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Abstract

Many countries of the world have turned to the use of financial technology in
advanced economies, as this trend imposed by the fourth technology revolution that the
world has known in recent years has allowed to improve the quality of financial services
provided to the public of customers, reduce their cost, and provide them to the class of
customers that were previously financially excluded. FinTech applications have
replaced the human factor in financial institutions and financial systems in general, from
managing financial risks, providing financial services to clients, and other tasks that
require processing a huge amount of information and data, in a way that enhances the
role played by financial technology innovations in Preparing and presenting the
financial statements of companies providing these services quickly and with high
accuracy in accordance with the requirements of the International Financial Reporting
Standards (IFRS), in a way that contributes to reducing financial corruption and audit
failures, and limits tax avoidance, and that financial technology innovations lead to
adaptation with electronic tax systems, and the researcher prepared An applied study on
a sample of financial technology companies, and it became clear to the researcher the
existence of a set of challenges represented in accounting and tax problems, the
researcher provided solutions to them, and the researcher prepared a field study on the
same sample, and it was found from the statistical study, the rejection of the study’s
hypotheses and therefore there are no differences between the categories The study was
based on the outputs of the SPSS program, Chi-Square, and the study ended with a set
of results and recommendations.
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1. Study Framework
1.1 Introduction

Financial Technology or FinTech refers to software, mobile applications, and
other technologies created to improve and adapt traditional forms of finance for
businesses and consumers alike. FinTech can include everything from straightforward
mobile payment applications to complex blockchain networks that contain
cryptocurrency transactions.!

The trend toward the use of financial technology has become the dominant feature
in the provision of financial services and the management of banking and financial
activity in the economies of developed countries. This modern trend, imposed by the
fourth technology revolution that the world has known in recent years, has allowed
improving the quality of financial services provided to the public customers, cutting
down their cost and providing them to a customer class financially excluded before.
FinTech applications have replaced the human factor in financial institutions and
financial systems in general, from managing financial risks, providing financial services
to customers, and other tasks that require processing a large amount of information and
data.?

1.2 The study problem at the applied level in Egypt:

In March 2019, the Central Bank of Egypt launched its integrated strategy to
advance the financial technology and innovation system, based on the role it plays as a
catalyst for the development process and supporter of the financial technology industry,
which aims to transform Egypt into a regional center for the financial technology
industry. It is consistent with the 2030 strategy. Egypt has achieved rapid growth in

' While FinTech sounds like a recent series of technological breakthroughs, the basic concept has been around
for quite some time. The early credit cards of the 1950s generally represent the first financial technology
products available to the public, in that they eliminated the need for consumers to carry physical currency in
their daily lives. Since then, FinTech has evolved to include central bank computers and online stock trading
services. Founded in 1998, PayPal represents one of the first FinTech companies that operate primarily on the
Internet - a revolutionizing advance in mobile technology, social media, and data encryption. This FinTech
revolution has led to mobile payment applications, blockchain networks, and social media payment options
that we regularly use today. The Central Bank of Egypt website https://www.cbe.org.eg

2 While FinTech is a multifaceted concept, it is possible to gain a solid understanding. FinTech simplifies financial
transactions for consumers or businesses, making them more affordable and affordable overall. It can also
apply to companies and services that use artificial intelligence, big data, and crypto-blockchain technology to
facilitate highly secure transactions between internal networks. Generally, FinTech strives to simplify the
transaction process, eliminating unnecessary steps for all parties involved. For example, a mobile service like
CashApp allows you to pay other people whenever you want, sending money directly to their desired bank
account. However, if you instead pay with cash or check, the recipient will have to make a trip to the bank to
deposit the money.
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capital investments in the field of financial technology over the past years, reaching a
new level of $195 million in the first half of 2022.

Egypt is among the four largest African countries active in the field of financial
technology- in terms of the number of emerging financial technology operating
companies and the sectors feeding them in Africa. That is due to the tremendous growth
over the past seven years in this field, as the number of Egyptian startups specializing
in financial technology and feeder companies has increased to reach about 112
companies by 2021 out of only two companies compared to 2014, with a growth rate of
more than 178%. It is expected that this increase will continue in the number of startups
specializing in financial technology.

112

Stat up
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It is also noticeable, according to the following figure, the emergence of several
promising sub-sectors that are witnessing a rise at the global level and that need to
activate Egyptian cadres towards them, such as automated dialogue services, digital
investment platforms, supply chain digitization platforms, big data, artificial
intelligence, and digital banking services. It directly affects how the financial data is
presented in the financial statements in terms of the speed of data presentation and
operation through the development of electronic accounting information systems
mechanisms.
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FinTech represents a technology or innovation that seeks to compete with traditional
financial methods when providing financial technology services. It is an emerging
industry used to improve activities in accounting and finance. This technology is
represented in the use of smartphones in banking or financial services in general,
including encrypted digital currencies, which aim to make financial services accessible
to the public, and financial technology companies consist of start-ups and financial
institutions that aim to enhance the use of financial services provided by existing
financial companies.?

The financial technology sector is witnessing rapid growth globally, as it succeeded in
attracting 1,824 investment deals worth $14.2 billion in venture capital investments in
2021, according to the Bahrain FinTech Ecosystem Report 2020.

In some countries, including the Asia-Pacific region, a new financial technology center
was opened in Sydney in April 2021m according to the accounting firm KPMG, it
indicated it faced many problems, like the major accounting firms, the Big Four Firms,
when recognizing revenues following the provisions of the IFRS Standard: 15, which
corresponds in Egypt to the Egyptian Accounting Standard No. (48) Revenues from
Contracts with Clients. In Sydney, Australia, for example, revenues from financial
technology services represent 9% of the gross domestic product, like those in Hong

3 Over the years, financial technology has grown and changed in response to developments in the broader
technology sector. In 2022, this growth is defined by several prevailing trends; digital banking continues to
grow and is more accessible than ever. Many consumers already manage their money, apply for and pay off
loans, and buy insurance through first digital banks. This simplicity and convenience are likely to drive
additional growth in the segment, as the global digital banking platform market is expected to grow at a
compound annual growth rate (CAGR) of 11.5 percent by 2026.
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Kong and Singapore in 2021; this indicates that the current and future financial markets
will move towards establishing more of these activities.

Undoubtedly, technology moves surprisingly fast sometimes. In terms of innovation in
financial activities, often referred to as ‘financial technology’, for banks, FinTech
disrupts basic financial services and drives them to innovate to maintain the relevance
of their role. For consumers, this means potentially greater access to better services.
These changes also raise risk levels for the regulatory and oversight agencies when
preparing and presenting the financial statements, as well as when performing
verification and auditing services for the financial statements, which results in problems
in the speed and accuracy of the presentation of the financial reports because of the
astonishing speed in the accounting cycle. Some audits may be subject to failures as a
result of the rapid changes in the world of financial technology services, especially as
companies provide immediate payment services for electronic salaries and complete
transactions in cash, as an alternative to waiting for cash flows to pay to supply
companies on behalf of the institutions receiving transactions, which greatly affects the
presence of some problems in technological information systems, especially the
financial ones, and then in the implementation of the mechanisms of the accounting
cycle. Therefore, this study examines the issues faced by companies providing
financial technology services when preparing and presenting financial statements
and then curbing tax avoidance to prevent them from getting into the trouble of
violent tax avoidance, which is legally punishable as per the provisions of Article
92 bis of Law No. 53 of 2014 amending certain provisions of Law No. 91 of 2005 of
the Income Tax Law. In addition, the study examines ways to overcome such
issues, as well as how to review them by the auditor, which can be done rapidly
when implementing the mechanisms of the audit plan without falling into audit
failures to form a neutral technical opinion of the auditor.

Furthermore, digital banks and digitization companies are gaining mounting systemic
importance in their local markets. These banks, also known as modern digital banks,
are more exposed than their traditional counterparts to the risks arising from consumer
lending, which usually has less protection against losses because it is often unsecured.
It is also characterized by high credit losses (ECL) in application of the International
Financial Reporting Standards (IFRS) No. 9, corresponding to the Egyptian Accounting
Standard No. 47 — Financial instruments, when recognizing expected credit losses.
Their exposure includes bearing a higher level of risk in the securities portfolio and
higher liquidity risks (especially since liquid assets, as a percentage of digital bank
deposits, are often less than their percentage with traditional banks).
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These factors also pose a challenge for professional offices when measuring the
taxable base, as risk management systems and the overall degree of the solidity of most
digital banks have not yet been tested in periods of economic downturn or stagflation.
Not only are FinTech companies taking on more risk, but they are also putting pressure
on long-standing competitors in the industry. What some studies indicate is that
financial technology companies contribute to combating poverty (Yafen, Shenglan, &
Chunna, 2022)

1.3 the importance of studying

Innovative financial technology is one of the most promising industries in the world due
to the superior ability to use modern technology and benefit from it in expanding the
scope of providing financial and banking services and products, and as a result of the
tremendous development that the world is witnessing today in the field of information
and communication technology, which led to the emergence of many Innovative
financial and banking applications and solutions, which greatly help in increasing the
efficiency of financial services and expanding their spread, and the consequent positive
impact on the speed of presenting the financial statements of companies operating in
this field, as well as the consequences of periodic review and assurance services when
presenting the annual financial statements.

