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Abstract 
Forecasting plays an important role in making economic decisions. In this regard, the Securities and Exchange 
Organization obligates stock exchange companies to forecast the future profit on every share. The main objectives 
of this research are discussing fair value and precision of forecasting analysis. To determine the sample in the 
current research we have not used any equations for sampling or size estimation. Instead we have used an 
elimination method. Using Cochran’s test 152 companies were selected as sample. In this research multivariate 
regression is used by employing compositional and cross-sectional data. For statistical analysis and testing 
research hypotheses, we have applied descriptive and inferential statistical methods. At first we used descriptive 
statistics to explain and describe demographic characteristics of the data and then classical regression hypotheses 
were examined to estimate parameters and for the examination of the testing of research hypotheses. We also 
have used E-views software for descriptive analysis of data and testing hypotheses and extracting regression 
model and the results of the analysis confirmed both hypotheses about the relation between precision of analysts’ 
forecasting and fair value severity and the one between precision of analysts’ forecasting and the level of fair value 
measurement. 
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1. Introduction 
Profit is the difference between costs and revenues 
which is calculated by using accounting principles 
where costs include internal costs of running 
operations and the economic profit shows the 
difference between revenues and costs including 
both implicit and explicit costs. Implicit costs are 
essential costs that assure corporate finance. They 
are also called Capital Expenditure. First thing that 
every trading company does is providing funds and 
then investing them in their business. People 
providing these funds may be the owners of the 
business, entrepreneurs or shareholders. The 
amount of these funds depends on two factors: 
time and value of money. Economic and financial 
relations have existed since the creation of 
mankind and led to trade exchanges. Small 
communities were born as time passed by. The 
more these communities grew and progressed, the 
more complicated their economic relations 

became. With the emergence of big companies 
arguments about separation of ownership from 
management and conflict of interest among 
owners and managers were formed due to which 
the evaluation of company and managers’ 
performance were brought to attention [1] 
Today, maximizing the shareholders’ wealth is the 
main objective of every enterprise. Investors in the 
capital market are always looking for high profits. 
They buy stocks that they consider to be the best 
which have the most profit and interest. 
Performance evaluation system can measure and 
determine how much managers have performed to 
increase the wealth of successful shareholders. 
Performance evaluation system is a process 
designed to raise awareness of the organizations’ 
performance and to provide feedback on how to 
improve it. Hence the establishment of a system for 
monitoring and evaluation is critical for the 
effective implementation of the organizations’ 
strategies [2].  
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There are appropriate benchmarks for measuring 
stock value and judging company’s performance. 
Failure to use these benchmarks for measuring 
stock value and judging company’s performance 
might prevent the company from ever reaching its 
real value. It might also result in losses for a group 
of stock buyers and profits for another. There are 
two types of criteria to determine the value of 
performance by. One is based on accounting 
models and measures the stock value of the 
company by multiplying profit by price-to-
earnings and the other is based on economic 
evaluation models [1]. 
Using traditional evaluation criteria like corporate 
profit, earnings per share, return on equity, return 
on assets, cash flow and the like in the capital 
market has been customary for many years. Only 
accounting profit is considered in the traditional 
performance evaluation and it is not a desirable 
approach considering the costs for corporate 
capital resources. One of the newest evaluation 
criteria is the economic value added. Based on this 
criterion, the value of the company depends on the 
returns and capital costs of the company. So the 
difference between economic value added and the 
traditional evaluation criteria is that the first 
approach tries to consider all financing costs [3].  
Entrepreneurship is a new business perspective in 
today’s competitive business environments. It has 
gained meaning since the beginning of the third 
millennium and the success of companies depends 
on it. The importance of entrepreneurship has led 
to a widespread discussion of this issue in financial 
literature. Entrepreneurship is a new approach in 
financial literacy. The criteria for maximization of 
the company’s value took the place of approaches 
that were based on maximum profit accounting 
indicators like return on equity, return on 
investment, earnings per share, etc. The economic 
value added is an indicator and one of the criteria 
that maximize the shareholders’ value. Economic 
value added is one of the most comprehensive 
indicators of performance evaluation because it 
considers all the costs of a business including the 
cost of opportunity [3]. 
Since stock market value has high volatility and 
due to the importance of capital costs of companies 
accepted by the Securities and Exchange 
Organization in Tehran, in this research, we try to 
study and analyze the economic value added and 
its impact on accounting profit. Then we check 
whether the economic value added and the return 
on investment affect the stock market of 
companies accepted by the Securities and 
Exchange Organization in Tehran or not. 
  
