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Abstract

Earnings are widely used in stock assessments and evaluate the 
performance of management and the debt is used. So it is important 
profit forecast and investors Based on this information for sales or 
stock keeping decide. Them, based on profit forecasts in their pricing. 
So important is the ability to profit forecasts and investors in their 
decision-making. The aim of this study was to determine the 
relationship between economic performance measurement and profit 
forecasts at companies listed on Tehran Stock Exchange has taken 
place. For this purpose, three hypotheses, and the relationship between 
economic value added, market value and cash value added was studied 
with profit forecasts. Data needed to test the hypothesis, the financial 
statements of 170 listed in the Tehran Stock Exchange during the 
period from 1387 to 1393 and collected via the official website of the 
Stock Exchange and after data preparation software in Excel, analysis 
and hypothesis testing was done by software Eviews8. To test the 
hypothesis of this study is to estimate the model, the model using panel 
data of listed companies in Tehran Stock Exchange and multivariate 
regression analysis estimated. The results show that of economic value 
added and market added value have significant positive correlation 
with earnings forecast, the results show that significant cash value with 
no earnings forecast.

Keywords: Economic Value Added, Market Value Added, Cash Value 
Added, The Earnings Forecast.

Introduction

Timeliness earnings in the accounting literature with the amount of 
information available is higher than in the profits reported expression 
is evaluated. The lack of reported accounting earnings valuable and 
timely information for decision-making investment. Profit forecasts 
show the entrepreneurial talent is a company's profit in predicting 
future changes. Investors accounting information to study and predict 
the performance of a company are its future prospects. Therefore, 
disclosure of information which investors and financial analysts the 
company needs to be able to have better prediction of future 
perspective of the company. In fact, earnings predictability, the ability 
of investors to predict future earnings is included so the extent of this 
capability to benefit from predicted higher profits in the future would - 
unit profit is the closer. The profit forecast represents the ability of 
investors to predict future changes in a company's profits.
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On the other hand, create value and increase shareholder 
wealth over the long term as the most important companies 
align goals and increase wealth will be achieved only as a 
result of favorable performance. Since the economic 
performance measurement is due to its association with 
wealth created for shareholders is more efficient criteria for 
evaluating company performance. According to the 
encyclical, the present study the influence of economic 
criteria for evaluating the performance and predictability of 
profits of listed companies on Tehran Stock Exchange has 
taken place.

Literature Study

Assess the financial performance of the factors that has long 
been in the field of management, financial management, 
management accounting and economics have been 
addressed. Bhtnasb advances in every area of ​​technology 
and information growth and complexity of industry and 
trade, new methods for assessing the company's financial 
performance is raised.

To evaluate performance of business units and different 
criteria have been proposed indicators. One of these new 
standards, economic value added. The benchmark for the 
first time by a management consulting firm Stern Stewart to 
name is mentioned. Stewart believes that other elements of 
the measure and assess performance such as profits, 
earnings per share, dividend per share and measured 
indicators are not perfect and economic added value 
compared to them is more and more feasible because of 
economic added value created for shareholders is due to its 
association with wealth efficient criteria for evaluating the 
performance of the company.

A recent innovation in the field of evaluating the 
performance of internal and external professional events, 
create a standard dividend of surplus (net operating cash 
interest expense minus cash) is known as cash value added. 
As a starting point, claims the inventor and main supporting 
(1996) operating profit and net profit and the earnings per 
share. Growth of the company's performance metrics are 
misleading and the best measure of performance as it is 
applicable, the cash value added.

Therefore, this study aimed at evaluating the performance of 
the influence of economic criteria (economic value added, 
market value added and cash value added) and the profit 
forecast is based on listed companies in Tehran Stock 
Exchange. In fact, we sought to examine the issue whether 
due to new criteria for assessing the profitability of the 
company can be predicted or not?

Krayzs and Nastazys (2007 ) explain the content of the 
information to check the strength and relative economic 
value added increased in comparison with accounting 
variables (net revenue and operating income ) on stock 

returns and value-added market companies in Greece 's 
capital market. The results showed that the relative 
information content and increasing net income and 
operating income, compared to market value and economic 
value better explain.

Asdkhan et al (2012) study on the relationship between 
stock returns and economic value in comparison with other 
variables such as net income and operating cash flow in the 
capital market of Pakistan that the results of their study 
showed that the share of operating cash flow compared with 
greater economic value and there is a negative relationship 
between EVA and stock returns.

World et al (2013) study examined the relation between 
Tobin's Q and economic added value with their profit 
forecast error. The study of 106 companies listed in Tehran 
Stock Exchange during 2004 and 2010 have been used. To 
test the hypotheses of multivariate regression model was 
used. The findings show that there is an inverse relationship 
between Tobin's Q and profit forecast error, the results show 
that there is an inverse relationship between the value-added 
economic and earnings forecast error.

