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This paper explores the impact of uncertain tax positions on the tax compliance of taxpayers,
penalties for tax agents, and audit quality of tax authorities. The findings are as follows:
When tax positions are uncertain, taxpayers’ intentions to avoid taxes and engaging in
sheltering activities are more obvious, and tax agents assist taxpayers in evading taxes.
However, increasing penalties for tax agents may not intensify tax compliance. Additionally,
uncertain tax positions, poor audit quality, and low integrity of tax officials are the main
reasons of decreased tax compliance. Furthermore, when tax laws are ambiguous, improving
the integrity of tax officials has a significantly positive effect on the audit quality of tax
authorities.
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HEMREE - F - )b - BSHEAEERE  (7,448) (7,449) (71,599)
E2BR
EAMERRARH 513,333 519,343 5,142,511

(c) B 5 W FEHBERIR 3 E RS — PENALTY
BREHSE (2006) F85y @ BF|BEEMINEATEH AR - &I EE
BT 0 HIERZMISEIES IS - ACTEH - BF|FH A G E %

WERDCEEFR ST - A nEfH KRR -
(d) Ptk 8 — DISTRICT 5z IND

= RN (2009) F5 - RHIEEREE
S EAE - ASUEEILTH BN B B E A E
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UPET T LT TR FLTE LN ES 2 SR S

i 2 IR - S9E%0T DISTRICT, (=2, 3, 4, 5) s HoAth DY 2 i 5 g -
LAFEd] 1= 5 Fr Jo B 75t fey e s B A% i L R BT FHRE Ie Z R& - 5301 BRA
iE (2000) R ESEWELAATIEEE (2009) FERs - B BN EEE A [RYPRHEEFEA
RRRZBUE - SERRELESE L BAEH FARR HA T S8 R R - ASCDARE
I R BRI WAL - S9RR0T IND, (k = 2, 3, «+, 7) Ry A AHEIT
A R o DA 1T SRR I BB PR 1 2 22 SR AR AR
(a7 -

k4 WEBHRENERFENELABRASRIBEZHER

KRR 87 & ECEY 88 Rk 89 F

BRERE TR BREBAE TSER AREMRE FIESRE
FRZ R Fr15%8 FRZ R Fr15%8 ERZ R Fri5%8

I=E|d] 20,378 532,040 19,881 464,430 15,766 814,403
=g 7,108 360,289 5,309 278,492 6,125 174,046
b= 40,608 86,530 27,971 164,878 23,349 184,278
= 18,074 292,699 19,134 629,811 18,531 632,183
= 11,672 110,799 11,138 153,114 9,402 143,120
2 97,840 1,382,357 83,433 1,690,725 73,173 1,948,030
ERE 90 & EE 91 & EE 92 &
BIEEEME FiHEEE  BFREAREFRE iR BREME - TR
2R Fri5%a R Fr15%8 BZRE Fri8%a
I=E|y7l 17,261 821,258 13,076 644,959 17,947 2,524,844
I=y 14551 5,797 226,621 4,353 260,630 5,736 290,882
b= 22,550 161,180 17,059 157,332 24,064 312,811
= 17,266 555,651 10,629 39,728 18,580 336,486
2] 9,753 133,811 7,525 118,873 11,003 154,370
2 72,627 1,898,521 52,642 1,221,522 77,330 3,619,393
EE 93 & EE 94 & EE 95 &
BHIAREME Fi5E%E BIREME FEioRRE BREME TR
2R Fri5%a 2R Fri5%8 B2 R Fri8%a
I=E|v] 18,151 1,698,351 17,249 1,341,995 14,487 1,744,243
(=Y 6,113 339,972 5,837 291,246 4,985 251,242
k= 25,609 415,340 24,900 431,421 21,999 294,908
= 19,189 395,243 18,180 549,564 16,460 572,926
2] 12,196 164,358 11,675 359,324 9,810 477,547
2 81,258 3,013,264 77,841 2,973,550 67,741 3,340,866
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’ 4 WEFHEFNEXFMEMNELRABAGSRISE BTN ()

RE) 96 &
BREASHEIKE TI9EREEAR1SER
Bt 18,517 2,599,066
=5t 6,104 268,475
k= 27,864 636,759
HE 20,428 613,369
A= 12,120 522,341
[ 85,033 4,640,010

