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Abstract—Economic growth and social evolution are connected to
trust relationships in a society. The quality of the accounting
information, the tax information system and the tax audit mechanism
evolve multiple benefits in an economy. Tax evasion, the illegal
practice where people and companies do not pay taxes, is a crime
because of the negative effect in economy and society. In this paper,
we describe a theoretical framework on the characteristics of a fair and
efficient tax auditing information system which could be a tool against
tax evasion, a tool for an economy to grow, especially in countries that
face fluctuations in economic activity. We conclude that a fair and
efficient tax auditing information system increases the reliability of tax
administration, improves taxpayers’ tax compliance and causes a
developmental trajectory for the economy.
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1. INTRODUCTION

N the present paper, we attempt to describe the main

characteristics of a tax auditing mechanism that an innovative
tax information system should possess in order to enhance tax
administration performance in a fairer and more efficient way
and subsequently contribute to the economic growth. Our paper
is inspired by the economic situation of Greece during the
recession period it has been in recent years and the consensus
view of citizens over taxation and tax evasion that unbalance
the economy. The general sense of citizens about unjust and
excessive taxation, the observed tax evasion, as well as the
changes that have occurred in the tax audit mechanism and in
the related information systems provoke unwillingness for tax
compliance.

The main objective of our research is to study the current
situation with regard to Greece's tax system and to investigate
the characteristics that this should have in order to be described
as fairer and more effective. This main objective is linked to
individual issues such as the characteristics of the tax audit
mechanism and the tax information system. The combination of
these will help to improve citizens’ tax awareness and reduce
tax evasion.

The assessment of the optimal characteristics of this fair and
efficient tax auditing mechanism is based on three main pillars:
the quality of tax information, the quality of tax services and the
quality of the tax information system.
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II. LITERATURE REVIEW

A.Tax Evasion

A great research interest has been emerged last decades as it
concerns tax evasion [1]-[3], which expresses the attitude of
taxpayers not to pay voluntarily and timely their tax liability
imposed by the tax law for a given tax year [4]. Rational
economic agents, who want to maximize their individual utility,
tax evade or not based on specific determining factors. They
conceal fully their actual income or underreport a share of it by
comparing the expected gross benefits with the expected gross
costs of not reporting income [5].

Reference [6], studying tax evasion and optimal methods of
dealing with it, distinguished two tools for its elimination -
Fines and controls. The more audits are implemented, the
greater the likelihood of detecting tax evasion. Likewise,
imposing a fine on those arrested for tax evasion is a powerful
disincentive for committing such offenses in the future. As [7]
notes, the two tools are complementary, in the sense that the
reduction to one can be offset by an increase to the other.
However, the cost of using the two tools varies substantially.
Increasing the likelihood of detection requires more audits,
hence increasing public spending, in order to recruit additional
staff or to overtime the existing ones in order to carry out the
additional audits. Raise of government spending is also required
in order the appropriate logistical infrastructure to be
developed. On the other hand, the increase in the fine has zero
costs. Nevertheless, according to [8], the adoption of the fine as
a policy tool to combat tax evasion has two important
constraints. The first is that it may not be in the complete
authority of the government, as the amount of the fine is often
determined by court decisions, which also take into account
non-economic factors, such as the level of fines for other
offenses. The second constraint is that if tax evasion is
widespread among taxpayers, there may be strong reactions to
any attempt to reduce it.

