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The Effect Managers’ behavioral bias and Comparability of Financial
statements on classification shifting opportunistic of income statement
items in tehran stock exchange

Abstract

One of the new methods of earnings management is earnings management through
reclassification. In this method, the company's earnings are manipulated without changing the
company's net profit, only by changing the classification of expenses and revenues. Given the
importance of various earnings management methods; the purpose of this study is to examine
the effect of managers' behavioral biases and the comparability of financial statement
information on opportunistic reclassification of income statement items in the Tehran Stock
Exchange. The behavioral bias of managers in this study included managers' overconfidence,
narcissism, and short-sightedness. For this purpose, information from 144 companies selected
by systematic elimination method during the period 2017 to 2023 was used. The results of the
regression model estimation showed that managers manage earnings by changing the
classification of financial statement items. The results also showed that managers' behavioral
biases increase earnings management through opportunistic reclassification of income
statement items. In other words, overconfident and narcissistic managers, based on behavioral
finance theory, unconsciously tend to ignore negative feedback. Therefore, believing that they
are maximizing the long-term value of shareholders' wealth by continuing investment projects,
they hide negative feedback from investors and, in order to prevent shareholder intervention,
change or manipulate the reported information in a favorable way to convince investors that
the progress of current projects is in line with expectations. The results also indicated that the
comparability of financial statement information led to a decrease in earnings management
through opportunistic reclassification of income statement items, and a negative and significant
relationship was observed between them. In other words, unlike earnings management based
on accruals and real items, with increasing comparability, the possibility of detecting earnings
management resulting from reclassification will be greater; Because the management of
earnings resulting from reclassification is done by moving income and expense items and does
not change the overall reportable earnings and it is also easier to detect.

Keywords

Reclassification earnings management, behavioral bias of managers, comparability of financial
statements




