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Abstract

In the current economic situation, it is necessary to design an optimal
tax system to prevent the tax gap. On the other hand, due to the lack of
integration of taxpayers’ income sources and because of the failure to
consolidate all taxpayers’ information, there is a good basis for concealing
income and tax evasion in the tax system in general. The purpose of this
study is to model both dimensions of the tax gap between taxpayers and the
Tax Organization based on game theory. In the dimension of tax evasion,
the taxpayer’s strategies against the Tax Organization include actual tax
declaration or concealment. In contrast, the Tax Organization’s strategies
also include accepting or auditing the taxpayer’s declared tax. On the other
hand, in the tax avoidance aspect, the Tax Administration is looking for
ways to collect its target tax from its taxpayers at the lowest possible cost
and at the very initial stage of tax assessment and notification, and in return,
taxpayers are looking to postpone their taxes as much as possible and take
full advantage of the effects of inflation. The results of the study showed
that the tax avoidance penalty under Article 190 of the Direct Taxes Law for
taxpayers of the Tax Administration, in case a tax evasion violation is proven
on their part, should be in accordance with inflation considerations, etc., and
in case a violation is not proven, it can be assessed according to the previous
procedure specified by the legislator.
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Introduction

Collecting the taxes set by the government with minimal administrative costs
and maximum taxpayer compliance is one of the goals of modern tax systems. In
this regard, the dominant strategy of the tax system is to attract the participation
of all taxpayer groups in paying taxes voluntarily by increasing their trust in
the tax system and reducing compliance costs. However, in the tax collection
process, some taxpayers always fail to fulfill their duties, either intentionally or
through negligence or inattention, due to the weakness of the tax system and the
existence of some flaws in tax laws and regulations or administrative processes.
Although it is almost impossible to eliminate this phenomenon in the tax system
of any country, tax systems in advanced countries, with full awareness of
this fact, are continuously seeking to reduce or minimize tax non-compliance
through the design, implementation, and execution of compliance management
programs (Kamiyab Teimouri et al., 2020). Today, in the administrative and
even political discourse of modern taxpayer-oriented tax organizations based
on respect for taxpayers, instead of “tax evasion”, ‘“non-compliance” or “tax
gap” is often used, which simultaneously covers two fundamental problems of
all tax systems, namely tax evasion and avoidance. Tax evasion and avoidance
exist as a “residue” or, more precisely, “leakage” in all tax systems of countries,
and the difference between these countries is only in the size of evasion and
avoidance as a percentage of GDP. Although it is almost impossible to eliminate
the tax gap phenomenon in the tax system, many different countries in the
world, especially developed countries, are fully aware of this issue and to reduce
the size of the gap or tax non-compliance, continuously design and implement
related programs with different titles, such as “Tax Gap Reduction Program”
or “Compliance Risk Management Program”, which are completely similar in
terms of methodology and even details (OECD, 2017). On the other hand, given
the inflation rate in the country, taxpayers are looking for ways to postpone tax
payments every year, and one of the most common methods in this regard is to
submit a tax return with a lower taxable income than the actual amount, which
allows the taxpayer to avoid paying taxes until the end of the tax audit and tax
collection through the issuance of a tax assessment. Statistics show that every
year a large number of taxpayers submit tax returns with zero or negative taxable
income, and after the cases are processed, the tax assessment is issued, and the
tax hearing process is completed, they pay taxes with a long delay. This not only
reduces the real value of taxes in inflationary conditions, but also reduces the
motivation of prudent taxpayers to pay taxes on time (Kamiyab Teimouri et al.,
2020). In this research, the issue of tax evasion and tax avoidance is addressed
through the selection of the optimal tax audit strategy using game theory in the
form of game design between the taxpayer and the tax organization. In addition,
the method of litigation and calculation of the penalty for delaying proceedings
in different situations, whether or not tax evasion violations occur, is reviewed.
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Methods and Material

