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ABSTRACT

This study compares the incremental value relevance of net assets, earnings and
dividends to investigate their relationship with equity price in Colombo Stock
Exchange (CSE) from 2002 to 2011, in previous many studies As the Ohlson (1995)
model empirically fits in many markets that seem to have informational efficiency in
developed countries, therefore The S&P SL 20 (standard & poor’s Sri Lanka 20) best
performances companies have been selected to the sample representing in the Sri
Lankan share market. The S&P SL20 currently represent 54% of the total Sri Lanka
share market. Moreover, this study is motivated by reformulating the QOhison (1995)
model for explaining the equity price with the incremental relevance of accounting
variables this is the major objective of this study and the research question is also

raised with the informational role of such accounting variables.

Previous studies indicate that the fundamental analysis of utilizing accounting
variables for explaining the equity price become possible in an informational efficient
market. 1f the market is inefficient or having weak for efficiency, there is no
significant consideration on accounting variables for explaining the equity price as
Ohlson (1995) indicates. The results for the entire time span reveal All independent
variables {(net assets,eamings and dividends) have incrementally positive significant
value relevance for explaining the equity price at the 1% level. However, the year-
wise and sector-wise incremental results reveal that there is inconsistency among the
variables for explaining the contemporaneous equity price. This implies that net
assets, earnings and dividends have no incremental sufficient relevance for explaining

the equity price in the Sri Lankan stock market.

The results of dividends reveal a positive significant incremental relevance, beyond
earnings. This is inconsistent with the assumption of Ohlson (1995) that current
earnings can be the proxy for future earnings, since this study reveals that dividends,
instead of current earnings, act as the proxy for future earnings.

The results implies inconsistently between multiple regression and single linear
regression analysis, However, the results are consistent for multiple and single effect,
thus indicating that Sri Lankan stock market is possibly of weak form efficiency, as
indicated by Abeyratna and Power (1995) and Samarakoon (1998
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