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The Role External Auditors in Voluntary vs. Forced Financial Restatements and Its
Impact on Earning Quality Before and After Mohammad Ali Aghaei’, Hossein Etemadi
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ABSTRACT

This paper seeks to examine the impact of Voluntary vs. Forced Financial
Restatements on Earning Quality of restating firms. The sample in Our Study includes
7Y companies that provided only once in the period '™+ to !'r"7-have been restated.
Our proxy for earning quality is change in Accrual Quality focus on Dechow and
Dichev (Y++") model. In this study, the internal corporate governance variables
(board characteristics) and audit quality and firm characteristics as control variables
have been used. We have investigated how these variables for the period of
misstatement and post-restatement have affected the quality of earnings. Our findings
show that the Forced financial restatements (due to the proposal of external auditor) is
significantly positively related to the increase in accrual quality. Moreover, the study
finds that the changes of accrual quality in firms with Forced Financial Restatements
are significantly higher due to internal corporate governance change .

Keywords :Forced Financial Restatements, Accrual Quality, internal Corporate
Governance

The Sample in our shady includes 1Y Companies which  have provided only one
restatement in the period between Y+ +Y and Y+)),
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