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Objective: This study examines the effect of audit monitoring quality on
stock price crash risk, considering the moderating role of tax avoidance
measures. As audit monitoring quality is an essential corporate governance
mechanism that reduces information asymmetry and enhances financial
reporting transparency, it helps prevent the accumulation of bad news and
consequently lowers the risk of stock price crashes. However, tax avoidance
behaviors may moderate this relationship.

Method: The statistical population includes all companies listed on the
Tehran Stock Exchange during the period 2014-2024. After applying the
necessary screening criteria, a final sample of 125 firms was selected. The
study employs a descriptive-analytical approach using a multivariate
regression model within a panel data framework.

Results: The results of the hypothesis testing indicate that internal audit
oversight quality has a negative and significant effect on stock price crash
risk. Moreover, tax avoidance measures—namely, the cash effective tax
rate, operating cash flow effective tax rate, and total book-tax differences—
negatively and significantly moderate the relationship between internal audit
oversight quality and stock price crash risk. The findings also show that
external audit oversight quality has a negative and significant effect on stock
price crash risk. In addition, tax avoidance measures, including the operating
cash flow effective tax rate and total book-tax differences, negatively and
significantly moderate the relationship between external audit oversight
quality and stock price crash risk, whereas the cash effective tax rate has a
negative but insignificant moderating effect.

Conclusion: The findings suggest that strengthening both internal and
external audit monitoring quality plays a crucial role in reducing stock price
crash risk. Furthermore, the moderating effect of tax avoidance highlights the
need for coordinated regulatory and tax oversight to improve the assessment
of the transparency and reliability of firms’ financial information.
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Introduction

Stock price crash risk is one of the most important risks in capital markets and refers to the
occurrence of a severe and abrupt decline in a company’s share price. This phenomenon
typically arises when managers withhold unfavorable news for an extended period and prevent
it from being gradually reflected in the stock price. As negative information accumulates and
is subsequently disclosed suddenly, the market reacts sharply, causing the share price to
experience a substantial decline. From this perspective, stock price crash risk is important not
only for investors but also as an indicator of weak information transparency, poor financial
reporting quality, and inefficiencies in corporate governance mechanisms.

Audit monitoring quality is among the mechanisms that can play an effective role in
reducing this risk. Audit monitoring can be examined at two levels: internal and external.
Internal monitoring is exercised through internal controls, internal audit, audit committees, and
other intra-organizational mechanisms, whereas external monitoring is primarily imposed on
the financial reporting process by independent auditors, professional bodies, and legal and
regulatory requirements. It is expected that the higher the quality of these monitoring
mechanisms, the lower the likelihood of financial information manipulation, managerial
opportunism, concealment of unfavorable news, and accumulation of negative information.
Consequently, stronger audit monitoring quality may limit the probability of abrupt stock price
crashes by enhancing the reliability of financial information and reducing information
asymmetry.

Nevertheless, prior research on the relationship between audit monitoring quality and stock
price crash risk has produced mixed results. Some studies have shown that strong monitoring
mechanisms and high-quality audits can reduce stock price crash risk, whereas others have
reported weak, insignificant, or context-dependent relationships. These divergent findings
suggest that contextual factors or moderating variables may influence the strength and direction
of this relationship. One important variable in this regard is corporate tax avoidance.

Tax avoidance, as a financial and accounting behavior, may increase the complexity of
financial reporting, reduce information transparency, and create opportunities for concealing
unfavorable news. Firms with higher levels of tax avoidance typically employ structures and
practices that make it more difficult for investors and other stakeholders to assess the firm’s
true performance. Under such conditions, even monitoring mechanisms may not be able to
fully prevent managerial opportunism. Therefore, tax avoidance may moderate the relationship
between audit monitoring quality and stock price crash risk. On the one hand, by increasing
information opacity, tax avoidance can weaken the effectiveness of audit monitoring; on the
other hand, high-quality audit monitoring may help contain the adverse effects of tax avoidance
and prevent increases in stock price crash risk.

Accordingly, the main issue addressed in this study is the effect of audit monitoring quality
on stock price crash risk, with emphasis on the moderating role of tax avoidance measures.
This study seeks to determine whether internal and external audit monitoring quality can reduce
the likelihood of stock price crashes and whether the extent of corporate tax avoidance alters
the strength of this relationship. The importance of this topic lies in the fact that, in the Iranian
capital market, sharp stock price fluctuations and the delayed disclosure of negative
information have raised concerns regarding disclosure quality, financial transparency, and the
effectiveness of monitoring mechanisms. In addition, within the Iranian regulatory
environment, there are limited studies that simultaneously examine the roles of audit
monitoring quality and tax avoidance measures in explaining stock price crash risk.