In recent years, global investment in financial technology has increased by nearly
4000%, from $930 million in 2008 to more than $37 billion in 2022. London's fledgling
fintech industry has rapidly grown over the past few years. As 40% of the workforce in
the City of London has entered the financial and technical services industry. As for
Europe, $ 1.5 billion were invested in financial technology companies in 2020, and
companies based in London received $ 539 million, and other global cities as
Stockholm, the second largest city after London, have been funded in Europe during
the past ten years.

1.4 Objectives of the study
The objectives of the study are as follows:
1. ldentify the stages of the actual implementation of the accounting cycle when
applying financial technology services.
2. Find solutions to the problems of presenting the financial statements of
companies operating in financial technology.
3. ldentify the major problems of auditing the financial statements of financial
technology companies and contribute to finding solutions to avoid audit
failures.
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4. Identify international accounting standards or international financial reports
when preparing and presenting financial statements for financial technology
services companies.

5. Identify the means of combating tax avoidance when providing financial
technology services.

1.5 Literature Review

1.5.1: (Marisa, 2021)

The study dealt with financial technology innovations in terms of their impact on
financial business covered by changes in financial services, on several specialized levels
influencing future transformations of the accounting process, and its impact on
presenting financial data quickly that requires high efficiency in auditing, especially
electronic auditing. The study ended with the recommendation that it is necessary to
adopt the idea of industrial networks from major offices to present the developments of
accounting registration affected by financial technology.

1.5.2: (Jagadeesha, BhataSalman, & AlQahtanib, 2021)

The study dealt with a new phenomenon titled Intelligence of Finance through the
Internet of Things and its impact on the digitization of companies providing financial
technology services, such as lending companies, verification of fraud detection, and
financial manipulation to combat financial corruption. The study focused on a group of
companies suffering from remote accounting registration problems as a result of the
Internet of Things transactions, and it recommended the necessity of harmonizing with
the automated and digital systems of tax administrations to achieve harmonization of
financial transactions between them to enable financial technology companies to adapt
with the upcoming challenges in financial technology challenges.

1.5.3: (Yu & Yub, 2022)

The study focused on the problems of financial technology companies that deal with
Chinese investment funds. It showed the extent of the wide gap in the problems of
accounting measurement between the cash basis and accrual in measuring revenues,
especially with the full adoption of the Chinese government sector for this type of
company, which is reflected in the accuracy of presenting business results in the
financial statements. The study concluded the necessity of motivating managers to
develop and improve the daily accounting records work to give confidence in the
accuracy of the records.
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1.5.4 : (Cappaac, 2022)

The study dealt with a bigger problem concerning the electronic accounting registration
of mergers and acquisitions, the extent to which the financial markets react to this
phenomenon, the earned profits and record them directly, and the presentation of up-to-
date financial reports. The study concluded the necessity of full normalization with
governmental institutions, especially tax institutions, and financial markets in the rapid
response to electronic accounting registration for financial technology service
providers.

1.5.5: (Victor Murindea Efthymios Rizopoulosb Markos Zachariadisb, 2022)

The study sheds light on the financial techniques of financial technology companies,
which avoid business risks, especially when paying salaries or granting loans. Payment
or not due to considerations of measuring the expected credit risk, which is carried out
through the platforms of financial technology companies. It recommended the need to
create databases to review credit risks before granting loans.

1.5.6: (Hakki Deniz Karaman Tanseli Savaser Gunseli Tumer-Alkan, 2021)

The study dealt with the effects of accounting registration for the services of financial
technology companies that provide loans to borrowers as an alternative to the banking
business, such as banks, as a consumer financing activity, and the effects resulting from
the recognition or non-recognition of the expected debt losses and its impact on the
business results in the technological registration environment of those companies, in
which the accounting registration is automatic, and then the effect of the delay in
payment by some borrowers. The study pointed out that studying the creditworthiness
of the borrowers can resolve this, but does the tax legislation accept that? Since the
study was about the Turkish environment in which the tax legislation accepts the
impairment of loans based on what has not been paid and not estimated, the study
indicates the necessity of recognizing credit losses to achieve tax justice since tax
returns are filled through websites, which represents a risk of the non-payment of tax
liabilities incurred by financial technology companies, but not approved with tax
examination, especially with the automated examination.

1.5.7: (Tsui -Yueh, 2021)

The study highlighted the importance of financial technology companies in providing
funding services to achieve a strategy to improve banking performance, which improves
the service. This requires more cost reduction strategies to achieve more profitability
for these companies; however, the problem facing these types of companies is the extent
of normalization with tax services in automated business with tax administrations,
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especially in China. The study demanded the application of the characteristics of
automated interaction with tax administration to provide declarations consistent with
financial technology innovations.

1.5.8: (Ani Stoykova, 2020)

The study focused on a quick presentation of accounting development techniques in
registering automated systems and the use of artificial intelligence mechanisms by
financial technology companies in managing documents and recording all operations
through electronic systems and risk management for financial and accounting services.
The study recommended reviewing the requirements of accounting standards when
preparing financial reports to ensure consistency with them and recording transactions
with tax effects to combat tax avoidance.

1.5.9: (Carmen, 2020)

The study pointed to the importance of the new role of financial technology companies,
which have turned away from achieving profitability to entrepreneurship through the
experience of Indonesia to confront the digital economy. However, the study sheds light
on the problems of accounting measurement according to the requirements of the
International Financial Reporting Standards issues and the necessity of consistency with
them to create financial statements free from misrepresentations and audit failures to
improve the role of digital technologies in financial business.

1.5.10: (Pavel Leonov Anastasia Kozhina Artyom Sviridenko, 2020)

The study went on to present an indicator analysis of the financial data as one of the
elements of artificial intelligence and the extent of the impact of the audit process using
artificial intelligence tools in assurance services for audit to avoid audit failures of the
financial statements of financial technology companies which operates entirely
electronically. The study recommended relying on analytical procedures when planning
the audit process because it is effective.

1.6 Literature gap

It is clear from previous studies that they tended to present the problems of accounting
registration and the inability to detect early financial errors or interaction and full
normalization with tax administrations, especially automated systems. Accordingly, the
research gap is that the researcher tends, after reviewing the previous studies in this
regard, to present the accounting problems and tax challenges of adapting and
automating accounting systems to develop accounting registration and rein in tax
avoidance and offer suggestions for solutions that enhance financial markets.
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1.7 Limitations of the study:

The study deals with the accounting problems arising from dealing with companies that
provide financial technology services in the scope of transactions that take place via the
Internet through digital programs, whether through mobile or electronic devices, when
registering electronically in the stages of the accounting cycle from the journal or
posting to the ledger, as well as when preparing the trial balance and the adjustments to
present the financial statements to prepare for the closing entries, in addition to the
problems that arise when auditing and providing electronic verification services, in a
way that avoids audit failures. The limitations of the study also extend to combating tax
avoidance, not tax evasion, when preparing tax adjustments for the wages and salaries
tax and the income tax on the profits of juridical entities, not the value-added tax, the
real estate tax, or the stamp tax.

1.8 Outline of the study

General framework of the study

The concept of financial technology services

Accounting and tax challenges facing financial technology.

An applied and a field study on a sample of financial technology companies to
meet accounting and taxation challenges to combat tax avoidance.

> wnh e

Findings and recommendations
References
2. The Concept of Financial Technology Services

2.1 What is meant by financial technology services?

Fintech refers to any business that uses technology to enhance or automate financial
services and operations, and it includes a fast-growing industry that serves the interests
of consumers and businesses in multiple ways. Financial technology also helps
companies, business owners, and customers better manage their financial operations by
using specialized programs and algorithms developed on computers and smartphones.

Financial technology companies integrate various technologies such as artificial
intelligence, serial databases, and data science into traditional financial sectors to make
them safer, faster, and more efficient. It is worth noting that the financial technology
sector is one of the fastest-growing technology sectors. There are many examples of the
uses of financial technology among companies, which may be to fulfill the purposes of
the state in achieving sustainable development, and some of these examples follow:
(Tang, 2022)
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Digital Lending and Credit: Some large companies directly finance small business
loans (SMESs) to make lending decisions faster, and some companies also provide the
option of peer-to-peer lending, that is, from customer to customer, through which
customers can lend money to each other without the need to involve a financial
institution.

Mobile Banking: Many financial institutions seek to expand their mobile banking
capabilities to meet the growing customer demand for digital banking services since
customers are looking to improve banking performance; therefore, most banks now
offer the option of doing some mobile banking through private banking platforms.

Mobile payment: Most people under the age of 30 prefer to conduct payment
transactions via mobile applications, and as societies have gradually moved from cash-
based to digital societies, mobile payment services have emerged to replace traditional
payment methods.

Cryptocurrencies: Cryptocurrency exchanges have been able to connect users who
buy or sell cryptocurrencies such as Bitcoin.

Trading and investing: Trading and investing have improved with the adoption of
financial technology. Information from Big Data is often unstructured and unreadable
without the help of Al technologies. These technologies can sift through complex
datasets and extract insights from them in seconds by using natural language processing,
and traders can now run large amounts of data through algorithms.

