation 1,000 ,867
2008 31/12/2008 Significance (2- ,000
tailed)
df 0 13
Book value Correlation ,867 1,000
31/12/2008 Significance (2- ,000 |.
tailed)
df 13 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Compr.
value Book value | earnings
31/12/2009 | 31/12/2009 2009
-none-* Market value Correlation 1,000 ,719 ,665
31/12/2009 Significance (2- ,002 ,005
tailed)
df 0 14 14
Book value Correlation , 719 1,000 322
31/12/2009 Significance (2- ,002 |. 224
tailed)
df 14 0 14
Compr. earnings Correlation ,665 ,322 1,000
2009 Significance (2- ,005 224,
tailed)
df 14 14 0
Compr. earnings Market value Correlation 1,000 , 715
2009 31/12/2009 Significance (2- ,003
tailed)
df 0 13
Book value Correlation , 715 1,000
31/12/2009 Significance (2- ,003 |.
tailed)
df 13 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book Market
value value Compr.
31/12/ 31/12/ EBIT EBT |earnings
2005 2005 2005 2005 2005
-none-? Book value Correlation 1,000 , 738 ,192 ,216 ,185
31/12/2005 Significance ,001 460 ,406 AT7
(2-tailed)
df 0 15 15 15 15
Market value Correlation ,738 1,000 ,696 ,456 ,392
31/12/2005 Significance ,001 |. ,002 ,066 ,119
(2-tailed)
df 15 0 15 15 15
EBIT 2005 Correlation ,192 ,696 1,000 ,834 ,793
Significance ,460 ,002 |. ,000 ,000
(2-tailed)
df 15 15 0 15 15
EBT 2005 Correlation ,216 456 ,834 1,000 ,996
Significance ,406 ,066 ,000 |. ,000
(2-tailed)
df 15 15 15 0 15
Compr. Correlation ,185 ,392 , 793 ,996 1,000
earnings 2005  Sjgnificance ATT ,119 ,000 ,000 |.
(2-tailed)
df 15 15 15 15 0
EBIT 2005 & Book value Correlation 1,000 ,922
EBT2005&  31/12/2005 Significance 000
Compr. (2-tailed)
Jearnings 2005 df 0 12
Market value Correlation ,922 1,000
31/12/2005 Significance ,000 |.
(2-tailed)
df 12 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book Market
value value Compr.
31/12/ 31/12/ EBIT EBT |earnings
2006 2006 2006 2006 2006
-none-? Book value Correlation 1,000 ,696 ,404 ,910 ,919
31/12/2006 Significance ,002 ,107 ,000 ,000
(2-tailed)
df 0 15 15 15 15
Market value Correlation ,696 1,000 ,730 ,630 ,606
31/12/2006 Significance ,002 |. ,001 ,007 ,010
(2-tailed)
df 15 0 15 15 15
EBIT 2006 Correlation ,404 ,730 1,000 ,544 ,555
Significance ,107 ,001 |. ,024 ,021
(2-tailed)
df 15 15 0 15 15
EBT 2006 Correlation ,910 ,630 ,544 1,000 ,960
Significance ,000 ,007 ,024 |. ,000
(2-tailed)
df 15 15 15 0 15
Compr. Correlation ,919 ,606 ,555 ,960 1,000
earnings 2006  Significance ,000 ,010 ,021 ,000 |.
(2-tailed)
df 15 15 15 15 0
EBIT 2006 & Book value Correlation 1,000 ,826
EBT 2006 &  31/12/2006 Significance 000
Compr. (2-tailed)
Jearnings 2006 df 0 12
Market value Correlation ,826 1,000
31/12/2006 Significance ,000 |.
(2-tailed)
df 12 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book Market
value value Compr.
31/12/ 31/12/ EBIT EBT |earnings
2007 2007 2007 2007 2007
-none-? Book value Correlation 1,000 , 792 ,285 ,684 ,682
31/12/2007 Significance ,000 252 ,002 ,002
(2-tailed)
df 0 16 16 16 16
Market value Correlation ,792 1,000 ,353 ,295 ,258
31/12/2007 Significance ,000 |. ,151 ,235 ,301
(2-tailed)
df 16 0 16 16 16
EBIT 2007 Correlation ,285 ,353 1,000 ,538 ,454
Significance ,252 ,151 |. ,021 ,058
(2-tailed)
df 16 16 0 16 16
EBT 2007 Correlation ,684 ,295 ,538 1,000 ,994
Significance ,002 ,235 ,021 |. ,000
(2-tailed)
df 16 16 16 0 16
Compr. Correlation ,682 ,258 454 ,994 1,000
earnings 2007  Significance ,002 ,301 ,058 ,000 |.
(2-tailed)
df 16 16 16 16 0
EBIT 2007 & Book value Correlation 1,000 ,915
EBT 2007 &  31/12/2007 Significance 000
Compr. (2-tailed)
Jearnings 2007 df 0 13
Market value Correlation ,915 1,000
31/12/2007 Significance ,000 |.
(2-tailed)
df 13 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book Market
value value Compr.
31/12/ 31/12/ EBIT EBT |earnings
2008 2008 2008 2008 2008
-none-? Book value Correlation 1,000 ,852 ,619 ,090 -,033
31/12/2008 Significance |- ,000 011 741 ,903
(2-tailed)
df 0 14 14 14 14
Market value Correlation ,852 1,000 ,729 ,248 ,150
31/12/2008 Significance ,000 |. ,001 ,354 579
(2-tailed)
df 14 0 14 14 14
EBIT 2008 Correlation ,619 729 1,000 ,497 414
Significance ,011 ,001 |. ,050 111
(2-tailed)
df 14 14 0 14 14
EBT 2008 Correlation ,090 ,248 497 1,000 ,990
Significance 741 ,354 ,050 |. ,000
(2-tailed)
df 14 14 14 0 14
Compr. Correlation -,033 ,150 414 ,990 1,000
earnings 2008  sjgnificance ,903 579 111 ,000 |.
(2-tailed)
df 14 14 14 14 0
EBIT 2008 & Book value Correlation 1,000 ,685
EBT 2008 &  31/12/2008 significance | 010
Compr. (2-tailed)
Jearnings 2008 df 0 11
Market value Correlation ,685 1,000
31/12/2008 Significance ,010|.
(2-tailed)
df 11 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Book Market
value value Compr.
31/12/ 31/12/ EBIT EBT |earnings
2009 2009 2009 2009 2009
-none-? Book value Correlation 1,000 , 719 427 ,442 322
31/12/2009 Significance |- ,002 ,099 ,086 224
(2-tailed)
df 0 14 14 14 14
Market value Correlation ,719 1,000 737 ,750 ,665
31/12/2009 Significance ,002 |. ,001 ,001 ,005
(2-tailed)
df 14 0 14 14 14
EBIT 2009 Correlation 427 7137 1,000 ,982 ,946
Significance ,099 ,001 |. ,000 ,000
(2-tailed)
df 14 14 0 14 14
EBT 2009 Correlation 442 ,750 ,982 1,000 972
Significance ,086 ,001 ,000 |. ,000
(2-tailed)
df 14 14 14 0 14
Compr. Correlation ,322 ,665 ,946 ,972 1,000
earnings 2009  sjgnificance 224 ,005 ,000 ,000 |.
(2-tailed)
df 14 14 14 14 0
EBIT 2009 & Book value Correlation 1,000 ,556
EBT 2009 &  31/12/2009 significance | 048
Compr. (2-tailed)
Jearnings 2009 df 0 11
Market value Correlation ,556 1,000
31/12/2009 Significance ,048 |.
(2-tailed)
df 11 0