2. )% 2 R

W8 | AR (p = 1, 2, -, 15) BRBEE - U SRS AR AR
FRFSHAE 2 SR - LU T 52t -

o= 7V oot 7 one (TAXGAT HER)_ik+ e

w (AUDIT), + 7 (BUDGET),

+7 . (CERTAIN) +u,
ﬂpjk: ,)/ pOk ’ p: 1’ 2’ B 15

Hrf SRR -, EARERE 2 IR q=1, -, 4 SR R R R
WG R B AT FIBRTE + u, RIE 2 BEMERR. - LRI R 5 I -

x5 BHTHE
Y, HilE k FEHHERE | IR | EEFRIRRRE R m ZERIUAE - E4X m & 10 °
. HRITHBRER c ANGARIREEATEE —RRNEERN > MR ABITRHIRZIRT
! FrSER KA FEIERRAAL E Z SRFRFAN15%E -
CPA 1 RNINIT A BESE SR (E AIRTERIRCIEAN - 0 BE At -
1 RN EMERREITE  WEATESMEE PR RS HETEERE © HZIB8EET
TRANPRICE mape . 0 sttt -
PENALTY 1 RTSMAMAEZESR - WRLGESRE » 0 AHAM -
TAXGATHER 1 RLMFABSMWREFSS5 » 0 AHAM -
AUDIT 1 RTAEHEBEASEEE 0 5HM -
BUDGET —EH%E%#FE%HHZE&%?E  HAREERBZ FETEEMRLEEZ FERSRY
CERTAIN 1 RRRBUESIERIERE » -1 RBRBUESRTRARE ©
DISTRICT1 1 RRUMEITHEMREBIER 2EFIEE » 0 BHM -
DISTRICT2 1 RN EHHEREIEER 2EFEE 0 BHM -
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x5 BHTE (E)
DISTRICT3 1 RNuUMILEEIFEEE2EFEE - 0 BH M -
DISTRICT4 1 FRIUMPEEIRFBEE2EFSEE > 0 BHEHM -
DISTRICTS 1 RRUMNBEEITEIZEER2EFEE 0 BHM-

IND1 1 RTBEEEZEFEE - 0 BHAM -

IND2 1 RTBEEXEZENEE 0 BHM -

IND3 1 RTABEEKETREZERNEE > 0 A HM -
IND4 1 RABETFEZEFEE 0 AHf -

IND5 1 RTEEE BERBEEZIENEE 0 5HM -
IND6 1 RTBLIEREEZEFIEE 0 5HM -

IND7 1 REBEMPUIRIRAEZEFSEE 0 BHM -

A5 g 1 AL B R EE M AR B R BE 1Y - AR §5 Hedeker Bl Gibbons (1994) fz
Raudenbush B2 Bryk (2002) FU#RES - [ 2 HAIE R,

o=V T Von (TAXGATHER) W o ( AUDIT)jk +y,, (BUD GET)jk
+yo4k (CERTAIN)jk+upjk ' p= ()’ 1’ N 15

Jig 2 B R R AR AR AR B T
(1) FE=E g — T
(2) f TRy
(a) M5 N B R SR # &5 — TAXGATHER
Dubin et al. (1990) 55 » B N B Z FZE BN N Z BT S M58
FREEZZE - K ITHEREE - 2B SRR MFE AR ZRE
RSP AR S AL E 2R T - B IEEE - 546 ASURE T HIRk
K, HEGRERE - ERIRE 87 2 96 FMMISE BN EA: - I
sNBHE RN 2 EAGHE AT - DLESEEME 2 SENE SRR N B E R ki -
FH2E R E R RREUE K FNEPTSEAA ZAARaT ~ FRaL R HANRE R - DU fig 5 i
FEZ HKREENK - ASCHEI - RSB BHE MBS E BEH#ET] B
FEZERmMATE M HZEE R EE L - e TR SN
Bl AR ER A M EE - AU R EEER B » BRER
Z WS MR PRI IG T R EEME YIS A0 (PREEAS ~ SRTTSE » 2009) © ASCFH
BRTERMOE S T B B &SRR ARS8 5 G S5 7 8 2 BAfR -
(b) B EIEAEFHELE — AUDIT
F151L (2000) K PBREAE (2006) 5852 11 25 S AHE A F B IR RGE » A RL

