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Objective: The present research aims to study and examine the impact of
changes in deferred revenues on various indicators of financial performance.

Method: The present research consists of two parts: examining the impact of
changes in deferred revenues on various indicators of future financial performance
and investigating the possibility of forming a portfolio of stocks using changes in
deferred revenues to achieve returns exceeding the average market return. The
statistical population of this research includes all companies listed on the Tehran
Stock Exchange for the years 1391 to 1402, resulting in a total of 101 companies
(1,212 year-company observations) after screening. The analysis of the first part of
the research was conducted using regression models after ensuring the stationarity
of the variables and performing the F-Limer and Hausman tests. For the execution
of the second part, an independent t-test was conducted.

Results: The findings of this research indicate that there is a significant
positive relationship between financial performance and deferred revenues.
However, no significant difference is observed between stock returns with
high variations in deferred revenues and the average market returns.

Conclusion: According to the findings of the present research, despite the
existence of a positive and antagonistic relationship between deferred revenues and
financial performance, which can assist stakeholders in predicting the future
performance of companies, this information is not applicable for achieving returns
above the average market return.
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Introduction

Forecasting future financial performance remains one of the central objectives of financial
statement analysis. Investors, creditors, analysts, and other stakeholders continuously seek
indicators that provide reliable signals about future profitability, operational efficiency, and
firm value. Traditional performance indicators—such as earnings, profitability ratios, and
accrual-based measures—are widely used in empirical research; however, they may be
influenced by managerial discretion, timing differences, and estimation uncertainty. Because
of these limitations, researchers have increasingly focused on indicators that are more closely
tied to cash flows and less subject to manipulation. One such indicator is deferred revenues,
which arise when firms receive cash in advance for goods or services that will be provided in
the future.

Deferred revenues represent obligations that will be settled through future performance.
Their cash-based nature offers two advantages: (1) they reduce concerns related to earnings
management and accrual estimation, and (2) they reflect customer demand, future sales, and
business model strength. Several studies across international markets have documented the
predictive value of deferred revenues for future earnings, margins, and firm value. However,
evidence in emerging markets—where financial reporting quality, investor sophistication, and
market efficiency differ from developed economies—remains limited.

The present study investigates whether changes in deferred revenues can predict future
financial performance of firms listed on the Tehran Stock Exchange (TSE). Beyond
accounting-based indicators, this study also examines a market-based measure (Tobin’s Q) to
determine whether deferred revenues convey information that investors incorporate into
valuation. Additionally, an investment portfolio test is conducted to assess whether firms with
large increases in deferred revenues generate returns above the market average. This dual
perspective enables an integrated evaluation of both financial reporting implications and
potential asset-pricing consequences.

Method

This research aims to explain deferred revenues as an indicator for evaluating the future
financial performance of a business unit. To achieve this goal, five fundamental indicators for
performance evaluation have been utilized: revenue growth, net profit margin growth, return
on assets, gross profit margin, and the Tobin's Q ratio. The sample under analysis includes
companies listed on the Tehran Stock Exchange from the years 2012 to 2023 (corresponding
to the Persian calendar years 1391 to 1402). After screening the companies, the total sample
size is 1212 company-years. The research includes five regression models, each assessing the
impact of deferred revenues from the base year on the aforementioned performance evaluation
indicators in the year following the base year. Additionally, to examine the possibility of
achieving returns higher than the average market return using deferred revenues, a portfolio
was formed consisting of stocks with deferred revenue changes above the median, followed by
an analysis of the significance of the return differences using the Student's t-test.

Results
1. Revenue Growth

The analysis shows a strong and statistically significant positive association between
changes in deferred revenues and future revenue growth. Firms with higher increases in
deferred revenues typically experience higher sales growth in the following year. This suggests
that deferred revenues capture forward-looking elements of demand and business activity. Firm
size also shows a positive impact, while leverage does not exhibit a meaningful effect.
2. Net Profit Margin

Deferred revenues significantly predict future net profit margins. This implies that
prepayments not only signal higher sales but also support greater cost efficiency or margin
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stability. The negative effect of leverage on profitability is consistent with prior literature, while
cash holdings have a positive influence.
3. Gross Profit Margin

Using deferred revenues scaled by assets, the results remain significant for predicting future
gross margins. This indicates that the predictive ability of deferred revenues spans both top-
line performance and cost-related outcomes. Larger firms tend to have higher margins, while
higher leverage reduces margin performance.
4. Return on Assets

A positive and statistically significant relationship is found between changes in deferred
revenues and future ROA, although the magnitude is smaller relative to other models. This
implies that deferred revenues capture information relevant to future earnings generation
relative to the asset base. However, the lower explanatory power suggests possible timing
mismatches or industry differences that affect ROA behavior.
5. Tobin’s Q

The regression results show a positive and significant impact of changes in deferred
revenues on future Tobin’s Q. This suggests that the capital market partially incorporates the
implications of deferred revenues into price formation. Deferred revenues appear to signal
future growth opportunities and stronger firm value.
6. Portfolio Test

Although accounting regressions provide strong evidence of predictive power, the portfolio
analysis reveals that firms with high deferred revenue changes do not generate returns
significantly greater than the market average. The t-statistic did not meet the threshold for
statistical significance at the 99% confidence level. This implies that, despite the strong
association with future performance, deferred revenues do not create exploitable mispricing or
abnormal returns within the TSE. Market conditions, inefficiencies, and noise trading may
offset the potential benefits of using this variable for return forecasting.

Conclusions

This study provides consistent evidence that changes in deferred revenues serve as a
meaningful predictor of future financial performance among firms listed on the Tehran Stock
Exchange. Across all examined indicators—revenue growth, net and gross profit margins,
return on assets, and Tobin’s Q—the results demonstrate a positive and significant relationship.
These findings align with theoretical expectations and international evidence suggesting that
deferred revenues capture forward-looking aspects of firm operations, customer demand, and
value creation.

Despite this strong predictive ability, deferred revenues do not translate into abnormal
investment returns. Investors cannot earn higher-than-market returns simply by forming
portfolios based on high changes in deferred revenues. This result highlights a distinction
between performance forecasting value and asset-pricing value of accounting variables.
Deferred revenues appear highly informative for analysts and stakeholders concerned with
operational forecasting, but they do not create persistent market anomalies.

The study offers important implications. Analysts should consider changes in deferred
revenues as leading indicators within forecasting models. Regulators and standard-setters may
view deferred revenue information as an important disclosure that enhances transparency.
Finally, future research may enhance understanding by exploring industry-specific effects,
nonlinear relationships, or the interaction between deferred revenues and governance
mechanisms.
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