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Abstract. This paper aims to explore earnings management of available-for-sale 

financial assets (AFS) under the background of standard changes. Firstly, it out-

lines the changes in standards and their impact on corporate financial reporting, 

thereby introducing issues that require in-depth research. Then, it analyzes the 

classification of financial assets, with a focus on the characteristics of AFS and 

their manifestations in financial statements. Subsequently, it examines various 

earnings management techniques and discusses in detail the adjustment methods 

for enterprises to utilize AFS for earnings management under the new standards, 

revealing the substantial impact of standard changes on earnings management 

behavior and the potential economic consequences. Finally, this paper summa-

rizes the conclusions through empirical analysis and proposes suggestions for the 

preparation and supervision of financial statements in the future. The analysis 

shows that the changes in standards not only affect the accounting treatment of 

available for sale financial assets, but also put forward new requirements for the 

earnings management methods of enterprises, forcing them to achieve a balance 

between benefits and risks. In the process of adapting to the new standards, en-

terprises need to increase their analysis of market trends, attach importance to the 

management of current assets, and ensure the stability and accuracy of their fi-

nancial performance. 
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1 Introduction 

Changes in standards have a significant impact on earnings management of available-

for-sale financial assets. Available-for-sale financial assets (AFS) are assets that are not 

recognized in profit or loss for changes in fair value during the holding period, but are 

reflected through other comprehensive income. Their carrying amount is affected by 

fluctuations in fair value. The implementation of International Financial Reporting 

Standard 9 (IFRS 9) marks a significant change in accounting treatment for financial 

instruments, especially in terms of reducing the impact on earnings management prac-
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fair value measurement methods require companies to reflect the risks of financial as-
sets more cautiously in their financial statements.[1] 

In earnings management, enterprises can influence current profits and comprehen-
sive income by adjusting valuation assumptions and impairment testing methods for 
available-for-sale financial assets. Regarding valuation assumptions, especially the pre-
diction of discount rates and future cash flows, enterprises can utilize flexible adjust-
ments to achieve desired accounting outcomes. Specifically, by accurately estimating 
expected fluctuations in future cash flows and corresponding discount rates (for exam-
ple, using the Capital Asset Pricing Model (CAPM) with a hypothetical risk-free market 
rate of 4% and a market risk premium of 6%), enterprises can influence the fair value 
of their AFS, thereby affecting profitability.[2] 

Impairment testing is a crucial tool for earnings management by setting appropriate 
impairment provisions. Enterprises must regularly assess signs of impairment in AFS, 
typically using indicators such as liquidity ratios and solvency analysis. If the present 
value of cash flow is lower than the book value, impairment needs to be recognized. At 
this point, management can manipulate the profit level during the reporting period by 
choosing different time points for impairment testing. Additionally, enterprises can se-
lectively impair specific items to minimize the downward pressure on profits and main-
tain comparability with industry averages.[3] 

Regarding market reactions, earnings management behaviors of enterprises can at-
tract the attention of investors and market analysts, potentially damaging the reputation 
of the enterprise in the long run. In external disclosures, regarding the management of 
AFS asset fluctuations, enterprises need to disclose relevant changes in fair value and 
the accounting policies adopted to maintain transparency and compliance. For enter-
prises that need to assess the timing of selling, understanding the market fluctuation 
scenarios of AFS and related macroeconomic factors (such as interest rates, economic 
growth rate) is of great significance. It can optimize their asset portfolio to prevent 
market risks. 

To quantify the earnings management effect of available-for-sale financial assets, 
empirical methods can be employed in research. By establishing regression models 
(such as multiple linear regression analysis), the relationship between various financial 
indicators and earnings management can be analyzed. For instance, setting the depend-
ent variable as net profit in financial reports and the independent variables as the
amount of changes in fair value of AFS, discount rate differences, impairment provi-
sions, etc., through specific sample selection (such as listed companies in different in-
dustries), can reflect their differences and rationality in earnings management decisions. 
Furthermore, LASSO regression can be utilized to screen out key variables closely re-
lated to earnings management, providing decision support.[4] 

In summary, under the backdrop of new-era standard changes, earnings management 
of available-for-sale financial assets faces increased reporting transparency and com-
pliance requirements. In the current economic environment, enterprises need to pay 
attention to the value changes of AFS assets, reasonably assess and master the tools of 
earnings management, and balance the flexibility of financial reporting with market 
trust. 
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Accounting standards are a key factor in preventing and constraining earnings man-
agement, but at the same time, the economic consequences and limitations of account-
ing standards are important reasons for the emergence of earnings management. There-
fore, accounting standards are a double-edged sword for earnings management of listed 
companies. 

