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Abstract

This research aims to present a model for identifying high-risk taxpayers
in the value-added tax system with a hybrid approach, trying to take a step
towards overcoming these challenges and achieving a more efficient tax
system. Therefore, the transformation of the tax system in order to improve
its status in terms of its functions and in order to achieve the intended
goals is essential. The present research was a survey research in terms of
its fundamental purpose, and a paradigmatic one, a hybrid-exploratory
research, and the data collection method was library-based. Sampling in
the qualitative part of the research was purposeful, and in the quantitative
part, simple random. In the qualitative phase, interviews were conducted
with 20 experts, who were mainly managers and deputies of the tax system
and university professors, and during which the most important indicators
effective in identifying high-risk taxpayers in the value-added tax system
were extracted. These indicators include characteristics related to the
taxpayer, characteristics of the taxpayer’s activities, financial ratios of the
company, characteristics of the taxpayer’s control system, and compliance
with the dimensions of corporate governance of the taxpayer. According to
the results of the research, this model has a desirable quality and can provide
a suitable framework for developing a tax system vision document.
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Introduction

Taxation is one of the most basic financial resources of most countries.
Taxation is imposed directly or indirectly on incomes, and the executive power
of the government is provided in this way. According to the conventional
macroeconomic theory, increasing taxes reduces demand and consequently
reduces inflation (Ahmadi et al., 1402). In addition to implementing the
aforementioned tax system and to increase the efficiency of the tax system
by improving the level of tax compliance, a comprehensive tax plan has been
designed and is currently being pursued by utilizing the knowledge and expertise
of a group of experts and specialists within and outside the organization, as well
as domestic and foreign consulting companies, in the form of 5 sets and 32
projects. One of the projects of the aforementioned plan is conducting a risk-
based tax audit. A tax audit is a type of compliance audit. By conducting a tax
audit using sufficient and reliable evidence, tax compliance is improved as an
indicator of the efficiency and effectiveness of the tax system. Risk-based audit
has been the flag bearer of the fight against corruption in recent years. The center
of gravity of risk-based auditing is the correct and principled assessment of risk
(Austen et al., 2000). Considering the aforementioned material, the researcher
decided to conduct a study entitled “Providing a Model for Identifying High-
Risk Taxpayers in the Value Added Tax System.”

Methods and Materials

The overall objective of this study is to present a model for identifying pre-risk
taxpayers in the value-added tax system with a mixed approach. Based on the
research objectives, the present study was of an applied type; the method of its
conduct was descriptive-survey; and the data collection method was library-field.
The research was conducted within the framework of a qualitative approach
and by using the grounded theory method. Therefore, the analysis began
with “open coding™ (identifying categories and dimensions?, characteristics),
continued with “selective coding”™ (examining conditions, strategies, and
consequences), and continued with “axial coding” (forming a theory around
a category) (Creswell, 1998). The statistical population of this study is experts
and specialists in the system who have been selected for interviews. In other
words, the statistical population of this study is taxpayers (legal entities) subject
to the value-added tax system of the General Directorate of Value-Added Tax
in Tehran, whose tax return information was reviewed, and high-risk companies
in the value-added tax system and tax experts who have the highest authority
to comment in the field of taxation were selected. First, the main factors and

1. Open coding
2. Properties
3. Selective coding



299 | Mehrani et al.

indicators of high-risk taxpayers in the value-added tax system and the structure
of the model were explained in general. After recognizing the important factors
and indicators, high-risk taxpayers in the value-added tax system were identified/
prioritized, and the importance of the model variables was assessed through a
questionnaire and the results were analyzed using exploratory and confirmatory
factor analysis.

Results and Discussion

To improve the process of classifying codes, a theoretical comparison tool
proposed by Strauss and Corbin in 1989 was used. Accordingly, the final
extracted codes were grouped into 25 categories and 5 main axes. The categories
analyzed in the initial stages generated perspectives, thoughts, and ideas in the
researcher’s mind to were raised in subsequent questions and interviews. By
conducting these interviews and analyzing the data, the researcher gained a
deeper perspective and understanding of the interviewees’ experience. Then, a
back-and-forth movement was made between the categories and characteristics
identified in the initial stage of open coding. New concepts identified in the new
interviews were added to the identified categories until the categories reached
theoretical saturation. Where necessary, some categories were renamed, and
relationships were established between different categories and subcategories.
The categorization and selection of categories and axes were done in
collaboration with tax experts. Each expert did this work independently. After
that, the researcher finalized the items by summarizing their opinions.