The literature in tax evasion has indicated that the attitude of
arisk-averse taxpayer to evade concealing a share of his income
depends on the probability of detection and the penalty tax rate
(in case of detection) [9], [10]. The expected gross cost of
concealing income to the tax administration is increasingly
related to the expected risk/cost to be audited [11]. Reference
[5] defines this probability of audit as the percentage of filed
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federal income tax returns that is audited by tax administration
government officials. More specifically, [12] supports the view
that increase of probability of audit as well penalty rates result
in lower tax evasion. Reference [13], following the agent-based
models of tax evasion of earlier studies [14], [15], indicates that
in network structures with higher levels of centrality across the
agents, the level of tax evasion reduces, especially by expecting
huge punishment in proportion to their incomes. Reference [16]
also shows that higher the penalty rates the lower is the
tendency of taxpayer to conceal income. Reference [15]
investigates the extent of income tax evasion in an agent-based
model with heterogeneous agents. These agents express
different behavioral types, different individual risk-preferences
and different taxable incomes. Their findings, being in
accordance with earlier empirical evidence [7], [17], [12],
indicate that the higher the probability rate of audit, the lower
is the tendency to tax evasion. Reference [18] argues that the
taxpayers’ uncertainty to be detected or not, in case of
concealing taxable income, discourages them from tax evading.

B. Tax Auditing Information System

Earlier studies have also indicated that the use of technology
and appropriate tax information systems (third-party reporting,
cross-checking, or better auditing algorithms) in auditing and
detecting tax evaders can contribute significantly to the
alleviation of the tax evasion problem. Studies uses microdata
to shed light on enforcement technologies such as third-party
reporting [19]-[21], paper trails [22], crosschecking [23],
targeted auditing strategies [24], [25] and third-party
monitoring of customs duty collection [26], [27].

Reference [28], being in accordance with the aforementioned
argument of [8], asserts that political incentives play a major
role in the adoption of these monitoring technologies especially
in cases that policy makers feel that they will lose the voter’s
support. Then, policy makers may delay the implementation of
tax enforcement measures. Reference [28] assesses the
taxpayers’ attitude to tax evade after the implementation of the
Ghost Buildings Program anti-tax evasion policy in Italy, which
is considered as a country with poor tax culture. This program
uses innovative monitoring technologies in order to trace out
any concealed undeclared to taxation real estate property,
especially buildings. The program provides monetary as well as
non-monetary benefit for the taxpayers who decide not to
evade. Reference [28] found that there is a negative association
between technological audit of tax evasion and political
incentives. More specifically, they show that political returns
are higher in areas with lower tax evasion tolerance.
Furthermore, tax culture against tax evasion is another
important parameter which affects the political incentives of
policy makers to implement anti-evasion policies.

Reference [29] assesses the success of the Greek Tax
Information System by integrating constructs from [30] and
[31] Information System (IS) success models. This is attained
by studying the taxation agencies employees’ degree of
satisfaction from using the system. They ascertain that Greek
Tax Information System can be more successful through higher
service quality (e.g. higher quality of taxation processes, more

simplified and standardized taxation services, improved
decision taking processes), and higher information quality (e.g.
provision of more comprehensive, accurate and reliable
information) without overlooking the system quality effect.

With this research proposal, we consider that we are
contributing to the development of a benchmark that can be the
basis to the constant effort for greater stability and effectiveness
in the way a society and economy operates. Assessing the
components of a potential fair and efficient tax auditing
mechanism by taking into consideration the opinion of the
taxation agencies employees and the taxpayers (firms and
households as taxpayers to be audited and detected for tax
evasion), we aspire to contribute to a deeper understanding of
the fields we are examining. For this purpose, we focus in
Greece, a country which is hit perhaps the most severely by the
recent global economic crisis and is characterized by specific
features in the way it operates.

III. SCIENTIFIC METHODOLOGY & NOVEL ASPECTS

In this theoretical framework, the research methodology
must be comprised of three main pillars. The first one
investigates the information quality characteristics of the tax
auditing mechanism. The second pillar investigates the quality
of tax services and the third pillar focuses purely on the quality
of the tax information system. More specifically, the objective
of the first pillar is to provide insight on market’s perception
about tax audit implementation and the quality of the financial
reports. This insight will be examined by a questionnaire. This
empirical assessment of market’s opinion is not limited to the
firm’s chief accountants’ and financial managers’ opinions but
it also expands on capturing the households’ views.

