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Objective: This study aimed to develop a comprehensive model for predicting tax evasion from
the perspective of fraudulent financial reporting among taxpayers through a grounded theory
approach.

Methodology: This applied qualitative study employed grounded theory methodology. The
participants consisted of 24 academic experts, tax consultants, auditors, and tax inspectors selected
through snowball sampling. Data were collected using semi-structured interviews and continued
until theoretical saturation was achieved. The interview data were analyzed using MAXQDA 2020
software through open, axial, and selective coding procedures based on the Strauss and Corbin
framework.

Findings: The analysis generated 94 initial concepts and 25 categories, leading to the development
of a paradigmatic model of tax evasion prediction. The findings revealed that the core category,
“tax evasion prediction from the perspective of fraudulent financial reporting,” is shaped by causal
conditions including pressure factors, opportunities, rationalization mechanisms, fraudulent
financial reporting practices, and environmental-legal factors. Intervening conditions involving
technological, behavioral, economic, and ethical dimensions influence the process. Strategic
mechanisms such as data analytics, artificial intelligence, machine learning, anomaly detection,
benchmarking, and financial statement red-flag analysis were identified as key tools for
strengthening tax evasion prediction. The model outcomes include improved economic indicators,
enhanced social outcomes, stronger governance, and more effective tax evasion control.
Conclusion: The results indicate that tax evasion is a multidimensional phenomenon influenced
by interconnected organizational, behavioral, environmental, technological, and legal factors. The
proposed model provides a practical framework for designing intelligent tax evasion prediction
systems and developing preventive tax policies. Furthermore, integrating grounded theory insights
with advanced analytical technologies can significantly enhance the effectiveness of tax
administration and fraud detection mechanisms.

Keywords: Tax Evasion Prediction; Fraudulent Financial Reporting; Grounded Theory; Artificial
Intelligence; Data Analytics; Tax Governance.
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EXTENDED ABSTRACT
Introduction

Taxation is one of the most fundamental mechanisms through which governments secure financial
resources for public expenditures, economic development, social welfare, and the provision of public
goods. The effectiveness of a tax system depends largely on the willingness of taxpayers to comply with
tax regulations and accurately report taxable activities. However, tax evasion remains a persistent
challenge across both developed and developing economies, reducing government revenues, weakening
fiscal capacity, and undermining public trust in taxation systems. Tax evasion is generally defined as the
deliberate and illegal concealment or misrepresentation of financial information to reduce tax liabilities.
As a result, it is considered a major component of the underground economy and a significant obstacle to
sustainable economic development (Pistone et al., 2019; Slemrod, 2007).

The consequences of tax evasion extend beyond revenue losses. Tax evasion distorts resource
allocation, reduces economic transparency, increases inequality among taxpayers, and limits
governments’ ability to implement effective fiscal and social policies. Previous studies have shown that
tax evasion negatively affects economic security, public confidence, and long-term economic growth
(Chaman et al., 2019; Gholami, 2024). In Iran, tax evasion has become a critical concern due to the growing
importance of tax revenues as an alternative to oil-based income and the increasing need for sustainable
government financing (Izadi et al., 2019; Rabiei et al., 2024).

Traditional economic theories explain tax evasion primarily through rational choice and cost-
benefit analysis, suggesting that taxpayers weigh the expected gains from evasion against the probability
of detection and punishment. Nevertheless, contemporary research indicates that tax evasion is a
multidimensional phenomenon influenced by economic, behavioral, institutional, technological, and
ethical factors (Demle, 2019; Rashid, 2020). Factors such as tax morale, trust in government, legal
enforcement, transparency, and organizational culture significantly affect taxpayers’ decisions regarding
compliance (Rabi Beigi et al., 2023; Yousefnejad et al., 2022).