Shvbyta (2014) study on value-added content and interest 
payments remaining on the Stock Exchange Jordan. In this 
study, data from 39 companies listed on the Stock Exchange 
Jordan in 2002 and 2010 have been used. The results show 
that the economic added value greater ability to predict 
yields and stock prices relative to earnings and free cash 
flow is.

Hypotheses

1.  The economic added value and predictability profits of 
listed companies on Tehran Stock Exchange there is a 
significant relationship.

2.  The value added markets and predictability profits of 
listed companies on Tehran Stock Exchange there is a 
significant relationship.

3.  Cash and predictable earnings between the added value 
of listed companies in Tehran Stock Exchange there is a 
significant relationship.

Methods

This study is a quantitative research that uses scientific 
method and experimental verification, and based on pre-
defined hypotheses and research projects done. This 
category is used when research is a quantitative measure of 
data, and statistical techniques are used to extract results. In 
order to collect data and information, the library method is 
used. The collected data and theoretical study of books, 
magazines and specialized sites have been used Persian and 
Latin. The companies also plan required information 
through the application process and the official website of 
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the Stock Exchange have been collected. Finally, the data 
using Excel software is ready and then use the software 
Eviews8 final analysis is conducted.

The Statistical Population, Sampling and Sample

All Companies listed on Tehran Stock Exchange, constitute 
the research population and hypotheses considered in 
relation to the population studied and tested. Because of the 
breadth and volume statistics and some inconsistencies 
among members of the community, the following conditions 
have been subjected to a statistical sample selection.

1.  All participants must be present before 1387 and by the 
end of 1393 in exchange of their shares were traded in 
the stock exchange.

2.  During the years 1387 to 1393 should have considerable 
operational interruptions.

3.  Fiscal year has not changed over the years and the 
information required for extracting data is available.

4. Companies are banks and financial institutions, 
investment companies and holding companies and 
leasing intermediary and not because they have 
different reporting structure.

5.  Their fiscal year 1/1 to 29/12 (the beginning of the year).

Given the limitations outlined above statistics are ultimately 
the systematic elimination of 170 companies were selected 
as examples.

Model Test Research Hypotheses

To test the hypothesis multivariate regression model is used.

In the model: EVA= economic Value Added, MVA= market 
value added and CVA= Cash value added (independent 
variables), SIZE= size of the company, LEV= financial 
leverage and GROW= company growth (the control), 
EARN= net income before unusual items (variable 
adjustment) and        cash flows for anticipated profits 
(dependent variable).

Measured Variables

Independent Variables

 Economic Value Added:

Since investors are responsible for providing financial 
resources and incur the risk reward trade are expected, 
operating profit of the company must create value for 
shareholders, exceed the cost of capital. This is the 
underlying philosophy of economic value added, expressed 
through the following equation:

EVAt=NOPATt-(WACCt x Capital t-1) 

EVA= Economic Value Added

Capital= Capital employed was

NOPAT= Net operating profit after taxes

WACC= Weighted average cost of capital

To calculate the cost of capital rate used is the weighted 
average cost of capital for companies listed on the Tehran 
Stock Exchange is calculated as follows:

WACC=(Wd*Kd )1( -t) ( + Ws*Ks) 

where in:

Wd and Ws = The weight of debt and equity normal

Kd  and kS = The rate of cost of debt and cost of equity rate 

were normal.

t= Tax rate

 Market Value Added:

Market value added shows how the company has 
successfully applied its funding opportunities and future 
profitability is anticipated and planned. Market value added 
can be obtained from the following equation:

MVA= Market Value - Working capital used in the enterprise

Market Value= (Market price per share) (number of shares 
outstanding by)

Working capital used in the enterprise= Book value of equity 
+ The book value of debt

 Cash Value Added:

Cash added value, surplus cash is said that after deducting 
the cost of capital is obtained cash from operating cash 
profits. Sometimes this surplus cash, cash dividend refers.

CVA= Cash cost of capital - Operating cash profit after tax

Cash cost of capital= Interest payments + Dividends paid

The operating cash interest, cash from operating activities in 
the cash flow statement has been prepared according to 
accounting standards (2) of Iran. In summary:

Operating cash dividend= Profit (operating losses) + 
Commitments + Non-cash expenses

Dependent Variable.

 Ability to profit forecasts:

The profit forecast, using a baseline regression slope 
coefficient between the current interests of future cash flows 
and the ability to predict future cash flows shows the 
earnings numbers, has been tested. The profit forecast model 

68



www.pbr.co.in

Pacific Business Review International

is presented as follows:

CFO it+1, Cash flow from operations is the company i in 
year t + 1. EARN, Net profit before extraordinary items for 
company i in year t. An important and positive sign for β1, 
suggesting more of a profit forecast, while a significant 
negative sign for β1, a forecast of lower profit.

