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Abstract

Taxpayer ranking is an effective tool in managing taxpayer compliance and
saving time and tax collection costs, which is of particular importance and
priority in a modern tax organization. Although there are Articles (97 and
219) in the Iranian Direct Tax Act for assessing taxpayers, so far, due to the
lack of specific indicators, the necessary adequacy for ranking all taxpayers
has not been achieved. Therefore, this article introduces the desired criteria
and indicators, and then the appropriate technique for ranking taxpayers.
The introduced indicators are divided into four categories: taxpayer duties,
functional, financial, and macro criteria. In addition, the analytical hierarchy
process will be used to perform the ranking. Finally, the Analytic Hierarchy
Process (AHP) method is used to rank legal entities using 24 indicators.
After introducing the desired facilities to taxpayers with superior ratings,
behavioral science insights (Nudge) will be used to improve their compliance
level.
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Introduction

In the next section, the problem and importance of ranking taxpayers will be
explained. The background of the research, the theoretical foundations, and the
method of conducting it will be examined in the following sections. On the
theoretical foundations, we will introduce the indicators under study in detail,
and the mathematical model for estimating the weights of the indicators will
be explained. The method of reflecting the ranking using behavioral sciences
and classifying taxpayers will be explained in the sixth section of this article.
Incentives and facilities for superior taxpayers, necessary implementation
requirements, conclusions, and suggestions will also be examined in the
following sections. Finally, the sources used and appendices used in the present
article are given.

Theoretical Foundations and Research Methods

To rank taxpayers, taxpayers are classified into business taxpayers (group one,
group two, and group three) and legal entities (manufacturing, distribution, and
trading companies, services, and investment).

- Taxpayer Obligations Criteria

* Fulfillment of the obligations of the Law on Store Terminals and the Taxpayer
System (the taxpayer is not subject to the crimes subject to Article 22 of the
relevant law) (according to the date of approval of the Law on Facilitating
Taxpayer Obligations for the Implementation of the Law on Store Terminals
and the Taxpayer System);

» Taxpayers have submitted tax returns for the last three years ending with
the year under review within the legally prescribed period. For VAT payers,
it is also mandatory to submit VAT returns for all VAT periods within the
aforementioned period

* The finalization of the performance tax for the last three years ending with the
year under review, based on the approval of the assessment form or agreement
with the Tax Administration, or self-declaration

* No case of income concealment was issued to the taxpayer or a supplementary
assessment form for him (subject to Article 227 of the Tax Code) concerning the
performance of the last three years ending with the year under review

» The taxpayer has no debt in the “Web-based Debtors Collection and
Enforcement System."

* The taxpayer is not present in the group of high-risk taxpayers based on the
risk management index determined by the organization.

- Performance Criteria
* The ratio of declared profit to declared sales in the last submitted return;
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The ratio of total performance tax penalties to the final performance tax in the
last three years ending with the year under review;

* The ratio of total performance tax debt to the total final performance tax and
related penalties in the last three years ending with the year under review;

* Ratio of declared performance tax to determined performance tax in the last
three years ending with the year under review;

* Ratio of declared value-added tax to determined value-added tax in the last
three years ending with the year under review;

* Ratio of total value-added tax debt of previous years to total determined value-
added tax and related penalties in the last three years ending with the year under
review;

* Ratio of total performance tax penalties (value-added) to determine value-
added tax in the last three years ending with the year under review.

- Financial Criteria

* Current ratio (total current assets divided by total current liabilities);

* Cash ratio;

* Debt ratio (total liabilities divided by total assets);

* Total asset turnover ratio (operating income divided by the average of total
assets at the beginning and end of the period);

» Profit to sales ratio (net profit divided by operating income);

* Return on equity ratio;

* Capital (Rial) (ratio of the taxpayer’s capital to the largest taxpayer’s capital
in that group);

* Cash flow (Rial) (ratio of the cash balance at the end of the year for each
taxpayer to the largest cash balance at the end of the year in the group in which
the taxpayer operates);

* Current ratio (total current assets divided by total current liabilities).

- Macro Measure

* Number of employees (ratio of the number of employees of a taxpayer to the
maximum number of employees of the taxpayer in the category in which it
operates).

Research Method

In this Article, considering the goal of the “Taxpayer Ranking” project, which
is to assign points to all taxpayers and rank them, as well as the existence of
4 categories of criteria and 24 specified indicators, we will use the Analytic
Hierarchy Process method to show the importance of the weight of each criterion.
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How the Ranking Results Are Reflected by Taxpayers

After ranking all taxpayers according to the groups previously described in the
previous section (5), they are divided into five categories according to the total
score level of the taxpayers in each group: A+, A, B, C, D. Initially, as will be
explained in detail in the next section, facilities are considered for taxpayers
with the highest A+ rating. If a taxpayer is not in the first four categories, they
will be in category D.

- Using Nudge

In the next stage, behavioral science insights will be used to optimize the
ranking process and increase taxpayer performance for better compliance in the
continuation of the project.

Following the concept of the Nudeg and to achieve the goal of improving
taxpayer compliance, the ranking of each taxpayer is indicated in the final tax
slip with a specific color for each category, and in this context, explanations will
be provided to further inform taxpayers about increasing their ranking and its
possible consequences in financial processes. These results also indicate which
categories of taxpayers need more attention to fulfill their duties.

Conclusion

The results obtained in the process of identifying superior taxpayers and those
with higher scores as well as taxpayers with low scores are important because
carrying out this project annually and updating taxpayer information will not only
be effective in increasing tax revenues but will also play a significant role in the
process of validating financial transactions and taxpayer activity in the country’s
economic network. It is worth noting that we have faced some limitations in
conducting this research, including Such research is being conducted for the
first time not only at the national and Tax Affairs Organization levels but also
in the surveys conducted for researchers, it has not been seen that this study has
been conducted with such dimensions in the world, therefore, due to the novelty
and lack of such studies, as well as the breadth of tax laws, the researchers of
this project have repeatedly discussed and exchanged opinions with experts in
determining the final indicators to clarify the indicators. The next limitation in
this research is the use of behavioral theories, especially the shift in the Tax
Administration, which will be carried out for the first time not only in the Tax
Administration and in this office, but it can be confidently admitted that it will
be carried out for the first time at the level of the Ministry of Economic Affairs
and Finance. Another limitation that will exist in the process of conducting
the research is access to all the desired data for the determined indicators.
Currently, with the help of the Deputy for Information Technology of the Tax
Administration, the use of an extensive database of taxpayers has been provided,
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which is being updated according to the increasing needs of different parts of the
organization. However, we have interacted with the relevant department many
times in order to explain the indicators and access the aforementioned data, but
accessing older data will face more problems due to the lack of centralized data.
Therefore, in terms of implementation, we are facing new dimensions of the
research.

Keywords: Analytic Hierarchy Process, Nudge, Taxpayer Ranking.
JEL Classification: C38, H21.
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1. Multiple Criteria Decision Making (MCDM)
2. Multiple Objective Decision Making (MODM)
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1. Equally preferred 4. Very strongly preferred
2. Moderately preferred 5. Extremely preferred
3. Strongly preferred 6. Intermediate
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1. Inconsistency Ratio (I.R)

2. Weighted sum Vector=WSV
3. Consistency Index = CI

4. Random Index = RI
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