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Abstract

Background & Purpose: the condition and performance of the companies that are
considered for investment, if they are free from mistakes and frauds and have
financial health, they can achieve the returns expected by investors, but there is a
risk related to legal claims in Financial reporting can also affect and weaken the
ability and potential of companies to achieve efficiency and stability of the expected
performance. Therefore, the aim of the current research is to investigate the effect
of the risk of legal claims on the financial health of Tehran Stock Exchange
companies (based on CAMEL financial health indicators).

Research method: The current research is one of the applied researches using post-
event approach.

Findings: In this research, 99 companies admitted to the Tehran Stock Exchange
between1393-1400 which were selected by systematic elimination method have
been investigated.

Result: The results of the research showed that the drivers of the risk of legal
claims; Annual adjustments resulting from the correction of important mistakes,
manipulation of profit through operating cash flows, manipulation of production
and manipulation of discretionary expenses have caused the financial health of the
studied companies to decrease. In other words, the presence of legal claims risk
signs as an increasing factor of representation problems, indicates the low quality
of capital, property, management, profitability and financial flexibility of
companies.

Keywords: Financial Health, Legal Claims Risk, Profit Manipulation, Agency Fees
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