Method
Describe The statistical population of this study consists of all companies listed on the
Tehran Stock Exchange during the period 2014-2024. After applying several screening
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criteria—including firms being listed before 2014, having no change in fiscal year during the
study period, having a fiscal year ending in March, excluding financial institutions such as
holding companies, banks, insurance companies, investment firms, and financial
intermediaries, having no trading suspension exceeding six months, and ensuring the
availability of the required financial data—a total of 125 firms (1,375 firm-year observations)
were selected as the final sample.

The required data were collected from the Tehran Stock Exchange information system
(CODAL), the Rahavard Novin database, and companies’ financial statements and
accompanying notes. Data preparation was performed using Microsoft Excel, and statistical
analyses were conducted using EViews version 14.

Results

The results of the research hypotheses indicate that internal audit oversight quality has a
negative and significant effect on stock price crash risk. Moreover, tax avoidance measures—
including the cash effective tax rate, operating cash flow effective tax rate, and total book—tax
differences—negatively and significantly moderate the relationship between internal audit
oversight quality and stock price crash risk.

The findings also show that external audit oversight quality has a negative and significant
effect on stock price crash risk. In addition, tax avoidance measures, specifically the operating
cash flow effective tax rate and total book—tax differences, negatively and significantly
moderate the relationship between external audit oversight quality and stock price crash risk,
whereas the cash effective tax rate exhibits a negative but insignificant moderating effect.

Conclusions

The main objective of this study was to examine the effect of audit oversight quality—
through its two dimensions, internal oversight and external oversight—on stock price crash
risk among companies listed on the Tehran Stock Exchange. In addition, the study investigated
the moderating role of tax avoidance measures, including the cash effective tax rate, the
operating cash flow effective tax rate, and total book—tax differences, in this relationship.

In the financial literature, stock price crash risk refers to the likelihood of the sudden
disclosure of accumulated negative information from previous periods, which can lead to a
sharp decline in a firm’s market value. In contrast, audit oversight quality, as an important
corporate governance mechanism, can reduce information asymmetry and improve financial
reporting transparency, thereby limiting managers’ ability to conceal unfavorable information
and reducing the likelihood of stock price crashes.

The results of the hypothesis tests indicate that the quality of internal audit oversight has a
significant negative effect on stock price crash risk. This finding suggests that mechanisms
such as effective audit committees and appropriate internal controls can enhance information
transparency and constrain opportunistic managerial behavior, thereby preventing the
accumulation and sudden release of negative news. The results also show that tax avoidance
measures—including the cash effective tax rate, the operating cash flow effective tax rate, and
total book—tax differences—play a significant moderating role in this relationship. Specifically,
when the level of tax avoidance is lower and tax transparency is higher, the negative effect of
internal audit oversight on stock price crash risk becomes stronger. Conversely, high levels of
tax avoidance may increase the complexity of financial information and weaken the
effectiveness of internal monitoring mechanisms.

Regarding external oversight, the findings show that audit quality provided by independent
auditors also has a significant negative effect on stock price crash risk. This result indicates
that independent auditors with higher expertise, independence, and professional quality can
enhance the credibility of financial reporting and limit managerial incentives to conceal adverse
information, thereby reducing the likelihood of severe stock price declines. Furthermore, the
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moderating role of tax avoidance measures is also confirmed in this relationship, suggesting
that greater transparency in corporate tax policies strengthens the monitoring role of
independent auditors in reducing stock price crash risk.

Overall, the findings suggest that the interaction between audit oversight quality and tax
transparency plays an important role in reducing information risk and enhancing the stability
of the capital market. Therefore, strengthening both internal and external audit monitoring
mechanisms, along with improving transparency in corporate tax policies, can help reduce
information asymmetry and increase investor confidence in the capital market. In this regard,
it is recommended that capital market regulators place greater emphasis on improving the
effectiveness of audit committees, enhancing the quality of independent auditing, and
increasing the transparency of corporate tax disclosures. In addition, corporate managers
should consider the long-term implications of tax policies for information transparency and
investor trust, rather than focusing solely on tax minimization strategies.
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