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 The purpose of this research is to study the impact of earning forecast by management 

on risk and firm value in Tehran stock exchange during the period from 2007 to 2012. 

Using systematic sapling method, 101 were selected. The needed data was gathered 
through the selected firms’ financial statement. In order to test the hypotheses, 

correlation test and linear regression test were used. An earnings forecast is independent 

variable which has three characteristics namely accurate, frequency and reliability. Firm 
value and risk is dependent variable. Control variables include size, financial leverage 

and intangible assets to total assets ratio, growth, and return on investment. According 

to the research findings there is a positive and meaningful relationship between 
earnings forecast and there is a negative and meaningful relationship between earnings 

forecast and firm risk. The research findings show there is no meaningful relationship 

between earnings forecast and market risk. 
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INTRODUCTION 

 

One of the most important factors in developing countries is a reliable, accurate and relevant information 

system which decreases doubts and facilitates decision making by presenting accurate information, because 

decision making is so critical and difficult either by business institutes' managers or by investors and analyzers. 

This requires clear, updated and comparable information accessible for users. Hence, by making good decisions, 

they are prepared the requirements of optimal allocation of human and material resources, and development 

steps are taken one after another. 

Meanwhile, capital market and its role in resources distribution would be so important. The requirements of 

resources' optimal allocation are themselves provided when decision making is done in capital market on the 

basis of the best and the most reliable information. But where and by whom the information is issued in the 

market and whether whole information issued in the market is, however, reliable and whether it is required to 

evaluate this fact. Certainly, the answer to these questions needs investigating. One of important information 

resources in capital market is information and predictions made by the companies' managers for market. Of 

course, there are other informational resources which in turn, are important. But management disclosure cases 

are valuable and potential resources of information for investors. The significance of the present study is to 

show practically to managers, investors and other decision makers that profit prediction by management is 

effective on the company's risk and value, and implementation of better disclosure methods has a relationship 

with the companies' higher valuation and capital expenses decrease and risk reduction. 

The present article would review the significance of the study, after statement of the problem. Then, 

theoretical framework would be presented which is the main foundation of the research's question and subject. 

In the following, the study hypothesis, analytical model and the study purposes would be mentioned. 

 

Theoretical Framework and Review of Related Literature: 

Prakash and Anderson (Prakash & anderson, 1994) studied the relationship between risk and the growth of 

companies' profit. They firstly supposed that risk-averter investors expect the maximum value for the company 

during a period of time, and also they defined profit growth as growth rate in stock dividends. They theoretically 
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proved that there is a positive relationship between systematic risk and profit growth, and also by reviewing the 

information of 651 companies during 1982 – 1987, they found some experimental evidences on the relationship 

of systematic risk with the growth rate of net profit and operational profit. 

Clement et al. (Clement & Al, 2003) surveyed the relationship between publishing the news about 

managers' profit prediction and the changes of stock price, and concluded that publishing these predictions is 

effective on stock price as well as the dispersion of financial analyzers' predictions. 

Monday et al. (Monday & Al, 2003) found out that the prediction of Japanese analyzers is performed more 

accurately, and that they predict the profit with less pessimism than the companies reporting loss; while profit is 

predicted with less accuracy, it is usually predicted with more optimism. Prediction accuracy and management's 

biases do not have any relationship with company's size, but they do have a relationship with losses' amount and 

the reported profits. 

Kikuyu (Kikuyu, 2005) embarked on computing predictive deviation, predictive error and profit optimism 

in USA, by using 120.022 observations during the years 1990 – 2001. Predictive deviation, predictive error and 

profit optimism were evenly decreased during the intended period. This topic was more considerable especially 

for losing companies, as the difference of predictive error was slight and little at the end of the intended period. 

