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Abstract

Companies with the most efficient value chain thus address success factors and engage less in tax avoidance.
This study investigated the effect of value chain efficiency on tax avoidance, shareholderwealth, and cash flows,
and then delineated the impact of tax avoidance on shareholder wealth. Moreover, the impact of two key
characteristics, company size and debt ratio, on tax avoidance was assessed. The statistical population included
the companies listed on the Tehran Stock Exchange, Iran, of which 142 cases were selected as the study samples
by screening, and investigated within an 11-year period (2011-2021). The results demonstrated that value chain
efficiency hasa negative effect ontax avoidance, but a positive impact on shareholderwealth and cash flows. On
the otherhand, tax avoidance doesnot influence shareholder wealth, but increases cash flows. Besides, company
size has a positive effect on tax avoidance, whereas debt ratio reduces it. According to the results, the synergy of
value-creating activities improves operational results by increasing cash flows and also improving the market
value of the company. On the other hand, companiesthat have a more efficientand favorable value chain are less
involved in tax avoidance. From a practical point of view, based on the results, tax avoidance cannot be
considered a policy aimed at misleading the real value of the company’s shares, and managers, investors, and
analysts can make better decisions by relying on the operational and non-operational capabilities of the value
chain that actually lead to wealth creation.

Keywords: Tax Avoidance, Shareholder Wealth, Cash Flows, Value Chain Efficiency, Structural Equation
Modeling.

Introduction: Value chain efficiency represents the extent firms exploit resources effectively and purposefully,
and then maximize shareholder wealth through value creation. Accordingly, firms endowed with the most
efficient value chainscommonly address success factorsand less engage in tax avoidance. Even if the practice of
tax avoidance strategies provides firms with financial benefits, direct and indirect costs are generally imposed.
Against this background, the present study investigated the effect of value chain efficiency on corporate tax
avoidance, shareholder wealth, and cash flows, and then delineated the impact of tax avoidance on shareholder
wealth. Moreover, the effect of two key characteristics, firm size and debt-to-assets ratio, on corporate tax
avoidance was assessed.
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Method and Data: In total, 142 firms listed during 2011-2021 on the Tehran Stock Exchange, Iran, were
selected as the statistical samples. To measure value chain efficiency in the desired firms, the stochastic frontier
approach (SFA), requiring the correct and targeted selection of the input and output variables, was implemented.
In view of that, selling, general, and administrative (SG&A) expenses, cost of goods sold (COGS), retained
earnings, working capital,and commercialaccountsreceivableswere chosen asthe input variablesand cash flow
was picked as the output one. To measure tax avoidance, corporate tax expense was also divided by earnings
before tax (EBT) in the same period, then multiplied by a negative number (-1). Shareholder wealth was
correspondingly measured by Tobin’s Q. Besides, firm size and debt-to-assets ratio were found to directly shape
tax avoidance. Considering inferential statistics, the structural equation modeling (SEM) technique was
employed to examine the direct and indirect relationships of a set of variables. The data were finally analyzed
using the Excel, Eviews, Stata, and SmartPLS software programs.

Findings: Upon verifying the measurement model of the variables using confirmatory factor analysis (CFA),
path analysis (PA) was exercised to test the research hypotheses. The evaluation of the structural model further
demonstrated that value chain efficiency hasa negative effect on corporate tax avoidance, but a positive impact
on shareholderwealth and cash flows. On the other hand, corporate tax avoidance doesnot influence shareholder
wealth, but increases cash flows. Moreover, firm size has a positive effect on tax avoidance, whereas debt-to-
assets ratio reduces it.

Conclusion and discussion: The study results revealed that firms with more favorable operational and non-
operational capabilities devote less attention to tax avoidance behaviors. As a result, their stock value is higher,
and their cash flows are more promising. Additionally, corporate tax avoidance can improve cash flows even
with preventing cash outflows, but it is not significantly correlated with firm value. With reference to the theory
of political power, larger firms have a tendency to draw on some strategies to understate their taxable income,
and thus attempt tax avoidance.
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