As earnings management is an accounting choice that does not violate accounting 
standards, accounting standards have become a limiting condition for earnings man-
agement, and the emergence of earnings management has also promoted the develop-
ment of accounting standards. The relationship between earnings management and ac-
counting standards is both interdependent and mutually influential. 

The management authorities of enterprises have the right to choose accounting pol-
icies, and they may manipulate accounting figures through improper earnings manage-
ment for their own economic interests, in order to achieve favorable results in the actual 
execution of various contractual relationships. Therefore, due to the incompleteness of 
contracts and the self-interest considerations of rational brokers, even with the con-
straints of accounting standards, accounting information is still imperfect. Imperfect 
accounting information has triggered demands from stakeholders to improve account-
ing standards, and as a result, accounting standards are constantly being improved un-
der the impetus of earnings management. 

2 Analysis of Available-for-sale Financial Assets 

2.1 Classification of Financial Assets 

The classification of financial assets is an important component of financial reporting, 
primarily conducted in accordance with the International Financial Reporting Standards 
(IFRS) and Chinese accounting standards. Financial assets are mainly divided into four 
categories: financial assets measured at fair value, financial assets measured at amor-
tized cost, held-to-maturity investments, and available-for-sale financial assets. Each 
category of financial assets employs different measurement methods and accounting 
treatments to cater to investors with varying risk profiles and liquidity needs.[5] 

Financial assets measured at fair value include derivative financial instruments and 
trading financial assets. Changes in the fair value of such assets directly affect the cur-
rent period profit and loss, and are applicable to assets that are frequently traded for 
short-term gains. For example, if the fair value of a stock asset held by a company 
increases from 1 million yuan to 1.2 million yuan in the same year, the appreciation of 
200,000 yuan needs to be recorded in the current period profit and loss. 

For financial assets measured at amortized cost, they are primarily debt instruments 
purchased by enterprises to hold and collect contractual cash flows. Regardless of mar-
ket conditions, the carrying value of such assets is amortized using the effective interest 
method, and enterprises need to pay attention to changes in the interest and principal 
paid each period. For example, a debt investment with a face value of 500,000 yuan, an 
annual interest rate of 5%, and a term of 5 years requires the recognition of interest 
income of 25,000 yuan per year.[6] 
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Held-to-maturity investments refer to fixed-income financial assets that an enterprise 
has a clear intention and ability to hold until maturity. The accounting treatment for 
such assets also adopts the amortized cost method, and the associated risks are relatively 
low, making them suitable for conservative investors. A practical example is a five-
year treasury bond purchased by a bank, with an annual interest rate of 3%. The total 
principal and interest paid upon maturity will be approximately 537,000 yuan. 

The characteristic of available-for-sale financial assets is that enterprises can sell 
them at any time to meet liquidity needs. The changes in fair value of such assets do 
not affect current profit and loss, but are recorded in other comprehensive income. Spe-
cifically, if a company holds available-for-sale stocks with an initial cost of 2 million 
yuan and a fair value of 2.5 million yuan at the end of the year, the appreciation of 0.5 
million yuan will be recorded in other comprehensive income and transferred to profit 
and loss when disposed of.[7] 

In the classification process, important parameters include risk, liquidity, and hold-
ing purpose. Companies need to conduct a comprehensive assessment, including finan-
cial conditions and market environment, in order to make appropriate classifications 
and measurements. For asset reclassification, enterprises need to comply with stricter 
laws and regulations to ensure that all changes are fully disclosed in financial state-
ments. 

In addition, the regulatory authorities' changes in the classification of financial assets 
reflect their grasp of market risks. Especially in the context of intensified global eco-
nomic fluctuations, enterprises need to closely monitor the performance of their asset 
portfolios, prudently assess the liquidity and risk effects of various financial assets, and 
formulate corresponding financial policies accordingly. Key risk management tools in-
clude their related sensitivity analysis and scenario analysis, which dynamically simu-
late external economic factors such as changing interest rates and exchange rates to 
enhance the resilience of asset portfolios against risks.[8] 

In the final financial reports of enterprises, the complex classification of financial 
assets and accurate measurement of fair value will directly affect important indicators 
in the balance sheet and income statement, thereby exerting a profound impact on the 
decisions of specific stakeholders. Ensuring the accuracy of financial asset classifica-
tion is of utmost significance for enhancing corporate transparency and meeting market 
regulatory requirements. 