Jennings (Jennings, 1987), in his research titled "irregular motion of stock price, profit prediction by 

management and revision of analyzers' predictions", studied the effect of profit prediction by management on 

stock price. This research indicated that profit prediction affects the stock price in two ways. The first effect is 

made by information load and the second by the reliability value of the prediction. He decided that the required 

condition for profit prediction affecting the stock price is its reliability. If the reliability of a prediction is low, its 

effect would be little on stock price, even if it has information load. 

In 1993, Panel, Vastly and Y. Meyer, in their research titled "the effect of various types of prediction on 

stock price", studied and valuated the effect of widespread, point, and maximum and minimum predictions on 

stock price in the time of presenting these predictions. The results determined that point predictions are more 

reliable than other predictions and have more effect on stock price. Moreover, the amount of investors' reactions 

to quarterly predictions is more than annual estimations. 

Nag et al (Nag & Al, 2006), in their research titled "management predictions, disclosure quality and market 

effectiveness", evaluated the reaction of stock return in the following of management predictions as well as the 

effect of disclosure quality on return's volume and magnitude. The research presented that there is a direct 

relationship between unusual stock return and management predictions' news, and also there is a direct 

relationship between this unusual stock return and management predictions' reliability; meanwhile, this unusual 

return in the following of management predictions is much more for the companies with high positive news than 

for those with bad news. 

Frank et al (Frank & Al, 1995)investigated the optional disclosure and financing out of the company, and 

concluded that there is a significant relationship between profit prediction's disclosure and the companies' 

tendency toward joining the capital markets, and financing out of the company is not more important for 

predicting in shorter periods rather than other occasions. 

Manumit studied the biases and accuracy of the predictions made by management on the basis of 1989 

regulations (the examination of management predictions) in Canadian companies. The results determined that 

the audited predictions include less positive (optimistic) bias than other studied predictions. But there was no 

significant relationship in the case of prediction accuracy. 

Baginski et al. (Baginski, Hassell, & Kimbrough, 2002) surveyed the effect of legal environment on 

voluntary disclosure of profit predictions. They declared that because of managers' fear of legal liabilities they 

firstly are not interested in publishing voluntary profit predictions, and secondly the frequency of profit 

prediction is more during the periods with bad news. 

Yaghi Shi et al. (2009)studied the economic consequences of management's profit prediction during the 

years 1998 – 2007, and especially reviewed the multiple effects of management predictions' features 

(occurrence, times, accuracy, reliability and reputation) on the company's value and risk. In order to risk 

measurement, they applied five criteria of the difference of the sales proposed price, bankruptcy risk, systematic 

risk, unsystematic risk and the sum of risk. Furthermore, the results showed that management's profit prediction 

with more times, accuracy and reliability presents a marginal interest in the company's value. 

Fang (Fang, 2009) studied the role of management's prediction accuracy in the estimation of management's 

profit prediction error. He concluded in his research that there is a negative and significant relationship between 

prediction accuracy and prediction error. Moreover, this relationship is more powerful to make predictions with 

longer time horizon. 

Hutton and Astakn (Hutton & Astakn, 2009)investigated the features of the company's recorded prediction 

and the way the previous profit predictions' accuracy affected the investors' reply to future profit prediction. 

They concluded that the previous prediction behavior of a company allow making reputation and reliability for 

predictions. 
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Scanner (Scanner, 1994), in his research titled "why companies optionally disclose negative (bad) news", 

has embarked on the subject of news nature and its effect on stock price. While mentioning the types of news 

presented to the market by managers, this research showed that mangers are interested in disclosing bad news 

early to the market, because of different reasons. The reasons refer to fame and prevent severe decrease of stock 

price in the actual declaration time of dividend. He also declared that managers attempt to present good news 

slightly and in annual EPSs, while bad news are presented to the market through descriptive release. 

Frost (Frost, 1997), in an article titled "the disclosure policy of the companies whose auditing report is 

unauthentic", and studied the manner of prediction in the companies with financial problems. The basic 

hypothesis of his research was the relationship between the type of auditors' reports and analyzers' reaction, and 

the results showed that if the report of the auditor is authentic, the revision of analyzers' predictions would 

follow management prediction, unless there would be less revision. 

