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Abstract

The main objective oftthis Study is to investigate the effect of the quality of
aggressive tax reporting on finangial flexibility with respect to the moderating
role of the quality of audit ‘€@mmittee characteristics. To test the research

hypotheses, a multivariate™egression model*was used. Data were collected
and analyzed by referring to theffinancial statements and explanatory notes of
companiesy listed on theWyiehran Stock Exchange. The research sample
included 161% company-year observations from 2014 to 2024, which were

analyzed using Exceliand EViews software. The research findings show that

the research findings show that the quality of aggressive tax reporting has a
positive and signifigant effect on financial flexibility. Also, the quality of audit
committee characteristics moderates the effect of the quality of aggressive tax
reporting on financial flexibility. Tax evasion, tax avoidance, profit

management, etc. are tools that companies may use to reduce taxes because
tax costs cause cash outflows from companies and reduce dividends. Tax
evasion reduces and delays the payment of tax costs by companies, and thus
can improve the financial flexibility of companies, even in the short term. One
of the things that can reduce the agency problem and improve the quality of
tax reporting is the characteristics of the audit committee. Audit committees
can create and implement a tax policy framework that is consistent with the
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company's long-term goals and ethical standards and prevent overly
aggressive tax planning.
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In an increasingly uncertain and competitive economic environment, firms
require appropriate financial policies to maintain their competitive position,
respond to unexpected changes, and exploit investment opportunities.
Financial flexibility is therefore an important financial characteristic because
it enables firms to preserve financing capacityaand respend tofunforeseen
financial needs. Tax payments, however, represent.a significant@ash outflow
and may reduce the resources available for investment, debtymanagement, and
other financial commitments. Cansequently, managersimay £mploy“tax
planning strategies, including aggressive tax reporting, to reduce or defer tax
payments and preserve financial resotikces. Aggressive tax reporting can
therefore have a direct implication for finagcial flexibility/ By lowering the
current tax burden, firms tay retain additionahcash andyinCrease their ability
to finance operations and inugstment oppostunities internally. Nevertheless,
excessive tax aggressiveness may expose firms to tax penalties, regulatory
scrutiny, reputational risks,“and“agency caonflicts. In this regard, audit
committees constitute an important internal cerporate governance mechanism.
Their independence; financialexpertise, gender diversity, size, and meeting
frequencyamay enhance meaitoring over financial and tax-related decisions.
A high-quality audit Jeemmittee may therefore constrain excessively
aggressive taxWstrategies and modify their effects on firms’ financial
flexibility. The,presglt study contributes to this literature by simultaneously
examining aggressive tax reporting quality, financial flexibility, and audit
committee characteristics quality within the institutional setting of the Tehran
Stock Exchange.
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The research is applied in terms of purpose, ex post facto in terms of temporal
design, and descriptive-correlational in terms of nature. The statistical
population consists of companies listed on the Tehran Stock Exchange during
yyavOye.v (v-yvQy.yy). 00000 OO0 00O O0DOOOOOO OOOO0DOO O0DOOOOa, yvey

companies were selected, resulting in 1,617 firm-year observations. Required
data were extracted from the Codal comprehensive database, Rahavard Novin,
companies’ financial statements, and their accompanying explanatory notes.
Excel 2013 and EViews 9 were employed for data preparation and statistical
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analysis.

