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The purpose of this research is to investigate the relationship between earnings quality and financial flexibility. Also, the
effect of some corporate governance mechanisms on this relationship is experimentally tested. Multivariate linear
regression was used to test the research hypothesis. The statistical population was 120 firms listed to the Tehran Stock
Exchange during 2012-2021 (1200 firm-year observations). The research results showed that there is a negative and
significant relationship between earnings quality and financial flexibility. In other words, as the earnings quality decreases,
firms must holding more cash to provide their financial resources. Also, the results showed that corporate governance
mechanisms such as the independence of the board of directors, the concentration of ownership and the audit committee
have a positive moderating effect on this relationship. These results show that when earnings quality decreases,
companies tend to hold cash less. Specifically, firms with low earnings quality reduce firms' financial flexibility. Hence,
companies should provide high-quality earnings for greater financial flexibility. According to agency theory and positive
accounting theory, the low quality of earnings is the soutrce of increasing shareholdets' concern about increasing
information asymmetry that may negatively affect the firm's financial flexibility. Conversely, higher earnings quality
reduces information asymmetry, which leads to higher financial flexibility. Based on the results, it can be said that
corporate governance can be successful in fighting financial crises and smoothing business operations.
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Table 1- Variables.
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Table 2- Results of descriptive statistics (quantitative).
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Table 3- Results of descriptive statistics (binary).
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Table 4- The results of the first research hypothesis test.
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Table 5- The results of the second research hypothesis test.
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Table 6- The results of the third hypothesis test of the research.
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Table 7- The results of the fourth research hypothesis test.
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Table 8- Summary of research results.
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