Utah (Utah, 2005) , in a research titled "whether capital market knows biasing in profit prediction by 

management", determined and evaluated the effective factors on the deviation in management's profit 

predictions. This research identified ten factors including macroeconomic variables, companies' sizes, financing 

type, industry type, facing financial crisis, stock exchanges volume, previous predictions' errors, growth amount, 

losses and the amount of dividends as effective variables on deviation of prediction; as each of these factors can 

affect the increase or decrease of management predictions. 

Ali Ammar Lou (AmmarLou, 1998) in his M.A. thesis, embarked on the study of the effect of each stock's 

predicted profit by management on stock price. He investigated the topic whether predicted profit releases 

include useful informational content, and whether it is fruitful for users' decision making. The results showed 

that the reports of profit prediction transmit no information to capital market, and publishing the information 

publicly leads to transmit information and future occurrences like the predicted profit through unofficial 

informational resources. Hence, publicly information publishing does not affect the market transmission.  

Mohammad Azad (2003) in his M.A. thesis, reviewed the informational content of the companies' profit 

prediction. Azad investigated 58 manufacturing companies in Tehran's stock exchange including 606 profit 

reports during the years 1998 – 2002. The results indicated that there is a significant relationship between the 

actual and predicted profit. There is also a significant relationship between the predicted profits by the 

companies and stock return. 

Sabot (Sabot, 2005)studied the effect of five factors including company's size, the amount of financial 

crisis, growth rate, external financing to the organization and prices control in industry on the biases of the 

companies' managers in profit prediction. The results showed that the companies' profit has been averagely 

predicted optimistically. And external financing to the organization as a research hypothesis affects profit 

prediction. He concluded that smaller companies predict more pessimistic than larger companies. Furthermore, 

more financial crisis leads to more pessimistic profit prediction. However, he, in his research, observed no 

significant relationship between the company's growth rate and prices control in industry with bias in prediction. 

Bahramian (2006) assessed the accuracy of profit prediction of each stock of the companies whose stock 

were offered in stock exchange for the first time. The results determined that there is no significant relationship 

among company's size, company's age, financial leverage's degree, auditing statement and industry level.  

Akbari (2008) has surveyed the effective variables on the reliability of profit predictions by management 

during the years 1996 – 2007. The results indicated that firstly, the announcement of negative news (less 

predicted profit than past) causes more reaction in stock price than positive news. Secondly, company's size has 

more effect on the amount of accepting the predicted profit to the investors. Moreover, authenticity and 

accomplishment of previous predictions affect the acceptance of future predictions. Also, quarterly predictions 

lead to more reaction in stock price than annual predictions. Finally, the existence or lack of adjustment in 

predictions does not affect the acceptance and reliability of subsequent predictions. It means that investors have 

doubts about the predictions including positive news, the predictions by small companies, the predictions by 

companies having many deviations in the past and the annual predictions, and from their viewpoint, the 

possibility of prediction error is more in these companies. 

Izadi Nia and Ali Naghian (2010) studied the relationship between profit prediction error and financial and 

commercial risk in the accepted companies in Tehran's stock exchange. This research surveyed unsystematic 

risk on the basis of two risk's criteria i.e. financial and commercial risk. Financial risk was measured based on 

three criteria of leverage ratio, current ration and total assets. The results supported the relationship of profit 

prediction error with two variables of leverage ratio and assets. But the relationship of prediction error with 

current ratio was uncertain, and it was not possible to use previous statement about the relationship. But, totally 

considering the ability of two criteria of the related ones to financial risk in predicting profit prediction error, it 

can be concluded that there is a relationship between financial risk and profit prediction error, and the 

companies with high financial risk are likely facing much problem in meeting their profit prediction. The two 

criteria including the mean of the two-yearly profit's fluctuations of each stock and stock dividends ratio were 

used in the case of commercial risk. The studies about the subject showed that both criteria have a significant 
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relationship with profit prediction error. Therefore, there is also a relationship between commercial risk and 

each stock's profit prediction error. 

