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Earnings Management Research Based on Classification Shifting .
Empirical Evidence from Chinese Listed Companies

Cheng Fu, Wang Fusheng

(School of Management , Harbin Institute of Technology . Harbin 150001, China)

Abstract: Earnings management behavior aiming at prettifying or covering up corpo-
rate real economic performance has attracted attention from the academia. In the view of
little attention paid by previous studies to the behavior of classification shifting in Chinese
listed companies, this paper empirically investigates the adjustment to corporate earnings
structure through classification shifting between above-the-line and below-the-line items by
using the financial data of A-share listed companies in Shenzhen and Shanghai stock mar-
kets from 2007 to 2012. It comes to the results as follows: firstly, managers shift operat-
ing expenses downward to non-operating expenses or non-operating income upward to op-
erating revenues to increase core earnings; secondly, managers use classification shifting
between above-the-line or below-the-line items to achieve increases in operating income and
avoid the report of negative operating income; thirdly, the magnitude of the increase in
core earnings by managers through classification shifting between above - the - line or
below-the-line items is negatively related to the shareholding ratios of the largest share-
holder, independent directors and institutional investors, and is positively related to audi-
ting quality; the inhibition role of large shareholders and independent directors in classifi-
cation shifting manipulation only exists in non-state-owned enterprises, and the inhibition
role of institutional investors in classification shifting manipulation only exists in state-
owned enterprises. It provides reference for classification shifting manipulation reviews
from accounting standard setters, corporate governance level and external auditors.

Key words: classification shifting; earnings management; above-the-line item; be-
low-the-line item; core earnings
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