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ABSTRACT

This study investigates the tax gap among companies listed on the Tehran Stock
Exchange and examines the effects of its determinants. The sample comprises 78
companies selected through exclusion sampling. The study is applied in purpose and
correlational in design, employing a descriptive-survey method, inductive logic, and
retrospective data. The findings indicate that profitability, political connection,
inventory, gender, and operating cash flow affect the tax gap, whereas earnings
management and growth do not. Furthermore, only political connection affects the
definitive tax gap, and no variable shows a confirmed effect on the tax timing gap.
At the macro level, reducing the tax gap requires amending laws and regulations and
strengthening enforcement guarantees. Under current conditions of Iran’s tax
system, two priority operational strategies are the continuous calculation and
analysis of the tax gap and the upgrading of information infrastructure, such as the
comprehensive tax plan and the taxpayer system, which strengthen the tax
authority’s information intelligence and reduce the tax gap.
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1. INTRODUCTION

Some studies show that there is a significant relationship between tax collection and
the level of development of countries. The capacity of governments to collect taxes,
duties, and participate in the tax space is an essential component of the fiscal space.
Fiscal and tax space are two interdependent concepts, because a government cannot
spend more in the long run than it collects in taxes, duties, and subsidies to create
economic stability and responsible and sustainable development. Using this
approach, the revenue potential or tax capacity of a country represents the revenue
dimension (financial nature) that it can generate. In this article, the tax gap (TG) in
Iran is measured and the factors affecting it are identified.

2. MATERIALS AND METHODS

The mixed data econometric method is used to estimate the regression model and
test the research hypotheses. The information required by the companies was also
extracted from the Rahavard Novin database and the electronic website of the Stock
Exchange Organization. Considering the changes made in the country's tax structure
and the implementation of the taxpayer system since 2018, evidence collection will
begin in 2018. The statistical population of the research consists of companies listed
on the Tehran Stock Exchange. The sample of this research includes companies
whose financial information was available for the years 2018 to 2023, and after
applying restrictions, 78 companies were selected for the period 2018 to 2023 for
examination. A regression test was performed to examine the statistical model. The
above tests were performed in the Stata software environment. In this way, the data
extracted from the Rahavard Novin software were classified in Excel software and
the classified data were tested in the Stata environment.

3. RESULTS AND DISCUSSION

Given that taxes are calculated based on taxable income, profitability can be an
effective factor in the incentive for companies to avoid taxes and, consequently,
create a tax gap. The findings from the meta-analysis of the impact of political
relations on the tax gap showed that political relations have a significant effect on
the tax gap. Also, the results from the study of political relations on the definitive
tax gap showed that political relations have a significant effect on the definitive tax
gap. The results showed that companies use their political relations in the
definitiveization stage. Taxes, as an essential part of budgetary activities, may affect
the growth of the company through many channels such as labor supply, human
capital, physical capital, total factor productivity, changes in the price ratio, the
elimination of private investment by making financing more expensive, etc.
Inventory, as one of the important items in supply chain management, and trade
credit, as a source of short-term financing, if well managed, can lead to the stability
of the capital structure. The results of this study showed that inventory has a direct
impact on the tax gap. The results of the meta-analysis confirmed the negative impact
of earnings management on the tax gap. In fact, in order to hide its inadequate
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performance, the company's management has tried to better advance the
performance of the economic unit under its control, and in this way, it may have
reported higher profits by managing earnings, which can reduce the level of the tax
gap. The results showed that women are more inclined than men to reduce the tax
gap, and men are less inclined than women to pay taxes. Reducing the tax payable
ultimately leads to an increase in net profit and a decrease in cash outflows due to
taxes, and the greater the operating cash flow generated in the company, the greater
the ability to pay cash, including taxes. It was expected that part of the increase in
operating cash flows of companies would come from their tax gap. The findings from
the meta-regression confirmed the above claim.