Among the less explored dimensions of tax evasion is its relationship with fraudulent financial
reporting. Fraudulent financial reporting refers to the intentional manipulation of accounting information
and financial statements to mislead stakeholders regarding an entity’s financial condition and
performance. Such manipulation may involve revenue inflation, expense understatement, asset
misrepresentation, improper transaction classification, or disclosure concealment. Since tax assessments
often rely on financial reporting information, fraudulent reporting can provide an effective mechanism for
concealing taxable income and facilitating tax evasion. Previous studies have emphasized the close
association between financial reporting fraud and tax evasion, particularly among small and medium-sized
enterprises (Lamba, 2022; Ngah et al., 2022).

Recent technological developments have introduced new opportunities for detecting and
predicting tax evasion. Artificial intelligence, machine learning, data mining, anomaly detection, and
predictive analytics have become increasingly important tools in tax administration. These technologies
allow tax authorities to identify suspicious patterns, detect hidden relationships within financial data, and
improve the accuracy of fraud detection systems (Nasl Mousavi et al., 2020; Rahimi Kia et al., 2015). Studies
have demonstrated that intelligent systems can significantly improve the identification of tax evaders and



enhance tax compliance monitoring (Maheshwari & Begde, 2025; Rostam Beigi & Aynehband, 2023).
Furthermore, advanced data mining techniques have shown substantial effectiveness in identifying fraud
patterns within taxpayers’ financial statements (Ginanjar & Wibowo, 2025).

Although previous studies have examined various determinants of tax evasion, relatively little
attention has been paid to developing a comprehensive conceptual model that explains tax evasion from
the perspective of fraudulent financial reporting. Existing studies have mainly focused on economic,
technological, or behavioral determinants, while the underlying mechanisms linking financial reporting
fraud and tax evasion remain insufficiently explored (Balouri et al., 2020, 2021; Mohammadi et al., 2023).
Therefore, the present study sought to develop a grounded theory model of tax evasion prediction from
the perspective of fraudulent financial reporting among taxpayers.

Methods and Materials

This study adopted a qualitative research design using the grounded theory methodology. The
research was applied in purpose and exploratory in nature. Participants consisted of 24 experts selected
through snowball sampling. The sample included experienced tax auditors, tax consultants, accounting
specialists, auditing professionals, and university faculty members with extensive expertise in taxation
and financial reporting.

Data were collected through semi-structured interviews. Interviews continued until theoretical
saturation was achieved. The interview protocol focused on identifying the causes, mechanisms,
contextual factors, intervention conditions, strategies, and consequences associated with tax evasion from
the perspective of fraudulent financial reporting.

All interviews were transcribed verbatim and analyzed using MAXQDA 2020 software. Data
analysis followed the systematic grounded theory approach involving open coding, axial coding, and
selective coding. During open coding, key concepts and initial codes were extracted from interview texts.
Similar concepts were then grouped into categories during axial coding. Finally, selective coding was used
to integrate categories into a coherent paradigmatic model explaining the process of tax evasion prediction.

Trustworthiness was ensured through credibility, confirmability, transferability, and reliability
procedures. Multiple sources of expert perspectives were included, detailed documentation was
maintained throughout the coding process, and repeated coding procedures were conducted to verify
coding consistency.

Findings

The analysis resulted in the identification of 94 initial concepts, which were subsequently
organized into 25 categories and ultimately integrated into a comprehensive paradigmatic model of tax
evasion prediction from the perspective of fraudulent financial reporting.

The findings revealed that the central phenomenon of the model was tax evasion prediction
through the lens of fraudulent financial reporting. This central category emerged under the influence of
several causal conditions. Five primary causal categories were identified, including pressure factors,
opportunity factors, rationalization factors, fraudulent financial reporting practices, and environmental-
legal factors.

Pressure factors included low profitability, declining sales growth, excessive debt burdens, and
financial crises that motivate organizations to manipulate financial information and reduce tax obligations.
Opportunity factors involved weak internal controls, ineffective board oversight, inadequate corporate
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governance mechanisms, and limited access of tax authorities to integrated financial information.
Rationalization factors reflected managerial justifications for aggressive tax practices and fraudulent
reporting behaviors.

