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Abstract:

The purpose of this study is to identify and explain the factors causing disagreement between the Iranian Tax Affairs
Organization and independent audit firms regarding the acceptance of tax audit reports before the amendment of Article 272
of the Direct Tax Law, aimed at reviving the outsourcing framework of tax auditing. This exploratory—descriptive study
adopted a mixed-method approach. In the qualitative phase, semi-structured interviews were conducted with 11 taxation
experts from both executive and academic sectors using snowball sampling, and data were analyzed through qualitative
content analysis. In the quantitative phase, two rounds of questionnaires were distributed among 157 and 113 experts,
respectively. The data were analyzed using binomial, Wilcoxon signed-rank, and Kruskal-Wallis tests. Cronbach’s alpha
coefficients of 0.867 and 0.809 confirmed the reliability of the instruments. Findings identified 15 main and 4 additional
factors as sources of disagreement. The most critical factors included ambiguity and inconsistency in tax circulars and
regulations, complexity and lack of transparency in tax exemptions and deductible expenses, insufficient official supervision
of auditing institutions, lack of transparent mechanisms for auditor selection, poor mutual understanding of accounting and
tax regulations, low-quality tax audit reports, and weak data-sharing systems between the Tax Affairs Organization and audit
firms. Other notable factors included multiplicity of tax lawmaking authorities, absence of a final decision-making body, and
mutual distrust between parties regarding professional ethics. The study revealed that a combination of legal, structural,
professional, and infrastructural challenges contributed to the disagreements over tax audit report acceptance. Therefore,
systematic reforms in supervisory structures, enhanced training and inter-organizational cooperation, improved data
exchange infrastructure, and the development of clear procedural guidelines are essential for effectively reviving the
outsourcing framework in tax auditing.
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Extended Abstract

Introduction

Tax auditing plays a central role in ensuring the transparency, accountability, and integrity of national fiscal systems. In
many countries, the implementation of outsourced tax auditing has been recognized as a strategic measure to improve
efficiency, reduce administrative costs, and enhance the precision of tax compliance assessments (Dian, 2022). Outsourcing
tax auditing involves delegating the auditing of taxpayers’ financial statements to independent professional auditing firms
under the supervision of governmental tax authorities. This model, which has been successfully adopted in countries such as
Germany, the United Kingdom, and Romania, is considered a vital element in improving tax governance and administrative
efficiency (Adrian, 2022).

In Iran, the introduction of outsourced tax auditing began with the enactment of Article 272 of the Direct Tax Law in 2001.
This article allowed qualified taxpayers to submit their tax audit reports through certified public accounting firms approved
by the Iranian Association of Certified Public Accountants. The legislative intention behind this policy was to reduce the
administrative burden of tax auditors, enhance the quality of tax audit reports, and harmonize professional accounting
standards with legal tax regulations (Babajani & Moradmanad, 2007). However, over time, several challenges emerged
regarding the acceptance of these outsourced audit reports by the Iranian National Tax Administration (INTA), leading to the
eventual amendment of Article 272 in 2015, which restricted outsourcing exclusively to audits conducted by the Tax
Administration itself (Hosseinabadi & Zamani Mazdeh, 2014).

One of the primary issues underlying these conflicts has been the legal and professional ambiguity between the standards
of accounting and the legal interpretations of tax law. Previous research indicates that significant discrepancies often existed
between the taxable income determined by external auditors and that assessed by tax officers (Fazlzadeh & Najafi, 2013).
For instance, studies show that in many cases, the taxable income calculated by auditors was about 20 percent lower than
that determined by tax officials, revealing a considerable divergence in accounting judgments and legal interpretations
(Babajani & Moradmanad, 2007). These differences not only resulted in administrative disputes but also contributed to
inefficiencies, delays in tax collection, and reduced trust between professional audit bodies and tax authorities.