Control Variables

 Size of the company:

By total assets at the end of the fiscal year are calculated. To 
increase the variables in the model used the logarithm of 
total assets.

 Financial Leverage:

This variable is the ratio of total assets to total liabilities to be 
measured.

 Company growth:

In this study, to measure the company's sales growth, the 
difference between total sales and total assets of the end of 
the last financial end of the current period, divided by the 
sum of the previous period are used.

Results Research

Descriptive Statistics

In this study, using the raw data, the calculated variables and 
the dependent and independent variables of the study was 
descriptive statistics including mean, median, maximum, 
minimum, and standard deviation is calculated research data 
in table (1-1) is provided. The amounts mentioned overview 
of the research will provide data distribution.

Regarding the variable of future cash flows can be observed 
an average of 811897 and this shows that the majority of data 
on these variables are around this value. 481069 middle of 
this variable and variable data suggests that about half of this 
amount and half were less than this amount. Standard 
deviation of 0.19 was obtained, which shows that the 
fluctuation of data round the average was 19 hundredths. 
Other variables are also interpreted in this way.

Correlation Coefficient

Correlation study, statistical tool that can be used by the 

degree to which a variable to another variable in terms of the 
related line is measured. Correlation between the variables 
in Table (2-1) is provided. The correlation coefficient 
between independent variables used in a model not to 
excess. Because the correlation between the independent 
variables in a regression model is corrupt. According to the 
table if a significant level of correlation between two 
variables (p-value) is less than 0.05 correlation between two 
variables significant at the 5% level and if it is less than 0.01 
correlation between two variables is significant at 1%.
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The Model by Pooling Data

To test sections for different time periods combined data 
model, the F -Limer test (Chow) is used. As the table ( 3-1 ) 
can be seen , the results of this test Chow test the null 
hypothesis that the intercept is similar in all of them, for 

models of research has confirmed the strong ( error level of 5 
% ). Therefore, panel data estimation method (Pooled data) 
model to test hypotheses, is a more appropriate option. 
According to this method, all the data together and by 
ordinary least squares regression (OLS) estimates.
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As a result of the Research Model Test The results of the study model combines the data in the table 
(4-1) can be expressed as follows:

Coefficients of regression and the significance of test results 
for the years 1387 to 1393 in Table (4-1) is visible. As can be 
seen in the table, the F statistic is significant at 95 %. So, it 
follows that The model was significant and independent 
variables and the dependent variable of the model is able to 
explain their control. In addition, the adjusted coefficient of 
determination of the test model, was 0.79. This figure shows 
that approximately 80% of the dependent variable, ie the 
earnings forecast, due to the independent and control 
variables in the model, and 20 percent of its changes caused 
by other factors.

To check the remaining autocorrelation Durbin-Watson test 
was used in the model. The results coincide with the 
estimates obtained by regression in the software Eviews. 
The second is desirable for its lack of solidarity. If this 
statistic is between 1.5 to 2.5, autocorrelation in the model 
error values ​​can be rejected. Durbin -Watson statistic 
regression models in Table ( 4-1 ) is visible, is 1.93. 
According to the Durbin-Watson statistic obtained by the 
autocorrelation in the model error values ​​can be rejected.

Significant test of the coefficients is the same thing that the 
researcher is looking for. In fact, this test is a significant 
addition to identifying factors to its effect on the dependent 
variable coefficients as sets. Statistics to determine the 
significance of coefficients, t -test statistic is.

The first hypothesis

According to the results table (4-1) statistics related to the 
independent variable t interactive coefficient of profit and 
economic value added (earneva) and its significance level 

(p-value) were, respectively, 4.02 and 0.00. Given that a 
significant level considered for this study is 05/0 , so 
changing economic value have a significant effect on the 
profit forecast and the first research hypothesis is confirmed 
in the 95% confidence level . Variable coefficient (earneva) 
is positive. As a result, the type of relationship between the 
economic value and the expected profit is positive and direct 
relationship.

The second hypothesis

According to the results table (4-1) statistics related to the 
independent variable t interactive coefficient of profit and 
market value added (earnmva) and its significance level (p-
value), respectively, 2.49 and 0.01, respectively. Given that 
a significant level considered for this study is 05/0, so 
variable market value had a significant effect on the profit 
forecast and the second study also confirmed the 95% 
confidence level. Variable coefficient (earnmva) is positive. 
As a result, the relationship between the market value and 
the profit forecast is positive and direct relationship.