As we have already mentioned, the first objective must be to
provide insight in taxpayers’ opinions about tax audit
implementation and the quality of the financial reports.
Financial reporting quality influences strongly the tax audit
outcome (output). The information quality depends on
accuracy, reliability, relevance, completeness, precision of
information, currency, and conciseness of the available
information data [32], [33]. Due to the fact that in Enterprise
Resource Planning (ERP) system modules are intricately linked
to one another, inaccurate data input into one module will
adversely affect the functioning of other modules [34].
Therefore, inaccurate or/and fake data may distort the tax
auditing finding resulting to further tax burden distortions.

Literature has indicated that the quality of the financial
reports has been measured by various measurement methods.
Accrual models have been used to measure the extent of
earnings management [35], [36]. Value relevance models have
been used to measure financial reporting quality examining the
relationship between accounting figures and stock-market
reactions [37]-[39]. Both methods focus on measurement of the
financial statements. However, financial reporting quality is
connected with financial and non-financial information.
Information about quality can be derived also from the annual
report [39], from the auditor’s report [40], from information
about internal control [41], from corporate governance
procedures [42].

808



International Journal of Business, Human and Social Sciences
ISSN: 2517-9411
Vol:13, No:6, 2019

Thereafter, we attempt to assess the quality of financial
reporting focusing on how to measure qualitative characteristics
which will be combined with quantitative characteristics in
order to improve the quality of the tax auditing mechanism.

The second pillar focuses on investigating the service quality
of the tax auditing mechanism. Some of the main characteristic
that are assessed in service quality are, for instance, higher
quality of taxation processes, more simplified and standardized
taxation services, improved decision taking processes [29].

Finally, the third pillar is concerned with the investigation of
the organizational, even technical characteristics of the
workflow of the tax auditing mechanism, attempting to answer
to the question how well tax auditors can use the available
information to specific auditing tasks [43]. System quality must
ensure the desired characteristics of the information system
itself [44]. Some of the main characteristics which have
discussed in literature [32], [44], [45] are among others,
flexibility of the system, stability, reliability, usefulness of
specific functions, user-friendly interface, ease of use,
acceptable response time, integration among sub-systems,
accuracy of data processing, ease-of-learning. We focus on the
assessment of the system quality checking various possible
system structures. We conclude to the most efficient
mechanism which results to reduction of tax evasion ensuring
at the same time fair distribution of tax burden.

IV. CONCLUSION: SCIENTIFIC AND SOCIAL IMPACT

Based on the results of this research proposal, it is expected
to determine the main components of an effective tax auditing
mechanism which may contribute significantly to the fight
against tax evasion and shadow economy improving
subsequently the social welfare.

Tax fraud in an underground economy has influenced
significantly fiscal balance as well as growth prospects in many
economies. Empirical studies claim that governments attempt
to reduce shadow economy which results to tax evasion by
implementing tax fraud combating policies. This policy making
seems to contribute significantly to legal (official) economy’s
performance. [46] assessing the size of shadow economy of 28
European countries ascertain that it has reduced significantly.
Characteristically, the average size of the shadow economy in
28 European Union countries was 22.6% to GDP in 2003,
which it declined to 18.6% to GDP in 2014. However, [2] have
indicated that the size of tax evasion shows a slight increase for
the period 1999-2010 for most of the 38 OECD countries. They
estimate that the average size of tax evasion across all 38
countries is 3.2% of GDP over the period 1999 to 2010.

Tax evasion has important fiscal implications since the
government cannot collect the appropriate tax revenues in order
to finance its public goods and services, according to the State
fiscal budget. As a result, fiscal deficit arises increasing public
debt. Thereafter, tax burden rises in order to service public debt.
This fact results to tax distortions and to unfair tax systems and
great income redistributing inequities. The honest taxpayers
who cannot underreport their actual income pay more taxes than
those who can tax evade (dishonest evaders) concealing a share
of their income. In light of these negative outcomes, researchers

attempt to determine determinants and to estimate their impact
on tax evasion in order to recommend policies which increase
tax compliance and subsequently improve fiscal balance in a
social welfare cost minimization framework.