2.2 Advantages of using financial technology: (Basant Ali Ahmed Noureddine, 2022)

1. Improves the quality of traditional financial institutions by increasing efficiency
and productivity.

2. Completes financial transactions are at reduced costs.

3. Uses technologies that improve customer experience and enhance their
confidence.

4. Does business faster and more efficiently.

5. Enjoys advanced security systems technologies.

2.3 Financial technology services:

The types that are stable in the global banking market, including Egypt, pay for most
professional services and purchase goods and services using credit cards and loans, in
addition to digital mobile services, which include various digital services. More of the
services provided by digital technology, which may be for financial inclusion or other
purposes, is illustrated in the following figure: (Abul-Ezz, 2021)
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Business operations through FinTech take the subsequent virtual reality: (Wahiba & Al-
Zahraa, 2019)
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1- Blockchains

It is an advanced database that allows clear information to be shared within the business
network. A blockchain database stores data in blocks linked together in a chain. The
data is temporally consistent because you cannot delete or modify the string without
network consent. As a result, you can use blockchain technology to create an immutable
or stable ledger to track orders, payments, accounts, and other transactions. The system
also has built-in mechanisms to prevent unauthorized transaction entries and create
consistency in the shared view of these transactions.

2- Cryptocurrencies

They are digital or virtual currencies that are secured by cryptography, making them
nearly impossible to counterfeit or double-spend. Many cryptocurrencies are
decentralized networks based on blockchain technology - a distributed ledger enforced
by a disparate network of computers. A distinctive feature of cryptocurrencies is that
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they are not generally issued by any central authority, which makes them theoretically
immune to government interference or manipulation. There are many cryptocurrencies,
but Bitcoin is the first decentralized cryptocurrency to use blockchain technology to
facilitate digital payments and transactions. Instead of using a central bank to control
the money supply in the economy (such as the Federal Reserve along with the US
Department of the Treasury) or related parties (a third party) to verify transactions (such
as a local bank, credit card issuer bank, merchant bank, etc.)

The Bitcoin blockchain serves as the public ledger of all transactions in Bitcoin's
history. A ledger allows a party to prove they own the bitcoin they are trying to use and
can help prevent fraud and unauthorized currency manipulation. A decentralized
currency can also make peer-to-peer money transfers (such as those between parties in
two different countries) faster and less expensive than traditional currency exchanges
that involve a third-party institution. Although the term ‘cryptocurrencies’ is used to
designate all the different types of cryptocurrencies or digital currencies, it is usually
exchanged with coins. It is generally regarded as though many do not function as a unit
of account, store of value, or a medium of exchange, even though Bitcoin does.
However, coins are distinguished from altcoins. The term 'altcoin' commonly refers to
cryptocurrencies of all kinds other than Bitcoin, as it is regarded as an alternative to
Bitcoin. Although there are many types of cryptocurrencies like Ether (Ethereum),
Tether, XRP, Cardano, and others currently in use, Bitcoin is the most common, as
shown in the following figure:

TYPES OF CRYPTOCURRENCIES

3- Peer-to-Peer (P2P) E-Commerce

The term Peer-to-Peer (P2P) refers to the exchange or sharing of information, data, or
assets between different parties without the participation or supervision of
intermediaries. Simply put, the Peer-to-Peer (P2P) system includes direct decentralized
interactions between individuals and groups. This approach has been used in computers
and networks before (Peer-to-Peer file sharing), and now with cryptocurrency trading.
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A P2P cryptocurrency exchange is a platform in the crypto world where users can
exchange cryptocurrency with each other privately without using any intermediary,
such as banks or similar. P2P cryptocurrency exchanges allow authorized users to
conduct asset trading without difficulties. Instead of using an order book to pair buying
and selling orders and control the underlying assets on the platform, the P2P model
allows users to transact with each other directly without using an intermediary to hold
funds or process transactions for buying and selling in a peer-to-peer platform,
depending on the system of the platform you choose, you may or may not be subject to
additional identity verification.

P2P decentralized cryptocurrency exchanges allow users to buy or sell directly with
another user without asking them to verify their identity, unlike centralized platforms
where users need to complete a “Know Your Customer” verification to process an
order.

4- Business-to-Business (B2B) E-Commerce

Business-to-Business transactions are exchanges between businesses, such as the
exchange between manufacturers and wholesalers, wholesalers and retailers, or the
commercial exchange between one company and another. B2B is a business model that
focuses on selling products and services to other companies. Among the most popular
services in our modern world are Dropbox, General Electric, Xerox, and WeWork; they
are great examples of recent applications for B2B companies. It differs from B2C or
business-to-consumer sales. (Chen, Huang, Jin, Yang, & Chen, 2023)

3. Accounting and Tax Challenges Facing Financial Technology

3.1 Accounting challenges

The financial services industry is one of the fastest-growing sectors of the economy.
Technological developments, such as mobile payments and cloud-based accounting
software, fundamentally transform how businesses operate and interact with their
customers. Moreover, the shift in culture and literature in the accounting business has
caused technological changes, according to nearly 90 percent of accountants. For
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accounting firms, the mainstay of their business has been providing compliance and
advisory services to their clients. With the advent of financial technology, a new crop
of startups is challenging the status quo and offering innovative solutions that are
shaking up the financial and accounting industry. The following figure illustrates that:

FinTech describes the new wave of technological innovations that are reshaping the
landscape of financial services from payments and lending to investing and insurance.
Financial technology has a significant impact on all aspects of the industry, most
importantly, cloud-based accounting and bookkeeping software and cloud computing.

This type of software changes the way companies manage their finances. It quickly
gained popularity among small businesses and fast-growing startups thanks to its easy
setup and simple interface. More than 58% of accounting firms invest in accounting
solutions to meet clients' needs. In addition, more than 64% of small and medium
enterprises benefit from accounting software to manage their total financial resources.

Fintech innovations are changing the way companies operate, but they are also changing
the accountant's role. In the past, accountants focused primarily on compliance and tax
preparation; with the advent of financial technology, they can now provide more value-
added services such as consulting and expertise transfer.

3.1.1. Positive aspects of financial technology in accounting

o Faster flow of financial data than ever before.
With increased power in the hands of critical decision-makers within organizations,
companies can make more responsive and better-informed decisions due to increased
access to data, process automation, and integration of software and tools. The
continuous innovation in artificial intelligence and machine learning can display far
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more important information than manual analysis can provide, which can change the
way companies understand and predict customer behavior. However, algorithms are
now able to identify financial risks and opportunities much earlier than ever before,
providing a competitive advantage to those who can take advantage of them.

e The impact of accounting technology on business decisions

Rapid access to data, insights, and information has allowed companies to make more
informed and responsive decisions. In addition, process automation has allowed
companies time to focus on growing their business. The integration of software and
tools made it easier for companies to manage their financial resources. In addition, the
adoption of cloud-based accounting software has made it possible for companies to
operate from anywhere in the world. Thus, the accountant's role will change from
compliance and tax preparation to the advisory. This change was driven by the need of
companies for more value-added services. There is no doubt that artificial intelligence
systems, automation, and cloud accounting take over many of the traditional tasks that
take a long time for accountants to overcome the burdens of technological development;
therefore, there is considerable potential for significant savings in terms of time and
money.

3.1.2. How technology is changing the role of accountants

With the advent of new technology, accountants can now provide more value-added
services such as financial advisory, fundraising, personal tax advisory, investment
advisory, and small business growth (entrepreneurship) advisory. With the increasing
globalization of businesses, the need for accountants who can provide services in
multiple languages and across industries will become more important. The use of
technology will also allow accountants to become more efficient and provide higher-
quality service. Technology will also change how accountants communicate with
colleagues in other organizations, including customers and suppliers. Using online
collaboration tools will provide real-time advice and support for either investment funds
or financial technology companies. (Shuo, 2022)

The adoption of cloud-based accounting software will enable companies to operate from
anywhere in the world. For example, this would allow accountants to work with clients
from all over the world. Thus, technology will also change the way accountants get paid
for their services. Using online billing and payment systems will enable them to provide
their services on a subscription basis.
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3.1.3: Techniques for developing accounting registration and electronic
bookkeeping.

1 - Artificial intelligence and robots:

With the help of artificial intelligence and bots, repetitive and time-consuming tasks
such as data entry, invoices, payment reminders, inventory updates, and bookkeeping
can be automated. This will save time for accountants to focus on the most important
tasks.

2- Cloud computing technology:

Cloud computing has changed the rules of the game in the accounting industry. It has
allowed accountants to access client data and provide information and financial reports
through cloud computing anytime and anywhere, which allowed easy collaboration
with clients and working on client accounts remotely. In addition, it enables accountants
to be more involved with their clients and encourages strategic tasks rather than
cumbersome paperwork.

3- Tax software innovations:
Recent tax software has improved data accuracy and computation with a reduced
margin of error, which companies like to adopt to eliminate tax penalties with
stakeholders and authorities. This tax software is also used to improve the efficiency
and effectiveness of tax audits.

4- Dynamic mobile apps:

Mobile apps have changed the way businesses and consumers interact with accountants
and data. Mobile apps allow businesses to track expenses, income, invoices, and
receipts while on the go. This has helped companies manage their finances easily and
stay on top of their accounts.

