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Abstract

Classification shifting of earnings statement items as a tool for (operational) earnings management has been
investigated in recent studies. The purpose of this paper is to investigate the behavior of classification shifting in
earnings statement as a tool for earnings management and the effect of the CEQ's tenure on this behavior.
Statistical analysis has been conduct using sample data consisting of 136 companies accepted to the Tehran
Stock Exchange in the period from 2014 to 2022. In order to investigate the behavior of classification shifting in
earnings statement items, the McVay (2006) approach was used, and regression models with the generalized
least squares estimation method were used to test the hypotheses. The results confirm the use of classification
shifting in earnings statement items for managing operational earnings. Also, the findings indicate the existence
of a significant negative relationship between the tenure of the CEO and the classification shifting, in other
words, with the increase of the CEO tenure, the behavior of classification shifting decreases; but this effect in the
early years of the CEQO's tenure is not different compared to other years of the tenure. The results of this study
add to the literature of earnings management and provide guidelines for financial analysts, investors and board
members of companies. The research evidence deepens the understanding of CEQOs' job concerns and the
mechanism of managers' reputation and helps to understand the motivations for classification shifting.
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Introduction: Earnings management has been the focus on many financial studies. Three methods for earnings
management have been introduced in past studies: accruals management (accrual earnings management),
manipulation of real economic activities (real earnings management), and classification shifting. In previous
researches, the first two types of earnings management studied more than classification shifting, while the
classification shifting studied less than other types. Classification shifting refers to the wrong (intentional)
classification of items in the earnings statement, this change does not change the net profit, but it overstates the
operating (core) earnings (McVay, 2006).
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Method and Data: Informations needed to test the hypotheses has collected through the rehavard Novin
software. Statistical analysis has done with the sample data of 136 companies (1224 firm - years) accepted in the
Tehran Stock Exchange. McVay's (2006) approach has used to investigate the existence of opportunistic
behavior in shifting the classification of earnings statement items. Multiple regression with panel data method
used to estimate models.

Findings: The results confirm the opportunistic use of shifting the classification of earnings statement items for
earnings management. Findings also indicate the existence of a significant negative relationship between the
CEO's tenure and classification shifting, in other words, as the CEQ's tenure increases, the classification shifting
behavior decreases; but this effect in the early years of the CEQO's tenure is not different from other years of the
tenure.

Conclusion and discussion: The results can be attributed to the job concerns of the CEO’s, and on the other
hand, the reputation and ability of the CEOs are also effective in reducing the opportunistic behavior in the
classification shifting. Based on research findings, it is suggested that TSE companies hire capable managers and
keep them for a longer period. The results of this research add to the earnings management literature and provide
guidelines for financial analysts, investors and board members of companies.
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