During last years there is a great debate about the fiscal
consolidation programs in European Union (EU) and their
implications to the social welfare of the EU people taking into
account tax evasion and underground economy in general. [47]
taking into consideration a New Keynesian DSGE model with
involuntary unemployment, an informal sector and public
corruption, assess how the fiscal consolidation plans in Greece,
Italy, Portugal and Spain influence tax evasion, output,
unemployment and welfare. They find that during the
consolidation programs, tax evasion has increased and social
welfare has been deteriorated. According to the empirical
results, the public expenditure cuts in conjunction with tax rates
increases, as the main instruments to fiscal consolidation, result
to rise of tax evasion and social welfare losses, especially for
Greece and Portugal.

In order to restore the Greek economy to a sustainable
development path and a sustainable improvement in the living
standards of the population, a major fiscal adjustment program
has been adopted in recent years in order to proceed
immediately with fiscal consolidation through the creation of
primary surpluses. Fiscal adjustment aims to cut public
consumption spending and raise tax revenues.

Under this framework, the fiscal or debt crisis and the
subsequent over taxation has negatively affected businesses and
households during last years. As is well known, there is an
indisputable and negative coexistence between business
profitability and tax burden. The smooth operation of the
market strengthens companies’ desire to maximize their profits,
which is reflected in the adoption of innovative business
policies which in turn bring about an increase in economic
transactions, added value and ultimately leads to an acceleration
in economic growth rate. On the other hand, the aforementioned
smooth functioning of markets with increased turnover is
ensured in a healthy economic environment with "friendly"
corporate tax rates.

At the same time, individuals and businesses are dissatisfied
with the transfer of responsibilities and audit jurisdictions of
accounting and tax procedures from the competent civil
services to themselves. The quality of the tax information
system and the tax audit mechanism has multiple benefits in the
way that natural and legal persons of an economy operate with
a direct impact on the well-being of citizens.

Taking into account the situation in the Greek real economy,
we try to investigate those main components of a tax auditing
mechanism that enhances the fair distribution of the tax burden,
the efficiency and the reliability of the tax administration
ensuring at the same time a general healthy and competitive
business environment with a developmental trajectory.

REFERENCES

[1] Artavanis, N., Morse, A. & Tsoutsoura, M. (2015), Tax Evasion across
Industries: Soft Credit Evidence from Greece, NBER Working Paper No.
21552, http://www.nber.org/papers/w21552.

809



[2]
Bl

[4]

B3]

(6]
(7]
(8]

]

[10]

[11]

[12]

[13]

[14]

[15]

[16]
[17]

(18]

[19]

[20]

[21]

[22]

[23]

[24]

[25]

[26]

[27]

[28]

[29]

[30]

International Journal of Business, Human and Social Sciences
ISSN: 2517-9411
Vol:13, No:6, 2019

Schneider, F. & Buehn, A. (2016), Estimating the Size of the Shadow
Economy:Methods, Problems and Open Questions, IZA DP No. 9820.
Kaplanoglou, G. and Rapanos, V. (2015), Why do people evade taxes?
New experimental evidence from Greece, Journal of Behavioral and
Experimental Economics (formerly The Journal of Socio-Economics),
Vol. 56, issue C, pp. 21-32.

Internal Revenue Service, 2007, Reducing the federal tax gap: A report
on improving voluntary compliance, August 2, 2007.

Feige, E. and Cebula, R. (2011), America's Underground Economy:
Measuring the Size, Growth and Determinants of Income Tax Evasion in
the U.S, MPRA Paper No. 29672.

Becker, G. (1968), Crime and Punishment: An Economic Approach,
Journal of Political Economy, Vol. 76, no. 2, pp. 169-217.