2. Research background 
A study (Argiles, et al., 2018) that investigates the 
effect of fair value on analysts’ behavior by using a 

large and generalized sample of US companies. By 
using the measure of the fair value of firms, we 
provide evidence that firms with higher fair value 
ratios with more precise anticipation of the 
analyst's income are the main source of massive 
deceptive behavior. In addition, by mentioning the 
necessity of statement of financial accounting 
standards a meaningful positive correlation was 
found between the precision of analysts’ 
forecasting and the measurement of level one and 
two of the fair value. The results of the research 
show the effect of the fair value of accounting, 
showing the effect of the fair value of accounting 
on the higher than the significant participants in 
the capital market [4]. 
A research (Ayres, Et al., 2017) has investigated 
the correlation between economic value added and 
the evaluation criteria of 450 medium-sized 
companies in the US. The results of the research 
showed that the explanatory power of market 
value added is more than other criteria such as 
capital growth, return on investment, earnings per 
share and cash flow. Regression analysis results of 
market value added and the criteria of the study 
show that economic value added with 61 per cent 
correlation has the highest correlation with market 
value added. Finnegan also said that economic 
value added has more power than other criteria 
[5].  
Another research (Magnan, Et al., 2015) 
investigates the explanatory power of market 
value added and its fluctuations among other 
variables like the economic value added, return on 
assets, return on equity, interest per share and net 
profit. For this purpose, a sample of 100 companies 
was investigated. The results of this study indicate 
that the economic value added has a bigger impact 
on market value added fluctuations compared to 
return on assets, return on equity, interest per 
share and net profit [6]. 
In another research (Panigrahi, Et al., 2014) the 
effects of economic value added on maximizing the 
profitability of shareholders were investigated. By 
studying 28 companies active in the field of foreign 
trade finance and using data that have a proven 
track record in accounting they concluded that 
(2003-2012) there is a positive and significant 
relation between economic value added and the 
maximization of the shareholders’ profitability. In 
this research it is advised by a number of financial 
managers to pay more attention to EVA criteria to 
increase shareholders’ profitability [7].  
According to (Lohman, Et al., 2004) performance 
evaluation is a process that helps managers in 
achieving their goals and strategies. Therefore 
selecting a suitable performance evaluation 
criterion and using them to reach corporate goals 
has increased the significance of this subject [3] 
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Fernandez also conducted a study in 2002 to 
examine the relationship between the economic 
added value and the wealth created for 
shareholders. His sample comprised of 269 
companies. He concluded that the correlation 
between the economic added value and the wealth 
created for shareholders is merely 17.66 per cent. 
60 companies had negative economic value added 
and positive wealth created for shareholders while 
64 had positive economic value added and 
negative wealth created for shareholders. 
Eventually he concluded that economic value 

added cannot measure the wealth created for 
shareholders [8]. 
  
3. Descriptive study of the research data 
In this section to enter the data analysis level, the 
descriptive statistics of the data including 
central indexes, indexes of dispersion, skewness 
and Jarque and Bera test which determines normal 
distribution of waste have been calculated and the 
results are presented in the table below. 
 

  
Table 1: Research variables  

Number Name of the variable Symbol Type 

1 
Difference between the company i’s projected earnings per 
share and the actual reported earnings per share in t period, 
measured by the company i’s annual stock price 

ACCURACYit Dependent 

2 Combination of Total fair value and fair debt FV_INTENSITYit Independent 
3 Common logarithm of total assets SIZEit Independent 

4 Dummy variable equals 1, if the net income is less than zero in 
t period. Otherwise its zero. LOSSit Independent 

5 The standard deviation of  corporates’ returns. EARN_VOLATILITYit Independent 
6 Corporate debts to corporate assets LEVERAGEit Independent 
7 The value of the company’s stock market and debts MKTBKit Independent 
8 Number of business companies SEGMENTSit Independent 
9 Number of unique analyst’s FOLLOWINGit Independent 

10 The absolute value of the difference between current earnings 
per share in t period and last years’ earnings per share EARN_MOMENTUMIT Independent 

11 Total value of assets and debts by the value of company’s 
assets LVL_ONE_INTENSITYit Independent 

12 Total value of assets and debts, scaled by accounting value of 
company’s assets 

LVL_TWO_INTENSITYit Independent 

13 Total value of assets and debts, by the value of company’s total 
assets LVL_THREE_INTENSITYit Independent 

14 Difference between forecasting of earnings per share and the 
reported earnings per share in every stock-joint company BIASit Independent 

