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Abstract: The issue of financial reporting transparency and the increasing importance it has come to
bear in recent years; the emerging mishaps and ensuing crisis it created in the world stock markets
especially that of the Black September of 1997 followed by the 9.11 events in the year 2000;Also,
the leakage of a series of misappropriations in the Worldcom; Enron; Xerox and last but not least in
Parmalat worldwide creating a downfall of indexes in the Tehran Stock Exchange in 2004 inevitably
lead to the realization that the subject of transparency of financial statements, as a key factor and
necessary part of the stock market has an increasing role to play. In this research study the effect of
tax reporting on the transparency of financial reporting is being undertaken with an emphasis on the
importance of the tax reporting transparency. To this end, the research population of Tehran province
has been categorized in five groups including the faculty members of universities, independent auditors
(Certified Public Accountants: CPA’S), financial experts affiliated to the Tehran Stock Exchange
Department, tax auditors affiliated to the Tehran Tax and Revenue Affairs and financial managers
representing the suppliers of financial reporting. The statistical technique of "coefficient of correlation"
was used to analyse the data for the determination of the effect of tax reporting on the transparency
of financial reporting in each group. To deliberate the difference between each pair of the above- said
groups, Z Fischer coefficiency of correlation was applied. The results of the study indicate the positive
effect of tax reporting on the transparency of financial reporting enhancing the idea that through
provision of tax reporting plus financial reporting, the transparency of financial reporting will be
achieved to a great extent.

Key words: Financial Reporting Transparency, Tax Reporting, Article (272) of The Tax Act,
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INTRODUCTION

Accounting information is one of the most important information sources which, as the main product of
the accounting system in the decision making of the various groups in the capital market, plays a major role.
This information is analysed, processed and measured through a process of computation based on the principles
and standards of competent authorities. If upon presentation of this information it lacks the transparency
required, the probability of wrong decision-making by the information user.s is increased. According to
paragraph (6) of the Iranian Accounting Code-Standard No.1 (translation of the International Accounting
Standard No.1), the goal of financial reporting is the provision of classified information on the financial status,
operation and flexibility of the business entity thus, presenting useful economic information in the process of
making right decisions from the corpus of financial statements. These objectives are attainable only when the
standards of International Accounting are observed and made use of properly in the relative prevalent
conditions. This is while in Iran, inadmission of relative International accounting standards in financial
statements do not serve their assigned purposes of providing useful information for the making of correct and
workable business decisions. This flaw has considerably decreased the information capacity and the
transparency of the financial statements required.
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One of the standards of International Accounting which plays a significant role in the quality of financial
reporting is the Accounting for Taxes on Income-Number 12. Lack of this standard in the collection of Iran
Accounting Standards causes deviations in the financial statements as a result of which, the important financial
indexes in the stock markets such as EPS and the proportion readings like P.E too will be subject to
interpolations and misinterpretations.

This standard is a tool for the differentiation of the scales of financial accounting and tax codes and
regulations as well as application of these differentiated scales to financial proceeding of the operating period
to deliberate the points of variations.

At present, Tax Reporting on the basis of the International Accounting Standards is not applied in Iran
and all the present activities are carried out within the provisions of Article (212) of the Tax and Revenues
Act and outside the framework of financial reporting in very limited cases.

Review of Related literature:
Following the crucial developments of the year 2002 onwards, the vital role of tax reporting has become

more influencial. The exposure of cheatings, cover-ups and accounting frauds in big companies such as the
Worldcom, Enron and Xerox through misappropriations of tax evasions instigated those concerned to look up
the therapeutical remedies for methods of tax reporting. The focused concern of the Security Exchange
Commission as well as the U.S. Treasury Department prompted the discovery of many cases of fraudulence
and tax corruption .The most well-known of these, making the headlines of newspapers and thematizing the
discussions of scholarly spheres were: Gross 2003, Browning 204, ducker 2009 and Murray 2002.