4. CONCLUSION

The findings of the study showed that the variables of profitability, political
connection, inventory, gender, and operating cash flow have an effect on the tax gap,
but the effect of profit management and growth on the tax gap was not confirmed.
The results also showed that only political connection has an effect on the definitive
tax gap, and the effect of none of the variables on the tax gap was not confirmed.
The macro policies and strategies for reducing the tax gap include amending laws
and regulations, strengthening tax collection infrastructure, continuously monitoring
and supervising the performance of the tax system, changing soft mechanisms, and
strengthening executive guarantees. In the current conditions of the Iranian tax
system, two important operational and priority strategies for reducing the tax gap are
continuous calculation and analysis of the tax gap and improving the information
infrastructure of the tax system, such as the comprehensive tax plan and the taxpayer
system, which increases the information intelligence of the tax organization and
reduces the tax gap.
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Table 1. Research variables
U953 S pRie Y Jos>

Measurement Symbol Variable
S 505100 pgo0 alos goe
Reported tax / (Reported tax — Assessed tax) TG Diagnostic tax gap
(pasuis Wl —sjlpl alle) /g5l 0 Ul casuis Sl BISKS
Reported tax / (Reported tax — Final tax) TG1 Final tax gap
(smed Slle — g1l L) /g5l Ll s ol Gl
Time interval between tax assessment and tax Tax timina ga
finalization TTG UL ~u~g'g&;p
s S b s Slle e lej alolh et
Total assets / Net income . Profitability
) Profit i
oAB 9/ (o) zex S99
1 1fmor_e than 20% o_f the company’s shares Political connections
are directly or indirectly owned by the PC o b5
. [Tl o)
government; otherwise 0
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S 50310l 0900 dlos gue )

oo s g S35 plaes Y+ 5l yies 51
P o Syganl pE )3 9 Ko ply peite cal WL g @ 3late

D9 g 48,5 a3
Prior-year sales / (Prior-year sales — Current- Growth
year sales) G P
(52l Jlo gy =i Jlo g3 ) 13 Jlw by ’
Total assets / Total inventory Inventory

Y o0 JS /2l S Y (go5290
Discretionary accruals model
Sl s P s

Earnings management

TACC;i=Bot+ B1PPEi+ B2ASALE; + EM S G e
BsROA i+¢i
1 if the CEO or an executive board member
is female; otherwise 0 Gender
225 Sy 2l 0 opte Ol ibge e b Jale 0 5] Sex Copmiz
o Oy
Total assets / Operating cash flow CFO Operating cash flow

Slles A a9 (b /2l zex Slles W& axg b

Oy dmdyd Y.Y
ol bl Jse wles o bidwi 1y SWL GISE i g 0390 5,50 Sl BIKS p cglite (slaylins
Sl aSol @y g L win S o (V- F) o)Ken 5 sl lasly y S GG (oguad (3 oud plo]
308y 0y (sl Sgliste (sla by 9 ol Sgliste b jguiS b 4y Connd ol Sl lle s 9 SULe
Jde dlul coge Limgh (sla o wyp jl Juols guls 1 ) 5959 (SUle B slul g wlle calyy

TGi=ai - 0.098 Profi;+ 0.123PCi; + 0.086Gi, - 0.077EMi; - 0.1INV;,
+ 0.14CFO;; + 0.1Sexi: + iy

Copde VI (£3290 1) el b5yl ccsyglagm ol Sl B 5y 38186 (glopeito Jaa ol 3
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Table 2. Normality test results for the dependent variables across all
companies

LCS i J5 abaw 0 dndly guiio 3399 Jlo i (y90;3] gl Y Jguo

Probability (p-value) | Shapiro-Wilk Statistic Dependent Variable
(5 y1obzo gedamw) Jlois ! Sy g9 s W 8o Al puiiie
Diagnostic tax gap
0.727 0.996 s el G
Final tax gap
0.622 0.996 ok L GISs

(Sl ol 05l oo /0 31yt Slygg pmals o)lel et prbas catunly (sl o (gl &S ol s dagi |
il Jloy gjs8 el cialy (sl o 45 a3

0l pLxil gy (Sisad oy I (65000 b e (Sloyiite (ot alaly ) addlae ]
58 Sl o yite ol oo (Stusads (] 8 3515 @bl (coriuns (Sunseds dlunly 5 Jiie (gl pito sl
Gage Jao o gl (lojan 39y9 5 413l 3529 gl gl (S JSitio €S ol cnlpl 2w
A Amly Lo on St g

ilboe ) zd 4 (Bolad Gl gl = ool slaodls o9 b imgh Jde () 5l Jeol> s

Table 3. Estimation results for the research model of the diagnostic tax gap
s Ol SIS (aldrgy abaly Juo 3590 gl Y Jos>

TGi=pot B1Pr0ﬁti,t- BoPCi it B3Git- BaINVirt BsCFO;it+ BeDeItaSaIei,t+
P7PPE;+ BsSeXit +€it
Significance t-Statistic Standard Coefficient Variable
Level o Error ) .
& yI3lne oane %) oo 31 ol eyl £
0.000 -3.98 0.273 -1.088 B
0.050 -2.00 0.181 -0.362 Profit
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TGi.t=BO+ BlProfiti,t- BzPCif" B3Gi,t‘ B4|NVi,t+ BsCFOif" ﬁeDEltasalei,ﬁ‘
B7PPE; + PsseXit +&it

SIgniicanice t-Statistic Stanaaic Coefficient Variable
Level o Error . .