5- Blockchains

It is a distributed database that enables secure, transparent, and tamper-proof
transactions. This could revolutionize the accounting industry by making it easier to
track financial transactions and reduce the chances of fraud (financial corruption).
Blockchains could also facilitate the auditing of financial data and records. (Anjan,
2019)

Although not all FinTech companies have fully modernized their accounting, those who
have switched realize that creating manual invoices and payments is a thing of the past
made redundant by the very technology they created for their customers. One of the
advantages of developing accounting information systems is that it helps in the work of
automation in a way that contributes to reducing expenses and obtaining the salaries of
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workers in those companies faster. Their customers also benefit from greater efficiency
with lower prices or higher value for their services. For example, most cloud-based
software can automate accounting and bookkeeping functions for financial technology
companies. However, traditional accounting programs such as QuickBooks still play an
essential role in the field of accounting. However, their number is likely to shrink as
automation takes over these jobs. Thus, financial technology companies and their clients
will benefit from these reduced operating costs allowing for better service delivery
rather than time and resources spent on administrative functions such as accounting
itself. Moreover, automation affects FinTech employees in several ways so they must
embrace such new technology and not see it as a threat to their jobs; more automation
means more time, which can help in training, attracting more clients, or even a better
work-life balance. (Suryono, Budi, & Purwandari, 2021)

3.1.4 The required development

Many studies, including studies in the professional field of major accounting firms,
indicated that accountants who wish to maintain their competitiveness in the accounting
sector must adopt rapid changes in accounting technology. It also requires staying
abreast of technological developments, improving and adapting current accounting
programs to suit their business requirements, and being open to adopting and learning
new technologies. While technology will continue to transform the accounting industry,
one thing remains certain - highly qualified and experienced accountants will always be
needed. Therefore, it is necessary to rely on those in the education sector before
graduation and post-graduate training programs to provide accountants with more skills
to interact with modern technology innovations in financial services.

Disruption is the new buzzword today and FinTech is the result of this turmoil. FinTech
Is a combination of finance and technology as it entails the use of technology such as
big data analytics, artificial intelligence, machine learning, virtual reality, and robotics
to practice FinTech services. Thus, it is an example of the positive impact of
competition and technology that provides opportunities to newcomers with unique ideas
to do things in a better way. As a result, the entire financial services industry, from
finance to insurance, from accounting to advisory, from consumer finance to investment
banking, is experiencing rapid technical intervention. Hence, financial services are
gradually turning into technological services as the person is required to know the use
of technology to implement the financial system. With the dynamic industry
environment, it is now imperative for organizations to invest time, money, and effort in
adapting to the future way of doing things right now. Cloud computing is now part of
the core infrastructure. When the entire business model changes, it changes the way of
accounting and then auditing.
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3.1.5 The interaction between financial technology and accounting

Although a computer that is as intelligent as a human and simulates it has not yet been
invented, limited intelligence is rapidly increasing over time. This limited intelligence
includes gaining experience, recognizing what is important, processing complex
situations, understanding and working with visual images, and being creative.

Accounting is no longer tedious and monotonous as repetitive work is carried out with
the help of algorithms with a few clicks of a computer mouse with also great accuracy,
reduced operating costs, and increased efficiency as profits and taxes are now calculated
using software. Since accounting is done along with the occurrence of business
transactions, the results are available on a real-time basis which saves more time in
deciding on the economical use of accounting data. Although accounting contributes
more to analyzing different numbers to determine areas of business improvement and
carrying out financial planning with the help of accounting data, the accountant's role
IS now more strategic in terms of preparing budgets and analyzing profitability.

The language of accounting is being transformed into the language of business.
Entrepreneurs do not need to understand the accounting language because the latest
financial technologies will provide them with the required data at any time. Thus,
regulatory compliance is another area where FinTech has changed and eased things to
some extent. FinTech has shifted compliance from a huge regulatory team to engaging
in sophisticated software that helps report things at regular intervals and according to
the rapidly changing demand of regulators. On the other hand, software companies have
a large staff led by technology professionals assisted by accounting and compliance
staff to understand the changes and their implications.

Consulting is another area in which accountants work a lot. This field has also
completely changed by financial technologies. The problem is discussed via video
conferencing, and the data is available to the consultant with credentials shared. The
consultant accesses data saved on cloud computing, the problem is understood and
analyzed online, and a solution is instantly derived, discussed, and implemented. Post-
execution monitoring is now no longer difficult with the latest financial technology.

However, there are also some limitations. When the system crashes, the processes stop
because the manual solution isn't available or fails when needed. Failure of the manual
solution happens because individuals have no idea about implementing it or they are
bored to implement it manually. Accountants, like any other profession, are formed
through imparting education and training. Training has also changed due to the
invention of new products and different methods of implementation. The need for
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strategic training has outpaced the need for basic and conceptual training. Therefore,
the accountant's basic skillset must now also include strong IT skills.

3.2 Tax challenges

3.2.1 Electronic Receipt

It is the replacement of paper sales receipts provided by the supplier to the consumer
with a paper receipt of an official format approved by the Tax Authority through the
electronic system that allows immediate review of the data recorded in the receipts
issued by the financiers joining the system.

The receipt is subject to several specifications, the most important of which is that its
content is unified for all financiers, registered merchants, and service providers, and the
final consumer can check it electronically through the QR Code written on it, in addition
to being secure and not subject to manipulation.

The electronic receipt contributes to the inclusion of all outlets within the framework of
the informal economy that deal directly with the final consumer and issues receipts to
customers, such as pharmacies, bakeries, clothing stores, supermarkets, selling foods,
and commercial malls that include permanent and seasonal activities that achieve large
returns in a manner that maximizes revenues for establishments and then tax revenues.
Thus, the integration of the informal economy facilitates the process of submitting
declarations so that the financier can know that the declaration was prepared
automatically through the receipts data that were recorded on the system with every sale
movement, in addition to the possibility of a remote tax examination.

Among the advantages of the electronic receipt, which will also reflect positively on
both the final consumer and the state in protecting the customers' rights, are the
following:

1. Receive an official tax receipt for every purchase of a good or service as a legal
basis for the tax paid to the state.

2. Guarantee their rights in case of any dispute between them and the financier (the
merchant) with whom they made the purchase.

3. Join the loyalty program incentive system that the Tax Authority plans to
implement in preparation for its launch in the future so that they get points, gifts,
and rewards.

4. Increasing the tax revenue of the state
5. Achieving tax justice
6. Governing tax compliance
7. Achieving the comprehensive economic and commercial vision
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8. Improving and developing tax procedures and services.

3.2.2 Electronic invoice

On the idea of dealing between companies without the presence of a final consumer,
once transactions are conducted between companies, an electronic invoice is issued
and then sent electronically to the Tax Authority, which in turn reviews the entire
transaction that took place between the two parties to the sales process. The following
are the percentages of each tax for the total tax revenue:

Percentag Possibi_lity of
No. Type of Taxes e tax avoidance
and evasion
1 | Income Tax on natural persons 6.27 %
2 | From: Revenue from salaries 16.9% | doesn’t exist
3 | From: Revenues from commercial & industrial 4.9% exists
activity
4 | From: Revenues non-commercial professions 1.1% exists
5 | From: Real estate wealth revenues 2.0% exists
6 | Income Tax on legal persons 5.48 %
7 | From: Oil revenues 1.9% doesn’t exist
8 | From: Suez Canal revenues 5.7% doesn’t exist
9 | From: Corporate Revenue 9.31% | exists
10 | Income Tax on dividends and profits from the 55 04 exists
sale of securities BE—
11 | duty tax 2.6 % | doesn’t exist
12 | Tax on treasury bills and bonds 0.11 % | doesn’t exist
13 | Tax on capital gains 3.0% | exists
Total 100%

As operating models change, corporate tax departments, in general, financial
technology companies, and banks, in particular, may need to broaden their horizons to
consider several different areas as follows:

1- Incentive systems

Many of these new models require organizations to innovate to remain relevant, whether
through designing a new digital banking platform or integrating bundled services into a
bank's existing infrastructure leading to opportunities to benefit from different
countries' incentive systems, such as research and development credits or preferential
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rates for items approved from certain expenditures such as patents or innovation-based
activities.

2- Digital services taxes

This is a currently contentious area, particularly with France and the UK introducing a
digital services tax (DST) in a targeted manner and whether other countries will retaliate
through mutual policy changes. While existing DSTSs are not expected to have a material
impact on this new business, other countries offer their unilateral measures regarding
digital business models (for example, Spain, Austria, and Italy are currently considering
this possibility).

3- Taxable Profits

Digital business models are generally subject to significant scrutiny from tax authorities
all over the world, given the significant complexity this can bring on a cross-border
basis, particularly when there is no physical presence. Thus, the tax authorities in some
countries began to introduce rules to combat tax evasion (such as the tax on profits
transferred in the United Kingdom).

4- Focus on Transaction Pricing

Any change in operating models usually leads to consideration of transfer pricing issues
related to change; therefore, digital business models may require a fresh look at the
value creation, value chain, and transfer pricing associated with many financial services
institutions. The OECD Base Erosion and Profit Shifting Project (BEPS) called for a
closer look and focus on the DEMPE functions (Development, Enhancement,
Maintenance, Protection, and Exploitation) and the risk control functions.

5- Increase revenue from financial technology

Where new financial technology is a major driver of revenue generation and increased
profits, the transfer pricing policies used may need to be modified to include a reward
for the technological contribution, as is the case when residual profit-splitting methods
are used. One may also need to consider pricing based on royalties for the use of
intellectual property.

4. An applied study on a sample of financial technology companies to face
accounting and tax challenges to combat tax avoidance.