a. Cells contain zero-order (Pearson) correlations.
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ANNEX 2: RESULT TABLES OF THE CORRELATION COEFFICIENTS OF

EARNINGS AND MARKET VALUE

Correlations

Control Variables Market Book
value Compr. value
31/12/ |earnings EBT EBIT 31/12/
2005 2005 2005 2005 2005
-none-* Market value Correlation 1,000 ,985 ,988 ,983 ,990
31/12/2005 Significance | ,000 ,000 ,000 ,000
(2-tailed)
df 0 24 24 24 24
Compr. earnings Correlation ,985 1,000 ,997 ,989 ,975
2005 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 24 0 24 24 24
EBT 2005 Correlation ,988 ,997 1,000 ,997 ,986
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 24 24 0 24 24
EBIT 2005 Correlation ,983 ,989 ,997 1,000 ,991
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 24 24 24 0 24
Book value Correlation ,990 ,975 ,986 ,991 1,000
31/12/2005 Significance ,000 ,000 ,000 ,000 |.
(2-tailed)
df 24 24 24 24 0
IBook value Market value Correlation 1,000 ,626 ,495 , 126
31/12/2005  31/12/2005 Significance  |. ,001 ,012 ,549
(2-tailed)
df 0 23 23 23
Compr. earnings Correlation ,626 1,000 ,972 , 765
2005 Significance ,001 |[. ,000 ,000
(2-tailed)
df 23 0 23 23
EBT 2005 Correlation ,495 ,972 1,000 ,878
Significance ,012 ,000 |. ,000
(2-tailed)
df 23 23 0 23
EBIT 2005 Correlation ,126 , 765 ,878 1,000
Significance ,549 ,000 ,000 |.
(2-tailed)
df 23 23 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Book
value Compr. value
31/12/ |earnings EBT EBIT 31/12/
2006 2006 2006 2006 2006

-none-? Market value Correlation 1,000 ,965 ,973 ,974 ,993
31/12/2006 Significance | ,000 ,000 ,000 ,000
(2-tailed)
df 0 24 24 24 24
Compr. earnings Correlation ,965 1,000 ,998 ,994 ,975
2006 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 24 0 24 24 24
EBT 2006 Correlation 973 ,998 1,000 ,999 ,985
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 24 24 0 24 24
EBIT 2006 Correlation 974 ,994 ,999 1,000 ,988
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 24 24 24 0 24
Book value Correlation ,993 ,975 ,985 ,988 1,000
31/12/2006 Significance ,000 ,000 ,000 ,000 |.
(2-tailed)
df 24 24 24 24 0
|Book value Market value Correlation 1,000 -,110 -,233 -,377
31/12/2006 31/12/2006 Significance | ,602 ,262 ,063
(2-tailed)
df 0 23 23 23
Compr. earnings Correlation -,110 1,000 ,973 ,899
2006 Significance ,602 |. ,000 ,000
(2-tailed)
df 23 0 23 23
EBT 2006 Correlation -,233 ,973 1,000 ,968
Significance ,262 ,000 |. ,000
(2-tailed)
df 23 23 0 23
EBIT 2006 Correlation =377 ,899 ,968 1,000
Significance ,063 ,000 ,000 |.
(2-tailed)
df 23 23 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Book
value Compr. value
31/12/ |earnings EBT EBIT 31/12/
2007 2007 2007 2007 2007