From the results obtained based on the opinions and views of the expert group
and also the fitting of the measurement models of the research structures, 6
items of taxpayer characteristics, six items of taxpayer activity characteristics,
four items of company financial ratios, seven items of taxpayer control system
characteristics, and two items of compliance with corporate governance
dimensions have obtained positive test results. In line with the research objective
of “Model for identifying high-risk taxpayers in the VAT system”, the general
research model is fitted, and first, the significance of the relationship between
the factors in the model and then the significance of the items is examined.
In the present study, factors and items whose T-statistics are significant and
whose factor loading is estimated to be more than 0.5 are considered as effective
factors in identifying high-risk taxpayers in the VAT system. If a factor or item
is not significant or has a factor loading of less than 0.5, it is removed from the
research process and is not effective in identifying high-risk taxpayers in the
VAT system.
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Table 1. Fitting the Model for Identifying High-Risk Taxpayers in the VAT System

Index name Acceptable amount Ideal amount Result Result

Optimized
Chi-square 2 <y2/df<3 0<y2/df<2 1.835 Ideal
(df x2)

Goodness of Fit
(GFI)

Root Mean
Square Residual 0<RMR <.10 0 <RMR <.05 0.047 Ideal
(RMR)

Comparative Fit
Index (CFI)

Root Mean
Square Error
of Estimate
(RMSEA)

Normalized Fit
Index (NFT)

.80 < GFI<.95 95<GFI<1.00 0.804 Ideal

.90 < CFI<.97 97 <CFI<1.00 0.907 Ideal

.05<RMSEA<.08 0 <RMSEA <.05 0.074 Ideal

.80 < GFI<.95 95<GFI<1.00 0.828

Source: Research finding.

As can be seen in the table, the normalized or relative chi-square index for
the model in question is 1.835, which is a suitable and acceptable value. The
comparative fit index or CFI for the aforementioned model is 0.907, which,
considering that the interval is greater than 0.9, suggests that the data are well-
fitted, or in other words, the model is close to the independence model, the
distance model, and a saturated model. The root mean square error of estimation
index, or RMSEA index, of this model is also 0.074, and the RMR index is
0.050, which indicates the acceptability of the model. The values of the GFI and
NFT indices also indicate the optimal and appropriate fit of the model. Therefore,
the optimal and appropriate fit and quality of the model are confirmed, and the
use of the model results is permissible. The table below presents the T values
for examining the significance of the coefficients of the main factors in the
model and their probability value. If the absolute value of T corresponding to a
coefficient is greater than 1.96 and the probability value is less than 0.05, then
that coefficient has a significant relationship at the 0.05 level.
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Table 2. Significant Results of Effective Factors in Identifying High-Risk Taxpayers in
the VAT System

Main factors Falcot :;ial T-status val:;ll:ility
Characteristics related to the taxpayer 0.940 7.564 <0.001
Characteristics of the taxpayer’s activities 1.013 - <0.001
Financial ratios of the company 0.900 8.023 <0.001
Characteristics of the taxpayer’s control system 0.911 8.237 <0.001
Compliance with the dimensions of corporate 0826 8427 <0.001

governance of the taxpayer

Source: Research finding.

As can be seen in this table, all five main factors of taxpayer characteristics,
taxpayer activity characteristics, company financial ratios, taxpayer control
system characteristics, and compliance with corporate governance dimensions
have T values that are greater than 1.96, and the probability value is less than
0.05. This means that the presence of these variables in the model is significant.
Also, the factor loading of all five main factors is more than 0.5, and it can be
said that the factors of taxpayer characteristics, taxpayer activity characteristics,
company financial ratios, taxpayer control system characteristics, and
compliance with corporate governance dimensions have a significant effect on
identifying high-risk taxpayers in the VAT system. The following table presents
T values to examine the significance of the coefficients of the items related to
the main factors in the model and their probability values.