N
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Ei#/N - EMREERE > SEFERRE > NS - A CTEIEE
MUETHEE T » TEEIRRHIEAEmEL - BRI ARS8 G 5271 -
(c) FF—HIMEITEE 2 EZE IR — BUDGET
wHEMEMHE, (2009) R E B G HEA I EZE R - R A2 H
WM BRI AR EANR A TER R B AR R SR -
SFRUERRE - ASCHEH - BIf R 2 B E RN Z MB5EIE A [F 51
B BR
(d) FFRIE 2 27 HHHE — CERTAIN
Scotchmer (1987) f8H » 2R M RIIBZE » BRI ERZIIBR
IR o EEMEAMIEE (2009) S HEFIRERBZ B3 - 2 2HEBF %
BRH AT R RS BRI EHE S R E L L A% - SBAN - RSHES
MGG I - 2508 R R0 R A e A B G T B S R AR Rl PR O B8 R B
FRFENIE] - AR5 FR A B A A 10 B AR AR AR IRAR - ASCTRIARE R
fife 7 BRAR TR AFRESEIEE ST 8 2 RS -
5 6 FIRABGRERMEHE (N = 5,142,511) » KSFIGEZ RS T 2SR - RSC3EH :
AT S M B R R R FRE] - &R - METHEE T HAEEEZE - 5k
T B T B G R AR AR A5 1 T B T R 72 5 -
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ik R FERERMATFZBE 6 TS

i

w9 (L #E 51 ( BAnA b A e B i A S ) SR B R e Y 2 SR R RS E e E
A REMER HE RERIERE - & t MU S RAYHMET EAE R R /KYE - A=
RERAEEREN - WHEARE SRR 2 sOETE Y -

FT Ly, ks 1.056  5EFRR  WERBIENEEHSZAHM - EZETRAET - 1 H&
A ERE - QG N BB s s ZRE RS - AR HAh R s AR - el B B
AERIE 1.056  JLAb - FEEANHEE M S a5 B i S B A SR B TEAHRR - &
JRAN2REHER - G0 - EREEATHEE - IEAEFILRES - ELEREDE -
TR 755 S 1) R S B S

Bliese (1998) & Raudenbush £ Bryk (2002) 38R » FEE RS A2 [ g 2 i AT
REENE—F - ErURERAIDIEEE | IR RALERE - WM 2 AR fR it
—RYIEHRRET & - 3= 7 VIRBEESCR S R E R AT HIAS R - SEINE - B
1 PRI BT AR e i B B 3 AR R E A B RS (B — A B AR B E SR RIS ETHE
Je HAFAEGRA ¢ {H ) » BRI+ Fo {8 FE A 8 B0 e R B AW A A g KA o 5350 » g 2
B BB S HE R (L RE B B e IR AR 32 AR SR L& EH. - BT 2 BEHEIUR & B R B
TRE s - i EeaE - RIRM B A REREEEFA MRS E =R - FIEMER 2
fale S B EMET SRR - &8 | (REERS IR Z MG B4 RIS - AL a] DU
T8 S RB A E BBy - BB 2N ¢ ialEin s - fEFREEEER T - FE e R E
&R AR EAE G LSRG/ N R 0.001 - THE R E 2 AR BUS F BB/ NA
0.01 » ENE BETG ARG FHHY B L BRI BT R 5 R (0.074) -

FHARE 2 1R 2 TR I Sk B B s B 5 8045 g | RS B Bl g R B e AT I &+
WFFEHE Raudenbush Eil Bryk (2002) HYEREL - SR #H AR AR A P (A ERE 1
[l 522+ 1 ELAH R 8 B ) R R 2 DU s LA B ) SR /K e Sl R B0 43 B I A~
FEAERCE o INRFH DB GBI R R Al S 8 Y (Intercept and Slopes as Outcomes
Model) FRETTE A BA R AR A B 85522 -

AR ENEEHE BETG - ERERIEAREFESEBH T OE  FR
TEIHISE S, - A A Bl 2 R - TR DUEEE AR R il SR B A BRI A (Heck &
Thomas, 2009; #H#F * 2010) -