This research seeks to increase taxpayers’ tax compliance and to achieve tax
arrears collection in the shortest possible time. Accordingly, it seeks to make
a fundamental revision in the way of dealing with delinquent taxpayers and
seeks to determine the optimal strategy of the country’s tax system regarding
the method of calculating taxes and penalties on taxpayers’ income. The present
research is qualitative research and is applied in terms of purpose and result.
The information required for conducting the research in the theoretical literature
section was collected through interviews with experts from the Tax Affairs
Organization, books, related economic journals, and other databases. The
mathematical method of game theory was used to analyze the dimensions of
the tax gap. The basic assumption in these games is that each party to the game
is unaware of the choice of the other party, and, in fact, it is as if each makes
its choice simultaneously. Another basic assumption in these games is that all
the consequences of the game are known to all players. Different outcomes for
different strategies adopted by players are called the Nash equilibrium in game
theory terms. In this study, the model of Korchn (1992) and Allingham-Sandmo
(1972) has been used to model the game between the government and taxpayers.

Results and Discussion

This article attempts to improve audit and litigation processes to reduce tax
avoidance and evasion, and also reduce audit costs. In this study, we have
theoretically and empirically examined one of these indicators, which is the
deviation from the average of reports. For this purpose, we compared two types
of audit processes. One is a simple process in which the government selects
from the reports at random. The table below shows the simplified game matrix:

Table 1. Game Matrix between Taxpayer and Tax Authority (Simple Mode)

Tax Affairs Organization(TAO)

g TAO Strategies

g A | NA

> 72}

§ Taxpayer Strategy % Pay-offs

& | Y | A1—0Ys —F,tYg+F —c | Yz —tVyp, tYar

Yr ~ (1— )Y, tYg—c (1= t)Yp, tVe

Source: Research finding.
Pay — off: U; = tY — 1 +f.c

In the second process, the government compares the reports with the reported
average and audits those that report less than that.


http://taxjournal.ir/article-1-2538-fa.html

[ Downloaded from taxjournal.ir on 2025-11-12 ]

158 | Journal of Tax Research | Volume 33 | Issue 66 | Summer 2025

Conclusion

The results of the study showed that the tax avoidance penalty subject to Article
190 of the Direct Taxes Law for taxpayers of the Tax Affairs Organization,
if a tax evasion violation on their part is proven, should be in accordance
with inflation considerations, audit costs, concealment penalties, etc., and if
a violation is not proven, it can be assessed in accordance with the previous
procedure specified by the legislator.

Table 2. Game Matrix between Taxpayers (State of Audit Mechanism)

(L1)
L2) | o Y | 0
L'<|3 Pay-offs
Y 2 1-0Y,(1-2t)Y 1-8Y 1—-t)Y-F
O | = | (1-0Y-F (1-2tY Y,Y

Source: Research finding.

S
A+ )?

The results prove that the implementation of the audit process can increase the
expected outcome of the tax authority without reducing the expected outcome
of the taxpayers (1 — t)Y; which increases (uf—f)z < ﬁ) with the increase in the
cost of each audit (C) and the decrease in the penalty coefficient (f). On the
other hand, the taxpayer’s reactions in dealing with the tax assessed by the tax
authority are: a) compliance with the payment within the legal deadline. Silence
against the assessed tax (automatic finalization of the tax assessment sheet)
and c¢) objection to the tax assessment sheet. Tax authorities all over the world
are looking for ways to collect their target tax from taxpayers at the earliest
stages, at the lowest possible cost, and in the shortest possible time. On the
other hand, taxpayers are looking to postpone their taxes as much as possible
and take full advantage of the effects of inflation. If a taxpayer objects to the tax
assessment form and objects to the tax assessment form within the prescribed
period, he can object to the assessment form issued by the tax authority in
several different ways and reach the desired agreement (fraudulent tax), which
include: agreement with the Tax Administration (Article 238 of the Tax Code),
agreement in the initial dispute board, agreement in the appeal dispute board,
agreement in the joint board, etc. Lengthening the audit and litigation processes
is one of the main ways to avoid taxes in conditions of inflation and sanctions.
Considering the results obtained, it is suggested that the tax authority, during

Pay — off: Ug = tY
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the objection stage, also use the optimal penalty rate for delinquent taxpayers
identified in the audit model, taxpayer grouping, and other methods, as well as
setting a time limit in the litigation processes, thereby ensuring that tax cases are
resolved as quickly as possible.

Keywords: Game Theory, Late Payment Penalty, Tax Avoidance, Tax Evasion,
Tax Litigation.

JEL Classification: C63, C70, D31, H21.
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