Table 3. Significant Results of the Items of Factors Affecting the Identification of High-
Risk Taxpayers in the VAT System

Variables Questionnaire questions (indicators) lﬁ:fi:ﬂ; StatisticsT P.VALUE

Modi-related

features Company ownership type (private) 0.647 - <0.001
Modi-related .

features Company ownership type (government) 0.656 8.544 <0.001
Modi-related . .

features Company ownership type (public) 0.694 7.390 <0.001
Modi-related Company size (based on sales and 0.741 7801 <0.001

features assets, etc.)
Modi-related .

features Tax history 0.711 7.562 <0.001
Modi related Past tax fraud 0677 7262 <0.001

eatures

Modi’s Activities Extent of the company’s exclusive

Feature activity 0.729 ) <0.001
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Variables Questionnaire questions (indicators) lﬁ:gti(l)l; StatisticsT P.VALUE

Modi’s Activities

Transactions with related parties 0.709 8.970 <0.001
Feature

Foreign currency accounts, including
both the income and expenses of the 0.704 9.102 <0.001
company

Modi’s Activities
Feature

Modi’s Activities  The combination of exempt and non-

Feature exempt income of the company 0.653 8.046 <0.001

Modi’s Activities  Diversity of the company’s product

Feature supply and service provision 0.764 9.480 <0.001

Issuance of formatted invoices (such as

Modi’s Activities bills, water, electricity, gas, insurance ~ 0.657 8.097 <0.001

Feature policies, etc.)

Company Ratio of operating cash flow to 0.706 _ <0.001
financial ratios purchases
fi Con}pan}{ Ratio of operating cash flow to sales 0.794 9.135 <0.001

inancial ratios

Corr'lpany. PTOﬁtabllle ratios (return on assets, 0777 8951 <0.001
financial ratios equity, return on sales)

Company Ratio of purchases to sales 0.784 9.022 <0.001

financial ratios

Modi control
system feature

Having an internal audit 0.719 <0.001

Modi control

Having an audit committee 0.723 9.441 <0.001
system feature

Modi control

system feature Approved pricing of goods and services  0.696 8.225 <0.001

Modi control Type of auditor’s opinion on financial

system feature statements 0.758 8.898 <0.001

Size of the auditor (audit organization
Modi control  and audit firm, Mofid Rahab, large, and

system feature  other audit firms should be considered 0.725 8.573 <0.001

small)
Modi control Specialty Flngn(:lal Statement Auditor 0702 9288 <0.001
system feature in Industry
Modi control Listing on the Stock Exchange and 0.635 7512 <0.001
system feature Over-the-Counter

Compliance with

Modi’s corporate Percentage of Institutional Shareholders
governance (Large Owners of the Company)
dimensions

0.828 <0.001

Compliance with

Modi’s corporate Type of Activity of Legal Entities
governance (Production-Commerce-Services)
dimensions

0.816 10.115 <0.001

Source: Research finding.
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As can be seen in this table, all items related to all five main factors of
taxpayer characteristics, taxpayer activity characteristics, company financial
ratios, taxpayer control system characteristics, and compliance with corporate
governance dimensions have T values that are greater than 1.96, and the
probability value is less than 0.05. This means that the presence of these items
in the model is significant. Also, the factor loading of all items related to the
five main factors is more than 0.5, and it can be said that all items of the factors
of taxpayer characteristics, taxpayer activity characteristics, company financial
ratios, taxpayer control system characteristics, and compliance with corporate
governance dimensions have a significant effect on identifying high-risk
taxpayers in the VAT system.

P-value of the gap between the current and desired status obtained for all items
effective in identifying high-risk taxpayers in the VAT system, which is smaller
than the error level (0.05); therefore, there is a significant difference between the
current and desired status of all items effective in identifying high-risk taxpayers
in the VAT system. Also, according to the reported averages, it is observed that
in all items, the average of the desired status is greater than the current status,
and the highest gap is related to the size of the company (based on sales and
assets, etc.), and the lowest gap is related to the type of company ownership
(public). The chart below shows the radar chart of the current and desired status
of the items, effective in identifying high-risk taxpayers in the VAT system:
Human resources.