Allingham, M. and Sandmo, A. (1972), Income Tax Evasion: A
Theoretical Analysis, Journal of Public Economics, 1(3-4), pp. 323-338.
Myles, G. (1995), Public Economics, Cambridge University Press.
Cowell, F.A. (1990), Cheating the government. The economics of tax
evasion. Cambridge, MA: MIT Press.

Pommerehne, W.W. & Weck-Hannemann, H. (1996), Tax rates, tax
administration and income tax evasion in Switzerland, Public Choice,
Vol. 88, pp.161-170.

Pestieau, P., Possen, U., Slutsky, S., (1994), Optimal Differential Taxes
and Penalties, Public Finance/Finances Publiques, vol. 49 (Supplement),
pp. 15-27.

Zaklan, G., Westerhoff, F. & Stauffer, D. (2009), Analysing tax evasion
dynamics via the Ising model, Journal of Economic Interaction and
Coordination, vol. 4, No 1.

Andrei, A., Comer, K. & Koehler, M. (2014), An agent-based model of
network effects on tax compliance and evasion, Journal of Economic
Psychology, Vol. 40, pp.119-133.

Korobow, A., Johnson, C. and Axtell, R. (2007), An Agent—Based Model
of Tax Compliance with Social Networks, National Tax Journal, Vol. 60,
No. 3, pp. 589-610.

Hokamp, S. and Pickhardt, M. (2010), Income Tax Evasion in a Society
of Heterogeneous Agents — Evidence from an Agent-based Model,
International Economic Journal, Vol. 24, pp. 541-553.

Gupta, R. (2008), Tax evasion and financial repression, Journal of
Economics and Business, Vol. 60, Issue 6, pp. 517-535.

Aim, J., McClelland, G. and Schulze, W. (1992), Why do people pay
taxes?, Journal of Public Economics, Vol. 48, pp.21-38.

Snow, A. and Warren, R. (2005), Ambiguity about Audit Probability, Tax
Compliance and Taxpayer Welfare, Economic Inquiry, Vol. 43, pp. 865—
871.

Slemrod, J., Blumenthal, M. and Christian, C. (2001), Taxpayer response
to an increased probability of audit: evidence from a controlled
experiment in Minnesota, Journal of Public Economics, Vol. 79, Issue
3, pp. 455-483.

Saez, E. (2010), Do Taxpayers Bunch at Kink Points?, American
Economic Journal: Economic Policy, Vol. 2, pp. 180-212.

Naritomi, J. (2015), Consumers as Tax Auditors, LSE Working Paper.
Kumler, T., Verhoogen, E. and Frias, J. (2015), Enlisting Workers in
Monitoring Firms: Payroll Tax Compliance in Mexico, Columbia
University Academic Commons, Working Paper.

Carrillo, P., Pomeranz, D. and Singhal, M. (2014), Dodging the Taxman:
Firm Misreporting and Limits to Tax Enforcement, NBER Working Paper
No 20624.

Almunia, M., and Rodriguez, D. (2014), Heterogeneous Responses to
Effective Tax Enforcement: Evidence from Spanish Firms, Bank of Spain
Working Paper no. 14919.

Aparicio, G. (2012), Monitoring and Its Interaction with Punishment in
Tax Enforcement: Evidence from a Regression Discontinuity Design,
Working Paper, Georgetown University.

Yang, D. (2008a), Can Enforcement Backfire? Crime Displacement in the
Context of Customs Reform in the Philippines, Review of Economics and
Statistics, Vol. 90, pp. 1-14.

Yang, D. (2008b), Integrity for Hire: An Analysis of a Widespread
Customs Reform, Journal of Law and Economics, Vol. 51, pp. 25-58.
Casaburi, L and Troiano, U. (2016), Ghost-House Busters: The Electoral
Response To A Large Anti—Tax Evasion Program, The Quarterly Journal
of Economics, Vol. 131, Issue 1, pp. 273-314.