Although a major portion of the main reasons of the mentioned crisis is not so irrelevant so as to
downplay tax reporting, nevertheless, the idea of tax reporting had long exited. The criticisms of accountants
in different countries led to the issuance of statements which called for the observance of standards in
accounting principles. It is noteworthy to mention that the idea of allocating a system of income tax dates back
to the year 1944 where the recommendation of the ARB-23 states that the accounting for Taxes on income
should be applied only for the periods related to the creation of these expenses. The next official declaration
was published under the title of "Accounting for Taxes on Income" through recommendation report Number
11 (APB-11) in 1967 by the Accounting Principles Board (APB).

After much criticism of the recommendation report number 11 put forward by the APB, the United States
Financial Accounting Standard Board (FASB) began the devision of the Standard Number 96 (FASB-96) which
it finally published in 1988 under the heading of "accounting for taxes on income".

The basic concept underlying the standard is that the Accounting for Taxes on Income be adjusted and
conformed to the ongoing events creating it.

Mari Margaret Frank & et al., (2009) found a strong and positive relationship between rigorous tax
reporting and rigorous financial reporting. Another noteworthy outcome of this study has been an examination
of the mutual impacts of audacious financial reporting and rigorous tax reporting on the rate of immediate
stock yields.

Daniel Shaviro (2009) during a research study entitled ‘International Regulations concerning the unified
loss and profit book accounts with relation to tax, argued that adherence to the traditional unified models has
resulted, to a great degree, in the repelment of a definition of taxable profits and financial accounting profits.
At any rate, in the convergence of a unilateral behavior, the world is under pressure to move towards initiation
of measures for to a unified accounting operations in formulating financial and tax reporting in a near future.
Fang J.Woo (2006) in a research study under the title of “ Effective factors on company decision- making
procedures when financial accounting is placed opposite to tax accounting “ concluded that tax laws will
inevitably affect accounting operations and that accounting as a skill has its own special principles and
regulations influenced by tax laws. This influence should be such that it leads to the emergence of a unified
procedure.

Gross (2003) made a financial reporting survey of Enron. In this study, he paid particular attention to that
part of the financial reporting of Enron dealing with the subject of accuracy of its Tax Reporting. The results
of his study indicated a series of violations and falsifications committed by the company authorities due to tax
evasion.

Chang Woon (2001) in a research study entitled “the influence of Tax Regulations on the processes of
decision–making on investments and financial reporting in business entities at the time of inflation“ concluded
that tax regulations employed on the declared profits of business entities during inflation leading to more
profits, do indeed play a role as a result of which information is not fully revealed and this condition
eventually creates a contradiction between the process of reporting based on tax regulations as well as
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instrumental profits of accounting standards and the creation of mistrust and uncertainties in financial decision-
making.

Shahnavazi (2006) in his research study under the title of “A Study of the necessity to reveal the
contradictory elements between financial information based on accounting standards and financial information
according to Iran’s direct-tax Act, emphasizing on the latter“ concluded that the reporting related to the
revealing of contradictory elements between financial information based on accounting standards and tax
regulations is directly related to economic decision-makings.

Mohammad Ali Nozari (1999) in his study entitled: ‘A comparative study between National Direct-Tax
Act and International Accounting Standards, reviews the efficiency of the national tax system with regard to
optimized allocation of financial resources to companies and the role of National Standards compatible with
international standards and taxing laws in the required information transparency for the said optimized
allocation of financial resources to companies. The results of the study indicate that the present tax systems
and direct tax Act does not create the allocation of optimized financial resources of companies. The need for
the development of national standards based on international standards compatible with tax regulations is
greatly felt as a result of which the steps for the information transparency required for the allocation of
optimized financial resources to companies is provided.