Ashtab and Kurdistani (2010) studied the relationship between profit prediction error and stock unusual 

return in freshman companies. The results declared a positive relationship between these two variables that 

finally indicated the informational content of profit variable. In other words, the announcement of the predicted 

profit leads to fluctuation in the mean of stock unusual return's rate. These results also emphasized on the 

permanent position of Financial Accounting Standards Board (FASB) about the significance and priority of 

profit in informing the beneficiary people, which is emphasized in most performed studies. 

 

Research Hypotheses: 

The research hypotheses are divided into three main hypotheses groups: 

The first group discussed each stock's profit prediction by management associated with the company's risk. 

The second group considered each stock's profit prediction by management associated with unsystematic 

risk, and 

The third group considered each stock's profit prediction by management associated with the company's 

value. 

 

The First Main Hypothesis: 

There is a significant relationship between each stock's profit prediction by management and the company's 

risk. 

 

Subsidiary Hypotheses: 

1. There is a significant relationship between the frequency of each stock's profit prediction by 

management and systematic risk. 

2. There is a significant relationship between the accuracy of each stock's profit prediction by 

management and systematic risk. 

3. There is a significant relationship between the reliability of each stock's profit prediction by 

management and systematic risk. 

 

The Second Main Hypothesis: 

There is a significant relationship between each stock's profit prediction by management and unsystematic 

risk. 

 

Subsidiary Hypotheses 

1. There is a significant relationship between the frequency of each stock's profit prediction by 

management and unsystematic risk. 

2. There is a significant relationship between the accuracy of each stock's profit prediction by 

management and unsystematic risk. 

3. There is a significant relationship between the reliability of each stock's profit prediction by 

management and unsystematic risk. 

 

The Third Main Hypothesis: 

There is a significant relationship between each stock's profit prediction by management and the company's 

value. 

 

Subsidiary Hypotheses: 

1. There is a significant relationship between the frequency of each stock's profit prediction by 

management and the company's value. 

2. There is a significant relationship between the accuracy of each stock's profit prediction by 

management and the company's value. 

3. There is a significant relationship between the reliability of each stock's profit prediction by 

management and the company's value. 

 

Research Variables: 

In this research, company's value and company's risk are dependent variables and profit prediction 

independent variable, and control variables include: 

Company size, financial leverage, company growth, assets return, positive news, and losses. 

 

Analytical Model and the Research's Variables Measurement Method: 

Independent Variable: 
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In the present study, the predicted profit by management is independent variable that three features of profit 

prediction have been as follows: 

Prediction times: In total, the number of primary predictions and the revision times in profit prediction are 

attained until the end of financial period. 

Prediction accuracy: the accuracy of prediction can be computed by the following ways: 

a) Subtraction of the predicted profit (loss) from the actual profit (loss), divided to the absolute value of 

the predicted profit (loss) 

b) Absolute value of the subtraction of the predicted profit (loss) from actual profit (loss), divided to 

absolute value of the predicted profit (loss) 

c) Square of the subtraction of the predicted profit (loss) from actual profit (loss), divided to square of the 

predicted profit (loss) 

d) Natural logarithm of the square of the subtraction of the predicted profit (loss) from actual profit (loss), 

divided to the square of the predicted profit (loss) 

Firth & Smith (Firth & Smith, 1992) used the first three methods and Gonopolos (2004) applied the fourth 

mentioned method to measure the prediction accuracy, and measuring the prediction accuracy by the fourth 

method is intended by the present research that the first prediction has been used for computing the predicted 

profit (loss). 

Prediction liability: In order to measure this variable, the amount of the accomplishment of the previous 

period's prediction is used as an index for measuring the management authenticity. In other words, the 

percentage of increase or decrease of the actual reported profit to what was predicted before. The measurement 

criterion of this variable has been considered. The term is computed as follows from the studies of Williams 

(1996), Hirset et al. (1999), Stoken (2000), and Hatton & Stoken (2007). 