Floropoulos, J.,Spathis, C., Halvatzis, D. Tsipouridou, M. (2010),
Measuring the success of the Greek Taxation Information System,
International Journal of Information Management, Vol. 30, pp. 47-56.
DeLone, W.& McLean, E. (2003), The DeLone and McLean Model of
information systems success: A ten year update, Journal of Management

(31]

[32]

[33]

(34]

(35]

[36]

[37]

[38]

[39]

[40]

[41]

[42]

[43]

[44]

[45]

[46]

[47]

Information Systems, Vol. 19, No 4, pp. 9-30.

Seddon, P. (1997), A respecification and extension of the DeLone and
McLean model of IS success, Information Systems Research, Vol. 8, No
3, pp. 240-253.

Bailey, J. E., & Pearson, S. W. (1983), Development of a tool for
measuring and analyzing computer user satisfaction, Management
Science, Vol. 29, No 5, pp. 530-545.

Rai, A., Lang, S. &Welker, R. (2002), Assessing the validity of IS success
models: An empirical test and theoretical analysis, Information Systems
Research, Vol.13, No 1, pp. 50-69.

Zhang, Z., Leeb, M. K. O., Huanga, P., Zhang, L., & Huang, X. (2005),
A framework of ERP systems implementation success in China: An
empirical study, International Journal of Production Economics, Vol. 98,
pp. 56-80.

Healy, P. and Wahlen, J. (1999), A review of the earnings management
literature and its implications for standard settings, Accounting Horizons,
Vol. 13, No 4, pp. 365-383.

Tendeloo, B. and Vanstraelen, A. (2005), Earnings management under
German GAAP versus IFRS, European Accounting Review, Vol. 14, No
1, pp. 155-180.

Choi, B., Collins, D.W. and Johnson, W.B. (1997), Valuation implications
of reliability differences: the case of non-pension postretirement
obligations, The Accounting Review, Vol. 72, No 3, pp. 351-383.
Nichols, D. and Wahlen, J. (2004), How do earnings numbers relate to
stock returns? A Review of classic accounting research with updated
evidence, Accounting Horizons, Vol.18, No 4, pp.263-286.

Hirst, D., Hopkins, P. and Wahlen, J. (2004), Fair values, income
measurement, and bank analysts’ risk and valuation judgments, The
Accounting Review, Vol. 79, No 2, pp. 453-472.

Gaeremynck, A. and Willekens, M. (2003), The Endogenous Relationship
between Audit-Report Type and Business Termination: Evidence on
Private Firms in a Non- Litigious Environment, Accounting and Business
Research, Vol. 33, No 1, pp. 65-79.

Beretta, S. and Bozzolan, S. (2004), A framework for the analysis of firm
risk communication, The International Journal of Accounting, Vol. 39,
pp. 265-288.

Cohen, J., Krishnamorthy, G. and Wright, A. (2004), The corporate
governance mosaic and financial reporting quality, Journal of Accounting
Literature, Vol. 23, pp. 87-152.

Maes, A., & Poels, G. (2007), Evaluating quality of conceptual modelling
scripts based on user perceptions, Data and Knowledge Engineering, Vol.
63, pp. 769-792.

DeLone, W., & McLean, E. (1992), Information systems success: The
quest for the dependent variable, Information Systems Research, Vol. 3,
No 1, pp. 60-95.

Chang I.-C, Li Y.-C, Hung W-F., Hwang H-G (2005), An empirical study
on the impact of quality antecedents on tax payers’ acceptance of Internet
tax-filing systems, Government Information Quarterly, Vol. 22, pp. 389—
410.

Schneider, F., Raczkowski, K. & Mroz, B. (2015), Shadow economy
and tax evasion in the EU, Journal of Money Laundering
Control, Vol. 18 Issue: 1,pp.34-51.

Pappa, E., Sajedi, R. and Vella, E. (2015), Fiscal consolidation with tax
evasion and corruption, Journal of International Economics, Volume 96,
Supplement 1, pp. 56-75.

810



