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Abstract

Two approaches are more prominent in the accounting literature, accrual-
based earnings management and manipulating the actual activities; however,
the present study considered the third type of earnings management model,
namely classification shifting. The purpose of this study is to investigate how
constraints on earnings management strategies affect the application of
shifting strategy in earnings classification in the Iranian capital market. The
research sample consists of 114 firms from 2013 to 2021 (1026 observations).
Logistic regression models have been used to test the research hypothesis. The
results of the study show that financial health, institutional shareholders, audit
firm size and market share have a negative and significant effect on the
classification shifting. Also, the operating cycle has a positive and significant
effect on the c classification shifting; and its tenure does not have a significant
effect on the classification shifting. Additional tests indicated that large
companies have a greater incentive to do classification shifting (a form of
earnings management) compared to small companies, because they have
greater political costs.
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