 
4. Reliability test of research variables 
After collecting statistical data the first step in 
model estimation is to examine the characteristics 
(reliability and being static) in variables. For this 
purpose Fisher’s exact test was used for combined 
data. Based on this test P-Value is less than 5 per 
cent and all variables of the test are reliable. This 
means that the average and the variance of 

variables have been constant over time and the 
covariance of the variables has not changed 
between different years. As a result, using these 
variables in the model does not result in false 
regression. The results of the study in table below 
show the reliability of all variables. 
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Table 2: Fisher’s exact test results for research variables  
Statistics (t) Significance level Variable symbol/sign 

ACCURACYit 0.0000 108.312 

FV_INTENSITYit 0.0000 111.704 

SIZEit 0.0068 65.4314 

LOSSit 0.0000 97.7328 

EARN_VOLATILITYit 0.0000 115.465 

LEVERAGEit 0.0000 91.3348 

MKTBKit 0.0301 58.4037 

SEGMENTSit 0.0000 105.715 

FOLLOWINGit 0.0011 73.0195 

EARN_MOMENTUMIT 0.0000 109.947 

LVL_ONE_INTENSITYit 0.0000 92.9393 

LVL_TWO_INTENSITYit 0.0000 87.1799 

LVL_THREE_INTENSITYit 0.0000 115.377 

BIASit 0.0000 101.284 
 
5. Choice of Panel method over Pooled method 
To determine whether Panel method should be 
chosen over Pooled method in model 
estimation, F-test is used. 

If the probability of a statistic is less than the error 
level of 5%, the use of the combined model is 
confirmed by the effects; otherwise, The form of 
the compilation model is used without effects 
  

Table 3: Results of F-test for research model  
 Significance level Statistics Result 

Model 1 0.0000 2.678672 Confirmed panel data model 
Model 2 0.0000 3.854452 Confirmed panel data model 

 
The table above shows that the probability of 
statistics for this research model is less than 5 
percent error rate, so a hybrid model should be 
used to answer these research hypotheses.  
 
6. Choice of fixed effect model or random effect 
model  
To choose from these two we can use Hasman Test.  
𝐻𝐻 = [(𝛽𝛽𝑓𝑓𝑒𝑒 − 𝛽𝛽𝑟𝑟𝑒𝑒)(𝑐𝑐𝑐𝑐𝑐𝑐 𝑓𝑓𝑒𝑒 − 𝑐𝑐𝑐𝑐𝑐𝑐𝑟𝑟𝑒𝑒)−1(𝛽𝛽𝑓𝑓𝑒𝑒 − 𝛽𝛽𝑟𝑟𝑒𝑒)]~𝑥𝑥2  

H is the number of explanatory variables, 𝛽𝛽𝑓𝑓𝑒𝑒and 
𝛽𝛽𝑟𝑟𝑒𝑒 are coefficients in fixed effect model  

and random effect model, 𝑐𝑐𝑐𝑐𝑐𝑐 𝑓𝑓𝑒𝑒and 𝑐𝑐𝑐𝑐𝑐𝑐𝑟𝑟𝑒𝑒 are 
covariance matrixes of coefficients in fixed effect 
model and random effect model.  

Zero hypothesis: random effect approach of the 
character 
Counter hypothesis: fixed effect approach of the 
character 

 
 
 
 
  

Table 4: Results of Hasman test for research models  
 Statistics Significance level Result 

Model 1 3.854452 0.2452 Confirmed fixed effects 
Model 2 100.496735 0.0000 Confirmed fixed effects 

 
6. Test of the hypothesis 
Precision of analysts’ forecasting is not related to 
fair value amount. 
According to the results of the following table fair 
value is equal to 0.0090 in the t test statistics and 
is less than 0.05(critical level is 5 per cent). In 

addition the value of the coefficient of the variable 
in the table below is 14.48653 so the relationship 
between the two variables is independent. So the 
first hypothesis is rejected and precision of 
analysts’ forecasting is related to fair value 
amount. 
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The coefficient of determination in adjusted R-
squared is equal to 0.9. Therefore, with this value 
this model can predict 90 per cent of variations of 
dependent variables using explanatory variables. 
We examine the significance of the coefficient of 
explanatory variables of the regression model 

using t student statistics. If the probability of 
statistics is less than the error level of 5 per cent, 
the relationship between the dependent and 
independent variables of the model is confirmed. 
Otherwise evidence suggests a lack of relationship. 
 