T =V Vo (TAXGATHER), +y,_ (AUDIT), +y, (BUDGET),

+7, (CERTAIN), +, (CERTAIN x TAXGATHER),

+7,4 (CERTAIN X AUDIT), +7, (CERTAIN x BUDGET)_ +u,
7 =0 7y (TAXGATHER), +y,, (CERTAIN),
+7,4 (CERTAIN X TAXGATHER), +u,

302



%*@*—2%“:% %24 % 1

7, =7y Ty (AUDIT), +y, (CERTAIN), +7,, (CERTAINX AUDIT), +u,,

Ty =73 s, (BUDGET), +y. (CERTAIN),
+7, (CERTAIN x BUDGET), +u,,
ﬂpjk:yp0k+upjk s p:4’ e 15

]/ 7 KRB ERZFERHEIIRE

EE R RE EHERR t{E
#HEE v, 3.112 0.062 2.44*
TAXGATHER - v, 1.056 0.044 2.69*
AUDIT - v, 0.584 0.042 2.17*
BUDGET ' y,, -1.028 0.026 - 2.59*
CERTAIN ' v, 0.670 0.073 2.23*
FErEzI R BEEHMS BHE X? P
u,, 8.324 35 1005.63 0.000
" 1.266 35 150.86 0.074
u,, 0.261 35 161.44 0.006
u,, 0.335 35 180.82 0.000
" 0.397 35 202.75 0.000
r, 30.664
EEREMRZ PRI ETEL MIFEER . e
5 i m—— e BAEE BURTHEE BRER
ERYMERATEE R =921
-0.387 -0.109 -0.085 0.016
MEEEES 1
BRs/ (<0.0001) ( 0.0004) (< 0.0001) (<0.0001)
0.172 -0.109 0.062 -0.214
BAEE 1
(<0.0001) (0.0004 ) (< 0.0001) (<0.0001)
. 0.317 -0.085 0.062 -0.338
RETHEE 1
(<0.0001) (< 0.0001) (<0.0001) (<0.0001)
. -0.257 0.016 -0.214 -0.338
BEREIR 1
(<0.0001) (< 0.0001) (<0.0001) (<0.0001)
OLS R RMERHHOIEE
PRI B EEE R 0.916
MEEEES 0.094
BRESE 0.329
ETHETE 0.188
ERER 0.417

5T ¢ 1. B A p-value ©
2. * T|IRTE 1% #RETKE T BREE -
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5 Z R E

% 8 BT - BOE SRR B B AE G OR HAUE SR MBAS
SR BRSO R B B RS B R MR - 17 LR B R e S R 2k
B BISATH A B B EGURT - % 8 VITREA BREIURF 2 ERIR0R - 4
SR ER (7,,) AR EROR (5,,) K SERID - BIEAREER - TR
HESF ELATHOTE HOBER - FURRTS A SRR BRI R - KT R BN T
HORERRBER 5 [ » ETFEREERS - TR IEBST RITAORE I - ERTs A B
FEEURSFIOAE RN AT R B SRS TS R -

* 8 KRS EELRRBERE R E AT

EEZR FREATS SR RE t1&
BiEE -y, 3.086 18.321*
TAXGATHER > 5, + 0.672 4.322*
AUDIT >y, + 0.523 3.371*
BUDGET ’ y,,, - -0.484 -3.229*
CERTAIN >y, + 0.436 3.211*
TAXGATHER X CERTAIN - + 0.776 3.641*
AUDIT X CERTAIN * 5, + 0.353 2.116*
BUDGET X CERTAIN > y,,. - -0.584 -3.385*
N AERBRIRTZERTR
Ly, 1.378 9.789*
MBEEEEE 7, 0.128 2.192*
TUETHESE * y,, 0.361 2.269*
LTEHMER 0.867 5.671*
BAEBZERHR
BEE 0y, 2.481 1.651
BREE 7, 0.103 1.371
BUETHERE * v, 0.073 0.772
RTEHER 7,0, 0.112 1.116
ERZEIRZERTBR
#EE -y, 2.382 6.557*
BEER 7, -0.273 -2.338*
TETHETE © 7, 0.373 2.745*
TEXR  y,, -0.613 -3.388*