& yI3lino hans % o GBI ool . 5
0.008 2.74 0.280 0.767 PC
0.916 0.11 0.001 0.000 G
0.088 1.73 0.753 1.304 INV
0.023 2.32 0.084 0.196 CFO
0.763 0.30 1.48 4.49 PPE
0.118 -1.59 3.30 -5.23 DeltaSale
0.036 2.28 0.092 0.217 Sex

Sleas 85 sy (2 VI (039250 ¢ sl LI c(6g1350 (slo o &5 Am3 0 L5 (0005 (s
aus b odds &l gkt Gwlel p cplpls o)l (o)blixe )gb CSyi 0 pasudd Oldle GGy Couis
5 Slles 48 a3y ol Y 63390 ¢l LUl (yslgmw slapiio n Do apdy Lingh
Lol .5y (g,lolixe )AJL O bl Blygl Leygr 2 0ad ad iy clacS b aasis Gl GG 5 i

WA .\.\;L casuis Ollle GG 1 Ad) g dgw Co o ).;L

Table 4. Estimation results for the research model of the final tax gap
s O SIS gy abuly Jse 3900 gl £ Jogsa

TGLi=pot+ B:Profiti+- PoPCict BsGir- BaINViit+ psCFOi+ BsDeltaSale; +
P7PPEi+ BsseXit +&it

SIS 6E t-Statistic SIETE Coefficient Variable
Level . Error . .

& s13line oanw tosbel e 81 ool S 7
0.000 7.18 0.066 0.480 B
0.168 -1.39 0.075 -0.105 Profit
0.030 2.21 0.063 0.140 PC
0.742 0.33 0.000 0.000 G
0.280 -1.09 0.172 -0.188 INV
0.154 1.96 0.141 0.027 CFO
0.953 -0.06 2.19 -1.29 PPE
0.250 -1.16 2.20 -2.55 DeltaSale
0.142 2.19 0.189 0.475 Sex
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Table 5. Estimation results for the research model of the tax timing gap
Sloj S (g abuly Jso 3900 gl .0 Joa

TTGi,t=Bo+ Blpl"Ofiti,t- ﬁzPCi,ﬁ' ﬁsGi,t' B2INVi+ ﬁSCFOi,t‘F BsDeItaSalei,t+
ﬁ7PPEi‘t+ ﬁgSGXi,t +&it

SgGEr 5 t-statistic Sl Coefficient Variable
Level t ol Error . .

& s13lino zxbaaw % Jlne G815 S 5
0.000 14.04 15.735 220.94 B
0.902 -0.12 14.147 -1.738 Profit
0.407 -0.83 17.256 -14.388 PC
0.700 0.39 0.106 0.041 G
0.256 1.94 53.611 104.14 INV
0.742 -0.33 2.996 -0.991 CFO
0.778 -0.28 4.02 -1.14 PPE
0.747 -0.32 7.43 -2.41 DeltaSale
0.472 1.65 0.327 0.540 Sex

3PS g I tcaol 70 e 5 5YL Gimgsy St (slopite (gybline paw 45 amd e (Ui )y il
i IS 53l Sl ey IS e (sl yisie

S 385 4ot 0
g Blidpae 2L e 40 b Sy wlio & by b 3ysl o wald 1y olSel ol & ol s (5591390
2ol sl g Slle 4ol a4 dngr b .S odlaul aigy JSKb 4 dgaote wlie I dtuily do dn b e
b 35 L Sl o5 1 e Lo Sl (6 glogm €om5 3 3psn duobe Al Jyoe
1S53 osloge Gl 1 e e S S i o 3 a3k e IS bl o] g
31 ol (Y10) ol 5 550 (V- VF) Tl o 5 555 1+ +2) 5 b ol e IS5 sl
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