-none-? Market value Correlation 1,000 ,982 ,983 ,984 ,969
31/12/2007 Significance | ,000 ,000 ,000 ,000
(2-tailed)
df 0 24 24 24 24
Compr. earnings Correlation ,982 1,000 ,998 ,991 ,929
2007 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 24 0 24 24 24
EBT 2007 Correlation ,983 ,998 1,000 ,997 941
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 24 24 0 24 24
EBIT 2007 Correlation ,984 ,991 ,997 1,000 ,957
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 24 24 24 0 24
Book value Correlation ,969 ,929 ,941 ,957 1,000
31/12/2007 Significance ,000 ,000 ,000 ,000 |.
(2-tailed)
df 24 24 24 24 0
|Book value Market value Correlation 1,000 ,899 ,853 ,789
31/12/2007 3171212007 Significance | ,000 ,000 ,000
(2-tailed)
df 0 23 23 23
Compr. earnings Correlation ,899 1,000 ,987 ,951
2007 Significance ,000 |. ,000 ,000
(2-tailed)
df 23 0 23 23
EBT 2007 Correlation ,853 ,987 1,000 ,987
Significance ,000 ,000 |. ,000
(2-tailed)
df 23 23 0 23
EBIT 2007 Correlation , 789 ,951 ,987 1,000
Significance ,000 ,000 ,000 |.
(2-tailed)
df 23 23 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Book
value Compr. value
31/12/ |earnings EBT EBIT 31/12/
2008 2008 2008 2008 2008

-none-? Market value Correlation 1,000 974 ,950 ,934 977
31/12/2008 Significance | ,000 ,000 ,000 ,000
(2-tailed)
df 0 24 24 24 24
Compr. earnings Correlation ,974 1,000 ,992 ,986 ,979
2008 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 24 0 24 24 24
EBT 2008 Correlation ,950 ,992 1,000 ,995 ,954
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 24 24 0 24 24
EBIT 2008 Correlation 934 ,986 ,995 1,000 ,956
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 24 24 24 0 24
Book value Correlation 977 ,979 ,954 ,956 1,000
31/12/2008 Significance ,000 ,000 ,000 ,000 |.
(2-tailed)
df 24 24 24 24 0
|Book value Market value Correlation 1,000 ,410 272 ,007
31/12/2008 31/12/2008 Significance | ,042 ,188 ,975
(2-tailed)
df 0 23 23 23
Compr. earnings Correlation ,410 1,000 ,948 ,837
2008 Significance ,042 |. ,000 ,000
(2-tailed)
df 23 0 23 23
EBT 2008 Correlation 272 ,948 1,000 ,943
Significance ,188 ,000 |. ,000
(2-tailed)
df 23 23 0 23
EBIT 2008 Correlation ,007 ,837 ,943 1,000
Significance ,975 ,000 ,000 |.
(2-tailed)
df 23 23 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Book
value Compr. value
31/12/ |earnings EBT EBIT 31/12/
2009 2009 2009 2009 2009

-none-? Market value Correlation 1,000 ,952 ,968 ,960 ,974
31/12/2009 Significance | ,000 ,000 ,000 ,000
(2-tailed)
df 0 24 24 24 24
Compr. earnings Correlation ,952 1,000 ,984 ,961 ,894
2009 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 24 0 24 24 24
EBT 2009 Correlation ,968 ,984 1,000 ,994 ,949
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 24 24 0 24 24
EBIT 2009 Correlation ,960 ,961 ,994 1,000 ,962
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 24 24 24 0 24
Book value Correlation ,974 ,894 ,949 ,962 1,000
31/12/2009 Significance ,000 ,000 ,000 ,000 |.
(2-tailed)
df 24 24 24 24 0
|Book value Market value Correlation 1,000 797 ,609 ,373
31/12/2009 31/12/2009 Significance | ,000 ,001 ,067
(2-tailed)
df 0 23 23 23
Compr. earnings Correlation , 797 1,000 ,958 ,829
2009 Significance ,000 |. ,000 ,000
(2-tailed)
df 23 0 23 23
EBT 2009 Correlation ,609 ,958 1,000 ,948
Significance ,001 ,000 |. ,000
(2-tailed)
df 23 23 0 23
EBIT 2009 Correlation 373 ,829 ,948 1,000
Significance ,067 ,000 ,000 |.
(2-tailed)
df 23 23 23 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Book
value Compr. value
31/12/ |earnings EBT EBIT 31/12/
2005 2005 2005 2005 2005

-none-? Market value Correlation 1,000 ,984 ,987 ,982 ,986
31/12/2005 Significance | ,000 ,000 ,000 ,000
(2-tailed)
df 0 7 7 7 7
Compr. earnings Correlation ,984 1,000 ,997 ,986 ,972
2005 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 7 0 7 7 7
EBT 2005 Correlation ,987 ,997 1,000 ,996 ,987
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 7 7 0 7 7
EBIT 2005 Correlation ,982 ,986 ,996 1,000 ,994
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 7 7 7 0 7
Book value Correlation ,986 ,972 ,987 ,994 1,000
31/12/2005 Significance ,000 ,000 ,000 ,000 |.
(2-tailed)
df 7 7 7 7 0
|Book value Market value Correlation 1,000 ,639 ,511 ,078
31/12/2005 31/12/2005 Significance | ,088 ,195 ,854
(2-tailed)
df 0 6 6 6
Compr. earnings Correlation ,639 1,000 ,975 , 765
2005 Significance ,088 |. ,000 ,027
(2-tailed)
df 6 0 6 6
EBT 2005 Correlation ,5611 ,975 1,000 ,872
Significance , 195 ,000 |. ,005
(2-tailed)
df 6 6 0 6
EBIT 2005 Correlation ,078 , 765 872 1,000
Significance ,854 ,027 ,005 |.
(2-tailed)
df 6 6 6 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Book
value Compr. value
31/12/ | earnings EBIT 31/12/
2006 2006 EBT 2006 2006 2006
-none-? Market value  Correlation 1,000 ,964 ,973 974 ,990
31/12/2006  significance |. ,000 ,000 ,000 ,000
(2-tailed)
df 0 7 7 7 7
Compr. Correlation ,964 1,000 ,997 ,993 ,975
earnings 2006 = sjgnificance ,000 |. ,000 ,000 ,000
(2-tailed)
df 7 0 7 7 7
EBT 2006 Correlation ,973 ,997 1,000 ,999 ,987
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 7 7 0 7 7
EBIT 2006 Correlation 974 ,993 ,999 1,000 991
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 7 7 7 0 7
Book value Correlation ,990 ,975 ,987 ,991 1,000
31/12/2006  sjgnificance ,000 ,000 ,000 ,000 |.
(2-tailed)
df 7 7 7 7 0
|Book value Market value  Correlation 1,000 -,064 -,202 -,407
31/12/2006 31/12/2006 Significance |. ,880 ,631 317
(2-tailed)
df 0 6 6 6
Compr. Correlation -,064 1,000 974 ,897
eamings 2006 o nificance 880 |. ,000| 003
(2-tailed)
df 6 0 6 6
EBT 2006 Correlation -,202 974 1,000 ,969
Significance ,631 ,000 |. ,000
(2-tailed)
df 6 6 0 6
EBIT 2006 Correlation -,407 ,897 ,969 1,000
Significance 317 ,003 ,000 |.
(2-tailed)
df 6 6 6 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Book
value Compr. value
31/12/ |earnings EBT EBIT 31/12/
2007 2007 2007 2007 2007