EE O RIRME 1% METKET AREE -

AHFE LR AR R AR HE SR EE AR fE AR UERR (Robust Standard Error) » DABRAR:EER (284
i aTHURG Tt FEHE R BT BB R IR 7 BU 2 8
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fmaR o ASCHEE - [ SRR A PR ERR - BRI ERR Z A AR/ - BRDA
IR AR Rty SR Bl P i A - FHARVESRAR BT AR AR e R - BRI S - FEREAKL
RIS E R R (Raudenbush & Bryk, 2002) ©

B2~ tiRiSam ~ E2sREapRA!
— ~ WESCH

@ iEs s L (1) A FMBIGEAERE - AREBR R - BRI
SRR Z VB RSB MBS ER - R N E B psa g 28 - i R
TREREI R 551 T BUA AR AL E Z BRI E - DU & S5 8 a8 2 B - AL e i
B+ LEMUETHEE T #f B S A B E R TR E 2 B H R 2T
Bhani Nk 2 N AN Z R ETE AT - B ARS8 TE - 25 A
i 7 IIsREES N B2 SREEERST - RIS S R AL E 7

AP TR SR B2 BN s 2 R R RR AR - e (R - LA S
B2 WH BB B E SR S A N E IR RAVE L - 4T 263 (LK E MBS - g5tH
B R B [ Z T - SRS DU 3830

ZHERE LR - AERUE NS T - AR R E AR E R E - BB H
A B A\ e - (BN Rl R N R ET R - SR AR B E -
REWERB -

AWFEAERIGE AR %R - QAR ERR IR T - (ER R R
PREHEMUEAREE T DIEMES R (B Z R ST T - HR AR5 8 g < & -
BEAN > ASCHE AN AR5 G B RS R B B AL B BRI - RIS AB 2R
BHZTHMB AR BEVE BT ¢

ERUEBAEE - EAEFLLRBS - ERE RN - FUESE0E S SOE -
FHh » LREEIERRTRAEE - AIREAHEE SR AFUES 88 2 s BRI B A B
CFREHLERST o

HR - ERUEANEER - PR BT RIFAIRS IR - Hiuss N AR gl
BRSTFHUZERNE - RPCPERBRB T NMERBEIEE - K2 - EFUEHEER - PR
BEHLERST RAT ARG EREY - HFs N B MR BB TFHERN - NP R B RS
MERTTE R -

DR 2.t

HIRESEE AR AN ER - EEEEARNFRIREER - EEREER - R
NEIRHATS » R SHE - TSR B i e A EH &8 3,000 LT
ZEERFRAEEFN  REUREEHIZEGE - SENHR G #0058 (BB
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it 2006) © ASCERRy - FRBAMR SR AVEZ LR IERER R E LR DL L - H2R - 125
AR AT BE e A SR I BESR - (B35 IR IF] R Nk IR < BT A - T3 PH
It SRR pE BT - Al - BC & B P o R P ) = A% R R TR A AR
TRTHANFR AT BE Btk - FEERGSSENG ST HIHEME - B H A 53 sk -
TEEIR BRI E R - S RN ERIR A A ARG - FEEIR TS .2
BOEZE - MBS FHREmAEANZBET - RN SR - R GIREE - R
AEERLN - ERRLDGE R PR ET] - T e INEM AR I RE 2@ S HE - DIEE:EHE
I Z BB -

=~ BRI

AFEAE RIS - AMRARGIN A GEEER - SRS N B3 - BEE
FEEIRERARE & Rk E AR - FEEREMIT L BRI T R L B R 5 1oE
AR A R 2 AR - RSB B IR B rTREME AT - AT e R AT & ZAHRA T
AR — D RENE R AL AR B BRI I - HR > ASCREGE I 22 A = e
PRI - ARG AR S 2 B L 1 RIS - R [E]— S BB A iR A FR 5
EER AR AN 2 RAIFROR - (HE - ESEREEERNRES) - KA EHERETEEFERNRE
FIRESARE AR5 2 B A ATz 8 (MREES - 2000 ;5 BRIAHE - 2006 5 =35m0~
57 - 2009) > ABFFEREHEHE LR E AL -