The third hypothesis

According to the results table (4-1) statistics related to the 
independent variable t interactive coefficient profit and cash 
value added (earncva) and its significance level (p-value) 
were, respectively, 1.32 and 0.18. Given that the level of 
error for this study 05/0 was intended, so the relationship 
between the cash value and cannot be confirmed profit 
forecasts the third research hypothesis at 95 % and therefore 
will not be approved. Variables also control the size, growth 
and financial leverage increases the predictability of profit.
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Conclusion

The Results of the First Hypothesis

According to the test and analysis of regression, and as 
shown in Table (4-1) is observed, we concluded that the 
positive correlation between economic value and earnings 
predictability, the type of relationship between the economic 
value and the expected profit is positive and direct 
relationship . In other words, by increasing the value-added 
economic benefit will also increase predictability.

Today, due to the low quality of financial reporting and the 
related lack of information environment, have been 
criticized. This is the traditional criteria such as profit to be 
rethought. One of the criteria recently as an alternative to 
profit the companies, accounting environments academic 
and policy makers' economic value added is located. 
Economic Value Added is defined as operating income 
minus the cost of capital that is used to create it. In 
measuring performance based on traditional accounting 
profit, the only costs to be financed through debt, while in 
the calculation of economic value added, cost of debt and 
equity financing, both considered. As the first research 
hypothesis test results showed a positive relationship 
between EVA and profit forecasts and there is significant 
potential, so it could be argued that the economic value 
added Stewart is one of the best criteria to evaluate the 
performance was approved.

Second Hypothesis Results

According to the test and analysis of regression , and as 
shown in Table (4-1) is observed, we concluded that the 
positive correlation between market value and earnings 
predictability, the type of relationship between the market 
value and the profit forecast is positive and direct 
relationship. In other words, by increasing the market value, 
also increased earnings predictability.

Investors profit status by examining the firm's investment or 
disinvestment decisions. Performance evaluation and 
reward their managers enamel profit is calculated based on 
it. Therefore, understanding the factors that affect the 
predictability of profit, provides useful information to 
management and shareholders. The market value of a 
company is equal to the present value of all economic value 
added or residual profits that are expected to be created in the 
future. According to EVA, internal criteria for evaluating the 
performance of managers is to create added value market as 
a result of external criteria. As the second hypothesis test 
results showed that, between the market value and the profit 
forecast is positive and significant relationship; so one could 
argue that the market value added Stewart is one of the best 
criteria to evaluate the performance was approved.

The Third Hypothesis Results

According to the test and analysis of regression, and as 
shown in Table (4-1) can be seen, to the conclusion that the 
value added there is no significant relationship between cash 
and earnings predictability, in other words, by increasing the 
value added of cash, earnings predictability does not change.

The concept is very similar to the cash value added 
economic value , with the difference that the economic value 
of the wealth created by a company over a period of financial 
estimates, but the added value of cash , cash only part of it is 
calculated. . In other words, the cash value added economic 
value that its non-cash items have been removed  As the 
results of three studies showed hypothesis, the cash value 
and the profit forecast no significant relationship; so we can 
say the overall economic value and market value added to 
the cash value added to profit forecasts provide a better 
indicator.

Research Proposals

Proposals in Line with Results

According to the results and review of the literature, the 
following recommendations to investors, corporate 
executives, agency and brokerage of securities offered:

1.  Profit behavior over time is of utmost importance. 
Investors to check the status of the company's 
profitability to investment or disinvestment decisions. 
So, understanding the factors that affect the 
predictability of profit, provides useful information to 
management and shareholders. As the results showed 
that EVA and MVA has a significant positive correlation 
with earnings forecast, so the investors are suggested to 
pay special attention to these two indicators to assess 
their performance.

2.  According to information capabilities and increasing 
the content of EVA and MVA in assessing and 
evaluating the performance of companies, investors and 
shareholders are recommended the results of this 
indicator in conjunction with other indicators of 
accounting simultaneously for performance assessment 
of managers and companies use their real value. To 
discontinue the use of the results of these studies will be 
useful in decision-making processes of managers.

3.  Preparation for value-added financial report, along with 
other financial information user's access to information 
beyond profits and cash flows provides information and 
they can use this measure in conjunction with other 
financial measures to assess performance and in 
particular assess the company's performance and 
financial benefit analysis. The drafters of accounting 
standards and the Stock Exchange can require 
companies to provide cost-benefit report to check for 
added value.
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Future Research Proposals

Based on the results of research and to promote the use of 
value added measure orientation of investors, shareholders 
and managers with these criteria and identify other aspects 
of the impact of these criteria on the performance of firms, 
other complementary studies are suggested in the following 
areas:

1.  Examine the relationship between performance 
evaluation of other economic measures (including 
adjusted EVA, etc.) with the ability to profit forecasts.

2.  Comparison of traditional performance evaluation 
criteria and economic criteria for evaluating the 
performance of the earnings forecast.

3.  Check the relationship between economic performance 
measurement and smoothing in the companies listed on 
the Tehran Stock Exchange.

4.  Use as a measure of economic value added and market 
value added bonuses of directors and its effect on the 
future performance of companies.
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