 

MEF =  

 

: Actual profit of last year 

 

 : The first profit prediction in last year 

 

 : Stock price at the beginning of the current period 

 

Dependent Variables: 

Dependent variables of this research consist of: 

Company's value: In order to compute the company's value, it has been used the Economic Value Added 

(EVA) criterion. Economic Value Added is computed in this research by the following relation: 

 

 
 

: Company’s interest expense 

 

: Company’s annual depreciation expense 

 

: Company’s dividends 

 

: Company’s tax  

 

: Asset in equity 

  

 : company's retained earnings 

  

Company's risk: for computing risk, the model of capital assets pricing has been applied: 

  

Actual return ( ): Investment return in common stock is attained in a certain period of time according to 

the first and final price of the period and dividends. Dividends are accrued to stockholder in the periods when 
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the company is held an assembly, and dividend equals zero when there is no assembly. The return of the 

investment in stock is computed by the following relation: 

 

Rit =  
Where: 

 

 : Stock price at the end of period t 

 

 : stock price either in the beginning of period t or at the end of period t – 1 

 

 : Stock dividend being accrued to stockholder in the period t 

 

These dividends are paid differently to stockholders that the most significant ones include: cash dividends, 

capital increase from reserves (bonus shares), capital increase from demands and cash profit, stock splits, and 

stock aggregation. 

 

 =  
 

 : The percentage of capital increase 

 

C: cash profit while capital increase 

 

Market return (Rm): In order to estimate market return rate, total stock price index and stock return are used. 

The reason for selecting total price index and stock return is that it does not include the fundamental deficiency 

which exists in total index of stock price, because one of the deficiencies of total stock price index is that the 

important effective factor on price changes, i.e. the amount of allocated profit in the companies' annual general 

meetings, is not considered in it and it is also unable to present the actual return trend of the available securities 

in index basket or to deliver the reason and nature of price motions. Naturally, the more accurate explanation 

and comment and inference of index require another criterion which is able to determine the effective factors on 

the trend of stock's price changes in stock exchange (Abed Allah Zadeh, 2003) In this regard, total price index 

and stock return are in hand as appropriate index which can measure the effect amount of stock dividends factor 

on price index. On the basis, the rate of monthly return of market's securities set has been computed by using the 

following formula from the beginning of 2007 to the end of 2012. 

 

Rm =  
 

Return without risk (RF): it consists of return rate's mean which is expected by investors not being patient 

for risk. Securities without any systematic risk are called without-risk securities (Peyno, 2004). Considering the 

features of securities in Iran which include the guaranty of sharing's principal and profit from banks as well as 

redeeming securities with face amounts before due date, these securities' rate has been considered as without-

risk return rate. 

 Has been derived from the equation including computing regression, as systematic risk return, and 

errors' standard deviation has been considered as unsystematic risk criterion. 

 

Control Variable: 

The required control variable was determined in order to make other variables affect analysis. These 

variables include: company size, financial leverage, the proportion of intangible assets to total assets, company 

growth, assets' return, positive news, loss. 

Descriptive Indexes: 

This chart represents some indexes for description the study's variables. These indexes include central 

indexes, indexes of dispersion and indexes of distribution form. 
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Chart 1: variables' descriptive indexes under central indexes, indexes of dispersion and indexes of distribution form 