2.2 Characteristics of Available-for-sale Assets 

Available-for-sale assets are a type of investment presented in financial statements, 
characterized primarily by their liquidity, flexibility in assessing fair value, and their 
impact on corporate financial performance. Available-for-sale assets exhibit high li-
quidity, primarily reflected in their ability to be quickly transferred or sold, and are not 
specific to a particular category of investment, which allows for more flexible capital 
management. According to International Financial Reporting Standards (IFRS), avail-
able-for-sale assets are typically assessed at fair value, with related changes directly 
affecting other comprehensive income (OCI) rather than current profit and loss, provid-
ing companies with potential room for earnings management.[9] 



 

            39Research on Earnings Management of Available-for-sale Financial … 

When assessing fair value, assets available for sale should refer to quotations in an 
active market, or in the absence of an active market, employ valuation tools such as the 
comparable transaction method and income approach. This diversity ensures that en-
terprises can optimize their investment portfolios based on market conditions and pre-
sent the best financial performance in their financial statements. At the same time, en-
terprises need to be aware that fluctuations in fair value can have a significant impact 
on capital costs and investment decisions. 

Efforts to maintain the stability of fair value can be implemented through various 
methods. For instance, enterprises can periodically reassess the value of their available-
for-sale assets, utilize market trend analysis to predict future movements, and adjust 
asset allocation accordingly. When evaluating specific parameters such as discount rate, 
expected return rate, and market risk premium, enterprises need to make careful choices 
and adjustments. If using the income approach for calculation, the discount rate is often 
selected as the market risk-free interest rate plus a risk premium, typically ranging from 
2% to 5%. Through such detailed evaluation, enterprises can more accurately grasp the 
potential value of their available-for-sale assets, providing a scientific basis for formu-
lating financial strategies.[10] 

In addition, the characteristics of available-for-sale assets are also reflected in the 
management of liquidity risk and credit risk. Liquidity risk is controlled through mon-
itoring external markets and analyzing potential investor demand. Credit risk, on the 
other hand, requires rigorous assessment of the credit status of debtors to reduce adverse 
impacts. In practical operations, many companies quantify these potential risks by es-
tablishing risk assessment models, making the risk control and financial decision-mak-
ing processes more scientific. 

When implementing management strategies for available-for-sale financial assets, 
enterprises should adjust their control measures in a timely manner to adapt to market 
changes. For example, for commodities and equity investments, dynamic investment 
restrictions and repurchase strategies can be set up to cope with the risks brought by 
market fluctuations. Close attention to economic indicators, policy changes, and market 
sentiment can help enterprises effectively adjust their investment portfolios, maximize 
returns, and avoid potential losses. 

When evaluating such assets at the end of the period, the principle of prudence
should be adhered to. In principle, they should not be overvalued to ensure consistency 
with the actual market conditions. Furthermore, when disclosing relevant financial in-
formation, transparency and consistency should be ensured to enhance investor trust 
and comply with regulatory requirements. Available-for-sale assets not only offer the 
advantage of diversified allocation but also provide flexible options for enterprises to 
achieve earnings management goals, which helps enterprises obtain long-term benefits 
and enhance market competitiveness. 
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3 Earnings Management Methods 

3.1 Means of Earnings Management 

Earnings management techniques primarily encompass accounting policy choices, ac-
tual transactions, and adjustments to earnings expectations. Accounting policy choices 
refer to the impact on financial statements when enterprises select different accounting 
treatment methods based on compliance with accounting standards. For instance, en-
terprises can opt for the straight-line method or accelerated depreciation method in the 
depreciation of fixed assets. Different choices will directly affect the net profit and total 
assets presented in the balance sheet and income statement. Specifically, adopting the 
accelerated depreciation method will initially result in lower profits, thereby avoiding 
a rapid increase in tax burden; whereas when enterprises aim to boost short-term net 
profit, switching to the straight-line method can smooth out profits. 