-none-? Market value Correlation 1,000 ,980 ,981 ,981 ,964
31/12/2007 Significance | ,000 ,000 ,000 ,000
(2-tailed)
df 0 6 6 6 6
Compr. earnings Correlation ,980 1,000 ,997 ,989 ,920
2007 Significance ,000 |. ,000 ,000 ,001
(2-tailed)
df 6 0 6 6 6
EBT 2007 Correlation ,981 ,997 1,000 ,997 ,939
Significance ,000 ,000 |. ,000 ,001
(2-tailed)
df 6 6 0 6 6
EBIT 2007 Correlation ,981 ,989 ,997 1,000 ,958
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 6 6 6 0 6
Book value Correlation ,964 ,920 ,939 ,958 1,000
31/12/2007 Significance ,000 ,001 ,001 ,000 |.
(2-tailed)
df 6 6 6 6 0
|Book value Market value Correlation 1,000 ,891 ,832 ,750
31/12/2007 3171212007 Significance | ,007 ,020 ,052
(2-tailed)
df 0 5 5 5
Compr. earnings Correlation ,891 1,000 ,990 ,959
2007 Significance ,007 |. ,000 ,001
(2-tailed)
df 5 0 5 5
EBT 2007 Correlation ,832 ,990 1,000 ,989
Significance ,020 ,000 |. ,000
(2-tailed)
df 5 5 0 5
EBIT 2007 Correlation , 750 ,959 ,989 1,000
Significance ,052 ,001 ,000 |.
(2-tailed)
df 5 5 5 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Book
value Compr. value
31/12/ |earnings EBT EBIT 31/12/
2008 2008 2008 2008 2008

-none-? Market value Correlation 1,000 ,967 ,934 ,917 ,969
31/12/2008 Significance | ,000 ,000 ,000 ,000
(2-tailed)
df 0 8 8 8 8
Compr. earnings Correlation ,967 1,000 ,989 ,984 ,974
2008 Significance ,000 |. ,000 ,000 ,000
(2-tailed)
df 8 0 8 8 8
EBT 2008 Correlation 934 ,989 1,000 ,996 ,940
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 8 8 0 8 8
EBIT 2008 Correlation 917 ,984 ,996 1,000 ,945
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 8 8 8 0 8
Book value Correlation ,969 974 ,940 ,945 1,000
31/12/2008. Significance ,000 ,000 ,000 ,000 |.
(2-tailed)
df 8 8 8 8 0
|Book value Market value Correlation 1,000 A17 ,266 ,018
31/12/2008 31/12/2008 Significance | ,264 ,489 ,964
(2-tailed)
df 0 7 7 7
Compr. earnings Correlation 417 1,000 ,951 ,859
2008 Significance ,264 |. ,000 ,003
(2-tailed)
df 7 0 7 7
EBT 2008 Correlation ,266 ,951 1,000 ,961
Significance ,489 ,000 |. ,000
(2-tailed)
df 7 7 0 7
EBIT 2008 Correlation ,018 ,859 ,961 1,000
Significance ,964 ,003 ,000 |.
(2-tailed)
df 7 7 7 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Book
value Compr. value
31/12/ |earnings EBT EBIT 31/12/
2009 2009 2009 2009 2009

-none-* Market value Correlation 1,000 ,937 ,958 ,951 ,968
31/12/2009 Significance | ,000 ,000 ,000 ,000
(2-tailed)
df 0 8 8 8 8
Compr. earnings Correlation ,937 1,000 ,980 ,955 ,867
2009 Significance ,000 |. ,000 ,000 ,001
(2-tailed)
df 8 0 8 8 8
EBT 2009 Correlation ,958 ,980 1,000 ,994 ,936
Significance ,000 ,000 |. ,000 ,000
(2-tailed)
df 8 8 0 8 8
EBIT 2009 Correlation ,951 ,955 ,994 1,000 ,953
Significance ,000 ,000 ,000 |. ,000
(2-tailed)
df 8 8 8 0 8
Book value Correlation ,968 ,867 ,936 ,953 1,000
31/12/2009 Significance ,000 ,001 ,000 ,000 |.
(2-tailed)
df 8 8 8 8 0
|Book value Market value Correlation 1,000 ,783 ,592 ,375
31/12/2009 31/12/2009 Significance | ,013 ,093 321
(2-tailed)
df 0 7 7 7
Compr. earnings Correlation , 783 1,000 ,961 ,851
2009 Significance ,013 . ,000 ,004
(2-tailed)
df 7 0 7 7
EBT 2009 Correlation ,592 ,961 1,000 ,957
Significance ,093 ,000 |. ,000
(2-tailed)
df 7 7 0 7
EBIT 2009 Correlation 375 ,851 ,957 1,000
Significance ,321 ,004 ,000 |.
(2-tailed)
df 7 7 7 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Book
value Compr. value
31/12/ |earnings EBT EBIT 31/12/
2005 2005 2005 2005 2005

