[ Budget and Finance Strategic Research

The Role of Tax Avoidance in Increasing the Risk of
Companies Listed on the Tehran Stock Exchange

Mohammad Ali Sari * | Abdollah Hoseinzadeh | Mahsa sadat Tabatabaei -

Abstract

Applying tax minimization policies can increase the uncertainty of paying
taxes in the future due to creating uncertainty in the tax situation and thus
increasing the risk of the company. However, if a company maintains a stable low
effective tax rate, there is little chance that this corporate tax policy will increase
the company's risk; But if tax minimization leads to the instability of the tax
situation, it will increase the risk of the company. Low tax rates can also increase
uncertainty about future cash flows. The purpose of this research is to investigate
the relationship between tax avoidance and company risk (future fluctuation of tax
rate and future fluctuation of stock returns) using the information of 148
companies in the years 2013 to 2019 (number of 1,036 companies).This research
is applied in terms of purpose, which was carried out using the post-event
approach and based on the method, it is of the correlation type. The results of the
hypotheses test show that there is a direct and significant relationship between tax
avoidance and tax rate volatility, and the relationship between tax avoidance and
future volatility of stock returns is not significant. Based on these results, it can be
said that tax avoidance brings tax risk, but due to the lack of specialization of
Iran's capital market, it cannot be considered effective in the fluctuation of stock
returns
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