Fraudulent financial reporting practices constituted a major category facilitating tax evasion. These
practices included earnings manipulation, misclassification of transactions, misleading disclosures,
concealment of financial information, and intentional distortions of financial statements. Environmental
and legal conditions included weak regulatory frameworks, information asymmetry, ineffective
enforcement mechanisms, and deficiencies in inter-organizational coordination.

The study also identified several contextual conditions affecting the development and prediction
of tax evasion. These conditions included organizational characteristics, financial information systems,
and the broader economic environment. Four intervention conditions were recognized: technological and
algorithmic factors, human and behavioral factors, environmental and economic factors, and legal and
ethical factors.

Several strategic categories emerged as mechanisms for strengthening tax evasion prediction.
These strategies included data analytics, artificial intelligence applications, machine learning algorithms,
benchmarking procedures, anomaly detection systems, and financial reporting analysis focused on
identifying red flags within financial statements. Participants emphasized the growing importance of
technology-driven approaches in detecting complex fraud schemes and hidden tax evasion patterns.

The consequences of implementing effective tax evasion prediction systems were categorized into
economic, legal, organizational, and governance outcomes. Economic consequences included improved
revenue collection and enhanced economic indicators. Legal outcomes involved stronger enforcement and
reduced opportunities for tax fraud. Organizational consequences included greater transparency and
accountability. Governance outcomes reflected improved public trust, enhanced tax compliance, and more
effective control of tax evasion.

The final grounded theory model demonstrated that tax evasion prediction is a multidimensional
process shaped by the interaction of economic pressures, reporting behaviors, technological capabilities,
legal structures, and organizational practices. The model illustrated how causal conditions generate
incentives for fraudulent reporting and tax evasion, while strategic interventions and technological tools
can strengthen detection and prevention mechanisms.

Discussion and Conclusion

The findings of this study demonstrate that tax evasion is not merely a financial or legal issue but
a complex organizational and social phenomenon influenced by multiple interconnected factors. The
developed model illustrates how economic pressures, opportunities for misconduct, rationalization
processes, and weaknesses in governance structures collectively contribute to the emergence of fraudulent
financial reporting and tax evasion behaviors.

A major contribution of the study lies in highlighting the central role of fraudulent financial
reporting as a mechanism through which tax evasion is facilitated. The findings indicate that manipulation
of accounting information serves as a bridge between organizational pressures and unlawful tax behavior.
Consequently, efforts to reduce tax evasion should not focus exclusively on tax regulations but should
also address the quality, transparency, and integrity of financial reporting systems.



Another significant finding concerns the critical role of technology in tax evasion prediction. The
identified strategies suggest that advanced analytical technologies can substantially improve the capacity
of tax authorities to identify suspicious patterns and detect hidden fraud schemes. The integration of
artificial intelligence, machine learning, and data mining techniques into tax administration systems offers
a promising pathway toward more effective compliance monitoring and fraud prevention.

The study further emphasizes the importance of institutional and governance factors. Weak legal
frameworks, inadequate enforcement mechanisms, and insufficient coordination among regulatory bodies
create favorable conditions for tax evasion. Therefore, comprehensive reforms aimed at improving
transparency, strengthening governance, and enhancing information-sharing mechanisms are essential for
reducing tax evasion risks.

Overall, the proposed grounded theory model provides a comprehensive framework for
understanding tax evasion from the perspective of fraudulent financial reporting. By integrating economic,
behavioral, organizational, technological, and legal dimensions, the model offers valuable insights for
policymakers, tax authorities, auditors, and researchers. The findings suggest that effective tax evasion
prevention requires a multidimensional strategy combining regulatory reforms, technological innovation,
organizational transparency, and stronger governance practices. Such an approach can contribute to
enhanced tax compliance, improved public revenues, greater economic transparency, and more
sustainable fiscal systems.
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