4.1 Introduction

Technological innovations in the Middle East and Africa play a prominent role in
driving the region’s economy to provide millions of job opportunities by 2025.
Therefore, startups must be supported to increase investment in the financial technology
sector. Speaking of countries that have changed their strategic plans, Egypt has achieved
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many achievements in recent years and has established itself in the world of digitization
after entering for the first time in 2020, within the ranking of innovative countries,
ranking 58 among 60 countries in the world. Egypt is moving towards adopting
financial technology at a time when studies show that the total global funding for this
technology rose to $210 billion in 2021 through 5,684 transactions. Capital investment
in financial technology globally has more than doubled annually to reach $115 billion
in 2021 compared to $46 billion in 2020. Therefore, the objective of the applied study
was to investigate the challenges facing accounting and tax problems and provide
solutions to them.

4.2 Aim of the Study:

Technological development requires spreading sufficient awareness of how to deal with
financial technology services and other future technology. The volume of financial
exchanges and transfers was linked to the Corona crisis. With the imposition of partial
closure in some areas, customers turned to electronic financial transactions, and the
percentage of financial technology consumers increased from 33% in 2017 to reach
64% in 2021. Today, most large and medium companies deal with financial technology
services to face the challenges and rapid fluctuations in the world of the Internet and
business.

As mentioned in the study, the researcher aims to reach professional solutions within
an academic framework to face the challenges facing financial technology companies
In registration and accounting presentation, as well as when preparing tax returns,
whether income for a legal person or wages and salaries to reduce the fight against tax
avoidance, especially violent tax avoidance.

4.3 Study Population

In the context of the transformations that Egypt is currently witnessing, the first report
of its kind issued by the Central Bank of Egypt indicated that the number of startups
practicing financial technology and operating in this field increased from two startups
only in 2014 to 112 companies by the end of 2021 in more than 14 sub-sectors of
innovative financial technology sectors, an equivalent of 55 times, to make Egypt
among the four largest African countries active in this field. The following figure shows
the development in the capital of financial technology companies, which was issued in
a report by the Central Bank of Egypt.
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The FinTech sector in Egypt has grown by leaps and bounds over the past few years,
and FinTech startups have outperformed other startups in terms of venture capital
financing in Egypt in 2020 and 2021, according to the FinTech Perspective in Egypt
2021 report issued by FinTech Egypt initiative of the Central Bank of Egypt. The report
conducted a survey and interviews with 112 financial technology startups, investors,
incubators, and business accelerators. The year 2021 was good for financial technology
startups, as total investments in this sector more than quadrupled to $159 million last
year, up from 37.1 million dollars in 2020, which represents a growth of more than 4
times in 2021 compared to 2020.

4.4 Sample of the Study

There are currently 112 emerging financial technology companies in Egyptian society
operating or supported by financial technology, known as Start-ups, working in 14
sectors of the following fields:

e First-Class: 34 companies in the field of payments and transfers, representing
about 30% of them.

e Second-Class: 15 companies in the field of financing and lending, representing
about 13%.

e Third-Class: 9 Companies in the field of personal finance management,
representing about 8%.

e Fourth-Class: 9 Companies in the field of Administration, accounting and
expenses, representing about 8%.

e Fifth Class: 9 Companies in the field of wealth management, salaries and
benefits, representing about 8%.

e The rest of the companies are multi-functional companies ranging from
consumer financing, luxury, employment, insurance and other companies that
provide services to companies using the (B2B) system. It is promising that 50%
of these companies were founded by young people (at an age group of 30 to 40
years) taking into account the diversity of the sexes, which heralds a conscious
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future for the ambitious youth of Egypt, and therefore young cadres are the ones
who lead the field of financial technology.

In the applied study, the researcher will rely on a selected sample of 4 companies
out of the 112 companies that were chosen as a random sample from emerging
companies in the field of financial technology, headquartered in Cairo, subject to
tax accounting in the Center for Senior Financiers, and started working in Egypt in
2019 and continues to carry out its activities so far. Companies will be named in
alphabetical terms while using a statistical coefficient for the confidentiality of data
that could be obtained in the years 2019 to 2021. For the applied study, the
researcher will rely on operating the data for the year 2021 for the selected
companies in the sample to study the challenges they face in terms of accounting
and tax problems and to indicate how to overcome them in the accounting cycle for
the registration and presentation of financial statements under the Egyptian
Accounting Standard No. (1) Preparation and Presentation of Financial Statements,
as well as study the tax problems and how to overcome them to combat tax
avoidance. The following are the names of those companies selected as a sample to
identify them, the nature of the activity, and the value of the funding used.

No. | Name Funding Activity
It is an emerging digital banking company that
5 million | offers completely free accounts opened online that

A Telda .
US dollars | come with a MasterCard-backed card and P2P
instant transfers.
3 million It offers virtual accounts, prepaid cards or
B Dayra US dollars microloans, plus in-app bill payment functionality

and plug-and-play API integration.

It gives salaries to employees of the companies in
2.8 advance at any time during the month and then the
C | NowPay | million | companies deduct the borrowed amount from the
US dollars | monthly exchange statements and pay it back to
NowPay.

It provides micro-loan solutions to businesses in

1.8 S MIEro
D | Kashat million Egypt as its mobl_le platform offers short-term
US dollars micro-loans ranging from EGP 100 to EGP 1,500
with a repayment period of up to 61 days.
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To proceed with the applied study, the following data were obtained that were
financially dealt with by these companies in the B2B system with customers and dealers
for financial transactions, which resulted in presenting the financial data in the
following financial statements:

Income statement
for the fiscal year from January 1%t to December 31%, 2021
Company | Company | Company | Company
A B C D
Revenues 8,251,398 | 7,745,812 | 6,345,879 | 5,166,481
Deducted from it
Administrative and General 1,530,029 | 1,628,143 | 1,472,810 | 1,154,389
Expenses
Including: wages, salaries, 784,523 742,879 652,473 670,238
etc.
Fixed asset depreciation 575,236 554,269 472,183 348,155
Financing benefits 123,979 148,230 135,482 105,781
currency exchange (losses) 13,778 14,478 17,413 95,123
bank credit interest 108,510 118,531 94,510 97,158
Net profit the year before 5,899,866 | 5,282,161 | 4,153,481 | 3,365,875
tax
Deduct:
Deferred and current tax 951,070 1,135,812 911,648 841,530
Yearly net profit 4,948,796 | 4,146,349 | 3,241,833 | 2,524,345
The current tax 1,113,479 932,929 729,412 567,978
Effective tax rate 16.12% 21.50% 21.95% 25.00%
Balance Sheet
on December 31%t, 2021
Company A | Company B | Company C | Company D
Assets
Non-current assets
Fixed Assets - (Net) 1,973,974 1,345,189 1,418,560 950,760
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Projects under 143,593,264 | 40,071,892 | 53,880,349 | 47,264,800
implementation

Usufruct Assets 2,711,424 4,725,118 1,945,078 6,385,883
z;te{"t's'\'on'c””e”t 148,278,662 | 46,142,199 | 57.243.987 | 54,601,443
Current Assets

Accounts receivable 715,344 492,860 751,259 375,841
and Other Debit
Advance Payment 3,715,070 7,430,581 1,804,221 3,194,620
Related Parties 8846600 | 2167548 | 6428943 | 5861759
Cash and equivalent 3773645 | 2591820 | 1423871 568 210
Total Current Assets 17,050,659 12,682,809 10,408,294 10,000,430
Total Assets 165329321 | 58825008 | 67.652.281 | 64601873
Owner’s Equity and

Obligations

Owner Equites

Capital-in-paid 79.000.000 | 50,000,000 | 50,000,000 | 30,000,000
Share issuance 12,360,000 i i 2,450,100
premium

fgg;’;”g forward of -1,410,08 | (920485) | (450,280) | (1,655,000)
year profits 4,948,796 4,146,349 3241833 2524345
Total Owner’s Equity | 94,898,713 | 53,225,864 | 52,791,553 | 33,319,445
Non-Current

Obligations

Deferred tax 118,444 172,100 126,281 116,457
Obligations

Lease obligations, the 1126.451 ] 1521.800 ]
non-current part

Total Non-Current 1,244 895 172,100 1,648,081 116,457
obligations

Current obligations

Accounts Payable 7,137,594 2,540,849 6,192,754 4,250,483
Payable to Related 57,455,405 | 1,860,997 | 5248190 | 24,781,825
Parties

Accounts Payableand |, g1 900 | g 005108 | 518231 | 1218180
Other debtors
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Lease obligations— the

1,787,760 - 1,253,472 915,483
current Part

Total Current

obliaations 69,185,713 5,427,044 13,212,647 | 31,165,971

Total Owner’s Equity

. 165,329,321 | 58,825,008 | 67,652,281 | 64,601,873
& Obligations

4.5 Accounting challenges

After reviewing the application of Egyptian accounting standards No. 47, 48, and 49,
which correspond internationally to IFRS: 9 and15, in the sample companies, the
researcher will discuss them as follows:

1- Egyptian Accounting Standard No. (47) “Financial Instruments”:

Egyptian Accounting Standard No.: 47 “Financial Instruments”, which replaced
Egyptian Accounting Standard (26) Financial Instruments: Recognition and
Measurement, was issued in April 2019 and the implementation of the standard begins
on or after January 1, 2020, in Egypt, with the possibility of early application. Except
for hedge accounting, where the retrospective application must be applied, the
adjustment of comparative information is not mandatory. As for hedge accounting, the
requirements are applied prospectively, with some limited exceptions. However, the
sample companies chose not to apply the Egyptian Accounting Standard (47) early, and
the application was made at the beginning of 2021.