From a theoretical perspective, the divergence between auditors and tax officers can be understood through the lens of
institutional and professional interaction. Legal factors such as inconsistent circulars and conflicting tax exemptions,
combined with weak supervisory mechanisms and lack of standard enforcement, have led to a fragmented auditing
environment (Hosseinabadi & Zamani Mazdeh, 2014). Professionally, a limited mutual understanding of auditing procedures
and tax regulations has contributed to communication gaps and mistrust (Asgari & Rostami, 2017). The findings of Ahmad et
al. in Malaysia also reflect similar tensions, emphasizing that differences in professional interpretation and expectations
among stakeholders are a global phenomenon in outsourced tax auditing (Ahmad et al., 2014).

At the international level, outsourcing tax auditing has been associated with significant improvements in efficiency and
compliance when supported by strong governance frameworks. Dian (Dian, 2022) found that the success of self-assessment
tax systems depends on establishing reliable supervisory mechanisms for outsourced auditing. Similarly, Kuzmin et al.
demonstrated that outsourcing accounting and taxation services can lead to cost optimization and enhanced flexibility in

decision-making, particularly under economic pressures (Kuzmin et al., 2024). These findings are consistent with those of
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Adrian (Adrian, 2022), who noted that outsourcing tax services in Romania improved transparency, mitigated corruption, and
promoted fiscal discipline.

In Iran, however, despite the potential advantages of the outsourcing model, the lack of institutional coordination,
inadequate monitoring systems, and insufficient expertise among auditors and tax officers have hindered its effectiveness.
Moreover, the absence of data integration systems and the contractual dependence of auditors on taxpayers have further
deepened doubts about the independence and reliability of audit reports (Hoshi, 2010). Therefore, it has become essential
to identify the root causes of disagreement between auditing institutions and tax authorities, to pave the way for reviving
the outsourcing framework under a more robust and transparent structure.

Based on the reviewed literature, the present study aims to explain and categorize the legal, professional, and institutional
factors that generated disputes between the Iranian National Tax Administration and independent auditing firms regarding
the acceptance of outsourced tax audit reports before the 2015 amendment to Article 272 of the Direct Tax Law. By combining
qualitative and quantitative methods, this research seeks to provide an empirical foundation for improving trust and
efficiency in the tax auditing ecosystem of Iran (Eslami Zarei et al., 2025; Ma'rouf, 2025; Saeed Zarei & Haji, 2025; Yazdi et al.,
2024).

Methods and Materials

The study adopted a mixed-method design, combining qualitative content analysis and quantitative survey research. In
the qualitative phase, semi-structured interviews were conducted with 11 experts in taxation and accounting from academic
and executive sectors, using snowball sampling until theoretical saturation was achieved. The interviews aimed to identify
the preliminary factors that caused disagreements between tax authorities and auditing institutions. The collected qualitative
data were coded through open and axial coding to extract 15 primary factors.

In the quantitative phase, a two-stage survey approach was implemented. The first questionnaire, based on the 15 factors
extracted from the qualitative analysis, was distributed electronically among 157 experts, including tax administrators,
financial managers, academic scholars, and certified auditors. The responses were analyzed using the binomial test to
examine agreement levels. The second phase of the study was conducted to validate and expand the framework,
incorporating five additional factors that emerged from open-ended responses in phase one. This questionnaire was
distributed to 113 participants. Non-parametric tests, including the Wilcoxon signed-rank test and Kruskal-Wallis test, were
used to analyze the data, given the non-normal distribution of responses. The reliability of the instruments was confirmed
through Cronbach’s alpha coefficients of 0.867 and 0.809, demonstrating acceptable internal consistency.

Findings

The results revealed that 15 primary and 4 newly identified factors collectively explain the root causes of disagreement
regarding the acceptance of tax audit reports prior to the 2015 amendment of Article 272. These factors were classified into
six overarching categories: legal-regulatory, structural-supervisory, organizational-incentive, professional-knowledge-based,
ethical-communication, and infrastructural-information challenges.