Btk o TEEIR BRI E Z AR AT S BN A A R 2 AR AT S B 280 - RS A&
EEHLR SRR AR AT - fEEEE L - EHESEREIEN - HERE - AU
DIRE EBERRIZ T Z RRE AT 15 LA R A FR e 2 AR T IS 288 - (B R it A R IR P 15
ZHBIEAE (BRI - 2006) © SHAb - ASHERGTH G RE AR IR - THAEEURAERE
BRI I & - FEREEEENIR A R 1 H. - ASERERE R oAl
NPT A TE AN BHE MR - 5 G  EE R I E B RIBIRACE - HBUT
ML BEIIE S A HEER s R — DB -
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The Influence of Uncertain Tax Positions on Tax Compliance:
Considering Taiwan’s Business Income Tax

Chun-Che Chen, Assistant Professor, Department of Economics, Tunghai University

Summary

The disclosure of tax risk is a common trend around the world. Assessing the influence
of uncertain tax positions on tax burdens is an important part of establishing tax risk
management mechanisms. When profit-seeking enterprises declare controversial tax matters,
the effect of ambiguous taxation laws on profit-seeking enterprises should be assessed and
the influence of uncertain tax burdens should be disclosed in financial statements in order to
inform stakeholders of the actual operation of the company.

Uncertain tax positions occur due to ambiguous taxation laws that govern which kind of
complex transaction and which income sources are taxable, leaving different interpretations
of tax positions between taxpayers and tax authorities. Thus, the amount of tax to be paid
needs to be settled between the two parties through negotiation.

The majority of recent studies on tax compliance investigate the influence of tax
administration, social norms, corporate characteristics, and the audit quality of tax authorities
on tax evasion (Lin, 2000; Chan & Mo, 2000; Plesko, 2004; Alm et al., 2004; Huang et al.,
2005; Chen, 2006; Kuo & Ueng, 2007; Cheng et al., 2008; Ueng, 2009; Frank et al., 2009;
Badertscher et al., 2009; Huang & Lin, 2009; Huang, 2010).

In tax practices, several commonly encountered issues can result in uncertain tax
burdens: transfer pricing, identification of permanent establishments, the application of tax
incentives such as investment tax credits, and enterprises engaging in high-risk, controversial
tax planning. Chan and Mo (2000) studied the influence of tax holidays on tax evasion
among investors. Their results showed that reshaping tax evasion was earlier than enjoying
tax holidays. Huang and Lin (2009) held that tax incentives enjoyed by profit-seeking
enterprises were greater than those of other enterprises and that tax authorities conducted
stricter audits on these businesses. Kuo and Ueng (2007) indicated that neutral taxes did not
affect manufacturers’ decisions on production, and did not lower their export
competitiveness. Therefore, reducing tax incentives did not necessarily decrease social well-
being. Chu (1988) used questionnaires to investigate accountant practices and examined the
causes of tax evasion among profit-seeking enterprises. The results indicated that complex
tax administration, strict and ambiguous tax laws and regulations, and tax laws that focused

too much on certification all made taxpayers less willing to comply with the law.
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Ma and Lai (2009) indicated that multinational enterprises used permanent
establishments or transfer pricing to form uncertain tax burdens. To effectively prevent
enterprises from using transfer pricing to evade tax liability, governments have demanded
that listed companies prepare consolidated statements and transfer pricing reports when
filing for income tax returns. Wang (2000) indicated that written audits were less rigorous
compared to accounting credentials as taxpayers were more likely to take chances of tax
evasion. Chen (2006) argued that a person found evading his tax would not be effectively
punished if he was fined the exact amount of his due payment or if the penalty was too light.
Additionally, the tax-reporting agent could bear less liability if the taxpayer constantly
gauged all possibly outcomes of riding on ambiguous tax codes throughout the entire audit
period.

The literature above is lacking because it does not fully examine the influence of
ambiguous tax laws on tax compliance and the impact of unequal tax administration on audit
quality when using income tax returns data from profit-seeking enterprises. In addition, the
majority of these studies have examined the relationships between policy tools—such as tax,
audit, and penalty rates—and tax compliance by looking into the tradeoffs between the
economic costs and benefits of tax evasion. Few studies have examined how the integrity of
tax officers would influence the audit quality of tax authorities under unfair tax
administration and ambiguous tax laws and regulations.