Prediction 

reliability 

Prediction 

times 

Prediction 

accuracy 

Systematic 

risk 

Unsystematic 

risk 

Company 

value 

variables 

 

indexes 

606 

685/0-  

0143/0-  
22891/0 

052/0 

927/4-  
118/0 

292/39 

235/0 
52/2-  

61/0  

606 

946262/2 

000/3 
2874498/1 

658/1 

537/0 
118/0 

390/0 

235/0 
000/1 

000/8  

606 

8296/2-  

5880/2-  
65748/2 

062/7 

410/0-  
118/0 

449/2 

235/0 
98/13-  

94/7  

606 

9181/0 

9077/0 
54738/0 

300/0 

248/0 
143/0 

87/0-  

285/0 
08/0 

22/2  

606 

1722/0-  

2428/0-  
72442/0 

525/0 

550/0 
118/0 

566/0 

235/0 
09/2-  

28/2  

606 

1138577 

309788 
3.2932 

112/0 

468/0 
118/0 

312/0-  

235/0 
-619292 

30249711 

number 

mean 
median 

standard deviation 

variance 
Skewness 

Standard error  Skewness 

coefficient 
kurtosis 

standard error  

kurtosis coefficient 
minimum maximum 

 

Financial 

leverage 
Growth 

The proportion of 

intangible assets to total 
asset 

Loss Asset return Size Positive news 

606 

6243/0 

00/63 

285/17 

030/0 
091/0 

118/0 

681/0 
235/0 

10/0 

31/1 
 

606 

3949/18 

0201/15 
3869/34 

459/1182 

361/2 
118/0 

395/14 

235/0 
39/69-  

49/297  

606 

0040/0 

0004/0. 
00771/0 

000/0 

264/5 
118/0 

679/50 

235/0 
00/0 

10/0  

606 

0491/0 

000/0 
21626/0 

047/0 

190/4 
118/0 

629/15 

235/0 
00/0 

00/1  

606 

40409/14 

0450/13 
66112/11 

982/35 

430/0 
118/0 

961/1 

235/0 
74/32-  

74/62  

606 

9126/26 

8473/26 
37706/1 

896/1 

450/0 
118/0 

183/0 

235/0 
73/23 

33/31  

606 

6098/0 

000/1 
48836/0 

238/0 

452/0-  
118/0 

804/1-  

235/0 
00/0 

00/1  

 

This chart includes some indexes for description the study's variables. The first row shows data numbers. 

The second is data mean that if data are ordered on an axis, it is placed exactly on interaction point with the 

distribution center. Median indicates that 50% of data are less than the middle number and 50% more than this 

middle number. The closeness of mean and median determines data symmetry. Mode represents data with the 

most frequency. Standard deviation and variance show data distribution. Skewness indicates the distribution 

asymmetry in proportion with a certain index. Furthermore, Skewness coefficient to its standard error is called 

Skewness coefficient standard error, which can be considered as normality test. If this value is less than -2 or 

more than +2, normality hypothesis would be rejected. Finally, the measurement index of society's dispersion in 

proportion with its normal distribution is called kurtosis coefficient. In two last rows, the highest and lowest 

observations related to data have been reported. 

According to the output of SPSS software, the following tables, and the Sig less than ten percent and more 

than ten percent, the correlation among variables is approved or rejected. Moreover, the computed correlation 

coefficient is effective on determining the correlation between variables and ranking in terms of being able in 

systematic risk prediction. 

Chart 2 shows the summary of hypotheses testing's results according to the derived information from SPSS 

software, and represents each hypothesis's result separately. 

 
Chart 2: the summary of hypotheses testing's results 

Statistical components 

 
Hypothesis summary 

Pearson 

correlation 
coefficient 

Coefficient of 

determination 

The adjusted 

coefficient of 
determination 

Statistic t 
Significance 

level 

 

