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Abstract

Objective: According to the prior studies it is posited that after Sarbanes-Oxley Act of 2002 in US and at the
same time Iran’s Corporate Governance Regulation, managers shift from accrual earnings management to real
earnings management. So, it can say that deviation from real operation’s predictive power for crash risk
strengthens substantially, while discretionary accrual’s predictive power essentially dissipates.

Goal: The goal of this research is to evaluate the distinct impact of abnormal real operations and real earnings
management on the subsequent crash risk in stock prices. Computed based on real earnings management (REM)
models, firms' deviation in real operations from industry norms (DRO) is shown to be positively associated with
their future crash risk. This study follow the Gunny (2010), and Roychowdhury (2006) suspect firm — years
approach to address firms’ use of deviation from real operating for real earnings management purposes.
Results: This analysis shows that REM-firms experience a significant increase in crash risk in the following
year.

Keywords: Crash risk, Deviation in real operations, Real earnings management, Suspect firm- years
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