Quarterly Scientific Journal of National University of Skills
Special Issue 2026, Vol. 23, p. 399-422

Journal Homepage: https://karafan.tvu.ac.ir/

d

National
University

of
Skills

10.48301 /kssa.2025.481719.3017

The effect of audit quality, number of profit forecasts and
the Auditor's Opinion on the relationship between the
classification shifting and investors' confidence

Zanyar Sajjadi !

Mohammad Omid Akhgar::2

Pezhman Abbasi3

1.Assistant professor, Accounting, Faculty of Humanities and Social Science, University of

Kurdistan, Sannadaj, Iran

2.Associate professor, Accounting, Faculty of Humanities and Social Science, University of

Kurdistan, Sannadaj, Iran

3.M.S, Accounting, Faculty of Humanities and Social Science, University of Kurdistan, Sannadaj,

Iran

ARTICLE INFO

ABSTRACT

Article Type:
Original Research

Received: 04.16.2023
Revised: 09.12.2023
Accepted: 11.13.2023

Keyword:

classification shifting investors'
confidence investment
confidence

audit quality

number of profit forecasts
Auditor's Opinion

Recently, a third tool called classification shifting for earnings
management has been considered. According to the listed companies’
use of classification shifting method and also, the role of investor
confidence, which is argued to have a significant impact on earnings
management, this type of earnings management should not be
overlooked. Also, the role of audit quality, the number of profit
forecasts by managers and the type of Auditor's Opinion in reducing
confidential information is vital. Therefore, the purpose of this
research is to investigate the effect of audit quality, the number of
profit forecasts by managers and the type of Auditor's Opinion on the
relationship between the classification shifting and investors'
confidence. The present sample of this study includes 117 companies
listed on the Tehran Stock Exchange from the period of 2011 to 2021.
In order to test the research hypotheses, multiple regression analyses
have been used. The results show that there is a positive and
significant relationship between the classification shifting and
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EXTENDED ABSTRACT

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.

Auditing as a one of the governance mechanisms is essential for increasing the investor's
confidence. So, auditor's opinion as a final outcome of auditing process, can prevent
earnings management. number of profit 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 audit quality, auditor's opinion and
number of profit forecasts on the relationship between classification shifting and investor's
confidence. In order to achieve this purpose four hypotheses have been developed. In first
hypothesis, the relationship between classification shifting and investor's confidence has
been studied. In other three hypotheses the effect of each modify variables on this
relationship has been investigated.

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.
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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.

Results and Discussion

This study investigates the relationship between classification shifting and investor's
confidence and further investigates the interactive effect of audit quality, auditor's opinion
and number of profit forecasts on the relationship between classification shifting and
investor's confidence. Using a sample of listed firms, this study finds a positive relationship
between classification shifting and investor's confidence. Also, audit quality, auditor's
opinion and number of profit forecasts have a negative effect on this relationship.

Conclusions

The results of this research show that the investment confidence in companies that mange
earnings by using the method of classification shifting, is higher than other companies. Also,
the audit quality, the number of profit forecasts by managers and Auditor's Opinion 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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