The new impairment model requires the recognition of provisions for impairment in
value based on expected credit losses (ECL) rather than incurred credit losses as is the
case in the Egyptian Accounting Standard (26), and it applies to financial assets
classified at amortized cost and debt instruments measured at fair value through other
comprehensive income. The researcher found that the sample companies did the
application and recognized the impairment losses according to the business aggregation
model for the debtors' balances, but not for all the debtors' balances. Reference will be
made to tax challenges later these transactions.

Since the standard requires the company to review the accounting procedures and
internal controls related to the financial instruments on which reports are issued, it is
clear from reviewing the financial reports that the company has studied the impact of
applying the standard, which did not have a material impact on the financial statements.
In addition, there will be no impact on the company's accounting for financial liabilities
since the requirements of the standard only affect accounting for financial liabilities at
fair value through profits and losses, and the sample companies do not have any of these
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obligations. It also became clear to the researcher that the sample companies do not
have any financial commitments that have been restructured or modified, which affects
the costs and expenses that must be recognized and has tax implications.

2- Egyptian Accounting Standard No. (48) “Revenue from Contracts with
Customers”:

Egyptian Standard No. 48 was issued in April 2019 and will be effective from January
1, 2021. The standard establishes a five-step model for accounting for revenue from
contracts with customers. The standard establishes a comprehensive framework for
determining whether, in what amount, and when revenue should be recognized, bearing
in mind that the standard supersedes existing revenue recognition guidelines, including
Egyptian Accounting Standard 11 “Revenue” and Egyptian Accounting Standard 8
“Construction Contracts.” Revenues are recognized at an amount that represents the
consideration to which the entity expects to be entitled in exchange for transferring the
goods or performing the promised services to the customer. It turned out that the sample
companies chose not to apply the standard early, but Company (A) implemented the
application on January 1, 2020. As for the rest of the sample companies, they evaluated
the effects of applying the standard on the financial statements, and they determined
that the recognition and measurement of revenues for all current contracts under the
five-step standard model (defining the contract - determining the performance
obligations - determining the transaction price - allocating the transaction price -
revenue recognition). It disclosed this within the complementary clarifications but did
not implement the application for the year 2021- although it had to, which would affect
the recognition of the revenue or postpone the recognition according to the five steps
mentioned in the standard, which is considered a lack of commitment from those
companies and the justification that they are waiting for the seriousness of financial
transactions via the Internet and automated systems and automation, and recognize them
for fear of hacking and audit failures.

3- Egyptian Accounting Standard No. (49) “Leasing Contracts”
Egyptian Accounting Standard 49 was issued in April 2019, and its effective date is
January 1, 2020. It replaced LAS 20 “Accounting Rules and Standards Relating to
Capital Leases”, and Egyptian Accounting Standard 49 now requires lessees to
recognize lease liabilities that reflect future "right-of-use" lease payments on
approximately all lease contracts. There is an optional exemption for some short-term
lease contracts and lease contracts for low-value assets. The sample companies applied
the standard, as the companies applied the effect of the standard, which resulted in the
recognition of the right-to-use assets and liabilities in return for the lease contracts. This
IS quite evident in the cloud computing rented to the sample companies in exchange for
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providing financial technology services for financial transactions with customers and
employees.

4.6 Tax challenges and treatment proposals:

1.

It was found that the sample companies calculated expect credit losses (ECL) as
contained in the financial statements, but they did not add them to the taxable
income, which they had to do, as it is not considered a deductible cost under the
provisions of Article 24 of the Minister of Finance’s declaration No. 172 of 2015
issued on 4/6/2015, considering that it is an expense that has not been realized.
Thus, it will increase the taxable income upon examination by the tax
administration of all sample companies, although those companies review their
tax returns with the Big Four firms, the leading accounting and professional
consulting firms.

The quarterly tax returns for the salaries of the sample companies were reviewed
and found to be identical to the total monthly settlements, Payroll, from which
the tax is calculated, but one of the companies, Company (C), was not identical
even though the payment is made online on the electronic tax system. In the view
of the researcher, this is because the information system of those companies, the
ERP system, is ineffective in the tax system, except for the invoice and the
electronic receipt, despite the application of the mechanized system in the tax
administration. Therefore, it is necessary to apply the possibility of raising
monthly payrolls, including the national number of workers, in addition to the
insurance number for each employee, except for those who are under
examination and have not yet been insured, whose salaries are transferred to
electronic cards for exchange or to their bank accounts, which has a significant
Impact on tax avoidance of the tax on wages and salaries.

It was found that the entire sample companies purchased a usufruct right in return
for the uses of big data systems and cloud computing, and paid amounts abroad
without deducting the 20% withholding tax contained in Article No. (56) of the
Income Tax Law No. (91) of 2005 and its amendments, and provided them to
the tax administration, and without deduction and supply of value-added tax on
Imported services (reverse assignment) contained in Articles: 17 and 32 of the
Value Added Tax Law No. 3 of 2022 amending Law No. (67) of 2016 and its
amendments. Consequently, the tax burden on these companies will be great for
non-compliance with tax laws, and this may be because the tax experience of the
employees of these companies has not received sufficient training.

It was found that the sample companies are registered for value-added tax and
that they did not submit the monthly returns because they are subject to the
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exemption contained in the list of exemptions No. (36) attached to Law No. (67)
of the 2016 Value Added Tax Law which states "exemption of non-banking
financial services subject to the supervision and control of the Financial
Regulatory Authority,” which corresponds to the executive regulations of the
value-added tax law No. (66) of 2017, Article No. (78), item four. “Non-bank
financial services” means non-bank financial instruments that are supervised and
monitored by the Financial Supervisory Authority and outlined in Article 2 of
Law No. (10) of 2009, including capital markets, futures exchanges, insurance
activities, real estate financing, financial leasing, factoring, securitization, and
microfinance added by Law No. (141) of 2014. In addition, the activity of these
companies is among the activities supervised by the General Authority for
Financial Supervision issued by Resolution No. 66 dated 7/12/2009. And since
the nature of the activity of these companies is financing and insurance as
companies that provide financial services, they are considered among the
activities exempt from value-added tax as long as they do not practice within
their activities an activity that is subject to value-added tax, unless they sell a
used commodity. This applies to Company (D), but it did not pay the value-added
tax on it, which is considered non-compliance with tax laws and the reverse
charge in supplying the tax for the purchase of cloud computing services. This
behavior is considered a form of tax evasion and not tax avoidance. However,
the company recognizes the exchange of a commodity for another commaodity as
a matter of tax avoidance despite the different values of the exchanged
commodities, especially since the exchange operations took place between
related persons, and the exchange process does not correspond between market
forces and dealing conditions, which is tax avoidance.

5. It was found that the sample companies did not apply the transfer rates between
related persons, especially the parties with a relationship abroad, and apply the
standards of Article (30) of the Income Tax Law and Articles No. (38-39) of the
executive regulations issued by the Minister of Finance’s decision No. 991 of
2005 as well as the Minister of Finance Decision No. 221 dated 5/22/2018 to add
Avrticle 40 to the executive regulations by adding new methods of determining
the neutral price between the related parties. Therefore, this is considered a
violent tax avoidance in accordance with the provisions of Article 92 bis issued
by Law No. (53) of 2014 amending the provisions of Law No. 91 of 2005.
Accordingly, the sample companies must agree with the tax administration in
determining neutral prices according to the text of Article No. 127 of Law No.
91 of the year 2005 - Income Tax Law to ensure serious tax compliance.
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4.7 Proposals to treat accounting and tax challenges.

1. Applying ERP, People soft or Oracle technologies to the accounting cycle within
the company or the first-time facility to interact with all financial transactions
and apply the requirements of the accounting cycle until extracting financial
reports for all financial transactions with renting a cloud computing to record the
financial data on it, this contributes to reducing the risk of not recording any
financial transactions that took place during official working days and interacting
with the system requirements from anywhere inside or outside the company.

2. Executing the recordings in the direct application system for each transaction
that took place and not waiting for Batch by Batch, which makes interaction
more, faster in issuing financial reports. For example, if you want to transfer a
sum of money from the company’s account (A) to another person’s account (B),
the transfer process does not take place directly, but rather you need a third party
to confirm the credibility of the company’s account balance, then review the data
of the two parties and encrypt the communication process Then, it stores the
balance in a storage cloud until the integrity of all pending data is confirmed, and
then transfers it to the balance of account (B). The financial dealings here are
characterized by centralization sponsored by a third party. This party may be
represented in the bank, the government institution, the delivery representative,
or in any other way that sponsors the completion of the exchange process from
party (A) to party (B). This is what is currently called Blockchain, and this gives
emphasis on the validity of the financial transaction.

3. Dealing with the comprehensive tax system of salaries and collection
declarations under the tax account and submitting the annual tax return for legal
or natural persons through the tax information network with the possibility of
uploading Excel files, for example, and interacting with them with the electronic
tax system and applying tax review mechanisms electronically as well as tax
notifications and not dealing with taxpayers except through the electronic tax
system. Therefore, it must be adapted to that, as today it is not ready for
application, for example, Excel salary files from ERP outputs or any other
electronic system to facilitate application between the tax administration and the
public of financial technology companies.

