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Abstract

Recently, based on the theory of mental accounting, several studies have
investigated the understanding of taxpayers’ decisions, and preliminary
evidence shows that taxpayers differ from each other in the use of mental
accounting. However, previous research has not yet determined the
prevalence of mental accounting among self-employed taxpayers and has
not investigated the potential source of inter-individual differences in mental
accounting among self-employed taxpayers; Therefore, the main goal of this
research is to investigate the effect of mental accounting on income tax and
value-added tax among self-employed business owners. The current research
is survey research. The statistical population of the research includes the
taxpayers of Kerman province in 2022. The results of the hypothesis test
using a sample of 114 real taxpayers showed that mental accounting has
a positive and significant relationship with income tax and value-added
tax. Also, the results showed that there is a significant difference between
the mental accounting of income tax and value-added tax. In other words,
taxpayers are more likely to keep a separate mental account for VAT than
for income tax.
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Introduction

One of the tax-paying sectors in Iran’s tax system is the business sector.
The taxpayers of this sector are not employed by anyone and are known as
business owners or self-employed. In Iran’s tax system, the taxation of natural
persons or self-employment has historically presented significant challenges.
The inefficiency of the country’s tax system has resulted in a relatively low
allocation of tax revenues to this category of taxpayers. Taxpayers engaged
in business ownership and self-employment represent a particularly salient
subject of interest from both political and research perspectives. It is commonly
assumed that self-employed taxpayers exhibit a lower degree of compliance than
their salaried counterparts, due to the greater potential for tax evasion afforded
to them. Mental accounting theory is an approach derived from behavioral
finance and judgment and decision-making literature. It describes the cognitive
processes that people apply to track their incomes and expenses, mainly through
categorizing their financial activities and allocating them to specific budgets. The
theoretical literature has yet to determine the prevalence of mental accounting
among self-employed taxpayers, nor has it addressed potential sources of
individual differences in taxpayers’ mental accounting, such as personality
(e.g., knowledge, conscientiousness, impulsivity). Economic factors have been
emphasized in research, while psychological factors have been investigated
less. Moreover, previous research in the field of mental accounting of taxes has
not compared the impact of taxpayers’ mental accounting on income and value-
added tax. Rather, it has considered these factors individually. Consequently,
there is a paucity of information regarding the relationship between mental
accounting, tax evasion, and tax planning. This represents a significant gap in
the existing literature, which this research aims to address.

Methods and Material

The present study employs an applied approach to its research question,
utilizing descriptive-analytical and survey methods for data collection and
implementation. Given the focus on a particular society, the study is situated
within the context of case studies. The statistical population encompasses the
taxpayers of Kerman province in 1401, from whom the questionnaires were
distributed. In light of the inherent uncertainty associated with the statistical
population, Cochran’s formula was employed to determine the minimum
required sample size. In this regard, the number of questionnaires distributed
was considered to be 130, which were distributed among the taxpayers of
Kerman province. Ultimately, 114 valid questionnaires were approved. The
Cronbach’s alpha and composite reliability coefficients indicate that all values
exceed 0.7, thereby demonstrating that the research model exhibits adequate
reliability. Furthermore, all AVE values exceed 0.5, which substantiates the
appropriate correlation of the research model. To assess the quality and validity
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of the model, the validity index of sharing and the validity index of redundancy
have been employed. The following hypotheses were posited in this research:
The first hypothesis is that mental accounting affects income tax payments
among self-employed business owners.

The second hypothesis posits that mental accounting affects the acceptance of
value-added tax among self-employed business owners.

The third hypothesis posits that there is a significant difference between the
subjective accounting of income tax and the subjective accounting of value-
added tax.

Results and Discussion

The objective of testing the initial hypothesis of the research is to examine the
influence of mental accounting on income tax payments. The standardized
coefficient of the path between mental accounting and income tax is 0.754,
which is statistically significant at the 0.05 level. The positive and statistically
significant path coefficient indicates that mental accounting has a direct effect
on income tax payment. Consequently, the initial hypothesis of the research is
confirmed. The objective of testing the second hypothesis of the research is to
ascertain the impact of mental accounting on the acceptance of value-added tax.
The standardized coefficient of the path between mental accounting and value-
added tax is 0.594, which is significant at the 0.05 level. Therefore, with 95%
certainty, it can be concluded that mental accounting has a significant effect on
the acceptance of value-added tax. The positive and significant path coefficient
indicates that mental accounting has a direct effect on the acceptance of value-
added tax. Therefore, the second hypothesis of the research is confirmed.
The objective of testing the third hypothesis of the research is to conduct a
comparative analysis between the subjective accounting of income tax and the
subjective accounting of value-added tax. A t-test was employed for the purpose
of testing the third hypothesis. The results of the t-test are presented in Table
6 and indicate a negative and significant relationship between the subjective
accounting of income tax and the subjective accounting of value-added tax at the
0.05 level of significance. The significance of the average difference coefficient
indicates a significant discrepancy between the subjective accounting of income
tax and the subjective accounting of value-added tax. The negative difference
coefficient of the averages also indicates that taxpayers are more likely to
maintain a discrete mental account for value-added tax than for income tax.
Consequently, the third hypothesis of the research is not rejected.

Conclusion
This research has the potential to contribute to the advancement of knowledge in
the field of tax compliance. Additionally, given the intrinsic relationship between
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accounting and taxation and the fact that a significant number of tax advisors are
professional accountants, an enhanced understanding of how taxpayers approach
tax calculations among accountants could facilitate more informed decision-
making in tax consulting and ultimately benefit the government. Enhancing tax
compliance is a valuable outcome of this research, which also advances our
understanding of tax accounting.

Keywords: Income Tax, Mental Accounting, Self-Employed, Value-Added
Tax.
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