 
Table 5: Model test results using fixed effect approach 

      

Multivariate regression model Type: hybrid 
 
 

Significance level t test Standard coefficient explanatory variables 

 statistics deviation 
  
  

0.0219 
 

-2.306028 0.410808 -0.947334 C  
      
      

0.2490  1.155326 12.53891 14.48653 FVINTENSITYIT 
      

0.0000  60.59316 0.009259 0.561062 SIZEIT 
      

0.2648 
 

-1.117630 4.179647 -4.671298 LOSSIT  
      

0.2640 
 

-1.119361 4.179493 -4.678361 EARNVOLATILITYIT  
      
      

0.2623  -1.123533 4.179529 -4.695836 LEVERAGEIT 
      

0.7793  -0.280516 0.003397 -0.000953 MKTBKIT 
      

0.0097 
 

2.605524 0.002748 0.007159 SEGMENTSIT  
      
      

0.0695 
 

-1.822896 0.002319 -0.004228 FOLLOWINGIT  
      
      

0.6285  0.484424 0.000169 8.18E-05 EARNMOMENTUMIT 
      

3.336 Mean Value  911.3991 Fisher Statistics 
      
      

039916.0  Durbin-  03000 Fisher Probability 
  Watson    

      
 
According to the table above, model test results 
using fixed effect approach show that: statistic 
results have been used to examine the significance 
of the regression. The significance level of the f-test 
statistics is less than 0.05 therefore at 95 per cent 

confidence level the overall significance of the 
model 

• Test of model significance level the F-test 
• Test of independence of model wastes 
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Table 6: Test of independence of models  
0.0032 2.974931 0.000270 0.000802 LVLONEINTENSITYIT 

     
0.0041 0.421099 0.004541 0.001912 LVLTWOINTENSITYIT 

     
0.0199 2.344331 0.003286 0.007703 LVLTHREEINTENSITYIT 

     
 

Durbin-Watson statistics were used to check the 
independence of model wastes. If the value of the 
statistics is in the range between 1.7 and 2.5 the 
independence of model wastes will be confirmed. 
The value of the Durbin-Watson statistics is 2.12 in 
this model so the independence of model wastes is 
accepted. 
The measurements in first and second row do not 
significantly affect the precision of forecasting in 
the third row. 
According to the results of the tables above, the 
probability of t statistics in three levels were 
0.0032 and 0.0041 and 0.0199. All these amounts 
are less than 0.05(critical level). In addition the 
coefficients of this variable in the table are 
0.000802 and 0.001912 and 0.007703. Therefore, 
the relationship between the two variables is 
direct at all three levels. Thusly, the second 
hypothesis is accepted since the measurements in 
first and second row do not significantly affect the 
precision of forecasting in the third row. 
  
9. Discussion and conclusion 
In order to analyze the data, the descriptive 
statistics of the research variables are presented to 
be used in multivariate linear regression of 
combined data. Also to study the normal 
distribution of variables we have used Jarque and 
Bera statistics. In order to test the normality of the 
dependent variable and the error sentence we 
have adopted Jarque and Bera statistics. If the 
probability of statistics is less than 5 per cent the 
zero hypothesis that is based on the normality of 
dependent variable and the error sentence will be 
rejected. As you can observe probability of 
statistics of earlier data is more than 5 per cent 
and shows the normality of the dependent 
variable. 
After collecting statistical data the first step in 
model estimation is to examine the characteristics 
(reliability and being static) in variables. For this 
purpose Fisher’s exact test was used for combined 
data. Based on this test P-Value is less than 5 per 
cent and all variables of the test are reliable. This 
means that the average and the variance of 
variables have been constant over time and the 
covariance of the variables has not changed 
between different years. As a result, using these 
variables in the model does not result in false 
regression.  