Testing result 

The relationship between each 

stock's profit and company 
value 

678/0  460/0  449/0  191/1  234/0  
The hypothesis 

rejected 

The relationship between 

prediction accuracy of each 

stock's profit and company 
value 

677/0  458/0  448/0  440/0-  660/0  
The hypothesis 

rejected 

The relationship between the 

prediction reliability of each 

stock's profit and company 
value 

683/0  466/0  456/0  547/2  011/0  
The hypothesis 

verified 

The relationship between the 

prediction times of each stock's 
profit and unsystematic risk 

356/0  127/0  110/0  165/4-  000/0  
The hypothesis 

verified 

The relationship between 

prediction accuracy of each 
340/0  116/0  099/0  456/3  001/0  

The hypothesis 

verified 
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stock's profit and unsystematic 

risk 

The relationship between 
prediction reliability of each 

stock's profit and unsystematic 

risk 

332/0  110/0  093/0  040/3-  003/0  
The hypothesis 

verified 

The relationship between 
prediction times of each stock's 

profit and systematic risk 

282/0  079/0  053/0  297/1  196/0  
The hypothesis 

rejected 

The relationship between 

prediction accuracy of each 
stock's profit and systematic risk 

281/0  079/0  053/0  236/1-  217/0  
The hypothesis 

rejected 

The relationship between 

prediction reliability of each 
stock's profit and systematic risk 

273/0  074/0  048/0  355/0  723/0  
The hypothesis 
rejected 

 

The Research Results: 

The Results of the First Main Hypothesis: 

"There is a relationship between management profit prediction and company value." 

The results of testing this hypothesis show that Pearson correlation coefficient between dependent and 

independent variables is 0.683 which determines strong correlation between variables. Furthermore, the adjusted 

coefficient of determination with the value 0.456 shows that 46 percent of company value's changes depend on 

dependent variables. Considering that the test's Sig is less than five percent, H1 is verified at 95% confidence 

level. In other words, the existence of correlation between variables is approved. Moreover, the results from 

significance test of coefficients explain a positive and linear relationship between management profit prediction' 

reliability and company value. In other words, the increase of management profit prediction's reliability would 

increase company value. It means that the higher the amount of last period's profit prediction realization is as 

measurement index of management reliability, the higher the company value would be. But, there was no 

significant relationship between the two variables of prediction times and prediction error. Furthermore, 

according to the chart of the fourth chapter, among the intended control variables, the variables of size, financial 

leverage, assets return and loss have had less than five percent significance level, so they can be considered as 

effective factors on the relationships between profit prediction and company value characters. Yaghi shi (2009), 

in his research, concluded that there is a direct relationship among three variables of prediction accuracy, 

prediction times and prediction reliability. Of course, in his population, profit disclosure has been considered as 

being optional. Pour Heidari et al. (PourHeydari, SoleymaniAmiri, & SafaJou, 2005) also found out that a 

remarkable part of company value's changes is determined by profit. 

 

The Results of the Second Main Hypothesis: 

"There is a relationship between management profit prediction and unsystematic risk." 

The results from testing this hypothesis shows that Pearson correlation coefficient is 0.395 among 

independent and dependent variables, and represent a weak correlation among variables. Moreover, the adjusted 

coefficient of determination with the value 0.136 indicates that 14 percent of unsystematic risk changes depend 

on independent variables. Considering the test's Sig less than five percent, H1 is accepted in 95% confidence 

level. In other words, there is a correlation among these variables. Furthermore, the results from significance test 

of coefficients determine a negative relationship between the times and reliability of management profit 

prediction and unsystematic risk. In other words, the increase of times and reliability of management profit 

prediction would decrease unsystematic risk, i.e. the more the managers attempt to make profit prediction to 

actual profit by adjustment, the less the unsystematic risk would be, and the higher the percentage of increase or 

decrease of the reported actual profit is in proportion with the predicted ones, the less the risk would be. 

Furthermore, the results of this hypothesis show that there is a positive relationship between prediction error and 

unsystematic risk. The researches of Botosan and Harris (Botosan & Harris, 2000) are consistent with this 

research. They found out in their research that the increase of prediction times can improve the content and 

timeliness of information. Also, by providing information much more frequently, management prepares more 

relative information for market which leads to the decrease of risk or lack of confidence in future cash flows. 