-none-? Market value Correlation 1,000 ,392 ,456 ,696 , 738
31/12/2005 Significance | 119 ,066 ,002 ,001
(2-tailed)
df 0 15 15 15 15
Compr. earnings Correlation ,392 1,000 ,996 ,793 ,185
2005 Significance 119 |. ,000 ,000 AT7
(2-tailed)
df 15 0 15 15 15
EBT 2005 Correlation ,456 ,996 1,000 ,834 ,216
Significance ,066 ,000 |. ,000 ,406
(2-tailed)
df 15 15 0 15 15
EBIT 2005 Correlation ,696 ,793 ,834 1,000 ,192
Significance ,002 ,000 ,000 |. ,460
(2-tailed)
df 15 15 15 0 15
Book value Correlation ,738 ,185 ,216 ,192 1,000
31/12/2005 Significance ,001 AT7 ,406 460 |.
(2-tailed)
df 15 15 15 15 0
|Book value Market value Correlation 1,000 ,386 451 ,836
31/12/2005 31/12/2005 Significance | ,140 ,080 ,000
(2-tailed)
df 0 14 14 14
Compr. earnings Correlation ,386 1,000 ,996 , 786
2005 Significance , 140 |. ,000 ,000
(2-tailed)
df 14 0 14 14
EBT 2005 Correlation ,451 ,996 1,000 ,827
Significance ,080 ,000 |. ,000
(2-tailed)
df 14 14 0 14
EBIT 2005 Correlation ,836 ,786 ,827 1,000
Significance ,000 ,000 ,000 |.
(2-tailed)
df 14 14 14 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Book
value Compr. value
31/12/ |earnings EBT EBIT 31/12/
2006 2006 2006 2006 2006

-none-* Market value Correlation 1,000 ,606 ,630 , 730 ,696
31/12/2006 Significance | ,010 ,007 ,001 ,002
(2-tailed)
df 0 15 15 15 15
Compr. earnings Correlation ,606 1,000 ,960 ,555 ,919
2006 Significance ,010 | ,000 ,021 ,000
(2-tailed)
df 15 0 15 15 15
EBT 2006 Correlation ,630 ,960 1,000 544 910
Significance ,007 ,000 |. ,024 ,000
(2-tailed)
df 15 15 0 15 15
EBIT 2006 Correlation , 730 ,555 544 1,000 404
Significance ,001 ,021 ,024 |. , 107
(2-tailed)
df 15 15 15 0 15
Book value Correlation ,696 ,919 ,910 ,404 1,000
31/12/2006 Significance ,002 ,000 ,000 ,107|.
(2-tailed)
df 15 15 15 15 0
|Book value Market value Correlation 1,000 -,121 -,012 ,683
31/12/2006 31/12/2006 Significance | ,655 ,965 ,004
(2-tailed)
df 0 14 14 14
Compr. earnings Correlation -,121 1,000 , 760 ,508
2006 Significance ,655 [. ,001 ,045
(2-tailed)
df 14 0 14 14
EBT 2006 Correlation -,012 ,760 1,000 ,463
Significance ,965 ,001 |. ,071
(2-tailed)
df 14 14 0 14
EBIT 2006 Correlation ,683 ,508 ,463 1,000
Significance ,004 ,045 ,071 |
(2-tailed)
df 14 14 14 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Book
value Compr. value
31/12/ |earnings EBT EBIT 31/12/
2007 2007 2007 2007 2007

-none-* Market value Correlation 1,000 ,258 ,295 ,353 , 792
31/12/2007 Significance | ,301 235 151 ,000
(2-tailed)
df 0 16 16 16 16
Compr. earnings Correlation ,258 1,000 ,994 ,454 ,682
2007 Significance ,301 |. ,000 ,058 ,002
(2-tailed)
df 16 0 16 16 16
EBT 2007 Correlation ,295 ,994 1,000 ,538 ,684
Significance ,235 ,000 |. ,021 ,002
(2-tailed)
df 16 16 0 16 16
EBIT 2007 Correlation 353 454 ,538 1,000 ,285
Significance ,151 ,058 ,021|. ,252
(2-tailed)
df 16 16 16 0 16
Book value Correlation ,792 ,682 ,684 ,285 1,000
31/12/2007. Significance ,000 ,002 ,002 252 |.
(2-tailed)
df 16 16 16 16 0
|Book value Market value Correlation 1,000 -,632 -,552 ,218
31/12/2007 3171212007 Significance | ,007 ,021 ,402
(2-tailed)
df 0 15 15 15
Compr. earnings Correlation -,632 1,000 ,988 371
2007 Significance ,007 |. ,000 ,143
(2-tailed)
df 15 0 15 15
EBT 2007 Correlation -,5652 ,988 1,000 ,490
Significance ,021 ,000 |. ,046
(2-tailed)
df 15 15 0 15
EBIT 2007 Correlation ,218 371 ,490 1,000
Significance ,402 ,143 ,046 |.
(2-tailed)
df 15 15 15 0

a. Cells contain zero-order (Pearson) correlations.