Actual transactional means include asset restructuring, accounts receivable manage-
ment, and inventory management. Asset restructuring, such as mergers and acquisitions 
and the sale of subsidiaries, can be used to adjust financial conditions and profitability 
levels. Taking real estate development companies as an example, by selling inefficient 
assets or real estate, it is possible to show higher cash flow and return on net assets in 
financial reports, while reducing debt pressure. In accounts receivable management, 
companies can reduce bad debt reserves by implementing strict credit policies and col-
lection mechanisms, thereby enhancing net assets and short-term profits. Strategies in 
inventory management, such as accelerating sales or postponing purchases, can affect 
the recognition of sales revenue and costs during a specific accounting period, thereby 
optimizing earnings. 

Earnings expectation adjustment involves the timely disclosure of reporting infor-
mation and sensitive response to changes in the external environment. Companies can 
influence investors' expectations of future earnings by adjusting performance guidance, 
thereby manipulating stock prices. For example, by issuing a positive revenue warning 
in advance, companies can shape favorable market expectations, which in turn can in-
fluence the reactions of shareholders and the market to a certain extent, helping com-
panies achieve their target profits. 

The utilization of non-recurring items is also a common earnings management prac-
tice. By recognizing one-time revenues or expenses, such as gains from asset sales or 
restructuring costs, companies can effectively adjust their financial performance. Stud-
ies indicate that towards the end of the performance reporting period, companies tend 
to generate non-recurring profits through asset sales, thereby enhancing the presenta-
tion of their annual net profits. 

Cash flow management holds a significant position in earnings management. Com-
panies manipulate the timing of cash inflows and outflows through legal means, thereby 
affecting net income. For instance, accelerating sales realization and delaying payments 
can reflect higher operating cash flow during a specific period. Furthermore, by reason-
ably coordinating with working capital management and adjusting the turnover rates of 
accounts receivable, accounts payable, and inventory, it helps enhance the liquidity and 
profitability of the enterprise. 
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The utilization of derivative financial instruments and financial hedging has also be-
come a crucial means of earnings management. Enterprises reduce the risk of financial 
expense fluctuations through methods such as interest rate swaps and foreign exchange 
hedging. Simultaneously, by predicting future interest expenses and making rational 
choices regarding financing structures, they can enhance the effectiveness of earnings 
management by increasing tax shields while optimizing overall capital costs. 

The application of accounting information manipulation techniques, such as ac-
counting estimates and judgments, affects the transmission and presentation of corpo-
rate earnings performance. For example, adjustments to expected future investment re-
turn rates and discount rates directly impact asset valuation and revenue recognition, 
providing scope for earnings enhancement. 

In summary, the combination of various earnings management techniques will ef-
fectively improve the financial situation of enterprises and enhance earnings quality, 
but they must be used cautiously to avoid potential ethical risks and compliance issues. 

3.2 Adjustment Under the Criteria 

Under the changes in standards, enterprises apply adjustment mechanisms in earnings 
management of available-for-sale financial assets to optimize financial reports. The ad-
justment process mainly focuses on the mutual influence between changes in fair value 
and earnings. Enterprises respond to changes in the external economic environment by 
adjusting the book value of financial assets, thereby affecting the performance of the 
income statement and cash flow statement. 

After the implementation of fair value accounting standards, enterprises need to 
promptly reflect the fluctuations in the fair value of available-for-sale financial assets 
on their financial statements. To this end, management may choose to adjust earnings 
during certain periods to achieve reporting objectives. Some enterprises adopt a "profit-
locking" strategy, which involves locking in expected gains by purchasing specific 
types of financial assets at the end of the reporting period, thereby adjusting earnings. 
Specifically, by adjusting the book value at the end of the period, they can avoid a 
decline in earnings due to market fluctuations. For example, if an enterprise has ob-
tained high returns in the financial market but suffers losses due to market adjustments, 
it can mitigate the impact of these losses by reducing the book value of the correspond-
ing available-for-sale financial assets. In terms of parameters, enterprises often set a 
benchmark market value, based on which they make corresponding earnings adjust-
ments. This benchmark is usually set within the range of 10%-15% of net assets to 
ensure the stability of earnings. 

Additionally, enterprises can employ the "profit deferral" strategy to postpone the 
recognition of certain earnings to future periods, thereby smoothing earnings fluctua-
tions. For instance, by deferring the recognition of earnings that would otherwise be 
recognized in the current accounting period, they can align with the accounting stand-
ards of the next year, reduce current earnings pressure, and expand future earnings po-
tential. In this scenario, the transfer of earnings is primarily achieved by adjusting the 
cost of restitution or reducing the impairment provision for available-for-sale financial 
assets, ensuring a smooth transfer of profits. 
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During the adjustment process, enterprises need to reasonably assess the future li-
quidity potential of available-for-sale financial assets to ensure that adjustment
measures do not affect their true economic conditions. For large amounts of available-
for-sale financial assets, enterprises may adopt special audits in the pro forma adjust-
ment report to ensure the compliance and authenticity of fair value calculations. There-
fore, the adjustment mechanism not only relies on the implementation of internal con-
trols but also requires attention to the response of external supervision. 