With regard to the foregoing, that which constitutes one of the major concerns of the required market
information worldwide, is the provision of qualitative and quantitative financial information with an emphasis
on the transparency of information. This research study, therefore, attempts to clarify whether the existence
of tax reporting coupled with financial statements has any impacts on the transparency of financial reporting.
To find out suitable answers to the above tentative questions, the following major hypothesis and minor
hypotheses are put to testing:

Principal Research Hypothesis:
Tax Reporting effects the Transparency of Financial Reporting.

Minor Research Hypotheses:
H1- The effect of Tax Reporting on the transparency of Financial Reporting in the CPA group is different

from the legislator group.
H2- The effect of tax reporting on the transparency of financial reporting in the CAP group is different

from the academic staff group.
H3- The effect of tax reporting on the CAP group is different from the Tehran Stock Exchange

organization group.
H4- The effect of Tax Reporting in the CAP group is different from the Accounting Information.
H5- The effect of Tax Reporting on the transparency of Financial Reporting in the Accounting Information

group is different from the legislator group.
H6- The effect of Tax Reporting on the transparency of Financial Reporting in the Accounting Information

group is different from the Academic Staff group.
H7- The effect of Tax Reporting on the transparency of Financial Reporting in the Accounting Information

group is different from the Stock Exchange group.
H8- The effect of Tax Reporting on the transparency of Financial Reporting in the legislators group is

different from the Academic Staff group.
H9- The effect of Tax Reporting on the transparency of Financial Reporting in the legislator group is

different from the Stock Exchange Org.group.
H10-The effect of Tax Reporting on the transparency of Financial Reporting in the Academic Staff group

is different from the Stock Exchange Org.group.

Research Method:
This research study is "Applied" from the purpose point of view and a "survey" from operation point of

view. The required data is gathered through two researcher- made questionnaires. Tax Reporting is the
independent variable and Transparency of Financial Reporting, the dependent variable in this research study.
In the preparation, modification and final approval of the questionnaires and the establishment of the reliability
of both versions, the views and suggestions of more than twenty (20) experts (chosen from among the
experienced faculty members with a Ph.D degree in Accounting) were applied. Alpha Cronbach test was used
to determine the validity of the questionnaires. The results gained showed a figure of 86% for the questionnaire
pertaining to the financial Reporting transparency and 75% for the tax Reporting indicate the validity measures
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of the questionnaires. The grading system method of the five-degree Likert was applied for the grading of the
questionnaires.

For the analysis of data and determination of the effect of the independent variable on the dependent
variable in each one of the groups forming the statistical population, and the difference between each pair of
coefficiencies pertaining to the above- said groups, the Fischer Z model was used.

Statistical population, sampling and time-extent of the Research:
The sample population for statistical analysis included Tehran Stock Exchange, Tehran Tax Affairs

Organization, university faculty members, financial statement developers, (firms and business entities) and the
General Certified Public Accountants (G C P A) (Auditing enterprises) practicing in Tehran in the year 1389
of the Iranian calendar year (= to 2010). The sampling method is based on a relative Rank Order method.

Taking into Account that the volume of the sampling population is unlimited, in order to determine the
exact volume of the sampling population, one sample including 30 people from the said sampling groups were
first selected and a preliminary measurement tool was used with a variance of (31) and an assumed least
difference of sampling mean and 5 groups, the sampling volume was determind through the following formula:

                              =149     150

Since there are five (5) groups, a number of 30 was allocated to each sample group.

Research Findings and Results:
Descriptive and Inferential statistical method.tools:

To analyze the data and test the hypotheses, descriptive as well as inferential statistical readings were
carried out using the SPSS software version 16. Figure 1.below shows the statistical analysis of the research
variables for mean and the standard deviation:

Table 1: Description data about Tax Reporting and transparency Financial Reporting

Description N S
Research Variables
Faculty Members Tax Reporting 30 72.03 9.68

Financial Reporting Transparency 30 73.87 6.65
CPA Tax Reporting 30 72.43 8.80

Financial Reporting Transparency 30 78.30 7.54
Financial Expert of Stock Exchange Tax Reporting 30 72.13 9.10