205



A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

Correlations

Control Variables Market Book
value Compr. value
31/12/ |earnings EBT EBIT 31/12/
2008 2008 2008 2008 2008

-none-? Market value Correlation 1,000 , 150 ,248 , 729 ,852
31/12/2008 Significance | 579 ,354 ,001 ,000
(2-tailed)
df 0 14 14 14 14
Compr. earnings Correlation ,150 1,000 ,990 414 -,033
2008 Significance 579 |. ,000 111 ,903
(2-tailed)
df 14 0 14 14 14
EBT 2008 Correlation ,248 ,990 1,000 ,497 ,090
Significance ,354 ,000 |. ,050 741
(2-tailed)
df 14 14 0 14 14
EBIT 2008 Correlation 729 414 497 1,000 ,619
Significance ,001 111 ,050 |. ,011
(2-tailed)
df 14 14 14 0 14
Book value Correlation ,852 -,033 ,090 ,619 1,000
31/12/2008 Significance ,000 ,903 741 ,011 |
(2-tailed)
df 14 14 14 14 0
|Book value Market value Correlation 1,000 ,341 ,329 ,491
31/12/2008 31/12/2008 Significance | ,214 ,231 ,063
(2-tailed)
df 0 13 13 13
Compr. earnings Correlation 341 1,000 ,997 ,554
2008 Significance 214 |. ,000 ,032
(2-tailed)
df 13 0 13 13
EBT 2008 Correlation ,329 ,997 1,000 ,565
Significance ,231 ,000 |. ,028
(2-tailed)
df 13 13 0 13
EBIT 2008 Correlation ,491 ,554 ,565 1,000
Significance ,063 ,032 ,028 |.
(2-tailed)
df 13 13 13 0

a. Cells contain zero-order (Pearson) correlations.
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Correlations

Control Variables Market Book
value Compr. value
31/12/ |earnings EBT EBIT 31/12/
2009 2009 2009 2009 2009

-none-? Market value Correlation 1,000 ,665 , 750 , 737 , 719
31/12/2009 Significance | ,005 ,001 ,001 ,002
(2-tailed)
df 0 14 14 14 14
Compr. earnings Correlation ,665 1,000 ,972 ,946 ,322
2009 Significance ,005 |. ,000 ,000 224
(2-tailed)
df 14 0 14 14 14
EBT 2009 Correlation , 750 972 1,000 ,982 442
Significance ,001 ,000 |. ,000 ,086
(2-tailed)
df 14 14 0 14 14
EBIT 2009 Correlation 737 ,946 ,982 1,000 427
Significance ,001 ,000 ,000 |. ,099
(2-tailed)
df 14 14 14 0 14
Book value Correlation ,719 ,322 ,442 427 1,000
31/12/2009 Significance ,002 224 ,086 ,099 |
(2-tailed)
df 14 14 14 14 0
|Book value Market value Correlation 1,000 ,659 ,693 ,684
31/12/2009 31/12/2009 Significance | ,008 ,004 ,005
(2-tailed)
df 0 13 13 13
Compr. earnings Correlation ,659 1,000 977 ,944
2009 Significance ,008 |. ,000 ,000
(2-tailed)
df 13 0 13 13
EBT 2009 Correlation ,693 977 1,000 ,978
Significance ,004 ,000 |. ,000
(2-tailed)
df 13 13 0 13
EBIT 2009 Correlation ,684 ,944 ,978 1,000
Significance ,005 ,000 ,000 |.
(2-tailed)
df 13 13 13 0

a. Cells contain zero-order (Pearson) correlations.
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ANNEX 3: RESULT GRAPHS OF THE CROSS CORRELATION ANALYSES®*
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% ST = book value; MFO = wealth value; PE = markatie.
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ST_BIF with MFO_BIF
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ST_CSEPEL with MFO_CSEPEL
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ST_EGIS with MFO_EGIS
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ST_EMASZ with MFO_EMASZ
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ST_FORRASTOE with MFO_FORRASTOE
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ST_FOTEX with MFO_FOTEX

O coefficient
1,077 = Upper Confidence Limit
— Lower Confidence Limit

r I | ﬂ —
8 * =0 O[oo
-D,S_ /\
-1,07
1 1 1. 1 1 1 1 T 1T 1T T 1T T T T 1
84 7 B -5 4 3 2 4 01 2 3 4 5 6 7 8
Lag Number
MFO_FOTEX with PE_FOTEX
O coefficient
1,0 == Lpper Confidence Limit
— Lower Confidence Limit
0,59
[ &)

”° uuuuuﬂuuu =0
05 //’\\

-1 0

Lag Number

217



A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

ST_FREESOFT with MFO_FREESOFT
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ST_GENESISNOVOTRAD with MFO_GENESISNOVOTRAD
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ST_KONZUM with MFO_KONZUM
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ST_LINAMAR with MFO_LINAMAR
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ST_MTELEKOM with MFO_MTELEKOM
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ST_MOL with MFO_MOL
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ST_NUTEXHUMET with MFO_NUTEXHUMET
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ST_PANNERGYPPLAST with MFO_PANNERGYPPLAST
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ST_PVALTO with MFO_PVALTO
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ST_RABA with MFO_RABA
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ST_SYNERGON with MFO_SYNERGON

O coefficient
1,077 = Upper Confidence Limit
— Lower Confidence Limit

ol HHH il
== 7

CCF

00
0,57 /\
-1,07
1 1 1. 1 1 1 1 T 1T 1T T 1T T T T 1
g 4 6 -5 4 3 -2 1 01 2 3 4 5 6 7 8
Lag Number
MFO_SYNERGON with PE_SYNERGON
O coefficient
1,0 == Lpper Confidence Limit
— Lower Confidence Limit
05 v
s
[ &)
[ &)

oL 1 H 1 _ O H._.
Ip-uo
o

-1 0

Lag Number

231



A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

ST_TVK with MFO_TVK
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ST_ZWACK with MFO_ZWACK
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ANNEX 4: VARIATIONS IN MARKET VALUE AND BOOK VALUE
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ANNEX 5: RESULTS OF THE CROSS CORRELATION ANALYSES OF