Size is one of the content variables that lies 
between the organization and the environment 
and is separated from external factors and forms 
structural variables. If a type of technology 
measures the work of an organization it means 
that it determines the size and amount of the work 
that organization does. The size of a company’s 
assets determines its size. In other words, one way 
to measure the size of a company is to determine 
the value of its assets (Khaleqi Moqadam, 1998)  
Evidence suggests that forecasting is much easier 
for large corporations – compared to small firms. 
This view may be due to the fact that it seems that 
large companies have more positive control over 
the market while large corporations make up a 
large number of small companies. On the other 
hand, large companies are less sensitive to 
macroeconomic indicators. Also small firms tend to 
be less likely to sustain profits and therefore are 
less likely to make managerial changes for more 
profit. 
As the size of the company increases, instructions 
and organizational procedures become important 
for better and more precise control. Budgeting is 
formally introduced as a necessity and an 
independent unit in the organization takes charge 
of it because the company is big enough to create 
that unit. (Aghabeigi, 2005).  
Although previous research shows that there is a 
relationship between company size and the 
precision of forecasting, Berlinger and Robbins 
(2014) argued that small companies are more 
precise at forecasting. Chen (2015) also selected a 
sample of Hong Kong companies to conclude that 
the forecasting of smaller companies is more 
precise since the market is less tolerant of their 
forecasting mistakes. Same results were concluded 
in this research. 
In this study we conclude that the precision of the 
analysts’ forecasting is related to the amount of 
fair value. Although there is a fundamental 
research on the characteristics of the analysts’ 
forecasting, very few studies investigate how 
analysts respond to fair value measurements. 
Using a pilot project Hearst and Hopkins (2004) 
showed that different income measurements affect 
analytical risk and judgments differently. We have 
examined the effect of fair value measurements on 
income earning characteristics. Using a sample of 
investment firms from the United States and the 
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United Kingdom, Liang and Riddle (2014) 
examined the relationship among fair value 
measurements, forecasting income and balance 
statements. The authors argue that fair value 
measurements of actual bills reinforce analysts’ 
capabilities in forecasting the correct balance 
statements but do not change the forecasting of 
income statements. In many aspects we are 
different from Liang and Riddle (2014). First, we 
have used a sample of domestic firms that monitor 
and control international differences in accounting 
standards and laws more precisely which may 
affect he analysts’ activities. Furthermore, we 
measure the fair value based on SFAS. NO. 157 
while Liang and Riddle (2014) were focused on 
targeted fair value measurement.  
Using a sample of US banks who had their own 
firm from 1996 to 2009, Magnan (2015) examined 
whether fair value measurements affect analysts’ 
forecasting and if it does how? Researchers 
realized that the emergence of SFAS. NO. 157 
improves analysts’ forecasting precision.  
It provides a coherent framework for the 
application of fair value measurements and 
classifies fair value assets and liabilities at three 
levels. The first and second level inputs are both 
directly and indirectly visible but the inputs for the 
third one are invisible. This fair value hierarchy 
suggests that fair value measurements are 
fundamentally different in correctness and 
measurement. In this framework the fair values of 
level 3 are less visible and are more subject to 
estimation and falsehood. 
In this regard, Sang (2010) found that the value 
relevance for level 1 and 2 is more than the one for 
level 3. Riddle and Seraphim (2007) also realized 
that fair value of level 3 leads to higher cost of 
capital compared to level 1 and 2. (Edridge, Et al., 
2014) stated that audit costs are positively related 
to fair value and this positive relationship is 
stronger for level 3 fair value measurements. This 
finding determines that auditors are both at 
greater risk with these types of measurements and 
need to expand activities for reducing the risks 
presented in this study. Generally speaking 
reducing the visibility large mentality of fair value 
measurements at level 3 causes estimation 
impediments for analysts because they reduce 
forecasting. SFAS ،SFAS. NO. 157 extends the 
specific needs associated with level 3 items. In 
particular, fair value measurements issued in 2011 
expands certain levels for level 3 measurement. 
This progress requires the assessment of 
processes used through reports and sensitivity of 
fair value measurements in order to change 
invisible inputs and detect the internal relations 
between invisible inputs. While these specific 
needs reflect financial problems, users who 

interpret this complex data might improve the 
precision of analysts’ forecasting.  
Level 3 measurements that have high mental 
qualities in evaluation may be less volatile 
compared to measurements of level 1 and 2. These 
conditions can provide a management opportunity 
for managing income up to the level of analysts’ 
forecasting which increases their precision. 
Therefore, there is a significant degree of stress 
between measurements of level 3 and that of level 
1 and 2. 
 
conclusion 
Forecasting plays an important role in making 
economic decisions. At the level of an enterprise, 
investors, creditors, managers and other users of 
financial statements rely on forecasting. In this 
regard, the Securities and Exchange Organization 
obligates stock exchange companies to forecast the 
future profit on every share. The significance of 
forecasting profit depends on the amount of its 
deviation corresponding to its actual size. The 
bigger this deviation, the more precise the 
forecasting.  
It is suggested that all companies improve their 
analysis unit and hire professional people. 
We also recommend using this research for 
industrial and non-industrial companies. 
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