4. When interacting with artificial intelligence systems to identify the feasibility of
financial transactions between financial technology companies and each other
and the audience of dealers, it is necessary to update databases and rely on
modern templates of big data for the possibility of predicting the seriousness of
financial transactions among companies, especially customers who leave the
world of business quickly, which affects the results of companies’ business with
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successive losses, so it is necessary to constantly update the big data templates
on which financial technology companies rely on.

5. Applying Article No. (52) / 1 of Law No. 91 of 2005 on financial technology
companies regarding their entitlement to deduct debt returns without comparing
the average loans and the average property rights as they are financing
companies, specifically consumer financing companies stipulated in Law No.
(18) of 2020.

6. It is necessary and imperative to apply Article No. (52) / 2 of Law No. 91 of
2005 to financial technology companies regarding their entitlement to deduct
80% of the technical provisions that they make on the occasion of paying the
salaries of employees of the contracting companies or providing loans to others
from the public customers with them due to the possibility of non-payment from
some of the contracted companies provided that the value of the provision is
measured under the requirements of Egyptian Accounting Standard No. (28)
provisions because these companies are among the financing companies
stipulated in Law No. (18) of 2020, the Consumer Finance Law.

4.8 A field study on the study sample

In this part, the researcher prepares a field study to find out the most important
differences among investigators regarding the innovations of financial technology that
greatly contribute to the speed of preparing and presenting the financial statements in a
correct manner far from the errors of financial corruption without exposure to audit
failures and contribute to a large extent in tax avoidance when preparing tax returns
through what follows:

1. Calculating the number of the statistical sample:
As stated earlier, Egyptian society currently has 112 financial technology companies
emerging or supported by financial technology, known as Startups, operating in 14
sectors. The researcher selected (4) companies that achieved the highest performance
rates of business results.

The calculated sample of the financial managers of those companies and outside
auditors and academic institutions reached about (173) according to the following
statistical equation:

Calculate the study sample when the withdrawal is with replacement.
N=zo/2*P*Q/d2

n: the sample size when withdrawal is with replacement.
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Z: the tabular value under the normal distribution curve and assuming that the level of
significance (= 5%); therefore

Z c/2=70.025 = 1.096

P: the percentage in the study population, and the parameter (the percentage in the study
population) is replaced by the value of the statistics calculated through the pilot study.
It was found from the results of the study that (P = 85%)

Q: the complementary percentage of the population parameter where Q = 1 - P and
therefore, due to the lack of the population parameter q = 1-p

d: the permissible error in the statistical sampling, and the error has been assumed within
the range of 5%.

Applying the previous law to the results of the pilot study, the researcher concluded the
following:

n=1.096 * 0.85*0.2/(0.05)2=73
n0= n/(1+n/N)
n0: the sample size when withdrawal is not with replacement.

n: the sample size when withdrawal is with replacement, and it was calculated in the
previous step.

Accordingly, the researcher will distribute the surveys to the sample size according to
the following distribution:
Table No. (1) Distribution of the study groups

No. Study groups Study Real Study

population population

1 | Corporate financial managers Q % Q %
27 38% 24 36%
2 | Accounting and Auditing professors 24 33% 22 33%
3 | Auditors 21 29% 20 31%
Total 73 100 66 100

4.8.1 The Study Hypotheses:
The first hypothesis:

There are no statistically significant differences as the significance level is (0.005)
among the study groups regarding that information technology innovations contribute
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to presenting the financial statements of companies that provide financial technology
services via the Internet in a faster way, with high accuracy in accounting registration
and distinguished internal audit results.

The second hypothesis:

There are no statistically significant differences as the significance level is (0.005)
among the study groups regarding that financial technology innovations contribute to
exchanging tax information faster and without errors in preparing and sending wage
and salary forms to workers according to the tax administration’s publications on the
electronic tax system (quarterly and annually) and paying wages and salaries tax
monthly on the Internet for those companies and related companies in a way that is far
from any errors and represents confirmation of automated tax obligations.

The third hypothesis:

There are no statistically significant differences as the significance level is (0.005)
among the study groups regarding that financial technology innovations contribute to
reducing tax avoidance when preparing and uploading the annual tax return for legal
persons and forms of deduction and collection transactions under the quarterly tax for
companies that provide financial technology services because they are prepared in
adaptation with electronic tax systems.

4.8.2 The statistical method used

One-Sample Test, the validity of hypotheses test through the Chi-Square Test,
descriptive tests for the arithmetic mean, the variance among the study groups test,
and the reliability test (Reliability Statistics: Cronbach's Alpha).

4.8.3 Survey design:

The survey list, attached in the appendices, was divided into approval and rejection
questions, in addition to using Likert five-point scale in the case of rejection with five
phrases to find out the truth of the respondents' answers:

Strongly

Strongly agree Agree | don't kno Disagree )
gy ad g W 1549 disagree

The first question refers to the sign: X, and it measures the first hypothesis; the second
question refers to the sign: Y, and it measures the second hypothesis; and the third
question refers to the sign: Z, and it measures the third hypothesis. Each question in the
survey list is linked to it (5) phrases from 1 to 5 associated with each question and
symbol referring to it if the answer is (no).
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4.9 Statistical results

1. Reliability test:

Reliability Statistics
Cronbach's Alpha Cronbach's Alpha Based No. of Items
on Standardized ltems
0.86 0.92 19

It is evident from the table above the validity of the respondents' answers to the survey
lists from the high-reliability test result as shown above.

2. Study hypotheses test:

The first hypothesis: It is clear from the result of the chi? test that there are no
differences among the study groups, according to the following table:

X
. Cumulative
Frequency % Percent Valid Percent
Percent
No 5 7.6 7.6 7.6
valid | Yes 61 92.4 92.4 100.0
Total 66 100.0 100.0
Chi-Square Tests: X
Asymptotic
Value Df Significance
(2-sided)
Pearson Chi-Square 5.900 1 .003

It is clear that (61) of the respondents, representing 92.4%, agreed that there are no
statistically significant differences at the level of significance (0.005) among the study
groups that information technology innovations contribute to the presentation of the
financial statements, as is evident from the calculated Chi? result= 5.9, which exceeds
the tabular value which confirms that financial technology innovations contribute to
presenting the financial statements of companies that provide financial technology
services via the Internet in a faster way, with high accuracy in accounting registration
and distinguished internal audit results; those who agreed on this have contributed to
the phrases from (1) to (5), where most of them, in terms of discrepancy, refer to phrase
(3), and the least refers to the phrase (4), of the total number of 66 respondents, as shown
in the following table from the outputs of SPSS.
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Posterior Distribution Characterization for One-Sample Mean
Posterior 95% Credible Interval
Varianc Lower Upper
N Mode | Mean e Bound Bound
X 66 92 .92 .001 .86 .99
X1 66 4.68 4.68 012 4.46 4.90
X2 66 4.85 4.85 .006 4.70 5.00
X3 66 4.83 4.83 .004 4.70 4.96
X4 66 4.55 4.55 019 4.27 4.82
X5 66 4.85 4.85 .006 4.70 5.00

The average of the five expressions is very close to the normal distribution for all the
study groups, as shown in the following figure for the five expressions.

X1
I —— Log Likelihaod Function
gﬂ_.g 20 — Prior Distribution
-2 @ — Paosterior Distribution
I a0
0
2 3 4 5 6 7
x2
- 40 o L )
H Log Likelihood Function
gﬁg o — Prior Distribution
-8 0 — Posterior Distribution
= 0
-40
5 40 45 50 55 60 65
x3
= 0 . - .
% 1 Log Likelihood Function
gﬂé 20 — Prior Distribution
"3 0 — Posterior Distribution
J o
-40
35 40 45 50 54 60
x4
z —— Log Likelihood Function
g’l.g & — Prior Distribution
"E 0 — Posterior Distribution
=0
-0
2 3 4 5 6 7
X5
- 4 —— Log Likel .
H 0g Likelihood Function
gﬂl.g o — Prior Distribution
-2 ? = Paosterior Distribution
5
-40
a5 40 45 50 55 6.0 65
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The second hypothesis: It is clear from the result of the Chi? test that there are no
differences among the study groups, according to the following tables:

Y
Frequenc % Valid Cumulative
y Percent | Percent Percent
Valid [No 3 4.5 4.5 4.5
Yes 63 95.5 95.5 100.0
Total 66| 100.0 100.0
Chi-Square Tests: Y
Asymptotic
Significanc
Value | df | e (2-sided)
Pearson Chi-Square 6.000 4 .002

It is clear that (63) of the respondents, representing 95.5%, agreed that there are no
statistically significant differences as the significance level is (0.005) among the study
groups regarding that information technology innovations contribute to exchanging tax
information faster and without errors in preparing and sending wage and salary forms
to workers according to the tax administration’s publications on the electronic tax
system as is evident from the calculated Chi2 result= 5.9, which exceeds the tabular
value which confirms that financial technology innovations contribute to avoiding any
mistakes and represent confirmation of automated tax obligations; those who agreed on
this have contributed to the phrases from (1) to (5), where most of them, in terms of
discrepancy, refer to phrase (5), and the least refers to the phrase (4), of the total number
of 66 respondents, as shown in the following table from the outputs of SPSS.

Posterior Distribution Characterization for One-Sample Mean
Posterior 95% Credible Interval

Varianc Lower Upper

N Mode | Mean e Bound Bound
Y 66 .95 .95 .001 .90 1.01
Y1 66 4.73 4.73 013 451 4.95
Y2 66 4.53 4.53 021 4.24 4.82
Y3 66 4.52 4.52 022 4.22 481
Y4 66 4.45 4.45 027 4.13 4.78
Y5 66 4.73 4.73 011 4.52 4.93
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The average of the five expressions is very close to the normal distribution for all the
study groups, as shown in the following figure for the five expressions.