Among the legal-regulatory factors, ambiguity and inconsistency in tax regulations, lack of transparency in deductible
expenses, and the absence of a unified and impartial dispute-resolution mechanism were found to be the most influential.

The binomial test results indicated that over 90% of respondents agreed that regulatory ambiguity and conflicting circulars
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were primary causes of dispute. Structural challenges, including inadequate oversight of auditing institutions and the lack of
a standardized framework for selecting auditors, were also highlighted as major contributors.

In the domain of organizational and incentive factors, respondents emphasized excessive administrative pressure on tax
officers to meet revenue targets and concerns about legal responsibility in approving taxpayer-submitted audit reports. The
Wilcoxon signed-rank test confirmed the significance of these factors (p < 0.05), indicating that internal pressures and
bureaucratic constraints strongly affect the willingness of officers to accept external reports.

Professional and knowledge-related factors were equally important. Weak understanding of accounting standards among
tax officers and limited familiarity of auditors with tax laws were identified as sources of misinterpretation and distrust. The
Kruskal-Wallis test results revealed significant differences in the perception of these factors across professional groups,
particularly between auditors and tax administrators.

The findings further indicated that the quality of some audit reports was insufficient, often due to lack of specialization or
precision. Over 85% of respondents attributed disputes to the inadequate professional competence of certain auditing firms.
Similarly, insufficient access to financial data by auditors hindered accurate assessment of taxpayers’ performance,
reinforcing skepticism among tax authorities.

From an ethical and communication perspective, the existence of mutual distrust between auditors and tax officers was
another critical issue. Respondents mentioned that the contractual relationship between taxpayers and auditors
compromised perceived auditor independence. Moreover, differences in professional culture and the absence of shared
training initiatives limited the development of cooperative understanding.

Finally, infrastructural deficiencies were found to exacerbate these challenges. The lack of a robust data-sharing system
between the Tax Administration and auditing firms, absence of mechanisms to prevent tax evasion, and lack of transparency
in corporate financial structures were identified as core systemic weaknesses. The newly extracted factors in the second
survey phase — including multiplicity of tax lawmaking authorities and the lack of a final decision-making body — further
illustrated the institutional fragmentation that undermined the coherence of the entire auditing framework.

Overall, the results emphasized that the most agreed-upon source of disagreement was the absence of joint educational
programs and professional collaboration between tax authorities and auditing institutions, followed by inadequate legal
clarity and technical oversight.

Discussion and Conclusion

The findings of this study confirm that the disagreements surrounding the acceptance of outsourced tax audit reports in
Iran were not merely the result of technical inconsistencies but rather a complex interplay of legal ambiguity, professional
fragmentation, and institutional distrust. The evidence suggests that the collapse of the pre-2015 outsourcing framework was
primarily due to the lack of integrated governance, inadequate supervision, and weak communication channels between the
Iranian National Tax Administration and private auditing institutions.

Legally, the absence of coherent and stable tax regulations created an environment where multiple interpretations of the
same financial transaction were possible, leading to disputes between auditors and tax examiners. Professionally, insufficient
coordination between accounting and taxation disciplines generated knowledge asymmetry that eroded the credibility of
audit reports. Institutionally, the lack of data transparency and the presence of multiple legislative authorities resulted in

bureaucratic delays and uncertainty in audit approval processes.
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The results highlight the importance of rebuilding trust between professional auditors and tax authorities through the
establishment of transparent frameworks, standardized communication protocols, and joint capacity-building programs.
Effective reform should aim to integrate digital infrastructures for data exchange, develop independent oversight
mechanisms for auditing institutions, and clarify the scope of legal responsibilities among all parties involved.

In conclusion, reviving the outsourcing of tax auditing in Iran requires a holistic reform of the regulatory, institutional, and
professional ecosystems governing financial accountability. If implemented effectively, such reforms can not only restore
confidence between taxpayers, auditors, and tax authorities but also contribute to greater fiscal discipline, improved
transparency, and sustainable revenue management in the country’s tax system.
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