Moreover, Graham et al. (Graham & Al, 2005) declared that the disclosure of reliable information decreases 

company's informational risk. Izadi Nia and Ali Naghian (2010) got similar results from their study about the 

relationship between profit prediction error and commercial and financial risks. They concluded that companies 

with high financial risk may have problems in meeting their profit prediction. Moreover, the companies with 

high commercial risk likely cannot cover appropriately their profit prediction. 

 

The Results of the Third Main Hypothesis: 

"There is a relationship between management profit and systematic risk." 
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The results from testing this hypothesis show that Pearson correlation coefficient between independent and 

dependent variables is 0.296 which determines a weak correlation among variables. The significance level of 

statistic F is less than five percent, but since the coefficients' significance level is more than five percent in the 

case of independent variables, the claim of being a relationship between systematic risk and management profit 

prediction in 95% confidence level is rejected. Indeed, management predictions cannot prepare changes in 

market risks. While Yaghi shi (2009) concluded in his research that there is a negative and significant 

relationship between issuing management prediction and risk's measurement criteria such as Beta, stock return 

fluctuations, the difference between the proposed sales price and bankruptcy risk. 

 

Conclusion: 

According to the summarization and conclusion of testing the research's hypotheses about significant 

relationship between independent variable of management profit prediction and companies' value and risk 

during the years 2007 – 2012, it can be stated that there is a significant linear relationship between the variable 

of management profit prediction and company value which determines that by introducing reliable predictions, 

companies can experience the ascending value, and stockholders' expectations of future profits can be 

considered as main factor in determining company's total value. The study of subsequent hypothesis revealed 

that there is a significant linear relationship between management profit prediction and unsystematic risk, which 

proves that managers can decrease their risk by introducing accurate and reliable predictions. But the third 

hypothesis indicated that profit predictions cannot affect market risk, and this risk is affected by other factors 

which are not intended in this research. 

 

Suggestions based on the Research's Findings: 

1- Considering the doubt towards management profit prediction and lack of mechanism for eliminating 

this ambiguity, it is suggested that stock exchange should start preparing some levels of financial analyzers for 

assessment of management profit prediction and introducing new prediction to the market. 

2- Considering the market sensitivity to the profit quality of small companies, it is suggested that capital 

market authorities monitor much more the manner of profit prediction in these companies. 

3- It is suggested that Tehran's stock exchange in cooperation with Iranian Association of Certified Public 

Accountants make the situation to examine the accuracy of management predictions of sales and profit, before 

announcement. They should consider this point that improvement and enforcement for information disclosure 

does not necessarily mean the improvement of the company's informational environment; because the results of 

company's disclosure can simply reflect common errors which have been resulted from the managers' wrong 

assessment of commercial prospects.  

4- It is suggested that the market authorities should adopt a situation where the deviation amount of profit 

prediction in proportion to each company's actual profit along with the deviations' reasons are announced 

periodically through notices to the investors. 

5- Some developed models for profit prediction consist of providing statistical-model-based statistical 

programs for predicting future profits on the basis of previous profits' components, and delivering these 

programs to all people who are interested in applying the developed models for profit prediction. 

6- It is suggested to prepare a guideline for the report of each stock's profit prediction by a committee 

including stock agents, standard-setting bodies and Iranian Association of Certified Public Accountants. 

7- It is suggested to investors and analyzers to evaluate the profit much more accurately while analyzing 

accounting information, especially in the case of the companies which operate in uncertain commercial 

environment. 

 

Predictions for Future Researches: 

1- Restudy the mentioned research with adding other effective variables and implementing with more 

observations in the coming years. 

2- Some research fields which can result in deepening understanding and improving related literature to 

managers' disclosure are as the following. 

a) The amount of investors' reaction when announcing actual profit in the cases that actual profit is 

different from the predicted profit. 

b) The amount of reputation effect in management predictions on increasing the reliability of the 

predictions which are naturally less reliable. 

c) The study of the relationship between management's valuable profit predictions and companies' risk in 

different levels of industries 

d) The effect of macroeconomic factors like Gross Domestic Product (GDP), inflation, etc. on 

management profit prediction 
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