Because financial flexibility is operationalized as a binary variable, panel
logistic regression estimated by the maximum likelihood method was
employed. Financial flexibility was measured based on the firm’s excess debt
capacity. A firm was classified as financially flexible when it exhibited excess
debt capacity for at least two consecutive years. Aggressive tax reporting
quality was constructed using four indicators: the difference between declared
and final tax, the difference between the statutory and effective tax rates, the
difference between the ratio of taxable income to sales and the industry
profitability ratio, and earnings management aimed at income minimization.
These four indicators were aggregated to construct thegaggressive tax
reporting quality index.
Audit committee characteristics quality was measuked usingifive dimensions:
audit committee independence, gender diversitysaCommitte@ Size, meeting
frequency, and members’ financial expertise. These co&ponents were
combined into an overall audit committee characteristics qualitypindex. The
regression models also controlled fomaudit quality, fixed-asset investment
intensity, inventory investment intensity, ¥eturn on assets, and corporate social
responsibility.
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The descriptive findings indicateézthat the mean aggressive tax reporting
quality index was 0.396y, whilg, itss» median was 0.374. The mean audit
committee characteristics quakity was 0.643, with a median of 0.495.
Furthermare, 1,186 observations, equivalent to 73.35 percent of the sample,
were classified as finaneially” flexible, whereas 431 observations, or 26.65
percent, were classified as non-flexible.
The results ofithe figsthypothesis indicate that aggressive tax reporting quality
has a positive and statistically significant effect on financial flexibility. The
estimated coefficient for aggressive tax reporting quality was 0.284, with a z-
statistic of 3.50 and a significance level of 0.0005. Accordingly, the
first hypothesis was supported. This finding suggests that more aggressive
tax reporting can contribute to greater financial flexibility, primarily by
reducing or postponing tax-related cash outflows and preserving financial
resources within the firm. The second hypothesis examined the moderating
role of audit committee characteristics quality. The interaction coefficient
between aggressive tax reporting quality and audit committee characteristics
quality was 0.118 and statistically significant, with a z-statistic of
y.y\ 0000 000000000000 0booo oo -.-y-v.00000000 000 00000000000 oooo oo

positive, comparison of the interaction effect with the direct coefficient of



aggressive tax reporting indicates that stronger audit committee characteristics
reduce the magnitude of the positive effect of aggressive tax reporting on
financial flexibility. Thus, the second hypothesis was supported. The second
model also produced a McFadden Rz of 0.268, compared with 0.214 for the
first model.

f. 0000000000

The positive relationship between aggressive tax reporting quality and
financial flexibility can be explained by the cash-flow consequences of
taxation. When firms reduce or defer tax payments through aggressive tax
planning and reporting practices, more cash remains availableyfor operating
requirements, debt obligations, and investment opportunities.\Therefore,
aggressive tax reporting may improve short-teim financialwdfilexibility by
increasing internally available financial resources. Howewen, thisgbenefit
should not be interpreted as an, absence of risk, because exeessivestax
aggressiveness can generate tax disputes, penalties, reputational“costs, and
other future financial consequences.“Lhe findings alse, demonstrate the
importance of audit committee Charactefistics as\a corprate governance
mechanism. An audit sommittee With greater independence, financial
expertise, appropriate size, gender diversity, and more frequent meetings can
exercise stronger ovegsight ovenfinancial anditax decisions. Such monitoring
can constrain excessive tax‘aggressiveness and prevent management from
relying excessively on tax strategies merely to obtain short-term liquidity
benefits. Consequently, altheugh aggressive tax reporting may improve
financialNflexibility, effeetive audit committee oversight can moderate and
reduce the Strength af this‘refationship. The findings are consistent with the
broader evidenge discussed in the study concerning the role of corporate
governance and atidiicommittee characteristics in constraining aggressive tax
behavior.

6. 0000000000

The study concludes that aggressive tax reporting quality is positively and
significantly associated with financial flexibility among firms listed on the
Tehran Stock Exchange. This finding indicates that tax-related strategies
capable of reducing or postponing cash tax payments can provide firms with
additional financial resources and thereby enhance their ability to respond to
financial needs. At the same time, the results confirm that audit committee
characteristics quality significantly moderates this relationship. Higher-
quality audit committees can limit excessive reliance on aggressive tax
strategies and establish a balance between the short-term financial benefits of
tax reduction and the long-term requirements of transparency, accountability,
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and tax-risk management. From a managerial perspective, firms should not
evaluate tax strategies solely on the basis of short-term tax savings. Instead,
managers should consider their effects on liquidity, financing capacity,
borrowing capacity, tax risk, and long-term financial flexibility. Boards of
directors should also give greater attention to the independence, financial and
accounting expertise, professional experience, gender diversity, and
monitoring capacity of audit committee members. Strengthening the audit
committee and enhancing coordination among financial management, internal
audit, and the audit committee can improve oversight of tax policies and help
ensure that aggressive tax strategies are implemented within an appropriate
risk-management framework. Overall, the evidence suggests that tax reporting
behavior is not merely a tax-related issue but an impoktant ceamponent of
corporate financial policy and corporate governance. <
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