In response to these concerns, this study asks four research questions: First, when the
awareness and interpretation of tax positions differ between taxpayers and tax authorities,
would taxpayers be more intended to avoid taxes? Second, when tax laws are ambiguous,
would tax-reporting agents assist taxpayers in avoiding and deterring taxes? Third, when tax
positions are uncertain, should profit-seeking enterprises gauge all possible outcomes of
taking advantage of ambiguous taxation laws throughout the audit period in order to alleviate
the penalty liabilities of tax-reporting agents? Fourth, when tax laws are ambiguous, should
tax authorities develop methods to prevent disputes over controversial tax matters and
improve audit quality by reminding tax officers of integrity?

This study formulated hypotheses based on the legal and economic factors that
influenced tax compliance as reported in literature, and surveyed respondents (accounting
managers, employees of listed accounting firms, and tax officers in National Tax
Administration) regarding tax compliance using a questionnaire. After extracting factors
from variables in the questionnaire, we substituted the factors into a hierarchical generalized

linear model as proxy variables. Furthermore, we used a random-coefficient model, and an

308



%*@1‘;’%‘:% %24 % 1

intercepts and slopes as outcomes model to investigate the effect of the integrity of tax
officers on the audit quality of tax authorities and the influence of the characteristics of tax
authorities on the tax compliance of taxpayers (Raudenbush & Bryk, 2002).

For this study, the 263 returned questionnaires were used as the sample. We found that
taxpayers generated uncertain tax burden by avoiding tax under ambiguous tax laws.
Additionally, tax-reporting agents assist taxpayers in evading tax; however, increasing the
penalty for tax-reporting agents did not improve the tax compliance of taxpayers.

Next, by analyzing the hierarchical generalized linear models and using Taiwan’s
business income tax returns data, we found that the scarcer the audit resources were, the less
taxpayers would comply with the law. Additionally, the integrity of tax officers directly
influenced the audit quality of tax authorities if written audits were commonly applied, in
which the effect of uncertain tax positions on tax compliance depended on the integrity of
tax officers. Finally, when tax laws were ambiguous, the difference among the integrity of
tax officers widened if officers were from tax authorities with better integrity; the difference
narrowed if officers worked in authorities with poorer integrity. In contrast, when tax laws
were certain, the difference among the integrity of tax officers narrowed if officers were
from tax authorities with better integrity; the difference widened if officers worked in
authorities with poorer integrity.

This study presents the following suggestions. Because tax compliance is poor and tax
authorities perform written audits, the audit range and degree are smaller than reviewing the
books and vouchers of taxpayers; consequently, tax authorities are less likely to detect
understatement or omissions in taxpayers’ income declarations. Therefore, we recommend
that accounting credentials be maintained at an appropriate ratio. Additionally, although
increasing audit rates may reduce the chances of successful tax evasion, it may still be
insufficient to reduce tax evasion if the cost of evading tax remained low. Therefore,
properly increasing audit rates and penalty rates according to Taiwan’s economic conditions
could better make taxpayers comply with tax codes.

This study, however, has the following limitations. Taxpayers who evade taxes are still
regarded by tax authorities as honest taxpayers if they are not caught by tax officers. In
empirical studies, the more an income is understated, the more likely the tax authority will
find out. The correlation between audit selection rate and the degree of rigorous auditing is
not investigated in this study. Additionally, only the differences in the amount of taxable
income approved by tax authorities and the taxable income declared by taxpayers can be

used as the proxy variable of understated income declaration. In the literature above,
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empirical studies have experienced difficulty distinguishing differences in the amount of
taxable income approved by tax authorities and the taxable income declared by taxpayers,
including intentionally or unintentionally understated income declarations.

Further investigations are required to determine whether the following assumption and
design can obviously increase the government’s tax revenues. The effect of tax authority
characteristics is assumed to be identical for all tax officers. Additionally, the predictor
variables used in hierarchical generalized linear models are measured at the level of tax
authorities and the outcome variable is measured at the level of taxpayers. Next, future
studies may analyze the following negative factors in detail. When tax auditing is a mere
formality and the penalty for tax evasion is mild, improvements to the audit quality are

insignificant.
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