Financial Reporting Transparency 30 75.77 8.51
Tax Auditors Tax Reporting 30 72.48 11.35

Financial Reporting Transparency 30 76.66 9.06
Financial Managers Directors Tax Reporting 30 77.60 12.42

Financial Reporting Transparency 30 79.13 10.77
Satiscal Population Tax Reporting 30 73.33 10.43

Financial Reporting Transparency 30 76.74 8.70

With due regard to the scores from the sample population, it is observed that the mean for the financial
reporting transparency is 3.41 greater than the mean for tax reporting. In other words, there exists a difference
between the two means of the research variables and the mean for financial reporting transparency is greater
them tax reporting.

Data Analysis and testing of Hypotheses:
The testing of the Major Research Hypothesis reading as "Tax Reporting influences the transparency of

Financial Reporting":
Test results showing the relationship between the two variables in the total sampling population is as

follows:

Table 2: The relationship between Tax Reporting and transparency of Financial Reporting.
Description Transparency of financial Reporting df P CV
Tax Reporting 0.547 148 0.0001 29.92%
N 150 - - -
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With regard to the attained coefficient of correlation between tax reporting and transparency of financial
reporting showing a value of rxy= 0.547 at p=0.0001 meaningfulness level, it is concluded that there exists a
meaningful correlation of more than 0.99 probability between these two variables and since the relationship
is meaningful at P<0.0005 level, therefore the relationship is statistically meaningful at 0.01 level. For the
intensity of correlation, coefficiency level is used which shows that tax reporting has a chance of CV= 29.92%
in predicting the transparency of financial reporting.

Testing (Statistical Data) for minor Research hypotheses:
To analyse the data for minor hypotheses, the coefficient correlation of each group was initially computed

to determine the degree of meaningfullness of the relationship between research variables in each group and
then to compare the degree of the relationship between the two groups, the Z-Fischer Statistical model was
applied, the result of which is as follows in Table 3:

Table 3: The comparison of the degree of influence of tax reporting on the transparency of financial reporting in corresponding groups.
DESCRIPTION rxy Zr Z P
Minor Hypothesis 1. CPA,S 0.273 0.282 -0.77 P>0.05

Legislators 0.454 0.491
M. H 2. CPA,S 0.273 0.282 -0.24 P>0.05

Faculty Members 0.214 0.218
M. H 3. CPA,S 0.273 0.272 -2.08 P<0.05

Financial Expert of stock Exchange Market 0.69 0.848
M. H 4. CPA,S 0.273 0.282 -3.16 P<0.01

Financial Directors. Administrators 0.817 1.142
M. H.5. Legislators (Tax auditors) 0.454 0.491 -2.04 P<0.05

Financial Directors. Administrators 0.817 1.142
M. H.6. Faculty Members 0.214 0.218 3.4 P<0.01

Financial Directors. Administrators 0.817 1.142
M. H.7. Financial Expert of stock Exchange Market 0.69 0.848 -1.08 P<0.05

Financial Directors. Administrators 0.817 1.42
M. H.8. Faculty Members 0.214 0.218 1.004 P>0.05

Legislators (Tax auditors) 0.454 0.419
M.H.9. Financial Expert of Stock Exchange Market 0.69 0.848 1.3125 P>0.05

Legislators (Tax auditors) 0.454 0.494
M.H.10. Faculty Members 0.214 0.218 -2.32 P>0.05

Financial Expert of Stock Exchange Market 0.69 0.848

With due reference to the results of Table 3 above, the Z calculated was compared to the Z value of the
standard table at the corresponding meaningfulness level, the minor hypotheses of the research is interpreted
as follows:

Table 4: The results of the testing of minor research hypotheses:
DESCRIPTION Z value calculated Z standard Level of differentiation Conclusion. interpretation
Minor Hypothesis 1) 0.77 1.96 0.05 Rejected
M. H. 2) 0.24 1.96 0.05 Rejected
M. H. 3) 2.08 1.96 0.05 confirmed
M. H.4) 3.16 2.58 0.01 Confirmed
M. H.5) 2.04 1.96 0.05 Confirmed
M. H.6) 3.4 2.58 0.01 Confirmed
M. H.7) 1.08 1.96 0.05 Rejected
M. H.8) 1.004 1.96 0.05 Rejected
M. H.9) 1.3125 1.96 0.05 Rejected
M. H.10) 2.32 1.96 0.05 Confirmed

Conclusion:
The results of the tests for the major hypothesis of the research showed that in the sample under study

there is a relationship between tax reporting and transparency of financial reporting and the computed degree
of correlation too showed that tax reporting has a numerical value equal to 29.92%  variance power to clarify
the transparency of financial reporting. On the basis of this test, should the application of tax reporting as
delineated by the International Accounting Standards become a necessary obligatory procedure like other
components of financial reporting, then the misappropriation of management to exercise fraudulence or
falsifications of accounts will be extensively limited. The findings of  the present research study conforms to
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the results shown by Vish, Enoth and Kuffmann (1999). They reported that one of the ways of achieving
transparency of accounting is the improvement of legal mechanisms (or Regulations) related to more clarity
and also the promotion of accounting methods related to the reliability of information produced.

The analytical examination of the minor hypotheses based on bipolar.bivariate comparisons also indicate
the varied outlooks of groups. Where the university faculty members and Certified Public Accountants (CPA"s)
expressed less probability concerning a relationship between or any effect from tax reporting on the
transparency of financial reporting, the financial administrators. experts of the Stock Exchange Commission
and tax auditors expressed a contradictory view and held that in their belief tax reporting does affect the
transparency of financial reporting. To clarify and determine the views of these groups with regard to the
relationship between different research variables, it may be stated that the university faculty members regard
the observance of principles and accepted.established standards as well as avoidance of exercising completely
personal preferences on the part of administrators and directors as the factors responsible for transparency and
thus not so influential on financial transparency. The low opinion held by Certified Public Accountants
concerning weak relationship between research variables may arise from the fact that they themselves are
operators of a process (financial accounting) initiated with the examination of accounting data and documented
statements and completed with a certainty of due observance of principles, standards and regulations governing
their task bearing their seal of approval on financial statements. They therefore conclude that tax reporting and
its attachment to the present system of reporting does not play much of a role in the issue of transparency,
Even though in the tax auditors, group there is a great belief as to the role of transparency compared to the
CPA"s, nevertheless, this group believe that tax reporting is the product of a system which entails the present
financial reporting as its final product and that all the weaknesses inherent in it will also be true of tax
reporting. Therefore, tax reporting may not play a significant role in the transparency of financial reporting.
On the other hand, from the perspective of financial administrators and financial experts of the Stock Exchange
Commission, tax reporting has the required strength to influence transparency of financial reporting. This
viewpoint of financial administrators is basically due to the fact that these administrators, as the people who
are involved in drawing up of the financial statements firsthand, are themselves cognizant of the quality and
quantity of the presented information within a framework of financial reporting. More importantly, they are
also aware of the manipulations or falsifications effective in the profit account declarations of the fiscal period
which limits any possible misappropriations with a tax report looming overhead. As a result, they are of the
belief that despite the legal requirements binding the submission of a tax reporting, the transparency of
financial reporting is, to a great extent, achieved. The financial experts of the Stock Exchange Market too
maintain a greater share for the close relationship between tax reporting and transparency of financial reporting
because they argue that the Stock Exchange Market basically prefers more presentation of information and
likewise more transparency and that such information helps the channeled allocation of resources as well as
promotion of efficiency. Disposal of financial information to investors will help them in the process of
improved evaluation of the company and a more informed decision- making procedure which consequently
leads to a flow of capital towards the most suitable user- generators and in turn to a specialized efficiency in
market.
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