Conclusion

In Iran, the main sources of government revenue are mainly from two sources:
oil sales and tax revenues. Among them, one of the fundamental issues of the
Iranian economy is the small share of tax revenues and the dependence of public
revenues on oil revenues. Therefore, reforming the country’s fiscal system as
part of reforming the country’s financial and economic programs was placed
on the agenda of the government. Within this framework, the formation of the
National Tax Affairs Organization is an attempt to implement a comprehensive
tax plan and also introduce new tax bases, and in particular, the approval of the
Value Added Tax Law and its implementation from October 2008 are among
the most important measures taken within the framework of the country’s tax
system reform and transformation program. Implementing Value Added Tax as
anew tax system in a country with a different structure from tax collection in the
past has been accompanied by challenges, one of which is the identification of
high-risk taxpayers. Of course, it should be noted that in most countries, auditing
is the weakest component of this type of tax system. In our country, despite
issuing an inspection manual and defining the priorities for taxpayer audits,
and considering the emphasis of internal and external supervisory bodies on
conducting maximum audits of taxpayers to reduce the possibility of fraud and
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tax evasion, and on the other hand, considering the lack of human resources and
the implementation experience of other countries on conducting tax audits only
for high-risk taxpayers with an emphasis on audit quality instead of auditing all
taxpayers, there is a significant research gap in this field so that, using practical
and research solutions, while identifying the factors affecting the identification
of high-risk taxpayers, the tax system can present a model that, while selecting
a percentage of taxpayers for audit, can obtain reasonable assurance that fraud
and tax evasion are minimized in this tax system.

Risk management is a key, effective, and efficient element in managing
taxpayer tax compliance and is considered one of the operational priorities
of a modern tax organization. Implementing a compliance strategy by the tax
organization is a response commensurate with the level of compliance risk of
each taxpayer. The tax authority needs a systematic and risk-based approach
to identify and select taxpayers for audit due to resource constraints and the
large number of taxpayers. In a modern tax collection system, the government
can’t audit and review each taxpayer individually, and it is a waste of resources
for the government to continuously review low-risk and compliant taxpayers.
In such a system, the selection of taxpayers for audit or audit will be based
on the taxpayer’s risk criteria. As a result, the audit planning will be done
according to the different risk classes of taxpayers. In a risk scoring system,
the characteristics and characteristics of the taxpayer are used to identify and
assess the compliance risk. The system analyzes the risk of information and
the taxpayer’s compliance and compliance. If the risk is below a predetermined
threshold, an automatic assessment is performed and a notice is issued. If it is
above the threshold, the taxpayer is manually selected for audit and review, and
after the audit and necessary reviews, a notice is issued and notified.

Ifthe VAT audit is not efficient enough, the performance of the tax administration
will be ineffective. The tax administration and system are like a set of links in
a chain, and the strength of the entire chain is determined by the strength of
the weakest link. Therefore, a weakness in VAT audit will lead to the overall
weakness of the VAT system. In order to reduce the gap between the tax
reported by taxpayers and the legal tax, it is necessary to foresee and implement
a complete and efficient audit program. An efficient audit in order to assure
the information declared by taxpayers is directly dependent on identifying,
examining, and overcoming the challenges and problems of its implementation
operations. Accordingly, identifying these challenges and problems and ranking
them, as well as providing solutions to overcome them, seems essential.

Abdi et al. (2014) have studied the tax audit in value added in Iran and other
countries, and without presenting a specific model or hypothesis, they have
examined the obstacles to the establishment of the value added tax system
as a challenge and compared it with other countries. While in this research,
identifying the obstacles and challenges to the establishment of the tax system
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in Iran, we are seeking to present a model for classifying taxpayers based on
risk. Barzegari Khanaghah and Feizpour (2018) have investigated risk-based
auditing in different countries, and the risk-based auditing method was proposed
to the Tax Affairs Organization as a new and modern method in today’s world
for conducting tax audits.

Keywords: High-risk Taxpayers, Tax Compliance, Value Added Tax.
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