The impact of financial technology innovations on
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The third hypothesis: It is clear from the result of the Chi? test that there are no
differences among the study groups, according to the following tables:

A
Frequenc % Valid Cumulative
y Percent | Percent Percent
Valid [No 6 9.1 9.1 9.1
Yes 60 90.9 90.9 100.0
Total 66| 100.0 100.0
Chi-Square Tests: Z
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Asymptotic
Significance
Value | df (2-sided)
Pearson Chi-Square 5.800 4 .004

It is clear that (60) of the respondents, representing 90.9%, agreed that there are no
statistically significant differences as the significance level is (0.005) among the study
groups regarding that financial technology innovations contribute to reducing tax
avoidance when preparing and uploading the annual tax return for legal persons and
forms of deduction and collection transactions under the quarterly tax for companies
that provide financial technology services because they are prepared in adaptation with
electronic tax systems as is evident from the calculated Chi? result= 5.800, which
exceeds the tabular value and confirms that financial technology innovations contribute
to reducing tax avoidance; those who agreed on this have contributed to the phrases
from (1) to (5), where most of them, in terms of discrepancy, refer to phrase (4), and
the least refers to the phrases (2) and (3), of the total number of 66 respondents, as
shown in the following table from the outputs of SPSS.

Posterior Distribution Characterization for One-Sample Mean
Posterior 95% Credible Interval

Varianc Lower Upper

N Mode | Mean e Bound Bound
Z 66 91 91 .001 .84 .98
Z1 66 4.77 4.77 012 4.56 4.99
Z2 66 4.33 4.33 .028 4.00 4.66
Z3 66 4.47 4.47 .028 4.14 4.80
Z4 66 4.71 4.71 .010 4.51 491
Z5 66 4.64 4.64 .019 4.36 491

The average of the five expressions is very close to the normal distribution for all the
study groups, as shown in the following figure for the five expressions.
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When testing the three questions and running them statistically at once (One-Sample
Test), which tests the hypotheses of the study together for all the study items to show
the significance of the answers, the following is revealed:

One-Sample Test
Test Value =0
95% Confidence
Mean Interval of the
Sig. (2- Differenc Difference
t df tailed) e Lower Upper
X 28.160| 65 .000 924 .86 .99
Y 36.946| 65 .000 955 .90 1.01
Z 25.495| 65 .000 909 .84 .98

The table above shows that the respondents' answers indicated that there were no
statistically significant differences as the significant level is (0.005) for the three
questions for all study groups, at 65 degrees of freedom, and the calculated value of the
T-test is greater than the tabular value of the answer to each question which indicates
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the acceptance of the validity of the study hypotheses that there are no differences
among the study groups. It was also found through the statistical analysis that there are
no differences according to what was previously stated when reviewing the result of
each hypothesis separately.

4.10 Statistical operation results:

1. Acceptance of the validity of the first hypothesis: there are no differences
among the study groups regarding that information technology innovations
contribute to presenting the financial statements of companies that provide
financial technology services via the Internet in a faster way, with high accuracy
in accounting registration and distinguished internal audit results.

2. Acceptance of the validity of the second hypothesis: there are no differences
among the study groups regarding that financial technology innovations contribute
to exchanging tax information faster and without errors in preparing and sending
wage and salary forms to workers according to the tax administration’s
publications on the electronic tax system (quarterly and annually) and paying
wages and salaries tax monthly on the Internet for those companies and related
companies in a way that is far from any errors and represents confirmation of
automated tax obligations.

3. Acceptance of the validity of the third hypothesis: there are no differences
among the study groups regarding that financial technology innovations contribute
to reducing tax avoidance when preparing and uploading the annual tax return for
legal persons and forms of deduction and collection transactions under the
quarterly tax for companies that provide financial technology services because
they are prepared in adaptation with electronic tax systems.

Recommendations:

1. All companies providing financial technology services are required to apply the
ERP system "Enterprise Resource Planning systems™ when recording all their
financial transactions because they are under the provisions of the automated
Oracle systems and are consistent with the requirements of Egyptian accounting
standards in the presentation of the financial statements.

2. The necessity of training the tax community through scientifically equipped
teams from the tax administration available in the Federation of Chambers of
Commerce, the Federation of Industries, research institutions, clubs, and other
Institutions to urge the tax community to interact with electronic tax systems and
publish evidence for that to increase awareness of electronic tax.
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3. Implementation of the ERP system "Enterprise Resource Planning Systems" for
all establishments operating in Egypt to distribute electronic receipts issuing
machines and interact quickly with the tax administration automated systems to
achieve tax justice in tax accounting and curb tax avoidance.

4. Providing training programs for the tax administration from electronic tax review
systems applied in the United Kingdom, the United States of America, and other
European Union countries on electronic mechanized systems to achieve rapid
development in the automatic review of tax returns.

5. The need for the tax advisor or the person in charge of preparing and approving
tax returns for financial technology companies to be professionals other than the
auditor for companies providing financial technology services because the
separation of jobs leads to better accounting and tax results, which reduces the
volume of tax disputes.

6. The need to allow companies to amend their tax returns, especially annual
salaries, after submitting them to correct errors, if any.
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Questionnaire lists:

Phrase number Yes No

First question:

In your opinion, information technology innovations contribute to
presenting the financial statements of companies that provide financial
technology services via the Internet in a faster way, with high accuracy
in accounting registration and distinguished internal audit results.

If your answer is (no) what are the reasons for that:

Strongly | Agree I Disagre | Strongl

agree Don’t e y
Know disagre
e

If your answer is (yes), is this
because:

« Accounting registration with
smart systems is faster to
implement the accounting cycle
because Information technology
accounting systems is better than
manual registration.

* The quality of internal control
and auditing of electronic systems
with high results and faster
discovery of registration errors in
a way that combats financial
corruption in financial technology
companies.

» Trial scales and financial reports
come out very quickly upon
request from senior management,
which distinguishes them from
other manual registration
procedures for financial
technology companies.

* Financial technology
innovations contribute to the
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provision of financial reports in a
way that reduces the number of

financial errors and audit failures.

* Financial technology
innovations are a distinct model
for accounting cycle records for
all financial and accounting
transactions.

Phrase Number Yes | No
Second question:
Financial technology innovations contribute to exchanging tax
information faster and without errors in preparing and sending wage
and salary forms to workers according to the tax administration’s
publications on the electronic tax system (quarterly and annually) and
paying wages and salaries tax monthly on the Internet for those
companies and related companies in a way that is far from any errors
and represents confirmation of automated tax obligations.
If your answer is (no) what are the reasons for that:
Strongly | Agree I Disagre | Strongl
agree Don’t e y
Know disagre
e
If your answer is (yes), is this
because:
* Preparing and sending wage
and salary forms to the
automated systems of financial
technology companies and
uploading them to the electronic
tax system is fully automated,
making errors in them non-
existent.
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* Financial technology
companies use the latest circuits
from the Excel sheets from the
Office versions, which makes
the preparation and transmission
compatible with the tax
administration versions.

* The internal audit procedures
on the electronic tax information
systems within the automated
system of tax administration are
consistent with the internal
control procedures of the
electronic system of the
electronic tax system.

 Tax payment is done on the
Internet and it is notified directly
on the electronic tax system at
the moment on the registration
number, which indicates that the
errors contained in the previous
manual registrations are no
longer present at all

» The annual declarations of the
wages and salaries tax are done
on the Internet, and the
automated systems of the
financial technology companies
applied the twinning in their
electronic financial systems,
which contributes to the fact that
the registrations are done with
high efficiency, which prevents
errors in an almost non-existent
manner.

Phrase Number

Yes

No
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The third question:

Financial technology innovations contribute to reducing tax avoidance
when preparing and uploading the annual tax return for legal persons,
monthly value-added tax returns, and forms of deduction and collection
transactions under the quarterly tax for companies that provide
financial technology services because they are prepared in adaptation
with electronic tax systems such as ERP (Enterprise Resource
Planning).

If your answer is (no), what are the reasons for that:

Strongly | Agree I Disagre | Strongl

agree Don’t e y
Know disagre
e

If your answer is (yes), is this
because:

* The technological
development in the ERP
enterprise resource planning
system has been prepared in
adaptation with electronic tax
systems.

* The preparation of the annual
tax return for legal persons is
filled in according to
automated data consistent with
the financial systems of
financial technology
companies.

* The electronic systems of
financial technology
companies have electronic
internal control procedures that
work to refute financial
violations, whether by wrong
registration or good faith,
which makes their financial
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data on the program clear,
correct and completely far
from those errors.

* Financial technology
companies apply the principles
of corporate governance (rules,
systems and procedures that
achieve the best protection and
balance between the interests
of the company’s managers,
shareholders and other related
stakeholders), especially when
recording financial statements
at the stage of preparing and
sending the annual tax return to
legal persons.

» The debate about the
subjection of services provided
by financial technology
companies to the value-added
tax is still the subject of a
societal dialogue and the
regulatory agencies concerned
with society. Therefore,
monthly financial transactions
are not recognized for the
value-added tax, and then the
tax paid as inputs is included in
the cost.
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