When applying adjustment methods, enterprises must balance compliance require-
ments and market expectations. The extent of adjustment is largely limited by account-
ing standards and industry practices. For example, under the background of government 
dividend policies, some enterprises choose to moderately recognize financial subsidies 
ahead of schedule in their quarterly reports to affect the overall profitability level. The 
key lies in integrity and transparency. Excessive earnings adjustments may result in 
penalties or irreparable damage to the brand image. 

The market feedback mechanism also influences the effectiveness of adjustments. 
The level of investor attention and emotional volatility towards the company's availa-
ble-for-sale financial assets directly impact the success of adjustment strategies. The 
transparency of information obtained and the legality and compliance of adjustment 
methods affect shareholders' investment decisions. Therefore, while adjustments can 
enhance short-term profit performance, companies must balance risks and benefits to 
ensure long-term sustainable development. 

By adjusting available-for-sale financial assets under changes in standards, enter-
prises can achieve flexible financial management. However, the effectiveness of this 
method relies on the enterprise's accurate grasp of market trends and strict implemen-
tation of internal controls. In this process, the decision-making ability of managers and 
the scientific nature of financial strategies directly affect the efficiency and authenticity 
of earnings management. 

4 Conclusion 

In the context of changes in accounting standards, earnings management of available-
for-sale financial assets exhibits significant characteristics and complexity. Research 
indicates that enterprises face changes in accounting standards, especially the fair value 
measurement method for available-for-sale financial assets, leading management to ex-
ert influence on earnings figures to cater to market expectations. Through empirical 
analysis, it is found that there are differences in earnings management methods among 
enterprises of different industries and sizes. Specifically, the financial industry has a 
higher dependence on earnings management, and the methods adopted mainly include 
earnings smoothing and profit manipulation. 

At the level of specific earnings management methods, for assets measured at fair 
value, enterprises can adjust the reflection of fair value changes in the comprehensive 
income and income statements to affect earnings fluctuations. For example, if a com-
pany classifies a certain proportion of its financial assets as measured by comprehensive 
income, its earnings fluctuations will be relatively reduced, presenting a more stable 
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financial performance. According to IFRS 9, the calculation of fair value must be based 
on active market prices or reasonable valuation techniques, which provides technical 
background for managing earnings but also increases measurement uncertainty. 

In terms of information disclosure, changes in standards require companies to pro-
vide more financial information, including management strategies for credit risk, li-
quidity risk, and market risk of financial instruments, thereby enhancing transparency. 
Enterprises must consider the disclosure of this information in the process of earnings 
management to avoid market penalties caused by concealing risk information. Research 
shows that there is a negative correlation between the quality of information disclosure 
and stock price volatility, and high-quality information disclosure can effectively re-
duce the market's irrational expectations and reactions to corporate earnings. 

In addition, market reactions are deeply influenced by changes in standards. Experi-
ence has shown that changes in the accounting treatment of AFS assets often result in 
a lag effect in the stock market response, and market participants' understanding and 
verification of the transition to the new standards for enterprises take time. Empirical 
research shows that in the initial stage of implementing standard changes, the volatility 
of a company's stock price is significantly higher than in the subsequent stable period, 
indicating the market's sensitivity to changes in accounting policies. 

In specific financial data analysis, considering the differences between adjusted
comprehensive income and comparable period data, enterprises need to use this as a 
basis for detailed income management. For example, in the comparison of financial 
data before and after the implementation of IFRS 9, there may be a 20% to 30% fluc-
tuation in earnings, and companies need to carefully analyze the underlying reasons. 
Especially for financial assets measured at fair value, their volatility requires meticu-
lous risk planning and forward-looking earnings forecasting. 

In summary, when dealing with the impact of changes in standards, companies not 
only need to adjust their earnings management methods and enhance information dis-
closure, but also need to pay attention to changes in market reactions and their long-
term impact on the company's stock price. These factors work together to determine the 
effectiveness and sustainability of earnings management in enterprises. 
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