MARKET VALUE AND INDICATORS °°

ARF_ANY | ARF_BIF JARF_CSEPEL JARF_DANUBIUS
o 10] 0,318])- 4 0,334} 4 0,348
Fogyasztoi arindex
Munkanékiiliségi rata 31 0,279} - 0 -0,329
Allampapirpiaci - - - -
referenciahozam, 3 hoé _ _ _ _
Brent-olaj - - - 0 0,265
Arany - - - -
W1DOW 0] 0,346]- - 0 0,338
- - - 2 0,397
W5DOW 0] 0,353]- - 0 0,357
- - - 2 0,419
W5BSC 0] 0,365]- - 0 0,355
- - - 2 0,375
W5UTI 0] 0,282]- - 0 0,372
- - - 2 0,469
WS5EIN 0] 0,286]- - 0 0,347
- - - 2 0,417
W5CYC 0] 0,263]- - 0 0,346
1| 0,276}- - 2 0,44
W5NCY 0] 0,321}- - 0 0,317
- - - 2 0,373
W5ENE 0] 0,399]- - 0 0,389
- - - 2 0,256
W5HCR 0] 0,317]- - 0 0,363
- - - 2 0,362
W5IDU 0] 0,33]- - 0 0,342
- - - 2 0,471
W5TEC 0] 0,326]- - 2 0,332
WS5TLS 0] 0,284{- - 0 0,311
1| 0,251}- - 2 0,427
GDAXI 0] 0,2744- - 0 0,365
1| 0,269}]- - 2 0,383
CETOP20 - - - 0 0,329
- - - 2 0,384

%5 Fogyaszt6i arindex = consumer price index; MunKdiiségi rata = unemployment rate;
Allampapirpiaci referencianozam, 3 hé = 3-montlerefice yield of government securities; Brent-olaj

= Brent oil price; Arany = gold price.
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ARF_ECONET j ARF_EGIS | ARF_ELMU | ARF_EMASZ
Fogyasztoi arindex 6 0,315)- 3 0,28}
Munkanélkilliségi rata |- 4 0,307} -
Allampapirpiaci - o| -0,284}- -
referenciahozam, 3 ho - _ _ -
. 0 0,269] O 0,255]- -
Brent-olaj

Arany - - - 0 0,322
W1DOW 0 0,317} O 0,357}- -
W5DOW 0 0,306] O 0,405]- -
W5BSC 0 0,381] O 0,348]- -

W5UTI 0 0,257] O 0,442}- 0 0,343
W5EIN 0 0,321] O 0,424}- -
W5CYC 0 0,328] O 0,384} O 0,293]-
4 0,263]- - -
W5NCY 0 0,282] O 0,431] O 0,262]-
W5ENE 0 0,267] O 0,291}- -

W5HCR 0 0,279] O 0,488]- 0 0,294
W5IDU 0 0,275] O 0,361] O 0,258]-
W5TEC - 0] 0,359} -
- 3 0,276}- -

W5TLS 4 0,276} O 0,394]- 0 0,275
GDAXI 0 0,279] O 0,322}- -
CETOP20 0 0,282] O 0,454}- -
4 0,263]- - _
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ARF_FORRAS/T | ARF_FOTEX |ARF_FREESOFT
Fogyasztéi arindex 4 0,304y -
Munkanélkiliségi rata . . .
Allampapirpiaci - - 0 -0,283
referenciahozam, 3 h6 _ _ _
Brent-olaj - 0 0,345}
Arany - - 0 0,291
W1DOW 0 0,293] O 0,32] O 0,264
5 0,334]- -
W5DOW 0 0,269] O 0,307] O 0,282
5 0,344]}- -
WEBSC 5 0,334] 0 0,26}-
W5UTI 5 0,323] O 0,273] O 0,295
- - 6 0,282
WSEIN 0 0,298] O 0,346] O 0,304
5 0,324}- -
W5CYC 0 0,312} O 0,302] O 0,301
5 0,314}- -
WENCY 5 0,369] O 0,328]-
W5ENE - - 0 0,345
W5HCR 5 0,315 O 0,371] O 0,259]
W5IDU 0 0,303] O 0,301] 6 0,288
5 0,438]- -
W5TEC > 0,295} -
W5TLS 0 0,278] O 0,297] O 0,309]
5 0,29]- 6 0,295
GDAXI 0 0,265] O 0,34] 9 0,354
5 0,403 1 0,261)-
CETOP20 5 0,325 O 0,329] 6 0,263
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ARF_GENESIS=
NOVOTRAD ARF_KONZUM | ARF_LINAMAR
Fogyasztoi arindex 0 0,389
Munkanélkuliségi rata .
Allampapirpiaci 2 -0,327
referenciahozam, 3 h6 -
. 2 0,258] 0 0,551
Brent-olaj
2 0,255
0 -0,287] O 0,253
Arany
1 -0,339]
W1DOW 0 0,252 0 0,303
2 0,424
W5DOW 0 0,312
2 0,424
W5BSC 0 0,348
2 0,36
WS5UTI 0 0,325
2 0,37
WS5FIN 0 0,316
2 0,408
W5CYC 0 0,264
2 0,42
WENCY 0 0,265
2 0,419|
W5ENE 0 0,397
2 0,277
W5HCR 2 0,412
W5IDU 0 0,264 0 0,252
2 0,473
W5TEC 1 0,279
2 0,353
WS5TLS 0 0,261
2 0,475
GDAXI 0 0,313 1 0,461
2 0,307
CETOP20 0 0,262
2 0,399]
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ARF_MTELEKOM JARF_MOL JARF_NUTEX=HUMET
Fogyaszt6i arindex 2 0,37512 0,258}
Munkanélkiliségi rata 6 0,36916| 0,354}
5 0,346] 4 0,325]-
Allampapirpiaci 0 -0,375]0| -0,526]-
referenciahozam, 3 ho - _ _
. 0 0,331} 0 0,581}-
Brent-olaj
2 0,275)- -
Arany - 0 0,264}-
W1DOW 0 0,43910 0,656 0 0,275
2 0,277} -
W5DOW 0 0,411)]0 0,722]0 0,29
2 0,309] 2 0,334}-
W5BSC 0 0,402]0 0,698]-
2 0,284} 2 0,293]-
W5UTI 0 0,441]0 0,73]0 0,251
2 0,379] 2 0,349]-
WS5EIN 0 0,441}]0 0,712]0 0,283
2 0,315) 2 0,286]-
W5CYC 0 0,433]0 0,671]0 0,291
2 0,286] 2 0,309]-
W5NCY 0 0,414} 0 0,686] 0 0,271
2 0,308] 2 0,341}-
W5ENE 0 0,401 0 0,708]-
W5HCR 0 0,422]0 0,662]0 0,288
2 0,308] 2 0,281}-
W5IDU 0 0,348] 0 0,663]0 0,288
2 0,311)2 0,355]-
W5TEC 0 0,281} 0 0,6]0 0,32
- 2 0,336] 1 0,28
W5TLS 0 0,386} 0 0,648] 0 0,298
1 0,275) 2 0,299]-
GDAXI 0 0,373]0 0,534} 0 0,284
CETOP20 2 0,_'“:)4; 0 0,722]0 0,26
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ARF;;:‘LN A’\‘SEF GY ARF_PFLAX JARF_PVALTO
Fogyasztoi arindex : : :
Munkanélkiliségi rata : : :
Allampapirpiaci - _ 3
referenciahozam, 3 ho _ _ 3
Brent-olaj _0 0,279 : :
Arany : : :
W1DOW 0 0,375} -
W5DOW 0 0,423]- _
W5BSC 0 0,414|5 0,312}-
WS5UTI 0 0,354]5 0,348]-
W5FIN 0 0,415}- -
W5CYC 0 0,382]- -
W5NCY 0 0,423|5 0,301}-
WS5ENE 0 0,322]- _
WS5HCR 0 0,415 0,327]-
W5IDU 0 0,452|5 0,283|-
WS5TEC 0 0,375} 2 0,326]-
W5TLS 0 0,28]5 0,297]-
GDAXI 0 0,339]5 0,272|-
CETOP20 0 0,351} 5 0,281}-

