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Highlights
e Examines classification shifting and information asymmetry in the Tehran Stock Exchange .

e Finds a negative relationship between classification shifting and information asymmetry.
o Disclosure quality weakens the relationship between classification shifting and asymmetry.
e Eamings forecasts frequency negatively moderates this relationship.
e The moderating role of audit quality on the relationship was not proved
Abstract

In order to make best decision, investors need information about accounting earnings.
Earnings management can lead to information asymmetry among shareholders. Classification
shifting is a type of earnings management where items in the income statement are reclassified
without changing the net income, misleading users of financial statements. The purpose of
this study is to examine the relationship between classification shifting and information
asymmetry, as well as the moderating role of disclosure quality, earnings forecasts frequency,
and audit quality on this relationship. The research sample includes 117 companies listed on
the Tehran Stock Exchange from 2011 to 2020. Multiple regression method was used to test
the research hypotheses. The results shows that there Is a relationship between classification
shifting and information asymmetry, and that disclosure quality and earnings forecasts
frequency weaken this relationship. Since this method is used by managers as a complement
to other earnings management methods, there is a essential need to examine and understand
the effects of this method alongside other earnings management techniques, which has rarely
been addressed in domestic researches.
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Introduction

Classification shifting is one of the earnings managements that items
deliberately classified in a way that by manipulating earnings in income
statement, users can be misled. In comparison with accrual-based earnings
management and real earnings management, classification shifting is a
tenuous and executable tool for earnings management. In fact,
classification shifting is a special way to manage earnings in which
management change the items of income statement without any change in
final loss or income (Mc vay, 2006).

Following Mc vay (2006), several studies have been done for
expanding the results. For example, Barva et al. (2006) show that firms
change the main expenses from discontinued operation to other expenses.
Darv et al. (2019) find that firms change assets decrease expense to
discontinued operation. Abernathy at al. (2014) show that firms that have
limitation in using accrual-based earnings management and real earnings
management, will use classification shifting as an alternative for earnings
management.

Various analytical models have clarified that information asymmetry
can affect earnings management. For example, Dye (1998) indicates that
information asymmetry is a basic term for earnings management. He
assumed that there is overlap between shareholders. Shareholder permit
that managers follow a specific strategy for earnings management. In this
situation, managers have information privilege rather to other users and so,
information asymmetry is a basic term for earnings management.

High quality of disclosure reduces the decision-making risk (mandy,
2005). Managers want more disclose of information because they believe
in occurring problem situation this information could be effective (Feias
et. al, 2014). High quality of information disclosure decreases the level of
confidential information and helps to information balance between traders.
So, it can decrease the information asymmetry. Auditing as a one of the
governance mechanisms is essential for decreasing the information
asymmetry. So, auditor's reports as a final outcome of auditing process,
can increase quality of accounting disclosure. Earnings forecasts by
managers has information content and disclose information about firms’
future position and performance.

Based on these issues, the purpose of this study is to investigate the
effect of disclosure quality, earnings forecasts frequency and audit quality on
the relationship between classification shifting and information
asymmetry. In order to achieve this purpose four hypotheses have been
developed. In first hypothesis, the relationship between classification
shifting and information asymmetry has been studied. In other three
hypotheses the effect of each modify variables on this relationship has been
investigated.
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Methodology

This research is applied in terms of purpose and descriptive-correlation
in terms of nature and method. Also, this research is a post-event (non-
experimental) type of research in terms of time and in terms of the type of
reasoning for the conclusion, it is considered as inductive research. In this
research, the library method is used to collect the required data and
information and consists of two parts. The first part includes the subject
literature and the definition and identification of the concept of
independent and dependent variables and the discussion of how they
interact using the theories of financial scientists; Books, articles,
dissertations, websites and specialized Persian and English magazines have
been used. The second part is the collection of research data that the
required data has been obtained from the library of the stock exchange,
new software Rahavard, financial statements and announcements
published by companies on the Cadal site belonging to the stock exchange
organization. In this study, multivariate regression is used as a statistical
method. In regression method, the main purpose is to investigate the
relationship between dependent and independent variables of the research.
After collecting information, Excel and Eviews software are used to
analyze the data and extract descriptive and inferential statistics.

The data required for this study have been collected from the actual
information of companies listed on the Tehran Stock Exchange during the
years 2011-2021, and using the systematic removal method to determine
the sample size based on the following criteria:

1. For the purpose of comparability, the fiscal year ending March 20 is

considered.

2. Not be part of financial companies, investments or financial

intermediation companies.

3. Their financial information is available.

4. There is no change in the financial year during the time domain of

the research.

5. The required information about the variables is available.

Finding

This study investigates the relationship between classification shifting
and information asymmetry and further investigates the interactive
effect of disclosure quality, earnings forecasts frequency and audit quality on
the relationship between classification shifting and information
asymmetry. Using a sample of listed firms, this study finds a negative
relationship between classification shifting and information asymmetry.
Also, disclosure quality and earnings forecasts frequency have a negative
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effect on this relationship. But, effect of audit quality n this relationship is
not proved.

Conclusion & Results

The results of this research show that the information asymmetry in
companies that mange earnings by using the method of classification
shifting, is lower than other companies. Also, the disclosure quality and
earnings forecasts frequency can affect the effectiveness of the
aforementioned relationships. The findings of the current research can be
useful in the decision makings by investors and stakeholders of the
company; because it can provide new evidence about how to use the
classification shifting as a new method of earnings management.
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