252



A study of factors influencing the deviation beémecompanies’ market value and book value in Hungar

ARF_PHYLAXIA JARF_RABA RARF_RICHTER
e 3 0,51714 0,396)-
Fogyasztéi arindex
4 -0,349}- -
Munkanélkiliségi rata 6 0,435)- 4 0,321
5 0,367]- -
Allampapirpiaci 10 0,615]0 -0,336] 0 -0,36
referenciahozam, 3 h6 8 -0,327|- -
. 3 0,394]0 0,324} 1 0,314
Brent-olaj
Arany - - -
W1DOW - 0 0,535 0 0,488
- 1 0,351}-
W5DOW 4 0,283]0 0,51910 0,504
- 1 0,283]-
W5BSC - 0 0,542]0 0,421
- 1 0,268]-
W5UTI - 0 0,49] 0 0,553
- 2 0,258]-
W5EIN 4 0,33]0 0,527]0 0,511
- 1 0,278
W5CYC 4 0,305} 0 0,472]0 0,532
- 1 0,298]-
W5NCY 4 0,339]0 0,507]0 0,531
- 1 0,297]-
W5ENE 3 0,276 0 0,428 0 0,46
W5HCR 4 0,268 0 0,4710 0,686
W5IDU 4 0,31]0 0,517]0 0,456
- 1 0,302}-
W5TEC 1 0,291]0 0,363]0 0,388
5 0,321)- 4 0,273
W5TLS - 0 0,438] 0 0,549]
- 1 0,355)-
GDAXI 1 0,258] 0 0,503} 0 0,537
4 0,351]1 0,32]-
CETOP20 1 0,293]0 0,465] 0 0,628
4 0,303} 1 0,261}-
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ARF_TVK J ARF_ZWACK JARF_SYNERGON
s 4] 0,276]0 0,273]-
Fogyasztoi arindex
Munkanélkiliségi rata 6 0,335) .
5| 0,268]- -
Allampapirpiaci o] -0,25]0 -0,302]-
referenciahozam, 3 h6 1| -0,261]1 -0,276]-
. 2| 0,439]0 0,417]0 0,277
Brent-olaj
Arany - - -
W1DOW O 0,453}0 0,362]0 0,413
1] 0,386]1 0,363]-
W5DOW Ol 0,362]0 0,461]0 0,406
3] 0,398]1 0,297] 2 0,306
W5BSC Ol 0,317}0 0,489] 0 0,383
3] 0,425]1 0,344]-
WS5UTI Ol 0,392J0 0,53]0 0,403
2| 0,409]1 0,289] 2 0,287
WS5EIN Ol 0,382})0 0,438] 0 0,456
3] 0,377]1 0,29] 2 0,261
W5CYC Ol 0,399]0 0,389]0 0,41
3] 0,364]1 0,289] 2 0,292
W5NCY Ol 0,354}0 0,446] 0 0,406
3 0,41 0,309] 2 0,256
W5ENE 3] 0,303]0 0,445]0 0,306
2| 0,276} 2 0,289]
W5HCR 0| 0,358]J0 0,453]0 0,404
3] 0,371]1 0,294] 2 0,294
W5IDU 0| 0,378}0 0,485]0 0,385
3] 0,377]1 0,292] 2 0,329
WS5TEC Ol 0,297}0 0,285]0 0,306
3] 0,402}- 2 0,322
W5TLS 0| 0,302)0 0,368] 0 0,359]
1| 0,321} 2 0,309}
|
GDAX| Ol 0,469]0 0,297]0 0,399
1| 0,297]1 0,328]-
CETOP20 0 0,47]0 0,289] 0 0,479
2| 0,313} -
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ANNEX 6: DIAGRAM SHOWING THE COVARIANCE OF THE INDIVIDUAL
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